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Evits Associated with Investments in Heonomie

, Epterprises-or in their Corporste Securities.

1. ZThe Natursl Optomism of Human Nature Regarding

Promising Ventures.

Probably the most important and fundamentsl
reason for the exploitation of the public by promoters
of fraduulent securities is the érevalence of the gem-
bling instinet. As Adem Smith, in "The Wealth of
Nations", says; "The chance of gein is by every man
more or less over-valued, snd the chence of loss 1is
and by scarce any-man... valued

(1)

more than it is worth." This tendency seems to be

by most men undervalued

based upon the sbsurd belief that Divine Providence
will in each instance meke & specisl dispensation in
‘favor of the psrticulsr person trusting to luck that
he will win something without paying a correspoﬁding
price.

No better illustration of this illogicsl con-
duet can be found then in the sncient institution of
iotteries in their verious forms. "The world neither

ever saw, nor ever will see, & perfectly fair lottery,

---0—--

(1) Edwin Cannan Edition of Adem Smith, Vol. 1 pp.109-10

XY



2 .
, or one in which the whole gain compensafed the whole
loss; because the undertaker could make nothing by
itees The vain hope of gaining some of the great
prizes 18 the sole cause of this demend ( for lottery
tickets). The soberest people scarce look upon it as
a folly to pay & small sum for the ehancg of gaining
ten or twenty thousand pounds, though they know that
even that small sum is perhaps twenty or thirty per
cent more than the chance is worth.™ (1)

The chief sttraction of the lottery is the
fact that only e small sum is being risked, with the .
possibility, however slight, of gasining & gregt for-
tune, This is also true of other speculations. "The
very smsll investor is fhe most inveterate bargain
hunter in the world... The middle class investor
thinké more of safety, and of a fair income than he
does of profit; end if he seeks profit et 8ll, his de-
mands are moderate and conservative... It is the small
investor who always wants a8 hundred per cent on his
money end who is willing to take the most astounding
chances to get it." (2) |
| No proposition can be too sbsurd to appesl to

"a great number of such "investors". At one time a

company was organized in London "To Carry On an Under-

(1) Edwin Cennesn Edition of Adem Smith, Vol I,pp 109-110
(2) C.M. Keyes, World Work, Vol.22,ppld922
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taking of Grest Adventage, but ﬁobddy to Enow What

it is". "The prospectus stated that the capital was

~ one-helf million in 5000 shares of 100 pounds esch, on
which the deposit was two pounds; Each subscriber on
deéositing_w&s to be entitled to 100 pounds per annum .
per share. The projector opéned his officé in Cornhill,
and before he shut it and decamped at three o'olock’the
same day he had secured 3000 pounds in deposits of two
pounds. The end of snother compeny which seemed to be
of 8 similar class wasvhappier. An office was oéened
in Change Alley at Whigh investors were invitéd to sub-
seribe 2 million éterling for some object or other not
too particulerly specified. The instsllment psysble on
application was 5 s. a éhare, snd the reckless rﬁshed.
to make their fortunes. It wss not until s very large
sum hed been subscribed that an advertisementlappéared
informing the subseribers that on calling &t the office
they might obtain the return of their subscriptions.

. The supposititious underteking, it wes explained, was
merely sn experiment to test the question as to how meny

(1)
fooles could be caught by such means in one day."

(1) The Story of the Ptock Exchange, Charles Duguid,
pp.4Q-41.
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2, THE LAX CORPORATION LAWS OF VARIOUS STATES.

