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5 .  NEW HAMPSHIRE 

The New Harupsllire securities statute incluclrs within its definitiou of "securi- 
ties" "contracts of services and advice relatlng to investments, or meinber-
ship iu organizations or assuciatiolls pnrporting to render such scrrices 
or advice." wh~cli, in otlier words, describes the services of an investment 
cou~~selorA further pro! ision of the act provides that "dealers ill securities," 
whir11 would thus inclucle p e r s o ~ ~ s  selling mvestment counsel advice, rr~usl register -
with the securities commission. The State Securities Corlin~issio~~has the 
authority undw the statute to iuvestigate the financial standing :md reli;~l)ility 
of a prospective dealer and to pwhs upon the advertising matrrinl to he u w l  
b j  hnch person in connwt io~~ with his ~ctivities.' 

Thc St:~te of Okl:thonia, by an amendment to its Securities Act in May 1033. 
provided that only registered dealers may fuuction as investment couilselor~,~ 
but exempted lawyrrs and certified public accountants. Registration was COII-
ditinncd upon the posting of a hond to account for customers' fnntls and securi- 
ties and to s;ttisij- judgments obtained 11scnstomers against the dealer in actions 
hased on security transactions. 

Rhorle Island provides for the registration of brokers, and in the definition 
of broker inclndrs wery person who "for any cause acts as investment counsel 
and advises the purchase and sale of securities." ' 

CALIrnRNIA 

Drfi?!ition-The words "investment counsel" as  used in this act shall include 
every person or company other t h m  a broker, in this State, for compensa- 
tion, engages in the business of adviqing others either directly or through 
l~nblic4alionsor writings as  to the value of serurities or as to the advis:lbility 
of investing in or purchasing of securitirs, and eTery person other than a 
broker or certified public accountant who issnes or promulgates analyses or 
issues reports concerning securities : Provided, howwer. That said term shall not 
he construed to include any licensed, practicing attomey who renders or per-
forms any of said services i n  connection with the practice of law. 

R ~ g i r t r n t ~ o ~ ~of the i?~restnzent cozit~nclor.-No person or company, other than 
a broker, shall act as  an irlvextmrnt coi~nsel until such person or company shall 
have f in t  applied for and secured from the conlmissioner a certificate then in 
effect authorizing such person or rompanp so to do. 1Crer.v such curtifirate 
shall expire on the 31st day of December ilext after its issuance unlesh sooncr 
suspended or revoked. 

To secure such certificate, the applicant sh:~ll make and file in the offire of 
the conmlissioner an  application therefor in writing, rerified hg or in behalf of 
the applicant. In suc.11 applic:~tion, the applicant shall set forth, irl addition to 
such other inforn~ation as  may be rrquired by the comn~issioner: 

(1) The name, residence, and poht-office addresb of the applicant ; 
(2) If a corporation, a s ~ o ~ i a t i o n .  joint-stocb company, or partnership, the 

nnmc3, residc~nc~, and post-oflire address of each of its managing officers, agents, 
or partners, a s  the case may be; 

( 3 )  A succinct statement of facts showing that the applicant and each of i ts  
managing officers and a g ~ n t s  or partners, as the case ma1 be, is of good husiness 
reDutc and possess the experience and education which mould ql~alify biin to act -
as investment counsel : and 

( 4 )  The general plan, character, and method in which applicant proposes to 
conduct its business. 

If the applicant is a corporation or an associatio~ organized under the laws of 
any olhrr State, Territory, or governlnent it shall file with its application a copy 
of i ts  articles of incorporation or association, together with a certificate exccuted 

7 See State legislation illfra. 
Ihid. 

0 Ibid. 
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by the proper offirer of such State, Territory, or gorenlment, not more than 30 
days before the filing of such application, showing that surh applicant is au-
thorized to transact business in s a ~ d  State, Territory, or government, and also 
in such form as  the commissioner may prescribe its written instrument irrevocxably 
appointing the comn~issioner and his successor i11 office its true and lawful attor- 
ney upon whom all process in any action or proceeding against it, arising out of 
or  founded upon the fraud of such applicant in the conduct of its business as  invest- 
ment counsel, may be served with the same effect as  if said corporation or  associa- 
tion werr organized or created under the I:IW of this State and had been lawfully 
served with process therein. 

