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P 'R 0 C B E D I N G S -----------
The Presiding Officer: The hearing will be in 

order. Let t he recor d shot,] thu 'c the hearing today is a 

continuat ion of the hearings commenced on l'4onday, May 7, 

and recessed on Friday, May 11, until t his date. 

irJi11 you proceed, Mr. Paul? 
. 

f-1.r. Paul: Mr. Presiding Of :E icer, the first industry 

witness for today is the firm of Merrill Lynch, Pierce, Fenner 

and Smith, Inc., Mr. Donald '1'. Regan, Vice P:cesident ()nd 

Secretary, and Mr. James Thomson, Vice President and T:ce a Gurer 

will testify as a witness. They are represented by Mr . James 

Walker, General COL1nsel, and t-1r. LOllis E'i::en, of the firm of 

Brown, ~rJood, Fuller, Caldwell and Ivey. l-ir. Frederick 1I108S 

of the Study Staff will conduct the questioning. 

\"lhereupon, 

DOi:iJALD T. REGAN 

JAMES THOMSON 

were called as witnesses, and having been first duly sworn, 

were examined and testified ;;IS £0110'v8: 

The Presiding Officer: Gerl'i:lemen l in all 

Commission proceedings it :is customary to advise the \,li tnesses 

of their Constitutional privilege. Since you are represented 

by counsel, I assume you are a'i.'lare or ,,,ill be advised by your 

counsel af your privilege and if at: any time YOll have any 

question about exercising your privilege, you may, of coursr" 
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consult with counsel. Proceed. 

DIRECT EXAt'\1INATION 

rol:;: . Hoss: t-1r. Regan, \>lill you please s tate your 

name for the record? 

tvitness Regan: Donald T. Regan. 

~1:c. f.10s s : I UID ers 'cand, sir, that: you have an 

opening statement to make. 

Witness Regan: I do. 

l<ir. Moss: viill you please proceed ? 

lvitness Regan: My name is Donald 'l'. Regan. I am 

a vice president, a ' director and a member of the executive 

committee of Merrill Lynch, Pie rce, Fenner & smith 

Incorporated. The business of my finn consist s of acting as 

a broker and dealer in securities and commodities , and as an 

underwriter and distributor of securities. We conduct our 

business through 150 offices in 'che United States and several 

foreign countries. Our home office, vlhich is located at 70 

Pine S'l:reet, Ne'\'1 York City, consists of seven divisions made 

up of 4S ' departments. Each division is headed by an officer 

who also is a member of our mcecutive committee, and whose 

full time is devoted to his administrative and supervisory 

responsibilities. None of them services accounts. Our 

personnel totals 8,700 of whom over 500 are engaged in 

management and supervision. We are members of 41 securities 

and commodities exchanges. Our annual report fo r the year 1961, 
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copies of "IIlhich are available to this study group, reported 

our to 'cal assets a 'i: $796 million and the capital of our 

company at $90 million. 

Until January 1959 our firm conducted its business 

as a partnership. At that time we incorporated. One result 

of this change is that we now have three times as many stock­

hokers as ,.,e had fC."t'tners and all the additional no,,; owners are 

full time employees of tIe company. Another result of 

incorporation has been to provide great financial strength 

and a continuity of i::he capital of the firm, which we feel 

is very important to members of the financial industry ,,'ho 

deal with the public. The stock in our company presently is 

owned by 329 holders--including an interest of about 10 per cent 

held by the Charles E. Merrill Trust, the beneficiaries of 

which are educational, religious and charitable institutions. 

We expe ct to con'i::inue to broaden the ownership of our firm. 

In 1961 we handled 12.7 per ceil', of the public round 

lot volume and 20.2 per cent of the crl d lot volurre on the 1<1e,,1 

York stock Exchange. 'I'hose pexcoi::ages are about the same as in 

1957 despite tre fact that in the succeeding four yez.r s "II,e 

added more than 20 offices. 

It is estimated that there are 15 million shareholders 

in the United S·cates. This is almost three times the number in 

1948. This threefold increase in the number of share owners 

in the United states iEi unquestionably an indication that our 
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free private enterpr ise system is functioning for t he benefit 

of the people, ",hether they be doctors, la~lye 1: s ,ministers, 

school teachers, fa rme r s, workers, hou s ewives or retired 

people. Their fina nc ial circumstance s vary £r cm t h ose who 

are wealthy to t hbse who just have r eached the point where they 

a re able to invest in t1l:! future of l?/lm e r ican ind '_~B try. I might 

add that as part of Ol.l r philosophy we f eel tha'~ before 

investing in securities any ind ividual should have adequate 

insurance a~a cash reserve to mee t emergencies. 

While titizcns of the Uni"i: eCl States should be 

gratified at the broadening of the ownership o f American 

industries, the people in the investment bus i ne s s must 

recognize that it imposes certain responsibilities on them. 

Herrill Lynch· recognized long ago tha t the r esponsibilities 

inherent in dealing with people and their money are not to 

be taken light ly. 

I feel it might be appropriate for me 'co 

faniliarize the study group, as briefly as possible , ,'.lith some 

of my firm I s basic business policies and some of om: more 

important praci:i ces. 

In 1941 I'1errill Lynch published the first annual 

report of ope ration s ever made public by c:l member of the New 

York Stock Exchan~eo In that repori: "Ie gave a statement of 

policy. OVer the years those policies have been modi:r:ied in 

some cases, but in principle they are unchanged. Bec&u 5e they 
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reflect substantia lly something of our philosophy of doing 

business, I am including them in this statement. 

The interests of our customers must come first. 

Ne make no service charges. 

In any printed report fran our research division 

on any company we disclose the general -size of any stocJ~holdings 

that our firm or any of our offices migh'i: have in that company. 

w11enever 'VJe participate in a public offeJ:ing of 

securities, no stockholder, officer or employee of our company 

is permit ted to buy until orders of our cus'i:omers have been 

filled. 

None of our s'i:ockhold ers, of f icer s or employees is 

permitted to benefit personally from advance knowledge of 

information about securities or cormnodit::ie s which '(:he firm has 

ob tained for the use of its customers. 

To assure financial soundness, we will maintain Ol1r 

c'i>ital in an amount which exceeds the requirements imposed 

by regulatory authorities. 

We publish an annual report which includes a 

statement of our income and expenses, as \'1e11 as a statement 

of our financial condition. 

we aim to provide the most efficient service any 

• broker can offer to assure customers of fast and aCCl1rate 

handling of their business. All our commissions are at 

minimum levels. 



• 

• 

836 

Because 1,I]e believe that the ownership of secur ities 

by mor e and mon') pe i)L2s is desirable Vi e maintain a broa d program 

of public educat ion, e :cplaining what it means t o i nvest and 

hO'l,'" to go about it. 

Because ,\Ie believe in "Investigate - - Then I nve s"i::, II 

we offer large and small investors the help o f ou ;: resea ~ch 

division at no charge '~hatsoever. 

Not only do we have policies, but we do our utmost 

to live up to those policies. The implementation of policies 

is as import,lnt as the policies themselves. ~'e must, 

therefore o look first to the people who must adher e to the 

policies, because an organization is composed of. people o Merrill 

Lynch people are selected for different positions , whether the 

posllion isthat of account executive, cashier , wire operator, 

office manager, or any other, because we feel t hey h ave the 

basic qualifications :Cor the particular dutie s t h e y ar e 

to perform. To be selected for the position of an account 

executive at Herrill Lynch an individua 1 must have a good 

educational. background, p r eferably in economics or business 

administration. Before he is selected to ent er our account 

executive training program, an applicant is very carefully 

screened and tested. More a pplicants are rejectedthan are 

accepted. From over 50,000 applicants in 16 years only a 

little more tha n 2, 000 have been selected. The man \'lho is 

selected is given a comprehensive "backgro und and t r aining 
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before ,he is permitted to act as an account executive. 

Our accoun ':: executive training school, ,.;hich '-Ie 

originated in 1945, has its OM'} complete teaching staff. Our 

80 instructors are competent people from bo'ch v/ithin ari! outside 

our company. They include lawyers, certified public 

accountants, college professors, and ou:.:: own officers and 

department managers. The period of in-sd1001 am on-job 

training received by the accolmt execu'i:ive covers a period of 

over a half year, but because it is so intensive we have 

been told the training received is more comprehensive than 

that received in a graduate school. O~ cost of this training 

program last year ",as $1-1/2 million, \~hich includes salar:i.es 

paid to the trainees. 

Of the approximately 2,000 account executives '''';/0 

now have, about 'i:\~o thirds are graduates from our training 

school. Our account executive turnover rate, excluding 

retirements and deaths, is less than 5 per cent a year. That 

''1ould seem to be a good indication that a man who becomes an 

account executive at Merrill Lynch does so on a career basis. 

Our training is not conf ined to prospective aCCOl1nt 

executives. Our research division carries on its own formal 

training program ,,/hich usually covers a period of about 1-1/2 

years. Our operations managers who supervise the clerical 

activities at the offices also receive special training 

through a formal program. 

- ,' 
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After people are trained for their positions, 

operating procedures and policies to guide them i n the daily 

performance of thei:;: duties are given to them. Our operating 

policies and procedures are, in effect t a s'tatemen'\: of our 

rules and regulations for doing business. 

Just as public laws requixe law enforcement 

agencies, a business must provide supervision to s ee that its 

policies and procedures are follo. ... ed. The mat ';:er of supervision 

is one on which Me~rill Lynch places gr eat emphasis . Because 

of the nature of this Commi ssion' s study I wil l not go into 

the subjec', of super vis ion of oue home office depar tments, but 

I do ,."ant to say something about supe r vision a', our offices • 

l1errill Lynch operates onthe principle t:hat 

responsibility and au t hority should be placed as close as 

pes sible to the place of operati ons. Each office manager has 

the responsibility and the commehsnrate authority for the 

operation of his office \'3thin the framework of our policies. 

Under his supervision are the account executives who service 

customers' accounts and the operations personnel ",ho handle 

the clerical details of p r ocessing 'transactiol"E within the 

ofiice. To assist him in supervision of the operations 

personnel the office manager has an operations manager. As a 

general policy our office managers are not permitted to 

service customers' accounts. The office manager's function 

is to manage the office "Jhich means that he is concer ned 
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primarily \-lith administrative and supervisory duties and 

responsibiiHies, This we have found 'co be the mos t effective 

means to insure supervision of accounts and superv i sion of 'ehe 

activities of the employees of the oHice. vle believe that 

the proper indoc 'i:rination of the manager is a most important 

factor in insuring compliance \'Ji-i:h reglllations and 0l1J~ JPiicies 

and procedures. Our 150 managers are 'crained and experienced 

in the investment business. The,i:c average age is 47 and 

'chey ha\lle been in Ollr employ for an average of 18 years. 

Our office managers are c arefully selec t ed. As a 

Iule a manager 0 :( a smaller office comes from the ranks of 

our account executives and he will have had at least eight i:D 

ten years' experience ,'/ith us. A:Her selection he is brought 

to the home office for the manager training program. M2nage:cs 

for larger offices are usually promoced from among the managers 

of smaller offices. 

vle feel thai: cClreful indoctrination in the 

principles on which our firm operates is most important 

beca,use tre office manager must in turn communicate our 

philosophy of doing business to the people under his super­

vision in the office. A manager's training, therefore, is a 

con'cinuing process. 

We do not let suparvision begin al'ti end within the 

office. We continually check the effectiveness of our 

supervision. For example: 
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1. A staff of traveling ;;Juditors makes a surprise 

procedure and policy audit of each off ice a'c least once a year. 

2. From the veX'v start of this fi rm 'We have always 

had a division dixector respc'nsible for policies and procedures 

designed to require adherence to regulations, policies and 

procedures. As Ollr business cNl personnel expanded, additional 

people ''1ere continuous ly added to this div is ion. 

3. Scheduled visits to the offices are made by home 

office executives and officers, as well as scheduled visits 

to the home office by office managers and aCCOll l lt executives. 

4. A special department \\lhose staff spends the 

greater part of its time in extended visits to the offices is 

maintained by the firm for the purpos e of: observing H:s 

managemnt and account executives. 

5. We have our own internal auditing c1epco:: tmen·t 

consisting of 27 men. 

6. Personal accollnts of employees, including 

officers of the company, are continually examined. 

7. Seminars are held periodically at the home 

office for office manager~ These seminars include, among 

other things, reviews of oU:C operat ing policies and proc edures. 

To date, the seminars, \l7hich last for a period of 1-1/2 to 2 

weeks each, have been attended by 109 of £ ice managers. 

In:: identally, this month ,,,e CDmpleted the seventh seminar in 

2-1/2 year s • 
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8. In addition to the foregoing, in accordance with 

NYSE requirements, ,,,e have an annual surprise audit made by 

an independent firm of aCcou11tants, and also annually a 

thorough examination or our records and procedures is made by 

auditors of the NC\,1 York Stock Exchange. 

Responsibility is not one-sided. Tre investor also 

has responsibilities. For one thing, just as a patient should 

give his doctor all the facts, so t hert the doctor may prescribe 

intellig<:mtly. for him, so the investor rhould give his broker 

all pertinent financial facts. Only in that way can the 

account executive or the broker do the best job of meeting 

an individual's investment objectives. We believe the 

individual investor also should be aware of and be familiar 't'1ith 

the differen'i: types of investment objectives and that he should 

investigate before he invests. 

t>Jhile those are responsibilities of the individual 

investor r they in turn impose an addi'i.:i. onal responsibility on 

the investment firm and 'chat is to provide tbe investing 

public with some means of acquiring at least some basic 

knowledge concerning investing. Merrill Lynch for many years, 

has maintained a broad program of public education explaining 

whet it means to invest and how to go about it. Our program 

is carried through advertising, publi.c forums, lectures, T. V. 

programs and various basic booklets concerning investing. 

I have attempted to give you briefly some of our firm 
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beliefs, namely, that the o'llnership of securities by more 

and more people is desirable for our economYi tha t an account 

executive in order to service an investor properly must have 

a thorough knov/ledge of investment and finance ;:7hich is best 

acquired through intensive study and trailing; tha t the account 

executive must be an individual wHih high ethical standard> 

and that in all his dealings his first consideration should be 

what is hest for the client. We are convinced thai: an office 

manager at Eerril1 Lynch should above all things be a manager 

and a supervisor~ We believe the big increase in the number 

of investors means an increased responsibilit y on the part 

of our industry to see that the investor knows sonB thing 

about investi ng. 

I wish I could conclude this statement by saying 

that we have an absolutelyperfect operation. However, as I 

said earl.ter, an organiza'cion is composed of people and ,,,here 

the human ele ment is involved there 'I:"ill be occasional lapses 

in performance. Fortunately such cases are very few, but if 

one does corne to light vJe take vigorous action. vJe constantly 

100~.<:, for ways and means to improve our procedures, our manage­

ment an our supervision. 

Merrill Lynch has been and will continue to be aware 

of its responsibilities. 

Thank you. 

The Presiding Officer: Mr. Regan, in your statement 
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of SOltE general principles at the outset of your=statemcnt, 

and in the cour se of your statement, arc you refer r ing 

eS3en'i::ially to ,,,hat is appropria te for your :Hrm, or do you 

care to co mmen'i: on ho,\I much of wha 'C you talked a'boui: you 

consider appropriate for securities firms generally, even 

though ,they arc not the largest in tre country? 

Witness Regan: Since we believe that these policies 

are good for Merrill Lynch, our think ing would be that 

these policies, \.}hile \'le wouldn I t \I,ant to see them enforced 

by other people than Merrill Lynch a~l strictly Mer r ill Lynch 

policies, would be the S2ll1e type of policies that other firms 

could adopt. 

The Pre sid ing Officer: Do you 'chink they are 

appropriate policies and might \'3ell be enforced by the firms 

themselves or other agencies? 

Witness Regan: Yes. 

The Presiding Officer: You talked about the fact 

that all of your ,commissions are at minimum rates. You are 

talking about commissions on transactions on stock exchanges? 

Witness Regal'!: And in the over the counter marke'cs. 

In the over the counter markets our co~uission schedule is 

the same as the liJew York Stock Exchange minimum commissionrate. 

The Presiding Officer: So in allover the counter 

transactions you use the same commission rates as if it '\-lere 

a stock exchange transaction? 
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Witness Regan: Where '\\Ie act as agent. Ho\~ever, we 

do act as principa lover the counter. 

The Presiding Officer: In other words , your state­

ment does not mean 'chatyou ahla)S act as agent wi th 'i:hese 

commission rates. You do also act as principal? 

~vitness Regan: We do, sir. 

The Presiding Officer: And there you wOJ.!ld apply 

the market cost markup po1ic~? 

t-litness Regan: Yes, sir. Our mcc kup policy is the 

Stock Exchange commission 'co the next highes1: eighth. As an 

example, if the cOl<lIuission 'VJere $32 for a hundred shares, oui 

marlt.up \-,/Quld be three eighths of a point or 37.50. 

The Presiding Officer: This is a uniform practice 

for allover the counter principal transactions? 

witness Regan: In f-ierri11 Lynch, yes I sir. 

The Presiding Officer: Going back to the Stock 

Exchange commissions, \'lhen you say that you a1way.3 llse the 

minimum commission rate, isn't that a pretty prevailing 

practice among stock e}~change firms? In other words, isn't 

the minimum scale essentially the maximum scale at this 

time for all transactions? 

Witness Regan: I wou1dn I t know abou'l: all firms 

but the largest firms, that we kno\-1 of, as a rule do use the 

minimum commission schedule as the maximum, yes. 

The Presiding Officer: Go ahead. 
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f,1r. Moss: Hhae would you say your average markup 

' lias on a princip<.ll transaction for your firm? 

~vi tness Regan: Since 'ehe New York Stock Exchange 

commission scheOule is an average mark up of around one to 

two per cent in the over tm COllnter transactions, ours would 

be in the same category, one to two per cent. 

Mr. ~ioss: Can you tell l1S, sir, "1hat your position 

is with l\lerrill Lynch? 

~'Vitness Regan: Yes. I am Director of the 

Administrative Division, and also secretary of the corporation. 

r~r. Moss: What are your duties and rel:p onsibilities 

generally? 

Witness Rega11: Under the Administrative Division 

of Herrill Lynch comes our personnel department, including 

our training sbholl, our legal department, our administrative 

liaison department, 'llhich is a supervisory department, our 

auditing department, 'llhich is our own :· in'i-;ernaJ. auditing 

department separate and distinct from our accounting deparcment 

and f!Dom the office of the comptroller, our planning 

department, which plans all of Merrill Lynch I s future, and 

last but by no means least, our corporate affairs department, 

which is really the office of the secretary which handles 

our stockholder relations and the like. 

Mr. Moss: I note frmm your opening statement that 

you say that"from the very star t of t.his firm we always have 
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had a div is ion director responsible for policies and 

procedures designed -C.o require adherence '0.:0 regulations, 

policies am procedures." It that your positi.on? 

t-7itness Regan: That is my position new. 
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!vIr. !vloss: What ''1a s your experience before assuming 

your present job, briefly? 

Wi tness Regan: I gradllat ed frOill Harvard College 

in 1940. After a brief attendance at the Harvard Law School 

I Je( 'c to join tIE United States I>larine Corps. Five and a half 

years I was a regular Marine, now having the rank of lieutenant 

colonel, retired. In 1946, I entered Merrill Lynch's training 

school. After the training school, . I 'wa 8 an account e lceclltive 

here in the Washington office of f.1errill Lynch. Then I became 

a member of the first sales liaison team at r4errill Lynch. 

Then subsequently assistant to t;he director of sales at 

Merrill Lynch. Then manager of !lierrill Lynch training 

department. Then manager of Mer:dll Lynch Philadelphia office, 

and now presently division director. 

Mr. Moss: Tell me, sir, during your opening statement 

and in your answer you gave, you referred to account e}cecutive. 

We have heard testimony in the past week about RR, registered 

representat ives, salesmen, producers. How does an account 

executive fit into that scale? Is that just anotl~r name for 

salesman? 

Witness Regan: Account emecutive is our name for 
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Mr. J:>loss: 7 It doesn't imply anytlliing more than 

a registered representative? 

lriitness Regan: We th ink i'i: does. It has 

connotations, to us, at least, above that of registered 

representative. 

Hr. Moss What \'leu Id "they be I sir? 
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W"itness Regan: The career aspect of the job, the 

fact that it is not just another salesman, that type of thing, 

more of a professional thing. 

'1'he Presiding Officer: Do you have some registered 

representatives \"ho are not account mcecutives? 

Wi tness Regan: Yes, \\1e do. These, however, are 

mostly "women t~ho are assistants to account executives \"Iho do 

110t handle customers' accounts. They arc also registered 

representatives 'l7ho are trainers and the like \,1ho mLlst be 

registered with tl"E S"i:ock Exchange. 

Mr. r.[oss: t'10111d it be fair to say it is somewhat 

of a statute symbol balling a person an account execu"i::ive? 

Witness:Regan: Those are your words. Yes, I go 

along \filth that. 

Mr. Moss: H~17 long have you been calling your 

registered represen"i:atives account executives? 

Wi tness Regan: Since the firm \o]as founded in 1940. 

Mr. Moss: Your firm ,,,as the largest member firm on 
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the New York S',ocJ~ Exchange in terms of retail business, is 

that right , sir ? 

\\fitnes s Hegan: In terms of retClil bus ineas. I 

don't want to quibble ,'lith you, btl" we don ' t do retail business 

on the Ne,'l York Stock E}{cha nge. In terms of member s of the 

Ne,01 York stock Exchange, yes. 'iJhen it comes to retail 

bus ineas, \·.e rank sixth in urrl en'lritings. I am not SloE 

I th:bk there is another member firm, for example, r..1organ 

Stanley, ,-,ho rates ahead of us in ·'he size of unden ... rH:ings. 

lvlr. ~lo ss: Does your firm have tha largest ntlriI:J er 

of account executives or registered representatives for any 

member firm? 

Witness Regan: Yes, they do. 

Mr. ~loss: Just to give us a comparison, do you have 

any idea ",hether the next largest firm has half as many 

regStered represen'c at i ves, a third, or ten per cent less? 

W-itness Regan: Our feeling ' is that Bache and Company 

is probably second in size to us. I am not sure "t-Jhat Harold 

Bache testified to as their number. lve have 2 , 0-54 account 

executives at this point. 

Mr. 140S5: I believe Mr. Bache stated he has 1500 

salesmen. 

Witness Regan: l500? 

Mr. Mos s. Can you 'ce 11 me the number of exchanges 

that your firm is a member of? 



849 

Witness Regan: We are members of 41 security 

arld conu\\odity exchanges. 

Mr. Moss: I believe you testified that yCJ.1 had 

approximately 150 offices, is that righ-i:, sir? 

~'1i-i:ness Regan: That is correct, 150 offices. 

Mr. Moss~ Some located in foreign countries? 

witness Regan: There are 17 outside t he continental 

limits of -, he Ul1i'Ced S-ca tes. 

The Presiding Officer: Mr. Regan, h~) many of those 

41 exchanges are national securities excba nges, approximately? 

Witness Regan: May I take the time to count them? I 

have to~ list here. 

• The Presiding Officer: Yes • 

owfls 
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Nitness Regan: Ten, sir. 

The Presiding Officer: And the balance would be 

comraoei ties e~tchanges and exchanges in foreign countries? 

tvitness Regan: And Emchanges in foreign countxies, 

yes, sir. 

Mr. !l10ss: Just to g et some idea a.s ·to the growth 

of your firm in the past ten y e ars, c a n you tell us approximately, 

just give me an approx imate number of branch offices that 

Merrill Lynch had, s ay, in 1951 or 1952? 

Witness Regan: In 1951 we h ad 106 off i ces. 

Mr . Mos s: So that you have increased y our offices 

approximately 50 per cent in the last ten years ? 

Wi·tness Regan: Approximately I yes. 

I~,r . . Moss: Approximately hOi:! many accoun't executives 

did you have ten years ago? 

1'1i tness Regan: A thousand and 38. 

f-1r. Moss: No," you have? 

Witness Regan; 2 , 054. 

Mr. Moss: So you have increased the number of 

account executives, doubled approximately? 

t"1itness Regan: About double. 

MT. !l10ss: Now, can you tell me \'lha ·t your gross 

income was for 1961? 

Witness Regan: 1961 our gross income \vas 

$181,141,000. 
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Mr. Moss: How has that grmvn in the pas t ten years? 

witness Regan: In 1951 our income was $44,300,000. 

f.fr. Moss: That is approximately a four-time growth? 

Quadrupled? 

Witness Regan: Quadr uple. 

Mr. Moss: Would the figures on net income be 

appro>dmately the same? 

Witness Regan: Yes. Ne are -che on e firm that does 

give our net income. I am not hesitant at all about giving 

that. Let us see, after taxes and e mployee contribu-cions, 

$2,500,000 in 1951. Last year, $22,100,000. 

Mr. Moss: So that you have increased your net 

income tenfold in the past ten years? 

t-li t nes s Regan: Almost tenfold. 

The presiding Officer: Can you give some figures 

as to the comparative increase in stock exchange bus iness 

and over-the-counter business in this period? Just some rough 

indication. 

Nitness Regan: We could probably do it this ""ay. 

In 195~_ ",e did 11.3 per cent of the public round-lot bUsiness 

on the New York Stock Exchange. Last year we did 12.7 per 

cent. In odd-lot business, ""e did 15 per cen-t in 1951. 

Last year we did 20.2 per cent. 

The presiding Officer: In dollar volume can you 

give some indication of how the dollar volumes increased in 
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this period in the over-the-counter sales? 

Nitness Regan: We were unable -to furnish the study 

''lith our figures for 1949. They weren't available. We gave 

the figur es for 1955 in accordance with the study. ~s I 

recall, t h ey inoicated in terms of market value over-the­

counter about a half billion dollars in 1955. 196J., -2.4 bil­

lion dollars of market value. 

The Pre siding Officer: Did you have any estimate for 

the 1949 or 1950 or 1951 era? 

\\11 tness Re gan: We tried for s ome figures, but they 

didn't seem to jell. !l1y guess would be they \"ould be on the 

order of 250 to 300 million in 1949. 

Th e Presiding Officer: As compared with \-!hat in 

1961? 

Witness Regan: As compared with 500 million in 1955, 

2.4 billion in 1961. 

The Presiding Officer: Go ahead. 

!IiX'. Moss: Approximately hm" many customer accounts 

does Merrill Lynch presently have? 

vn tness Regan; \'1e sent out 520,000 statements 

in the month of April. We probably \-lould have more customers 

than that because the accounts that were sent out were people 

who had either a position or money balance or activity 

during April. If there were none of that, they would not 

have received a statement. 
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Mr. Moss: Would you say 550,000 customer accounts? 

llli tness Regan: T>lTe have over 800, 000 stencils, 

active stencils in our stencil files. 

Mr. Moss: Say in 1951 appro}dmately how many cus­

tomer accounts did you have? 

l1i tness Regan: I don t t J~n01rI whe-ther I have any 

figures on that. Nay I take a moment to checK? 

Hr. r-1oss: Sure. If not, give us your best estimate. 

IlITitness Regan: As a rough guess, 200,000. 

Mr. Moss: Your annual report. says tha'c in 1940 

you had apprmdmately 48, 000 cus-tomers. 

~!i tness Regan: That is correct. 

Mr. l-loss: And you bel ieve you had somewhere 

around 200,000 in 1951? 

Wi-tness Regan: That is right. 

Mr. 1>10ss: NO\-l you stated what your gorss and ne-t 

income figures '-lere. Could you state briefly and generally 

,.,hat your sources of income are? 

Witness Regan: Our primary source of income is our 

listed business. The second source would be our unlisted 

securities. Third would be our underwritings. Fourth, our 

commodities. And fifth, our municipal bond business. 

Mr. t-10ss: Do you also have a source of income as 

interest paid by customer? 

~ness Regan: Yes, we have interest paid by 
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Mr. Moss: Is that a sizeable portion of your income? 

t>7i tness Regan: A reasonable size, yes. 

l"1r. Moss: Approximately can you tell us something 

about interest paid by customers? How the interes t is paid 

by cust omers? 

tr>1itness Regan: Interest is paid by cus t omers to us 

on their debit balance in margin accounts. Buying on margin, 

as you probably kno\'l, is similar to buying on time, buying a 

house, where you put. a dO'.'mpayment , the broker lends you the 

rest of the money. Currently you put up 70 per cent, ·the 

broker lend s y ou 30 per cent. These margin d ebits \'le charge 

interest on. 

