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INVESTOR PROTECTION IN CORPORATE TAKEOVERS

INCREASE IN 'REGULATION A' EXEMPTION

MONDAY, OCTOBER 12, 1970

HOUSE OF REPRESENTATIVES,
SUBCOMMITTEE ON COMMERCE AND FINANCE,

COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m., in room 2123,
Rayburn House Office Building, Hon. John E. Moss (chairman)
presiding.
Mr. Moss. The subcommittee will be in order.
This morning we hold hearings on three bills covering two different

aspects of our Federal securities laws, S. 336, which was passed by the
Senate on August 14, 1970, to amend section 3(b) of the Securities
Act of 1933 to increase from $300,000 to $500,000 the maximum amount
for exemption from registration. As originally enacted this section
provided an exemption from the registration requirements of the
Securities Act for public offerings of securities under $100,000. In
1945 this figure was increased to $300,000 which is the limit which
still applies today. If enacted S. 336 would increase that limit.
H.R. 4285, introduced by Mr. Monagan from Connecticut, and S.

3431, which was passed by the Senate on August 18, 1970, are designed
to provide additional investor protection in corporate takeover bids.
In July 1968 Congress enacted corporate takeover legislation to pro-
vide investor protection in the area of corporate acquisitions. That law
permits regulation by the Securities and Exchange Commission of
purchases by corporations of their own shares and provides for regu-
lations of solicitations to accept or reject tender offers.
The experience with this legislation, in my judgment, has been good.

However there are many who suggest that some minor amendment of
the law would be advisable to provide additional consumer protec-
tion. It is for the purpose of considering these amendments that we
hold these hearings today.
At this point in the record we shall include the bills under considera-

tion and the agency reports upon them.
(The text of H.R. 4285, S. 336, and S. 3431, and departmental re-

ports thereon follow:)
(1)
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[H.R. 4285, 91st Cong., first session, Introduced by Mr. Monagan on Jan. 23, 1969]

A BILL Providing for adequate notice to the management of the corporations involved
in the case of certain proposed bids for corporate takeovers

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That section 14(d) (1) of the Securities Ex-
change Act of 1934 is amended—

(1) by inserting after "security holders" in the first sentence the follow-
ing: ", and at least thirty days before consummation thereof,";
(2) by inserting before the period at the end of the third sentence the

following: "and not later than thirty days before consummation of the
tender offers involved"; and
(3) by striking out "shall be sent to the issuer" and all that follows in the

fourth sentence and inserting in lieu thereof the following: "shall be sent to
the issuer by the person making the offer, request, or invitation, at the same
time it is furnished to the Commission."

[S. 336, 91st Cong., second sess., Referred to the Committee on Interstate and
Foreign Commerce on Aug. 14, 1970]

AN ACT To amend section 3(b) of the Securities Act of 1933 to permit the exemption of
security issues, not exceeding $500,000 in aggregate amount, from the provisions of
such Act

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That section 3(b) of the Securities Act of
1933 (15 U.S.C. 77c. (b) ) is amended by striking out "$300,000" and inserting
in lieu thereof "$500,000".
Passed the Senate August 13, 1970.
Attest:

FRANCIS R. VALEO,
Secretary.

[S. 3431, 91st Cong., second sess., Referred to the Committee on Interstate and
Foreign Commerce on Sept. 9, 1970]

AN ACT To amend sections 13(d), 13(e), 14(d), and 14(e) of the Securities Exchange
Act of 1934 in order to provide additional protection for investors

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That the part of paragraph (1) of subsection
(d) of section 13 of the Securities Exchange Act of 1934 (15 U.S.C. 78m (d) (1) )
which precedes clause (A) is amended—

(1) by inserting after "section 12 of this title" the following: ", or any
equity security of an insurance company which would have been required to
be so registered except for the exemption contained in section 12(g) (2) (G)
of this title,"; and
(2) by striking out "110 per centum" and inserting in lieu thereof "5 per

centum".
SEC. 2. Paragraph (2) of subsection (e) of section 13 of the Securities Ex-

change Act of 1934 (15 U.S.C. 78m (e) (2) ) is amended by adding at the end
thereof the following: "The Commission shall have power to make rules and
regulations implementing this paragraph in the public interest and for the pro-
tection of investors, including exemptive rules and regulations covering situations
in which the Commission deems it unnecessary or inappropriate that a purchase
of the type described in this paragraph shall be deemed to be a purchase by the
issuer for purposes of some or all of the provisions of paragraph (1) of this
subsection."

SEC. 3. The first sentence of paragraph (1) of subsection (d) of section 14 of
the Securities Exchange Act of 1934 (15 U.S.C. 78n (d) (1) ) is amended—

(1) by inserting after "section 12 of this title," the following: "or any
equity security of an insurance company which would have been required
to be so registered except for the exemption contained in section 12(g) (2) (G)
of this title,"; and
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(2) by striking out "10 per centum" and inserting in lieu thereof "5 per
centum".

SEC. 4. Paragraph 8 of subsection (d) of section 14 of the Securities Exchange
Act of 1934 (15 U.S.C. 78n(d) (8)) is amended by striking out clause (A) and
tedesignating clauses (B), (C), and (D) as clauses (A), (B), and (C),
respectively.

SEC. 5. Subsection (e) of section 14 of the Securities Exchange Act (15 U.S.C.
78n (e) ) is amended by adding the following sentence at the end thereof: "The
Commission shall, for the purposes of this subsection, by rules and regulations
define, and prescribe means reasonably designed to prevent, such acts and prac-
tices as are fraudulent, deceptive, or manipulative."
Passed the Senate August 18, 1970.
Attest:

FRANCIS R. VALEO,
Secretary.

SECURITIES AND EXCHANGE COMMISSION,
Washington, D.C., September 14, 1970.

Re S. 336, 91st Congress, second session.

Hon. HARLEY 0. STAGGERS,
Chairman, Committee on Interstate and Foreign Commerce,
House of Representatives, Washington, D.C.
DEAR Mn. CHAIRMAN: This is in reply to your request for a prompt report on

S. 336, together with such comments as we may desire to make.
On March 25, 1970 I testified on this bill before the Subcommittee on Securi-

ties of the Senate Committee on Banking and Currency and submitted a state-
ment for the record which appears on pages 37 and 38 of the printed hearing.
At that time the bill was in precisely the form in which it is now pending before
your Committee and the Commission's views remain the same as they were at
that time. We support the bill and if it is enacted we will act promptly in con-
sidering what changes in our rules and regulations are necessary to give effect
to the Congressional intent embodied in it.

Briefly our position stems from our understanding of the purpose of Section
3(b) of the Securities Act of 1933, which this bill would amend, as well as our
analysis of the 1945 amendment to this same Section. As originally enacted this
Section permitted the Commission by appropriate rules and regulations to pro-
vide exemption from the registration requirements of the Securities Act for
public offerings of securities not exceeding $100,000. The Congressional purpose
which prompted this Section of the Act was to expedite the raising of necessary
capital for the commencement or expansion of small business enterprises. By
1945 $100,000 was, in many cases, an inadequate amount to accomplish this
objective due to generally increased costs as compared with 1933. Congress ac-
cordingly increased to $300,000 the amount of the exemption which the Commis-
sion was authorized to grant by rules under Section 3(b) of the Act.
In our view an identical situation exists again today. Costs have continued

to rise so that the exemption which was placed at $300,000 in 1945 is no more
adequate now than $100,000, as first established in 1933, was in 1945. The same
expansion which led Congress to encourage the commencement and expansion
of small business by increasing this exemptive provision from $100,000 to $300,000
in 1945 appear to us to warrant a further increase to $500,000 at this time.
If we can be of any further assistance to your Committee in your consideration

of this bill, kindly advise us and we will respond promptly.
Since this letter is in lieu of a formal report on the bill, we are transmitting

three additional copies as you requested in your letter.
Due to time limitations and the fact that we have previously cleared a state-

ment of our views on this bill as submitted on the Senate side last March, we
have not submitted this letter to the Office of Management and Budget in ad-
vance. We are, however, sending copies of it to that office today and will advise
you promptly of any comment we receive in the reply.

Sincerely,
HAMER H. BUDGE, Chairman.
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SECURITIES AND EXCHANGE COMMISSION,
Washington, D.C., September 28, 1970.

Re S. 3431, 91st Congress.
Hon. HARLEY 0. STAGGERS,
Chairman, Committee on Interstate and Foreign Commerce, House of Repre-

sentatives, Rayburn House Office Building, Washington, D.C.
DEAR MR. CHAIRMAN: In response to your request of September 11, 1970, I

am pleased to enclose 6 copies of a memorandum setting forth the Commission's
views and recommendations with respect to S. 3431 as passed by the Senate on
August 18, 1970.
Time has not permitted submission of the memorandum to the Office of Man-

agement and Budget for advance clearance pursuant to Budget Circular A-19
(Revised). However, the views and recommendations in the enclosed memoran-
dum do not vary substantially from the testimony presented on behalf of the
Commission on the same bill on March 25, 1970 before the Senate Committee
on Banking and Currency, concerning which the Office of Management and
Budget had advised that there would be no objection from the standpoint of
the Administration's program. Nevertheless, we are submitting this memorandum
to the Office of Management and Budget for any further advice it may wish to
have transmitted to your Committee in this respect.

Sincerely,
HAMER H. BUDGE, Chairman.

Enclosure.

MEMORANDUM OF THE SECURITIES AND EXCHANGE COMMISSION

S. 510 which was introduced by Senator Williams in the 90th Congress, became
law on July 29, 1968 as Public Law 90-439. It consisted of amendments to Sec-
tions 13 and 14 of the Securities Exchange Act of 1934 (the "Act"), and provides
for disclosures with respect to substantial acquisitions of securities registered
under the Act and in connection with tender offers for such securities, together
with protections against fraudulent activities in connection therewith. Such
amendments permit regulation by the Commission of purchases by corporations
of their own shares and provide for disclosure in connection with changes in a
majority of the board of directors which take place or are contemplated in con-
junction with acquisitions of securities and tender offers. Such amendments also
provide for the regulation of solicitations or recommendations to accept or
reject a tender offer. Substantive protections for the public investor to whom the
tender offer is directed are also provided for, such as prescribing a limited time
in which tendered securities may be withdrawn, a limited period during which
securities must be taken up on a pro rata basis rather than a first-come first-
served basis, and provisions that if the terms of a tender offer are varied by
increasing the price, the benefit of such increase must be afforded to persons who
have already tendered their securities prior thereto.
Immediately after enactment of such legislation, the Commission adopted

regulations pertaining to the form and content of the disclosures to 'be furnished
and related matters. This was to implement the provisions in the legislation
which were not self-executing. The pertinent regulations are attached hereto
as an exhibit. ( See Exhibit I, p. 9, this hearing.)
The Commission's experience with the operation of the provisions of P.L.

90-439 has been most satisfactory. The quality of disclosure available to investors
has been substantially improved and important new protections concerning terms
of tender offers have been afforded to them. Since the enactment of such legisla-
tion through June 1970, filings relating to 103 tender offers and 542 acquisitions
of securities have been made with the Commission and were made available to
the investing public. The 103 tender offers involved a total of $2.61 billion.
Attached is a table showing the names of the companies involved in the 103
tender offers, the dates and the dollar amounts involved. ( See Exhibit II, p. 15,
this hearing.)
S. 3431, which was introduced by Senator Williams in the 91st Congress, and

which was passed by the Senate on August 18, 1970, would amend Section 13
(d) (1) of the Act in two respects. This section now requires any person who
acquires 10 percent or more of any class of equity securities registered under the
Act or of any equity security issued by a registered closed-end investment com-
pany to file with the 'Commission certain specified disclosures. Such filing include,
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for example, disclosures pertaining to the identity and background of the person
who acquired such securities, the source and amount of funds to be used, and the
purposes for which the shares were acquired.
The first proposed amendment under the bill to Section 13(d) (1) of the Act

would extend its coverage to insurance companies. The present law applies only
In the case of securities which are registered under Section 12 of the Act and
those issued by registered closed-end investment companies as previously men-
tioned. Since securities of insurance companies, which are subject to specified
state regulation, are not so registered by reason of the exemption contained in
Section 12(g) (2) ( G) of the Act for insurance company securities, the law at
present does not apply in such cases.
The Commission, of course, does not desire to take issue with the Congressional

decision reached in 1964 to leave reporting, proxy solicitation and the regulation
of insider trading with respect to insurance company securities to appropriate
state authorities. However, it may well be that the considerations which resulted
in leaving this type of regulation to the states may be inapplicable in the case
of tender offers. More frequently than not, tender offers are made on a nationwide
basis and are not presently regulated by state insurance commissioners. Indeed,
it might be quite difficult for a state commissioner to regulate tender offers made
from outside his state. While the Commission does not know precisely the num-
ber of insurance companies to which the amendment would extend, we have
information showing that for the calendar year 1969, 14 tender offers were made
for shares issued by national insurance companies; a list of such companies is
attached as Exhibit III (seep. 9, this hearing).
The second change which S. 3431 would make in Section 13(d) (1) of the Act

would be to reduce the ten percent figure in that section to five percent. This
would mean that the provisions of present law would be triggered at the five
percent level instead of the present ten percent level. The principal reason this
change would be appropriate is that there is evidence that companies undertaking
an acquisition, limit their prior purchases of stock in the open market to around
nine percent as a means of avoiding making disclosures to the investing public.
Obviously, ten percent of the securities of larger corporations represents very
large amounts of money.

S. 3431 would also amend Section 13(e) of the Act. This amendment suggested
by the Commission would authorize the Commission to adopt rules and regulations
with respect to purchases by certain issuers of their own securities and purchases
in their behalf and by their control persons. Subsection 13(e) (2) of the Act
provides that a purchase by or for a person in a control relationship with the
issuer, or a purchase by a person on behalf of the issuer, is considered to be a
purchase by the issuer for the purpose of the subsection. We suggested that the
subsection be made subject to the authority of the Commission to adopt such rules
and regulations as may be appropriate, and this amendment would do just that.
It seems unnecessary to place on persons in a control relationship with the issuer
all of the requirements, such as notice to shareholders and other restrictions,
which may be appropriate for purchases by the issuer of its security.
Section 14(d) of the Act, which was also added thereto by Public Law 90-439,

makes it unlawful to make a cash tender offer for securities subject to these
provisions without filing with the Commission a statement containing essentially
the same information as is provided for in Section 13 ( d) and furnishing such
part of this information as the Commission may require to security holders who
are invited to tender their shares. Section 14(d) also contains provisions govern-
ing the terms of a cash tender offer.
The present bill, S. 3431, would eliminate the exemption contained in Section

14 ( cl) of the Act for exchange offers of securities registered under the Securities
Act of 1933. In an exchange offer, instead of offering cash for the securities of
the target company, securities of the acquiring company are offered.
While registration under the Securities Act of 1933 provides for disclosure and

thus is an adequate substitute for the disclosures required by Section 14(d),
the substantive provisions of the Act as they relate to the terms of the cash
tender offer are not applicable to exchange offers of securities nor does the Act
at present provide for regulation of solicitations in opposition to such an exchange
offer.
Our information indicates that from the effective date of Public Law 90-439

through December 31, 1969, offerings of securities in exchange for other securities
in the approximate aggregate amount of $18 billion were registered with the
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Commission. These offerings which are exempt from most of the provisions of the
law, exceeded in number and in dollar amount the cash tender offers which are
subject to existing law. We have noticed a tendency to use exchange offers when
an attempt is made to take over large corporations which would be extremely diffi-
cult to finance by means of a cash tender offer. S. 3431, if enacted, would have
the desirable result of extending the substantive and other protections of Public
Law 90-439 to the larger group of public security holders to whom such exchange
offers are made.

S. 3431 would also amend Section 14(e) of the Act. As it now exists, Section
14(e) prohibits false statements and fraudulent or deceptive practices in con-
nection with tender offers, but it does not specifically grant the Commission any
rule-making authority to deal with such practices. Though general authority
contained in the Act could probably be relied on for this purpose, Section 4 of
S. 3431 would add a sentence granting to the Commission rule-making power
specifically to define and _prescribe means reasonably designed to prevent fraudu-
lent, deceptive and manipulative practices in this area. The language in the pro-
posed amendment is identical with that contained in existing Section 15(e) (2)
of the Act, which grants to the Commission rule-making power with respect to
fraudulent, deceptive or manipulative practices by brokers and dealers in trans-
actions in the over-the-counter markets. The rule-making power provided for by
Section 4 of this bill would enable the Commission to deal more effectively with
the devices sometimes employed on both sides in contested tender offers.
For the foregoing reasons the Commission strongly supports the proposed

amendments to Public Law 90-439 which are set forth in S. 3431, and urges its
enactment.

Mr. Moss. Our first witness today will be the Honorable John S.
Monagan of Connecticut.
Welcome, Mr. Monagan, I understand you have a statement you

would like to present to the subcommittee this morning. Proceed as
you see fit, sir.

STATEMENT OF HON. JOHN S. MONAGAN, A REPRESENTATIVE IN
CONGRESS FROM THE STATE OF CONNECTICUT

Mr. MONAGAN. Mr. Chairman and distinguished members of this
committee, I appreciate this opportunity to appear before you this
morning to present my views on H.R. 4285, my bill to provide for
adequate notice to stockholders and management of a target company
in a cash takeover bid.
Under the terms of my bill, the disclosure requirements of the Cor-

porate Takeover Act, Public Law 90-439, would be expanded in the
direction of giving shareholders and management some previous notice
of a cash tender offer to gain control of more than 10 percent of the
outstanding stock of a company registered under the Securities and
Exchange Act. I am happy to note that S. 3431, another bill you are
considering this morning, would broaden the existing disclosure
requirements to cash tender offers of over 5 percent of a company's
stock. I think that lowering the trigger mechanism of the disclosure
requirements from 10 to 5 percent is a proper recognition of the impact
that acquisition of 5 percent of a company's stock can have upon the
future control and public market of the securities involved, and share-
holders are entitled to be fully informed. I am hopeful that the sub-
stance of my bill to provide some prior notice will be worked into the
broadened disclosure requirements proposed by S. 3431.
I introduced H.R. 4285 because I was seriously concerned with the

defenseless position of shareholders and management of target com-
panies in a cash takeover bid. While I welcomed the new protections
provided to shareholders by the Corporate Takeover Act, especially the
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disclosure requirements and the 7-day withdrawal right for share-
holders, I do not think that the provisions requiring disclosure to share-
holders and management at the time disclosure is made to the Securities
and Exchange Commission provide enough leadtime to shareholders
to make an informed decision, or to management to enable it to present
a defense to the cash takeover bid. I appreciate the necessity for the
Securities and Exchange Commission to maintain a posture that favors
neither the person making the cash tender offer nor the target company
management, but I do not believe that that objective can be achieved
under the present law. As the situation now stands, the moving party;
that is, the person making the cash tender offer, has all of the advan-
tages, and the target company management, which has only a minimal
opportunity to avail itself of the information provided in the manda-
tory disclosure statement, is almost defenseless. At the very least, an
attempt must be made to provide the target company management in
a cash takeover bid with protections similar to those enjoyed where
the tender offer involves an exchange of securities. Also, in the interest
of fairness, shareholders should be provided with additional time to
scrutinize the information provided to them by the mandatory
disclosure requirements to enable them to weigh the merits of retaining
or selling their shares.
I think that my bill provides an approach to rectifying the inequities

inherent under the present state of the law. My bill would provide a
30-day hold period between the filing of a cash takeover bid with the
Securities and Exchange Commission and the actual purchase of the
target companies securities. I would not insist that the 30-day period is
an absolute necessity, but I do think some provision giving manage-
ment and shareholders a reasonable period of time for scrutiny of the
cash tender offer is in order. Under the present law, the simultaneous
notice requirement, coupled with the shareholder's 7-day withdrawal
right, is grossly inadequate.
A person making a cash tender offer under the present law can con-

ceivably proceed to consummate a takeover utilizing the element of
surprise to the exclusion of having a program enhancing or even main-
taining the profitability of a particular enterprise and in the interest
of stockholders and general economic stability, the law should be
changed if for only that reason.
I recognize that mergers consummated by cash tender offers often

result in strengthening the merged corporation, and I did not introduce
my bill to shift the advantages from the person making the takeover
offer to the target company management or to put shareholders in a
position to exploit the market impact of a tender offer. I did introduce
the bill as a means to balance the equities between the competing
parties to prevent unnecessary economic dislocations of particular in-
dustries which are frequently occasioned by the looseness of our present
laws governing cash takeover bids.
I will leave it to the wisdom of the committee to determine the par-

ticular means by which fairness can be insured, and whether it chooses
to accomplish this by legislation like or similar to my own or by broad-
ening the general regulatory mandate to the Securities. and Exchange
Commission to insure fairness in this regard, I will support its
determination.
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Mr. Moss. Thank you, Mr. Monagan, for sharing your thoughts on

this legislation with us today.
Are there any questions? If not, then thank you again, sir.