The con~n~issioner shall exnrrlinr s w h  ;~gplic;rtion for an invrstnient conu+l's 
certificate and shall make such further invrstigatiou of the applicant and i ts  
affair< nb hc. shall ciec~n a(11 isable. If from iuch emmination the co~nrnichioner 
shall be satisfied- 

(:I ) Tlin t the appl~cant and it- officers, dlrectors, and meml~ers, if any. are  of 
good bnsinr\\ r rp r~ t r  and in the opi~tion of the co inmi~~ic~nr r  qualified by exlwri- 
mce  and ed~~ca t ion  business ;to cor~dnct :in illvestrr~ent-col~r~\el 

( b )  Tliat neither tlie applicant nor its office~s, directors, or niembcrh, lf any, 
hare violated any of the ~ ~ r o v i s i o ~ ~ \  of this act or of el~apter 2.26 of the statntes 
of 1923 ; and 

( c )  That neither the applirant nor its officers. director., or members, if any, 
haxr eng:lqetl or are :~l)out to enptge In any fr:indulent tr:tns:wtion, he shall 
issue wch certificate. Otherwise, he shi~ll deny the application and notify the 
zpplicant of his derision: P~'o~'idc'd, I ~ o ~ r c c t r ,That if the only ground for such 
denial f i~l ls  under bubdi~ision ( b )  or ( c )  of this srctiori, the cc~ln~r~issioner may, 
in his discretion, w t r i ~ r  such ground for denial and issue a certificate to the 
applicant if saticfied that in the particular case the application of either sub- 
division is  purely tecllnical and does not substantially affect applicant's honesty 
and integrity, wid that tlie inability of :tpplicant to meet either of these require- 
ments will in no may interferc with k t  proper perforn~ancr by the :t~~plicant of 
his duties as  an investment counsel. 

The cw~nmissloner mag a t  any time teniporarilg wspend any inreht~nent 
counsel's certificate issued hy hini if he finds, after a hearing upon such notice 
a s  he, in his discretion, shall deem ~'easonable, that there exists any of the 
grounds hereinabove enun~erated for the denial of an application for a n  invest- 
ment counsel's certificate. If,  a t  the expiration of 30 days from the date of 
suc.11 s~is~~ension,  the crrtifimte so sn?prr~ded has not expired or has riot been 
reboked, a s  hereinafter provided, i t  shall br deemed reinstated. The c20mnlis- 
cioner nin\t rrroke any investn~ent counsel's certificate, if, after hearing upon 
notice, he sllall find the existenre of any of the grounds, hereinabove ennn~erated, 
for the denial of a n  application for an investment counsel's certificate: Ptocided, 
hoturccr, That such revocation shall be tliscwtionary with the commissioiier if 
the only ground for such re\ocation falls under subdivision (b)  or (c)  of this 
section and he is satisfied that in the particular case the application of either 
subdivision is purely terhniral nnd does not substnntially affect applicant's hon- 
e s t ~and integrit;r., and that the inability of applicant to meet either of these 
requirements will in no way interfere with a proper l~crformance by tlie applicant 
of his duties as  an invrstnirnt counsel. (Deering, General Lnn5 of Califo~nia 
(1937). rol I, act 3811,8 2 (12 ) , S. 9 ) 

CONNECTICUT 

~t,fillitio~t.-The term "inrrstn~ent counsel" shall include RIIJ' person, who, in 
this State, shall engage in the bnsinrss of :~dvising others, either directly or by 
mail or  through publications or writings, as  to the value t~f  cpecific secnrities or a s  
to the advisability of investing in purchasing or selling suc l~  securities, for a 
compensation or commisc.inn or a t  a profit, but shall not incll~de any national 
hanking associatinn or Federal saving< tmd l n m ~  nsweiation located iu  this State 
or any State h:mk and trust cornlmny, industrial bnnlr, savings bank, or building 
and loan association under tlie supervision of thc bank commissioner, nor any 
person registered as a "broker" 1m1er the pro~isions of chapter 912 of the gen- 
eral statntes, a s  amended. 