F-1r. Moss: l~1hat is the rate of interest '? 

Witness Regan: The minimum rate nOvl is 5 per cent. 

Maximum is 6, by the ",ay. 

Mr. Noss: For the year 1961 do you know how much 

interest was paid into Merrill Lynch by customers? 

Witness Regan: 19 million dollars. 

Mr. Moss: Thank you. 

Mr. Regan, it has been said that Merrill Lynch is 

modeled after a chain store operation. Can you explain that 

for us and all that it implies? 

Witness Regan: Yes. I don It know who the author 

of the statement is, but Charles Merrill, who was one of the 



., 

ass 

founders of Merrill Lynch, Pierce, Fenner and Smi~h, started 

in lvall Street as an investment banker. One of the e ~rly 

specialties that he developed even prior to World War I, and 

of course definitely World War I during the 20's, ,.,as the 

development of the chain st.ore and the financing of chain 

stores. Such chains as we knoilT today, as J. c. Penny, New­

bury, S. S. Kresge, the various shoe companies 'eha t are chains. 

He also went into such chains as Sa£eway Stores. 

He financed First National Stores, all of those chain stores. 

He became knoilTn as a chain store investment banker. 

In 1940 when he was merging the firms of t-1err ij.l 

Lynch, E. A. Pierce, and later Fenner and Beane, he decided 

that the branch office operation should have many similarities 

to chain store operation. T'aa"c is, a large number of branch 

offices centrally controlled and managed from the home office. 

Mr. Moss: W3.S t.he idea to appeal to a broad range 

of the public or a broader range of the public than invest­

ment banldng houses and brokerage firms had been appealing 

to prior to that? 

Witness Regan: Yes. But there \-las a whole system 

devised at that tiroe of public education for potential in­

vestors. ~~at the firm did in 1940 was to make a survey of 

the present customers, of E. A. Pierce in the Los Angeles 

area. They ",anted to determine what it was about brokers 

that people did not like. Our policies were based upon 
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the fact that to overcome these objections, one of t~e things 

",e found that people needed was to know something about 

securities and how to find it out in a simp:J.e manner, ",rithout 

the necessity of piling through numerous volumes in order to 

unders'i:and how to buy and sell securit.ies. 

1I'lr. Moss: I take i ·t one of the prposes was to 

interest people who were not previously investors to become 

investors in the securities markets? 

Witness Regan: That is correct. 

Mr. Moss: You said ·that this chain st.ore idea 

involved central con·trol. You also talked about autonomy of 

the branches. How do you reconcile central control ana 

autonomy of the branches? 

Witness Regan: The branch is supervised by the man-

ager. He is on the spot. He knovls '''hat is going on in his 

own shop. In the home office, it is up to the home office to 

supervise his level of supervision to make sure that he is 

supervising and carrying out. In addition, my inference 

there was that we also believe in central bookkeeping, arxJ we 

do all of our bookkeeping centrally in the home office. 

Mr. Moss: Tell me, 1I1r. Regan, how does the division 

you head fit in with the overall organization of the firm? 

Witness Regan: There are seven divisions in Merrill 

Lynch. I wonlt select them in any particular order, but 

jus t as they come to mind. I will try to describe them 
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briefly for you. 

Mr. Moss: To save time maybe you should describe 

only the division concerned with training, supervision and 

selling practices. 

Witness Regan: That is the administra'tive division. 

That is my 0,'111. The administrative division, as I said be­

fore, is broken down into six departments. Do you ,,,ish me to 

name them again? 

!>Ix-.Noss: No. Do any of the other six operating 

divisions ''''hlch you referred to have any concern or control 

over or responsibility in the area of training, supervision 

and selling practices, other than your own division? 

Witness Regan: Of \'lhom? They have the responsi­

l:ility for 'training and selecting their 011111 personnel and they 

have the responsibility for supervising their 011111 personnel. 

Mr. t-1oss: We are talking about the account execu­

tives and people ''Iho deal with the public in selling securi­

ties. 

Nitness Regan: You are talking about them. 

Excuse me, I didn't hear you. I have a ring in my ear. 

The operations division,of which Mr. Thomson is director, 

operates in the area of account executives insofar as the 

traveling auditors ,.,ho annually make a surprise visit to 

each office come under him. r'tr. Thomson also has the cash 

and margin department under him, which, of course, is 
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concerned ' 'l ith t he enforcement of Regulation T. 

The sa l e s divi sion has quite a bit to do with the 

s e lecti on a~the training o f of f i c e managers a nd accordingly 

t h e y c ome i n on t hat e nd. 'rhe sal e s d ivis ion a l s o h a s a 

special d epa r tmen t which mak es v is i ts to offices and which 

come back and rep o r t to the home offic e on wh a t i s go ing on 

in the offices. So they, too, are concerned in supervision. 

'rhe Presid i ng Of ficer: Ex cuse me , Mr . 1110 5 8. Are 

the research a c tivi t ies cen-tered in New YorJ;:: o r CI_re the re­

seaj~ch ac-tivi ties a r ound t he country i n the b r andl offices? 

Wi tness Regan: '1'he resea:cch a cti vi ties are pri­

marily i n lifevI York. We do h ave branch research facilities 

in Cana d a for Canadian secur ities and Geneva , Switzerland, 

for Eu:copean securit ies. O-ther -than that, i :t is all concen-

trated in Ne\oJ York. 

'1'he Presiding Officer: Hm-J about the -trading mar­

kets? Do -ehe l")v er-t he -count er trading markets e x ist in 

various of -the branch offices . or is that done entirely in 

Frev] York? 

Wi-tness Regan: That is controlled in Neill York 

and the primary tj~ading department is in No'.-' York . We do 

have branch traders in such offices as Los Angeles, Chicago, 

San Francisco, and the like. But their activities are 

supervised first of all by their office manager and secondly 

by the -trading depar-tment in Nev~ York. 
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The Presiding Officer: Would there be recolnmended 

lists or accepted lists of securities for different branch 

e>:ffi.ces, or is that all centralized in New York? 

New York. 

Witness Regan: You mean for traders to trade? 

The Presiding Officer: Yes. 

Witness Regan: That is con·trolled strictly from 

The Presiding Officer: And for salesmen to sell, 

the same thing? 

Witness Regan: Yes, definitely. You are referring 

here, I take it, to over-the-counter securities? 

The Presiding Officer: Yes. 

~lJitness Regan: Yes, sir. 

~tr. Moss: As secretary and vice president for the 

administrative division, who do you report to? 

Witness Regan: The president and the chairman of 

the board. 

!~. Moss: There is no executive committee? 

~Vitness Regan: Yes, I am a member of the executive 

committee. The seven division directors, one other person, 

plus the president and the chairman of the board make up the 

executive committee. 

Mr. L"ioss: But you generally report to the president 

and the chairman of the board? 

Witness Regan: Yes. 



l'1r. Moss: Now, as I understand your table of 

organization, the branch offices report directly to the 

president, is t hat correct? 

y.v i i:ness Regan: Tha"t is correct. 
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!-ir. Moss: What are they reporting to the president? 

lrJit ness Regan: That is reporting as far as terms 

of control is concernec]. In o'cher worss, '(:he only one who has 

the right ';;0 hire end fire an office manager, to discipline 

an office manager, and has the lll\:imate responsibility for 

the actions of the office manager is the president, and then 

the chairman of the board. 

f4r. f.10ss: Does '(;he branch office manager make formal 

reports on a regular basis to the president? 

Witness Regan: Yes. We require a 't'lX'itten report:, 

quite a comprehensive report each year in writing. 

I<ir. Moss: And 'l:his has to do "lith '(:he operations 

of his branch, is that right? 

Hitness Regan: That is correc'c. 

r-~r. 1405S: Does the presiden t have other duties? 

Witness Regan: Yes, he does. 

I>1r. Moss: Yet he can keep track of 150 branch 

offices and he is 'i:he only one that is keeping track of 

these people or am I missing something? 

l'Ji-;:ness Regan: There are seven divisions keeping 

track of fhe offices in var ious cay;a cities. The sales from 

the sales point of vie"l. I am keeping after them from the 

point of supervision. loir. Thomson is keeping af ter t hem from 

the point of view of the back office procedures. 

Mr. Moss: You don't have 'ere ultimate authority 
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rNcr. them. That is vested in the president. 

l>litness Regan: That is right. 

362 

r-'1r. NOoSe: So if you find something wrong, something 

that is improper o r something you think is against Merrill 

Lynch policies, you then report to 'i:he president and say tha'\: 

branch No. 77 is not operating properly. 

Witness Regan: That is an oversimplificat ion of it. 

What "We actually do is thz!"!: if we find something '<Jrong ,.,..e 

disa.1SS it immediately with the manager. I am sure if he 

talks to I~r. 'rhomson about something wrong on hLs operat ions 

he is not just going to sit still until our president calls 

him. He ,.,..ill do something abollt it. '1'he same thing with the 

other branch manageJ: s. Ultimately the responsibility does 

lie with the president. 

Mr. JI1oss: So ·the other divisions do cOf£IDlunicate 

with the branches and give them ac:hl'ice from time to time. 

vatrrss Regan: Definitely. 

r~r. Moss: But . they can't punish them, discipline 

them or give them direct orders, so to speak. 

Witness Regan: Yes. I "10uld use the adverb 

constantly in communication with them. 

Mr. ~loss: Did there come occasions when the branch 

manager disagreed with what a division suggests am then I 

take it the matter is resolved by the president? 

Witness Regan: 'rhat would be correct. 
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X·Ir. Moss: • So as an example, if one of 'j: he 

divisions, say your division, tells 'che branch manager, "I 

think you have been trading too many speculative issues, I 

think you should cut it do\yn," am ',he branch manager 

disagrees ",ith you, i,t; :i.s not a matter for the president. 

You can I t direct him 'co stop trading a nllmber a: speculative 

issues in a given situation. 

Witness Regan: I cannot recall any ins'cance where 

that has ever happened~ ;'lhere a manager an::! a division director 

go down on the mat and put it up to the president who is right. 

Mr. Moss: I take it from 'IIihat: you hav,e said so far 

that the branch manager is the key operating mm in the 

Merrill Lynch organiz ati on in 'cerms of basic supervision and 

basic selling praC'i:ices and the like, is that right? 

Wi'cness Regan: That is correct. 

Mr. Moss: Can you tell me or tell us how a nevI 

branch office is generally started? By that 1 mean do you usuall~ , 

pick up another firm or do you ever pick up another firm or do 

you just go into a n8'''' city and open an office that is no\." a 

Merrill Lynch office? 

Witness Regan: Usually we go in'co a city on our own. 

That is, 'tie don It merge with another firm or take over another 

firm. We, of course, select the city \<lith grea'l:: care. 

Naturally since we are business people lOoking at it from 

its potential and things of that nature. Having selected 
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"jith th e advic e Dna help of our personnel department, he 

sets about r ecrui t ing a staff. We also give him some 

ex perienced men to accompany him. 
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Mr. Thomson will provide for him an operations 

manager. He will aJ,so start recruiting a staff of operati ons 

people for that office. 

Mr. Moss: Is the m<:ll1ager al\oJays a Nlerrill Lynch 

man ""hen the o ff ice is opened? 

Witness Regan: Al\\'ays. 

Mr. Moss: So ll:is somebody who has been through 

the Merrill Lynch training program and has worked at Merrill 

Lynch in some phase cr another before he is put in charge of 

an off ice. 

Witness Regan: That is correct. 

Mr. Moss: How about 'che salesmen? Let us say you 

open an offic e in Texas -- Dallas -- ''lould you recruit 

people from Dallas area \J'}ho have had eJCperience in the 

securities business, or \oJould you only take people ,...,ith 

experi enca in I'4errill Lynch, and then put new trainees in 

there? Hl.W do you staff an office with account executives? 

Witness Regan: We do not a 'ctempt '1:0 get salesmen 

from other firms. I can't say the reciprocal of that is true, 

by the ",ay. W'e ,.,rill select Merrill Lynch people , several 

experienced ones, the remainder 'I:raining school graduates 
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\'1ho "tilIne given the regular training program before they 

' o1ould go into the new office. 

1I1r. Moss: So thol: basically you don I t look ax ound 

in the area f or salesmen who have Cl cu stomer £ollo\o1ing and 

then get t hem for Merrill Lynch. 

witness Regan: That is correc'!:. 

Mr. Moss: I take it some t i mes that happens. 

vJh :ness Regan: They approach us some'i::imes. They 

hear Merrill Lynch is coming to tm~n ard they \olen t: to join our 

firm. 

Mr. Moss: In that case you take them on? 

witness Regan: We will consider 'chem. 

Mr. Moss: With respect to r ecruiting alii hiring 

, 
of the branch office, is i'i: done on the branch office level? 

Lei: us take Dallas, Texas, again. Would 'che recruiting and 

hiring for an of fic'e in Dallas be done in Dallas basically? 

Witness Regan: There are severci1. 'I.oJays that we ,',!ould 
• 

recruii: depending upon the office and the individual 

circumstances. If this "lare a branc he,,,, office in a brand 

ne\'J town, and v1e wanted local people, "Ie vlwld probably put: 

a half page ad in the paper. We would then send a team of 

trained personnel people to the area to screen the applicants. 

Out of whatever number of applic ants there were, and depending ' 

upon how many the manager of the offic e thought he could 

start off intelligently and keep under control and supervise 
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properly, that number, about double that number would be 

suggested to the manage~. From the final list selected by 

personnel, they ''lould go over and select the l1ltima te number 

to go to our training school. 

l-ir. t-10ss: The manager 'I,oJOU Id make the selection? 

vHtness Regan: He has the f~nal say. 

Mr. Moss: Can he be vetoed in Ne\.] York? 

witro ss Regan: Defini'l::ely. 

Mr. f.loss: By the PCj:so nnel officer? 

Witness Regan: Well,not directl y. They would talk 

about it. They waid counsel the office manager that they did 

not think so and so measured up, that he might look at 

somebody else i.nstead. 

Mr. Moss: I take it if ? dispute arose, 

rhypothetically,between the b ;canch manager art! the personnel 

man, it would be decided by the president? 

witre ss Regan: It would probably come to me first. 

r-ir. Moss: Can )lou tell us generally what your criteria 

for selection of account executive is and \,lhether you recruit 

in any other way than advertising? 

wi tness Regan: Yes. The \\lh01e idea of how we 

select. and the like, I have to give you a bit of background 

in order to bring you up to date on the reasons '!,\lhy we do 

as we do. 

~fuen we started this training school in 1946, 
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,,,e had a management consu1'i:ant finn which by the ' ··lay is the 

same one that the Nei" York Stock Exchange used to get their 

new training progr am under way. 

Bac1~ in 1945, we had them set up job specifica'cions 

and job standaxds for our account executives. That runs to 

eight pages I 'che job specifications of an account executive. 

I have copies if you want to see i 'c. 

Basically "}hat \<Ie do in this selection, i'le are 

looking for men of good s'cable backgro unds, highest of moral 

calibe:>:, men \'1ho have drives that 't'lould be desirable in 

our type of business, and men "iho sho,", a keen sense of stei',ard­

ship, because in the lll'i:imate they are going to be handling 

other people's interests. 

The Presiding Officer: What are those drives that 

are appropriate for somebody to be handling other people's 

business, Mr. Regan? 

witness Regan: I think you wau ld have '1:0 get at 

honesty and integrity. Par'!:.C ularly in finance he would have 

to have a <Fod numcrcial facility, things of that nature. 

You would have to find that since this person is not to have 

too much analytical techniques 'chat b3 should not be 'coo much 

of a student. He should be more of an extrovert. Since he 

is dealing 't'lith people, things of that na'cure. As I say, they 

run '1:0 eigh~ pa ges. 

The Presiding Officer: At the oU'i::set you talked 
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about on e of your principles as being putt ing the cus"i:omer I s 

interes t :fir at. I would like to apply tht at the salesman I s 

level. You wa n"c a salesman to follow your principles, 

presumab ly. I would like to know just ,,;ha"c that means at the 

sales man I S level, as you see it. Another '"litness h a s said 

that he considered t he standa:cd of: professionalism to be 

put"cing the cuntomer's interest first c:onsis"i:: ent with ea r ning 

a living in a c cpi."c2l i s tic system. I am trying to apply this 

at the s alesman I s level. To \.;h:d: e x tent do you indoctrinate 

and to wl".a t ex ten"c do eJcpect "cha t s a lesmen Pll"i~ the customers I 

in!: erest f irst? I s that an actllali"i:y o:c an aspiration or 

what j s it in your firm? 

• vJi t ness Regan: I "c is a many sided question • 

The Presiding Officer: Yes. 

Witness Regan: Let us deal with the first part of 

the customer's in10rest. We absolucely insist 011 that. There 

are other things "vJe ",:LII probably Uet into later, but I 

will mention briefly in passing he:.::e. 

The system on which we compensate men is geared to 

make certain that the customer's inter est comes first. He 

has no specific interest in the customer's commissions as 
; .. 

generated. 

Secmdly, in all of the principles that \'le teach 

ou:r men we are tryi~g to teach them that \~hat is good for one 

Cl.lstomer is not necessarily good for the other. He must 
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recognize the difference in objectives of people. Some 

people need income. Other people \lJant long term gro,."th. Some 

people do '\'1ant '1:0 speCUlate and we see nothing .. 1rong \."ith 

speculating but i'c must be done with the person's full 

knowledge of ,,;l'l:-c the pe rson I s investment obj ec'cives are, and 

what he is 'crying 'co accomplish. It makes no sense for a man 

to try 'co advocate that a person with one investment objec 'i;:ive 

buy something else. This is not in the customer's iliterest. 

This is what 'Ne do not \'Jant. That is wha'i; we cons'cantly are 

",a 'cching for. , 
- j 

As far as your professionalism is conce:cned, I 't"lo1.1ld 

say the professionalism goes a little bit further than the 

definition that yOl quoted to me. I 't<lould say that first of 

all if you go back, ''1hat 't'lOre th~ four basic prOf essions in 

the !-1iddle Ages, teaching, that is the doctor of philosophy, 

there was the lawyer, the ministry and medicine. Those were 

the four. All of those, I think, have an implication of 

learning, txaining,de dication, career type of 't'lork. I think 

that is the first thing you 'i:hink of ,,,hen yw think of 

professionals within our industry a dedicated man, a 't\lell 
': 

trainedman, a man of highest intellect, a man of highest 

caliber; morally -- then the man ,.,ho puts the cl1stomer' s 

interest first. 

The Presiding Officer: You feel that your system 

of compensation is such that it is liekly to encourage putting 
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the customer'sinterest first and n~ to simply encourage the 

drive for selling f or the sake of sellin g? 

Nitre 59 Regan: That is cor r ect. 

The P:cesidinc ; Officer: Proceed, please. 

H:c. Moss: 
. ... 

'~[Oll toJd us baGically, ho\,] you recnu'l.. 

Tell me hO'1 many peop le stay ,,,ith the firm. What is your 

tu:rno,cn: rate gene r ally? 

Witness Regan: As r silid :i.n rnycpening statement, 

among account e>:ecu 'c i vcs, e:{clusive of retirements ullil dea'chs, 

our ilnl"lual "th1Y110ve:c rate is lens 'cha n 5 per cent. 

Nr. Mo s s: That means 

witness Regan: Out of 2,000 account eicecutives, 

less than a hundred ' ''Ollid leave us in anyone year. 

Mr. t10ss: Gene:cally why do they leave? 

i'Jitness Regan: Most people think to go to 

competi tors. Styangely enough only 7 per cent of those ,,(-1ho 

leave us go to competitors. 

Mr. Moss: Of five per cen'e \'1ho leave, only 7 per 

cent remain in the securities business? 

Witness Regan: liIo, not remain in the securities 

business, but go to competi'l:ors. Some ,,('liI1 remain in other 

aspects of too security business. They may beCOmE investment 

advis ors. They may go to work :Eor a bank. They may go to 

work for one of the large charitable or educational 

ins,tii:utions handling their portfolio. They may go to 
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por'i: f olios. Things of 'i:hat nature. 
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Mr . !vlOSG: Would you cOl1Gider going with a competitor 

if a salesman went to a non-member firm? 

Witness Regan: Yes. 

l).1r. Hoss: You s'i:ated thai: one of the principal 

attributes of your professional account executive was his 

training. 

Witness Regan: Yes. 

I-lr. Moss: Can you tell me briefly what the nature 

01: describe brie fly ,the ni;l"llre of " he t ,:eaining program that 

Merrill Lynch uses? 

t~itness Regan: We have blO i:Y[..es of training programs. 

The first ,'Ihich I ,'iill describe is '1:he regular acc.'ount executive 

trai ning program "Ihich is designed for younger men. The one I 

am speaking of :frirst is the one designed for people of age 

brackets of 24 to 35. The;) se men --

loir. l-10ss: They are the younger men, I 'cake it. 

Witness Regan: No, they are the older men. The 

younger men are 21 to 24. It does seem ridiculous, doesn't it. 

~~e men ~o are selected far the regular training program start 

work in a br<lnch office. Normal!, the branch office for \'1hich 

they are ultimately designed to \llork. They are given a 13 

week on the job training. 'l'here is a kit of material 'chat stands 

about so high (indicating). That is sent to the office manager 
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to use in the training of these men on a week by week basis. 

There are examinations during this period to see 

how ",ell he is doing~ hClllwell he is acqu:1. ,dng both his on 

the job training, and how well he is absorbing his reading 

material. 

At the end of 'che 13 week period, he gee s to New York 

to our training school. He then spends 14 \'Jeel{s in class room 

\'1ork from 9 to 5 each day, plus several hours of home work. 

Upon the completion of the training school in Ne,,7 York he 

returns to his office. He sperrl 5 another fOll r weeks ,to eight 

weeks i n a refresher course, oifice procedures and the like, 

befole he star'i:s handling accwnt s. Do you ,\lant to lmow about 

the junior executive program? 

By Hr. r-1oss: 

Q During all 'chis time is the salesman permitted 

to sell any seCLll:: ity at all? 

A No, absolute ly not. 

Q As I add up your pii1cgran. it is 13 weeks in the 

b:anch off ice, 14 weeks in the classroom, is tha 1: correct? 

A That is correct. 

Q That is 27 weeks. Another month? 

A A minimum of a month . It might possibly go to two. 

Q During t1 at post training can he sell at all? 

A Legally he can sell, bllt he is not permitted to by 

our organization. 
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Q I take it: the formal training period, the set 

period of 27 "leeks is a minimum requirement for the New Yor]" 

stock Exchange, is that correct? 

A That iG right. 

Q Do you think that is sufficient? 

A Yes. 

g Can you give us generally abrief idea as to what 

the content of the training prog~cam is in the home office, 

the classroom training? 

A Yes. It basically consists of nine to five each 

day. The sessions normally last about an hour and a qLlarter r 

Total we figure is aroLlnd 430 hour s of cla ssroom "lorlID. Just 

giving you a rough indication, corpor ation finance, 

money mar kets, in'cerpretation of financial statements, the 

student ",ould spend abou'c 1l.Q sessions. In accounting, 

income tax, things of that nature, he , ... OLlld probably spend 

about another 16. On the Securities Act, laws of the 

securitie s business, rule s of the :tile", York Stock Exchange " 

and ·the like, he ,,,ould spend about 30 sessions. Then of course 

our own -things he ,·!ould have to learn, such .as margins, 

computing, order wrii:: ing and the like, he would spend ' another 

20 or titore sessions. He gets a course in sales technique, 

a course in effective speaking, a course in speed reading 

as well as other things such as commodities, underwri±ings 

and so on. 



874 

Q Do they have any time spent on sales training? 

A Yes. 

Q About hO\l1 much? 

A The course in the sales and the like lasts about 

24 sess ions • 

The Presiding Officer: Where do you fit in these 

obligations to put customers first? 

witness Regan: In the 30 hours in :C1.11e9, 

regulations I principles ,our 0"10 policies. I personally give 

two sessions . Mr. McCarth~1 gives one and Mr. Leness gi ves two. 

By IclY' . Moss: 

Q Do you kno,,, "'he't her any firms give les s than this I 

any member firms? 

A Less training than . this? 

Q Yes. 

A The basic requirement is that you must hav e six 

months in bu:iness before you are eligible to take the New YOl.·]~ 

stock Exchange examination. h7hat the other fLcms do with 

the person during the six months training period, I do not know. 

The Presiding Officer: In o 'cher words , there is 

no New York stock Exchange requirement that there be training 

equivalent to \,lhat you have just described. There is a 

requirement that selling is restricted for a period of six 

months. 

Witness Regan: That is correct. The lITe,,, York 
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Stock Exchange have recently come out "lith a ne\>1 training 

guide and a ·i:rainer I s manual ,<lhich ,,,as ,·]ritten by r-1errill 

Lynch, as a matter of fact our own director of training wrote 

it for the N e\<l York S·cock Exchange. They have recen·c ly held 

a confe:rence on this to describe it Ifi.o o t her member firms. 

By Mr. r1oss: 

Q Now, about hO\"I many people do you train in this 

prog:L<lm each YCcli: ? 

A Cur rcntly about 300. 

Q That is over a year period, is that right? 

A Yes. 

Q And of thos~ 300, most of them go on to work for 

Merrill Lynch as account cJcecutive~~ is that correct? 

A In the particular course that I refer to, the 

regular account ex ecutive training program, yes. In ·che 

junior executive training program, some do not go into sales. 

Q When you talk about a five per cent turnover,yeu 

are including the people who begin as trainees? 

A That is correct. 

Q So there is no large dropout after the training 

program? 

A No. The amazing thing is that in the 17 years of 

this school, ,'Ie have put 2100 people ·chrough that school. 76 

per cent are still with tile. This cons·cal'i:ly amazes industry 

that ,,,e m ve been able to keep that retention rate. 
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Q Do you pay them a salary \-lhi1e they ar e going through 

training? 

A Very definitely. 

Q Thinking abou"c professions, most professional people 

when they get their training have to pay for it themselves. 

t~y do you "think --

A I have heard some law firms say differently. 

To be serious for a minute, we feel if we aL e going to 

attract ele type of person tha t \-le want, we would say tha t ,.,e 
have to pay them a decent salary in order to a"i:eract the type 

a( person we want. Our minimum salary is $375 permonth. 1"1: 

can go as high as $700 a month. In addition to which they 

get an allmvance, $75 for bachelors, $150 for a married man 

while in New York. 

Q I take it your anS"Jer in subs"cance is that if YOll 

did not pay them, it ,."ould be veJ:y difficult to get trainees, 

is that right? 

A Of t he caliber we want, yes. 

Q Can you tell me generally about how many present 

account executives went through this rigorous training 

program? 

A Approxima"ltely 67 per cent of the account executives 

now with us went through the training program. 

Q And the other 33 per cent had some lesser degree 

of training? 
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A Yes. You must remember among thos e 33 per cent 

still ,oli t h us axe men in our 50 year club, lots of men 

i n our 25 ':t13 ar club, and the like. 

Q I "cake i t your junior execll'i:ive training program 

lasts a year an::! a half or tOYIO years? 

A 21 months. 

Q Does "i:hat mean that the person in the 21 to 24 year 

age bracket takes ibhis COUl~ se and doesl) , t sell for 21 months? 

A That is correct. 

Q And may never sell? 

A And may never sell. He may go into our under'Vlri"i:ing 

depar"~mcmt or some other depar"o:ncnt "lit hin the fi:cm. 

Q I take it the recruiting is done :erom college 

gradual: es? 

A This is college campus recruiting. We send our own 

recruiters to about 35 or 40 college campuses. 

Q Do you have any minimum educational standards for 

account executive s generally? 

A Let us put it this ""lay. ~V'e _"ant college graduates. 

About 5 per cent of the people "Ne accept we waive th"ri: 

requirement though they have all attonded college. 

Q You are familiar with the Me,,, York Stock Exchange 

limited reg!s-tration examination? 

A Yes. 

Q Does Merrill Lynch encourage their" personnel to 
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take that examination? 

A No , we do not. 

Q You a 110\'1 them to take H? 

A No , 'ole do not. 

Q So there are no limited registration employees 

at Men'ill Lynch? 

A There is none. 

Q Il1hat is the sales assistant? 

A .1~ sales assistant is a registered person who 

assists an account executive in handling his business. H: is 

usuall y a she. She will normally take telephone calls for 

him, give quotes, keep his books of record. In his absence 

talk 'co his clients , and ans\'ler such quest ions as she is able. 