Lack of uniformity end laxity of some of the
state corporstion lews afford an excellent opportunity
- for unserupulous promoters to exploit those possessed
of the gembling instinet. In the United Stetes, the

privilege of incorporation is given undér widely dife
ferent ststutory provisions. Cherters are granted by
individual stetes, whereass the sctivities of the cor-
porations may extend over several statés, and in many
cases the whole or greater pert of the corporation's
businesé is earriéd on, not in the state granting the
franchise, but in other states of the Union, The dif-
ferent states sre led to vie with each other in order
| to influence préspective companies to teke out their
letters of incorporstion from them, snd in this com-
petition the tendency is to grent more and more 1libe
ersl franchises. In their rivalry to attrasct es meny
corporgstions &s possible for the séke of revenue, some

states will yield to the insistent demsnds of those

interested in securing favorabie franohises. Thiks com-

petition existing between the states end the lsck of
uniformity in the corporstion laws, has given rise to
serious complicstions and is the mein obstacle to the

proper regulétion of corporations in the United Statés.
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} The state,éorporation laws differ greatly in
the amount of information required con&ern&ng the
gffsirs of the corporation and there is wide diversity
in the powers grented. The rights to hold stock in
| other\corporations and the rights to issue stock for
other then cash considerations differ. In some of the
states it is unlawful to issue stock for services and
there are verious restrictions placed upon the exchange
bf stock for property. The number of purposes for
which 8 corporstion msy be formed ere limited in some
states , as for exemple ¥exas. Restrictiopé are pleced
upon the right to hold lends, and sti1l othersprohibit
the exerc?szﬁé of certsin frenchise rights by foreign
corporations. Then tob, there is considerable differ-
ence in the requirements &s to the smount of stock-
that shall be subseribed and paid for before actual
-business operations are begun., ILikewise, in the smount
of fees that are to be paid, and the character snd num-
ber of repofts required. There is dissimila;ity in the
length of the terﬁs-of licenses, and there is much vari-
ation in matters relsting to the place of holding meetF
_ings,'the requirements ss to the residences of direc~
tors, publieity,.end in a host of other minor details.
It may be well to cite a few examples‘of steates

having what may be called strict, as well as of those
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having lax corporastion laws. Pennsylvsnia and Texss
are good exsmples of the former, whereas, South Dakota
and Deleware are typical "bargsin counter" states.
There are great differences in the smounts paid
for the original license fees’and the annusl taxes
levied upon eorporations in these ststes. In Bennsyl;
venia the initial license tax\is based upon fhe capitsl
empldyed within the State. In Texss it is bssed upon
the entire capitsl stock of the sorporation. _The Penn-
sylvenia license fee varies from $3.33 per $1,000 cap-
ital employed in the state, to $16,666.67 for & cor-
poration employing s capitsl of $5,000,000 and the
ennual fees vary from $5.00 in the former case to
$25,000 in the latters In Texss an initisl charge of
$60.00 is mede for a corporation capitslized st $1,000
and $5,040 for one capitelized st %5,000,000. The
annual license fees sre ¥25.00 and $860.00 in the res-
pective cases. |
The initial filing fees in South Dakots end
Delaware are fixed without regsrd to capital or the
emount employed in the states, sand s fixed sum of
$10.00 is charged in both stetes. Neither requires a
corporstion to pay en snnual license tax. These two

states are exsmples of "bsrgsin counter" gtates, so

far as incorporation expenses sre concerned snd their
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legislatures are“obvioﬁsly making & bid for the cheap
incorporation business. Other requirements are aboutd
as lax, end a great many'coﬁpanies which are orgsnized
to exploit mines or new inventions, or other highly
speculative enterprises, may without impropriety issue
large asmounts of stdck glthough the sctusl market value
of their assets at the time of inoorporation nay be very
smell. In such csses it is customary and obviously
economical to secure s "bargsin counter" charter.

Thus it is possible for the highly-speculative
and‘fraudulent enterprisers to secure charters in the
states ha#ing lsx stendards, end then to conduct their
business in the other states. It hes been customary
for the so called "blue sky" concerns to incorporate
in such states as ¥outh Dskots, Delaware and Arizona,
and fhen to go into the states having the stricter laws
to sell their securities. The general tendency to oon-
fer broad powers and to impose lax stendards is hazawd-
_ous, and offers great opportunities for frsud. Lax
state corporation laws have thus been lergely respon- -

. 8ible fof the exploitetion of the public by promoters.