R p q r s t m t i o ~ ~of t h r  iwvestmrnt covane1or.-Each registration of an invect-
ment counsel shall set forth, in addition to such other information as  may be 
required by the commissioner, the following: ( a )  The name, r e d e n c e ,  and 
post-office address of the registrant; ( b )  the form of organization under which 
registrant condncts business; (c )  if such investment counsel be n corporation, 



an association, a joint-stock company or a partnership, the name, residewe, 
and post-office address of each of its directors, managing officers, a g t ~ t s .  or 
partners, as  the case may be, together with such information in respect to the 
business record or  experience of each such direction, officer agent, or pwtner 
and such other information as  may be required by the commissionrr: ((1) the 
general r~lan, character, and method by which the registrant proptws to con-
duct his bnsiness and the form of business lie is engaged in or ih tmuhncting: 
( e )  a statement a s  to whether such investment counscl or, if such in\-es(ment -
counsel be other than an  individual, whether any partner, prinripal, officer, 
director, or branch manager thereof has been conricted by a conrt of coinpctent 
jurisdiction in any State or  country of any criminal offense in connection mith 
any transaction involving the sale or offer for sale of securities; or ha.s been 
enjoined or restrained by order of any court, comnlission, or pnblic official from 
selling or offering for sale securities in ally State or  county or continning any 
practices in connection therewith, or been arrested or prosecuted for any viola- 
tion of law involving securities in this or any other State, or bee11 conricted 
of any criminal offense of any nature or sentenced to imprisonnlent in a jail 
or other penal institution, or, having applied for registration or having been 
registered or licensed a s  a dealer, broker, or  salesman of securities in any State 
or  country, has had such registration or license refused, suspended, canceled, 
or withdrawn. either by reauest or otherwise. If such investment counsel or 
any such partner, principal, officer, director, or branch manager has ever been 
convicted, restrained, enjoined, arrested, or prosecuted, or has had any regis- 
tration or license refused, suspended or canceled, or withdranrr, by request or 
otherwise, such investment counsel's registration <hall ha1 e incorporated therein 
complete details thereof. 

The registration of an investmeut connsel s l~al l  he sworn to befort. a person 
qualified to adn~inister oaths by tlw person initking tlie same and shnll state 
that the alleged facts therein contained are true of his own knowledge and, 
if such person be a partnership, suvh oath shall be made by a member thereof 
and, if such person be a corporation or any other form of a n  association, 
such oath shall be made by an  execntive officer thereof. Any person who 
shall make a false statement in such registration or  in any sworn statement 
or affidavit nttnched thereto shall be subject to the penalties prescribed for 
violation of the provisions of section 1633c of the 193.5 supplement to the 
general statntes m d  of the provisions of any other section of the geueral 
statutes violated thereby. Saitl commissioner may adopt forms to be nsed by 
persons registering as  illvestment counsel as  herein required, and shall furnish 
such forms to any person requesting the same, without charge. 

Upon receipt of the registration of an  investment connsel, accwmpauied by the 
fee required by this act, and upon compliance with tlie provisions of this act. 
the commissioner may make such further inrrs t iq~t ion of the registrant and 
his affairs as  he shall deem necessary or adrisablr. r p o n  the completioi~ of 
such examination or investigation, the commisisoner, shnll, subject to his 
anthority to refuse bnch rtgistrxtion as  hcrcinafter prokided. enter the name 
of such person on a register of investme~lt rounsel to be kept in his office, 
properly indexed and open to the public, provid(d no registr:\tion shall be so 
entered within fire years after tlie date of a conviction of any crimin:rl offense 
in connection with any transaction involving securities, or  within 5 year? after 
the date of the issuance of any permanent injnnction or restraining ordcr in 
connrctian ~ ~ i t h  seci~ritieu,or within 5 sears  after the cancelation of any license 
or rcgistmtion a s  broker, dealer, or salesman, in this or any other State as  a 
result of alleged fraudulent transactions on the part of any s w h  rcgistmnt, 
or, if the registrant be a partnership or a corporation or any other form of ar? 
nwoci:ition, on the part of any partner, principal, officer, or director therefor. 
The commissioner is authorized to refuse to accept the registration of an in-
~ e s t m e n t  connsel for any reason which is  cau5e for the cancelation of such -
registration, or  whenever the commissio~ler shall hare reason to believe that 
s l~ch  refusal is  necessary to ~ r o t e c t  the public against fraud. The commis- 
sioner shall not issue any certificate or written ericlence to any persol1 registered 
as an investment connsel. Each person who has registered as an investment 
counst.1, shall immediately file with the commissioner in writing any change of 
residence, mailing address, or place of doing business, or any other change4 
in such reqistration that may, from time to time, occur. 