Q Arethey registered? 

A Quite a fe,,, of them are regis·cered. v1e prefer to 

try to register them if possible on the of f chance that 

they might han:1le an I!)rder. They are supposed to be registered. 

Q I take it they do not solicit business. 

A They do not solicit business. 

Q Do they advis e customers on securi'i::ies if the 

account executi ve does not happen 'co be present? 
. • A No, they are only supposed to give actual facts. 

Q lrfuich come to them from where? 

A From our research material, that is. if somebody 

says, "What is the dividend en U. S. Steel" or something of 
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that nature, or \0,7hat is the market currently doing, normally 

that is the 'cype of inquiry they ,.muld handle. 

Q If a customer calls and says, "Do you think I 

should buy XYZ stock", "lha'i:: is her am'/ex going to be? 

A If '(:he account e~{ecut ive tha t she is assis 'i.:ing is 

not available to an S'Vler this pa rson 's inquiry I she is allowed 

to say 'co him, "I see by our such and sL1ch," -- either our 

Stock Comment or Security Industxy Survey -- "that our firm 

thinl~s of it as such and such." 

Q Do t hey get any 'i::caining 'Vlhatsoever? 

A Yes. 

Q Not the full account executive. 

A No. They take most of the correspondence courses. 

Q Do you see any purpose or use for limited :registra-

tion? Do you have any opinion on that subject? 

A i-V0 don I t see r;my purpose as far as Merril;I. I,ynch 

is concerned. 

Q How about other fims? 

A I suppose that is their problem. 1'1e do not llse it. 

Q As a leader in the industry do you have any 

danger in having limited registration peopl,e selling mutual 

funds and MIP's? 

A Yes. 

Q Can you elaborate, pIe ase, if you care to? 

A Let us put it this way. We \'1i11 go back to what I 
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\.,as talking to the Presiding Officer about, which is the 

quality of proiessionalism. We "chink that people representing 

a firm, talking to people about their investmeil "i:s , this is a 

pretty ticklish subject. This requires a degree of 

professionalism. Normally the limited regis t r a tion does not 

indicate the quality of professionalism "chat might be needed 

to advise man y people about their finunces. 

Q Let us turn to supervisionald cont rol of branch 

office activities. 

The Presiding Officer: I "thinl{ at this point '(,-;(J \oJill 

take a ten minute recess. 

(Short recess.) 
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The presiding Officer: The hearing will be in 

order. 

Itr . Moss: At the recess ",e had commenced some 

questions about supervision. Now, is i t safe to say tha-t the 

first line of defense of your firm "li th respect to super­

vision and control lies wi th the branch mara ger? 

~l7itness Regan: That is correct. 

Mr. I\ioss: Can you state briefly how they are 

trained or advised by your firm in connection with their 

duties as branch managers? 

~!Ji tness Regan: Yes. Our branch managers are 

normally selected for the smaller offices from -the ranks of 

our account eJcecuti ves. We normally start looking for a man 

with eight to ten years' experience as an account executive. 

All the time he is an account executive, "IIle are constantly 

getting reports on him. I suppose I could liken these to the 

fitness reports that the armed forces have. These are turned 

in by the managers on their people, and each year when the 

manager submits -that report to tl7hich I referred to earlier, 

a report of his operations :Cor the year, he commen-cs on his 

own staff. 

As our people from the home office go out to visit 

offices, they are told to look at particular individuals 

within the office to see his capabilities. Having, let us 

say, a list of those whom \'le might consider for office 
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managers, a group of senior officers in the home office sits 

dO\'ln and select the particular grollp that we lIlant to put 

through this manager-training p r ogr am. The ma n, once he is 

selected incidentally I t 11is man s ometimes takes a pay cut 

in oreer -to become an office manager -- he comes t o New York 

for a p eriod, their average has been about one y e a r: in Ne'('1 

York. 

While there, t11ey visit all of our depar -tments . 

They s p end time in the depar tments. The y go out ana make 

extended visits to of f ices to s ec how ot her ma nagers are 

doing and to report back to us what is going on in those 

offices. So, by the time they take over as office manager, 

i.:hey have had, oh, ten years or more of training within our 

firm. 

When ' 'Ie come to the larger offices, we select those 

managers from among the more capable smaller office managers, 

normally. 
By l\'Ir. Moss: 

Q Can you tell me who is under the branch manager in 

his branch office? 

A His righthand man is his operations manager. The 

operations manager, who has been previously trained in Mr. 

Thomson's division, is in charge of all of the clerical 

people, the cashiers, the margin clerks , the wire order people, 

people of that nature in the office. ~1is man has overall 
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supervision of the bookkeeping in the offices. He is noting 

various thi~ which he constantly reports back to the manager. 

I ;11n larger offices there may1:E a trader in the office 

who would handle unlisted trading as we discussed previously. 

Then the account e xecutives in the office come directly under 

the manager. 

Q Pa~ct of the supervisory function over the account 

executive is in some way delegated to the operations manager, 

a.."ld he is looking at accounts and checking books and watching 

the cashier, is that correct? 

A Yes. 

Q But the ultimate responsibility is in the branch 

manager? 

A Correct. 

Q Do all Nerrill Lynch offices have operations [, 

managers? 

A Every oner yes. 

Q Do they have assistant managers? 

A We have such a title in Merrill Lynch, but as a 

matter of practice we seldom use it. 

o mlat happens if the branch manager is out? 

A One of the senior account executives is appointed 

to act as manager pro tern. 

Q He has been chosen because he has shown by his 

training and by his performance that he could act in that 
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position in an emergency? 

A He is capable of handling ..... 
~l.. • 

Q t~ho has decided that? 

A Normally the manager has talked to New York about 

~lo1ho he would designate during his vacation period or some -

thing of that na-ture. If there is no one in the office that 

is capable -- let us suppose ~ile are talking about one of -these 

ne\l7er offices that were just opened, something of that na t ure --

we would send a person from New York t o pinch-hit. 

Q Can you describe, and I think you have described 

some o f the duties, briefly, the duties of the office manager? 

A Yes. I have such a list here. First of all, he is 

• to train and maintain his staff. He is to put i n to effect our 

policies and procedures, interpret and eJcplain them for the 

benefit of his people. He is supposed to be familiar with 

the rules and regulations under ,·,hlch 'lIe operate and he is 

responsible for the compliance with those rules. 

He approves the opening of each ne~., account. We 

warn him to exercise due diligence in opening those accounts . 

Q When you say due diligence in opening ·the accounts, 

what do you mean? 

A To learn the essential facts am ut the new account. 

We have a new account form with the person's name and address, 

his occupation. We want credit references. We "II/ant the 

person carefully checked out so that we kno\I7, fi rst of all, 
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with "'hom we are doing business, and secondly, the manager 

wants to know what type of account is being opened in his 

office. 

Q The due diligence is due diligence to protect the 

firm in opening a new account, is that correct? 

A Yes. And to see that there is compliance with ·the 

Ne,.,r York Stock Exchange rules. I am talking there about 

making sure the person is not under 21. We are not permitted 

to deal with minors and so forth. 

Q T'nat is to protect the firm? 

A Yes. 

Q Do you ever conceive of due diligence in terms of 

suitability? That the manager should know what type of 

person and , .. hat hLs economic status is in order to supervise 

the account 'elcecutive in determining whether his sales and 

the stocks he represents to customers are suitable or not 

suitable for that particular customer? 

A Yes. At the same time that we open the account, 

we have a form which we call a 4-R. That form lists on it 

again much of the same information as the new account form, 

name, address, occupation, and all that. It also lists the 

customer t s objectives and ·che service requirements for that 

particular account. 

The manager revie\'1s these each six months together 

with his account executives. On that same form is a list of 
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all purchases and sales made in that account. If a person is 

looking fo r income, the manager, being experienced in the 

busines s, can qui ckly glance at that account and he can 

determi ne \<lhe'ther or not that person has income s ,tocks or 

grO\.;th stocks \;7h i ch might not be appropria'ce. 

Q Does your customer form or application blank con-

tain a statement of his assets? 

A Yes. We insist upon kno"ling ,the ne't '\t.orth of our 

clients. In the event that the information is not forth­

coming from the office, ",e make a credi,t check on ,that customer. 

Q Do you have information "lith respect 'to his income 

generally? 

A Yes. 

Q I take it your testimony is that these inquiries 

serve a twofold purpose. r'irst, to protect the company 

against the customer, and second to protect the customer 

with respect to suitabili,ty of securi"cies which he purchases? 

A That is correct. 

Q About how many accounts are in the average office, 

or is that possible to say? 

A That is hard to generalize. 

Q Give us a range. 

A A range? I would say -- may I consult wi"ch my 

people here to see if we can come up with an answer? 

The Presiding Officer: Yes. 
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Witness Regan: It is bugging us on what is the 
~ .. 

average office. 

By I'U'. Noss: 

Q Let us try it this ",ay. Approximately hON many 

accounts \V'ould you have in one of your larger offices, or 

largest office? Do you have as many as 10,000 accountS? 

A More than 10,000. I am thinking back to my exper-

ience as manager of the Philadelphia Office. I ~"oulcl judge 

at that time we 'mus 't have had about 25,000 accounts. 

Q Ho\-' often is the manager supposed to review these 

accounts? 

A Every six months. 

Q Is it feasible, is it reasonable --

A You must remem.ber thai: he does not do 25, 000 at 

once. This is a continuous process. The average account, 

a few transactions, a customer buys securities. I am not 

t~ying to sound, hex-I will I put i'l:, as though :r am trying to 

talk you dovln. You must remember first of all a great many 

people use a broker. They are not interested in what the 

broker thinks of what they are buying or what their invest-

ment objective is. They merely want the broker to act as 

agent and buy the securities they wa11t. They think they know 

the market, and the like. 

Obviously this type of account the manager does 

not have to scrutinize, where the man is using him strictly 
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as a broker. 

Others are ins,ti tutional accounts. You probably 

a u tomat ical ly do not have to look at the ins'ci-tutional accounts. 

Th e same thing for fiduc i ary accounts ~.,rhere this is an es 'cate 

b e i ng s e'ctled or a 'trustee buying :Cor his trust. Things of 

t h a t nature , you would not have to look at those from the 

point of vie\-, of investment objectives . 

'1'hen you have -to get down to t he har d core of 

accoun'cs which the manager def i nitely has 'co check. 

Q I-: OlrJ doe s a manager know, when he looks at this piece 

of p aper vlith numbers on it, ho"" does the manager know whether 

t h is p a rticular customer is just using you as an agent, never 

aski ng for your advice and never consulting with 'che account 

e xecutive other -than merely to relay the order? How does 

t h e branch manager know \'lhen he looks at an account, that 

this r equires surveil-lance, checking and care? 

A On that code 4-R it states the investment objec-tives 

and servi ce requirements. When the account is fij:st opened 

and the account executive would note, "Only ".,rants us to 

execute orders," or he would put, "This man just wants 

execution," something of that nature, no investment objective, 

does not ~·,ant our advice, 'Jle don I t mail him any of our li tera­

ture because those come under service requirements. That 

,.,ould be an indication -co the manager of 1rlhat type of account 

he is looking at. 
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Q If the customer has indicated that he is not expect­

ing advice but merely ex ecutions, does tha'c mean that the 

account executive is prohibited from recommending some'thing? 

A Not prohibited. He migh'c talk to that cust omer. 

But normally speaking, SLlch an account doesn' t \Olelcome sugges­

tions. Therefore, ra'cher 'chan lose the account by trying 

to foist opinion, you just refrain from discussion. You 

merely say, "Yes, sir I" and ta]~e his order. 

Q tvould the branch manager ever know whether a par-

ticular series of transactions resulted from recommendations 

or from the customer's own orders? 

A In our more active accounts, again at the end of 

a six months' period after the account has been reviewed, 

our managers are supposed ,to either call or write a letter to 

'chese clients. 1"irst of all, from the poin't of view of sales, 

thanking them for the business they have given us. Secondly, 

inquiring '<1he'.::her the service they are receiving from Merrill 

Lynch meets their objectives. 

In the absence of a negative reply, ,"2 ,,,ould assume 

that everything was correc·t. 

Q As I understand it, the manager is really relying 

on the account executive to tell him what the objectives of 

the customer are in tenns of whether he wants Merrill Lynch 

to be merely an agent or adviser? 

A Yes. But you must reme~ber that the account 



• 

890 

executive also wants this in writing for his sales assistant 

to note in ,the event of his absence, so he has 'chat informa­

t i on r i gh'c there so it can be turned to quickly when :the 

custome r calls. 

Q Aside f rom r eviewing accounts, and the function of 

the bra nch manager in the six-month revie\'l, are there any 

other con'crols on the branch office? 

A Yes. Each manager receives through our electronic 

data p r ocessing facilities each day a list of trades that took 

place in the previous day in his office. Thes e are broken 

down b y cust omer. The office manager goes through these 

regularly to see or to look for concentrations of particular 

stocks being bough'c in his office, to see, f r ankly, how much 

activity was ifl his office. 

This is then 'turned over ,to the operations depar't­

ment to make absolu'tely sure that these were the orders that 

were executed in that branch office on a previous day. That 

is called 'the 1028 form at Merrill Lynch. 

Q So, as I understand, the ne~ct: day, on trlednesday, 

5,000 orders were executed on bought business and sells. 

On Thursday morning the branch manager has in his hand a 

profile of each transaction that tooJ~ place in his office? 

A Exactly. Today's transactions. Take right here 

in our Washington office, a copy ,,",ould be given to the 

Washington manager and in the morning he will have it on his 



891 

des]e. 

Q I take it he is supposed to exercise his general 

supervisory func t ions '''hen looking at that piece of paper? 

A Yes. Tha 't becomes one of his regulc,r duties every 

morning . jUsa spots date trading and things of 'chat nature. 

Q Does he get a ,,,eekly tally? 

A No. He also gets, in addition to that, a 1031 form 

which is a business sheet. This sh~JS all entries in a 

custor.uarDs account, dividends credited , rights cJ:edited, 

it shO\'1S withdra,,,a1s from the account , plus the purchases 

and sales. At the end of the month, he gets a summary of 

all that has transpired in his accounts. He gets an ac'civity 

report. The activity report shows the number of transactions 

by account for the particular mon'ch, plus the total commis-
. 

sions that have been given to Merrill Lynch. 

Q Leavll1g the branch for a minute, what controls, 

or ,,,hat does the home office see with respect to the branch I s 

activities, and ,,,hat is it looking for? l'.'hat is your divi-

sion, which effec'i:ively is supervisory, the division looking 

for and what does it do and what tools does it have available 

to it in terms of supervising 'the activities of the account 

executives? 

A Again thanlcs to these electronic machines, we, too, 

get a daily list of the 1028 for all offices. We are looking 

for concentrations and concentrations by offices. An office 
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can only see purchases of stock from his particular office. 

From t h epoi nt of view of the overall firm, ""e can see pur­

chases i n many o f fice s of the same particular stock. tqe note 

activit y. These a r e summarized and a report of unusual 

activity in accoun ts is furnished on a monthly basis t.o my 

divi sion to look over to spot any unusua l trans actions. 

The ope rations division under Mr. Th omson checks 

constantly to see that our penny stock policy is being ad­

hered t o. 

o Wha·t do you mean by that? 

A Ne will n at handle or.ders in penny stocks which 

",e use a s a term for s tocks selling under ·t\"l O dollars a share. 

We do not solicit ·them. v.7e do not want to handle them. 

That i n cluoes Regulation A filings. 

Q Let us talk about the Regulation A filings. W11at 

does that mean? That Merrill Lynch \-Jill no·c, ei ther as 

agency or principal basis, e}cecute an order for a customer 

on the buy or sell side of the Regulation A? 

A Unless or until that particular security has 

maturity and we take two years to see if it has matured. 

Q Was that always your policy, that it had to mature? 

A The b10 years? 

Q Yes. 

A IIJe use that as a rule of thumb. We have had some 

that grow up to be big companies, and obviously it would be 

---
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stupid to r efuse to handle orders in that list of companies. 

Q Do you have a lis t of maturing Regulat i on A's? 

A I don' -j: think ,,,e -- ~Te will handle it this way. 

If such an order comes in, and normally these Regulation A­

s -tocks are handled in the over-the-counter marke t , and the 

trader ,.,ho is handling the stock and spots that i -t is a 

Regulat ion A f iling, - or he recalls or sees it is a ne," name 

and recalls it is a Regulation A filing, it ",ill be bounced 

back to the office. If it is over two years, the manager of 

the off ice may make an appeal to the head of our trading de­

partment and reque st that, on an mcceptional basis, this 

customer be permitted to buy -that stock -through us. 

Q I nm" turn to Operations Manual, Section 6-A-, 

Account EJcecutive Functiol'lS. On page 107 (b) you tal](: about 

domestic low-price speculative stocks issued under Regula­

tion A, on the Regulation A, filing, that should be amended 

to say issued under Regulation A filing which have not ma­

tured. 

There is no prohibition against selling Regulation 

A offerings. I am a little confused. 

A No. lie make no provision in -the Operations Manual 

for that. This is a rule experience has taught us. Take a 

stock you may be fa:miliar with, Control Data, that came out 

as a Reg A filing. It is a well known and recognized company 

today. In a strict adherence of our operations manual, you 
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would not handle shares of that particular stock~ but a loose 

construction, you would. 

Q But if a Regulation A offering cHd not reach that 

or id not mature t o the point where it was a recognized 

cmnpany wi th a good market, I take it it would s'eill be re-

stricted or prohibited? 

A That is correct. 

Q ~'Jhen you talk about Regulation A.I ,,,ould you quickly 

tell u s \·,ha'e a Regulation A offering is and enlighten all of 

us? 

A A Regula-tiol1 A filing is a n issue that is issued 

under the Securities Act of 1933 . an exemption of an issue which 

does not exceed 300,000 dollars. 

Q By exemption, \'lould tha-t be exemp-tion from filing 

a full registration statement with the Commission maJdng all 

of the disclosures necessary under the 1933 Act? 

A Thank you, yes, that is ~orrect. 

Q The Reg A would be exempt from maJdng those dis-

closures? 

A Yes. 

Q Do your runs I or your IBt·i runs, in any way highlight 

or pinpoint over-trading or churning in accounts? 

A This activity report -to '''hieh I referred earlier, 

wherein each month the manager of the office, as well as 

certain departrri'~ntf:i .in the home office, is furnished wi'eh a .. 
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copy by account number the number of transac'cions in an 

account and 'che total amount of commissions. This is summarized 

also monthly so that there is a cumulative total as well as 

the individual crmounts during t:he month. This gives 'che man'­

ager a pretty good idea of ac-tivi ,ty wi thin his accounts. 

The normal manager goes dO'Vln that list. He sees 

ii.1creasing aCi:ivi ty in an accoui.1'C, an account tha'c gave $50 

in one month has given $750 suddenly. He ,,,ill want to knm" 

why. He looks up thai: account and dincusses ",i,th ,the account 

e xecutive and finds out ~n1Y the activity. 

Q ~\1ill the manager call ,the customer to find out if 

the accouni: executive;s explanation is reasonable? 

A Very definitely, he should. 

Q Nith respect to this area, does rllerril1 Lynch per-

mit its salesmen i:o have discretionary accounts? 

A Absolutely no discretionary accounts allowed at 

l\lerrill Lynch. 

Q You kn01.v that many firms permit salesmen to have, 

or account eJcecutives to have, discre'cionary aCCOUl'ltS? 

A Yes. 

Q w"hy does lJ[errill Lynch prohibit discretionary 

accounts? 

A There is too much danger and too much trouble in 

an accoun't executive, registered representative, handling 

an account on a discretionary basis. 
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The Presiding Officer: Danger to the customer or 

danger to t he firm? 

Witness Regan: Danger to both. Danger to the 

custorre r and dang er to t h e firm. 

By i'1r. Moss: 

o 'Nould y ou say that allml1ing salesmen to have dis­

cretionary accounts magnifies or multiplies the number of 

supervisory problems the firm has ai: that poin·t? 

A Very definitely. 

o Is it a fact ·that the liJew York Stock E~tchange has 

a rule wh ich requires discret:ionary accounts be supervised 

directly by partners? 

A That is correc·c. 

o Can any of.ficers of your firm have discretionary 

accounts? 

A Absolutely not. 

o I take it you have no investment advisory clients? 

A We have none. 

o So the only advice you give your salesmen, or your 

aCCOUi'l·t execl1.tives give to customers is the normal advice 

that a salesman gives "lith respect to purchases or sales of 

securities, is that correct? 

A l'lay I elaborate a little bi·t? We do have a 

portfolio correspondence department within our research 

division. This research division is made up of some close to 
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300 people. Over half of them are engaged in portfolio \o70rlc. 

Based upon, and \07e actually advertise this as a service to 

individuals -- if you ,,,ill tell us all t:he facts about your­

self, \ole \,lill ·tell you '''hat our ideas are in accordance with 

your investment objectives, '''hat your securities portfolio 

should look lil~e. 

We also advocate for the person who had his port­

folio revie\"ed by us do so regularly on a six months I basis. 

Th:i> is not mandatory. It is purely voluntary on the part of 

the customer, at no charge. 

Q You mentioned two pOlicies that your firm has,. 

which I take it are designed 'co prevent complications of one 

sort or another, and ·that is ·the penny s·tock policy. You 

also mentioned the Regulation A policy, both being prohibi­

tions against any type of orders to buy or sell. Are there 

any other prohibitions or policies designed to protect the 

customer as well as your firm? 

A Among securities that we cannot handle, obviously, 

the SEC Canadian restricted list to which we add names our­

selves. We have prohibitions, of course, on soliciting 

orders in securities that are under registration. As far as 

prohibiting customers --

Q You said soliciting orders. Supposing the customer 

calls in, can you take an order? 

A An indication of interest, not an order. 
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Q You can take an indication of interest. Your rule 

is that the account executive cannot solicit? 

A That is corr ect. 

Q With respect to penny stocks, Reg A, and Canadiai1 

res t ricted list of securities, it goes fu;t 'che:c than that. 

They cannot solicit, but they cannot take an or'd er? 

A That is right. That also applie s to intrasta~e 

orders. 

Q Why not? 

71 The pos sibility that they \'lill leuk out of the state 

at'ld you might engage in a distribution unwittingly. 

Q You mean a distribution in viola'tion of Section 5? 

A ~~at is correct. 

Q That would be an illegal distribution? 

A Correct. 

Q Is this one of ,the reasons you don't handle Reg A? 

A No. ~le don't care for them. There is not informa-

tion on a Reg A for the customer to make up his mind or 

for us to make up our mind on quality. 

The Presiding Officer: Do your rules on penny 

stocks apply to listed penny stocks? 

Witness Regan: We will accept unsolicited orders 

on Benguet Mining and stocks of that nature which sell for 

less than two dollars a share on the New York Stock Exchange. 

Let me put itagain. Again a loose construction, we ,,,ill 
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accept orders on regional exchanges for stock selling less 

than two dollars a share, if in sufficient amoun"c. We will 

not open an account: for that purpose and definitely we will 

not allO"toJ our men to solicit orders. 

The Presiding Officer: There are some exceptions 

to unsolicited orders for "the penny stock? 

Witness Regan: tfuere lis"ted on a major exchange, 

yes, sir. 

By Mr. I~oss: 

Q I just want to get one other thing clear. With 

respect to these prohibitions, can these prohibitions be 

avoided or exceptions made if an officer like yourself says, 

passes on it? 

A Yes. But the exceptions are few. The actual ex-

ceptions to the penny stock policy are gran'ced by the manager 

of the marketing depa~tment. If he has any doubts, he con­

sults with the legal department. 

Q Let us take the Canadian restricted. 

A ])Yo excep"tions on that. 

Q Intrastate offerings? 

A No exceptions. 

Q I see also from your manual that another prohibition 

area relates to securities which we believe are being un­

scrupulously promoted, which we think are being distributed 

in violation of U. S. or state securities laws or Which 
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unscrupulously promoted? 

A If we had an indication eith er from our clients 
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from t,1 10m ,,,e get quite a bit of iniorma'cion, or from the SEC 

itself in some of i·ts releases, that ~:here might be a pro­

motion going on in a particular stock, the boiler-room tech­

nique D some'chin9 of that na·ture . we definitely will not handle 

orders for it. 

Q Do you also eJcpect limi'ced application of your 

account executives and branch managers . they t,rill al\."ays be alert 

in their regions for v]hat could be considered unscrupulously 

promoted securities? 

A ''''e hope they are , and ,,,,e ask that they pass that 

information on to us so we can notify other offices either in 

the area or na·tionwide. 

Q Do you have a recoll'Iaended list? Does I~errill Lynch 

have a recolnmended list of securities in any sense, or a 

master list? 

A since our earliest days we have haa ",hat the 

salesmen loosely refer ·to as "The Bible." This is a break­

dm-m. First ,of all, it gives Merrill Lynch outlook on 

business conditions, and secondly on the market. Third, it 

breaks d~vn industries on a page by page basis, and in each 

industry we select certain securities for various obje~tives, 

long-term growth, income, and the lil~e. From those selections 
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we do make up a master list in varying investment objectives. 

Q Is there any prohibition with respect to the activi-

ties cf employees in their 01rTn accounts? 

A Oh, very definitely. First of all, this daily trade 

list that I told you about has all employee trades for the 

particular office, and again on a firm-.. l7ide basis, grouped 

through a series of numbers. They are all in 'che same number 

series. So you can spot at a glance exactly ,,,hat is happening 

in employees' and officers' accounts. 

First of all, we ,,,ill not permit our employees to 

have margin accounts. ll?e insist that they pay within four days 

even under Regulation T, they might have seven days in \'ihich 

to pay. As I men'cioned in my opening statement, as one of 

our basic policies, we will not allow any employee or off'icer 

or members of their family to purchase securities on a ne\17 

issue when we have customers' orders unfilled. 

Q Tell me, with respect to sources of customers, 

how do your account executives get clients or customers? 

A man comes out of a training school or a new branch office 

is opened, how do they secure customers? 

A tfuen they first start out, it is mainly 'through 

leads furnished from our advertising. As you know,we have 

a rather substantial advertising program. We spent over 

$3 million last year in advertising. This does bring us 

in leads. As a result, when a person writes into Merrill 
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Lynch and says they wOllid like to have some help or informa-

tion about securities, the persoll is contacted a f ter the 

information is furnished to him by one of the newer salesman. 

Later, as the man matures, as he acquires more accounts, 

referrals, satisfiea customers, become his number one source 

of clients. 

Q Are cold telephone calls a source of accounts? 

A No. 

Q Not at all? 

A I would doubt that any Merrill Lynch accoutn 

e xecutive would just go t o a phone book and start calling. 

Q I have here a memorandum dated l\fovember 3, 1960, 

under the signature of M. S. Boyce. 

A Milton Boyce. 

Q And it is to offices, office managers, and account 

executives, and the topic is "Cold Calls." Would these cold 

calls refer to personal calls? 

A They would refer more to personal. 

Q They don ~ t include telephone calls? 

A They might include telephone calls, but in my 

.experience fe"l:l men make cold telephone calls. 

Q 
'" .( 

Do you th~nk there is something wrong with making 
" .~. 

.. 
cold telephone calls '? 

/. ~ ~ : ; . 
A Nothing ,,,,rong with them from the point of view of 

legality or ethics, but wrong from a sales point of view. 
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Q Why? 

A It is v ery dif ficult to hear a 'voi ce on the phone 

a nd have t hat pers on convinced of anything. 

Q Do you see cold telephone calls as a source of 

supervisory problems? 

A No. 

Q Is one of the f.unct ions o f a mc:mager or s upervisor 

to determine that h i s salesmen are not making misrepresenta­

tions or si:atements that ,.,ould reflect badly on the firm? 

A That is correct. 

Q Ho", ,",o\.,l d he check on this ~.,i th respect: to telephone 

calls? 

A Obviously he can't tap the telephone. This is 

illegal. The only \'lay he can do l ·t, frankly, is by looking 

at t h e type of securities purchased in his office. The list 

has a \'I7ell kno,'1n list of stocks 'chat are being bought in the 

office , the new accounts that are opening, buying quality 

securities . Ee mUS1: assume that there has been no misrepre­

sentation. If all of a sudden out of the blue , t:h€!re is a 

peculiar stock, he should i nvestigate and find out ,.,hy. 

Q Should he call the custolner, if necessary? 

A Yes. 