3 Promotion Schemes of To-day--- Legitimate snd
Qtherwise.

The securities of thousands of both legitimate
end illegitimete promotion enterprises are annuélly

offered to the public. %he newly orgenized corporation
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mey try to dispose of its own securities directly %o
the investor or it may sell them through such agencies
as investment and bénking'institutions. The legiti~

- mate enterprise, will in most cases, dispose of its

- gsecurities ih the'latter way. The illegitimate pro-
motion scheme seldom resches the investing public
through the agency of investment bsnkers or like in~-
stitutions, but sells its securities through agents
representing the compeny itself or thrﬁugh the use of
the United Statés mails. OSecurities s0ld by invest-
ment bsnkers msy be cited ss an example of those which
are considered of a legitimatg charscter. Investment
bankers make an effort to handle securities only of:
such concerns as areylikely to prove reliable snd thus
to protect the investing public agsinst the purchsse
of such securities as sre likely to be of s frauduient

charscter. The owner is first requested to submit com-

plete dats regarding the compasny, which is then analyzed

by the investment banker. If no weskness is discloséd,
the formal exsminetion is then made, consisting of an
investigatidn by engineers, the auditing of the cor-
poration's aebounts and a csreful legsl exsminstion of
frenchises, ete. With searching scrutiny every factor
bearing upon the merits of the enterprise is likely to
be considered. If the compaeny stands the tests of the

investigation, the investment banker will supervise

the sale of the seourifies of the newly prbmoted enter-
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prise. It is not, however, with the ssle of the se
curities of legitimate enterprises thet this thesis

is most vitally concerned; it has to do rsther with the
regulstion of the saie of the millions of dollars worth
of fraudulent stocks, bonds, snd other securities, which
are annually distributed ﬁo the "Bullible" investors of
this country. Hence, the following discussion will treat
of the extent of fraudulent prdmotion in the United
States and will disclose the methods whereby swindlers
are 8ble fo sell their fiectitious paper securities, and

thus exploit and public.

4, Extent of Fraudulent Promotion.

(a) Post-Master %eneral's Annusl Reports.

A crusade was stsrted in 1910 by the Post-Office
Depa:tment agsinst the fraudulent use of the mails by
companies selling worthless securities. From the in-
vestigstions which were made, it becamse evidenﬁ that
swindling operations were being conducted on &n gxten—
sive scale. In the report of the Post-Master General
in 1910, it is stated "that the 80 important cases
recently brought to a hééd represent swindling oper-
ations that have filched from the American people in
lees than a decade fully @100,000,000. As the work of
investigetioﬁAproceedad'it became apparent thst the
schemes for swindling thrqugh the mails were vastly more

 numerous and extensive than had been supposed. Mamy of

l’(
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thege fraudulent‘entefprises proved to be és far
reaching in their ramificstions as the‘postal service
itself. Not only have they swindled meny thoussnds of
‘eredulous people out of money foolishly invested, but
to a large extent they have shaken the confidence in
legitimate enterprises. The stemp¥ing out of these
~fresuds is therefore a&s important to cepitelists en-
gaged in lawful business undertekings ss it is to in-
vestorse Their prqvention will undoubteﬁly save ?o the
Americen people millions of dollars ennuelly." 1

The snnusl reportvof 1911 states "That the oru-
ssde agsinst the fraudulent use of mails, begun in 1910,
has Teen aggressively continued. Lasf year the in-
spectors assigned to this work investigated @ great
veriety of cases renging from petty schemes for the
commitment of freud on a small scéle to gigentie pro-
jects in imsginasry mining compenies and other fiectitious
concernse <he swiﬁdlers convicted had fraudulently ob- .
teined from the pubiic many millions of dollars."(a) In
his official report to the Post-mester General, the
- Chief Inspector sgid; "the work of the past yesr has
uncovered a condition smong the swindling elaess which

—ma ()

(1) Annuel Report of the Past-Office Dept. 1910,pp.12-13.
(2) " " * nw n " T 1911, p.27.