* * * C * * * 
If the commissioner shall be satisfied, either after an investigation or other- 

wise, that any person registered as  an investment connqel ( a )  has violated 



:my of the provisions of this act ;  (b )  has violated any of the provisions of 
said section 1 5 3 3 ~ ;  (c )  has  rendered advice of a fraudulent nature, with intent 
to perpetrate a fraud in connection with or relating to the purchase, sale, or 
continued investment in any security; ( d )  is  in any wag dishonest or is corl- 
clucting or has conducted his business as  investment counsel in a fraudulent 
nlanner or is about to engage in any fraudulent transaction; ( e )  has failed or 
refused to file such infornmtion with respect to the business or the facilities 
of the organization of such inxestment counsel a s  has been required by the 
commission, or ( f )  has made a material false statement in the registration, 
the commissioner, upon notice to such person and affording him a n  opportunity 
to be heard, may cancel such person's registration. Notice from the coinmis- 
hior~er sent b.v nrail in a sealed envelope, postage prepaid, to such person a t  hih 
principal address, bhall be deemed sufficient notice to such person. The com- 
missioner shall not cancel the registration of any investment counsel except 
upon such notice to such person given as herein provided 

* * * * * * * 
Each perhon registered as  investmt.nt counsel shall pay to the connn~ssioner 

for the use of the Stdte an  unmial fee of fifty dollars. Any registration. unless 
sooner revolietl, shall expire a t  midnight on June thirtieth next succeeding tht. 
effective date of such registration. Suc2h fees shall be p:ticl in advance and 
no person shall be deeined to be rfgistered a s  an inve\tnient counsel unless 
he shall have paid the fee herein provided for. In  addition to such annual 
fee, wcO1l person registered as  an inrestment counsel shall pay the actunl cost, 
: I \  detcrn~ined by the commi6sioner, of any invesligation or examination rnadc 
of suth inrestment counsel's affairs under the provisions of said section 1537c, 
:IS amended, or any provicion of this act. by or on behalf of the commissioner. 
(Connecticut, General Statutes (Supp. 1937), Cli. 212, Ser. 7470.) 

MICHIGAN 

EIrrcv~fter i t  shall he nnlamfnl for any person to engage in the business of 
dealing in securities wht'ther exempt from or i~~sludecl in the provision of such 
decision of this act withont first procuring a licwlse and continuing to he 
licensrd therefore. as  hereinafter yro\ided, * * *. &'or the put'pow of this 
act, any person who for any consideration acts as  an investment counselor and 
adrise? the purchase and sale of securitieq, shall be deemed n "dealer" * * *. 
(Michigan. Public Acts of 1935, act 37, sec. 21.) 

XEW HhMl'SI3TRE 

Under this chapter dealer shall mean any individual, partnership, association, 
or corporation engaging in the selling or offering for sxle of securities, except 
through the medium of, or as  agent or salesman of, a registered dealer. But 
mles made by or in behalf of a resident of this state in the ordinary course 
of bona fide personal investment of his yersonal hnldings, or change of such 
inrc~stments. sh:rll not constitute such resident, or the agent of such resident, 
if not otherwise engaged either per~nanently or temporarily in selling securities. 
a d ~ s l c r  therein. A nonresident drsiring to make such sale of his personal 
inwstments m n ~ t  first: ohtain the approval of the insurance coinmissioner. 

Securities sl!:~ll include :rll classes of stocks and shares, bonds, debentnrcs. 
PX-idmces of indrbtedness and certificates of pnrticipatioi~, certific:rtes of ware-
Ilonsc~men, rightb and interests in land from which petroleurn or minerals are, 
or are intended to he, produced. ship shares, and investment contracts in the 
folw of a bill of s;~le, or any similar derice, and contracts of ser~ices  or advice 
relilting to investmellts, or membership in organizatio~ls or associations pnr-
porting to render snch service or advice. 

* * * 4 * * * 
Pie dealer in securities shall, in this State, by direct solicitation 01. througlt 

agents or salesmen, or I1.y letter. circular, or advertising sell, offpr for sale, or  
invite offers for or inquiries about securities, unless registered as a dealer 
under the provisions of this chapter. 

Any dealer desiring registration shall filc written application tl~prrfor wit11 
thc, insurance coinmissioner, arcompanied by a registratio11 fee of $25, the fee 
to be returned if the application is not granted. 