Q Now, just to clear up this telephone solicitation 

question, I take it from your testimony that although you 

might not be in favor, there are no exis,ting prohibitions 
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A That is correct. 
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Q Do you have a policy which requires account eJcecu-

t ives to mark orders as to \'lhether they are solicited or un-

30licited? 

A Yes. 

Q Is that done all the time? 

A Yes. 

Not on every order. There are certain securities 

orders for \oJhi ch it must be marked unsolicited. Other se­

curities 1tlhich must be marked solicited. 

Q wl1en do you have to make these notations? 

A For example, on the penny stock. Suppose somebody 

\'/ill sell a penny stock through us, the order is marked un­

solici ted. Mut.ual funds we mar]t unsolicited, other orders of 

t.hat nature. An order for an issue t~ has come out but is 

st.ill under pros pectus, we would marJ~ unsolici°l:.ed. 

Q Let me ask this. If there is a speculative stock 

\,lhich does not fall within t.he prohibitions, do you require 

the salesman to state on his order form whether he solictied 

the transaction or whether it was an. agency transaction? 

A We do not require that. 

The Presiding Officer: As a mat.ter of definition, 

does the firm, or do the salesmen have any difficulty with 
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the \voxd "solicited" or the \vord "un s olicited " as applied t o 

part ic l a x sets of fac t s , ~rr . Regan ? 

Wi t n e:::; s Regan: I t hink t hat has been one of our 

lavJYer ' s di f fi c ulty , t:rying t o def i.ne t he \\lo r d "solicited." 

Our r ule of t humb 'th at Vi e 'cry to oz.'un in : 'ifu o spoke firs't ? 

If we spoke f i rst, it is s olic i 'ted . If thr,- c u s '.;: omer brough t: 

it f i r st I it: probab l y c an .o~ c ns i,d e :.:e d u!1solici-i::ed. 

The Presiding Officer: Spok e firs t abour~ the 

par ticular secur i t y ? 

Wi t n 55 Re g an : Yes, ,,,11. 0 b..ought i,t up. That is 

just a rule of 'th u b . Tha't leo not a legal de f ini,tion, ob­

viousl y. 

By J.lir. l ioss : 

Q Jus t t o p ur s ue ,this one step further, ..... h at \;~ould 

h a ppen t here if a cus 'tomer called and said, "I was thinking 

o f b uyin g 1 00 sha r es of h'YZ stock. " and the salesman said, 

"I ,think y ou ought t o buy 500." Is t here a solicit:ation? 

I s t •. ere any breakdovm in. 'th e nolici t a t:i.ol1 and uns o l:i.c i t ation 

question q ue s tion t h ere? 

A May I ask my couns el? 

The Presiding Off icer: I thin};: the Cjuesd,oll is 

not intended to be essentially a legal question. although 

i'c might, be helpful too ge t your cOt1i1sel ' s version of that. 

I think the real ques,t ion involved here is whether, in a 

policy r equi ring marking as s ol icited or ul1!.30licited, this is 
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a n automatic thing or '-Jhether i·t involves a great deal of 

administration and interpretation. 

Witness Regan: Ho, not as Ne run it. It is sup­

posed to be au·tomatic. Nothing is left to chance. If it is 

a Reg A or penny .:tock, they mus·t put on unsolicited, and 

they are not a1lo'\l1ed to make up theiL' own minds or try to 

define the subjec1: themselves. 

By Mr. f-,!loss: 

Q I unaerHtand that I~errill Lynch has a policy con-

cerning its office rs being directors of corporations. 

A That is correct. 

Q Can you state what tha·t is? 

A Yes. ~rVe have felt since the start of Merrill Lynch 

that our officers should devote their time to our firm. 

'Ther e possibly, and I emphasize the word possibly, could be 

a conflict be·tv,;reen a man being an officer of our firm and a 

director of anoth(~r firm without the securities industry, 

naturally. Ilccordingly, \'1e have thought in our best interests 

and in. the interests of our customers that our officers should 

not take any more outside directorships. I state it to you 

that way because you will find we do have two officers of 

Merrill Lynch who are directors , one of each in separate 

corporations. 

Q Do you see a conflict in Merrill Lynch, or one of 

the problems, in Merrill Lynch making a trading market and 
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having an officer sit'cing as a director? 

A That could be a problem. 

Q Nas that one of the reasons? 

A That is one of them. 

Q vJould the same be true with respect to unden"riter? 

A That could lead to problems, too, yes. 

The Presiding Officer: Do you ever have an under­

,,,riting handled by Merrill Lynch wre re it becomes desirable 

or the suggestion is made on one side or another, because 

you have handled the underYlriting you ought to get on board? 

Witness Regan: 'rhai.: has been suggested. In 'che 

case of Schering, the alimn property custodian, 'Vlhere ",e 

acted as major undert"riter, it was suggested that Merrill 

Lynch put a man on the board. In this case ,,,e passed. We 

did suggest someone else to go on the board. 

The presiding Officer: You still did not put one 

of your own men on it? 

l'7itness Regan: No, sir, we did not. 

By Mr. Moss: 

Q Now, l4r. Regan, towards the end of your opening 

statement you referred to occasional lapses in performance 

in your firm. and I take it, supervisory problems, and the 

firm then takes action. 

A Yes. 

Q In that connection, I would like to draw your 
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attention to your California offices and a security called 

Aqua-Filter. 

A Yes. 

Q I ,,,onder, first, if you ",ould care to describe as 

fully as you ,,,ish the problems \",hich came up \'li th respect 

to Aqua-Filter and all that your firm did and all that 

happened in connection vlith sales of Aqua-Filter stock in the 

spring of 1961? 

A Yes. This is an isolated transaction or series 

of transactions which took place in the Los Angeles area 

in the spring of 1961, April to be exactly. 

Briefly, the background is this. The Aqua-Filter 

Corporation had decided to promote the sales of its produc't 

rather heavily '''ithin the Los Angeles area. They had taken 

full-page ads. They had taken radio-'lV time, count.er dis­

plays. The Aqua-'Filter is actually a filter for cigarettes 

to take out tars, nicotine and other harmful ingredients. 

With the activi'cy of a promotional nature as far as the 

product ",as concerned, market interest was stimulated in this 

particular stock. 

The financial pages of the Los Angeles Mirror, 

I believe, carried quite a writeup by a financial writer on 

the Aqua-Filter Corporation and its outlook. This triggered 

the interest of one of our account executives in the Los 

Angeles area. He called the company to try to find out more 
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information about it. He \-las told that the president of 

the corporat i on or cert.ainoEficials \-lere going to entertain 

members of the financial conmlUni ty at a cocJ~tai1 party at 

a hotel in Los Angeles ·that very day, 1I10u1:1 he care to at'cend. 

He said he ,"'ould like -co attend. 

After -ch at meeting ''iSS over. at ",'hich the outlook 

for Aqua-Filter had been glowingly described, he returned 

to his office and started calling clients of ours, accounts 

he handled, '''ho he 1::ne'\.'1 had an interest in speculat.ive 

situations. 

'fhe Presiding Officer: Excl1se me, 1>lr . Regan. 

Was there ou-tstanding publicly t.raded stock at this time? 

va tness Regan: There ~..,as outst.arid ing public stock 

in the Aqua-Filter Corporation. 

The Presiding Off icer: t~7hich ,-lias no'c a pending 

distribution? It "las an outs'cancHng stock? 

Wi-cness Regan: Tha-t is correct. It ',Jas traded 

over the coun·cer. 

The Presiding Officer: Go ahead. 

-
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~\Titn ,ess Regan: He solicited the orders from these 

clients of his. There were two other account executives 

in the office \~ho h(~ard his descriptions of thi s company, aakec1 

him about i t, and he passed on to t hem 'I:he same information 

he had heard :h'IJ m ,t IE officials of the compa ny. They, too, 

ca l led a f e .. , of the ir clients. NO'l:hing further happened . 

The market pr:ic e of: the stock then \-'Jas about five to six 

dollars a share. I n July, I think it \'la s of 1961., \ole received 

a rout ine inquiry, I believe from the New York office. of 

the SEC, asking a s t hey periodically do for all odd trades 

i n a particular security. We furnished them wit h a list of 

our trades in Aquaf ilter . Later in ll,Ugllst of 1961 they 

c ame back to us fo r more informa'l:ion . 

As tile look ed int o this to supply t he information to 

the SEC, this c ame to the attention of us rather bluntly in 

the home office tha t this was an unusual transaction or series 

of transact ions. So I sent lUr. Wa lker twice '1:0 the Las Angeles 

area to investigate \-Jhat had transpired, and what had gone on. 

In Oct ober, I think , we had a ccrnplaint fm m a 

customer. Tha twas 'cm first and only complaint we had in this 

situation . I ncidentally, I might add that the men ager of the 

office that \lIas particularly involved here died in 

November of malignant tumor, and he had been in and out of 

the office at that particular time. It was rather difficult 

to keep our records straight . 
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Anyhm", in December, looking over the ,,,hole 

situation, we made a business decision that Merrill Lynch 

"lould of f er to make good the losses of the customer. By that 

time the stock ,~a s belmol one dollar a share. We made the offer 

to our customers. The majority accepted . I might say all OJ: 

them accepted. v1e then proceeded to discipline our salesmen 

,1ho had participated in solicitation of o r ders in this 

particular company. ~qe slapped them vli'l:h fines ranging up 

'i:o $2,00'0 a piece. iNe reprimanded the ma nager of the office 

involved , and then notified the Ne,ol York Stock Exchange , ... hat 

had gone en. 

Subsequently we institut ec1 proceedings to make 

cer 'cain 'chat this type of situa'i::ion didn 1.(: happen again. 

It "Jas reasonably successful. We got inquiries from our Paris 

md Rome offices for Aquafilter abol1t a month later. This ' .... e 

immediately stopped before orders were ever executed, 

reported it to the Ne,'} York Stock Exchange, and thro ugh them 

the regional office of the SEC, and subsequently '(:he SEC put 

out a statement to the public and to brokers to be careful 

of solicita'l:;ions in Aquafilter. 

By Hr. Moss: 

Q Have you go'(: anything more to say about Aquafilter 

at this time? 

A That is enough. 

Q I might have a couple of ~uestions to tie this=down 
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By Mr. Moss: 

Q Did you lear n at any time wha t the financial 

condition of this company was? 

A Did I l e arn? 

Q Yes. 

PI I subsequently lea:med what the financial condition 

of :the compa ny is, yes I si r. 

Q Is it accurate to say that for the year 1960 

the company lost some $700,OOO? 

A I am not too f amiliar "il.:h those figures . I don I t 

h ave their balance sheet 'lJJi th me. But I do know they had 

lost money . 

Q Did it come to your. attention that they o\vned no 

plants of their o'llm? 

A Yes, this has come to my attent ion nml7. 

Q Did i 't: also come to your attention that these 

securities I that the filter itself had been promoted 

unsuccessfully in the east in preceding years? 

A I donlt know as much about that as you may. I am 

not familiar \l7i th that. 

Q From your testimony, I gather that about the early 

spring of 1961, product ada appeared in the local newspapers, 

there ~'1aS a general publicity campaign. An article , I take 

it a very bullish article, appeared in the Los Angeles Mirror? 

A That is correct. 
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Q And there 'lias a cocktail party? 

A That is correct. 

Q And thos e are the four situations that occurred 

t'lhich apparently caused great interest in the stock. 

A Yes, that cocktail party ,,,as attended by 

representative:a, I Cbn't kncM, maybe 10, 12, 14 different 

member firms. 

Q To "ehe best of your unders"canding, tlE president of 

the company called the cocktail party and pimarily to invite 

registered repxesentatives or llIemJ~ers of firms in the Los 

Angeles area, is that right? 

A I Cbn't Jmow that to be a fact. All I know is ,,,hat 

oux man has told us I that he was told there was a cocktail party 

in tre area and he attended. 

Q Lei: me ask you this. In your experience it it 

usual for presidents of corporations to have cocktail par "ties 

arp invite salesmen to them and describe their products, their 

company in glo\'ling terms? 

A There have been and there are quite public rel.ations, 

if you "dll, campaigns on tae part of many corporations, for 

good reasons, to which members of the financial indust:r:y are 

invited. Maybe after those cocktails are served, yes. 

Security analys"c meetings and things of that nature, too. 

The Presiding Officer: vfuo would normally get 

invited, the people in "tm research department or the selling 
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end, or both? 

t<Ti t ness Regan: Yes. Normally people in the research 

division a t t end for us. 

By Mr. r'loss: 

Q Does Los Angeles have a resea r ch office? 

A They do not. 

Q He rri l l Lynch does not have any resear ch activities 

in Los Ang eles? 

j\ 1>10. H: i8 covered from New Yor k . Our elec'cronics 

ma n spends mos t of his 'eime out there. 

Q Did you kno'VJ how many shares or AquafiH:er Merrill 

Lynch sol d dring the period February 1 , 1961 through !~ay 15, 

1961 ? 

A Again "dithout being contentious, \vhai: do you mean 

by sold? Vie acted solely as agent. We did not act as 

princiFa. 

Q I unders'e:and that. 

A You mean sold for clients or did we buy for clients? 

Q HO~tl many shares did clients 0;E Merrill Lynch p\.lrchase 

through Merrill Lynch? 

A 97 , 000 , not all of these were solicited. 

Q Do you kno\-J hO"r,rnany were solicited? 

A Not e,cactly. My guess would be in the area of 

arnund 60,000. 

Q 60,000 were unsolicited. In the investigation --
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let me ask you 'chi s , r a t her . You described the surveillclnce 

p r ocedur es in t he Ne\·, York office and how t he runs corne up 

ever y day. 

A Yes. 

Q As I und erstand 'this secur ity ",as a Regula 'cion A 

secur ity. 

A That is correct. 

Q Had it gotten to the point where you ll}ould consider 

-cha" it , ... as a mature Regulation A secl1ti:cy? 

A Let LlS face it:. This is one in which "Je g:> oied. 

This is where we took vigorol1s action, i.r-., making our 

customers whole and fining our men. This did slip through 

our first and second line of defenses. 

Q Your procedur es now or your procedures even then 

if they were operating fully "iould have caught this? 

A This would never have happened. 

Q And you .. JOllld have stopped it as soon as the or.de,rs. 

came through. 

A Right, a'il it will never happen again. 

Q This is the . type of securH:y you weu ld want 'co prevent. 

A Very definitely. 

The Presiding Officer: Your procedures goofed at 

several places, apparently. I am curious about the 

rela tionship' of research to this. Would you r research 

department ever get involved in loolting at a situation like 
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this or \'lould it be routine for a situatim like this to be 

solicited by your salesmen without the research department 

ever knowing anything abou~ it? 

Witness Regan: No, that is one of our firm policies 

tha t our men violated, and why we fined them. They did not 

check this security out with our research division. Had that 

preven°i:ive step been taken our research div:ir-:.i.on ;'lould never 

have approved this stock for solicitation and ,./01.1ld have given 

the bac]l;oground information so necessary to make the decision 

for t hese men ,Olho had solicited orders. That is the policy 

they violated as well as the Regulation A policy that they 

violated. 

The Pres:id ing Officer: I notice this is in the 

spril'13 of 1961, and we seen to have Gome to some other 

instances involving the spring of 1961. What is peculiar about 

the spring of 1961, Mr. Regan? 

W"itness Regan: There was certainly a surge of 

volume and a surge of speculative :lever or feeling in the security 

market during the spring of 1961. 

The Presiding Officer: This might have been the back­

ground for this pa rticu lar incident which your firm did not 

manage °CO control in this inst ance. 

Witness Regan: That is how it slipped through, 

frankly. People were b1.1sy. I Vion't want to cast reflection 

but curiously enough, the second man \l7ho is supposed to 
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have caught this in the home office, that is, the 

assistant manager of our trading department is also dead 

from a tumor. Both of these people, the local office manager 

and the man in Ne,"l York shoiLd have caught it. Why they 

did not, we don't kno'W. We can only assume it waS because of 

the pres s of activit. ies am the like tha', it slipped thID ugh 

on them. That is "lha" we "Jere horrified " 0 find out in the 

fall of 1961. 

The Presiding Oificer: It "Jas the press of 

activities that perhaps kept them from catching up ·tI7ith the 

incident, but it ,.,:as apparen·'ly the speculative situation 

which ',he salesman out there ,'jas adding to or "lOrking wi thin. 

TI'Jitncss Regan: That is correct. If you put this 

in perspective as we reported over the counter questionaaire 

' ,le handled 2.4 billion dollars of securities over the counter 

in the year 1961. This involved several hUl"fred thousand 

dollars. So tha'c it ,';as that'i.ype of transaction that slipped 

';:hrough. 

By Mr. ]'1oss: 

Q NO\'1, ",i th respect to continuing 'l7i th what the 

presiding Officer was saying t would you say 'chat your O'<1n 

salesmen or account executives were not£ollowing your \'larning 

with respect to investors which says investigate before you 

invest. Possibly if your salesmen followed 'I:hat ,,;arning, this 

",ould not have happened. 

A Tha';: is ,;]hy ",e fined them. 
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Q In your statement of facts you relat ed to a 

par ticula r of fice ~ Lc~ Angeles and to a particular salesman, • 

I t ake it in t hat, purchases through r.lerri11 Lynch of Aquafi1ter 

s tock took place in a number of offices? 

A About four or f i ve offices as I recall "Jere involved. 

" 

There 've r e 82 customers solicited that actually bought 

s ecurit i es. More than half, though . in the one office and 

more tha n h a lf of ,·;hat \~as in the office by the one man. He 

wa s, I would call i t, the focal point. 

Q As I under stand it, ",ha 'i; stimulated him '\o;ere the 

f our things ''lie enumz rated but it was capped of f by this 

cocktail party. 

A That is correct. 

Q He read the article in the Los Angeles Mi:cro=c 

and he had seen ads and the like. Do you know "Jhethe:c he had 

any financial inf ormation or any information other than \'lhat 

he had seen and heard that \'IIe have described. 

A What he had "Jas what the financial \<lr iter of the 

Los Angeles Mirror had furnished in his article plus the 

statements of the president about the financial condition of 

the company at the meeting. 

Q Let Ire ask you this: Express your feeling on this. 

't'~ould you say "chat the public e}Cpects \<1hen Merrill Lynch 

representative s recommend a security that this is more or 

less the company ' s reputation also backs the recommendation. 
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The Pr esiding Officer: By the company, you mean 

Merr ill Lynch. 

l~r . Moss: Yes. 
( ' 

Witness Regan: I believe our cusbomers would feel 

that vJay, yes. 

By Mr . Moss: 

Q You \ '.700 ld not approve at 'chis time of a salesman 

on the basis of the informa'cion he had recommending a 

speculative securi t y like this? 

A Good lard, no. 

Q In the course of your invet:i:igaticn or at any o'cher 

time, did you learn ",hat representations ,<Jere made to the 

customer? 

A I an speaking here from about third or fourth hand 

information. I understand the SEC has subsequently ·taken , 

depositions from clients not only of our firm, but other 

member firms in the area. I don I t kno,<l what the customers 

themselves have told the SEC. This report has not come out as 

yet. I v10uld imagine the representations were on the basis 

'chat this ",as a good specula'Cion if the man did have a 

filter that walld remove tars, nicotines and other damaging 

things in view of the many cancer scares and the way the 

tobacco stocks perform. This indeed could be a good 

speculation. 

Q With resp;! ct -1:0 representations to persons to 
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whom it ",ould be sold, would this type of security be 

considered suitable for almost , any inves'cor or for a 

very small number of investors or for no investors? In tezoms 

of suitability assuming it \1aS not a Regulation A stock, 

and there '\las no prohibition, would ,there be suitability limits 

for a secm: i ty of thi s kind? 

A We would never recommend it as a speculation to 

anyol19. I '''Ollld not say this was a suitable stock for any 

speCUlative cust.omers of Merrill Lynch tha'c I know of. 

Q And certainly people who were not speculative 

cLlstomers, it would be more unsuitable. 

A Definitely. It ' ,\lould not be recommended. 

Q At 'chis point I weu ld like to read into the record 

some of the affidavi'cs ,,,,hich we have collected in tl~ course 

of our study or ,·,hich the SEC has collected, concerning 

representations !!lade by three of the salesmen of Herrill 

Lynch at the Pasad(ma office. I will use initials rather than 

names at this time. This is T.R., being duly sworn, deposes 

and says: 

liMy name is T. R., and I reside at E1 r·10nte, 

California. I am employed by the R. C. Corporation as a 

sheet metal draftsman. I have been buying stock through 

Merrill Lynch, Pierce, Fenner and Smith, Incorporated, 

since October 1960. During that time I have dealt solely 

with Mr. J. T. 
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"I wouki also like to state that when I first 

opened my account \vith b1r T. of the Merrill L,ynch 
, ~ , 

Pierce , Fenner and Smith's Pasadena office, ~ did so 

''lith the idea tha'i: I \Vas to invest in growth 'securities 

which ,,;auld provide for my son's college education. 

I told Mr. T. about my plan." 

I take it certainly in a case lDte that this would 

not be the stock to recommend. 

A No. 

Q "Appxoximately April 18, 1961, Mr. T. called me 

at my office concerning Aquafilter Corporation. He told 

Ire that he had purcha8ed AquafiH:er s'cock and so had a 

number of his friends. He recommended the sl.ock to me. He 

told me that the company's plant at Shelton, Connecticut, 

was scrambling .to keep up with orders."" 

I think Mt. Regan has testified that the company 
\ 

didn't have a plant. 

"He said that the current production was 300,000 

units per day but that by June it would be doubled to 600,000 

units, and then doubled again to 1 / 200,000 uhits by 

October. 

"He said they were opening a new plant in Gardenia or 
. . .. - : \: . 

Torrance, and that with this new plant in operat'ion 

Aquafilter daily production should be hitting 2,500,000 

units. 
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"He said this plant would provide 30,000 square 

fee t o f f loor space am "lould employ 150 people. 

He a l s o stated that this plant would be in operation 

\\li thin rive ri\(;>nths. Mr. T. said that the net profits 

by June ,,",ou l d b e abou t $75,000 per n onth, and should 

r e a ch $200 , 000 per month by September . He predict:c;)d 

tha t t he stock ,\loulel reach $10 per share by october 1961. 

He am told me the stock would be listed either on a 

West Coast €Jcchange or on the American Exchange." 

wi t h respect to those last representations, I take 

H: all O;r thos e ,\lould nO'i: be allo\'led to be made by account 

executives on any s tock? 

A No .. I ' ,IiOU ld say these are probably things he 

is q uoting from what he heard at the meeting. 

Q Let me ask you this question. To your ~nowledge 

did My. R. T. even go to 'chat meeting? 

A No, he did not. He heard about it from the man 

who did attend the meeting. 

Q If there is no objection I will eliminate the 

rest of this affidavit "'hicll' follows consistently except 

for the last paragraph, whim states: 

"Upon Mr . T! s advi ce I purchased a hum red 

shares of Aquafilter stock at $6 per share on April 21, 

1961. The loss that I suffered in this security was made 

up by Merrill Lynch , Pierce , Fenner and Smith." 
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The presiding Officer: Mr. Regan, Mr. Moss, I 

take it, is reading from an affidavit tha'c refers to one of 

your salesmen and 11.s cllstomer. I suppose you are not in a 
I 

position to par 'a clllarly confirm or deny that those 

representations were made as set forth in the affidavit? 

i'llitness Regan: No, sir, I am not, nor do I kno\,l 

who took the affidavit. I imagine this is from the SEC 
, 

regular staff. 

The Presiding Officer: If aft~r this proceeding 

you have cmy further information you care to supply on this 

incident, we would be glad to include it in the record. 

tvitnGss Regan: Thank you, sir. 

X.[r. 1-:1055: Also, if as a result of Mr. Walker's 

investigation or any investigation the firm 'cook ,there is any 

information you Care to state with respect to statements that 

customers gave you or 'Statements v-lhich rela'ced what :, the 

account executives told the customers, we would be happy to 

have them now or at any time. 

By Mr. Moss: 

Q ,I would like to read one oJ.:' two others. This is a 

short ore. 

"NLF being dllly S1rJorn deposes and says: 

I reside at Pasadena, California. I am lim off ieer '"in 

±he'''Uni'c'ed vSta-ces _Navy-- stationed at Pasadena. ' I have " 

been dealing with Merrill Lynch, Pierce, Fenner and Smith 
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for t en years en the East Coast, ari! later in California. 

" ~lr • L.A. has been my customer' s r epreseni: at i ve for 

about "1:\-]0 months in Merrill Lynch's Pasadena of fice. 

"On Ap:dl 19, 1961, at appro}cimately nine p.m. , 

jI·1 r o A. c alled me at home and said he ' had come from a 

meeting s ponl;ored by Aquali1'i:er , and that he was informed 

t ha tthe COlU};El ny had jus'e put ' its product out in Los 

An ge l es . He also sta ted Aquafilter 1001<Ed very good and 

that AquafiH:er' s production ceu Ld not keep up ';1ith tHe 

d ema nd for i t. 

"Hr. A. also stated that the filters had not been 

offe:ced for s ale in the east as ye 'c since they cOlld not 

supply the local demand, but "hm they did one could expect 

a ver y interesting :cutm:e. This was my first ex perience 

",here a registered rep"L' esen tat ive of Merrill Lynch had 

phoned me at home. 

"I asked ~1r. A. \-lhat the stock was selling for 

and ne said it \o]as either six or six fifty per share. 

As a result of the above conversation r purchased a hundred 

shdres of stock at 6-3/4 per share :1.1 April 20, 1961. 

Previous to my purchase I had not been told about the 

financial condition of this company. Had I knowm, I 

would not have pu-r chased this soock. I did not consider it 

neces s ary 'Co question the recommendation made by one of 

Merrill Lynch's registered representatives. 
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"Shortly after I pU:Lchased the stock it went down 

three POil)t s or so. I called Mr . A, ",ho ·said it "las 

c<.used by some adverse publicity pu·~ out by someone 

in the east who had sold ~ever4 thou~and s~ar~s ~hort 

and wanted to depr ess the stock, bU·i: thi~ was temporary 

and I could ex pect the s ·cock to recover. 

"In January 1962 M.e"rrill Lynch offered to make 

good my loss -(",hleh I accep·i:ed." 

Now, in the course of the investigation, were there 

any conversations "lith cllstomers of the Pasadena office or 

any,,,,here else? 

The Presiding Of:Hcer: In the course of whose 

investigation? 

Mr. M.oss: Merrill Lynch's investigation. 

\tiitness Regan: . In the course of our investigation? 

By l.\1r. Moss: 

Q Yes. 

A The acting manager of the office and the manager 

that we . sent out ·co replaCe .·the manager who .had died did 

talk to our clients, yes. 

Q YOl1 L ·think generally stated ,,,hat Merrill Lynch 

did. Can you tell us "'hen the first step ",as taken and "'hat 

you did? 

A The first step was to make the custaner whole. 

That was our first step. 
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Q I mean in 'cerms of discover ing that this was a 

p ractice that was not usual. 

A We secured the information ,..,hich ,the SEC had asked 

for, a list of trades. That "JaS our first step. ., 

Q That was your first 110tifica'c ion 'chat 'che:r:e ,.,ere 

any problems in connection with customers? 

A That ",as not a notification. This was a routine 

inquiry which we receive regularly from 'che SEC. 

Q Can you tell me how many of your salesmen we:ce 

disciplined? 

A Eight. 

Q Eight were disciplined . 

A Yes. 

Q t'l'ere they all in the Pasadena office? 

A Three in the Pasadena of fice, am the other'1l1 

scattered among three other offices. 

Q 

A 

Q 

A 

Q 

A 

$500. 

Q 

of the 

What ,-,as the general natQre of tl:e discipline? 

Fines. 

Any suspensions? 

No, fines and reprimand noted on their record. 

Can you tell us what the larges'c fine was? 

$2,000 was the largest fine end it ranged do\'m to 

As a result of activities of salesmen or as the resul'l: 

discipline y~l meted out to the salesmen, did any 



19 
928 

salesmen leave? 

A Yes, one did. He though'/; the fine was too stiff 

for the crime. 

Q Let me ask you this. When he ,'las terminated did 

you file an RE-4 fOj:m with the Iilew York stock EJCcllEl nge? 

A Yes. 

Q Do you recall vlha 'c you stated on the RE-4 form 

as the reason for termination with j:espect to the record of 

the individual? 

A He :cesigned from our firm. He ... ·las not terminated 

by us. 

Q vJas there C!¥ disclosure to the New York Stock 

IDcchange of this salesman IS activ:i.ties? 