Mr. MONAGAN. Thank you, Mr. Chairman, for affording me the time

to present my views.
Mr. Moss. Our next witness will be the Hon. Hamer H. Budge,

Chairman of the Securities and Exchange Commission and whatever

members of his staff he wishes to accompany him.

STATEMENT OF HON. HAMER H. BUDGE, CHAIRMAN, SECURITIES

AND EXCHANGE COMMISSION; ACCOMPANIED BY PHILIP A.

LOOMIS, JR., GENERAL COUNSEL; AND IRVING M. POLLOCK, DI-

RECTOR, DIVISION OF TRADING AND MARKETS

Mr. BUDGE. Mr. Chairman, seated with me is Mr. Philip A. Loomis,

Jr., General Counsel of the Commission, and Mr. Irving M. Pollock,

Director of our Division of Trading and Markets.
Mr. Chairman and members of the subcommittee, it is a pleasure to

be here this morning to present the Commission's views on S. 3431, per-

taining to certain amendments to Public Law 90-439, and S. 336, a pro-

posal to increase the Regulation A ceiling under the Securities Act of

1933.
I should like to begin today with a discussion of the amendments to

Public Law 90-439, which became law on July 29,1968.
Public Law 90-439 provides for disclosures with respect to substan-

tial acquisitions of securities registered under the Securities Exchange
Act and in connection with tender offers for such securities, together
with protections against fraudulent activities. It permits Commission
regulation of corporations' purchases of their own shares and provides
for disclosure in connection with changes of a majority of the board of
directors in conjunction with acquisitions of securities and takeover
bids. It also provides for the regulation of solicitations or recommenda-
tions to accept or reject the tender offer. Substantive protections for the
public investor to whom the tender offer is directed are also provided,
such as providing a limited time in which tendered securities can be
withdrawn, a limited period during which securities must be taken up
on a pro rata basis rather than a first come, first served basis, and provi-
sions that if the terms of a tender offer are varied by increasing the
price the benefits of that increase must be afforded to persons who have
already tendered their securities.
Immediately after enactment of the legislation, the 'Commission

adopted regulations pertaining to the form and content of the disclo-
sures to be furnished and related matters. This was done since certain
provisions in the legislation were not self-executing. I have a complete
set of the pertinent regulations with me today if the committee would
like to have them inserted in the record at this point.
Mr. Moss. I think it would be most appropriate to have them inserted

at this point. Without objection they will be received and placed in the
record.
Mr. BUDGE. Thank you, Mr. Chairman.
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(The regulations referred to follow:)

Exhibit I

REGULATION 13D, ACQUISITION REPORTS AND REGULATION 14D, TENDER OFFERS—
AS IN Et116CT APRIL 1, 1969

REGULATION 131)

Rule 134-1. Filing of Schedule 13D
Any person who, after acquiring directly or indirectly the beneficial ownership

of any equity security of a class which is registered pursuant to section 12 of the
Act, or any equity security issued by a closed-end investment company registered
under the Investment Company Act of 1940, is directly or indirectly the beneficial
owner of more than 10 per centum of such class shall, within 10 days after such
acquisition, send to the issuer of the security at its principal executive office, by
registered or certified mail, send to each exchange where the security is traded,
and file with the Commission, a statement containing the information required by
Schedule 13D. Eight copies of the statement shall be 'filed with the Commission.
(Adopted July 30,1968, Release 34-8370, eff. July 30, 1968; amended, Aug. 30,

1968, Release 34-8392, eff. amended, Mar. 24. Release 34-8556, eff. Apr. 1, 1969.)

Rule 134-2. Filing of Amendments
If any material change occurs in the facts set forth in the statement required

by Rule 134-4, the person who filed such statement shall promptly file with the
Commission and send to the issuer and the exchange an amendment disclosing
such change. Eight copies of each such amendment shall be filed with the
Commission.
(Adopted July 30, 1968, Release 34-8370, eff. July 30, 1968; amended, Mar. 24,

Release 34-8556, eff. Apr. 1, 1969.)

Rule 134-3. Determination of Ownership of Specified Percentages of a Class of
Equity Securities

In determining, for the purposes of section 13(d) or section 14(d), whether a
person is directly or Indirectly the beneficial owner of securities of any class,
such person shall be deemed to be the beneficial owner of securities of such class
which such person has the right to acquire through the exercise of presently
exercisable options, warrants or rights or through the conversion of presently
convertible securities, or otherwise. The securities subject to such options, war-
rants, rights or conversion privileges held by a person shall be deemed to be
outstanding for the purpose of computing the percentage of outstanding securities
of the class owned by such person but shall not be deemed to be outstanding for
the purpose of computing the percentage of the class owned by any other person.
( Adopted Aug. 30, 1968, Release 34-8392, eff. Aug. 30,1968.)

Rule 134-4. Exemption of Acquisitions Pursuant to Pre-emptive Rights
An acquisition of securities of an issuer by a security holder who prior to such

acquisition was the beneficial owner of more than 10 percent of the outstanding
securities of the same class as those acquired shall be exempt from section 13(d)
of the Act If the following conditions are met:
(a) The acquisition Is made pursuant to preemptive subscription rights in an

offering made to all holders of securities of the class to which the pre-emptive
subscription rights pertain;
(b) The purchaser does not, through the exercise of such pre-emptive subscrip-

tion rights, acquire more than his or its pro rata share of the securities offered;
and
(c) The acquisition is duly reported pursuant to section 16(a) of the Act and

the rule and regulations thereunder.
(Adopted effective Jan. 31, 1969, Release 34 8510.)
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SCHEDULE 13D-INFORMATION TO BE INCLUDED IN STATEMENTS FILED
PURSUANT TO RULE 13d-1 OR 14d-1

Notes. A. The item numbers and captions of the items shall be included but the
text of the items are to be omitted. The answers to the items shall be so prepared
as to indicate clearly the coverage of the items without referring to the text of
the items. Answer every item. If an item is inapplicable or the answer is in the
negative, so state.
B. If the statement is filed by a partnership, limited partnership, syndicate, or

other group, the information called for by Items 2 to 6, inclusive, shall be given
with respect to (1) each partner or any partnership or limited partnership,
(2) each member of such syndicate or group and (3) each person controlling
such partner or member. If a person referred to in (1), (2) or (3) is a corpora-
tion or the statement is filed by a corporation, the information called for by the
above-mentioned items shall be given with respect to each officer and director
of such corporation and each person controlling such corporation.

Item 1. Security and Issuer
State the title of the class of equity securities to which this statement relates

and the name and address of the issuer of such securities.

Item 2. Identity and Background
State the following with respect to the person filing this statement:
(a) Name and business address;
(b) Residence address;
(c) Present principal occupation or employment and the name, principal busi-

ness and address of any corporation or other organization in which such employ-
ment is carried on;
(d) Material occupations, positions, offices or employments during the last 10

years, giving the starting and ending dates of each and the name, principal busi-
ness and address of any business corporation or other organization in which
each such occupation, position, office or employment was carried on; and
(e) Whether or not, during the last 10 years, such person has been convicted

in a criminal proceeding (excluding traffic violations or similar misdemeanors)
and, if so, give the dates, nature of conviction, name and location of court, and
penalty imposed, or other disposition of the case. A negative answer to this sub-
item need not be furnished to security holders.

Item 3. Source and Amount of Funds or Other Consideration
State the source and amount of funds or other consideration used or to be

used in making the purchases, and if any part of the purchase price or proposed
purchase price is represented or is to be represented by funds or other con-
sideration borrowed or otherwise obtained for the purpose of acquiring, holding,
or trading the securities, a description of the transaction and the names of the
parties thereto.

Item 4. Purpose of Transaction
State the purpose or purposes of the purchase or proposed purchase of secu-

rities of the issuer. If the purpose or one of the purposes of the purchase or pro-
posed purchase is to acquire control of the business of the issuer, describe any
plans of proposals which the purchasers may have to liquidate the issuer, to sell
its assets or to merge it with any other persons, or to make any other major
change in its business or corporate structure, including, if the issuer is a regis-
tered closed-end investment company, any plans or proposals to make any
changes in its investment policy for which a vote would be required by section 13
of the Investment Company Act of 1940.

Item 5. Interest in Securities of the Issuer
'State the number of shares of the security which are beneficially owned, and

the number of shares concerning which there is a right to acquire, directly or in-
directly, by (i) such persons, and (ii) each associate of such person, giving the
name and address of each such associate. Furnish information as to all transac-
tions in the class of securities to which this statement relates which were effected
during the past 60 days by the person filing this statement and by its subsidiaries
and their officers, directors and affiliated persons.
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Item 6. Contracts, Arrangements, or Understandings 
With Respect to Securities

of the Issuer

Furnish information as to any contracts, arrangements, 
or understandings with

any person with respect to any securities of the issuer, 
including but not limited

to transfer of any of the securities, joint ventures, loan o
r option arrangements,

puts or calls, guaranties of loans, guaranties against loss o
r guaranties of profits,

division of losses or profits, or the giving or withholding 
of proxies, naming the

persons with whom such contracts, arrangements, or und
erstandings have been

entered into, and giving the details thereof.

Item 7. Persons Retained, Employed or To Be Compensated

Where the ,Schedule 13D relates to a tender offer, or request or 
invitation for

tenders, identify all persons and classes of persons employed, ret
ained or to be

compensated by the person filing this 'Schedule 13D, or by any person 
on his behalf,

to make solicitations or recommendations to security holders and descr
ibe briefly

the terms of such employment, retainer or arrangement for compensati
on.

Item 8. Material To Be Filed as Exhibits

Copies of all requests or invitations for tenders or advertisements m
aking a

tender offer or requesting or inviting tenders, additional material solici
ting or

requesting such tender offers, solicitations or recommendations to the 
holders of

the security to accept or reject a tender offer or request or invitation for t
enders

shall be filed as an exhibit.
Signature.

I certify that to the best of my knowledge and belief the information set forth

in this statement is true, complete and correct.

(Date) (Signature)

If the statement is signed on behalf of a person by an authorized representa-

tive, evidence of the representative's authority to sign on behalf of such person

shall be filed with the statement.
( Schedule 13D adopted, eff. July 30, 1968, Release 34-8370.. Items 4 and 5

amended Aug. 30,1968, 34-8392.)

Rule 13e-4. Purchase of Securities by Issuer Thereof

When a person other than the issuer makes a tender offer for, or request or in-

vitation for tenders of, any class of equity securities of an issuer subject to sec-
tion 13(e) of the Act, and such person has filed a statement with the Commission

pursuant to Rule 14d-1 and the issuer has received notice thereof, such issuer

shall not thereafter, during the period such tender offer, request or invitation

continues, purchase any equity securities of which it is the issuer unless it has
complied with both of the following conditions:
(a) The issuer has filed with the Commission eight copies of a statement con-

taining the information specified below with respect to the proposed purchases:
(1) The title and amount of securities to be purchased, the names of the per-

sons or classes of persons from whom, and the market in which, the securities are
to be purchased, including the name of any exchange on which the purchase is to
be made;
(2) The purpose for which the purchase is to be made and whether the secu-

rities are to be retired, held in the treasury of the issuer or otherwise disposed of,
indicating such disposition; and
(3) The source and amount of funds or other consideration used or to be used

in making the purchases, and if any part of the purchase price or proposed pur-
chase price is represented by funds or other consideration borrowed or other-
wise obtained for the purpose of acquiring, holding, or trading the securities, a
description of the transaction and the names of the parties thereto; and
( b ) The issuer has at any time within the past 6 months sent or given to its

equity security holders the substance of the information contained in the
statement required by paragraph (a).
Provided, however, That any issuer making such purchases which commenced

prior to July 30, 1968, shall, if such purchases continue after such date, comply
with the provisions of this rule on or before August 12, 1968.
(Adopted July 30, 1968, Release 34-8370, eff. July 30, 1968; amended intro-

ductory para. and para. (a) (3), Aug. 30, Release 34-8392, eff. Aug. 30, 1968;
amended, Mar. 24, Release 34-8556, eff. Apr. 1, 1969.)
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REGULATION 14D

Rule 14d-1. Filing Schedule 13D and Furnishing of Information to Security
Holders

(a) No person, directly or indirectly, by use of the mails or by any means or
instrumentality of interstate commerce or of any facility of a national securities
exchange or otherwise, shall make a tender offer for, or a request or invitation
for tenders of, any class of any equity security which is registered pursuant to
section 12 of the Act, or any equity security issued by a closed-end investment
company registered under the Investment Company Act of 1940, if, after con-
summation thereof, such person would, directly or indirectly, be the beneficial
owner of more than 10 per centum of such class, unless, at the time copies of the
offer or request or invitation are first published or sent or given to security
holders, such person has filed with the Commission a statement containing the
information and exhibits required by Schedule 13D: Provided, however, That
any person making a tender offer for or a request or invitation for tenders which
commenced prior to July 30, 1968, shall, if such offer, request or invitation
continues after such date, file the statement required by this rule on or before
August 12, 1968.
(b) If any material change occurs in the facts set forth in the statement

required by paragraph (a) of this rule, the person who filed such statement shall
promptly file with the Commission an amendment disclosing such change.
(c) All tender offers for, or requests or invitations for tenders of, securities

published or sent or given to the holders of such securities shall include the
following information:
(1) The name of the person making the tender offer, request or invitation;
(2) The exact dates prior to which, and after which, security holders who

deposit their securities will have the right to withdraw their securities pursuant
to section 14(d) (5) of the Act, or otherwise;
(3) If the tender offer or request or invitation for tenders is for less than all

of the outstanding securities of the class and the person making the offer, re-
quest or invitation is not obligated to purchase all of the securities tendered, the
date of expiration of the period during which the securities will be taken up pro
rata pursuant to section 14(d) (6), or otherwise; and
(4) The information required by Items 2 (a), (c), and (e), 3, 4, 5, and 6 of

Schedule 13D, or a fair and adequate summary thereof.
.(d) Any additional material soliciting or requesting such tender offers subse-

quent to the initial solicitation or request shall contain the name of the persons
making such solicitation or request and the information required by Items 2 (a),
(c), and (e), 3, 4, 5, and 6 of Schedule 13D, or a fair and adequate summary
thereof: Provided, however, That such material may omit any of such informa-
tion previously furnished to the persons solicited or requested for tender offers.
Copies of such additional material soliciting or requesting such tender offers shall
be filed with the Commission not later than the time copies of such material are
iirSt published or sent or given to security holders.
(e) Eight copies of the statement 'required by paragraph (a), every amend-

ment to such statement, and all other material required by this rule, shall be
filed with the Commission.
(Adopted, July 30, Release 34-3870, eff. July 30, 1968; amended para. (c),

Aug. 30, Release 34-8392, eff. Aug. 30, 1968; amended, Mar. 24, Release 34-8556,
eff. Apr. 1, 1969.)

Rule 14d-2. Certain Communications to Which Rules Do Not Apply
The rules contained in this regulation do not apply to the following

communications:
(a) Offers to purchase securities made in connection with a distribution of

securities permitted by Rule 10b-6, 10b-7 or 10b-8.
(b) The call or redemption of any security in accordance with the terms and

conditions of the governing instruments.
(o) Offers to purchase securities evidenced by a script certificate, order form

or similar document which represents fractional interest in a share of stock
or similar security.
(d) Offers to purchase securities pursuant to a statutory procedure for the

purchase of dissenting shareholders' securities.
(e) The furnishing of information and advice regarding a tender offer to cus-

tomers or clients by attorneys, banks, brokers, fiduciaries or investment advisers,
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who are not otherwise participating in the tender offer or solicitation, on the
unsolicited request of a person or pursuant to a general contract for advice to the
person to whom the information or advice is given.
(f) A communication from an issuer to its security holders which does no more

than (1) identify a tender offer or request or invitation for tenders made by
another person, (2) state that the management of the issuer is studying the
matter and will, on or before a specified date (which shall be not later than 10
days prior to the date specified in the offer, request or invitation, as the last date
on which tenders will be accepted, or such shorter period as the Commission may
authorize) advise security holders as to the management's recommendation to
accept or reject the offer, request or invitation, and (3) request security holders
to defer making a determination as to whether or not they should accept or reject
the offer, request or invitation until they have received the management's
recommendation with respect thereto.
(g) Offers to purchase securities in transactions exempt from registration

under the Securities Act of 1933 pursuant to section 3(a) (10) thereof.
(Adopted Aug. 30, 1968. Release 34-8392, eff. Aug. 30, 1968.)

Rule 14d-4. FiUng of Schedule 14d
(a) No solicitation or recommendation to the holders of a security to accept or

reject a tender offer or request or invitation for tenders subject to section 14(d)
of the Act shall be made unless, at the time copies of the solicitation or recom-
mendation are first published or sent or given to holders of the security, the per-
son making such solicitation or recommendation has filed with the Commission
a statement containing the information specified by Schedule 14D: Provided,
however, That this rule shall not apply to (1) a person required by Rule 14d-1(a)
to file a statement, or (2) a person, other than the issuer or the management of
the issuer, who makes no written solicitations or recommendations other than
solicitations or recommendations copies of which have been filed with the Com-
mission pursuant to this rule of Rule 14d-1: And, provided further, That any
person making a solicitation or recommendation to the holders of a security to
accept or reject a tender offer or request or invitation for tenders which solicita-
tion or recommendation commenced prior to July 30, 1968 shall, if such solicita-
tion or recommendation continues after such date, file the statement required by
this rule on or before August 12, 1968.
(b) If any material change occurs in the facts set forth in the statement re-

quired by paragraph (a) of this rule, the person who filed such Statement shall
promptly file with the Commission an amendment disclosing such change.
(o) Any written solicitation or recommendation to the holders of a security to

accept or reject a tender offer or request or invitation for tenders subject to sec-
tion 14(d) of the Act shall include the name of the person making such solicita-
tion or recommendation and the information required by Items 1(b), 2(b) of
Schedule 14D or a fair and adequate summary thereof: Provided, however, That
such written solicitation or recommendation may omit any of such information
previously furnished to the persons to whom the solicitation or recommendation
is made.
(Adopted July 30, Release 34-8370, eff. July. 30, 1968.)

SCHEDULE 14D
Item 1. Security and Issuer
(a) 'State the title of the class of equity securities to which this statement

relates and the name and address of the issuer of such securities.
(b) Identify the tender offer or request or invitation for tenders to which this

statement relates and state the reasons for the solicitation or recommendation
to security holders to accept or reject such tender offer, request, or invitation for
tenders.

Item 2. Identity and Background
(a) .State the name and business address of the person 'filing this statement.
(b) Describe any arrangement or understanding in regard to the solicitation

with (1) the issuer or the management of the issuer or (ii) •the maker of the
tender offer or request or invitation for tender of securities of the class to which
this statement relates.

52-015 0-70-2
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Item 3. Persons Retained, Employed or To Be Compensated

'Identify any person or class or persons employed, retained or to be compen-

sated, by the person filing this !Schedule 14D, or by any person on his be
half, to

make solicitations or recommendations to security holders and describe 
briefly

the terms of such employment, retainer or arrangement for compens
ation.