The application shall be in such forms as may bc prescribed by the comlnis- 
sioner. and shall state in writing the principal place of i)nsi~~c~ss. the name or style 
of doing business, and the address of the dc3aler, the nanws, residences, and bnsi- 





I~ereinafter provided, he shall register such applicant :IS a dealer upon his 
filing a bond in the sum of $5,000, running to the State of Oklahoma, con-
ditioned that the dealer shall properly account for ally 
moneys or securities received from or belonging to another and shall pay, 
satisfy, and discharge any judgment or decree that inay be rendered against 
such dealer in a court of competent jurisdiction in a suit or action brought by 
a purchaser of securities against such dealer in which i t  shall be found or 
adjudged that  such securities were sold by the dealer in violation of this act 
or that such purchaser was defrauded in the sale of such securities. Such bond 
shall be executed a s  surety by a surety company authorized to do business in 
this State; or such bond may be a personal bond, provided that  the dealer 
shall keep on deposit with the com~nissioner, as  surety, securities exempt 
~ m d e r  snbdivisions ( a ) ,  ( b ) ,  or ( e )  of section 4 of this act of the marketable 
value of a t  least the amount of such bond, which said securities shall be 
returned to such deqler when the liability under such bond has terminated or 
been satisfied. One recolTery upon such bond shall not void same, but i t  shall 
be subject to s~~ccessivesuits and recoveries until the penalty thereof is 
exhausted; provided, that the aggregate liability of the surety on such bond for 
a11 such suits and recoverier shall not exceed the sum of five thousand 
($5,000.00) dollars ; and, prorided further, that  no action shall be brought for 
recovery under the provisions of this act after two years from the date of the 
act or transaction in violati011 thereof. Upon suits being filed to recover dam 
age from a dealer who has exerntetl a bond, with a surety company as  snrety 
thereon, in excess of the amount of ilny such bond, the commissioner, by writ- 
ten notice served upon s w h  dealer, may require such dealer to give a new 
bond, and if the same is not given within twenty (20) days after snch servic~, 
the commi-sioner may revoke the registration of such dealer. (Oklahoma Stat 
ntes, title 71, ch. 5, S. 41.) 

RHO.DD ISLAIYD 

The term "broker" chall mean and include every person, other than :I qales-
111;ln. who in this State engages, either for all or part of his time, directly or 
through an agent, in the business of selling any security, whether issued by 
llimfirlf or another person, or in the business of pnrchasing or otherwise acquiring 
<rich securities for another with the purpose of reselling them, or of offering 
them for sale to the public, for a commission or a t  a profit, or for any considera- 
tion acts ;is an investment counselor and adrises the purchase and hale of such 
wcnrities. 

No person sh:~ll sell securities as  a broker or salesman respectively within 
the State unless he is registered as  such with the chief of dirision of banking 
;u1d i~~surance.  Said chief shall not register any person a s  a broker or salesn~an 
miles^ said chief shall determine that the character of such person is  such that 

he will conduct the business uf broker or saleslnan without fmnd. If demanded 
by haid chief, any person desiring to register as  a broker or salesman shall fnrnish 
the names of three responsible citizens of Rhode Island who can vouch as  to the 
caharacter of the applicant. If i t  appears to said chief that any perqon registered 
f ~ sn broker or salesman is violating any of the provisions of this c'hal~ter or is 
eonclncting his business as  broker or salesn~nn in a fraudulent manner or is  vio- 
lating any of the regulations of said chief, said chief. upon notice to such person, 
sllall cancel such person's registration. 

Ul~on the finding by said chief that a person may act as  a broker or sales-
III:III within the State, the name of such broker or salesman shall be entered 
in the regihter of brokers or salesmen : but the finding of said chief that ;I 
perwn shall iiot act as  a broker or salesman, and that his name shall not he 
entered in or shonld he cancelled on the regiqter shnll be in the form of ;\II 
order to that effect. \Vhere the registration of a person as  salesman or broker 
is canceled for cause said chief shall so note upon the register. . 

E ~ r r y  person applying for registr:ltion as  a hrokrr or hnlesman or filing nil) 
lists or information or making application to said chief to sell securities, shall 
file with said chief his pernlnnent mailing addresscs and s i~ch changes thereof n. 
inay thereafter from time to time occur. Notice from said chirf sent by iuail 
in a sealed enrelope, postage prepaid, to snch person :tt sr~ch adtlrrrs sh;~ll I)r 
deemed sufficient notice to snch person. Said chief shall not snspend or forbi(1 
the sale of wcnrities or cancel the registration of any broker or salesmil~l 
except upon notice to snch person given a s  aforesaid. 