i1

~ shows the asfounding extent of their operations snd the B
-enormous smount of their ill-gotten gains. 4s shown
elsewhere in this réport, only the few swindling pro-
.moters who were arrested lsst yesr obteined approxi-
mately $77,000,000." (1)

| The 1912 report stetes that "in the 188t two
yesrs over 1,000 persons have been arrested by post-
office inspectors for such swindling, end it is esti-
meted thot the losses to the public, through their freud-
ulent operstions smounted to over $100,000,000." (2) In
the 1913 report it is estimsted that a "total of $53,873,
- 841 was.taken in by those errested and convicted during
that‘year."(S) From the reports submitted by the in-
spectors covering the cases in which arrests were made

: during the yesr ending June 30,1914, it is estimsted
thet the promoters of these fraudulent schemes obtsined
‘ approximatély $68,060,OOQ.(4)

These reports of the Post-master ®enersls would
justify one in believing that the toll whieh fraudulent
promoters have annuslly béen/taking through the United
‘States meils would approvimste %100,000%000, end it is

() ——
Annual Rpt. of the Post- Office Dept.,1911,p.64.
' n 1912,pp 15-16.

(1)
(2)
(g) v ! W Postmlster Gofl. 1915 0P 99-108.
(4) Rept. of Postmaster General,1914,p.46..
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more kgkely‘that the tolls have heen essily in excess

of that figure.

(bp) Bank Commissioners' Reports.

Various estimates have been made by bank com-
missioners snd others as to the probsble sums lost
through fske investments. Mr. J. N. Dolley in s letter
dated December 16,1910, ssid: "I find that Kensas has
been tolled millions and millions of dollers during the
past few‘years by these confideneé men, and ninety-eight
per cent of the money so §gid has been entirely lost by
the investor. 4&s nearly g8 I can ascertain, they are
tolling Kaensas at the rate‘of somewhere between one and
three million doliars per snnun". In gn srticle sppesr-
- ing in the Bankers Home Magaziﬁe, he sayd& that " af t he
time the law ( spesking of the first Kansss Blue Sky
Law" went into effect there were between four snd six
millions snnually being teken from Kensss which wss ab-
solutely lost to the investor as well as to the Stete of
Kensas". In commenting upon these estimates Mr. S.
Seaton ( spécial ascistent to Benk Commissioner Benson)
ssys that he believes thast the minimum sum nsmed by Mr.
Dodley is conservstive snd, considering the richness of
the field, it would be sbout XKensas' shere of the tribute
that the people were undoubtedly paying to this modern
fdrm of pirscy.

Prior to the enactment of the Oregon "Blue Sky"
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law, that state seems to have been over-run by the
promoters of fraudulent enterprises. The Commissioner
of thet stete made the sfatement thet " in 1912 the
United Wiréless Company sold in Oregon %800,000 worth
of stock that turned out to be worthless. In the seme
yesr the Columbia River Orchsrd and Irrigstion Company
.&iSpOBed of @ million and &8 half in the state. The
bonds were not worth the paper they were printed on. The
'promoters of both of the concerns were proseouted, but 55
their punishment did not restore the venished dollars.” (2
In 1912, Governor Colquit of Texss ssid, smong
other things, in his message to the legislature: "The
Commissioner of Insurence snd Bsnking estimé%es thet the
people of Texss are being fleeced now out of five mil-
‘lion dollars annually by corporstions that have no cap-

itsl, no stability snd no business foundation."

(c) Statements from other Sources.