Item 4. Material To Be Filed as Exhibits
Copies of all solicitations or recommendations to accept or to reject a 

tender

offer or request or invitation for tenders of the securities specified in Item
 1 shall

be filed as an exhibit.

Item 5. Additional Information To Be Furnished

(a) Furnish information as to all transactions in the class of securities to which

this statement relates which were effected during the past 60 days by the issu
er

and its subsidiaries and their officers, directors and affiliated persons.
Signature.

I certify that to the best of my knowledge and belief the information set forth

in this statement is true, complete and correct.

(Date) (Signature)

If the statement is signed on behalf of a person by an authorized representative,

evidence of the representative's authority to sign on behalf of such person shall

be filed with the statement.
(Adopted July 30, Release 34-8370, eff. July 30, 1968; added Item 5, Aug. 30,

Release 34-8392, eff. Aug. 30, 1968.)

Rule 141-1. Change in Majority of Directors

If, pursuant to any arrangement or understanding with the person or persons
acquiring securities in a transaction subject to section 13(d) or 14(d) of the Act,
any persons are to be elected or designated as directors of the issuer, otherwise
than at a meeting of security holders, and the persons so elected or designated will
constitute a majority of the directors of the issuer, then, not less than 10 days
prior to the date any such person take office as a director, or such shorter period
prior to that date as the Commission may authorize upon a showing of good cause
therefor, the issuer shall file with the Commission and transmit to all holders of
record of securities of the issuer who would be entitled to vote at a meeting for
election of directors, information substantially equivalent to the information
which would be required by Items 5 (a), '(d), (e), and (f), 6 and 7 of Schedule
14A of Regulation 14A to be transmitted if such person or persons were nominees
for election as directors at a meeting of such security holders. Eight copies of
such information shall be filed with the Commission.
(Adopted July 30, Release 34-8370, eff. July 30, 1968; amended, Mar. 24, Release

34-8556, eff. Apr. 1, 1969.)

Mr. BUDGE. Our experience with the operation of Public Law 90-439
has been most satisfactory. The quality of disclosure available to the
investing public has been substantially improved in addition to provid-
ing important new protections concerning the terms of tender offers.
Since the enactment of the legislation through June 1970, filings relat-
ing to 103 tender offers and 542 acquisitions of securities have been
made with the Commission and made available to the public. The 103
tender offers involved a total of $2.61 billion. If the committee wishes
I can submit for the record a table showing the names of the companies
involved in the 103 tender invitations, as well as the dates and dollar
amounts involved.
Mr. Moss. I think, if there is no objection, that will be received and

placed in the record at this point.
(The information referred to follows:)
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Mr. BUDGE. After this brief sketch, I now would like to turn to the
specific amendments pending before you in S. 3431. The first section of
the bill would amend in two respects section 13(d) (1) of Public
Law 90-439, which section requires any person who acquires 10 percent
or more of equity securities registered under the Securities Exchange
Act or any equity securities issued by a registered closer end invest-
ment company to file with the Commission certain specified disclosures.
These would include, for example, disclosures pertaining ot the iden-
tity and background of the person who acquired such securities, the
source and the amount of funds to be used, and the purposes for which
the shares were acquired.
The first amendment to section 13(d) (1) would be to extend its

coverage to insurance companies. The present law applies only to
securities registered pursuant to section 12 of the Securities Exchange
Act and to registered closed end investment companies. The securities
of insurance companies are not so registered by reason of the exemp-
tion contained in section 12g(2) (0) of the Securities Exchange Act
for insurance company securities which are subject to specified State
regulation.
The Commission, of course, does not wish to disturb the congres-

sional decision reached in 1964 to leave reporting, proxy solicitation
and the regulation of insider trading with respect to the securities of
insurance companies to appropriate State authorities. As I indicated
in my testimony before the Senate Subcommittee on Securities last
March, it may well be that the considerations which resulted in leaving
this latter type of regulation to the States may be inapplicable to ten-
der offers. More frequent than not, tender offers are made on a nation-
wide basis and are not presently regulated by State insurance
commissioners. Indeed, it might be quite difficult for a State commis-
sioner to regulate a tender offer made from outside his State. While we
do not know precisely the number of insurance companies to which the
amendment would extend, we have information showing that for the
calendar years 1967 to 1969, 15 tender offers were made for shares
issued by national insurance companies. I have this list with me today
if you would like it to be included in the record.
Mr. Moss. I think it would be of value to the subcommittee. Without

objection it will be received for the record.
(The information referred to follows:)
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Mr. BUDGE. The second change in S. 3431 as it relates to section
13(d) (1), would be to reduce the 10 percent figure in that section to
5 percent. This would mean that the provisions of present law would be
triggered at the 5-percent level instead of the present 10-percent level.
The principal reason this change would be appropriate is that there is
evidence that companies undertaking an acquisition, limit their prior
purchases of stock in the open market to around 9 percent as a means of
avoiding making disclosures to the investing public.
Obviously, 10 percent of the securities of the larger corporations

represent very large amounts of money.
S. 3431 would also amend section 13(e) of the Securities Exchange

Act of 1934. This section authorizes the Commission to adopt rules
and regulations with respect to purchases by certain issuers of their
own securities. Subsection (e) (2) provides that a purchase by or for a,
person in a control relationship with the issuer or a purchase by a per-
son on behalf of the issuer is considered to be a purchase by the issuer
for the purpose of the subsection. The present proposal provides the
authority of the Commission to adopt such rules and regulations as
may be appropriate. It seems unnecessary to place on persons in a con-
trol relationship with the issuer all of the requirements, such as notice
to shareholders and other restrictions, which may be appropriate for
purchases by the issuer of its security.
Section 14(d), which was likewise added by Public Law 90-439,

makes it unlawful to make a cash tender offer for securities subject to
these provisions without filing with the Commission a statement con-
taining essentially the same information as is provided for in section
13(d) and furnishing such part of this information as the Commis-
sion may require to security holders who are invited to tender their
shares. Section 14(d) also contains provisions governing the terms of
a cash tender offer.
The present bill, S. 3431, would eliminate the exemption contained

in section 14(d) for exchange offers of securities registered under the
Securities Act of 1933. The exchange offer is a situation where instead
of offering cash for the securities of the target company, securities of
the acquiring company are offered.
While registration under the Securities Act provides for disclosure

and thus is an adequate substitute for the disclosures required by sec-
tion 14(d), the substantive provisions of the statute as they relate to
the terms of the cash tender are not applicable to exchange offers of
securities nor does the statute at present provide for regulation of
solicitations in opposition to such an exchange offer.
Our information shows that from the effective date of the bill

through December 31, 1969, offerings of securities in exchange for
other securities in the approximate aggregate amount of $18 billion
were registered with the Commission. I might add, Mr. Chairman,
that for the first 7 months of 1970 there have been some $658 million of
securities registered with the Commission for offerings in exchange for
securities of other issuers.
These offerings which are exempt from most of the provisions of the

law, exceeded in number and in dollar amount the cash tender offers
which are subject to existing law. We have noticed a tendency to use
exchange offers when an attempt is made to take over large corpora-
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tions which would be extremely difficult to finance by means of a cash
tender offer. S. 3431, if enacted, would have the desirable result of
extending the substantive and other protections of Public Law 90-439
to the larger group of public security holders to whom such offers are
made.
The final amendment contained in S. 3431 would be to section 14(e).

Existing section 14(e) prohibits false statements and fraudulent or
deceptive practices in connection with tender offers, but it does not
grant the Commission any rulemaking authority to deal with such
practices. Section 5 of S. 3431 would add a sentence granting to the
Commission rulemaking power to define and prescribe means reason-
ably designed to prevent fraudulent, deceptive and manipulative prac-
tices. The language in this amendment is identical with that contained
in existing section 15(c) (2) of the Exchange Act, which grants the
Commission rulemaking power with respect to fraudulent, deceptive
or manipulative practices by brokers and dealers in transactions in the
over-the-counter markets. The rulemaking power provided for by sec-
tion 5 of the bill would enable the Commission to deal more effectively
with the devices sometimes employed on both sides in contested offers.
For the foregoing reasons the Commission strongly supports the

proposal to amend Public Law 90-439.
I understand that today's hearing, insofar as it involves proposed

amendments to the takeover bid law, relates not only to S. 3431, to
which my testimony has thus far been directed, but also to H.R. 4285.
This latter bill was introduced in the House of Representatives by
Congressman Monagan and referred to your committee on January 23,
1969, over a year before S. 3431 was introduced in the Senate. I note,
however, that it would amend the takeover law in only one respect. It
would require that a party attempting to take over should give the
Commission and the issuer—the target company-30 days notice. In
contrast with this single purpose, S. 3431 provides a comprehensive
pattern of changes in the takeover law in five respects, all of which
seem to be called for by our experience in administering that law since
it was enacted in July of 1968. The Commission accordingly suggests
that H.R. 4285 should not be reported out as against S. 3431, the enact-
ment of which the Commission strongly favors.
I might add as an aside, Mr. Chairman, that I recently attended the

meeting of the State securities commissioners in your beautiful State
of California at San Diego. A number of them expressed to me their
interest, that is the State administrators within the various States, in
the enactment of this amendment into law.

S. 336-A PROPOSAL TO PERMIT AN EXEMPTION OF SECURITY ISSUES NOT

EXCEEDING $ 5 0 0 ,0 0 0 FROM CERTAIN PROVISIONS

S. 336 would amend section 3(b) of the Securities Act of 1933 so as
to increase the maximum aggregate amount of securities of certain
issuers offered to the public, which may be exempted from registration
under the act pursuant to rules and regulations of the Securities and
Exchange Commission, from $300,000 to $500,000. The Commission
supports this amendment, and if it is enacted the Commission will act
promptly to consider what amendments to its rules and regulations are
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necessary to give effect to the intent of Congress. A pressing purpose of
S. 336 is to aid small businesses in raising capital, and the regulation
primarily affected will be the Commission's Regulation A.
At this point, I believe it would be helpful to explain the effect of

S. '336 in the context of the general provisions of the Securities Act.
The act, as you know, requires that companies proposing to make pub-
lic offerings of securities file registration statements covering those
securities with the Commission, unless the statute provides an exemp-
tion. Section 3(b) of the act authorizes the Commission by appropriate
rules and regulations to provide such an exemption for offerings not
exceeding a specified dollar amount. This dollar amount was set at
$100,000 in 1933 and a 1945 amendment to the Securities Act increased
the amount to $3007000.
The legislative history of the 1945 amendment indicates that the pri-

mary reason for the increase then was the desire of Congress to aid
small businesses in raising necessary capital for the commencement or
expansion of business, and it considered that $100,000 would, in many
cases, be an inadequate amount for the accomplishment of such objec-
tives in view of generally increased costs as compared to those existing
when the act was passed in 1933.
An identical situation exists at the present time. Costs have con-

tinued to rise throughout the economy with the results that the $300,-
000 of 1945 has substantially less purchasing power today. In many
cases, it is an inadequate amount to finance properly either a small
established business seeking to modernize or expand, or a newly orga-
nized venture requiring a substantial amount of seed capital. It would
take substantially more dollars now to purchase the same amount of
capital goods which could have been bought in 1945 for $300,000. One
purpose of S. 336, then, is simply to update section 3(b) so that the
original policy underlying that section will be carried out in present-
day economic conditions.
Current economic conditions also present other problems for a com-

pany desiring to raise $300,000 or less through the vehicle of a Regula-
tion A offering. The $300,000 limitation makes it difficult for issuers to
interest investment bankers in such offerings because the larger and
more experienced investment banking houses are not interested in
underwriting small issues, partly because returns to them would not be
commensurate with the effort needed to underwrite such an offering.
Where an underwriter can be found, the underwriting commissions for
small issues may run as high as 15 percent to 20 percent of the amount
sold which, of course, reduces the funds available to the issuer of the
securities. The problems facing a small company in obtaining 'financ-
ing may be considerable because such sources as banks and private
investors may not be willing or able to provide adequate risk capital.
A public offering may therefore be the only viable alternative source
of financing, whatever the cost.
This explains, then, why Members of Congress and the financial

community have suggested the desirability of a further increase in the
$300,000 limitation. I might mention in passing that this is not the first
time such a proposal has been before the Congress. When the Securities
Act was amended in 1954, the bill which passed the Senate would have
raised the limitation to $500,000. However, no such provision was
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included in the bill which passed the House of Representatives. When
the differences in the two versions were submitted to conference, the
conference committee declined to accept the Senate version of the bill
in this respect, and it was the conference committee's version which
was enacted into law.
At the beginning of my comments on this bill, I mentioned that

section 3(b) authorizes the Commission to promulgate rules and regu-
lations to give effect to the exemption provided by that section. Several
such rules and regulations have been adopted; namely, rules 234, 235,
and 236 and regulations A and F. I have copies of these rules and
regulations if you wish to include them in the record.
Mr. Moss. I think they would again be of value to the committee in

their deliberations. If there is no objection the material will be received
and be included in the record at this point. Hearing none, it is so
ordered.
(The information referred to follows:)



Rule 234 Exemption of First Lien Notes

(a) Promissory notes directly secured by a
first lien on a single parcel of real estate
upon which is located a dwelling or other resi-
dential or commercial property shall be exempt
from registration under the Act if such notes
are offered in accordance with the following
terms and conditions:

(1) Neither the aggregate unpaid principal
amount of the notes secured by the lien on the
property nor the aggregate amount at which
such notes are offered to the public shall ex-
ceed $100,000;

(2) The aggregate unpaid principal amount
of all indebtedness secured by the first lien on
the property shall not exceed 75 percent of the
appraised value of such property;

(3) The principal amount of each note to
be offered under this regulation shall not be
less than $500, and the total number of notes
secured by the first lien on the property shall
not exceed 125; and

(4) The notes shall be sold for cash or pur-
chasers' obligations to pay cash within 60
days after sale.

(b) Interests or participations in, or prom-
issory notes secured by a lien upon, another
note or notes which are in turn secured by a
first lien upon real estate shall not be deemed
to be directly secured by a first lien on real
estate within the meaning of this rule.

(c) No exemption shall be available under
this rule for any investment contract or other
security the offering of which is involved in
the offering of the notes directly secured by
a first lien upon real estate.

Rule 235 Exemption of Securities of Coopera-
tive Housing Corporations

(a) Stock or other securities representing
membership in any cooperative housing corpo-
ration shall be exempt from registration under
the Act if the terms and conditions of this
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rule are met. The term "cooperative housing
corporation" as used herein means a corpora-
tion each of whose members is entitled, solely
by reason of his membership in such corpora-
tion—

(1) To occupy for dwelling purposes a
house, or an apartment in a building, owned
or leased or to be owned or leased, by such
corporation; or

(2) To purchase a dwelling constructed or
to be constructed by such corporation.

(b) Such corporation shall not be or intend
to be engaged in any business or activity other
than the ownership, leasing, management or
construction of residental properties for its
members, except to the extent that such busi-
ness or activity is incidental to the ownership,
leasing, management, or construction of such
residental properties.

(c) The securities shall be issued only in-
connection with the sale or lease of dwelling
units to persons who are or thereupon become
members of the corporation and shall be trans-
ferable by the purchasers only in connection
with the transfer of such dwelling units or
leases to other persons who are or thereupon
become such members.

(d) The aggregate offering price of all se-
curities of the corporation offered pursuant to
this rule during any 12-month period shall not
exceed $300,000, including any unsold securi-
ties initially offered prior to the beginning of
such period.

(e) The aggregate offering price of securi-
ties offered pursuant to this rule shall be com-
puted upon the basis of the price at which the
securities are to be sold to members or, if such
price is not separately specified, upon the basis
of the par or stated value of the securities to
be offered.
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Rule 236 Exemption of Shares Offered in
Connection With Certain Transactions

Shares of stock or similar security offered
to provide funds to be distributed to share-
holders of the issuer of such securities in lieu
of issuing fractional shares, scrip certificates
or order forms, in connection with a stock
dividend, stock split, reverse stock split, con-
version, merger or similar transaction, shall
be exempt from registration under the Act if
the following conditions are met:

(a) The issuer of such shares is required to
file and has filed reports with the Commission
pursuant to section 13 or 15(d) of the Securi-
ties Exchange Act of 1934;
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(b) The aggregate gross proceeds from the
sale of all shares offered in connection with
the transaction for the purpose of providing
such funds does not exceed $100,000; and

(c) At least 10 days prior to the offering of
the shares, the issuer shall furnish to the Com-
mission in writing the following information:
(i) that it proposes to offer shares in reliance
upon the exemption provided by this rule;
(ii) the estimated number of shares to be so
offered; (iii) the aggregate market value of
such shares as of the latest practicable date;
and (iv) a brief de.;cription of the transaction
in connection with which the shares are to be
offered.
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Rule 251 Definitions of Terms Used in This
Regulation

As used in this regulation, the following
terms shall have the meaning indicated:

Affiliate. An "affiliate" of an issuer is a person
controlling, controlled by or under common
control with such issuer.

Predecessor. A "predecessor" of an issuer is
(i) a person the major portion of whose as-
sets have been acquired directly or indirectly
by the issuer, or (ii) a person from which the
issuer acquired directly or indirectly the major
portion of its assets.
Promoter. The term "promoter" includes—
(a) Any person who, acting alone or in con-

junction with one or more other persons, di-
rectly or indirectly takes the initiative in
founding and organizing the business or enter-
prise of an issuer:
(b) Any person who, in connection with the

founding or organizing of the business or en-
terprise of an issuer, directly or indirectly re-
ceives in consideration of services or property,
or both services and property, 10 percent or
more of any class of securities of the issuer or
10 percent or more of the proceeds from the
sale of any class of securities. However, a per-
son who receives such securities or proceeds
either solely as underwriting commissions or
solely in consideration of property shall not
be deemed a promoter within the meaning of
this paragraph if such person does not other-
wise take part in founding and organizing the
enterprise.

Province. A "Province" is any Province or
Territory of Canada.

Resident. A "resident" of a specified coun-
try is an individual resident of such country
or a corporation or other organization which
is incorporated or organized under the laws of
such country or any of its political subdivi-
sions.

State. A "State" is any State, Territory or
insular possession of the United States, or the
District of Columbia.

Underwriter. The term "underwriter" shall
have the meaning given in section 2(11) of
the Act.

