
order. 

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 



952 

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 



• 

19 

972 

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 



993 

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 
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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 



11 from his ~rlre operator or order clerk of any particular 

incident. He also revie\'1s all order discussions at the 

end of the day. 
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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 



12 

1007 

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 
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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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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. 
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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.) 