Financisl writers and others who are We11 in-
fbrmed almost unamiously agree thst the sums smuslly
lost through fake investments exceed $75,000,000 and they
point out thet there is & constantly flowing stream of
money from the hands of hard working people to those of

. : ~~-o-~-
(1) Sunset Megazine, Feb. '13.
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rescels. In the Worlds Work for Merch 1911, there is a
list of fraudulent promotion schemes compiled by the
editor of the "Financisl World", most of which operated
in the State of New York. In this list there are enu-
maréted forty-two oil companies, with & totsl capitaliz-
ation of $83,448,128; one hundred-nine mining compenies
with an approximete capitslizetion of $527,882,5Y0, and
eighty-three companies classed 85 miscellaneous with an
approximate capitalization of $448,269,780. "Tsken as
a whole" says, C.M. Keyes, "this list may be considered
a machine that has tsken from the people of the United
States, close to $1,000,000,000 in the last seven years
and it is practicslly only the New York list." There are
enumerated also fifty-six companies whose officers were
arrested by the Government on ohérges of frsud, six whose
officers were in hiding, snd thifty-eight big fresuds which
“have gone unpunished.

From the informastion given in the annual reports
of the Postmaster Genersls, the statements of Bank Com-
missioners and others interested‘in financial sffsirs,
it is evident thet many millions sre annuslly lost by
people investing in frasudulent and unwise promotion'

schemes.,

4. (B.) GConcrete Cases of Frsudulent Promotion.

The following discussion will desal with some of

the more typical and concrete cases or forms of frsudu-
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lent promotion. In genersl these may be grouped in five
mein oclasses, nemely, (a) mining, (b) land, (e) insurance,
(a) industriel enterprises end (e) loan schemes. Many
'examplesvmight be given for esch of these classes, but
only & few are necesssry for the purpose of illusteding
the character of the schemes and the methods employed

in prombting the same.

(a) Mining Frauds.

While the mefhod of the modern fraﬁdulent pro=-
moter is based upon the seme principles as those men=-
tioned earlier in'this chapter, and his appesl directed
to the ssme clsss of investors, his mode of procedure
is now infinitely more elesborste thsn formerely. A num-

ber of csuses have operated to bring sbout this change.
The stendard of educetion emong his clients is higher
today, and, 8t the sasme time that ceredulity is played
upon, theré must be en appeal to Judgment, real or im-
aginary; certein efforts have heen made to warn these
people sgainst frsudulent enterprises, and some sus-
picions must always be allayed; finslly, there is con-
siderable competition esmong the promoters themselves,
and the prize is to the shrewdest. A detsiled account
of a single case will best illustrste the "public cam-‘
psign of education on the logie of true investment™ which
the self-styled "fiscsl agent" now conducts.

The litersture used by & certain promoter in
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advancing the interests of a mining‘scheme, known &8
the Boulder Tungsten Production Company, will furnish
examples of the various steps in the process which has
been described as Ffollows: "All this masss of ekillfully
arranged data leading the mind almost impercepitbly
from the known to the unknown, emphasizihg adventages %o
the point of exéggeration, glossing over difficulties,
or, preferably, remaining silent about them, mershelling
his tory, science, and reputation to the support of pro-
phacy... all these specious snd forceful arguments are
directed to the end of oresting in the mind of the pros-
pective buyer 8 vieion of enormous wealth." (1)

The first move of the promoter of The Boulder
Tungsten Production Compsny hed for its object the es~
tablishment of confidence on the part of the person |
answering his sdvertisement in his suthority snd in-
tegrity. To this end he sent out materisl contsining
an sccount of his broad experience and informstion, and
his interest in the welfsre of the messses. 4All this
was vouched for by strongly worded tectimonisls from
apparéntly reliable sources, together with celippings
from well-known newsps pers.

At the same time he offered to send, free of

charge, & copy of his treatise on "The Science of In-

(1) Edwin S. Mesd, Corporstion ¥insnce, pp.139-40.
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vestment" and sn introductory number of the msgazine

"Investing for Profit". This was, of course, done in a
perfectly disinterested spirit, with no hint of sny defi-
nite enterprise to be promoted. A study of this litera-
ture reveals the skillfully graded steps by which the
subject is chenged from the genersl to the specific.

Mhe initisl purpose of the "cempaign of educstion"
is steted to be to tesch "(1) thst money, when employed
in proper channels, is enormously productive. (2) that
a lgrge proportion of the people are in absolute ignor-
ance of that fact. (3), thet a policy of deliberste con-
cealdmtn of the fsct is consistently followed by the
capitslist™ together with the reasons for the same.