1

Rule 252(0(2)

Rule 252 Securities Exempted

(a) Except as hereinafter provided in this
regulation, securities issued by any of the fol-
lowing persons shall be exempt from registra-
tion under the Act if offered in accordance
with the terms and conditions of this regula-
tion:
(1) Any corporaticm, unincorporated asso-

ciation or trust (i) which is incorporated or
organized under the laws of the United States
or Canada or any State or Province thereof
and (ii) which has or proposes to have its
principal business operations in the United
States or Canada; or
(2) Any individual who is a resident of, and

has or proposes to have his principal business
operations in, any State or Province; or
(3) In the case of an offering to existing

security holders on a pro rata basis pursuant
to warrants or rights, any direct or indirect
majority-owned subsidiary of any issuer speci-
fied in (1) above which has securities regis-
tered on a national securities exchange pur-
suant to the provisions of the Securities Ex-
change Act of 1934.
(b) No exemption under this regulation

shall be available for any of the following
securities:
(1) Fractional undivided interests in oil or

gas rights as defined in Rule 300, or similar
interests in other mineral rights;
(2) Securities of any investment company

registered or required to be registered under
the Investment Company Act of 1940.
(c) No exemption under this regulation

shall be available for the securities of any
issuer if such issuer, any of its predecessors
or any affiliated issuer—
(1) Has filed a registration statement which

is the subject of any proceeding or examina-
tion under section 8 of the Act, or is the sub-
ject of any refusal order or stop order entered
thereunder within 5 years prior to the filing
of the notification required by Rule 255;
(2) Is subject to pending proceedings under

Rule 261 or any similar rule adopted under
section 3(b) of the Act, or to an order en-
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tered thereunder within 5 years prior to the
filing of such notification;
(3) Has been convicted within 5 years prior

to the filing of such notification of any crime
or offense involving the purchase or sale of
securities;
(4) Is subject to any order, judgment or

decree of any court of competent jurisdiction,
entered within 5 years prior to the filing of
such notification, temporarily or permanently
restraining or enjoining such person from en-
gaging in or continuing any conduct or prac-
tice in connection with the purchase or sale
of securities; or
(5) Is subject to a United States Post Office

fraud order.
(d) No exemption under this regulation

shall be available for the securities of any is-
suer, if any of its directors, officers or prin-
cipal security holders, any of its promoters
presently connected with it in any capacity,
any underwriter of the securities to be offered,
or any partner, director or officer of any such
underwriter—
(1) Has been convicted within 10 years

prior to the filing of the notification required
by Rule 255 of any crime or offense involving
the purchase or sale of any security or arising
out of such person's conduct as an underwriter,
broker, dealer or investment adviser;
(2) Is subject to any order, judgment or

decree of any court of competent jurisdiction
temporarily or permanently enjoining or re-
straining such person from engaging in or con-
tinuing any conduct or practice in connection
with the purchase or sale of any security or
arising out of such person's conduct as an un-
derwriter, broker, dealer or investment ad-
viser;

(3) Is subject to an order of the Commission
entered pursuant to section 15(b) of the Se-
curities Exchange Act of 1934; has been found
by the Commission to be a cause of any such
order which is still in effect; or is subject to
an order of the Commission entered pursuant
to section 203(d) or (e) of the Investment
Advisors Act of 1940;
(4) Has been and is suspended or expelled

from membership in a national or provincial
securities dealers association or a national se-
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curities exchange or a Canadian securities ex-
change for conduct inconsistent with just and
equitable principles of trade; or
(5) Is subject to a United States Post Office

fraud order.
(e) No exemption under this regulation shall

be available for the securities of any issuer if

any underwriter of such securities, or any di-
rector, officer or partner of any such under-
writer was, or was named as, an underwriter

of any securities—
(1) Covered by any registration statement

which is the subject of any proceeding or ex-
amination under section 8 of the Act, or is the
subject of any refusal order or stop order en-
tered thereunder within 5 years prior to the
filing of the notification required by Rule 255;
or
(2) Covered by an filing which is subject to

pending proceedings under Rule 261 or any

similar rule adopted under section 3(b) of the

Act, or to an order entered thereunder within

5 years prior to the filing of such notification.

(f) Paragraph (c), (d) or (e) shall not

apply to the securities of any issuer if the

Commission determines, upon a showing of

good cause, that it is not necessary under the

circumstances that the exemption be denied.

Any such determination by the Commission

shall be without prejudice to any other action

by the Commission in any other proceeding

or matter with respect to the issuer or any

other person.

Rule 253 Special Requirements for Certain
Offerings

(a) The following provisions of this rule

shall apply to any offering under this regula-

tion of securities of any issuer which—

(1) was incorporated or organized within 1

year prior to the date of filing the notification

required by Rule 255 and has not had a net

income from operations; or

(2) was incorporated or organized more

than 1 year prior to such date and has not had

a net income from operations, of the character

in which the issuer intends to engage, for at

least one of the last 2 fiscal years.

(b) If the issuer conducts or proposes to

conduct its principal business operations in
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Canada, the securities to be offered hereunder
shall be qualified or made eligible for offering
in the Province in which such operations are
or will be conducted. The securities of any
other issuer incorporated or organized under
the laws of Canada or any Province thereof
shall be qualified or made eligible for offering
in the Province in which the issuer has its
principal office or principal place of business
in Canada. All securities subject to this para-
graph shall be, offered in the Province in
which they are qualified or made eligible for
offering, concurrently with the offering in the
United States. Issuers engaged in extractive
or manufacturing enterprises shall be deemed
to have their principal business operations in
the Province in which their principal plants
or other properties are located.

(c) In computing the amount of securities
which may be offered hereunder, there shall
be included, in addition to the securities speci-
fied in Rule 254—

(1) All securities issued prior to the filing
of the notification, or proposed to be issued,
for a consideration consisting in whole or in
part of assets or services and held by the per-
son to whom issued; and

(2) All securities issued to and held by or
proposed to be issued, pursuant to options or
otherwise, to any director, officer or promoter
of the issuer, or to any underwriter, dealer or
security salesman:

Provided, That such securities need not be in-
cluded to the extent that effective provision is
made, by escrow arrangements or otherwise,
to assure that none of such securities or any
interest therein will be reoffered to the public
within 1 year after the commencement of the
offering hereunder and that any reoffering of
such securities will be made in accordance with
the applicable provisions of the Act.

(d) None of the securities to be offered
hereunder shall be offered for the account of
any person other than the issuer of such se-
curities.

(e) Rule 257 shall not apply to any offering
of securities under this regulation by any is-
suer which is subject to this rule.

3

Rule 254 Amount of Securities Exempted
(a) The aggregate offering price of all of

the following securities of (i) the issuer, (ii)
its predecessors and (iii) all of its affiliates
which were incorporated or organized, or be-
came affiliates of the issuer, within the past
2 years, shall not exceed $300,000:
(1) All securities of such persons presently

being offered under this regulation, or under
any other regulation adopted pursuant to sec-
tion 3(b) of the Act, or specified in the notifi-
cation required by Rule 255 as proposed to be
so offered;

(2) All securities of such persons previ-
ously sold pursuant to an offering under this
regulation, or under any other regulation
adopted pursuant to section 3(b) of the Act,
commenced within 1 year prior to the com-
mencement of the proposed offering; and

(3) All securities of such persons sold in
violation of section 5(a) of the Act within 1
year prior to the commencement of the pro-
posed offering.

Notwithstanding the foregoing, the aggregate
offering price of all securities of such per-
sons so offered or sold on behalf of any one
person other than the issuer or issuers of such
securities shall not exceed $100,000, except
that this limitation shall not apply if the se-
curities are to be offered on behalf of the
estate of a deceased person within 2 years
after the death of such person.
(b) The aggregate offering price of secur-

ities which have a determinable market value
shall be computed upon the basis of such mar-
ket value as determined from transactions or
quotations on a specified date within 15 days
prior to the date of filing the notification, or
the offering price to the public, whichever is
higher: Provided, That the aggregate gross
proceeds actually received from the public for
the securities offered hereunder shall not ex-
ceed the maximum aggregate offering price
permitted in the particular case by paragraph
(a) above.
(c) Where securities which have no deter-

minable market value are offered in exchange
for outstanding securities, claims, property, or
services, the aggregate offering price thereof
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shall be computed at the public offering price
of securities of the same class for cash, or if
no cash offering is to be made, then upon the
basis of the value of the securities, claims,
property or services to be received in exchange,
as established by bona fide sales made within
a reasonable time, or in the absence of such
sales, upon the basis of the fair value of the
securities, claims, property or services to be
received in exchange, as determined by some
accepted standard.
(d) The following securities need not be in-

cluded in computing the amount of securities
which may be offered under this regulation:
(1) Unsold securities the offering of which

has been withdrawn with the consent of the
Commission by amending the pertinent noti-
fication to reduce the amount stated therein
as proposed to be offered;
(2) Securities acquired or to be acquired,

otherwise than for distribution by a single
holder of the majority of the outstanding vot-
ing stock of the issuer in connection with a
pro rata offering to stockholders;
(3) In the case of an offering by an issuer

to existing security holders on a pro rata basis
pursuant to warrants or rights, that portion
of the offering made outside of the United
States and Canada;
(4) In the case of an offering of interests

in an unincorporated theatrical production,
interests in any affiliated unincorporated the-
atrical production; or
(5) In the case of an offering of interests

in an unincorporated issuer organized to hold
title to, lease, operate or improve specific real
property, interests in any affiliated issuer or-
ganized to hold title to, lease, operate or im-
prove other specific real property.

Rule 255 Filing of Notification on Form 1—A

(a) At least 10 days (Saturdays, Sundays
and holidays excluded) prior to the date on
which the initial offering of any securities is
to be made under this regulation, there shall
be filed with the Regional Office of the Com-
mission specified below four copies of a noti-
fication on Form 1—A. The Commission may,
however, in its discretion, authorize the com-
mencement of the offering prior to the expira-

4

tion of such 10-day period upon a written
request for such authorization.

(b) The notification shall be signed by the
issuer and each person, other than the issuer,
for whose account any of the securities are to
be offered. If the notification is signed by any
person on behalf of any other person, evidence
of authority to sign on behalf of such other
person shall be filed with the notification, ex-
cept where an officer of the issuer signs on
behalf of the issuer.

(c) The notification shall be filed with the
Regional Office for the region in which the
issuer's principal business operations are con-
ducted or proposed to be conducted in the
United States. The notification of an issuer
having or proposing to have its principal busi-
ness operations in Canada shall be filed with
the Regional Office nearest the place where the
issuer's principal business operations are con-
ducted or proposed to be conducted, unless the
offering is to be made through a principal un-
derwriter located in the United States, in which
case the notification shall be filed with the
Regional Office for the region in which such
underwriter has its principal office.

(d) Any amendment to the notification

shall be signed in the same manner as the

original notification. Four copies of such

amendment shall be filed with the same Re-

gional Office as the original notification at

least 10 days prior to any offering of the se-

curities subsequent to the filing of such

amendment, or such shorter period as the

Commission, in its discretion, may authorize

upon a written request for such authorization.

(e) A notification or any exhibit or other
document filed as a part thereof may be with-
drawn upon application unless the notification
is subject to an order under Rule 261 at the
time the application is filed or becomes subject
to such an order within 15 days (Saturdays,
Sundays and holidays excluded) thereafter:
Provided, That a notification may not be with-
drawn after any of the securities proposed to

be offered thereunder have been sold. Any such

application shall be signed in the same manner

and filed with the same Regional Office as the
notification.
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Rule 256 Filing and Use of the Offering Cir-
cular

(a) Except as provided in paragraph (c) of
this rule and in Rule 257—
(1) No written offer of securities of any

issuer shall be made under this regulation un-
less an offering circular containing the infor-
mation specified in Schedule I of Form 1—A is
concurrently given or has previously been
given to the person to whom the offer is made,
or has been sent to such person under such
circumstances that it would normally have
been received by him at or prior to the time
of such written offer; and
(2) No securities of such issuer shall be sold

under this regulation unless such an offering
circular is given to the person to whom the
securities were sold, or is sent to such person
under such circumstances that it would nor-
mally be received by him, with or prior to any
confirmation of the sale, or prior to the pay-
ment by him of all or any part of the purchase
price of the securities, whichever first occurs.
(b) In the case of transactions effected on

a securities exchange, delivery of the offering
circular shall be deemed to have been made if
prior to such transactions a reasonable num-
ber of copies of the offering circular have been
furnished to the exchange for delivery to any
person or persons requesting copies thereof.
(c) Any written advertisement or other

written communication, or any radio or tele-
vision broadcast, which states from whom an
offering circular containing the information
specified in Schedule I of Form 1—A may be
obtained and in addition contains no more
than the following information may be pub-
lished, distributed or broadcast at or after the
commencement of the public offering to any
person prior to sending or giving such person
a copy of such circular:
(1) The name of the issuer of such security;
(2) The title of the security, the amount

being offered, and the per-unit offering price
to the public;
(3) The identity of the general type of busi-

ness of the issuer; and
(4) A brief statement as to the general

character and location of its property.
(d) The offering circular may be printed,
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mimeographed, lithographed or typewritten,
or prepared by any similar process which will
result in clearly legible copies. If printed, it
shall be set in roman type at least as large as
10-point modern type, except that financial
statements and other statistical or tabular
matter may be set in roman type at least as
large as 8-point modern type. All type shall be
leaded at least 2 points.
(e) If the offering is not completed within

9 months from the date of the offering circu-
lar, a revised offering circular shall be pre-
pared, filed and used in accordance with these
rules as for an original offering circular, ex-
cept that in the case of offerings under stock
purchase, savings, stock option or other sim-
ilar plans for the benefit of employees, if the
offering is not completed within 12 months
from the date of the offering circular, a re-
vised offering circular shall be prepared, filed
and used in accordance with these rules as for
an original offering circular. In no event shall
an offering circular be used which is false or
misleading in light of the circumstances then
existing.
(f) Four copies of the offering circular re-

quired by this rule, which is to be used at the
commencement of the offering, shall be filed
with the notification required by Rule 255 at
the time such notification is filed and shall be
deemed a part thereof. If the offering circular
is thereafter revised or amended, four copies
of such revised or amended circular shall be
filed as an amendment to the notification
with the appropriate Regional Office of the
Commission at least 10 days prior to its use,
or such shorter period as the Commission may,
in its discretion, authorize upon a written re-
quest for such authorization.

Rule 257 Offerings Not in Excess of $50,000

Except as to issues specified in paragraph
(a) of Rule 253 and issues of assessable stock,
the offering circular specified in Rule 256 need
not be filed or used in connection with an
offering of securities under this regulation if
the aggregate offering price of all securities of
the issuer, its predecessors and affiliates of-
fered or sold without the use of such an offer-
ing circular does not exceed $50,000, computed
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in accordance with Rule 254, provided the
following conditions are met:
(a) There shall be filed as an exhibit to the

notification four copies of a statement setting
forth the information (other than financial
statements) required by Schedule 1 of Form
1—A to be set forth in an offering circular.
(b) No advertisement, article or other com-

munication published in any newspaper, mag-
azine or other periodical and no radio or tele-
vision broadcast in regard to the offering shall
contain more than the following information:
(1) The name of the issuer of such security;
(2) The title of the security, amount offered,

and the per-unit offering price to the public;
(3) The identity of the general type of busi-

ness of the issuer;
(4) A brief statement as to the general

character and location of its property; and
(5) By whom orders will be filled or from

whom further information may be obtained.

Rule 258 Sales Material To Be Filed

Four copies of each of the following com-
munications prepared or authorized by the is-
suer or anyone associated with the issuer, any
of its affiliates or any principal underwriter
for use in connection with the offering of any
securities under this regulation shall be filed,
with the office of the Commission with which
the notification is filed, at least 5 days (exclu-
sive of Saturdays, Sundays and holidays)
prior to any use thereof, or such shorter period
as the Commission, in its discretion, may
authorize:
(a) Every advertisement, article or other

communication proposed to be published in
any newspaper, magazine or other periodical;
(b) The script of every radio or television

broadcast; and
(c) Every letter, circular or other written

communication proposed to be sent, given or
otherwise communicated to more than 10 per-
sons, except offering circulars filed pursuant
to Rule 256 (f).

Rule 259 Prohibition of Certain Statements

No offering circular or other written or oral
communication used in connection with any
offering under this regulation shall contain
any language stating or implying that the
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Commission has in any way passed upon the

merits of, Or given approval to, the securities

offered or the terms of the offering or has de-

termined that the securities are exempt from

registration, or has made any finding that the

statements in any such offering circular or

other communication are accurate or complete.

Rule 260 Reports of Sales Hereunder

Within 30 days after the end of each 6-
month period following the date of the origi-
nal offering circular required by Rule 256, or

of the statement required by Rule 257, the is-

suer or other person for whose account the

securities are offered shall file with the Re-

gional Office of the Commission with which

the notification was filed four copies of a re-

port on Form 2—A containing the information

called for by that form. A final report shall be

made upon completion or termination of the

offering and may be made prior to the end of

the 6-month period in which the last sale is

made.

Rule 261 Suspension of Exemption

(a) The Commission may, at any time af-

ter the filing of a notification, enter an order

temporarily suspending the exemption, if it

has reason to believe that—
(1) No exemption is available under this

regulation for the securities purported to be

offered hereunder or any of the terms or con-

ditions of this regulation have not been com-

plied with, including failure to file any report

as required by Rule 260.
(2) The notification, the offering circular or

any other sales literature contains any untrue

statement of a material fact or omits to state

a material fact necessary in order to make the

statements made, in the light of the circum-

stances under which they are made, not mis-

leading;

(3) The offering is being made or would be

made in violation of section 17 of the Act;

(4) Any event has occurred after the filing

of the notification which would have rendered

the exemption hereunder unavailable if it had

occurred prior to such filing;

(5) Any person specified in paragraph (c)
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of Rule 252 has been indicted for any crime or
offense of the character specified in subpara-
graph (3) thereof, or any proceeding has been
initiated for the purpose of enjoining any such
person from engaging in or continuing any
conduct or practice of the character specified
in subparagraph (4) of such paragraph;

(6) Any person specified in paragraph (d)
of Rule 252 has been indicted for any crime or
offense of the character specified in subpara-
graph (1) thereof, or any proceeding has been
initiated for the purpose of enjoining any such
person from engaging in or continuing any
conduct or practice of the character specified
in subparagraph (2) of such paragraph; or

(7) The issuer or any promoter, officer, di-
rector or underwriter has failed to cooperate,
or has obstructed or refused to permit the
making of an investigation by the Commis-
sion in connection with any offering made or
proposed to be made hereunder.

(b) Upon the entry of an order under para-
graph (a) of this rule, the Commission will
promptly give notice to the persons on whose
behalf the notification was filed (i) that such
order has been entered, together with a brief
statement of the reasons for the entry of the
order, and (ii) that the Commission, upon re-
ceipt of a written request within 30 days after
the entry of such order, will, within 20 days
after the receipt of such request, set the mat-
ter down for hearing at a place to be desig-
nated by the Commission. If no hearing is
requested and none is ordered by the Commis-
sion, the order shall become permanent on the
30th day after its entry and shall remain in
effect unless or until it is modified or vacated
by the Commission. Where a hearing is re-
quested or is ordered by the Commission, the
Commission will, after notice of and opportu-
nity for such hearing, either vacate the order
or enter an order permanently suspending the
exemption.

(c) The Commission may at any time after
notice of an opportunity for hearing, enter an
order permanently suspending the exemption
for any reason upon which it could have en-
tered a temporary suspension order under
paragraph (a) of this rule. Any such order

7

shall remain in effect until vacated by the
Commission.

(d) All notices required by this rule shall
be given to the person or persons on whose
behalf the notification was filed by personal
service, registered or certified mail or con-
firmed telegraphic notice at the addresses of
such persons given in the notification.
(Amended, para. (d), eff. Dec. 4, 1964, Release 33-

4744.)

Rule 262 Consent to Service of Process

(a) If the issuer, any of its directors or
officers, any person for whose account any of
the securities are to be offered, or any under-
writer of the securities to be offered, is not a
resident of the United States, each such non-
resident person shall, at the time of filing the
notification required by Rule 255, furnish to
the Commission in a form prescribed by or ac-
ceptable to it, a written irrevocable consent
and power of attorney which—

(1) Designates the Securities and Exchange
Commission as an agent upon whom may be
served any process, pleadings, or other papers
in any civil suit or action brought against the
person executing the consent and power of
attorney or to which he has been joined as de-
fendant or respondent, in any appropriate
court in any place subject to the jurisdiction
of the United States, where the cause of ac-
tion (i) accrues on or after the effective date
of this rule, and (ii) arises out of any offer-
ing made or purported to be made under this
regulation or any purchase or sale of any se-
curity in connection therewith; and

(2) Stipulates and agrees that any such
civil suit or action may be commenced by the
service of process upon the Commission and
the forwarding of a copy thereof as provided
in paragraph (b) of this rule, and that the
service as aforesaid of any such process,
pleadings, or other papers upon the Commis-
sion shall be taken and held in all courts to
be as valid and binding as if due personal
service thereof had been made.

(b) Service of any process, pleadings or
other papers on the Commission under this
rule shall be made by delivering the requisite
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number of copies thereof to the Secretary of
the Commission or to such other person as the
Commission may authorize to act in its behalf.
Whenever any process, pleadings or other pa-
pers as aforesaid are served upon the Commis-
sion, it shall promptly forward a copy thereof
by registered or certified mail to the appro-
priate defendants at their last address of rec-
ord filed with the Commission. The Commis-
sion shall be furnished a sufficient number of
copies for such purpose, and one copy for its
files.

(Amended para. (b) eff. Dec. 4, 1964, Release 33-
4744).