A lo\Te described the entire incident to the Ne\'l York 

Stock eixchange after we had taken our steps. Then they 

sub sequert ly investigated also to find out ,,,hat was goin::l on. 

Q So ';:hat tre New York Stock Exchange ,,,as fully 

apprised of th£ man I s participation before he left the firm? 

A Definitely. 

Q ~fuen you say you made restitution 

A I didn It say ,,,e mad(J restitution. I am being 

legalistic. 

Q When you gave the customers or "'hen you maile the 

customers ::Ilhole. 

A Yes. 
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Q On ",hat basis did you do tha t? All cust omers? 

A All C ll st:omers who ,,,ere solicit ed • If there ",a s CI 

gray area , t~ether it was s olicited or unsolicited, we leaned 

over llad~\',a rds. 

Q Did you contact the customer 'co fhd this out? 

A Yes. The man agers of the offi ces contacted the 

customers per s oally. 

Q Let me ask you 'chis. If I had been a plU: chaser 

of Aquafilter in April 1960 at a p r ice of $6.50 ane ;in 

August I sold it: I I!)): $1.50, would I come \.,iillhin the number of 

people trJho "Jouk! be of fered '::0 be mad e whole? 

A Yes. 

The Presid ing Officer: Mr. Moss t much mo r e , or 

\vi11 you finish? 

NR. MOSS: I th ink I Cal'l finish this in ten minutes. 

The Presiding Officer: Proceed. 

By Mr. 1'-10S5: 

f.'! Was there a manager in the Pasadena office in April 

1961? 

A Yes. 

Q Was he on duty at tha t time? 

1-'1 Yes, 1m was. He had been in the hospital for a 

brain operation, j:ecovered from the brain oper<lt ion. We had 

been advised by h :'.s doctors that he was fit for duty and he 

had returned to duty. 
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Q I take it a loi:! of this activity took place in the 

evening. 

A Yes, as I said descr i bing this, it; took place 

after t~ meeting at the cocktail party. 

Q Do you know whether the manager ' ,,,as present when 

all · this took place? 

A No, he ,,,az not. 

Q The next day the re ",ere a Iso suo stant ia 1 purchases? 

A That is correct. 

Q Did he handle the problem in any way? 

A No, not to my know'ledge. 

Q Let me ask you this. illr. Cohen referred to the 

s peculative fever which hit the public in li\pril 1961. I 

.. JcuJd like to know what your feeling is whel: the function of 

a firm like Merrill Lynch is in a sit uation like that. 

A Surprising enough in vie .. , o:!i '''hat ,,,e have been 

talking about in the past fe,,, minutes, Herrill Lynch had 

become more concerned ,at that ' particular time about ,,,hat ''las 

going on in the market. We issued -- I can tell you several 

ads. I ,,,ill just readyou the tH:les so you can see what ,,,e 
are talking about. 

In March 1961, all prices subject to change 1n 

,,,h1ch\01e described tha'c t"he markets jus'cdon't go up. Let's 

start at the beginning. 
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"Wall Street One Way? Don't believe it. Wall 

Street is not a one ",ay street. It never ,',a s and never 

'''ill be." 
, 

Then we had a ra·t ILer large ad, called ".1\ 1'1atter of 

Some Concern" . This was in May of 1961 in ",hich we said 

"Ne are concerned about t:he number o f people , .. ,ho have been 

buying stocks in recent monehs for. ",hat ;'10 believe are the 

wrong rea sons, wr o ng fo.t" them. Too se a~,e people unsophisticated 

."ho buy secu.r ities, of t en vict i mized by t i ps and rumor s." 

In ot her ,,-,o r ds t people ,>lere specula ting imprudently. 

That is the type of thing we were sClying to the public. 

To our own cust omers we were COXlC erned abou'l:; 

the market in our lVIarket Opinions and the type of stock \·,e 

,'Jere selecting. 

Q Did you dis,tribute this feeling to your own 

managers and account e~cecutives? 

A Definitely. 

Q Can you tell me whether other large brolte:cage 

firms were selling this stock in quantity in California 

a t this time? 

A To my o\'I1n kno't'lledge I cannot testify r but I can 

say I understand t :1is wa:3 so. 

Q You referred to a New York Stock i3xchange 

investigation. When was that commenced? 

A January 1962. 
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Q Do you knC\ol what the nature of the investigation was? 

A I do kno\'l they sent investigators out 'i:here who 

talked 'co our people as \'lell as to other hOllses of the area. 

Q Do you kno"1 what they "Jere looking for? Were they 

looking for violatiors of 'cheir rules, of NASD rules? 

A They did not tell us '''hat they were looking for. 

They were merely investigators. 

The Pxesiding Officer: lVir. Regan, did I understand 

you 'co testify ear lier this morning that your personnel is 

not compensated in proportion to production of business? 

That is nol: an incentive or motivation for selling or for 

any derrogation from professional attitudes and so on. 

witness Regan: That is Substal1t.ially correct. 

Hay I tell you about our compensation policy? 

The Presiding Officer: Yes, I ",ish you would. 

Witness Regan: Our salesmen are paid on a salary 

basis. T\"ice a year "Je give them adjusted compensation if 

their performance is surpassing what we normally expected 

when we set their salary. YOll might say is this a bOl1l1S, 

is this a commission arrangement. No, because the adjllsted 

compensation 'chai: ,qe give them, we take many factors into 

considerat ion. 

First of all, hO\" ~.,ell the custatler is doing. 

Secondly, h0\11 many errors have they had. Third, '\Ilhat is tl"e 

quality of their \110rk. Fourth, have they been any trouble 'co 
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In addition, of course, all of our peop~ 

participat e in our very large benefit program. We hava a 

cash bonus for all employees, including salesmen, at the end 

of the year. We have a def erred pr ofit sharing \"hich I think 

has $30 million of assets at this point. We have a pension, 

plan. All of tlhesE! salesmen are in1.uded in them. We have 

quite a generous ir,lstUance program for 'chern. So his 

compensa 'ciol1 is not just in terms of being on a commission 

bas i s. 

The Pres iding Officer: It is a salary basis, but 

wi th these semi-annt1al provisions ,·,hich take in'co account 

performance including production of business. 

Witness Regan: That is correct. 

The Presiding Officer: I don't 'vall't to ovexwork 

the Aquafilter situation, but I suppose the sales 'chat were 

made in that or any other security,;-,ould be a plus factor, but 

the various errors and problems that were involved would be a 

minut factor in your scale of compensation. 

Witness Regan: Yes, very definitely. In fact, 

the amounts of money that we returned to the .clients were 

charged against the offices and against the AE" s production. 

By Mr. Moss: 

Q I ,;-,ould like to ask a couple of questions about 
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A Ye s. 

Q It is o ' r understanding that Herrill Lynch does 

not solicH: orders for the customers pu~,chasing of cpen end 

mutual fund s, is t hat correct? 

A That is correct. 

Q Open e ue. investment companies. Can you tell us 

'tvhat the policy of Merrill Lynch and "!:,hat it is based on and 

why do you not feel that your fi ~(m should solicit mutual funds? 

A Yes. I ·'hirl.k th at ,.,e can cha :;:acterize thi.s 

mainly as a busineEls decision 'chat origina ted back in 1940 

when the firm \"as first put toget.rer. At that time, you 

realize that mutual funds were not the factor or not as large 

as they a:ce today. In deciding what the new firm, the merged 

firms ,,,ou1d do,:ih the way aE business, you recall they ,-Jere 

going over new poli cies, new this and that and everything else. 

The decision "'las made that they \'lould not handle mutual funds. 

We CD ncentrated on listed business, unlisted business 1 under­

't>'ritings. bonds, commodities and the like. That decision was 

made and we stuck \:0 it. Over the years our attention has 

been devoted to that. A" 'i:he present time "!:le see no big demand 

on the part of our customers for this particular serviee. 

We think ",e have sufficient services through the use of our 

research division :Cor the use of our clients. Accordingly, 

we just have not gone into the business. 
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€a There is nothing particular about the sales of 

mutual funds "i:hat "\>lould not be consistent with Merrill Lynch 

policies or Merrill Lynch training. It is just a business 

decision not to encumber your organizaljon with "i:he sale of 

mutua. funds. 

A That is a broad generality. 1 Vlould say yes. 

Q Does Merrill Lynch get much portfolio business 

from funds? 

A We get some, bu", not much. 

Q Would you say, considering the size of you r firm, 

it wa s smaller than you would expect? 

A I don't know that we 'I1CU ld expect, becCL'tle ~1errill 

Lynch expects to do all the business. It is very small in 

relation to our normal bus iness. 

Q About how much in mutual fund sales do you do in 

terms of unsolicited purchases? 

A Last year abou"1: $400,000. 

Q Do you sell or does Merrill Lynch execute orders " 

for no load and closed end funds? 

A Yes. 

Q More so thm open end funds? 

A Honestly I have never broken the figures down. 

Q Your compensation sahedule with respect Uo sales 

has been covered. H~l do you pay managers? 

A Managers. About 55 out of our 60 of fices are 



27 
936 

managed by vice presidents . These mEn are paid on a national 

salary basis a s dete:cmined by a salary committee in the home 

office, the same as my salary, XVir . Thomson IS 0 :( anybody else. 

The remainder of the Inallagers are paid on a salary .basis, and 

once a year they receive adjusted compensation based again 

upon many factors. HCtv , 'lell their office is doing, the numb er 

of errors in the o ff ice , thei.:r control over ex penses, 

whether or not their of fi ce is grO\'}ing in size or declining, 

quality of the pe ople that they have, things of that nature. 

Q YOll said earl ier t hat a mia/nage x' may take a cut to 

take a manager's job. 

A I said an account executive may take a cut. 

Q That is vlha'c I mean. Hov} "Jould thai:: happen? 

A rrhere are many account ex ecutives in II.I(errill Lynch 

let me put it 'co you this ''lay. 62 per cent of ~lerrill Lynch 

account executives earned mor e than $15 , 000 and some earned 

into six figures. The average compensation of a Merrill 

Lynch manager last ~l: "Jas $34,000. Obviously if it is one 

of our largest prc>ducers \'Jho decides to become a mana ger and 

gets what. the aver'age manager is getting f he would ha ve a 

reduction in salary. 

Mr. Mons: I have no further ql1estions at this time. 

The Presiding Officer: You have referred a couple 

of times to errors. 

trilitness Regan: Yes, sir. 
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The Presiding Officer: That is a term I am familiar 

wi th in other fields, but not in connection with the s~curities 

business. \\Tbat do you mean by errors? 

Nitness Regan: Unlike the baseball field there are 

things that r eally cost us money. Errors -- let us state 

that our customers have numbers \"e use for our electronic 

bookkeeping. It is an eight digit numoer . Suppose the last 

five are 12345, and the account ex ecutive transposed 

those figures and it ended up 12435. T\\O customers would b~ 

notified or woo 1d be disappointed by our action. One 'VIOU Id 

be told that he bought a searity thct: he h ad not ordered, 

and 'ehe ot her ",ould be told that he had not been bought a 

security that he wished. This costs quite a bit of money to 

correct. That is one type of error they will commit ~ Buying 

the \Vrong stock, told to buy General Motors and they 'Nrite it 

General Electric. 

The Presiding Officer: You are talking about 

mechanical errors and not errors of judgment. 

witness Regan: That is correct. 

The Presiding Officer: I thiru~ that is all there is 

this morning, We thank you, Mr. Regan. We ar e sorry 'IIle 

didn I t hear from Mr. 'Thomson ~ We apprecia te both of your 

corning. 
(Witnesses excused.) 

The Presiding Officer: The hearing will bem recess 

until 2:15 " 

(Thereupon at 12:45 p.m., a recess was taken Ulmti1 
2: 15 p.m., the 'E'ame day.) 
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ju7TERNOON SESSION 

2:15 P.M. 

The Pre8ic.1ing Officer = The hea ring ~vill be in 

Are y ou ready to proceed, Mr . Paul? 

~,tr . Paul : Yes, sir. 
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Mr . Presiding Of fic8r. the first witness for the 

industry this a fternoon ,viII be Shears on, Har.lrnell & Company. 

T"he person who wi l l 'te s t ify ,·lill be IVLJ:. ril. D. Safanie, 

d i recting p ar"tner I 1I1r. Robert C. Van Tuyl , managing partner . 

and .£Iir . J. B . Dunbar and R. J. TeHeles, partners. They arc 

represented b y l-lr. Frank Crabill and M:c. Leonard Joseph , of 

the firm of Devley r Ballantine , Bushby, Pa lmer & vlood. 

~fuereupon. 

111. D. SAFANIE 

ROBERT C. VAN TU~L 

J. B. DUNBi\R 

R. J'. TEWET ... ES 

were calleCl as 'tvitnessesand, having been first duly S1'lOrn , 

were examined and testified as follm-Js: 

T'ne Presiding Offi cer: Gentlemen, i-i:: is CLlS"tomary 

in Commiss ion proceedings to advise all \'litnesses of their 

constitutional privilege. Si.nce you are here represented by 

couns el, I assume your counsel has so advised you, and if 

in the c ourse of 'Cohe testimony you have any reason to consult 
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counsel as to the availability of the privilege, of course, 

you may be perfectly free 'co do so. 

Proceed. 

EXAItUNATION 

By I"ii:' . Paul: 

Q ~~. Sa£anie, could you state your name, position and 

address for the record, sir? 

A My name · is 1'4urray D. Safanie. I am the (Erecting 

partner of Shearson, Hamroell & Company. Hy address, did you 

say? 

Q Yes. 

A Katonah, New York. 

Mr. Paul: Mr. Van Tuyl, could YOll state your name, 

position, and adclress for the record? 

Witness Van Tuyl: Robert C. Van Tuyl, managing 

partner, Shearson, Hammell & Company, 14 t'1all Street, New 

York. 

1'4r. Paul: l"b:. Dunbar, would you state your name, 

poistion, and add:t:ess, for the record? 

Witness .JDunbar: John B. Dunbar, partner, Shearson, 

Hammell & Company, Los Angeles, California. 

IvIr. Paul: Mr. Teweles, would you state your name, 

position, and address, for the record? 

Witness Teweles: Richard J. Teweles, partner, 

Shearson, Hammell & Company, Los Angeles, California. 
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lvir. Paul: I unders'tand that with respect to the 

matters of organization, training, and similar matters, 

Mr. Van Tuyl \"ill be ans'IJer ing the questions. Is this 

correct? 

Witness Safanie: That is correct. 

By ,r.'lr ;' l l?aul: 

Q Hr. Van Tuyl, I \'lOuld like to ask first about ·the 

organization and business of Shearson, Hammell. Could you 

tell us \'Jhen the firm ,..,a5 organized? 

i:l. 'L'he firm was founded in 1902 as a member firm of 

the New York S'i:ock Exchange. 

Q Cadd you tell us what its primary activity is? 

A Its primary acb.vi 'cy to this day is the execution 

of business on the New York Stock Exchange and other exchanges 

of 'lflhich .:'''e are members. 

Q This is subs'i:an'tially an Exchange commission house, 

is this correct? 

A Exchange commission business is still '!:he majority 

of our business, sir. We have important elements of our 

business transacted elsewhere. 

Q Could you tell me, sir, which exchanges the firm 

is a member of, the principal or national exchanges? 

A Yes, sir. We are members of the New York Stock 

Exchange, American Stock Exchange, the Pacific Coast Stock 

Exchange, the Midwest Stock Exchange, the Canadian Stock 
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Ex change . 1)0 you wish a list of the commod i -cy eJ~changes, sir ? 

Q I -t h i nk i 'i: i s suff ic i e nt f or our p uz-p os es to state 

y ou a r e a l s o a mer,me r o f t h e c ornmodi tie s e x changes . 

A We are members o f nine COlilll10Cli 'cy e}wh anges . 

Q A:ce y ou personally a memb e r o f the Nelr] Yor ]{ S'i:ccJ( 

Ex change? 

A 1. am not, s i r, no. 

o The American Exchange ? 

A No , sir . I h old my f i r mes membe r s hip in t he 

Pacif ic Coas 't S'cock Exc hange. 

Q Are y ou a member of a special cOlnrnit ,tee ? 

A I Vl&S a mem .. ber of t he Special Committ e e to I nvest i ­

gate the Ame r ican Stock E:lwhange , known popularly a s t,Ile 

Levy Conmli ttee I y e s e sir . 

Q Is your fi zom al s o a member of the Na t iona l Assoc i a-

tion o f Securities Dealers? 

A We are, s i r. 

o I ,,'oul d like t o ge t, i f I could . an. ide a of the 

s ize and s cope o f operations of your firm. Can you tel l me 

hO".." many partners there a:ce in your firm? 

A There are presently 27 gene:cal ~ar'tners and 7 limite d 

partners, all of whom are retired general partners. 

Q And the number of emp~oyees altogether? 

A Approx imately 1950. 

Q How many registered r e pres entatives do you have? 
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A We have approximately 625 people registered ,,,ith 

t he New York S'cock Exchange, of whom only about 570 are en­

gaged in acting as registere d :cepresentatives. The balance 

are service peZ'sonnel, secretaries to partners, order clerks 

\rlho happen to be in contact wi·th the public, and things 

of that nature. 

Q They are registered simply because thqr occasionally 

have contact with the public, but they are not primarily en­

gaged in the sales of securities? 

A Precis.ely. 

Q Ho,", many branches do you have? 

A We have 4·5 branches in this country and 'ClllO outside 

of the continental United States. 

Q Could you give us an idea of the geographical 

range of your branches? 

A Yes, sir. There are 9 me'cropolitan Net<1 York City 

area, 3 up-State Nevi York, 3 in l-iasaachusetts, 4, in Connec·ti­

cut, 4, in Florida, 3 in Texas, single offices in Illinois, 

r.lichigan, Minnesota, 2 in Arizona, 11 in California. 

Q So that generally you span the country but in 

groups. Is that a fair statement? 

A 

Q 

business? 

That is correct, sir. 

Do all of these branch offices conduct a general 

A Yes, sir. 



Q Do they largely operate as autonomous units or 

do they operate generally under the supervision of the 

home office? 
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A The office in Ne\rl York maintains a general policy 

control and sl1pervision over all branches of the firm. Below 

the level of top policy and top level supervision in areas 

of administration ru1d day-to-day supervision, we are decen­

tralized in the respect that the partners in Chicago have 

certain responsibilities with respect to the lVlidwestexn offices 

and partne~cs in California have cer·cain reaponsibilities 

with respect to Pacific Coast offices. The southwest, the 

southeast, and the northeast are adminis·tered almost completely 

by New York. 

The Presiding Officer: Do you have underwriting 

originations around the country, or \-lould they be essentially 

Ne .. , York? 

1i'li tness Van Tuyl: The underwriting department is 

completely controlled and operated in Ne'\rl York. A piece of 

business may come to our attention through an office remote 

from New York, but the processing is complete, and control 

is complete in Nm~ York City. 

The Presiding Officer: That would be essentially 

handled in New York? 

Witness Van Tuyl: That is right. 

The Presiding Officer: How about trading markets? 



Are there separat e trading markets in any of the areas or 

any particular b r anch offices ? 
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Witness Va n Tuyl : Yes. If i t is a national market 

nal!le and \\'e are maint aining a market in the s tock, the market 

is maintained in irew York. In addition to that, trading 

facili ties are available in the firmos Chicago Off ice , Los 

Angeles Office , San Francisco Office, and to a quite modes t 

e xtent our Har 'l::eor d, C01.1necticmt, and Springfield , Massachu­

setts off ices. 

The PrE!siding Officer : The lis'c of securities in 

t h e latter of fice s \I1o\.11d be EJeparate and different lists f rom 

the main list in Ne", York? 

Wi ~nef~~: Van T"yl: Yes, s'ir. ~10 t~'o off ices make a 

marke t in t he sante s ecurity. 

By l'-1r. Paul: 

Q I wondElr , Hr. Van Tuyl, if we could ~Jet an idea of 

t he groitlth of YOtIr company. Could you give me an idea of 

t he nmRbe r of employees that you have altogether, ten years 

ago? You say you have 1900 now. 

A Anticipating that question, ~~. Paul, and by your 

leave, I took off some figures which are not quite a ten­

year figure. I took the first postwar year versus 1961 or 

1962 since the growth of this firm has happened largely since 

vlorld War II. 

In 1946 ",e had 13 general par'tners and one limited 
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part ner. Today vIe have 27 and 7, as I indicatecl. Total 

employees in 1946 \-Jere approximately 275. Today they are 

1950. Regist ered tepresen~atives in 1946, 50, in 1962, 

a1:10ng t hose serving as registered representa'tives, 570. 

Q Do yqu have, figures for the same period on the 

number of branch offices? 
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A Ye s, sir. In 1~46 we had 7 b ranch offices. Today 

we have 47. 

Q So there has been. a rapid expzlUsion in the num.'ber of 

branches and the s elling personnel in the post~lar per i od? 

A Yes, sir. If I may, I would like to digress a 

little b it on this r ate of; expansion. I don It think i't: is 

to'cally irrelevant in terms of the additional \'Jorkload pu"c 

upon the firm by our growth. In 1946 approximately 20 to 25 

per cent of the business which we cleared through the New 

York Stock Exchange was generated by the branches of Shearson. 

Hammell & Company. The balance is what we call correspondent 

business, business \olhich ,,,e cleared for other member firms 

not having offices in New York City. 

At that time the percentage of business which we 

were clearing related to the New York Stock Exchange total , 

reported volume was only sligh'cly less than that which we are 

presently clearing. The difference has been that today 85 

to 90 per cent of the business that we handle and clear is 

generated by Shearson branches. Only 10 to 15 per cent is 
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clearance for o"ther member f irms. So that the gro,<1th picture 

is not quite as simple as it might appear from just a casual 

look at the statistics. 

Q Do I unders"tand that ~Jhereas you formerly conducted 

a small amount of Shearson, Hammell business and a great 

deal of business for other non-Ne\-l Yorlt f:i.rms, now you handle 

most of your business for Shea rson, Hammell, both Ne,.., York 

and outside of New York branches, ana very little for others? 

Is that a fair statement? 

A That is correct, sir. 

The Presiding Officer: Would you have any commcmt 

or G}cplanation, Mr. V "1 l1 Tuyl, as to \olhat brought about this 

change that you just described? Is this g-reater emphasis 

on your Oim selling or is it some change in the structure of 

your offices, or what brought it about? 

Witness Van Tuyl: It \ITas par'c of a deliberate plan 

on our part to broaden "the base of our busin.ess. I think it 

is pertinen"c, also, to point out in 1946 betl\Teen 90 and 95 

per cent of the firm's revenues were derived from the 

execution of business on the exchanges throughout the country. 

The balance migh'c have been over-the-counter. r"C might have 

been commodities business, and "the other elements of the 

business. 

t'7e "lers not in the under\'l~citing business at all. 

t'ie were not in the mutual fund business at all. t'le made ho 
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secondary markets in COlTullon stocks or bonds. It ",as our 

concept that if we ,,,ere to serve the needs of ,the investors 

throughout the country over the years to come, "Ie should adopt 

what , ",i t h in the f amily, ,ole have called the department store 

concept. That is, v,e should try 'co make ourselves profes­

sionally ab le to service all 'che neeas of the investors, be 

it securities listed on the Stock Exchange, bonds, neW issues, 

mutual funds. or anything else that mighC meet the need of 'I::he 

inaividual il1.ves·i;or s. We felt it Nas ",ise of the firm to 

have its own representation throughout the country to enable 

i t to grO\" and build itself in these va~cious fields. 

By Mr. Paul: 

Q In the gro"lth that you have been involved in, I 

have been interesteCl in the Form OTC-3 submittea by the 

special study which you filled out a.nd supplied us some 

extensive answers to. I wondered if you could describe gen­

erally thr growth of the over-the-counter business Clone by 

your firm since 1949 in terms of number of shares sold and the 

value of shares sold? 

A I don i t happen to have those figures in fron'l: of 

me, but as part and parcel of this program I mentioned, \'1e 

were not underwriters and made no markets in secondary 

securities in those days. 

In 1949 the over-the-counter volume was largely the 

execution of agency orders which mayor may not have been 
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solicited. In 1961 we were maintaining markets in common 

stocks, corporate bonds, municipal bonds, througl~out the 

country. I think it is fair to add, also, tha't over 'C,he 

years we have developed a certain specialization in our re­

search departmen't looking into the over-the-counter securities 

and not confining our view necessarily to just that relatively 

small g r oup of listed securities. i~lereas in 1949 our policy 

was confined to the major companies listed on the e x changes. 

We have become managing underwriters, and undervlrit­

ers, \o'hich has given us a live interes t in the security marJtet 

\o.7e have undenlritten. 

Q In 1949, from your questionnaire, it ,,,ould indica'ce 

that you sold an estima'ted 237, 000 shares in the over-the­

counter rnarket with an aggrega'i:e value of $5 million, \Olhile 

in 1961 you sold in excess of 18 million of shares with an 

aggregate value in excess of $266 million. 

Would this largely reflect an equal increase in 

t he number of securities in \'l7hich you make a market or general 

growth in volume or a combination, or hO\11 would you describe 

it? 

A In 1949 I doubt if \\le \\leremaking a market even 

by the end of that year in more than a half dozen securities. 

It was about the time we started. Also, this process evolving 

from the clearance business to our own business had begun 

to set in, but had not come to full flower. 
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Q Can you tell us how many securities you are currently 

making a market in.? 

A Pardon me, sir? 

Q Could you tell us h0'\-1 many securities you are cur-

rently making a market in? 

A Natiom·1ide, common stocks, my <Juess ,"QuId be SOlH8-

thing between 60 and 70 . sir. 

Q ~tr. Van Tuyl, as a matter of firm pol i cy, do you 

have members of your firm as directors on lis·ted companies 

and over-the-counter companies? 

A May I state it the other wuy? 'iJ17e do not have a 

policy \l7hich prohibi ts it. 

Q Do you have directors of listed companies? 

A ·~tes. \"e do, sir. 

Q Do you have directors in over-the-counter companies? 

A Yes, ,"1e do, sir. 

Q Could you tell approximately hOVl many in each 

category? 

A I would say there are probably about 7 directorships 

of listed companies and perhaps 8 to 10 direc·torships of un­

listed companies. I can ge'c you the precise information if 

you like. 

Q I think we have some of it in your OTC-3. Could 

you describe generally the kinds of companies in which you 

have directorships or the circumstances or reasons which 
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compel you to have directors in. companies, and not to have 

them? 

1\, I \!JOuld say ,the initiative 'has invariably come from 

outside the firm. I'1any Of the cases ""here ",e holo director-

ships, the company has been an investment banking client of 

the firm and has sought to have access to and the benefit 

of the advice in financial matters of a principal of our 
~ 

firm. I know of no case ~lhere we have taken the initiative 

and ingratiated ourselves onto a board of directors. 

The Presiding Officer: In connection ,.,i th under-

'vritings, it is' not a policy to accept representation on the 

board of companies, the securities of which you have under-

Wi'cness Van Tuyl: It is not a policy to accept that, 

no. I kno\ol of no cases where \"e have taken the initiative to 

ingratiate ourselves. On the contrary, we have turned 

some dO\'m. 

By Mr. Paul: 

Q Some c£ the companies in which your firm has 

directorships, I take it, are firms in which you are malting 

a market? 

A Therehave been those, and there are those, yes. 

Q With respect to the, organization of Shearson, Hamnell, 

your internal organization i am speaking of; CoUld you 

describe for me the major divisions ,.,ithin the firm and 
/ 
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their responsibilities? 

A I should try, sir. It is no"t quite as compact an 

answer as your question might suggest. The partnership in 

this partnership agreement lets the day-by-day, week-by-week 

policy control and supervision of the firm stand in the hands 

of an executive committee of five partners. All of the 

activities of the firm head up in one way or another to one 

of "chose five partners. 

There is, for ins"cance, a partner in charge of what 

we refer to as our institutional department, which includes 

the entire investment banking functions syndication, insti­

tutional coverage, secondary market trading. There is a 

partner \"lho directs the research an:] investment advisory 

activities. There is the 6enior floor partner who directs 

all floor activities of the firm. There is our directing 

partner, who is our firm's chief executive officer, responsible 

basically for the formulation of policy. I am the remaining 

member of that c~mnittee, responsible for administration. 

Those are the major elements of the organization. 

In each- of these areas there are other partners charged 

with specific responsibilities and reporting' to the member 

of the executive committee. We have no division which is 

responsible in and of itself for the management of branches. 