Ee begins his eprsition with the following stste-
'Vment: "It is undoubtedly the fsct that a large section
of the public are sctuslly frightened by estimates show-

ing that lsrge earnings are both possible and probsble
in sny specisl enterprise. Tell one of this class that
25% to 40% will scorue ss the result of his investment
and he will cry or think, YGet-rich-quick-scheme.® Men
"who should know better will assert thet money c¢sn only
earn 5% with safety. This belief, widely prevalent, is
one of the mogt astonishing eriors the founders of & new
enterprise have to combst... We seek to show by this
article that the reproductive power of money is enor-

mously in excess of 5%, snd that this fact is known very
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well by the very men who presch the doctrine."

Nﬁmerous exsmples are then cited, showing the
enormous esrnings of certsin well known corporstions;
how these esrnings are concealed from the public through
the wetering of stock, either by the creation of new
securities or by permitting stockholders to buy st par
sﬁéck which is selling on the market at s high premiump
how the shareholder mekes from 40% to 500%, while the
investor in bonds snd securities gets & return of 5%.
The inference is obvious, viz. in order to teke full ad-
vantage of the earning power of money, the investor must
buy, ndt bonds, but sheres of stock in some corporstion.

The essentisl similsrity of depositing money in
8 bank and investing in & corporation, and the adventage

-0f the lestter is demonstrated by the fﬁllowing ergument :
"When jou buy shares of stock in a corporstion you simply
place your money in the custody of third perties, who in
the legal cspscity of your trustee, direct its expendi-
ture elong certein lines in the expectetion thet it will
become reproductive, and fhe full profit on the capital
invested be peid you as s result. When you place your
money in & benk you do nearly the same thing, the chief
distincetion being that you only receive a part of the
profit your money esrns. You, however, entrust your
money to the control of third perties, precisely as you

do in a corporstion.... Bitter pills are often sugsr-
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coated, and the advice to put your money into & bsnk,
or the warning that bug 5% can be esrned on money in-
vested with safety, is simply snother wsy of stating
the disagreeable fsct that your esdvisor has his own
opinion of your &bility or shrewdness, which, summed up
in a few words, is to the effect thst you need & gusrdian
in the disposition of your surplus money." Depositing
money in benks is sn expression of the savings habit, the
"fallaoy" of which is exposed at great length.

" ' I should like to see,' seid U.S. Circuit
Court Judge Grosscup, 'well maneged corporations popl-
arized through the ownership of their securities by grest
numbers of people with smsll mesns, so thst sa&ings benks
will decline in popularity end theii deposits dwindle;'
| Thet is true money-making philosophy and the men who get
into & well managed, honestly conducted corporation with
its future before it, will mske money now as others have
done in the past."
| » This 1eéds to the construetive progrsm. "In
other words, the séoret of success in investment, as well
as in iife, lies in the spplicetion of that old proverb:
'If you want a thing done well do it yourself.' Achieve
success by doing what your commercisl bankér does to
achieve success.... Here is your receipe for success:
First-- Lesrn the Facts: Second-- Use Your Own ressoning

powers; Third- Decide for Yourself."

"The men with sufficient judgment to discern the
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possibilities and the courage to back their opinion,

are literslly swept forward to fortune's bower by the
* public demand. Thus are stupendous fortunes achieved.
'One good investment is worth & life-time of labor.' "

The specific field in which such investments can
best be msde is developed in 8 pasterly menner ss follows:
"The smeller industrisl corporstions afford this oppor-
tunity. They are in their younger yesrs, practically
asgsocistions of enterprising men, who, placing their
.funds in oﬁe common pool, use it in one stated direction
judged to be profitsble, end divide ité full earnings
equally smongst its members.... If you wish to gamblé;
woll and good, but if you wish to invest under conditions
where ripe Jjudgment, commendable initistive and judicious
couragé are likely to resp their proper rewsrd, givé your
time to @n esrnest investigstion of the poseibilities
offered by the many new enterprises with which this broad
lend is pregnsnt.... Throughout this broad land of ours
men a&re delving into nsture’'s treasures, inventing, dis-
covering, origineting and imitating. They heve the oppor-
tunity for capital and seek out the men with capitsl for
opportunities.... Watech for great industriasl opportunities.
A hundred million people are now crying aloud for potash
and dyes end spelter snd copper and tungsten, through the
desrth csused by the Europesn war."