Rule 263 Notice of Delayed or Suspended Of-
fering and Sale

If within 3 business days after the issuer
has received notice that the Commission has
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no further comments with respect to the noti-
fication a bona fide effort is not made to pro-
ceed with the offering and sale of the securi-
ties proposed to be offered under this regula-
tion, or if the offering or sale of such securities
is suspended by the issuer or any underwriter
within 15 days after the issuer has received
such notice, a notice of the delay or suspen-
sion, stating the reasons therefor, shall be
filed by the issuer or underwriter with the
Regional Office of the Commission with which
the notification was filed, unless such infor-
mation is set forth in the offering circular.
Such notice shall be sent promptly by tele-
graph or air mail and if sent by telegraph shall
be confirmed in writing within a reasonable
time by the filing of a signed copy of the
notice.



36

REGULATION A

FORM I—A—NOTIFICATION UNDER REGULATION A '

Item 1. The Issuer.

Furnish the following information as to the issuer of the securities proposed to be offered here-
under:

(a) Exact name of issuer;
(b) Date of incorporation or organization and name of State or Province or other jurisdic-

tion under the laws of which it was incorporated or organized;
(c) Name of State or Province or other jurisdiction in which issuer's principal business op-

erations are conducted or proposed to be conducted;
(d) If the issuer is subject to Rule 253 (b) , names of all States and Provinces in which the

issuer owns or leases, or proposes to own or lease, any mine, plant or other physical property, in-
dicating all such properties held or to be held in each such State or Province. Furnish similar
information as to any such properties held or to be held in any country other than the United
States or Canada.

Item 2. Predecessors, Affiliates and Principal Security Holders of Issuer.

List the full name and complete address of each of the following persons:
(a) Each predecessor of the issuer. If any such predecessor is no longer in existence, so state

and give its last address prior to its dissolution.
(b) Each affiliate of the issuer, indicating the nature of the affiliation.
(c) Each person who owns of record, or is known to own beneficially, 10 percent or more

of the outstanding securities of any class of the issuer, stating the title and amount owned by
each such person.

Item 3. Directors, Officers and Promoters.

List the full name and complete residence address of each of the following persons:
(a) Each director of the issuer;
(b) Each officer of the issuer, indicating all positions and offices held with the issuer;
(c) If the issuer was incorporated or organized within the past 3 years, each promoter of the

issuer.

Item 4. Counsel for Issuer and Underwriters.

Give the name and address of counsel for the issuer in connection with the proposed offering.
Furnish similar information as to any counsel for the underwriters.

Item 5. Actions against the Issuer or its Predecessors or Affiliated Issuers.
State whether the issuer or any of its predecessors or affiliated issuers—
(a) Has been convicted of any crime or offense specified in paragraph (c) (3) of Rule 252;
(b) Is subject to any order, judgment or decree specified in paragraph (c) (4) of that rule; or
(c) Is subject to a U.S. Post Office fraud order.

Instruction. If the answer to any of the foregoing sub-items is in the affirmative, explain fully, giving the per-
tinent names, dates and other details.

' The notification shall contain the item numbers and captions of all items, but the text of the items may be
omitted if all of the information required by each item is clearly set forth under the respective item number and
caption.

9
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Item 6. Actions against Directors, Officers and Others.

State whether any person specified in paragraph (d) of Rule 252—
(a) Has been convicted of any crime or offense specified in subparagraph (1) thereof;
(b) Is subject to any order, judgment or decree specified in subparagraph (2) thereof;
(c) Has been and is suspended or expelled from membership in any national or provincial

securities dealers association or national securities exchange or Canadian securities exchange;
(d) Is subject to a U.S. Post Office fraud order.

Instruction. If the answer to any of the foregoing sub-items is in the affirmative, explain fully, giving the per-

tinent names, dates and other details.

Item 7. Connection of Underwriters with Other Offerings.

State whether or not any underwriter or other person specified in paragraph (e) of Rule
252 was, or was named as, an underwriter of any securities covered by a registration statement

or other filing of the character specified in subparagraph (1) or (2) of that paragraph.

Instruction. If the answer to any of the foregoing sub-items is in the affirmative, explain fully, giving the per-

tinent names, dates and other details.

Item 8. Jurisdictions in which Securities are to be Offered.

(a) If the issuer is subject to Rule 253 (b) , state the Province in which the securities covered
by this notification have been or will be qualified or made eligible for offering.

(b) List the names of the States, Provinces and other jurisdictions in which the securities cov-

ered by this notification are proposed to be offered through underwriters, dealers or salesmen in

such jurisdictions.
(c) If the offering is to be made by advertisements, mail, telephone or otherwise in States,

Provinces or other jurisdictions other than those listed under (b) above, describe the methods
proposed to be employed in making the offering therein and list such States, Provinces or other

jurisdictions to the extent that they are known.
(d) If the offering or any part thereof is to be made by use of the facilities of any securities

exchange, name the exchange.

Note. No securities shall be offered or sold in any other State, Province or other jurisdiction or by use of

the facilities of any other exchange until an amendment to the notification has been filed listing the names of

the additional jurisdictions or exchanges.

Item 9. Unregistered Securities Issued or Sold Within One Year.
(a) As to any unregistered securities issued by the issuer or any of its predecessors or affili-

ated issuers within 1 year prior to the filing of this notification, state (i) the name of such issu-
er; (ii) the title and amount of securities issued; (iii) the aggregate offering price or other con-
sideration for which they were issued and the basis for computing the amount thereof; and (iv)
the names of the persons or the identity of the class of persons to whom the securities were issued.

(b) As to any unregistered securities of the issuer or any of its predecessors or affiliated is-
suers which were sold within 1 year prior to the filing of this notification by or for the account of
any person who at the time was a director, officer, promoter or principal security holder of the is-
suer of such securities, or was an underwriter of any securities of such issuer, furnish the infor-
mation specified in (i) through (iv) or paragraph (a).

(c) Indicate the section of the Act or rule or regulation of the Commission under which ex-
emption from registration was claimed with respect to such securities and state briefly the facts
relied upon for the exemption.

Item 10. Other Present or Proposed Offerings.
State whether or not the issuer or any of its affiliated issuers is presently offering or present-

ly contemplates the offering of any securities, in the United States or Canada, in addition to
those covered by this notification. If so, describe fully the present or proposed offering.

10
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Item 11. Exhibits.

Four copies of each of the documents specified below shall be filed as exhibits to the notifica-
tion. List under this item all such documents filed.

(a) Any indenture or other instruments defining the rights of holders of debt securities to
be offered hereunder. If equity securities are to be offered, furnish copies of the provisions of the
governing instruments defining the rights of holders of such securities.

(b) All underwriting contracts relating to the securities to be offered hereunder.
(c) A written consent and certification, in the form set forth below, signed by each under-

writer of the securities proposed to be offered hereunder. All underwriters may, with appropri-
ate modifications, sign the same consent and certification or separate consents and certifications
may be signed by any underwriter or group of underwriters. At least one copy of each consent
and certification shall be signed manually.

(d) If any of the securities proposed to be offered hereunder are to be offered for the ac-
count of any person other than the issuer, a written statement signed by the issuer representing
that the proposed offering will not interfere with any needed financing by the issuer under this
regulation.

(e) Each consent to service of process required by Rule 262. Each such consent shall be
prepared and executed in conformity with the appropriate form prescibed therefor. At least one
copy of each such consent shall be signed manually. Any copies not manually signed shall bear
typed or printed signatures.

(f) The offering circular required by Rule 256, or if the offering is to be made pursuant to
Rule 257, the statement required by paragraph (a) of that rule and any offering circular to be
used in connection with such offering.

(g) If any accountant, engineer, geologist, or appraiser, or any person whose profession
gives authority to a statement made by him, is named as having prepared or certified any part of
the notification required by Rule 255, the offering circular required by Rule 256 or the statement
required by Rule 257, or is named as having prepared or certified a report or valuation, whether
or not for use in connection with the notification, offering circular or statement, the written con-
sent of such person shall be filed unless the Commission dispenses with such filing as impractica-
ble or as involving undue hardship.

(h) Any escrow or other similar arrangement relied upon to meet the requirements of Rule
253 (c).

SIGNATURE 1

This notification has been signed in the City of State (or
Province) of     on    , 19 

(Issuer)

By  
(Name and Title)

(Selling eecurity holder)

CONSENT AND CERTIFICATION BY UNDERWRITER

1. The undersigned hereby consent to being named as underwriter in a notification and of-
fering circular filed with the Securities and Exchange Commission by (name of issuer) pursu-
ant to Regulation A in connection with a proposed offering of (title of securities) to the public.

2. The undersigned hereby certifies that it furnished the statements and information set forth

' The notification will be signed in accordance with Rule 255. At least one copy shall be signed manually by or on
behalf of the issuer and each selling security holder. Any copies not manually signed shall bear typed or printed
signatures.

11
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in such notification and offering circular with respect to the undersigned, its directors and officers
or partners, that such statements and information are accurate, complete and fully responsive to
the requirements of Form I—A and Schedule I thereto, and do not omit any information required
to be stated therein with respect of any of such persons, or necessary to make the statements and
information therein with respect to any of them not misleading.

Date

12

(Underwriter)

By  
(Principal Officer)
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SCHEDULE I-INFORMATION TO BE INCLUDED IN THE OFFERING
CIRCULAR REQUIRED BY RULE 256

The offering circular required by Rule 256,
or statement required by Rule 257, shall be
dated and shall contain the following informa-
tion:

1. The following statement shall be set forth
on the outside front cover page of the offering
circular in capital letters in type as large as
that used generally in the body of the circular:

THESE SECURITIES ARE OFFERED PURSU-
ANT TO AN EXEMPTION FROM REGISTRATION
WITH THE UNITED STATES SECURIIES AND
EXCHANGE COMMISSION. THE COMMISSION
DOES NOT PASS UPON THE MERITS OF ANY
SECURITIES NOR DOES IT. PASS UPON THE AC-
CURACY OR COMPLETENESS OF ANY OFFER-
ING CIRCULAR OR OTHER SELLING LITERA-
TURE.

2. State the exact name and address of the
issuer, the name of the State or other jurisdic-
tion under the laws of which it was incor-
porated or organized and the date of its in-
corporation or organization.

3. (a) Give the following information, in the
tabular form indicated, on the outside front
cover page of the offering circular on a per-
share or other unit basis.

Offering price Underwriting Proceeds to issuer
to public discounts or or other persons

commissions

(b) If any of the securities are to be offered
for the account of any person other than the
issuer, give the name and address of each such
security holder, the total amount he owns and
the amount to be offered hereunder for his ac-
count.

4. (a) State the amount of securities to be
offered pursuant to this regulation, the aggre-
gate offering price to the public, the aggreagate
underwriting discounts or commissions, the
amount of expenses of the issuer and the
amount of expenses of the underwriters to be
borne by the issuer, and the aggregate pro-
ceeds to the issuer or security holders for
whose account the securities are to be offered.
(b) If the securities are not to be offered

for cash, state the basis upon which the offer-
ing is to be made.
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5. Describe briefly the method by which the
securities are to be offered and if the offering
is to be made by or through underwriters, the
name and address of each underwriter and the
amount of the participation of each such un-
derwriter, indicating the nature of any ma-
terial relationship between the issuer and such
underwriter.

6. (a) Furnish a reasonably itemized state-
ment of the purposes for which the net cash
proceeds to the issuer from the sale of the
securities are to be used and the amount to be
used for each such purpose, indicating in what
order of priority the proceeds will be used for
the respective purposes.
(b) Describe any arrangements for the re-

turn of funds to subscribers if all of the securi-
ties to be offered are not sold; if there are no
such arrangements, so state.

7. Give a brief description of the securities
to be offered pursuant to this regulation. In-
clude the following information:
(a) In the case of shares, the par or

stated value, if any; the rate of dividends,
if fixed, and whether cumulative or noncumu-
lative; a brief indication of the preference,
if any; and if convertible, the conversion
rate.
(b) In the case of debt securities, the rate

of interest; the date of maturity, or if the
issue matures serially, a brief indication of
the serial maturities, such as "maturing serially
from 1965 to 1975"; if the payment of principal
or interest is contingent, an appropriate indi-
cation of such contingency; a brief indication
of the priority of the issue; and if convertible,
the conversion rate.
(c) In the case of any other kind of securi-

ties, appropriate information of a comparable
character.
8A. Mining business. If the issuer is engaged

or proposes to engage in mining or exploratory
mining operations, briefly describe the business
or proposed business of the issuer in accord-
ance with the following instructions:
(a) Give the location and means of access

to the mining properties now held or intended
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to be acquired and the nature of the title under
which such properties are held or intended to
be held. Indicate any known risks to which such
title may be subject.
(b) Identify the principal metallic or

other constituents of the deposits to be ex-
plored or developed and describe the char-
acteristics of such deposits. No claim shall be
made as to the existence of a body of ore unless
it has been sufficiently tested to be properly
classified as "proven" or "probable" ore, as
defined below. If the work done has not estab-
lished the existence of proven or probable ore,
a statement shall be made that no body of com-
mercial ore is known to exist on the property.
(c) The term "proven ore" means a body

of ore so extensively sampled that the risk
of failure in continuity of the ore in such body
is reduced to a minimum. The term "probable
ore" means ore as to which the risk of failure
in continuity is greater than for proven ore,
but as to which there is sufficient warrant for
assuming continuity of the ore.
(d) If statements are made as to the exist-

ence of proven or probable ore, furnish sep-
arately for the information of the Commis-
sion copies of the pertinent maps and other
supporting data, including calculations, with
respect to such ore. Geologists' and engine-
ers' reports, if used in an offering circular,
shall be written in a clear and concise form.
(e) If the properties are known to have

been previously explored, developed or mined
by anyone and that fact or the results of such
previous work is material, furnish information
as to such work insofar as it is known and
material.

8B. Oil or gas business. If the issuer is en-
gaged or proposes to engage in the oil or gas
business, briefly describe the business or pro-
posed business of the issuer in accordance with
the following instructions:
(a) State the area and location of the vari-

ous properties proposed to be developed or
exploited by the issuer and the nature of the
issuer's interest therein.
(b) State the development which has oc-

curred to date on or near the properties held.
If no such development has occurred, a state-
ment to that effect shall be made.
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(c) State (in tabular form), for all pro-
ductive properties, net production of oil and
gas to issuer's interest from each of the
properties by years for the past 4 years prior
to the latest year, and by months for the
latest year, as well as the number of net
producing wells owned by the issuer which
contributed to the production during each of
the time periods involved.
(d) State the estimated future reserves

net to issuer's interest in such properties which
are proved.
(e) If statements concerning geology or

engineering are made, furnish separately for
the information of the Commission copies of
the pertinent reports and other supporting
data. Geologists' and engineers' reports, if
used in an offering circular, shall be written
in a clear and concise form.

8C. Other business. If the issuer is engaged
or proposes to engage in any business other
than those specified in Items 8A and 8B, brief-
ly describe the business or proposed business of
the issuer in accordance with the following in-
structions:
(a) State the nature of issuer's present or

proposed products of services, the principal
market therefor and the length of time issuer
has been in commercial production.

(b) State the location and general character
of the plants or other physical properties now
held or presently intended to be acquired and
the nature of the title under which such prop-
erties are held or proposed to be held.

(c) If the issuer intends to exploit or de-
velop any new invention or process, state how
such invention or process is to be applied com-
mercially and whether or not it is covered by
any patent, issued or pending. Identify by serial
number and date any applicable patents or
patent applications.
(d) Engineers' and other technical reports,

if used in the offering circular, shall be written
in a clear and concise form.

9. (a) Give the full names and complete resi-
dence addresses of all directors and officers of
the issuer and of any person or persons con-
trolling the issuer. If the issuer was incorpo-
rated or organized within the last 3 years,
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furnish similar information as to all promoters
of the issuer.
(b) State the aggregate annual remunera-

tion of all directors and officers of the issuer
as a group and the annual remuneration of
each of the three highest-paid officers of the
issuer.
(c) Describe all direct and indirect interests

(by security holdings or otherwise) of each
person named in answer to (a) above (i) in
the issuer or its affiliates and (ii) in any ma-
terial transactions within the past 2 years or
in any material proposed transactions to which
the issuer or any of its predecessors or affiliates
was or is to be a party. Include the cost to such
persons of any property or services for which
any payment by or for the account of the is-
suer has been or is to be made.
(d) If the issuer was incorporated or or-

ganized within the last 3 years, state the per-
centage of outstanding securities of the issuer
which will be held by directors, officers and
promoters, as a group, and the percentage of
such securities which will be held by the
public, if all of the securities to be offered un-
der this regulation are sold, and the respective
amounts of cash (including cash expended for
property transferred to the issuer) paid there-
for by such group and by the public.

10. A brief description of all options or war-
rants presently outstanding or proposed to be
granted to purchase securities of the issuer,
including the names of the principal holders
of such options or warrants, the cost of the
options or warrants to them, the terms and
conditions upon which they may be exercised
and the price at which the securities may be
acquired pursuant to such options or warrants.

11. Furnish appropriate financial statements
of the issuer, or of the issuer and its predeces-
sors, as required below. Such statements shall
be prepared in accordance with generally ac-
cepted accounting principles and practices but
need not be certified.
(a) If the issuer is a commercial, industrial

or extractive company in the promotional, ex-
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ploratory or development stage, the following
statements shall be furnished:

(1) Separate statements of (i) assets, (ii)
liabilities, and (iii) capital shares, as of a
date within 90 days prior to the filing of the
notification, or such longer period of time,
not exceeding 6 months, as the Commission
may permit at the written request of the
issuer upon a showing of good cause therefor.
(2) A statement of cash receipts and dis-

bursements for each of at least 2 full fiscal
years prior to the date of the statements fur-
nished pursuant to paragraph (1) above, and
for the period, if any, between the close of
the last full fiscal year and the date of such
statements, or for the period of the issuer's
existence if less than the period specified
above.

In such statements, dollar amounts shall be
extended only for cash transactions and trans-
actions involving amounts receivable or payable
in cash. Amounts due to or from, or paid to or
received from, underwriters, promoters, direc-
tors, officers, employees and principal stockhold-
ers, shall be stated separately for each such
class of persons, if significant in amount. The
statement of assets shall include as a separate
item unrecovered promotional, exploratory and
development costs. The statement of cash re-
ceipts and disbursements shall be itemized as
appropriate to the nature of the enterprise.
(b) If paragraph (a) does not apply to the

issuer, there shall be furnished a balance sheet
of the issuer as of the date specified in sub-
paragraph (a) (1) and profit and loss state-
ments and analyses of surplus for the periods
specified in subparagraph (a) (2). Even
though paragraph (a) may apply to the issuer,
a balance sheet in conventional form may never-
theless be furnished in lieu of the statements
specified in subparagraph (a) (1) if the assets
reflected therein which were acquired in ex-
change for capital stock are not carried at an
amount in excess of identifiable cash cost to
promoters, predecessor companies or other
transferors.
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FORM 2—A—REPORT PURSUANT TO RULE 260 OF REGULATION A

1. Name of issuer

2. Name of underwriter

3. Date of this report

4. (a) Date offering commenced  
(b) Date offering completed, if completed _
(c) If offering has not commenced, state reasons briefly _

5. (a) Total number of shares or other units offered hereunder  
(b) Number of such shares or other units sold from commencement of offering to date  

(c) Number of such shares or other units still being offered  

6. (a) Total amount received from public from commencement of offering to date $ 

(b) Underwriting discount allowed  
(c) Expenses paid to or for the account of the underwriters  
(d) Other expenses paid to date by or for the account of the issuer:

(1) Legal (including organization)
(2) Accounting  
(3) Engineers' fees incurred prior to offering  
(4) Printing and advertising
(5) Other  

(e) Total costs and expenses ( (b), (c), and (d))  
(f) Proceeds to issuer after above deductions ( (a) minus (e) )

7. Use of net proceeds from commencement of offering to date:

Pafti7c:::, st°o di-
rectors and Payments

affiliates to others

(a) Salaries and fees  
(b) Purchase of real estate  
(c) Purchase and installation of machinery and equipment  

(d) Construction of plant building and facilities  

(e) Development expense (product development, research, patent

costs, etc.)
(f) Purchase of raw materials, inventories, supplies, etc

(g) Selling, advertising, and other sales promotion  

(h) Other disbursements  
(i) Totals
(j) Balance of cash proceeds on hand

Instructions. 1. If the issuer is a mining company, substitute for captions (e), (f) and (g) the following cap-

tions: "Road building," "Exploration expense (other than drilling)," "Exploratory drilling" and "Mine Devel
op-

ment."