E ~ p r y  snch brnker who is not a resident of this State, shall, a t  the time of 
filii~g his application for registration, also file a written instrnll~ent nppoit~tiug 



said chief in his nnme of office and his successor in office to be the true :tiid 
lawful attorney of such nonresident broker in and for this State upon whom 
all lawful process in any action or lrgal proceeding against said nonresident 
broker may be served with the same effect as  if said nonresident broker n e r r  
a resident of this State. Said power or attorney shall stipulate and agree ou 
the part of said nonresident broker that any lawful process against said no1:- 
resident broker which is serred on said attorney shall be of the same legal 
force and validity a s  if served on said nonresident broker, and that thc -
authority shall continue in force so long as  any liability remains outstanding 
against said nonresident broker in this State. A copy of such appointmrnt. 
duly certified by said chief, shall be received in evidence in all courts in this 
State. Service from such attorney shall be deenled sufficier~t service upon th,, 
principal. Whenever the said chief shall have been duly apnointed attorney to 
receive service of all  lawful process for any such broker, said chief shall forthwith 
forward by mail, postage prepaid, a copy of every process sened  upon said chief 
t o  said broker at  his last known post-office address. For each copy of process haid 
chief shall collect to and for the use of the State the sum of $2, which shall he 
paid by the plaintifl' or moving party a t  the time of such scrvicc, to bc recovcred 
by him as part of his taxable costs if he succeeds in his suit or proteeding. Thr 
term process when used herein includes any writ, summons, petition, or order 
whereby any suit, action. or proceeding shall be co~nnienced or any other pmccsq. 
original or mesne, in connection therewith. (Public Laws of Rhode Island, 193Ft 
36. ch. 2339, secs. 5, 6.) 

(Memoranduin entitled "Statutory R e g u l a t i o n  of Inr-estnlrnt  
Counselors-by Itese>~rcllDepartment, I l l i n o i s  Legis la t ive  Co~~nc.il," 
is as follows :) 

These reports are  intended to prorlde a factual sonrce of infornmtion with 
regard to problelns concerning which the general assembly may be called upon 
to act. The research department of the legislative council is engaged in 
objective fact finding under the general supervision of the nlelnhers of the 
council, who also serve in the general assembly. Reconlmendations for the con- 
sideration of proposed legislation or particular policies :Ire not made bj  the 
research department. 

Those who have funds to invest, wlieti~er the sums be large or srnall, face 
the difficult task of finding trustworthy ~ n i d e s  to  their investnient problems. 
Some types of investment information have been avail:~ble for many yeari. ltul 
the growth of investment services generally has been most marked in the period 
since 1930. This has been explained hy one writer who points out that the 
stock-market collapse of 1929 destroyed what he calls the restful supposition that 
sound investments could be safely put away and forgotten. The samp writer 
adds that every intelligent intcstor today knows that insecurity prevails and, 
accordingly, looks for some leadership in his investment problems. There :ire 
a great variety of services to which the investor may turn for advice and 
leadership. 

Giving precise meaning to the term "investment counselor" presents m;i11~' 
difficulties, partly because there exist few statutory definitions, partly hecause 
the concept of the "profession" is comparatively new, and also becauie r r e u  
those who engage in investment counseling have reached no general agrerment 
as  to the exact scope of their activities. I n  the broadest sense, investment 
counseling is  the giving of advice concerning the purchase or sale of securities. 
This is a service that is rendered to some extent by a great variety of org:lnia;l- 
tions and individuals, including investment houses, hrokers, banks, a t t o r n r ) ~ .  -
jounlals, and statistical agencies. In  a narrower and more idealistic smsr ,  
an investment counselor is one who, for a valuable consideration, rlerotes his 
time esclnsively "to render to clients, on n personal basis, competent, unbiased. 
and continuous advice regarding the sound management of their investments." 

rBrank P. Breckinridge, "Investment Counsel-Faith or Folly," Commerce. Oetob~r 
1936,p. 17. 

a Securities and Exchange Commission, Report on Investment Counsel, Investment SInn-
8gemcnt, ]n,7e.vtmet,t Supprvisory, and Investment -4dviqory Services (Augnst 17. 1!):!9), 
g. 28. 