The prospsctive customer now having been properly

educated, the trsnsition from genersl principles to a




specific opportunity for investment is mede as genfly
as possible. "I am going to do & thing in this col-
umn this monfh that I hsve mot done before. I sm go-
ing to mske 8 direct recommendation of 8 particular
,investment..;. This particﬁlar investment about which
I sam writing «... hss stood my rigid tests. It con-
forms in every respect with the rules I lay down, &s
explained in the Science of Investment."

Then follows sn sccount of the discovery of
the grest industrisl value of tungsten, its use in the
menufacture of munitions of wer, snd the resultant de-
mend for this minersl since the outbresk of the present
war., "For en opportunity of iarger profits than eny I
know to be had elsewhere, and carrying the element of
' permsnency 88 a factor in an uncommonly high degree, I
recommend an investment in the tungsten industry. So
far as I know, and I believe I have the facts on this
subject, the Boulder Tungsten Production Company, which
my finenciasl depsrtment represehrs es my fiscsel egent,
is the only tungsten company in which an investment may
be had at this time."

A number of quotstions from the circular let-
ters which succeeded this recommendstion of the Boulder
Tungsten Production Compsny will illustraté the method

of procedure, now frankly that of the frsudulent pro-
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moter. ,

"Pifteen dollars "WON'T BREAK YOU and it WON'T "MAKE"
ME, but it might "MAKE" YOU, snd it might be the mesns
of meking you rich. Xifteen dollars is nét a8 grest

sum of money, snd I don't mean to infer that a §15
investment will make s millionaire of you. DPlesse don't
misunderstand me. I do believe though, and Sincerely
go, thet a ¥15 investment in the stock of the Boulder
Tungsten FProduction Gompahy will result grestly to your
advantége, and it may be the stepping stone to & sub-
stentisl income, or possible a fortune for'you.“

The future of the new compeny is compered with
the success of a well known corporatibn menufscturing
safety razors. "For illustrstion, we will ssy that the
Gillette Safety Razor Compeny, started at $25,000. It
was raiged to $650,000 which was 25 times the originsl
$25,000 in sddition to it. Thet would mesn that each
$15 originelly invested gathered for, its owner, in
sddition to esrning yesrly dividends, 25 other $15s,
so that the original investor of 15 would have $390
of the capitalization of $650,000. The new capitaliza-
tion of $13,000,000 being 20 tiges the former capitsliz-
atioh would meke an originel %15 investment, now grown
to $390 worth of shsres, esch now esrning $390 per year

more, worth in the new cepitalization, in shares 20

times $390 or $7,800-- 8ll from $15.... I am giving you
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the chence right here to invest %15 in a vigorous
industry thet I em confident is going to bte & big

success. I would be foolish to assert st this time

thet it will be &s profitsble gs the one I have just
fold‘you about, becsuse the company hss not yet explored
s1l its land. But the facts sre now at hend to indi-
cate infinitely greater profits."