2. If the issuer is an oil or gas company, substitute for captions (e), (f) and (g) the following cap
tion:

"Exploratory and other drilling."

8. State briefly the nature and extent of each type of the issuer's principal activities to date.

Instruction. Mining companies shall include exploratory activity, showing the aggregate footage of exp
lora-

tory drilling and number of holes drilled. Oil and gas companies shall include the number of wells drilled 
and

their depth. Other companies shall include information as to plant construction, development, production and sales.

16
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9. State whether the offering has been discontinued, and if so, state the date and describe brief-
ly the reasons for such discontinuance.

10. List the names and addresses of all brokers and dealers who have, to the knowledge of the
issuer or underwriters, participated in the distribution of the securities offered during the
period covered by this report.

Instruction. In reports made subsequent to the initial report, the information need be given only with respect
to persons not previously reported.

11. State the number of shares held by each promoter, director, officer or controlling person of
the issuer, if different from the amount stated in the offering circular.

Date   By
(Issuer)

(Name and Title)

(Selling security holder)

Date

*At least one copy of the report shall be signed manually by each person whose signature is required. Any
copies not manually signed shall bear typed or printed signatures.

1 7
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SECURITIES AND EXCHANGE COMMISSION

FORM 3—A—IRREVOCABLE APPOINTMENT BY INDIVIDUAL OF AGENT
FOR SERVICE OF PROCESS, PLEADINGS AND OTHER PAPERS

(Pursuant to Regulation A under Securities Act of 1933)

1.1,   of  
 , hereby designate and appoint, without power of revocation, the

United States Securities and Exchange Commission as my agent upon whom may be served all

process, pleadings and other papers in any civil suit or action brought against me arising out of

any offering made or purported to be made under Regulation A, adopted by the United States Se-

curities and Exchange Commission under the Securities Act of 1933, or any purchase or sale of any

securities in connection therewith, in any court of competent jurisdiction, Federal, State or Terri-

torial, located in the United States or in its territories.
2. I hereby consent, stipulate and agree, without power of revocation—
(a) That any civil suit or action brought against me arising out of any offering made or

purported to be made under Regulation A, adopted by the United States Securities and Exchange

Commission under the Securities Act of 1933, or any purchase or sale of any securities in connec-

tion therewith, may be commenced against me in any court of competent jurisdiction, Federal,

State, or Territorial, located in the United States or in its territories as defined by the Securities

Act of 1933, by service of process upon the United States Securities and Exchange Commission;

(b) That service of process, pleadings or other papers upon the United States Securities and

Exchange Commission, as aforesaid, shall be taken and held in all courts to be as valid and as

binding upon me as if due personal service had been made upon me; and

(c) That service upon the United States Securities and Exchange Commission may be effected

by delivering copies of said process, pleadings, or other papers to the Secretary of the said Com-

mission or any other person designated by it for such purpose, and that the certificate of the Sec-

retary of the United States Securities and Exchange Commission or of such other person reciting

that said process, pleadings or other papers were received by the United States Securities and

Exchange Commission and that a copy of each such process, pleading, or other paper was for-

warded to me at the last address supplied by me shall constitute evidence of such service upon

me.
IN WITNESS WHEREOF, I have executed this irrevocable power of attorney, consent,

stipulation and agreement at   this day of  , A.D. 19
(SEAL)

State (or Province) of
County of

(Name) (Official Poeition)•

in and for said County in the State (or Province) aforesaid, do hereby certify that  
(Name of Individual Appointing Agent for Service)

  personally appeared before me this day and signed and sealed the

above instrument as his free and voluntary act for the uses and purposes therein set forth.

Given under my hand and seal this day of  , A.D.  

My Commission (or office) expires
(Official Pcaition)

" Notary Public or other official authorized by law to administer oaths.

Note: The person executing this irrevocable power of attorney, consent, stipulation and agreement should ap-

pear before a person authorized to administer acknowledgments in the jurisdiction in which it is executed and

acknowledged that he executed it as his free and voluntary act. The acknowledgment should be in the form pre-

18
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scribed by the law of the jurisdiction in which it is executed. The form of acknowledgment suggested should be
used only if it is consistent with the requirements of the law of such jurisdiction.

The failure of any acknowledgement to meet applicable requirements shall not affect the validity or effect of
the foregoing irrevocable power of attorney, consent, stipulation and agreement.
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SECURITIES AND EXCHANGE COMMISSION

FORM 4—A—IRREVOCABLE APPOINTMENT BY CORPORATION* OF
AGENT FOR SERVICE OF PROCESS, PLEADINGS AND OTHER PAPERS

(Pursuant to Regulation A under Securities Act of 1933)

1. The     , a
(Name of Corporation)

corporation, duly organized and existing by virtue of the laws of  
 , hereby designates and appoints, without power of revocation, the

without power of revocation—
(a) That any civil suit or action brought against it arising out of any offering made or pur-

ported to be made under Regulation A, adopted by the United States Securities and Exchange
Commission under the Securities Act of 1933, or any purchase or sale of any securities in connec-
tion therewith, may be commenced against it in any court of competent jurisdiction, Federal,
State, or Territorial, located in the United States or in its territories as defined by the Securities
Act of 1933, by service of process upon the United States Securities and Exchange Commission;

(b) That service of process, pleadings, and other papers upon the United States Securities
and Exchange Commission, as aforesaid, shall be taken and held in all courts to be as valid and
as binding upon it as if due personal service thereof had been duly made upon it; and

(c) that service upon the United States Securities and Exchange Commission may be effected
by delivering copies of said process, pleadings or other papers to the Secretary of the said Commis-
sion or any other person designated by it for such purpose, and that the certificate of the Secre-
tary of the United States Securities and Exchange Commission or of such other person reciting
that said process, pleadings or other papers were received by the United States Securities and
Exchange Commission and that a copy of each such process, pleading, or other paper was for-
warded to this corporation at the last address supplied by it shall constitute evidence of such
service upon this corporation.

IN WITNESS WHEREOF the President and Secretary of
'(Name of Corporation)

by the authority and direction of the Board of Directors of said corporation, have executed this
irrevocable power of attorney and consent, stipulation and agreement, for and on behalf of the
said corporation, at  , this   day of  , A.D.  
Attest

(Name of State or Province)

United States Securities and Exchange Commission, as the agent of said corporation upon whom
may be served all process, pleadings, and other papers in any civil suit or acton brought against
said corporation arising out of any offering made or purported to be made under Regulation A,
adopted by the United States Securities and Exchange Commission under the Securities Act of
1933, or any purchase or sale of any securities in connection therewith, in any court of compe-
tent jurisdiction, Federal, State, or Territorial, located in the United States or in its territories.

2. Said corporation,    , hereby consents, stipulates and agree,
(Name of Corporation)

(Secretary)

(Corporate Seal)
State (or Province) of
County of  

}SS.

(Corporate Name)
By  

(President)

 ,a   , in and
(Official Position).a

for said County in the State (or Province) aforesaid, do hereby certify that  
  and   personally

(Name of President) (Name of Secretary)

'In the case of an association or other form of organization, appropriate revisions shuold be made.
...Notary Public or other official authorized by law to administer oaths.

20



48

REGULATION A

appeared before me this day, stated that they are respectively the President and Secretary of the
 , that they are the same persons named in the foregoing in-

(Name of Corporation)

strument as the President and Secretary of said corporation and that they have been duly au-
thorized to execute said instrument for the corporation, and signed and sealed said instrument
for and on behalf of said corporation as its free and voluntary act for the uses and purposes
therein set forth.

Given under my hand and seal this   day of  , A.D. 19

My commission (or office) expires:
(Official Position)

Note: The person (or persons) executing this irrevocable power of attorney, consent, stipulation and agree-
ment should appear before a person authorized to administer acknowledgments in the jurisdiction in which it is
executed and acknowledge that he (or they) executed it as his (or their) free and voluntary act. The acknowledg-
ment should be in the form prescribed by the law of the jurisdiction in which it is executed. The form of acknowl-
edgment suggested should be used only if it is consistent with the requirements of the law of such jurisdiction.

The failure of any acknowledgment to meet applicable requirements shall not affect the validity or effect of
the foregoing irrevocable power of attorney, consent, stipulation and agreement.

2 1
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SECURITIES AND EXCHANGE COMMISSION

FORM 5—A—CERTIFICATE OF RESOLUTION AUTHORIZING IRREVOCA-
BLE APPOINTMENT BY CORPORATION* OF AGENT FOR SERVICE

OF PROCESS, PLEADINGS, AND OTHER PAPERS

(Pursuant to Regulation A under Securities Act of 1933)

At a duly constituted meeting of the Board of Directors of  

  a corporation organized and existing

of the laws of  , held at the office of said corporation
(Name of State or Province)

at   on the   day of  

A.D. 19 , the following resolution was adopted:

BE IT RESOLVED that the President and Secretary of this corporation,  
 , be and hereby are authorized and directed to execute in legal form,
(Name of Corporation)

and to deliver to the United States Securities and Exchange Commission, on behalf of this
corporation, in such wording as may be prescribed by or acceptable to the United States
Securities and Exchange Commission,

(1) A power of attorney designating and appointing, without power of revocation,
the United States Securities and Exchange Commission as the agent of this corporation
upon whom may be served all process, pleadings and other papers in any civil suit or ac-
tion brought against this corporation arising out of any offering made or purported to be
made under Regulation A, adopted by the United States Securities and Exchange Com-
mission under the Securities Act of 1933, or any purchase or sale of any securities in con-
nection therewith, in any court of competent jurisdiction, Federal, State, or Territorial,
located in the United States or in its territories as defined by the Securities Act of 1933;

(2) A stipulation, consent and agreement, likewise without power of revocation, that
any civil suit or action brought against this corporation arising out of any offering made
or purported to be made under Regulation A, adopted by the United States Securities and
Exchange Commission under the Securities Act of 1933, or any purchase or sale of any
securities in connection therewith, may be commenced against this corporation in any
court of competent jurisdiction, Federal, State, or Territorial, located in the United States
or in its territories as defined by the Securities Act of 1933, by service of process upon
the United States Securities and Exchange Commission; and
(3) A stipulation, consent and agreement that service upon the United States Securities

and Exchange Commission may be effected by delivering copies of said process, pleadings
or other papers to the Secretary of the United States Securities and Exchange Commission
or any other person designated by it for such purpose, that the certificate of the Secretary of
the United States Securities and Exchange Commission or of such other person reciting that
said process, pleadings or other papers were received by the United States Securities and
Exchange Commission and that a copy of each such process, pleading or other paper was for-
warded to this corporation at the last address supplied by it shall constitute evidence of such
service upon this corporation, and that service of process, pleadings and other papers upon
the United States Securities and Exchange Commission, as aforesaid, shall be taken and held
in all courts to be as valid and binding upon this corporation as if due personal service there-
of had been duly made.

State (or Province) of
ss

County of   
*In the case of an association or other form of organization, appropriate revisions should be made.
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 , being duly sworn, depose and say that I am
Secretary of  , and that the foregoing is a true and correct

(Name of Corporation)

copy of a resolution adopted by the Board of Directors of said corporation on the   day of
 , A.D. 19 , as the same appears on the records of said corporation now in
my custody and control.

IN WITNESS WHEREOF, I have hereunto set my hand and affixed the seal of said corpora-
tion.

(Corporate Seal)
Subscribed and sworn to before me this
(Seal)  

(Secretary)

day of A. D. 19

(Officia) Position).*
My Commission (or office) expires  

.*Notary Public or other official authorized by law to administer oaths.

Note: This certificate of resolution should be executed and verified before a person authorized to administer
oaths in the jurisdiction in which it is executed. The verification should be in the form prescribed by the law of
the jurisdiction in which it is executed. The form of acknowledgment suggested should be used only if it is
consistent with the requirements of the law of such jurisdiction.

The failure of any verification to meet applicable requirements shall not affect the validity or effect of the
foregoing certificate of resolution.
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SECURITIES AND EXCHANGE COMMISSION

FORM 6-A-IRREVOCABLE APPOINTMENT BY PARTNERSHIP OF AGENT
FOR SERVICE OF PROCESS, PLEADINGS AND OTHER PAPERS

(Pursuant to Regulation A under Securities Act of 1933)

1. The undersigned, jointly and severally, as follows,

(Name) (Name)

(Name) (Name)

(Name)

members of a partnership doing business as

having its principal place of business at
hereby designate and appoint, without power of revocation, the United States Securities and Ex-
change Commission as the agent of the partnership, and as the agent of each of them individu-
ally, upon whom may be served all process, pleadings, and other papers in any civil suit or action
brought against said partnership firm, or against said persons, jointly or severally, arising out
of any offering made or purported to be made under Regulation A, adopted by the United
States Securities and Exchange Commission under the Securities Act of 1933, or any purchase
or sale of any securities in connection therewith, in any court of competent jurisdiction, Federal,
State, or Territorial, located in the United States or in its territories as defined by the Securities
Act of 1933.

2. The undersigned, jointly and severally, and as members of a partnership doing business
as , hereby consent, stipulate and agree, without

(Firm Name)

power of revocation—

(a) That any civil suit or action arising out of any offering made or purported to be made
under Regulation A, adopted by the United States Securities and Exchange Commission under
the Securities Act of 1933, or any purchase or sale of any securities in connection therewith,
may be commenced against said partnership firm, or against said persons, jointly or severally,
in any court of competent jurisdiction located in the United States or in its Territories as de-
fined by the Securities Act of 1933; by service of process upon the United States Securities and
Exchange Commission,

(b) That service of process, pleadings and other papers upon the United States Securities
and Exchange Commission, as aforesaid, shall be taken and held in all courts to be as valid and
as binding on said partnership firm, and on said persons, jointly and severally, as if due person-
al service had been duly made, and

(c) That service upon the United States Securities and Exchange Commission may be
effected by delivering copies of said process, pleadings, or other papers to the Secretary of the
said Commission or any other person designated by it for such purpose, and that the certificate
of the Secretary of the United States Securities and Exchange Commission or such other per-
son reciting that said process, pleadings or other papers were received by the United States
Securities and Exchange Commission and that a copy of each such process, pleading, or other
paper was forwarded to said partnership firm and to each said person at the last address sup-
plied by said partnership firm and by each such person shall constitute evidence of such service
upon said partnership firm and each said person.

IN WITNESS WHEREOF, the undersigned, individually and as members of said partner-
ship doing business as have executed this irrevo-

(Finn Name)
cable power of attorney and consent, stipulation and agreement for the purposes herein set forth

(Name)

(Firm Name)

24
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at   this day of  , A. D. 19 .
  (Seal)
  (Seal)
  (Seal)
  (Seal')
  (Seal)
  (Seal)

State (or Province) of  

County of  

and for said County in the State (or Province) aforesaid, do hereby certify that

SS:

(Name) (Name)

(Name) (Name)

in

(Name) (Name)
oNotary Public or other official authorized by law to administer oaths.

personally appeared before me this day and signed and sealed the above instrument as their free
and voluntary act, and as the free and voluntary act of each of them, for the uses and purposes
therein set forth.

Given under my hand and seal this day of    , A. D. 19 .

(Official Position)'

My Commission (or office) expires
oNotary Public .or other official authorized by law to administer oaths.
Note. The person (or persons) executing this irrevocable power of attorney, consent, stipulation and agree-

ment should appear before a person authorized to administer acknowledgments in the jurisdiction in which it is
executed and acknowledge that he (or they) executed it as his (or their) free and voluntary act. The acknowl-
edgment should be in the form prescribed by the law of the jurisdiction in which it is executed. The form of ac-
knowledgment suggested should be used only if it is consistent with the requirements of the law of such juris-
diction.

The failure of any acknowledge to meet applicable requirements shall not affect the validity or effect of
the foregoing irrevocable power of attorney, consent, stipulation and agreement.

SEC: 486 (11-68)
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REGULATION F

EXEMPTION FOR ASSESSMENTS ON ASSESSABLE STOCK

AND FOR ASSESSABLE STOCK OFFERED OR SOLD TO

REALIZE AMOUNT OF ASSESSMENT THEREON

Rule 651. Scope of Exemption.

(a) The following shall be exempt from registration under the Act,

subject to the terms and conditions of this regulation:

(1) Assessments on assessable stock of any corporation

incorporated under the laws of, and havings its principal busi-

ness operations in, any State or Territory of the United States,

or the District of Columbia;

(2) Assessable stock of any such corporation offered or soi

at public auction or otherwise for the purpose of realizing the

amount of an assessment levied thereon, or reoffered to the public

by an underwriter or dealer.

(b) The amount of the following shall not exceed $300,000 in any

period of one year commencing on or after July 1, 1959.

(1) The aggregate amount of all assessments levied on

assessable stock of the issuer;

(2) The aggregate offering price of all securities of

the issuer offered under this regulation or any other rule or

regulation adopted pursuant to section 3(b) of the Act; and

(3) The aggregate sale price of all securities of the

issuer sold in violation of section 5(a) of the Act.

(c) Notwithstanding the foregoing, no exemption under this regulation

shall be available to an issuer so long as the issuer ic subject to a sus-

pension order issued pursuant to Rule 656, or any similar order issued pur-

suant to any other rule or regulation under the Act, unless the Commission

determines, upon a showing of good cause, that it is not necessary under

the circumstances that the exemption be denied. Any such determination by

the Commission shall be without prejudice to any other dction by the Com-

mission in any other proceeding or matter with respect to the issuer or any

other person.

Rule 652. Filing of Notification.

At least 10 days (Saturdays, Sundays and holidays excluded) prior to

the date on which the initial offering of any securities is to be made under

this regulation, there shall be filed with the Regional Office of the Com-

mission for the region in which the issuer conducts its principal business
operations four copies of a notification on Form 1-F containing the informa-

tion specified in that form. The Commission may, in its discretion, authcr-

ize the commencement of the offering prior to the expiration of such ten-day

period upon a written request for such authorization.

Rule 653. Information to be Given Stockholders and Others.

Every notice or advertisement of the assessment or of any delinquent

assessment sale which is sent to holders of the issuer's assessable stock

or otherwise published shall include or be accompanied by a reasonably

detailed statement of the purposes for which the proceeds from the assess-

ment and from any delinquent assessment sales are to be used.

Rule 654. Sales Material to be Filed.

Four copies of each of the following communications prepared or author-

ized by the issuer or anyone associated with the issuer or any of its af-

filiates or by any underwriter, for use in connection with the offering of

any securities under this regulation shall be filed, with the Office of the
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Commission with which the notification is filed, at least ten days (exclus-
ive'of Satur.days, Sundays and holidays) prior to any use thereof, or such
shorter Period as the Commission, in its,discretion, may authorize:

(1) Every notice or advertisement proposed to be published
' in any newspaper, 'magazine or other periodical;

(2) The script of every radio or television broadcast; and

(3) Every letter, circular or other written communication
proposed to be sent, given or otherwise communicated to more than
ten persons.

Rule 655. Prohibition of Certain Statements.

No written or oral communication used in connection with any offering
under this regulation shall contain any language stating or implying that
the Commission has in any way passed upon the merits of, or given approval
to, any securities of the issuer, has determined that the assessment or
proposed assessment is necessary or desirable or that the offering is exempt
from registration, or has made any finding that the statements contained in
such communication are accurAte or complete.

Rule 656. Suspension of Exemption.