\Vhile those who regi~rd investment counseling a s  being of a professional 
character consider t h ~ i t  their activities should be confined to giving specialized 
advice in individual cases, there are  many so-called investment counselors who 
engage either regularly or incidentally in activities manifestly of a non-
professional character. Thus, some counselors give illvestment advice in con-
junction with their activities as  brokers or dealers in securities. Other in-
vestment cmmselors publisb mauualr or periodicals. Still others may also 
be engagc3d in real estate management or in any number of different occupn- 
t i o m  In ordinary usage the titlr of investment counselor is applied to in-
diridnals who niay not men profess to be more than intelligent tipsters as  
well ;is to individlials of considrxrable training and experience who render a 
service of a t  lwbt a sen~i-professional nature. 

In form of org;~nization, inrestmrnt counselors range from a small unit with 
a s i ~ ~ g l rproprietor to >I large corporation with several hundred employees and 
admiuin,tering funds totaliug millions of dollars. Thirty investment counsel 
firn~s in Illinois responded to a questionnaire sent by the Federal Securities 
and Exchange ('ommission, but Illis is admittedly not a complete enumeration, 
and the total number is wrtainly nmny times as  large. Illinois ranked fourth 
to N'w York. California, and Massachusetts in the number of inrestment 
conr~sel firms rty)lyliig to the questionnaire. 

(1) STATE OR FEDERAL REOULATION 

.I I)usic assumytion in atlopting regulation of inwstnirnt counselors a s  a 
public policy would be that the business, or profession, is affected with n 
degree of public interest adequate to justify recisonable regulation under the 
State's police power Hecausc of the dangers to the public from fraudulent 
or  misintormrd advice, the courts woultl quite pro1,nbly uphold reasonable 
regnlations. This point of view is supported by the existence of some type of 
regulation i11 srrerirl States. The legality of such regulation could not, how- 
ever, be drtinitely established in I l l i~~ois  nnlexs ?r htatute were enacted and its 
validity ruled upon hy the courts. a4-\ccordingly, the major question is first the 
clesiritbility aud 1e:ality of regnlatiou generally. 

St;~tntes providing for sonw measure of regu1:ltion regarding investment 
couuhelors exist in six States. These States are  California, Connecticut, Michi- 
gan, New Hampshire, Oklahomn, and Rho& Island. In addition, administrative 
oficers in several other States have attempted regulation of investment coun-
selors under general statutory provisions applying to dealers in securities, 
although these statutes do not specifically mention illvestment counselors. 

The National Government has not enacted any statute for the regulation of 
investineut corunselors. However, the Federal Securities and Exchange Com- 
mission has been making a study of investment counsel organizations in connec- 
tion with a general survey of investment trusts and investment companies. The 
Commission reports that various persons concede that the problem of investment 
coul~selorsmust be dealt with on a national basis in order to be s o l ~ e d . ~  

I t  appears accordingly that question may arise not only a s  to the desirability 
of any regulation of investment counselom but also a s  to the relative merits of 
Feden11 and State regulation. This report is concerned solely with possible 
regulation of investmmt counselors by the State government of Illinois. Three 
bills providing for such regu1:rtion were introduced during 1939 in the regular 
session of the Sixty-first General Assembly, but no legislation on the subject 
was e n ~ c t e d . ~  

Some limitefl ailmil~istratire regulation of ilrvestluent counselors does exist 
in Illinois. The rules proniulgatetl by the Secretary of Stat(. under t l ~ e  securi- 
ties law provide that all advice given by investment counselors shall be solely 
on the basis of advantage to the invebtor, and without regard to possible profits 
to the counselor through the sale of ~crurities or through handling transactions 
for the intestor. I t  is further provided that a n j  courrselor who in :illy manner 
acts R S  a dealer in securities or in 21 relatwl ca~xtcity must ol~tain registration 
under the law. This rrgistratiorl is rc~clnireil of security dealers, brolters, solic- 
itors, aeents. and issuern, of securities. ltecibtration is not required of invest-
ment connselol's who nlerely give a(l\ ice iIS to investnlellts witl~oat plarillg con-
tmc'ts for the purchase or sale of secnritic~. The rule on this subject is as  
follows : 

V w ~ n r i t i r sant1 Exchnnge ('omn~ission, IIolding C o m p a n ~  dlct Release No. 1696 (Ang.
2:3. 1929).p. 7.