On the contrary, the partner in charge of the institutional 

department has cognizance with respec"c to the operation of 
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the branches in investment banking operation and syndication. 

The par-cners i n my end of the business are responsible 

for the deta i led operational administration of the branches. 

The research partner similarly has direc-t contact with the 

branches in the m3.tter of securi-ty selection, investment 

program, portfolio review and the like of tha t. 

wnere questions arise as ·to the propriety of an 

order , its terms, or ·the propriety of its execu.tion, that 

is referred to the floor partners. So it is a functional type 

of supervision, sir, as opposed to a horizon·tal kind of 

organization. 

Q If I understand it, then , the b ranch manager of 

each branch \<lould be reporting to one of the five members of 

the e}cecutive committee, to one or another of them, with 

respect -to the differen'l: acti vi ties. 

A In actual practice, I think you could say that 

is correct, !4r. Paul. Addi tionally, I -think, however, it 

would be fair to say that essentially overall they have a 

sense of reporting to me as the firm managing partner . On the 

other hand, they would-be referred obviously to another 

member of the executive cOI'muittee if it is a mat-ter under 

his cognizance. 

Q With respect to your recruiting and training, 

which of the five partners on the executive committee have 

jurisdiction? 
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A I \o1Culd say the development of criteria for re-

cruitment and screening and the development of content of 

our training program comes largely under my jurisdiction in 

all t.hese areas. HO'I.vever, I consult with my fe110\v members 

of the eJcecutive committee in ma'cters in ,;Thich they are more 

versed than I. 
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By Mr . Paul~ 

Q As to the branches , \"e have reviewed that. Wi'i::h 

respect to your hiring policies am the investi gation of the 

individuals hired to serve as registered representatives, could 

you briefly descril:Je to us the policies which YOLl use and the 

standards which YOll use? 

A Yes, sir. To the maximum eJC'i::ent that it is practical 

let me first say the source of candidat es for employment 

eithe r as qualified salesmen when they come to us or trainee 

salesmen to go throuifjh our training program, is varied. I 

\-IOU Jd say tile most ' mportant source is referrals from ~people 

'-Ii thL, the organizu'i:ion o r from persons outside the organizat i on 

in whom the firm has conf:id ence. There have in some im tances 

been deliberate recruitment programs 011 the part of our fi:cm. 

Ther e are any l1l.1mber I and 'there have been over the 

past several years , of persons who f or reasons of their own 

corne in to see us and seek employment in 'i::his category. If a 

person has a backgz ound and is e~(perienced and is reg:iEl:ered 

and has a clear record with some other organiza'tion . 

especially if it is a member firm of the New York stock 

Exchange, if h <:1 passes muster :in at least two interviews, 

if his record and previol1s employment checks out correctly, 

he is subjected to no formal screening technique. If he has 

not been in this business beae, or if his experience is 

modest am l'e seeks therefrre to come in as a trainee I the 
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great majori 'cy of such candidates are P~lt through one of two 

series o f screening and aptitude tests. 

tve have one center which is handled in l'l'ew York 

for oif ices basically in 'i:he Mid .. Jest and South\>lcs 'j; and 

Nort;, east; another in Los Angeles for ",hich "18 handle it 

for the important part of the Los Angeles chain. In the case 

of the Los Angeles group, 'che se screening tests i3i.:e 

administered by Psychological Services, Incorpoxnted, and 

scored by them and Clppraised by them. 

Parenthe'i:ically I migh'c not e they have been doing 

this for some 'j;en to t,'lelve ,years ror qui 'ce a :cew member 

firms in Los Angeles, so it is possible to evaluate 'cll:) ra'\oJ 

score in terms of past experience ,of the persons in the 

indu:i:ry. 

IflOu would like, I can tell you .. ]hat the basic 

content of those tests is. It includes screening (all 

Psychological Services test), verbal comprehension, numerical 

ability, visual speed and accuracy, verbal reasaing, word 

fluency. Aptitude: Bruce sale s comprehension, Kuder 

preference record, Guilford-Zimme~cman survey of opinion 

{personality}. Minnesota personality inventory. Alport-

Vernon-Lindsay mO'i::i\~ation. 

All of tl' e c1:ll1didates for training who have not 

demonstrated an acceptable record in the securities industry 

before coming ,to us with few eJCceptiol1s are required to take 
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these examinaa.ons. 

Q iroat are yourlooJdng for through these examinations? 

A ~ve are looking, I 'iihink, for t"l>lO things. One is 

that degree of stabilH:y, emotional stability, emotional 

maturity, if you will, "l,<lhich \'1e think is fundamental and also 

some achievement in the actual technical skills, the use of 

language, tl":e ability to reason arithmeticallycorrectly. 

Other personali'cy -traits which \~hen measured against the 

lZ ofile of people ",ho are successfuil:. in this bus iness gives 

YOll some assurance thaI: tIl::! person is proper rat'l material. 

Q The e,cperience of these testing organizations over 

a pe.:iod of years with these tests sl.lggested that you can 

determine a likelihood of emotional stability through 'chern? 

A vve don't place a 100 per cent reliance on them, no. 

We use them as important confirmation c 'f our own evaluation 

of the man. I '1ill say this, that since ,,,e have been using 

them, I think our attrition rate has been 10"ler than it ",as 

before ,,,e did. 

Q No,,, you say when someone comes in ",ho has a degree 

of experience in the securitie$ business, you don't 

require this type of test ing and screening? 

A No, sir. 

Q Do you have any rules of 'chumb of standards of 

length of experience, whether th:! experience must be ",ith 

stock exchange firms or other firms, how old a person must be 
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,..h en you r e employi ng persons th,/: YOll are not giving 'chis 

t e s ti ng t o . 

A I wru l d s a y 'W:? a ttach much great er weight to a 

prior succes sfu l e }cper ience \<I i th a stock exchange member f i rm 

tha n we do \<, i th similar experie nce \Olith a non-rnembez firm for the 

reaso n that he has had e~q:)osur e to a broad er spect rum of 

llUsine s s \>; i'<:h t.h e s 'cock e~cchange member firm in most cases. 

Q But you mi gh'(; or mi ght no 'c give the s ame screen i ng 

to a c andidate :Erom a non-member firm? 

A That is r i gh 'i: . 

Q Do yru have any minimum ed uca t ional r e qu i remen ts? 

A No';: that \ oJe could state fo r YOll , sir , i n any kind 

ci fonnu l a . We certainly pr e f er to see some concentration i n 

a man's academic life in sub jects \'lhich are relat ed to this 

fie ld. I could not state a straighta\'1ay minimum educational 

standard foc you. 

Q '!'his is all 'l>lith respect to t :ca i ning. What sort of 

i nvestigat ion eo you \.lse with respect to 'i.~he ·two categor.ies 

beyond t h e test ing? I underst "md , of course, tha t they are 

subject to investigation by the stod~ exchange itse~: . I 

wondered wh at i ndependent investigation you made. 

A Without eJ~ception we check certain ly 'ehe last 

employer. If that period of employment seems to be short or 

is in a field which is totally remote, we may go to a prime 

employer t o getan even be'cter reading of the ,,,ay the pe rson 
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fit in the organization, the competency indicated, the 

reliability which tl13 employer could place upon him and eome 

assessment of the way he measured up ";:0 his responsibilities. 

If a man had been with his prior employer "chree months, we 

' <Jou1d go back of that: ";:hree months period. If "he had been 

there five yet:-a: e, , ... e ,17ou1d content ourselves ,,,ith one reference 

as far as the previous employment is concerned. 

Q Do you have references other than employment 

references? 

A It u sed to be "l:h at ,.;e checked char acter references. 

trJ"ithou"C trying to be cynical about it, '17e came "CO the concilsion 

that nobody gives a character reference except somebody \\1ho 

is going to speak well of him. We have reservations how 

important character references are unless it is somebody .. 1e 

happen to kno,.". 

Q Do you look outside of given references? Do you 

go "CO schools? 

A Vie have on many occasions checked school records, 

yes, sir. There again especially if a person's business 

career has been rather short since his graduation from 

school. 

Additionally, anybody that we employ is at the 

risk, if you ,,,ill, since it is their option unless , ... e ask it, 

of a thorough investigalion by the bonding company. 

Q Do you rely to some extent on the results of the 
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bondin company an d the New York Stock Exchange investigation? 

A I ,,,,ould say 'we view the favorable reaction or 

favorable results of the New York stock Exchange examination 

as very important confirmation in terms of character and past 

record of anyboCly tP..at: \,ie submit for registrat ion. We don I t 

rely on it in 'che sense that we abdicate our own 

responsibilities, but \.;e 0.0 think that this is a terribly 

important confirmation, because we know of the caution and 

care they e x erCiSE!. 

Q This is a confirmation of an investigation which 

has been made. 

. A That is correct. They ,.."ouid not have made it 

• until we pr oposed a person for registration. 

Q N~o}, if 'ttJe coulCl go to your training procedures 

you have supplied us , ... ith a volume covering your sales training 

program. I take it that 'chis program falls into two parts . 

is 'l:hat correct, sir I 'I.:he formal t:cai ning pDogram and the 

pre-training program? 

A That is right, sir. 

Q Could you tell us fir st about the pre- t raining 

program, ho,,, long it i s, and , ... hat it consists of? 

A Yes, sir. We endeavor to recruit and have at wolk 

in his office of eventual assignment any person who is going to 

join our training program for t,'lO months at least prior to 

the start of his particular formalized training class . 
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During that period the prospective trainee is 

expected to take and pass the New York Institute of Finance 

course, \'lork of the S'cock Exchange and brokerage off ice 

procedure. This is designed to give him a beginning working 

knowledge of how a brokerage office ope:cat es, whC:t the basic 

ope:;:ations of the mcchanges are, ho,'I' transactions are handled, 

the effect of :eede:r:a1. c r edit regulations and so forth. It also 

gives him some insight into ,,,hat the relat ionship is as he 

dJ serves and seen activi'i.:ies \lIithin the office bet\lIeen client 

and bet\"een registered representative. He:is exposed to the 

administrative operations of the office, how business is 

handled over the ",ire, 'l:he kird of publications there are, 

\']hat the tools of the trade are. So at least he has learned 

a bit of the language of tre business before he reports to us 

for formal training in Ne .. , York. 

Thai: constitutes briefly -- I miglt say also that 

each of our branches has a complete bibliography of additional 

information, not all of Wich is mandatqry, but titles of 

various publica'cions ,,]hich are good for the man to have 
. ; 

e,,--posure to. So when he arrives at our training school in 

New York City we are able to presuppose some minimum level of 

comprehension as to \-,ha 'c the language of the business iS t hO\1I 

a branch operates,~\lhat its m:is;ion in life is, and the like 

of that. 

Q Would ~u say that as . to this pre-formal trainirg 
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period, this runs from two months to three months? 

A It will run fm m 8 to 11 weeJ{s, sir, yes. 

Q Would a substantial part of the time be spent in 

the studyi ng of the institute courses I or "Iould a very 

substantial part be spent in o"bservation, or ,~ould some par: t 

be spent in ac";:ual performing of work functions, om the job 

training sort of f unction? 

A I wou 16. say it is a combination of all three. I 

don't know \"1hat I can ''1eight ii:: for you. Certainly it would 

not take more tr.Ll n half of his time to take the correspondence 

course. On the other hand, ",e endeavor "'hen he is taJdng 

that part of the ("~ourse which has "CO do with the 101ndling 

of orders "CO let him spend pa rt of his day in the order 

department of a branch and see in real life what these pieces 

of paper are, end hO\'1 they are processed. By the same t:oJ~en 

as he is learning abou"c the handling of securities, he is 

spending time in "i:he branch office cashier cage, seeing "i:he 

precautions exercised, the diligence used in accepting 

certificates, the receipt and payment of cl.1stomers' funds. I 

could not break it dO'"ln in percentages for you. 

Q w11en he has finished that program, he comes, I 

take it, in"co a formal program. Could ~u describe that 

formal program for us in terms of weeks, classes and so forth? 

A Yes, sir. The formal program is conducted in New 

York. The firm has reliance on professors from New York 
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University in variolls specialized fields. various agencies 

within the industry in Ne,., York such as representatives aE 

the odd lot firm, specialists, members of the Exchange, the 

Exchange staff, and also heavy reliance upon our own 

compe'tent senior people, partners, department heads, and 

division managers. 

I "JOuld like if I may to read into the record the 

basic subcaptions of the course unless you would prefer to 

save time. 

Q No, I would like to ask you this. You have 

dewcribed in your outline four broad areas. Could you tell 

us what the broad areas are? 

A I don't 'chink I understand the question, Mr. Paul. 

Q Does the formal program roughly divide into fundament-

als of finance, the operations of the securities business; 

the rules and regulations of the firm, and the regulatory 

agencies and development of personal and sales skills? 

A Those are all parts of the training course, yes, sir. 

Q HO"1 10n J does this formal program las::? 

A 15 "Jeeks, sir. 

Q How many cla sses are covered in that 16 week period '2 

A There are about 425 to 430 class hours over and 

above home assignment "lork. 

Q How long are the classes? 

A They are roughly nine to ' five with lunch time break. 
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Q So tha t someone "lho is studying during this 15 ,.;reek 

pe r iod is putting in r oughly eigh'i: hOI..1:':8 a day in study plus 

home "",ork besides. 

A I would say it is roughly seven hours a day of 

lectures , s tudy, observation, departmental assignment and so 

fOl: t h. ~lH:h home work 'co boot. TheJ7e a r e reading ass i gnments 

out side t he class room sessions. 

Q Could you describ e some of the course s and the 

pe r ioas they take f o r u s ? corpor ate finance , for example. 

Ho".., long do you spend on tha t? 

A 'fhe r e a re 18 classroom hours el evoted to corporate 

f i na nce . Tha 'i: is one of the courses '"hich is taught by a 

prof essor from Net" York Universit.:x", I believe. If I may read , , 

sir I f!."Ortl the outline , it is a study of the principal forms 

of bus iness or gani zations, fheir formation, finan: ing , 

li abilitie s O''ll1er~i , t:ax aspects. The owner ' s role in the 

corporate struc'!: lll:e, comparati ve study of the instruments 

employed i n raisin: equity capital and debt financing ,,,ith 

emphasis on long term obligations. Sources of funds available 

to 'the corporation, especially long term sources. This is 

jus t a hirds·-eye of the content of that cour se. 

Q Did you also give a course in tl'e analysis of 

f.inancial statements? 

A Yes, that is a course of 12 classroom hour s, 

treating ",ith the nature of financial statements, their uses 
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ane1 limitations. Analysis of balance sheets, profit and 10s6 

statements. Sources and uses of funds analyses. Ratio analysis, 

including balance sheet ratios and profit and loss ratios, 

per sha:ce figures, trend analysis, analysis of industry eta'ce­

ments and so forth. 

Q Do you a 1 so give courses in reading improvemert 

and public speaking? 

2\ Yes, sir, \\fe do. 

Q Is this part of the development of personal 

and sales skills? 

A Yes. '!'he reading course stems from \"hat I have al-

,,,ays heard a common complaint in 'che busineSis, that I can I t 

get my readdmg done. The aggregate of '!Iiinancial publications, 

daily nm>Jspapere, annual reports, proxy stat ements, prospectuses 

e't al ', .- constitu'i:es a formidable amounl: of reading Wl ich a well 

informed man shOlllc1 address himself 'co. We got rather tired 

of hearing people complainthat they could not keep up ,\lith it 

and decided to at'tack the problem. 

In our training progran '\fIe have a reading 

improvement course. We have had some gratifying restllts in 

terms of improved reading speed along 't'lith improved 

comprehension. We think it has been a useful addition to 

the personal skills of our trainees. 

Q Is 'Chis 'Caught by someone from your firm? 

A This is taught by our training director. We use 
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the Harvar d reading i mprovement course , which is a cinematic 

t y pe of presen tct :L on . 

Q I gather you also have training involving 

o bservation in thE! course in connection "frh the exchanges. 

A Yes, s ~.r. Tbe y vis it t he various exchanges. 

The y visit a typic a l odd lot house i:O get a comple'ce 

comprehens i on of t he hclndling of odd lot s. They visit the 

s pecialis t posts ,2nd obs erve the specialist system. 

Q Do you al s o have courses i n investment programming? 

A Yes , we do, s ir. This also is conducted by an 

out s i d e p r ofes s or . I might say that in this respect in many 

of t:hese :areas "10 have r eliance on outside help not because 

we don' t have 'che talent within our organi zation , but we 

:ce a lize that teaching is an art in itself. We have many 

people \"lho can do that job, but that does no'c mean necessari ly 

you can teach. So thac we have in certain areas decided to 

rely on pr ofessional pedagogs. The investment programming 

COUI se "h ich is 24 cla ssroom hours, covers the sou:rces of 

economic and statistical data, nature of capital interest, 

the problems of investment, the nature of financial and 

interest rate risk, pur chasing power risk , struct ure or 

yield, analysis of individual investment requirements , 

constructing a security portfolio, its management, investment 

policies of banks, ins~ance comp~ies and investment companies. 

Q Does this cover your training in researf ch or is that 
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a separate operati on? 

A The res earch training is carried along with this 

in the r espect thilt p r esentations are made by analysts 

from the various industries within 01;([' o,m research department 

on those technique s of security analysis ,,'ithin a given 

industry. There are things which the ralroad analyst is concernec 

about and looks fo r which are peculiar to railroad securities 

as opposed to oil securities or utilities and so forth. So 

each of the various analysts 'llJiII appear before our trainees 

and r ev:ie '" Us teci1niqlle S llsed wit hin his particular ind\'l stry, 

the signif~ance of the results of research and so forth. 

Q So you ~ x'0'search program is more related to 

specific industries? 

A That is right, sir. 

Q You also have a course in sales psychology and 

technique s? 

A Yes, \.;e do. ~'Ve place a fair bit of emphasis on this 

because included in this area of ollX training is a pretty 

comprehensive treatment of what the function of an RR is in 

its broades'c implications, what his responsibilities are in 

terms of keeping informed, hew he should conduct himsel'f, 

very candidly how he can learn to cope ,'lith people, to 

understand the points they may raise in a given situation, 

ho,,] to deal with them courteously and effectivel y. 

Q The course covers the functions of a salesman, I 
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take it. 

A Yes, sir. 

Q I note from your outline that your first heading 

is serving customer's best irtErests. Is this your thrust 

as related 'ro pro,:essiona1ism in the industry? 

A it 'tIlouXi say that is my thrust with respect to the 

bJin bro·chet. I have bem asked to characterize \\lhat I think 

things are that a finn 'shouLi stand for. I name them in 

this sequence de1iberate].y. IntegrH:y, and then professional 

competence. I say serving the customer's best interests is a 

question of just plain human integtity. Professionalism 

gets into the kno\·,ledgea·billty, the acquisition of skills 

and the proper application of the sl~ills. 

Q You say professional integrity and you disHnguish 

professional competence. In your llse of the word "professional" 

are you confining it to the ax-ea of competence or do you 

as I believe many \\litnesses have embraced within the term 

professional, the idea or ideas of ethics and in'i:egrity? 

A I have no quarrel ,,'lith their doing so, sir. I think 

as a practical matter a person can be ""e11 versed and skilled 

in the fie lds of finance and yet not. be a person of integrity. 

A person can be of complete integrd:i:y and also completely 

incompetent. So I suggest that there is room for both 

characterizations. 

The Presiding Officer: Are you saying that your 
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concept of integrity involves serving the customer's best 

intereBts first? 

~'litncs5 Van Tuyl: Yes, sir. 

The Presiding Officer: So you ,,,ould call that an 

impar 'cant concept of your firm? 

Witness Van Tuyl: I think it is the single most 

important concept. 

The Presiding Officer: Do you feelth<:rt is an 

e!ci s 'cing fact in your f irm am in the industry or do you 

think that is aspiration o f the industry? 

Witne ss Van Tuyl: I thil1k like all human 

aspirations, it is one ,qhich we can march closerto. 

The Presiding Officer: Like the Golden Rule. 

witness Van Tuyl: Precisely. 

By Mr. Paul: 

Q In the fUnctions of salesmen, you have indicated 

also it embraced s e rving self interest and the working 

tools, techniques of the person 'l7ho is selling the securities, 

is this correct? 

A Is that ,.,hat? 

Q Is this correct? 

A Yes, sir. 

Q You also have a course on the NASD and Ne", York 

Stock Exchange examinations, 15 hours, which reviews 

examination ma 'cerial, SEC regulations , constitution and rules 
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of the Ne," York S"l:ock Exchange. I take it this is not the 

",otal extent "[;0 which ";:he regulatory <3spects of the industry 

are taugh"c? 

A l~o, sir. Instead of having specified,and identified 

sections having to do "lith training ane educat ion and federal 

security regulations as a single subject by itself, ,,,e have 

tried in the various things that ,,,e do bring up, such as for 

instance lectures on investment banking and syndicates to 

"bring into the presentation there as a part of the whole 

picture t he applicability of the statutes rather than treating 

them by "'hemselves . lve try to relate them, as I say, to the 

",hole body of mate ~:ial in one element of the business. 

Q Could you give I.E a rough idea, and it '''''ill only be 

vexy roughl I und(:!rstand, of the total par t that those aspects 

take in YOUI' total -Craning program? Would it be a quarter? 

A I don't think it WaJ ld be a quarter. 

Q A tenth? 

A I thought out of the roughly 420 classroom hours 

it might be fair to assume that between 20 and 30 hours 

concern themselves with "chis area. 

Q As your trainees are engaged in these courses, do 

they "cake examinations periodically given by your company? 

A Yes, they do, especially with reference to the 

outside instructors that we have. Each of these courses has 

an examina"cion which must be successfully passed. 
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Q Are there any people who flunk out? 

A We have had '1:\'10 men \-,hom we have term ' nated prior 

t o the completion of their training in the train ing clasaees 

that \ ,; e have had to date. 

Q Ho,·] long is the f ormal training been going on? 

A Since 1960. 

Q When de. your trainees take the NASD exam? 

A I b elieve in the case of the NASD they take it at 

the end o f their fif th month of training, incluc1:mg the 

rooghl y 8 t o 11 wee s they had in the pre-indoctrinational 

train ing and the per iod t hey r~pend in the classroom training . 

Q This rLms from eight to eleven ,!;leeks and then 15 so 

that \.lOuld be 26 we eks or siy. monehs. So they take it about a 

mon-Gh :before the end of the course . 

A Precisely. 

Q When do they take the New York Stock Exchange 

examinat ion? 

A _1\t the completion of their training. 

Q Is there further training which you might 

describe as post-graduate training? 

A Yes. In the respect that our managers are 

enjoined to pay particular attention to the day by day 'Gork 

habits, correspondence, product i vity, qualitatively of wl"a tour 

trainees achieve \-,hen they get: back to their branches. They 

are n~ toseed in ; with the ola pro and considered to be 
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one of them. On the contrary, special attention is dedicated 

·co the kina of wo:.k he cloes, the kind of things he represents, 

the kind of statements his customers have a·c the month end, and 

so forth. I believe also in many of our offices where there 

is a significant number of yougger men in the business special 

sa18s m~etings are also held on a weekly basis= for the trainees. 

This i'lOuld not be the case where you have one trainee in 15 or 18 

man of:Cices. 

Q They. a:ce nO\"I selling. 

A They a:.:e no·c registered. Let llS not call them 

trainees. Let llS call them ·i:he 1\10S·' recent graduates. 

Q In fact, your ·'raining program i!uns the exact :op an 

of time which is set forth in the stock exchange rules as the 

minimum length of ., ime. 

A It :is, sir. 

Q Hew many trainees do you train in a term or a year? 

A We ·cry to operate three classes a year, and they 

are geared to hold 25 or 30 men. There are 27 in the present 

class. 

Q So you may have between 90 and 100 persons a year? 

l~ I \.;ould prefer to say 75 to 90. 

Q Do you have any persons ,,,ho are coming to you now 

as ·'rainees ",ho do not take this formal course? 

A We have soma in branch brainiIB around the system. 

We are doing our bes·' to diminish·, decrease it and hope 
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eventually elimimri:e it. We have had some cases where persons 

who struck. us as being completely outstanding candidates 

becaLlse of educational attainments o r industry, find it 

difficult if not impossible for practical personal family 

r e asons to pull t h emselves a\'Jay from Minneapolis, Minnesota, 

and come to New York. for 15 or 16 \'le el"s . In those cases 

we subject them to complete battery of courses avai1(lble 

through the Inst i tut e of Finance and \'1e also demand closer 

adherence to the bibliography material \';hibh the firm sent out 

'b the branches ancl more demanding on the provision of time of 

the manager to worlt with these men. OUr whole emphasis is to 

dimini sh i n b r anch training as compared to home office training. 

Q You hope e ,ccept for extremely unusual cases of 

f amily problems to have all of your persons take the formal 

training program. 

A That is our objective. 

Q HO,,] many of your to'cal sales force at present 

,>]ould have gone through this formal training program. 

A He only started in 1960 I M:l:. Paul. To date there 

are about 75 graduates. 

Q t"l'ould you say that with respect to those taking the 

in branch training, their training resembles the present 

training recommended as such by the New York Stock Exchange? 

A As a matter of fact, \\lith the availability of the 

study guide and the trainer I s manual, 'l/Je shall see to it 
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that our in branch ~raining conforms as ' closely as we can 

and certainly covers 'che g~cound covered by ,tha:: training manual. 

Q Dian't your firm have something to do with the 

training manual? 

A Yes, sir, our personnel directo! ''lorked ",ith the 

stock Exchange :in tl'E development of both. Mr. Funstan ~'las 

kind enough to express his appreciation :Eor the 

contribution he made. 

The Presiding Officer: Ho,·) long has that bGen in 

e f fect? 

witness Van Tuyl: I believe M:c. Funs'can Den';: me 

a cour tesy copy ' '.lith his letter of thanl{.s da t ed sorre time late 

February or early March. It was labeled aavance copy. So 

'<:11e ma:erial has been avail able to the member firms since some 

t i me in r-~arch of this year. 

By r.lr. Paul: 

Q No\'l I see from your sales training program in 

several spots, s'carting \'±i::h the history of your firm, the 

r eference to ,the firm that research built and partnership 

• 
emphasis on research and research emphasis in variolls parts of 

your sales trainin~ program. I would like 'co ask you a little 

bit aDollt the organization and operations of your research 

department. Could yo~ give us an idea of, its organization and 

size? 

A' Mr. Paul; if I may, I would like to defer to my 
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partner, Mr . Safanie, '"lho happens to be the man who founded our 

research department in 1926. 

Mr. Paul: I would be happy to have Mr. Safanie 

ans~"er the questions. Could you tell us, sir, how the 

d e partment is organized ? 

Witness Safanie: The department is headed by one 

of the rn,embers of the ex ecutive commit tee to which Mr . Van 

Tuyl'referred, !Lir. Walter Maynard. He has that department 

as well as the investment advisory department. In turn, 

anothe· par tner by the name of LaTourette is direc·t.lI.y in 

charge of the operations of ·che research depaxtmen ·1: as 

distinguished from t he investments advisor y depa:rtment, report ing 

t hrough f-1aynard. I cannot tell you precisely, Mr. Van Tuyl 

can bet·cer thai"'! I, t he exact number of senior security 

analysts \'Je have but there a:re quite a good many for the 

s12 e of our business. They are supported by junior analysts 

and clerks. I would guess the entire organization consists 

of at least 50 people, and probably another 12 or 15 in 

the investment advisory department, who work pretty closely 

\,li th the resea rch department. 

In addition ·co ·chat \'le have representation on the 

research department in strategic important 10:: al financial areas 

such as our Chicago office and Los Angeles, primarily for the 

local situations on which they would be better qualified to 

investigate than the Ne\17 York office and do it mare promptly. 
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I carne to the firm -- do you want me to elaborate 

on my philosophy and the reason for the resea:cch department? 

Ivir . Paul: Yes . 

lrVitness Safanie: I came with the firm in Janucry 

1926, 37 years ago, I believe out of an entirely different 

field. As a matter of fact, I was with the Treasury Department 

at the time in c harge of the investiga'i.:ion of the United 

States s teel Corpoya tion with respect to its excess profits 

taxes f o r the Fi:cst Wor l d ~\'ar period . I was invited by Mr. 

Shearson, \'iho 'tvas t he then senior par'c ner and fouril er of the 

firm , to corne and ha ve a cha'!:: with him, he having heard of me 

through his former associates in t~United States Steel 

Corpora tion, of which he 'ttJClS one of 'i:he founClers, and 

its first c omptroller. 