(a) The Commission *lay, at any time after the filing of a notification,
issue an order temporarily suspending the exemption if it has reason to be-
lieve that --

(1) No exemption is available under this regulation for the
securities proposed or purported to be offered'hereunder, or any
of the terms or conditions of this regulation have not been
complied with;

(2) Any written communicatiop or radio or television broadcast
used or proposed to be used in corAectfon with the offering contains

, any untrue statement of a material 'fact or omits to state a material
:fact necessary in order to make the statements made, in the light of
the circumstances under which they are made, not misleading;

(3) :The offering is being made or would be made in violation
of.'sectical. 17 Of. the Act;

•(4),' The issuer or any promoter, director or officer thereof
failed to cooperate, or has obstructed or refused to permit

the making of any investigation by the Commission in connection
with aily offering made or proposed to be made hereunder.

(b) Upon the issuance of an order under paragraph (a) of this rule,
the Commission will promptly give notice to the issuer (i) that such order
has been issued, together with a brief statement of the reasons for the
issuance of the order, and (ii) that the Commission, upon receipt.of a
written request within 30 days after the issuance of such order, will

'within 20 days after the receipt of such request, set the matter down for
hearing at a place to be designated by the Commission. If no hearing is
requested and none is ordered by the Commission, the order shall become
permanent On the thirtieth day after its issuance and shall remain in
effect unless or until, it is modified or vacated by the Commission. Where
a heaving is requested or is ordered by the Commission, the Commission
will, after notice of an opportunity for such hearing, either vacate the

, order or issue an order permanently suspending the exemption.

,(c) The Commission may at any time after notice of and opportunity
for hearing, issue an order permanently suspending the exemption for any
reason upon which it could have issued a temporary suspension order under

• paragraph (a) of this rule. Any such order shall remain in effect until
vacated by the Commission. '

.All notices required by this rule shall be given to the issuer
by personal service, registered vr- certitiedTca-nor confirmed telegraphic notice at_
the address of the issuer given in the notification. , 

_
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SECURITIES AND EXCHANGE COMMISSION
Washington 25, D. C.

FORM 1-F

NOTIFICATION UNDER REGULATION F 1/

Item 1. The Issuer.

Furnish the following information as to the issuer of the securities
upon which the proposed assessment is to be levied:

(a) Exact name of issuer;

(b) Date of incorporation or organization and name of State or other'
jurisdiction under the laws of which it was incorporated or organized;

(c) Name of State or other jurisdiction in which issuer's principal
business operations are conducted.

Item 2. Principal Security Holders of Issuer.

List the full name and complete residence address of each person who
owns of record, or is known to own beneficially, ten percent or more of the
outstanding securities of any class of the issuer, stating the title and
amount owned by each such person.

Item 3. Directors and Officers.

List the full name and complete residence address of each director and

each officer of the issuer, indicating all positions and offices with the

issuer held by each such person.

Item 4. Prior Assessments within One Year.

Furnish the following information as to each assessment levied by the
issuer on its assessable stock within the last year prior to the filing of
this notification:

(a) Date of assessment and number of assessable shares outstanding
on such date;

1/ The notification shall contain the item numbers and captions of all
items, but the text of the items may be omitted if all of the informa-
tion required by each item is clearly set forth under the respective
item number and caption.
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(b) Amount of assessment per share and total amount of assessment
for all shares then outstanding;

(c) Number of shares sold because of failure of shareholders to pay
the assessment, and amount realized from such sales;

(d) Total amount realized from the assessment and sales and a rea-
sonably itemized statement as to the purposes for which such amount was
used.

Item 5. Unregistered Securities Issued or Sold within One Year.

As to any unregistered securities issued by the issuer within one year
prior to the filing of this notification, state --

(a) the title and amount of securities issued;

(b) the aggregate offering price or other consideration for which
they were issued and the basis for computing the amount thereof;

(c) the names of the persons or the identity of the class of persons
to whom the securities were issued; and

(d) the section of the Act or rule or regulation of the Commission
under which exemption from registration was claimed with respect to such
securities and a brief statement of the facts relied upon for the exemp-
tion.

Item 6. Proposed Assessment.

Furnish the following information as to the proposed assessment with
respect to which this notification is filed:

(a) Approximate date notice of the assessment will be given to the
shareholders and the period of time thereafter within which the assessment
may be made without forfeiture;

(b) Number of assessable shares now outstanding, the amount of the
assessment per share and the total amount of the assessment;

(c) Give a reasonably detailed statement of the purposes for which
the proceeds from the assessment and from any forfeiture sales are to be
used.
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SIGNATURE 2/

This notification has been signed in the City of

State of   on  , 19_.

(Issuer)

By 
(Name and title)

2/ At least one copy shall be signed manually by or on behalf of the_
issuer. Any copies not manually signed shall bear typed or printed

signatures.

\



58

Mr. BtrpoE. They provide exemptions for first-lien notes, securities
of cooperative housing corporations and assessments on assessable
stock, and exemptions for certain other securities.
For purposes of S. 336, the most relevant exemption is that provided

by regulation A. Regulation A --)resently permits a company to obtain
needed capital not in excess of 5300,000, including underwriting com-
missions, in any one year, from a public offering of its securities with-
out registration, provided specified conditions are met. These include
the filing of a, notification supplying basic information about the com-
pany and the filing and use in the offering of an offering circular. These
documents are somewhat simpler to prepare and less expensive to print
than the full registration statement required under the Securities Act
for nonexempt offerings. It will be necessary for the Commission to
amend regulation A to give effect to the wishes of Congress if it enacts
S. 336 into law. The Commission will consider such an amendment
promptly after enactment of the bill.
I might add, Mr. Chairman, that from a mechanical standpoint this

exemption is important throughout the country because regulation A
offerings are handled through the Commission's regional offices so that,
the filings and people making them do not have to come to Washing-
ton, D.C.
Gentlemen, this concludes my comments on these two bills. I will be

happy to answer any questions you may have.
Mr. Moss. Thank you, Mr. Chairman. I have just a few questions. I

note that in the course of the Senate hearings there was a discussion of
the possibility of exempting, or providing a means whereby there could
be exempted, the specialists and the market makers if we dropped to
5 percent from 10 percent. Probably it is not too likely that a single
dealer would acquire 10 percent. It is more possible, although I feel
again somewhat remote, that they would acquire as much as 5 percent.
Now on page 5 of the print 1 have had handed to you showing

changes made by the bill, there is language the Senate bill would add to
the existing law. In your judgment, is that intended to give the Com-
mission the power by rule or regulation to exempt the market makers
or the specialists or to change the type of filing which might be re-
quired of them should they acquire as much as 5 percent?
Mr. Budge. I think not, Mr. Chairman. Personally I would have

some serious misgiving about permitting specialists to acquire up to
5 percent of stock. I would not think that would be consistent with the
purposes of the specialists.
Mr. Moss. Are they not now able to acquire that much?
Mr. BUDGE. If they did they would have to report it and I think the

Commission would certainly immediately look into the circumstances.
Mr. Moss. That is really the purpose of bringing this up. I want to

create a little bit of legislative history here. While the question was
raised in the Senate it was brushed aside and it was never really
focused upon and answered. Does the Commission feel the normal re-
porting requirements should be applicable to the specialists or the
market makers if the percent is reduced to 5 percent?
Mr. BUDGE. I think it is very important that it apply to both, Mr.

Chairman.
Mr. Moss. Recognizing the rather complex nature of such reporting,

should there be authority for the Commission by rule or regulation to
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simplify reporting requirements? I know that Senator Bennett had
suggested perhaps a letter of notification. Again this matter was not
taken up and discussed beyond just the mention by the Senate. I would
like to have your views on it.
Mr. BUDGE. I think that authority could very well be very helpful

and it may be that it would lighten the burden on some persons in re-
porting and still accomplish the purposes of the act.
Mr. Moss. That was my thought in raising it. In those two groups

I think the reporting requirements might be simplified and still fulfill
the objectives of the act. I would suggest that before we go to mark up
Mr. Loomis and Mr. Focht, working together, could come up with some
language which the committee could consider. It is my understanding,
then, that in considering it we would do so with your concurrence?
Mr. BUDGE. I think that is a very excellent suggestion, Mr. Chair-

man. The Commission would be very happy to cooperate.
Mr. Moss. You have indicated the number of filings made under the

present law. Do you have any projections as to the increase in filings
which would be made if the amendments recommended were adopted?
Mr. BUDGE. I don't see how we could project any amount it may be.

The takeover was a phenomenon which developed very rapidly and
gained momentum very rapidly. It has somewhat subsided. The rea-
sons for it are perhaps not as great as they were at the time. It became
so prominent but it might very well recur for other reasons. I am afraid
we could not predict what might go down the road.
Mr. Moss. Now on the regulation A filings, the bill would increase

the exemption to a half million dollars. Is there a possibility we would
be dealing with more speculative tynes of issues?
Mr. BUDGE. The regulation A filings might perhaps lend themselves

a little more than our regular filings to speculative issues. I think, how-
ever, that with the power in the Commission to control the exemptions
and control the nature of the filings themselves that this can be mini-
mized.
Mr. Moss. You see then no significant problem?
Mr. BurcE. No; I would not. I think the Commission can control

speculation in this area just as well as it can in other areas which it
administers.
Mr. Moss. Mr. Chairman, are you aware of any opposition to either

of these proposals; that is, the regulation A changes or the changes in
the takeover legislation?
Mr. BUDGE. I am not personally aware of opposition to either of

these amendments. No one has discussed opposition to either with me.
Mr. Moss. No one has contacted the committee. I did note the appear-

ance of one lawyer before the Senate to voice some opposition, although
it is rather difficult to discern the precise basis for it. But other than
that, I have not been aware of any, either, and this has been under
discussion now for some time.
Mr. BUDGE. We have received quite a little correspondence with rela-

tion to S. 336 where the smaller companies are just saying that it costs
too much money to go through the registration process to raise this
amount of money.
Mr. Moss. That would be supportive of the legislation rather than

in opposition?
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Mr. BUDGE. Yes, sir it is less expensive to go the regulation A route
than registration and, of course, it can be done in the geographical
location of the issuer rather than coming to Washington.
Mr. Moss. Mr. Schmitz?
Mr. SCHMITZ. I have no questions.
Mr. Moss. Mr. Eckhardt?
Mr. ECKHARDT. Mr. Chairman, in the hearings before the Committee

on Banking and Currency in the Senate I note that Mr. Calvin, of the
New York Stock Exchange, was suggesting that the 5 percent be lim-
ited to companies with assets in excess of $250 million. Is that position
still taken?
Mr. BUDGE. It has not been communicated to me, Mr. Eckhardt, as

far as I know, to the Commission.
Mr. ECKHARDT. The reason I asked that question is I would assume

there is a relationship between size of assets and the necessity of
reporting. In other words, there might be a small percentage involved
if the assets are extremely great.
Mr. BUDGE. There would be insofar as the dollar amount is con-

cerned. Of course, 5 percent of General Motors or A.T. & T. would be
quite a different thing from 5 percent of some small company. How-
ever, I think the principle would remain the same. Our experience has
shown in a number of takeover efforts, most of which were successful,
that the aggressor—and "aggressor" isn't my word, it developed out of
the consideration of the bill in Congress—would get up to 9 or 91/2 per-
cent and then someone else would move in to compete. In lots of cases
acquisitions of 9 and 91/2 percent are sufficient to take over a company.
So, wth the basic purpose of permitting the public and the current
holders of those securities to know who it is that plans to take over the
company and to trigger the mechanism of reporting, I see no distinction
between the company with over $250 million and one with under
$250 million. The only difference is the amount of money which it
would require to accomplish the purpose.
Mr. ECKHARDT. Might not a relatively large sum of money taking

over a relatively small amount of stock be more likely to control the
very large company than the relatively smaller company?
Mr. BUDGE. I would not think that would necessarily follow.
Mr. ECKHARDT. I understand it would not automatically follow but

there might be some relationship.
Mr. BUDGE. It would depend of course upon how broad the holding

was of the stock, in most instances.
Mr. ECKHARDT. The $250 million figure, too, as I figure it, well, that

would be a pretty large sum. The thing that occurred to me is perhaps
you may have to report that, in the case of very large companies per-
haps even less than 5 percent should be reported.
Mr. BUDGE. That would be my view of it. A.T. & T. and the amount

of money that is involved in 5 percent is a tremendous amount of
money.
Mr. ECKHARDT. I was thinking that along this line of reasoning: if

you were considering the size of assets you might actually have a scale
where the company say with an excess of $250 million, 5 percent would
have to be reported, if it were say 350 million, say 4 percent, 400 mil-
lion, say 3 percent, 450, 2 percent, and on down. It would seem to me
that perhaps if we are going to consider total assets it ought to work on
both sides of the 5 percent figure.
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Mr. BUDGE. If it is going to work on the lower side I would think
that just as logically it would work on the other. I think to have a
table of that kind might be quite difficult for people to know whether
or not they should be required to report because it might be pretty diffi-
cult at a given time to determine the assets.
We think this approach at 10 percent has worked very well except

for the fact that experience has taught us that people can evade it by
getting right up close to the 10 percent and accomplish their purpose
without having the law come in to effect.
Mr. Emu:Liam. Of course, that is one reason I was thinking that the

table might be good because it would not be quite so much incentive to
be just above or just below a given figure.
For instance, you start out perhaps with 10 percent would require

reporting regardless of assets, say assets of over a hundred million,
9 percent, and so on down the scale until you get up to say $500 million
and then the breaking point would not really be very important.
I think one of the difficulties with the single breaking point is you do

create an incentive to try artificially to fall on one side or other of the
breaking point.
Mr. BUDGE. If this legislation is enacted by the Congress we would

again monitor it to see whether we should come back for some further
refinement on it.
Mr. ECKHARDT. Thank you, Mr. Chairman.
Mr. Moss. What would your reaction be if the committee considered

the possibility of setting a figure of 5 percent or such lesser amount as
provided for by rules and regulations of the Commission, to take care
of the kind of situations discussed by Congressman Eckhardt? For
instance, the 5-percent acquisition of A.T. & T. might place a person
in a position where he could exercise some rather significant control.
Mr. BUDGE. I am sure that the Commission would attempt to intelli-

gently administer by rule and regulation if that would be the desire
of the Congress.
Mr. Moss. You envision no great difficulties at arriving at some sort

of a sliding scale reflecting the acquisition patterns?
Mr. BUDGE. Yes; we could certainly study that on the basis that has

been suggested and come up with our best judgment as to what should
be the subjective tests.
Mr. Moss. Thank you. Mr. Eckhardt do you have anything further
Mr. ECKHARDT. I am interested in your suggestion, Mr. Chairman.

Perhaps the Commission or a delegation of the Commission should
establish such standards but with some limitation on the Commission
based on the type of sliding scale I was mentioning. My thought about
it being perhaps the setting of any breaking point creates an economic
incentive which is not being pictured, that the Commission, perhaps
should be free to take into account that fact and also to take into ac-
count, as Chairman Budge mentioned, certain conditions involved with
concern to distribution of the stock that might cause a relatively small
amount of stock but a large amount of money to result in control of the
company.
Perhaps there are other tables or factors that should limit the Com-

mission in the statute, whether the Commission should have perhaps a
flexible authority within a range from 10 percent downward.
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Mr. Moss. It is a matter we can give thought to. I suggest you,
Mr. Chairman, and your colleagues also give consideration to it. I am
not of the opinion that we will mark this bill up until we return on
November 16. I would like very much to have been able to mark it up
today but I have some members of the subcommittee who 'are not avail-
able. Mr. Focht, do you have any questions?
Mr. FOCHT. I have no questions.
Mr. Moss. There being no further questions, I want to express my

appreciation to you gentlemen for appearing here today 'and the com-
mittee will move for markup as quickly as we can. At this point the
committee will adjourn.
(The following statements and letters were received for the record:)

Hon. JOHN E. MOSS,
Chairman, Subcommittee on Commerce and Finance,
Interstate and Foreign Commerce Committee,
U.S. House of Representatives, Washington, D.C.
DEAR MR. CHAIRMAN: Attached is a statement of Senator Sparkman and

myself with regard to S. 336 now before your Subcommittee.
We would appreciate it greatly if the statement could be included in your

hearing record.
Please accept my best wishes.

Cordially,

Enclosure.

UNITED STATES SENATE,
Washington, D.C., October 29, 1970.

ALAN BIBLE, U.S. Senator.

JOINT STATEMENT OF HON. ALAN BIBLE, A U.S. SENATOR FROM THE STATE
OF NEVADA AND HON. JOHN SPARKMAN,' A U.S. SENATOR FROM THE STATE
OF ALABAMA

Mr. Chairman, members of the committee, we appreciate the opportunity of
presenting our views to the subcommittee on S. 336, a bill to raise the maximum
permissible amount of a Regulation A securities offering to $500,000.

This legislation would amend section 3(b) of the Securities Act of 1933 (15
U.S.C. 77c(b)) which exempts smaller issues of securities from the total require-
ments of the Act, and allows simplified filings which are easier to prepare, less
expensive to produce, and which may be approved at Regional Offices without the
necessity of conducting business with the SEC's Washington headquarters.

INCREASED BUSINESS COSTS SINCE 1945

Commission Chairman, Hamer Budge, has already summarized the history of
this provision, which set the level of the exemption at $100,000 in 1933 and raised
it to $300,000 in 1945.
The essential purpose of S. 336 as Chairman Budge stated: ". . . is simply to

update section 3(b) so that the original policy underlying that section will be
carried out in present day economic conditions."
In accordance with this conclusion, it was the feeling of the sponsors of this

bill that: "The sentiment in the Senate now (we) believe is that in the 23 years
since the last amendment, costs have continued to rise throughout the economy.
As a result, the $300,000 permitted under Regulation A has substantially less
purchasing power today. The authors of this bill feel that the level should be at
least $500,000. . . ."
At this time, we feel that we might be helpful to the Subcommittee's considera-

tion of this bill by furnishing additional information.
It is illustrative that as of mid-1969, the American Stock Exchange raised its

listing requirements in five categories from 20% to 200%. For instance, the
requirement of market value of publicly held shares was raised from $1,250,000
to $2 million. Of the Board of Governors vote, President Ralph Saul explained:

1 Senator Bible is Chairman of the Senate Select Committee on Small Business; Senator Sparkman is
Chairman of the Committee on Banking and Currency, and author of S. 336.
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"The Exchange is reflecting the increase in gross national product since 1962
from $560 billion to $750 billion, and a related rise in size and number of com-
panies eligible for listing. . . ."

Since 1945, the GNP has risen 358.3% (see Appendix A). This measure thus
suggests an increase in the Regulation A ceiling to $1,074,900.

Attached also (in Appendix B) are three other indexes of price behavior since
the year when section 3(b) was last amended. Each one of these indicators—
consumer prices, industrial commodities, and purchasing power of the dollar—
shows that the costs of living and doing business have rsien over 100% during
that time. We feel this is a fair period for appraisal since it contains several
periods of recession as well as inflation. Accordingly, the increase proposed by
S. 336 would in our judgment be very conservative in terms of keeping pace with
the economy. Similar reasoning would, in our opinion, apply with respect to
Regulation E which was adopted by the Commission in 1958 pursuant to section
307(a) of the Small Business Investment Act of 1958 (section 3(c) of the 1933
Act, as amended).

NEEDS FILLED BY SMALL ISSUES

It may also be appropriate to review the underlying needs of small firms for
recourse to Regulation A financing. We see at least 3 considerations:

1. difficulties stemming from the nature of small issues;
2. the high relative costs to small business of obtaining equity capital; and
3. particular difficulties during periods of tight money.
As Chairman Budge stated on page 10 of his statement: "The problems facing

the small company in obtaining financing may be considerable because such
sources as banks and private investors may not be willing or able to provide
adequate risk capital."