' T'hv :3 hills are Senate hills 30.5, 570, and 001. 
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"Investment coulisel or adlice, whether by one specializing solely in rendering 

investment counsel or  advice, or by a dealer or broker, incidental to usual 
transactions in securities, shall be strictly on the hasis of fiduciary relationship 
between the counselor or advisor r~nd the investor or prosliectivr invrstor. In  
no event shall such counsel or advice btr influe~lced or colored by the element of 
proht or compensation through the sale or trnde-out of any wcu~it:; held hy the 
investor. Any advice or counsel given to an investor respectinr: the position of 
a security held by such investor must he solely on the basis of interebt or ,-
pecuniary profit to the investor. Any in\e'Xrwrlt cuunsclor who in any manner 
whatsoever, either directly or in(lirectlg, l~laces or assists in placing any con-
tract for the purchase or sale of! securities is held to be a registrant and must 
be qualified as  provided hy the protisions of the Illinois secuntlrs law." -

The administrative officers who enforce the securities law of Illinois inform 
us that they cloubt whether the rulc quoted above h:~s had much effect. and 
that persons denied registration as  brokers and dea le~s  may set themselves up 
in business as  investment coaneelors. Since the securities department can 
penalize violatiolls of the rule only hy rc*,ohing or denying regi4-ration, there 
is no way in which the securities department call enforce the rule against those 
who do not desire repistiation. I t  is thought, however, that the  existence of 
the rule may be of some ad\antnge in furniching State's attorneys u i th  a pus-
sible basis for criminal artion charqiny violations of the securities law. In ;my 
event, it appears that no effective regulation of inrrstment caounwlors now 
exists in Illinois. 

The effectiveness of possible self-regulation of in17estlnent connsrlors by means 
of national, regional, or State associations of those who engage in this type of 
enterprise should perhaps be col~sidered in connection n i th  proposals for statu- 
tory regulation. Without a doubt, much can be done toward promoting high 
standards of ethics and qualifications hy the d e \ m  of adopting high stt~udards 
for membership in voluntary associations and b j  enforcing such standards. At 
least two associations exist with this 21s one of their declared pnrpose*." 

Self-regulation of investment counselorb tli~ough \oluntary ;~ssociations would 
not. howe\er, wlvc the pro\)lem of rcw~lation. The associations that now exist 
do not hare a menil~rrsl~ipIi~oad rnougli to esercihe cflrctive control over the 
geueral body of in\ rstment rounwlow. Furthermore, the type of investment 
counselor that resembles a tipster, and against ahorn the public is  in the great- 
est need of protection, i b  not likelj to confonu voluntarily to i ~ n )  code ot ethich. 
Accordingly, it n,ay he concluded that if requlation is thounlit tleiirahle, such 
regulation mnst be entrusted to a n  ilgency ~~osscssln:: 1)owers of compulsion. 

( 2 )  DEFINITION O F  INVESTMEKT COUNSELOR, 

A ma.ior problrm in considering a regulatory statute would be the nerd ant1 
debirahility of defining the application of the lam. Careful defiuitiun is necessary 
becmise time who now call themselves i~ i \~rb t~nent  counselors might avoid the 
use of that title if by that means they could escape mhiitel-er regulntion is pro- 
vitlecl A definition might also seem desirable in order to make it clear whether 
the regnlntory measure applies only to investment counselors who g ~ v e  sprcial- 
zed advice concerning part~cular  investments or :~l.:o to the publishers of factual 

eerrices who supply s tat is t ic~l  and analytical informatinu c'oncernlng market 
developmeuts generally. 

The several hills in relation to investment connielors illtrodaced in the last 
sewion of the general assrml)ly did not seek to regr~lntc as  investment coun-
selors purely informative servicw. although they (lid cover services which nffered 
predictions a s  to market developments. The definitious in the bills wwe similar, 
the follow~ng definition being taken from senate bill t'01 : 

" 'Investment counselor' means any person, firm, or corporation who for c~im- 
pensation or anx cons~deration of mlur  givcs or purports to give advice with 
respect to the atlvantages or disadvantages of investing in any security as de- 
fined by the provisions of the Illinois securities low, or who charge.: or accepts 
any con\ideration or provides therefor, for issiiinq, publishing, distributing, 
delivering, mailing, or sending any telegram or telephone message or in any 

Secretary of State Securities Departn~eul "Rules and Rcgulrrtions With Referenc~ to 
Dealing in Secu~it les'under the Illino~s ~e&ri t i e s  Law'' (effective December 1. 19381, 
rule 15. 

0 Tbcse are the Investment Counsel Assodat~on of Amerlca (formed durinq l Q . I i ) ,  w i t h  
headquarters in New York C ~ t y ,  and the Investment Counsel Associ.~tlonof Sonthrln 
California. 