I had no backgrollnd or experience or knowledge of 

securitie s whatever from the standpoint of a securities firm. 

Ho\,;ever, I had considerable amount of experience that I 

:oel ieve il1 his judgmen'c ai: least qualified me for objective 

examinat ion of corporau.ons from the point of vie", of gaining 

some knowledge on which you could base rec~~mendations and 

give ideas -Co clients. He had the vision and foresight: '1:0 

see a long -time ago that the time 't'Jould come as it indeed 

had come when the matter of research and knowledge of 

securities 't'lould becorre an impoxtan'c thing. It \'las no'!: then. 

I \\las noi:: a very popular person as head of the research 
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depar t men t in t hose early years. Hm"ever, the department 

g.: ew i n s ize and stature . Its roots ar e very deep. toTe got 

an early star t i n t~f i eld . It enabled us to establish ma ny 

r elat i o nship3 a nd contac ts wi ,th industry in the ear ly days 

not on l y onthe b asis of d rawing i nf ormat ion f rom 'chern but 

also being s u f f i c ie!t ly competent a nd qualified so t hat 

managemen t s s ought i d e a s from us in e}cc hange \'lh ich is the 

most satisfactor y wa y to learn 1>}h at i s go i ng on "lhere you c an 

make an e q u i valent cont:cibution inaddition t o pick ing 

s omebody e l se ' s bra ins . 

We h ve cont inued t h r oughout thi s pe:c iod t o d evo t e 

our s e lves to f ocus i ng our bus i ness ob ject ives , our ab i l ity t o 

build our b usiness, on t h is r e sea r ch philo s ophy . vJe d id it 

f o r seve ra l :;: easons. One obvious ly I suppose I had a 

pre j udiced p o int of view about t he need of k n o,.,led ge of 

secu r i t i e s • 

Secondly we c ame to the de t e rminat ion along time 

a go t ha t the oppor t unitk! for gro,'1'/;h in this bus:i.ness was 

limi ted to a few areas in which you migh'c be able to excel 

s ome ot her firm or competitor . We realized, or at least I 

f elt at the time that in the field of executing an order we 

mi ght do a fraction better 'chan the next fello\'1 today or 

\'10rse than he tomorrO't'l. 

This is not a basis on ",hich to compete. The area 

is limited as to how successful you can be or how much better 
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you can be. In f he field of having adequate financial 

r e s ources 'chi s is 'Ox e'i:ty wel l pre s c r ibed nowadays, thank 

good ness , b y _ t he E cha nge and by 'c11e Commis sion. So we cannot 

s a y 'ch at ou r c apit a l i s adequat e and someone else I s is 

inadequate. 

As to in'ceg:dty, obviously ,'Ie f elt everybody should be 

on an e qu a l b a si.s. I 'c nar r oHea dovil1 -Co the Olle area \~be re you 

h ad, you might say, to use the vulgar term I like ID describe 

i 'c, a f i gh t ing c hclnce 'c o be be t ter 'chan your competitor. Tha'c 

was in 'the f :eLd of research, in the field or producing ideas 

tha "i.: \\1i1l h e lp clients to obta in . 'Jhatever 'i.:heir objectives 

mi g hc b e. 

This philosophy has prevailed throughout the firm. 

I t is on that basis that our business has grown and \'las built 

up, and it has since been , conducted, as I say, not delegated 

'co some jtmiI1>r do,..,n the line, btl'C al\.Jays to seniors. I 

b elieve it is perhaps the only firm, Gier 'i:ainly the only firm 

0: its size, in which two of their senior par'i:l1ers devote a 

major part of their time 'co the field 0: research and 

investment advisory \'Jo:ck, "1hich is related. 

1-1r. Paul: So you wo\.,ld sa ':I, ! 'cake it, sir, 

that research as a concept and in operation has been a 

keynote of the growth or your firm? 

~qi'l:ness Safanie: I am sorry, I didn I t hear the last. 

IJ.!r. Paul: It has been a keynote of the gro\'}th of 
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your firm. 

Witnes s Safanie: Yes. 

l-ir . Paul: I t is also used by you as an affirmative 

sellil'lg point, :tha.: is, you encourage your sales personnel to 

advertise the adv ant a ge s or your research department, is this 

corr ect? 

toJitness Safani e: Yes, that is correct. 

The Pre siding Of f i cer: When you re£e~,Mr. Safanie, 

to investment advi80r y activities as rela t ed to resea r ch, are 

yOll the re 'i;; 1king about investment couns eling in the sense 

of c lients on a f e e basis? 

Wit ness Safanie: Yes. It is under 'the investment 

advis ors act or under \:;he provision of counsellors. We are 

noi: supposed to US C) the term "counsellor". We are registered 

u nder the Act, and '11e charge a fee fo r the supervision of 

accounts. We have many accounns which range from insurance 

companies a:1".d labo~' unisns and trusts and so forth on down 

to b usines smen's accounts where capital gain is a primary 

objective f o r tha'c kind of operation . 

The Presiding Officer: '(ilJhen you refer to your 

investment advisory activity, you are not merely talking aboll t 

investment advice incidental to selling of securities. You 

are talki ng about a separate service to CUSQomers on a fee 

basis. 

Witness Safanie: Yes, sir. As a matter of fact, 
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client s a re ncr, required to transact 'cheir orders resulting 

f rom a r e commendation thr ough our fi r m. They have the right 

t o do it e l sewher e. It is s pecifically provided. 

Mr. Paul: To go back 'co the organization of your 

depar t ment, sir, I have a chart dated November 1961, which 

indicates t h a'c 'the r e a re four principal Clepar'i:lnen'cs or 

divi sioll3 of the depa r bnent or departments of a division. 

securities analysts, por'l:;colio revietlj , library and service 

st a ff and trainees. As to the security analysts, there a r e 

he:re lis t ed some 16 senior analysts. Would there be also a 

number o f junior analysts under 'chem? 

Witness Saf anie: That is my impre s sion, yes. 

Mr. Paul: Is 'frat ca: ganized by industry so that one 

a nalyst specializes in various indus'cries? 

trlitness Safanie: That is correct. That is 'the 

COll1.mon practice nowadays. 

Mr. Paul: You ellso have a department of portfolio 

wi'::ness Safanie: Yes. 

r.'I..r. Paul: Can you tell me '''hat the operati on of 

-cha 'c department is? 

Witness Safanie: In esse11ce, and I can only give 

you a rough outline, you understand 'chat I am not active 

administrative partner in essence it is a unit under the 

supervision or ~10rkir1g in coordination '<lith the research 
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department and the investment advisory department, that takes 

car e of the inquil:ies ,,}hich we solicit from our tranch 

of f ices of reviews of clients I accounts wherever. ·they can 

b e obtained and where the registered repr esent :.~tive can 

obtain t hem s o thClt we can give advice on the propriety 

of the makeup of a portfolio. This is soleJy for the review 

of par'l:fo1ios and not individual securitierl , as distinguished 

from a portfoli o. This is done without a fee. 

Mr . Palll: This is without a f ee and you offer it 

a s a 'Servi ce t o your clients to ha ve t r .cir portfolios revie,,,ed 

on some periodic hasis? 

witne ss Safanie: Yes , s i r. . 

(I , 
Mr. Paul: And when the !.ocal OJ stomer, such as 

Da llas, "mnts h is portfolio revimmd, it is done by this 

depattme n t in the research depart~ent? 

trlitness Safanie: Yes. In order to make as effective 

as possible portfolio approach or analysis or handling an 

account, the account is not paying a fee for management, we 

d o an addi'l:i onal thing which may be of interest to you. We 

make available to our organiza'cion quarterly what in effect 

is a fund of a businessman, a theoretical businessman, 

that would suggest the composition of securities that we at 

the time consider to be appropri~e for such a person. If you 

forgive me for taking an additional minute on it, I think 

you might find it of interest and value. 
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This : was done some 12 years ago in order to get 

a cres s to our organization those particularly \>Jho do not have 

clients \\lho \\lere clients of the investment advisory 

department the :::unction ,·,hich the investment service performs. 

They in turn could to some degree perform more praE essionally 

as investment advisors. 

We hit on the idea of publishing regularly or 

establishing a theore'dea1 fund, a fund which in life did 

not exist, \l1ith $400,000 of cash available. We said this is 

going to be a businessman's investment fund~ We ",ill show 

you 'through the operation of this fund just exactly how",e 

",ould implemen 'c some of the actual ideas of 'the resea:r:ch 

depa:ctment and investment advisory depa:ctment and reflect 

them in -Chis fund, and do it 130 it would not create any 

possible impression of prejudice or bias in the account it 

is operated their wCl;i. 

If today ' -Ie decide in . a commit tee meeting and \<1e 

hold corrunittee meetings, investment policy coromi ttee meetings, 

am so forth, 'chat stock A mould be sold and B bought mr 

cash retained or what have you, as of the close of the market 

tomorro", -- we first publish '(:he fact that 'V.e made a decision 

today -- then at the close of the market tomorrow, so there 

Cal be no que 5 tion about tre time ,..b En the theoretical order 

was executed, whatever the last price is is assumed to be the 

price at .. ,hich thIDa recommendation was effected. 
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We th91 further publish a memorandum that it. was 

eff ective , at \vhat price and hO\,l much cash was used, and 

there::b re h O\17 a cash b a lance was either increased or redu ced. 

I n ad d ition to this we charge againt t the principal 

of that account t h e c api t a l gain that would have been payab~ 

if i'i.: l'lere an ind ivid ual. We c harge it f rom 'the principal 

even though it in deduc t ible f r om the i n come tax retur n or 

payable ou', o f iucome as a rule. 

We al ~l o charge against t h e f llnd the theoretical 

investment adv isory fee it "lould pay if it were a client. 

We c ha.Lge this to the principal. 

I might add to you that its performance has been 

excellent . At net time to my knowledge has it had mor e tha n 

80 per cent of i ts money in common stock. A'c no time have 

the r e been ques tionable, risky, hazardous securities beyond 

those \'lhich a busines sman would be entitled to take 

The Presiding Officer: Mr. Safanie, are you 

describing a program for investment advice or what are you 

describing, what is essentially a promotional tool in selling 

your invest advisory service? 

witness Safanie: Both. It is done for both 

purposes. v.7herever we Can combine tw purposes in one, we are 

happy to do it. It serves as a basis for demonstrating to a 

potential investment advisory client what our performance 

might have been through the demonstration of this theoretical 
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account. Mor e importan t 'chan that we haae used i 1: in 

r ecent ye ars to dan onst rate to Ollr registered represm ta~ives 

hm\1 they might, if they applied good common sense and judgment 

and used the tools '\'lhich \"e make available to them, the ideas 

,.;e make available, how they might implement these ideas in 

the accounts over which they have -- \.;hich they serve. 

'I'he presiding Officer: j:~t this point '\l1e will take 

a ten minute reces s . 

(Short recess.) 

The Pre::Jiding Officer: The hearing '''ill be in order. 

r,1r. Paul, you may proceed. 

Mr. Paul: Mr. Safanie, in connection wi 'ch your 

research department, I take it you issue a number of publications 

of one kind or another. 

l~itness Safanie: Yes, sir. 

M~ Paul: Among these, I take it, are research 

bulletins. Could you tell us \\1hat the research bulletin is 

and when it is issued? 

Witness Safanie: In essence I don't believe there is 

any s'ca'ced period of publication. In essence a research 

bulletin contains a report or reports on several companies which 

'che research department, if you will, has researched through 

digging into the facts concerning the company, the 

industry, its competition, its customers. As usual, and 
, 

perhaps without exception, I am not too Sure about this, but 
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,'lith very few exceptions in any case after discussjoo with 

management and very often also a visit to the comp;l'.ly'a 

plants or stores or wha 'i:ever t heir properties may te, to get 

some sense of feel of the facts co ncerning the conl'lany. 

In summary , I ,,,ould say a resea r fh report is issu l!d as a 

ru le when we find t h at a certain secu r ity of a ce ctain 

character appears to us to be undervalued in p:cic 3. The \'lho1e 

e ffort o f research i s ve r y largely one of trying '; 0 determine 

",,,he ther s ecur ities a r e over priced or underpriced 

a vast distinc t ion between price and value. 

There is 

Mr. Pa ul.: Are research bulletins issu(d with 

respe c t to a particular company or an industry? 

wit neBs Safanie: A particular company as a rule. 

Occas i onally we have industry reports .,here a res~arch report 

on a company might be preceded by a report on the industry. 

Mr. Paul: Are 'there particular types (.;f companies 

that you cover or don 't cover in these research l"ulletins? 

Do you cover speculative issues? 

Witness Safanie: I think we 'oJould coyer the range 

of companies 'that have attr3.butes that '-Ie are looking for, 

whether it be an income secU!:' ity on occasion, one that will 

assure the highest degree of stability of income return, one 

with some possible assurance of increasing income over a 

period of time or gr~~th. These III turn would range in quality 

all the way from perhaps the highest degree of conservatism 
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or quality to some degree of apeculation, yes. We do not 

turn our noses up at what might be called commonly a speculative 

security. Speculations, after all, become investments 

very often. 

Mr. Paul: What is the distribution of these research 

bulle 'l:ins? 

Witness Safanie: They are quite general. We do 

not have, I den't believe -- Mr. Van Tuyl might 'l7ant to comment 

if I am wrong -- we donot have a general distribution list. 

The distribution is made through segmented mailing lists that 

are provided by each of our various offices and in turn for 

each of tm registered representatives for their .. clients as 

well as for prospective clients. They furnish these lists and 

, .. e maintain the addressograph plates. There is no regular 

mailing unless the customer either requests the publication 

or a regis 'cered representative or man places 'I:he name on the 

list. 

The Presiding Officer: Do these go out to 

Correspondent firms? 

Witness Safanie: Yes, sir, they do. 

The Presiding Officer: And to selected segments of 

your customer list? 

Witness Safanie: Correct, on a selective basis. 

We have another pUblicaion which perhaps Mr. Paul will come 

to in time which automatically is sent to every client for 
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\·,hom \lIemail a statement at: the end of a particular month. 

'I'hat is lmown as Business and securities. Tha t iEl a more 

general di scus sion of the business ol1tlooi{ and sometimes the 

security outlook. 

The Presiding Officer: On these research bulle 'cins 

would a typical bulletin cover one company. or "Iould 'ih:!re be 

brief paragr:aphs on several different companies? v\Jhat 

;.,ould they look like? 

Witness 13afanie: r-Iore often it would cover a 

minimum of h llO , some t i.mes p e rhaps three. Occasionally one 

single company. 

The Presiding Officer: l\re they in printed fol."I!l 

or mimeographed fO!.'1u? 

Witness Van Tuyl: Multilith. 

The Presiding Of:Hcer: Is it your practice to 

advertise as to the availability of ne", bulletins from time 

to time? 

'Witness Safanie: On occasion. I think r-1.r. Va11 Tuyl 

can ans,lIer that question better tha11 I. 

Witness Van Tuyl: Yes, sir. '\iV'e maintain around 

the nation some sb~ or seven regular radio program' and we 

have a program for advertising in other media such as ne\oJspapers. 

Research bulletins and another one of our series of documents 

called Special Reports are very frequently the part:ia.1lar item 

which will bring to the attention of the reader or the 
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listener inviting him to send in for a copy of the report 

-Co get a sample of the firm's :sesearch output. 

To anS\'ler your quest ion, Mr. Paul, earlier, we 

print about 85,@OO copies of each edition of the research 

bulletin. 
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The P:residing Officer: So "chat these are distributed 

to the grouP3 and tl"E firms tha t you mentioned. They are also 

available for distribution to those who might anS'tole:r these 

adver"i:isements. 

witness Van Tuyl: That is right. 

The Presiding Officer: I assume that then becomes 

a source of potential new buyers for your firm? 

witness Van Tuyl: That is correct, depending on the 

locality a respondent to that kind of adver"cising under the 

direction of a manager is' assigned to a registered representative 

or in the case of our radio advertisirg in New York, "the firm 

sends khe particular doament requested to the respondent and 

invites the respondent "CO solicit additional information 

from us by way of analysis of his portfolio or suggestions for 

the investment of funds. " In Ne\'J York it is only the person 

.. ,ho answers the second solicitation that we give to a manager 

fea:: assignment a s a lead. 

Mr. Paul: So in brief, these go thraghout your 

organization, and they also go to a selected portion of your 

customers and they go to a group of potential customers and 
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they go to other firms. 

Witness Van Tuyl: That is right. 

Mr 0 Paul: I am no!: sure ",he the r I shaid address 

questions along this line to Mr. SaJ"anie or Mr. Van Tuyl. 

There 'to1as a reference to specia1repor"i:.g, " Mr. SC'fanie, can 

you tell me in which way these resemble or differ from 

the regular research bulletins? 

Witness Safanic: I think perhaps Mr. Van Tuyl 

better "cake that" 

Wi "i:ness Van Tuyl: A special report will invaraibly 

be ,.,ritten on a siggle company. More often than ntri: it 

represents at least -ere first time in a long time that the firm 

will hve expressed itself on the company in question. It may 

be a security which is les S "lilell known. It night be possible~ 

for instance, in the course of three quarters of a page to 

write an intelligent story on the present status of American 

Telephone Company. WhereaS if we have become interested 

through research and field examination in a company less 

well kno\11n ,.,hich , ... e helve not discussed before "\"le may find it 

necessary "CO spend t,.,o, three or four pages of text in 

getting the complete story across. So a special report is 

me:cely a more fullsome t.Et:latrnent us ually of a single subject 

or company and frequently one on which we have not expressed 

ourselves ,,,,ibhin the recent past. 
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By l>1r. Pau 1 : 

Q Is the distribution of the special reports similar 

to "I::he dist ribu"tian of the :::::esearch bulletin? 

A I , -lOU Id say perhap:; somewhat less, Mr. Paulo 

Q You also have a list of advisory and followup 

b.llletins. 

A Yes, sir. That is a pUblication which as its 

name suggests is designed merely to bring up to date storm 

,,,e have issued earlier. There may have been a comment in the 

research bulletin, for instance, of last: october, on the 

united States Steel Corporation. We might for obvious reasons 

find it desirable to malt.e a followup comment in the month of 

I>iay about the United states Steel Corporation. Without the 

need to recapitulate all that has been said before, a brief 

squib might be sufficient. It would be a rather short 

story. T1"la advisory followup bulletin ,.,ould be tle mechanism 

we would use for that purpose. 

Q Do you have advisory and followup bulletins with 

respect to all of those that you issue research bulletins on? 

A Not unJe ss ,.,e have something to say, sir. In other 

words, we don I t go "1::0 a list of pa st research pbblications and 

say we must say something. On trecontxary, our men are aware 

of the body of ideas we have outstanding, and they are 

charged with the responsibility of keeping the organiza"lion 

currently informed. This is the medium by which they do it. 
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Q You also ha ve a pUblication entitled "Business 

and Securities". Can you describe that one for me? 

A Yes, sir. That is a publication which Mr. Maynard, 

our partner who directs our research activities, tries on a 

monthly basis to evaluate the business climate. The activities 

of government, the international situation as may be appropriate, 

economic indicators, and relate the aggregate effect of these 

on the outlook for the securities markets. The format 

o that publication has changed just as of the last issue. 

We have el:panded it to a larger document. In addition to 

this it now presel"C.s a recapitulation of the ideas presented 

by the research depa:ctment in the past month. This publica·Uon 

is enclosed with all statements to clients at the month end. 

So every client of the firm is apprised at least monthly of 

the firm's assessment of the investment situation as of the 

close of the month. 

Q Does this publication relate to or give opinions 

, ... ith respect to pa!l:icular securities, or is it simply general 

in nature? 

A The first part of it, and I ill0uld say two thirds 

of it is general in natu~e. The latter third may well give 

thumbnail characterizations of the recommendation made or 

the findings made with respect to securities discussed in 

publications during the month. 

Q I also find a listing of spe~ial edition news 
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letters. 

A This is more of an internal document. It is a 

ne",s letter. It is a medium by ",hich .. ,e circulate around 

the organiz~l'i:ion information about securities which \tIe don' t 

think is of such importance as to warrant publication in our 

more formal publications. It "'ill contain, for instance, 

the reports of the comments made by a corporate offic ial at 

an analysts meeting. It will contain the particularized 

research a man may have done in response to an inqui¥y he has 

received fltlom the branch office. Things 'chat he might think 

of fairly "1ide interest, .but not sufficient importance to 

'tllarrant inclusion in a major publicat ion. 

Q Is the distribution of these special edition news 

letters eJtclusively "'ichin yorar office? 

A There is no prohibi'l:ion against mailing them out. 

I wou Id say the dis tribu'cion outside the offic e is relatively 

small compared to research bulletins and special reports 

and advisory and follo,,,up bulletins. 

Q There is also a category unlisted securities 

reports. Can you describe that for us? 

A This is merely a special format. It is not 

unlike a special report, but obviously it will deal ",ith an 

unlisted secur ity. It is put on its 0 .. 10 letterhead which is 

distinctive in its makup to there can be no question that we 

are dealing with an over the counter security add not a securit 
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listed on the national securities exchanges. 

Q When you say its own letterhead, it is the firm 

letterhead but a different format? 

A Yes, that is right, with a distinctive color and 

format. 

Q Are there o'cher publications, either general or 

internal on a more or less regular basis which your research 

department promulgates? 

A There is one very important internal publication 

which stems from the research department, and thill"1: is ,,,hat we 

refer to as our master lists. Master lists are a catalog, 

if you will, of too securities which we are keeping under. 

cons"tant surveillance in \I/hich is presented the firm's current 

opinion upon issuance as to whether we recommero it for 

purchase at the particular time, or \"I7hether it is worth 

continuing to hold in a portfolio. It is classified bohh 

alphabetically and industry and pertinent current statistical 

data is provided. If between monthly issuances of the list 

information comes to light or developments take place that 

cause us "to change our opinion in evaluating the security, a 

wire advice is given to the organization which might read, 

liThe ABC common stock is being changed from a buy to a hold 

rating". Or lilt is being removed from the list. This is our 

way of focusing simply the attention of the organization on 

thes e securities which represent the current recommendation 
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of the fir m's research department. 

Q The master list, as I understand it, is 

published monthly. 

A It is published monthly and altered and changed day 

by day as circumstances \"arrant. 

Q It is updated monthly but amended by wire to your 

offices in the interim. 

A Precisely. 

The Presiding Officer: Mr. Van Tuyl, the other 

day mention was made of over the counter securities. Mr. Bache 

expressed the vie,oJ that it would be desirable if over the 

counter securities had available I think he said semiannual 

ear ings in the same manner as listed securities. Do you 

have any comment on the desirability of information as to over 

the coun"cer securities as compar ed '1:0 'llie listed securities? 

witness Van Tuyl: We have some very strong 

convictions on it, Mr. Presiding Officer. We would be 

glad to comment in formally. We have a statement \oJe \oJill leave 

with you which summarizes our firm's views in the area which 

I am testifying on. This is one subyect which we have mentimned 

in our memorandum. We certainly agree with Mr. Bache that 

public disclosure of current operating informatoD on the part 

d unlisted companies is a highly necessary and desirable 

thing. I am not sure about fixing the period at twice a year. 

Perhaps it should be quarterly as in the case with listed 



994 

companies. Certainly when a company becomes publicly held 

at some point in time the public is entitled to current 

information with respect to its operations. 

The Presiding Officer: Thank you. 

By Hr. Paul: 

Q Wiiih respect ' to your master list -- strike .::that. 

I waid like to get into the master list :i,.n some more detail. 

Are there other special lists of special types that you 

distribute from time to time? 

A We have two or three master lists in that group. 

There is a second mClsterlist '''hich represents situations 

that have oome to the attention of responsible members of the 

firm on \-lhich some clarifying statement has been made. We 

also operate a short term trading list. These are situations 

where the individual who is interested in short term trading 

can get the benefit of our ide~s on opportunities that may 

exist in that area. They are suggestions that arise from 

technical considerations, mark! t considerations, as ,,,ell as 

considerations of value. 

Q I have ~n your folder a list, not for 

distribution, memo to all registered representatatives, dated 

November 1961, dealing with the electronic industry at that time 

and noting that it is far use only with customer's understanding 

of its goals. Is that one of your mort term trading lists? 

A ~ missed one key word there, pleasQ. 
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The Presiding Officer. Will the reportex read his 

question? 

Q 
pl~fls 

(Question read by the reporter.) 
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The Presiding Officer: Is that a quotation, 

t-1r. Paul? 

Mr. Paul: This is a quotation. "ls £or us only 

\'lith customer's understanding its goals. II 

There are other parts. It is not a part of the 

master list but relates to intermediate capital gains. 

iutness Van Tuyl: This \'1as probably a one-time 

publication a series of widespread inquiries on the 

Electronics stocks t'1here we tried to put the entire area 

in perspective. 

By r·lr. Paul: 

Q But you have a short-term trading l:S.st which 

deals wIth technical aspects, trading aspects, and so 

forth? 

A That is r-lght. 

Q NOVI ~ as to your master list, this list, I take 

it, indicates the current thinking of your research depart-

ment at the time of its issuance as to whether the list had 

securities, that is, the securities listed in the list, 

should be both, held or sold; is this correct? 

A The list only includes those which are rated as 

a buy or a hold. If we think that a security l'lhich is 

in a hold position is one which should be sold, we merely 

advise that it is being removed from the list. 

The significw1ce of that advice is well-known to 
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the organization. 

Q. On the basis of a t'lire amendment correcting this 

list? 

A That is right. 

Q. You notify the offices that a stock has been 

removed from this list and this constitutes the research 

department's opinion that the secvxity should be sold? 

A That is right. 

Q. Is this master list a lnajor tool of your super-

visory function? 

A . It is a major tool for us by the salesman. It 

certainly pl~esents a master criterion by ~'lhich " or the 

extent to which ·they will follow and the firms recommenda­

tions could be measured. 

To that extent the manager could use it asa 

test and use it in the exercise of his supervisory re­

sponsibility. 

Q. Hhat is the firm policy with respect to salesmen 

reco~~ending either a purchase or a sale of a security 

wh:ic h is not contained in this list? 

A This is a question not so simple to answer as 

it is to ask. 

\'1e have no outright prohibition which has the 

effect of forbidding a salesman from soliciting an order 

of purchase of securities not rated as a buy on the firm1s 
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master list or for that matter, not having been commented 

on affirmatively by the firm. 

The analysis of security values and their relation­

ship to price sadly enough remains an art and not a science. 

i'le have made our share of mistakes in our Ne\'1 

York research department. \'1e overlool{ed many situations. 

There have been others brighter than \'le \,lho noticed them. 

Hhat t'1e have endeavored to do is by persuasion and by 

example .. and tdth the utmost emphasis that we can bring to 

bear to get our organization to follow the lead of a firm 

and confine themselves as largely as is practical to the 

solicitation of orders and secu~lties recow~ended by the 

firm. 

To give this perhaps a little more force and 

effect, \'19 have in recent months spelled out a little bit 

further the strength of conviction \'Je have along these 

lines. 

Our organization.. for instance.. is on notice that 

in the event the purchase by a client of a security not 

recommended by some agency of the firm results in the 

expression of dissatisfaction by the client.. this can be 

the cause of disciplinary action up to and including termi­

nation by the firm. 

The Presiding Officer: \>Jhy would it be so hard 

to have a rule tha'l; a representative could not solicit 
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orders for anything that was not on the approved list? 

Hi tness Van Tuyl: 1 think it \'10uld mean aITogating 

to ourselves, r·1r. Presiding Officer" a sense of all \Ilisdom 

that \'1e don I t think \'<e have. 

\'1e have seen too many cases \"here intelligent 

perceptive representatives on our staff through what ex­

posure they may have, have gotten a sense of conviction, 

based on fundamentals, about a security which t'le had passed 

by. 

\1here if \'1e had prohibited their soliciting 

orders from a client t'Te ''lould have done that client a 

disservice. 1 can't tell you how frequently this happens. 

1 know it happens all the time. 

So far we have been reluctant to be as arbitrary 

as to sa:y that unless t'le say yes" you may not solicit an 

order for a security. 

r·1r. Safanie may \-lant to comment on this. 

The Presiding Officer: In this sens~ you sort 

of let your representatives supplement your research 

department. You let him be his o~~ research department? 