Since what is being sought is "risk capital" it can be readily understood that
commercial banks would prefer to place their loans with more established firms
where the element of uncertainty is reduced. Certainly the hazards to a conven-
tional lender are increased if the borrower seeks longer-term funds, so that he
will not have to bear high repayments of principal and interest during the growing
phase of his company when income is needed to cover accounts receivable and
new equipment purchases. These requirements of small and growing firms point
in the direction of longer-term or equity capital.
When these companies approach the securities market, they often find even

regional and local brokerage houses setting minimum limits on the issues they will
underwrite which require a full registration (for example, see the letter attached
as Appendix C).
In recent years, it has become increasingly expensive to enter the equity

market. Legal, accounting, printing, selling, and associated costs of filing a full
registration statement may reach $25,000 to $35,000. We have learned through
an SEC cost study, published in March, 1970,1 on fully registered issues together
with their experience with Regulation A offerings, that the total costs as a per-
centage of proceeds of an issue may range from about 20% at $300,000 to 11.8%
at $1 million to 5.7% at $10 million and 2.3% at $100 million (see Appendix F).
Clearly, there are fixed expenses, which for a smaller firm must be spread over a
smaller base. Clearly, also, small issues generally involve higher risk and therefore
often additional incentive features negotiated by the underwriter.

Increasing the Regulation A amount will thus cut relative costs by increasing
the base. The Regulation A filing already offers substantial dollar cost savings
from such items as: (1) absence of the customary SEC filing fee; (2) allowing
non-certified financial statements to be used; (3) reducing legal fees as a result
of dealing with Regional Offices; and (4) decreased printing costs through use of a
brief "Offering Circular" in place of the longer full prospectus.2

It is also timely to note that since S. 336 was introduced business capital has
become even more scarce and expensive. The prime bank interest rate rose 5
times in the last 2 years to historic peaks and other money market rates followed
suit. As this subcommittee is well aware, liquidity has become a prominent
problem, particularly for less-well-rated credit risks.

"Cost of Flotation of Registered Equity Tssues, 1963-65", Securities and Exchange Commission, March
1970.

2 A compilation of dollar costs for Regulation A offerings had not been completed as of the date of this
Statement.



64

These financial forces drove businesses increasingly to seek equity capital de--
spite a falling stock market. During 1968 and 1969 the volume of equities rose
to 126.7% and 343.1% the average for the previous six years for all companies.
(See Appendix D.) For Regulation A offerings the increases during the same two
years, under the same pressures, were approximately 50% and 250% of the prior
three-year average (see Appendix D). This would tend to indicate relatively less
success on the part of smaller issues in obtaining equity capital under these
adverse circumstances.
Looking ahead, shortages of capital are predicted throughout the 1970's.

Smaller growing companies will thus need all the help which public policy can
fairly provide in obtaining their share of available equity capital.

IMPACT ON BROKERS AND THE INVESTING PUBLIC

The material furnished by the SEC in Appendix E also indicates that Regulation
A offerers are increasingly turning to securities dealers to underwrite their stock
issues. The percentage of issues where underwriters were used rose steadily from
16.5% in FY 1966 to 46.2% in FY 1970. The securities firms are quite likely to be
regional or local independents, particularly since Regulation A issues can be ap-
proved in SEC Regional Offices around the country. This would tend to strengthen
the small business segment of the securities industry, which could, in turn, be of
greater service to the next generation of companies.
We should also emphasize that Regulation A now, and the amendment proposed

by S. 336 would, in the future, continue to protect the investing public. The SEC
must now review Regulation A filings, and can suspend an exemption at any time.
This would be preserved. The SEC makes clear that exemption from registration
under section 3(b) or 3(c) of the Act does not in any way carry exemption from the
provisions of the Securities Acts prohibiting fraudulent conduct in the offer or sale
of securities, and imposing civil liability or criminal responsibility for such conduct.
These sanctions will remain.

It is our hope, by thus strengthening overall capital markets for smaller firms,
that the public may have available additional choices of vehicles for their invest-
ment funds.

CONCLUSION

Congress wisely provided a small business exemption in the 1933 Act in recog-
nition of these problems. In our opinion, the needs are even more forceful in 1970.
We would, therefore, urge the Subcommittee's support of an increase in the
Regulation A ceiling at least as large as that proposed by S. 336 so that such a
measure may be enacted during the 91st Congress.'

APPENDIX A

Gross national product of the United States

[In billions]
1945 $211. 9
1970 2d quarter 971. 1

Dollar increase 

Note: Percentage increase, 358.3 percent.

APPENDIX B

Consumer price index: All items 1947-49 base

759. 2

1945 62. 7
1969 127. 7

Note: Percentage increase 103.7 percent to end of 1969. This index had risen
to 136.6 percent of 1957-59 base by September 1970.

Whole price index: Industrial commodities 1947-49 base
1945  56. 3
1969  112. 7

Note: Percentage increase 100.2 percent to end of 1969. This index had risen
to 117.4 percent of 1957-59 base by September 1970.

Passed the Senate August 10, 1970.
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Purchasing power of the dollar: Wholesale prices 1957-59 base
1945  $1. 727
September 1970  849

Note: Percentage decrease, 50.83 percent.
Sources: Statistical Abstract of the United States, tables No. 523 (p. 344) ;

No. 517 (p. 339) ; and No. 516 (p. 338). Updated by Council of Economic Advisors,
October 1970.

Senator JOHN SPARKMAN,
U.S. Senate,
Washington, D.C.

APPENDIX C
HUGO MARX & CO.,

Birmingham, Ala., October 14, 1970.

DEAR SENATOR SPARKMAN: It is my understanding that a bill has been intro-
duced by Senator Sparkman whereby corporate securities may be issued by small
businesses in the amount of $500,000 without registration except in a limited way
under the regulations of the Securities and Exchange Commission Act. It is my
understanding that this regulation for the issuance of securities by small busi-
nesses was originally authorized in the amount of $300,000 and is now to be
increased to $500,000. In my opinion, this is definitely a step in the right direction.
My reasons for this are as follows:
A. Small business has a most difficult time obtaining long-term funds to finance

their operation and expansion.
B. The cost of registration is most prohibitive for small amounts of money;

actually, it does not cost a great deal more to register a security issue of $10,000,000
than it costs to register one of $300,000. This, in effect, stops the small business-
man from borrowing long-term funds.
C. Borrowing money through the banking system is not good for the small

businessman because it is usually for a short term and the first time the poor
fellow has a bad year, he could possibly have his loan called and be out of business
or bankrupt.
D. We all realize that 99 out of 100 of all small business people are in need of

capital funds at sometime or another. If the cost of borrowing is prohibitive, these
people will usually end up selling their business or going under, which is bad for
our economy. We need the small businessman in this country today more than
ever before.
E. There is a great deal of talk about helping the small businessman, and in

order to do this, it is essential that some avenue of long-term capital be made
available to them. The best avenue is through an issue of stock or equity money
financing through a local broker or investment banker and distribution of these
securities in the local area. In order to accomplish this, the cost of issuing these
securities must be kept down and this means the legal expenses and cost of regis-
tration must be kept low. If the small merchants cannot obtain capital funds in
the open market, he must try to build up his capital internally, which, under our
present tax system, is practically impossible.

If anything, the proposed $500,000 limitation is too low; there probably should
be a waiver of registration on all small business issues of $1,000,000 or less. This
provision of the $300,000 exemption under Regulation A, according to my
memory, was passed and approved in the original act passed in the 1933 or 1934
session of Congress. With the rapid inflation we have, the figure of $300,000 today
does not mean the same thing it did in 1933/34. We need a figure at least double
or triple this amount in order to keep up with the inflationary movement of our
money. Therefore, to protect the small borrower and to allow him access to
long-term funds, the amount he can borrow without full registration with the
SEC should be materially increased.
I am Alabama born and reared and I have personally been in the investment

banking business since June, 1935, except for approximately four years of service
in the Army during World War II. I believe I have the experience and ability to
know whereof I speak, and I wholeheartedly recommend that this bill be passed
at the earliest possible time. This country needs the small businessman.
Thanking you for your consideration,

Yours very truly,
V. HUGO MARX, Jr.

•
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APPENDIX D

NEW ISSUES: GROSS PROCEEDS

[In millions of dollars]

Regulation A
Total Common stock offerings

corporate (calendar years) (fiscal years)
(A) (B) (C)

1962 8,969 1,314  
1963 10,856 1,011  
1964 10,865 2,679
1965 13,720 1,547 77.4
1966 15,561 1,939 75.2
1967 21,954 1,959 74.7
1968 17,383 3,946 112.3
1969 18,347 7,714 267.0

Sources: Columns (A) and (B), Federal Reserve Bulletin, September 1970, Table A46; Column (C), Annual Reports of
the Securities and Exchange Commission.

APPENDIX E

The following table sets forth various features of the Regulation A offerings
during the past 5 fiscal years:

OFFERINGS UNDER REGULATION A

Fiscal year

1970 1969 1968 1967 1966

Size:
$100,000 or less 90 90 102.0 101.0 128.0
Over $100,000 but not over $200,000 92 114 97.0 92.0 94.0
Over $200,000 but not over $300,000 922 839 316. 0 190. 0 188. 0

Total 1, 104 1, 043 515.0 383.0 410.0

Aggregate amount of issues sought (millions) 267 112.3 74.7 75.2

Underwriters:
Used 510 458 144 57 58
Not used 594 585 371 326 352

Offerers:
Issuing companies 1,101 1,021 486 360 386
Stockholders 2 15 22 17 13
Issuers and stockholders jointly 1 7 7 6 11

Source: 32d to 34th annual reports, Securities and Exchange Commission, supplemented by information from Small
Issues Branch, Division of Corporate Finance, Securities and Exchange Commission.

APPENDIX F

TABLE 4.-UNDERWRITTEN COST VERSUS BEST EFFORTS DISTRIBUTION COSTS BY SIZE OF ISSUE, 1963-65

PRIMARY COMMON STOCK ISSUES OFFERED THROUGH SECURITY DEALERS

[Dollar amounts in millions]

as a
proceeds

Other expenses as a
percent of proceeds

Size of issue

Total costs as a
Number percent of proceeds

Compensation
percent of

Best
efforts

Under-
written

Best
efforts

Under-
written

Best
efforts

Under-
written

Best
efforts

Under-
written

Under $0.5 26 24 $19.3 $17.3 $12.2 $10.0 $7.0 $7.4
$0.5 to $1.0 15 45 14.7 14.6 10.4 9.4 4.3 5.2
$1.0 to $2.0 24 93 10.7 11.8 8.3 8.7 2.4 3.1
$2.0 to $5.0 23 119 9.7 9.0 8.0 7.3 1.7 1.7
$5.0 to $10.0 12 57 10.0 7. 0 9.3 6.0 .7 1.0
$10.0 to $20.0 5 19 10.8 5.7 10.3 5.0 . 5 . 7
$20.0 to $50.0 0 11 5.6  4.9  . 8
$50.0 to $100.0 0 2 3.2  2.9  .3
$100.0 to $500.0 0 1 2.3  2. 0  .3
$500.0 and over 0 0

Total issues 105 371

Source: Cost of flotation of registered equity issues 1963-65, Securities and Exchange Commission (March 1970).
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STATEMENT OF AMERICAN LIFE CONVENTION AND IAFE INSURANCE AssommoN
OF AMERICA

This statement is submitted on behalf of the American Life Convention and the
Life Association of America. These two associations have an aggregate member-
ship of 855 United States and Canadian companies, accounting for about 92 per-
cent of the total life insurance in force in the United States. We appreciate this
opportunity to comment on H.R. 4285 and S. 3431.
H.R. 4285, introduced by Congressman Monagan on January 23, 1969, would

provide that the target company and the Securities and Exchange Commission
be given thirty days advance notice of a take-over attempt. S. 3431 would amend
the Securities Exchange Act of 1934 to extend the protection of the so-called
"Corporate Take-over Act" (Public Law 90-439) to publicly held stock insurance
companies. It would also provide that anyone acquiring as much as 5 percent
(instead of 10 percent) of company's stock must comply with the disclosure
requirements of Public Law 90-439. We support this bill.

Public Law 90-439 now applies only to securities registered pursuant to Sec-
tion 12 of the Securities Exchange Act of 1934, and to the equity securities of
closed-end investment companies registered under the Investment Company Act
of 1940. Therefore it does not apply to the securities of most stock insurance
companies, which are exempt from resgistration under the 1934 Act by virtue
of Section 12(g) (2) (G) of that Act. This section exempts any security issued
by an insurance company if the company is regulated by its domiciliary state in
the following respects:
(1) The insurance company must be required to, and must in fact, file an

annual statement with the state insurance commissioner. This statement must
conform to that prescribed by the National Association of Insurance
Commissioners (NAIC).
.(2) The insurance company must, in respect of its securities, be subject to

proxy regulation which conforms to that prescribed by the NAIC.
(3) After July 1, 1966, purchases and sales of the insurance company's secur-

ities by its officers, directors and beneficial holders must be subject to regulation
in substantially the same manner as that provided in Section 16 of the 1934 Act.
The exemption provided by Section 12(g) (2) (G) of the Act is based upon the

fact that wholly adequate regulation in these areas is administered at the state
level. Experience to date has indicated that state regulation has, in fact, been
successfully applied.

/S. 3431 would not be inconsistent with the Section 12(g) (2) (G) exemption.
It would merely extend the protection of the "Corporate Take-over Act" to in-
surance companies. When Securities and Exchange Commission Chairman Hamer
Budge testified before this Subcommittee on October 12, 1970, with respect to
amendments to Public Law 90-439, he indicated that the statute should be
broadened to cover insurance companies, adding that this should be done in such
a way that it would not interfere with the exemption contained in Section
12(g) (2) (G). Thus he said:
". . . 'The securities of insurance companies are not so registered by reason

of the exemption contained in Section 12(g) (2) (G) of the Securities Exchange
Act for insurance company securities which are subject to specified state regu-
lation.
"The Commission, of course, does not wish to disturb the Congressional de-

cision reached in 1964 to leave reporting, proxy solicitation and the regulation
of insider trading with respect to the securities of insurance companies to ap-
propriate state authorities. ..."
We are in agreement with this position of the Securities and Exchange Com-

mission. Moreover, S. 3431 is consistent with that position. We believe that the
bill is in the public interest and will provide important protection against take-
overs to stock life insurance companies, their stockholders, and their policy-
holders. We therefore favor the enactment of S. 3431 in its present form.
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INVESTMENT BANKERS ASSOCIATION OF AMERICA,
Washington, D.C., October 13, 1970.

Re H.R. 4285 and S. 3431 to amend the Securities Exchange Act with respect to
takeover bids.

Hon. JOHN E. Moss,
Chairman, Subcommittee on Commerce and Finance, House Committee on Inter-

state and Foreign Commerce, House Office Building, Washington, D.C.
DEAR CONGRESSMAN Moss: When hearings were held by this Subcommittee in

July, 1968 on S. 510, which was subsequently adopted as Public Law 90-139 to
provide for full disclosure of corporate equity ownership of securities under the
Securities Exchange Act of 1934, the Investment Bankers Association supported
adoption of that legislation.
The Investment Bankers Association supports adoption of S. 3431 but recom-

mends that one of the proposed changes be adopted only if the need for that
change is demonstrated and that two other changes be made in the bill.
At hearings before the Securities Subcommittee of the 'Senate Committee

on Banking and Currency on S. 510 in March, 1967, Senator Williams (who intro-
duced the bill) summarized the general purpose of the present law as follows:
"The Securities Acts of 1933 and 1934 with their full disclosure requirements

have provided sound protection to millions of American stockholders. These laws
have worked well in bringing to purchasers of securities full and accurate in-
formation on which to make investment decisions. They have encouraged the
growth of our Nation's securities markets so that today all are able to invest with
confidence knowing that pertinent facts are available.
At present, however, some areas remain where full disclosure is necessary for

investor protection but not required. The legislation before the Subcommittee
today will close what I consider to be a significant gap in these last remaining
areas. It requires the disclosure of pertinent information to stockholders where
persons seek to obtain control of a corporation by: (1) a cash tender offer and
(2) through open market or privately negotiated purchases of securities." (Em-
phasis added.)

Similarly, the report of the House Committee on Interstate and Foreign Com-
merce in July 1968, (House Report 1711) stated:
"The failure to provide adequate disclosure to investors in connection with a

cash takeover bid or other acquisitions which may cause a shift in control is in
sharp contrast to the regulatory requirements applicable where one company
offers to exchange its shares for those of another or where a contest for control
takes the form of a proxy fight." (Emphasis added.)
The present law was aimed primarily at requiring disclosure with respect to

attempts to acquire control of a corporation by a new group of stockholders. Some
of our comments below suggest that requirements of the Act apply only in those
situations.
(a) Section 1 of S. 3431 would amend paragraph (1) of sub-section 13(d) of the

Securities Exchange Act to eliminate an exemption for securities of an insurance
company. Section 2 of the bill would make the same change in paragraph (1) of
sub-section 14(d) of the Securities Exchange Act. We support these proposals
in the belief that shareholders and investors need the same disclosure with re-
spect to acquisition of controlling interests in insurance companies that they need
with respect to other companies.
(b) Section 13(d) (1) of the 'Securities Exchange Act requires any person who

is the beneficial owner of 10% or more of an equity security registered pursuant
to Section 12 of the Exchange Act to send to the issuer and file with the SEC
within 10 days after such acquisition a statement containing specified informa-
tion. Section 14(d) (1) of the Exchange Act makes it unlawful for any person to
make a tender offer for any class of equity security registered pursuant to Sec-
tion 12 of that Act, if after consummation such person would be the beneficial
owner of 10% or more of such class, unless such person has sent or given to
securities holders and has filed with the SEC a statement containing specified
Information. Section 1 of S. 3431 would change 10% to 5% in Section 13(d) (1) ;
and ISection 3 of S. 3431 would change 10% to 5% in Section 14(d) (1). We
believe that it has not been demonstrated that ownership of less than 10% of
the equity securities of any company constitutes "control" of the company in any
way, even in the case of large corporations. However, since we fully support the
intent of the legislation to provide certain basic disclosure with respect to per-
sons who plan to acquire control of the issuer, we support these proposals to
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reduce the standard from 10% to 5% if it is demonstrated that there are situa-
tions where ownership of less than 10% of equity securities of a company amounts
to control.
i(c) Section 4 of IS. 3431 would amend paragraph 8 of sub-section 14(d) of the

Exchange Act by striking clause (A) which exempts from the requirements of
that section any offer for, or request or invitation for tenders of any security
"proposals to be made by means of a registration Statement under the Securities
Act of 1933". We believe that this proposal should be eliminated because it would
require a filing under 'Section 14(d) (1) of the Exchange Act with respect to an
offer of securities which was already subject to a regiStration statement under
the Federal Securities Act of 1933. For example, Company A proposes to acquire
control of Company B by offering its shares to shareholders of B in exchange for
their shares of B. Company A must register under the 'Securities Act of 1933 its
shares to 'be offered to shareholders of B and a prospectus regarding the offering
must be delivered to each 'shareholder of B to whom the exchange offering is
made. We believe that the desired disclosure is made under this registration and
that it would be an unnecessary burden to require additionally that A comply
with the filing requirements of 'Section'14(d)  (1) of the Exchange Act.
We believe that such separate filings with the SEC for the same offerings

serve no useful purpose and impose an unnecessary burden on legitimate
transactions.
(d) Finally, we believe that a provision is needed to clarify the applicability

of Section 13(d) (1) of the Exchange Act. This requires filing of the specified
statement by any person who acquires directly or indirectly the beneficial owner-
ship of more than 10% of any equity securities of a class 'registered pursuant to
Section 12 of the Exchange Act This clearly was not intended to apply to an
underwriter who holds a block of securities solely for distribution or to a trader
who holds a block of securities solely in the normal course of buying and selling
securities. Accordingly, we urge that a new paragraph (E) be added to Section
16(d) (5) to exempt:
"(E) Any acquisition of a security by a broker-dealer in securities in the

ordinary course of buying and selling securities as an underwriter or dealer in
such securities."
We appreciate the opportunity to submit these comments and would be pleased

to furnish any additional information that might be helpful. We request that this
letter be included in the printed record of the hearing on H.R. 4285 and S. 3431.

Very truly yours,
1GORDON 'L. CALVERT,

Executive Director and General Counsel.

(Whereupon, at 10:55 a.m., the subcommittee was adjourned.)
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