\'li tness Van Tuyl: 'l'hat is right. This is not 

"rlthout some kind of rollow-up. Our managers are enjoyed" 

and l'le can discuss this at some length later, to make any 

number of reviews of transactions completed with a view 

to deter.ndning the extent to which and the instances in 
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\'lhich our registered representatives are securing orders 

in securities not researched or recommended by t~e firm 

and to make suitable inquiry at the time it happens. 

Ue research the right obviously to raise any 

question l'Ie choose to as to concentration in a security 

l'lith \'1hich \ ITe are not familiar or l'lhose merits are not 

ImOlm to us. 

But "Ie have not seen fit to establ:i.sh an outright 

prohibition \'lhich forces a person to confine his activities 

solely to that group of securities on which l'fC are comment­

ing. 

By Hr. Paul: 

Q If I understand your policy, your policy is that 

a salesman may solicit the sale of a security which is not 

on this list, and if it results in customer complaint he 

may then be held responsible; is that correct? 

A That is correct. May I add just to give point 

to this? 

In the NC\,1 York City area in 1961" ,.,.e asked for 

and recei vcd the resignations of three salesmen \'Tho 

conSistently were loners, if you t'1il1, in the sense that 

:L t seemed a great majority of their business \lIas in 

secu~lties not recommended by the firm. 

This \lTe felt \lIas a deViation entirely too great 

for U8 to abide . 
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The Presiding Officer: l~lat did you call them, 

\'litness Van Tuyl: Loners. People who operate 

of and by themselves. L-o-n-e-r-s. I \'1ill try to use 

more formal English. 

By Mr. Paul: 

Q How many stocl<:a altogether, or securities 

altogether, do you list in your monthly list? 

A On the master list? 

Q. Yes. 

A I am almost guessing 11ot'1 but I guess arou,nd 300, 

Mr. Paul. 

Q Are there types of securities lmich you do not 

list on that list? Categories of securities of any kind? 

A Certainly the restricted list the SEC puts out 

on the Canadian stock. OX' any other security \'lhich has 

a legal or quasi legal prohibition against solicitation. 

Q Do you have any listiX'l..g of "lhat \'las referred 

to this morning as a penny stoele? 

A It is extremely unlikely that any stocle \'lhich is 

in the penny stock category \lTould ever get on that master 

list. I canlt point to a policy which says that one may 

not be placed on there. 

I have never seen one on there nor can I imagine 

one being there. 
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Q Hot'T l'1ould you define a pelmy stocle? This 

mornil11? inflation toole over and the penny ,,,,ent up to $2.00. 

l'litness Safanie: · If I could say here, I doubt 

if you "Tould ever find or find there has ever been on 

that list a stock selling under five and very fe\'Tunder 

10. 

I just can It thinle of any. These lists are 

rev-le''ied by partners of the firm. 

By Mr. Paul: 

Q Do you have any policy \'lith respect to Regulation 

IIA" offerings, that is, offerings not registered or not 

fully registered "lith a Securities and Exchange but offered 

under the exemption for offerings of $300,000 or less? 

A Ive have no prohibition against executing orders 

in Regulation "AII ; issuings after they are free to trade, 

no. 

Q III connection \",i th the recommendations by your 

salesmen, do you think that it is possible or liltely that 

your customers relying on the sales phrase, The House That 

Research Built, assume that recommendations are backed 

by the research department? 

A I could not blame a client from taking that 

inference. I have used that in the persuading I have 

done with the members of the organization to stay close 

to shore and use our ideas because the clients expect them 
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to be our ideas. 

Q It is not your firm policy to restrict him to 

such? 

A No. For the reasons \-'1e enunciated. \'Ie have 

suggested to him that this has not been a recommendation 

of my firm. But I believe deeply the follo\'1ing about so 

and so security. 

Q So that a salesman \'1ho is recommending a security 

\'U'hlch is not on your master list is by your policy required 

to state that io;; is not? 

A Again not required. We are hopeful that they 

do it. I can I t poin.ic to a policy directive \'1hich requi res 

it and demands it. These are things \'1e have discussed 

in manager1s meetings and sales meetings in branch offices. 

Q You have described the master list as one aspect 

of superVision. I take it that there are many other 

supervisory methods which you use in connection i"d th your 

firmts branch office operations. 

Could you describe ~or us the internal controls 

that branch offices have in connection vlith supervision 

of the sales made by their personnel? 

A Yes, sir. These happen at various points in 

time ,,11th a vie\'l to trying to take preventive action. 

Everyone of our offices, the order clerk or the teletype 

wire operator has been trained and is instructed to bring 
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before transmissi.on to Ne\'1 York to the attention of the 

manager any -order \<1hich smaclrn of the unusual in any 

respect either in terms of its size3 in terms of the nature 

of the security or whatever his sense of feel developed 

over a period of time may give him. 

Thls gives the manager a chance to tal<:e preventive 

action if such is called for. 

Q This is the \'1ire operator? 

A Or order clerk, as the case may be. 

Q In a local branch office? 

A That is right. 

Q And he brings this to the attention of the branch 

manager and the Ne\'l Yorl<: office? 

A The branch manager of the branch in question. 

It is up to him to use his discretion how far he investi­

gates and satisfies himself on its propriety. 

The same thing is true in New Yorl<: or any other 

point of discussion, if it is a Chicago order or Los 

AJ:'1.geles. If the person who is charged \'11 th executing the 

order senses anything unusual about it, either 1n terms 

of its size or its price, it will again be brought to 

someone1s attention • 

I donlt think this happens too frequently except 

in cases of technical impropriety. In any event 3 every 

day prior to the end of the d~y the manager of a branch 
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is given a copy of all the reports of the discussions of 

orders for his office for that day. 

He is required to review those before that day 

is over. On either the next day or the second day, depend­

ing upon mail time, the branch manager is in possession 

of at least t\',o other documents l'lhich are documents for 

control purposes. 

One of these is a listing for each representative 

in his office of all the transactions on the day in question 

grouped by client. 

This indicates the details of the trade and 

being grouped by client as it is" gives him a day by day 

chance to observe the activity in a given client's account, 

to raise any questions if there is suspected over-activlty. 

l-Jith respect to the entire dayrs trading of the 

man by himself to get some sense of feel as to the lands 

of securities in which he is dealing. 

The other document which comes into the office 

is a complete bookkeeping run \'1hi ch shm'1S for the day 

in question all entries in the accounts of the clients 

of that office for that particular day. 

It is more generally used as an accounting 

document but nonetheless it is an information document 

available on a daily basis. 

Q So on a daily basis the branch manager has reports 
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Then he has a mechanical sheet which permits him 

to check the activities of each account and each salesman? 

A That is right, on a daily basis. 

Q Are there reviet'1s on a longer periodic basis? 

A Every month the branch manager has sent to his 

attention a copy of the statements for all the clients 

in his office. 

These statements reflect every bit of accounting 

activltJr and trade activity and presents at the conclusion 

thereof a listing of the securities the client has lodged 

l'1ith us. 

l'1e urge most strongly anyone area of a manager I s 

responsibility, it is the utmost need for diligent, careful 

review on a monthly basis of the composition and content 

of client's accov~ts as reflected by these statements. 

Getting back to some of your other areas of 

control on a daily basis, over and above the information 

flot:ling to a branch manager, there is certain data which 

flows to us in New York for the entire system. 

There is available each and every day a complete 

transcript of all transactions for employees! account. 

I might add that employee accounts and partners accounts 
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are distinctively codified so that -anybody who has an order 

for a partner or employee kno\'18 it immediately and can 

see to it that at no time does it ever conflict tlrlth the 

hru1dling of a client's order. 

Additionally, a complete transcript of employees 

trades is put before a partner each day. Beyond that a 

complete truceover of transactions by security system which 

is placed in the hands of the partner in re~earch and 

partne!' on the floor ShOl'ling the total purchases and sales 

of the firm on the preceding day by security and listing 

variously the participation in the purchases and sales by 

a dozen different of rices, the others being grouped as 

one total. 

The Presiding Officer: I take it you are pretty 

dependent upon electronic machinery in processing for 

control of your total offices? 

\,1i tness Van Tuyl: It is almost indispensible 

for any kind of day by day control, sir. 

The PreSiding Officer: HO\lT long have you had 

electronic tie-in and data processing in your office? 

'tutness Van Tuyl: Since the fall of' 1949. 

The Presiding Officer: And all of your branch 

offices are tied into the same system? 

'l'litness Van Tuyl: Tha~1i is right. The book­

keepil".g for the entire firm is centralized in Ne\'1 York 
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City. 

By !Ii!'. Paul: 

Q If I understand it, sir, in your home office in 

Ne\'1 York there is a daily reViet'l of employee accounts, and 

also has an electronic run b;y- securities \'J'hich is reviel'l'ed 

both by the Research Department and by the floor department? 

A That is correct, sir. 

Q If.hat are the particula~ problems which are intended 

to be caught b;y- the daily run transactions? 

A Over concen":;ration in an issue vlhether or not 

recommended by our firm. Certainly concentration of any 

business done in an issue \..-1 th which 'I',e are not familiar 

or the me:pits of tl)'hich are unlmovffi to us. 

It gives our Research Department and our floor 

people a l1t;tle sense of 1'eel of the part of' 'che country 

from '\'mich interest is being evidenced. 

Q This is over concentration in an issue. Is this 

subject to revlet'l by both reseax'ch and the floor departinoent? 

A That is right. 

Q Are they both looking at that? 

A Yes. \~e have had cases t>lhere the Research 

Department made an affirmative repor"c on a given situation 

and for reasons ,mich lIle are frequently unable to forecast 

is. ~a~cicularly attractice to our organization. 

They \'1'111 make it a point to make a little tally 
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day by day of the volume that a firm is buying in a given 

situation. They \lr111 "latch the vo1vJI1e vis-a-vis the price. 

They said this made good sense at 45 but the stock is now 

selling at 47 or 48 \'1e would not reach fox' it. 

Take your time. Don't be too active in the 

security . To avoid in that case over-indulgence in some­

thing t'lhich \lIe have reconunended ourselves. 

Q This is for the purposes of keeping your research 

section up-to-date on price and on its recommendations~ I 

take it? 

A On the fllot-I-through on recommendations; that 

is right. 

Q Beyond this, that other types of controls, super­

visory controls, do you exercise? 

A At least once a year the Research Department 

and the manager of the branch receives what \lIe call a 

stocl<: record takeover. 

This is a complete transcript of all security 

positions for all clients and an office grouped by security. 

It is a report, for instance, \'1hich t'10uld demonstrate to 

the manager of our Chicago office that the firm is holding 

IIX
II hundred or thousands of shares of the American Telephone 

Company for the following clients of the Chicago office. 

So many shares of Babcock and Hilcox and 

Chrysler. It is a tool by which we can evaluate on an 
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annual basis over-all concentration by issue. 

Q. Hhat sort o:f control do you use to insure that 

the particular recommendations wIth respect to particular 

customerts accounts fall within the New York Stock Exchange 

and in ASD rules as to suitability? 

A That is largely a matter, I think, rill'. Paul, 

:first o:f continuou~ consistent training o:f your RR to 

dedicate thenwelves to that concept. 

ive do not require the retention or the notation 

in our records, I should say, of a stated categorical 

investment objective of our clients. 

On the contrary, 'che review \'Ie make attempts to 

seel<: "lhat does the client have. If any flags wave :from 

that on a monthly basis, "Te think this is the l'lay you can 

correct any damage that is being done 0: change the course 

of the conduct of the account much more e:f:fectively than 

you can through some simplified and perhaps over simpli:fied 

statement of objective. 

• 
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By Mr. Paul: 

Q I -t is your manager I s monthly revie,,, of each account 

statement that you use to r ely on for a tool for suitability? 

A We have heavy reliance. ~ver and above the manager~s 

review, it is obviously impossible for the partners in New 

York to look at every statement every mon-th. Several of us 

on a spot check a s k for a dUplicate statement for these men 

in -this particular office or that, to look at them ourselves 

to get a l ittle sense of feel as to the kind of business a 

particular man may be doing or a particular office may be 

doing . 

Q Does the monthly statement contain information as 

to other assets, liabilities or income of the customer? 

A No, sir. 

Q Is the manager expected to be aware of that with 

respect to those statements he reviews? 

A IQ"o. We ask our men 'co do their best to acquaint 

themselves \..,ith the clientUs situation. It is not always 

possible to get this information. Some people consider it 

to be personal Q private. We endeavor -to point out that 

to do a professionally competent job, we need to know the 

circumstances. It is one thing our men try to find out in the 

first instance. 

Q It is a policy of the firm to attempt to acquire such 

information? 
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A We din into our men the importance of knm~ing your 

customer I knm." what his circumstances are. 

Q But the information, \-,hen acquired, is kept by 

the registered representative and is not generally reviewed 

by the branch manager 'ltlhen he reviews the monthly statement? 

A That is correct. 

Q Are there particular controls which you rely on 

wi th respec't to such problems as over-trading or churning? 

A Again this shows up or can Sh~l up on the daily 

take-off which the manager gets by salesmen of the business 

done in each account for the day. It can certainly shm." up 

a'c the month-end revie\-, of the statement. It does not take 

too practiced an eye to look at a month-end statement in 

terms of the size of his debit or credit balance, the number 

of items in what we call the bring-do\m, '\(lhich is the 

security position and the volume of transactions which stand 

out in the body of the statement. It is almost a sight cal­

culation. The old data processing machine C,can do it pretty 

quickly for you. 

For the sake of argument, if at the end of the 

month a man has two securities on deposit with our firm and 

has a debit balance of $6,000, which was $5,000 the month 

before, and had 35 trades, you don't have to be a genius to 

wonder what is 99in9 on here. I am obviously citing an 

extreme. I can assure you it is a hypothetical case. 
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Nonetheless that is the kind of thing which a quick review 

of the statement makes readily apparent. 

Q There is a data processing machine which you indi-

cated b y your finger was your head? 

A That is right. 

'I'he Presiding Officer: Mr. Van 'fuyl, ",ith reference 

'co the research bulle·tins and advisory follow-up bulletin that 

y ou described before, are t hey essentially factual and de­

scriptive in nature , or do they tend to be advisory in 

nature? 

A They are both. :r think they can best be character·· 

ized by s ay ing that they present the findings of fact \",hich 

mus t be firsthand and must be facts which our analyst is 

prepared to prove are facts and that have been derived from 

proper s ources. There must thereafter be some reasoned 

conc lusions and final recommendat:ions. 

We publish very little from our research department 

",ith respect to a given issue that doesn 8 t, as we say, come 

to the poi nt and suggest what\'Je think the investor should 

do based on the facts and conclusions we have reached . 

The Presiding Officer: Do they contain advice 

·to buy or s ell as you might have concluded from your research? 

Witness Van Tuyl: The semantics of the industry 

are such that you will wind up by saying that this is a 

security which is a·ttractive for intermediate term appreciation, 
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or for those who are looking for a conservative investment 

with a better than average yield, this is recommended. We 

try to characterize the recommendation in terms of what it 

is good for or , ... hom it is good for. 

The Presiding Officer: Suppose you have an advisory 

follow-up situation and you begin to take a dimmer view of 

the security than perhaps you did in the original bulletin, 

, ... hat is the semantics of the situation there? 

Witness Van Tuyl: There would probably be some 

indication that earnings are not living up to expectations 

or projections that had been made. There might be some 

reaffirmation of what continues to be good and a final conclu-

sion that prospects over the near term don't look particularly 

attractive. 

The Presiding Officer: You might say unattractive? 

tUtness Van Tuyl: You might say unattractive. pre-

cisely. 

By Mr. Paul: 

Q Did I understand you to say, sir, that your master 

list has a method of classification of different bases of the 

different types of portfolios for \<oThich the different securi-

ties listed might be appropriate? 

A We publish at the end of the master list tabulation, 

I believe, three or four different sample portfolios, saying, 

for instance, "As of this month end if you are looking for a 
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$25,000 portfolio for high yield, here is the suggestion of 

four or five securities to compose such a portfolio. If you 

",an t a grm"t h type portfolio, here is the selection." These 

are sugges t ive. Trying to do, in effect, the salesman ' s job 

for him in some areas. 

Q But the list generally simply lists the company, 

industry and the reconunendation? 

A That is correct, sir. 

Mr . Paul: Mr. Presiding Officer, at this point 

~le would l i]~e to as];: t he Shearson, Hammell witnesses some 

questions re lating to certain activities in their California 

offices in 1960 a nd 1961. I am going to ask that Mr. Rothberg, 

of the s t udy staff, do t he questioning. 

By Z.ir. Rothberg: 

Q Mr.Dunbar, would you please state your general 

responsibilities and activities in connection ,,,ith your 

employment with Shearson, Hammell? 

A My general responsibilities and activities , I am 

designated as senior partner on the West Coast in charge of 

the West Coast office~. I check with New York I go '1:.0 

New York every other month and advise with them on various 

problems and they advise with me on various problems. I do 

a general supervisory operation primarily through the managers. 

In a~dition to this, I do have a large retail 

clientele of my own. 
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Q You then report to no one on the West Coast? 

A That is correct. 

Q Can you tell us ""hat office, if any, you work out 

of on the l\Test Coast? 

A i am located in the Los Angeles office at the present 

time. 

Q Can you just state briefly what the nature of your 

employment has been with Shearson, Hammell since you first 

came there? 

A I sold them my business in 1949 and became asso-

ciated with them in the Beverly Hills office in 1951. I went 

to New York in charge of the business promotion department, 

~ich I guess you can characterize in other language as the 

sales department, and supervised the training activities. 

In 1954 I returned to California as registered representative. 

Approximately 1956 I became a general partner of 

the firm. 

~~. Rothberg: Mr. Tewe1es, could you briefly 

describe what your responsibilities and activities, in con-

nection with your employment by Shearson, Hammell, are? 

Witness Teweles: Basically I act as manager of our 

Los Angeles office. 

~~. Rothberg: How long have you been employed 
'" 

by Shearson, Hammet"i"? 

Witness Teweles: Four years. 
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Mr. Rothberg: Could you jus t briefly trace your 

responsibilities and your activities in the last four years? 

Witness Te,,,eles: In 1958 I acted as assistant to 

the partner in our Chicago office; in 1959 I became manager 

of our offi ce at Los Angeles. In 1960 I became a general 

partner in c harge of our office in Los Angeles. 

Mr. Rothberg: Mr. Dunbar, could you describe at 

this time your connection vlith a company knO\·m as United 

States Automatic Vending Machine Company, which we will call 

'(JSAl''lCO o for short, the initial financing and subsequent 

public issuance of stock of that company, the histor.y of sale 

of that corr.pany stock, including in general the activities of 

the Shearson, Hammell salesmen in selling and buying that 

stock for thier custom.ers, generally the financial history 

of the company, and the nature of the supervisory activities 

in connection ,·,i·th the sale of that stock? 

Witness Dunbar: 
'J.' hat is quite a long question. 

I wish you would break it down a little bit. 

The Presiding Officer: Perhaps the reporter can 

re-read the question and then, if you would like,to have it 

broken down, Mr. Dunbar. 

Witness Dunbar: Mr. Presiding Officer, I would 

like to have it broken down into a few sections because I 

doubt if I can remember each one of those and get them all in. 

Mr. Rothberg: Perhaps you can refer first to the 



o 

we 

1018 

initial financing of the company's common stock. 

Witness Dunbar: I believe the initial financing of 

the company' s common stock \'1as 10,000 shares of organization 

stock bought by two gentlemen, 5,000 shares apiece. Subse­

quently, in the common stock there was an offering of 290 shares 

of stock by the company under Regulation A. 

The Presiding Officer: tfuat was the date of this, 

l-1r. Dunbar? 

Q 

Witness Dunbar: November 8. 

Mr. Rothberg: Of what year? 

tV'i tness Dunbar: 1960. 

By Mr. Rothberg: 

What was your connection with the company? 

A I became a director of the company. 

Q When did you become a director? 

A I believe around July or August, 1960. 

Q Was that prior to the public offering of the company's 

common stock? 

A Yes, sir. 

Q Were you one of the original organizers or promoters 

of the company? 

A No, sir. 

Q Would you describe briefly the circumstances leading 

to your directo': ... l?hip? 

A My directorship? The organizers of the company 
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asked me if I would serve along with them as a director. 

Q Who were the organizers of the company? 

A Mr. Richard !"tevens of the company, Mr. Thomas Foye. 

The Presiding Officer: If I may interrupt here, , 
I think that the purpose of Nr. Rothberg's question might 

have been in a broad form, to give you an opportunity to 

state broadly the history of this transaction, and when I 

said you can have the question broken davin if you wanted to, 

I did not, mean to deprive you of the opportunity to describe 

the transaction in your own words, if you would like to do 

that. By the transaction, I mean generally offering the 

scope of the history, of your knowledge, of the financing and 

your participation and Shearson,Hamraell participation. 

If you would like to make a general statement, I 

don ' t want to deprive you of that opportunity. 

Witness DU'nbar: Thank you. I would be glad to do 

it. I think whatever is easier for Mr. Rothberg. Would you 

rather me describe it or ask questions? 

~~. Rothberg: Perhaps you can describe it in your 

own \l1ords. 

witness Dunbar: You asked about the common stock, 

and I answered. 

Originally there were several hundred thousand of 

debentures sold privately under letter of investment. I 

believe they were ten-year debentures, 4- per cent coupon, not 
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convertibel into COlnmon stock for one year and then con­

vertibel into the stock at one dollar a share. No interest 

for two years, no sinking fund for three years. 

Mr. Rothberg: Can you continue and just generally 

descirbe the activities of Shearson, Hammell after the com­

pany offered the stock to the public? 

Witness Dunbar: Shearson, H~mnell and Company, 

after the company had offered the stock to the public, I 

~~agine because I was a director of the company, we received 

a great many inquiries. At that time the vending industry 

was discussed in practically every magazine, every newspaper. 

Thel vend~ng . stocks were having a great ascendancy. 

This was a company connected with the vending industry. 

~lere was a great deal of inquiry allover the country. 

I believed it would be highly successful. I thought they had 

a fine idea. I believe some of our salesmen -- it was not 

generally sold through our sales organization, I do not be­

lieve it was even to be classified as generally sold through­

at southern California after the original offering. I think 

it would show that a minority of our salesmen, ratherthan 

a majority, sold stock to the customers. Many of them were 

quite interested in the vending business. 

The Presiding Officer: Are you talking about the 

distribution under Regulation A offering or subsequent trade? 

Witness Dunbar: No. Shearson, Hammell had no 
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part of the distribution of Regulation A. I am talking about 

after Regulation A was distributed and our subsequent market. 

~tt. Rothberg: Do you have any other general com­

ments you would like to make concerning Shears on, Hammell 

activities after market, or the distribution, or after market 

trading of the stock? 

Witness Dunbar: I would say for an issue of this 

type there was a rather disproportionately large activity 

by all dealers. I would say that there was more activity 

by l~ew York Stock ElCchange houses than I would normally see 

in a deal of this kind. I would say our own volume of trans­

actions \o'ould be a little heavier, not too much heavier. 

But in proportion, our volQ~e of transactions to the volume 

done on street transactions, where we were' primary marke't, 

in a situation of this kind it was rather heavy on the 

street side in the type of houses that bought it on the 

street side. 

The Presiding Officer: wnat do you mean by street 

transactions? 

Witness Dunbar: Dealings we had with others. 

We did maintain a market in USAMCO stock. Not only prac­

tically all of the small over-the-counter houses but prac­

tically all of the New York Stock Exchange firms placed buy 

and sell orders through us all during the history of this. 

The Presiding Officer: You say your street dealings 
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were proportionately higher? 

Witness Dunbar: No, I said they were proportionately 

higher, in my opinion, than you would normally have in this 

type of an operation. I don't know whether I made myself 

clear, but that may clarify it. 

Also, we received quite a few inquiries from around 

the country, which were a little abnormal in relationship to 

a local California deal. I recall houses in Nashville, 

in Chicago, Detroit. 

The presiding Officer: You had only 300,000 dollars 

of stock? 

~Vitness Dunbar: Originally that was it. I am 

talking about later on. He asked me in the after market. 

V~. Rothberg: At what price was the stock offered 

to the public? 

Witness Dunbar: One dollar a share. 

Mr. Rothberg: Could you trace briefly the prices 

that security sold in subsequent months? 

t'7itness Dunbar: The stoc·k traded from $3 a ··share 

to a level of about $5 1/2 a share. 

The presidhg Officer: What dates are you talking 

about? 

Witness Dunbar: I am talking November 14 to 

approximately December 1st. 

The Presiding Officer: Of what year? 
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Witness Dunbar: Of 1960. December 1st it stayed 

from approximately $6 a share to wait a minute, approximately 

$6 a share to approximately $7 a share through December 26, 

1960. ~1en it was approximately $7 1/2 a share with a drop­

dm"n one time to $6 a share, all the ,,,ay through, and again 

it dropped davin to $6 1/2 a share until January 12. 

{\f"U'. Rothberg: Mr.Dunbar, what was the stock selling 

at by the elld of January, 1961? 

Witness Dunbar: At the end of January, 1961, the 

stock was selling at $12 or $13 a share. 

fI'!r. Rothberg: What ,,,as the stock selling at by the 

end of Diarch, 1961? 

Witness Dunbar: March, 1961, it was selling at 

approximately $18 a share. 

By Mr.Rothberg: 

Q $18 a share? 

A Yes. 

Q wnt was the stock selling at by the end of May, 

1961? 

A End of May, 1961, it was selling at approximately 

$17 or $18 a share. 

Q 

A 

a share. 

What was it selling at by the end of June? 

End of June it was selling at approximately $11 

Q Let us get around to August 31. What was it selling 
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at then? 

A 

Q 

A 

August 31, approximately $9 a share. 

What \\Tas it selling at by the end of September? 

ApprOJcimately $4 1/2 to $5 a share. 

1024 

Q What \l7as it selling at by the end of November, 1961? 

A Approximately $3 a share. 

Q By the end of December, 1961? 

A Approximately a quarter to a half dollar a share. 

Q l'lhat is the stock selling for nO>I7? 

A I don't know. I would say the same price approxi­

mately. 

Q Was Shearson, Hammell making a market in that 

security starting November 14, 1960, through December 31, 

1961? 

A Yes, sir. 

Q For significant periods of time was Shearson, 

Hmmnell the only person who appeared in the sheets of the 

National Quot~tion Bureau making a market in that security? 

A That I don't kno\<l, sir. I Jtnow from time to time 

there were other houses making a mar]tet, but I have not checked 

the sheets. I think it \17ou1d bl') a fair assumption, hO\>lever. 

Q Would it refresh your memory t~ Shearson, Halmnel1 

was the only house in the sheets from lo1arch 23, 1961, 

through July 6, 19611 

A As I said before, I did not checJt the pink sheets, 
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but I assume it is an accurate statement. 

The presiding Officer: ~ir • Dunbar , you men-cioned the 

pink sheets. Was this a western market or is this a national 

market? 

Witness Dunbar: When I say pink sheets, I am 

referring in general to the National Quotation Bureau sheets. 

The pink are Net-l York. I forget \-lhether it is white or green 

for the other one. 

The Presiding Officer: Was this a market l>lhich 

from the point of vie\'I of your firm was being made in your 

Los Angeles office as distinguished from your New York office? 

Q 

Witness Dunbar: That is correct, sir. 

By Mr. Rothberg: 

Can you tell us briefly ",hat the financial condi-

tion of the company is at the present time? 

A I have only heard. The company at the present time, 

and I must say it is hearsay, they have sold -- they will be 

able to payoff their debts and have about $25,000 cash and 

$125,000 in notes and receivables from the liquidation of 

assets. This I have heard. 

o Have you seen any letters directed to stockholders 

in March, 1961, which indicated that the company was in 

the processdE liquidation? I mean 1962? 

A Yes, sir. 

o And your opinion on the company's affairs is based 
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in part on that letter, I take it? 

A That is correct, sir. 

Q Let us go back now to the period prior to November 14, 

1960, prior to the offering of the company common stock. 

The Presiding Officer: I~. Rothberg . are you 

finishing a subject or starting a subject, or what? If you 

are starting one, I would like to suggest that we recess at 

this time. If you are fil'liElhing one, I will hold the hearing 

a little longer. 
J ••• 

Mr. Rothberg: I think this ' would be a convenient 

time for a recess. , " 

rae Presiding Officer: The hearing will be in 

recess until 10:00 a.m. tomorrow morning. 

(trlliereupon, at 4:35 p.m. hearing in the above-

entitled matter was recessed, to reconvene at 10:00 a.m. 

Thursday, ~~y 17, 1962.) 