In snother letter the expected profits are

characterized in these terms: "An investment thst esrries

such well indicsted potentiality of seversl hundred
per cent profits yearly, is worthy the considerstion
of intelligent persons who want to mske HONEST money-
and mining money is the CLEANEST MONEY IN THE WORLD,
because you do not teke esnything sway from snyone else,
BUT ENRICH THE WORLD by sdding to ite useful minersl
vsupply." |

Numerous testimonisls and clippins ere given
praising the charscter end good judgment of the pro-
moter snd supporting the newly lsunched mining entéf-
pfise. Assurance is given thst the company is &lready
cspitalized, that the available stock is limited, égd
g8 & finsl bit of sarcesm the right is reserved of re-
turning the money which has been paid b& the investor
for sheres of stock in the corporation., Through the
means of this skillful adVertising, the frsudulent pro-
moter is sble to secure his "investor."™ "When once em-

barked on 8 doubtful enterprise, the speculstor is im-
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pelied by sentiment end interest to drasw others along
withvhim. The speculetor is by instinet & promoter.
He is & zeglous gdvocate of this projeet to which he
hes committed his money. He urges upon jis friends
the merits of the new scheme. His enthusissm is in-

fectious. Others are drswn d4into the net by his rep-
resentations, and they in turn compass ses and lend to
meke one prosslyte. In'fhis way the wave of specula-
tion is set going and Sweeps through sll classes of

society, turning the accumuletions of years of effort

, (1)
into the treasures of the new companies."

(b) Lsnd Frauds.

Fraudulent 1ahd,schemes have been very common.
The Poastmaster Generél in his report for 1913 mentions
the "International Lumber snd Development Company" as
such & scheme, "The ostensible business of this con-
cern was to clesr, plant, snd bring to & high stste of
tropical culture 20,000 scres of lsnd locsted in lexico.
fy contracts entered into by the seversl promofers in
control of this company certsin of them were to receive
$60.00 whide others were to receive $260.00 for every
share of stock sold, for which the latter promoters were
‘%o clesr and develop one asecre of land. Thoussnds of
unfortunste purchasers of contrscts were unsble to make
their monthly pasyment and were lspsed out. The stock-

holders number more than 7,000 scattered throughout the
\ NRYq - .
(1) Eawin S. Mesde- Corporstion Finsnce, p.142
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United States, Canada and Europe. Dividends were wid
from the proceeds of the sale of stocks. It is esti-

meted thet the promoters of this scheme filched from
the public approximately @6,000,000."(1) -
_ Only recently Moun Day and his wife were con-
vieted of promoting an enterprise for the irrigation
and sale of & large trsct of land belonging to Sensator
Catron. Hundreds of persons in twenty states were in-
duced to buy contracts for the\land and to pay lerge

sum8 for them. It wss estimeted that not less than a
quarter of & million dollars had been collected by the
Moun Days.

Land freuds have been a common method to filch
the gullible public. People have been led by the
thousends to invest their savings in lands to whiech the
promoter d4id not hsve & title; in lends which, if the
| promoter had heen a little more truthful he would heve
s0ld by the bsrrel rather then by the acre.

(el. Insursnce.

AThe workings of an Insursnce swindling scheme
were exﬁosed in an erticle written by Mr. Keyes in the
World's Work for September, }911.(2) Thie wes the"United
Insurance Compeny", the promoter of which was s Mr. Van

| --=0)))

(1) Report of the Postmester @enersl, 1913 p 99:
(2) World's VWork, 14,882-90 S'1l.
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Laringhem, 4 charter Wa§”%ecured in Arizona suthorizing

the compsny to write eny kind of insursnce, and the
articles of incorporation provided for an issue of
10,000,000 shares of stock at a psr value of $1.00 a
shere. In 1908, "the greatest ihsurance conpany the
world has ever seen" was orgenized end sn office was
opened in Chicago. There was nothing cheap upon the
face of the concern. It had most elaborste officeé and
furnishings and the excellent engrasved stationery geve
evidence of a thriving concern. 4 "whirlwind" adver-
tising and selling campsign was laﬁnched imedistely.
Agents were scattered over the country end the pride
of stock wss rsised from the par velue of $1.00 snd
fixed 8t §5.00. All clssses of people were lured into
the enterprise. "The agents were lured on by offers
to make them special representstives of the company
in their distriets; doctors were coaxed into subsorib-
ing by promises to meke them exeminers; the lawyers
were caught by veiled insinustions thst they might be
able to handle a great desl of the legsl business in
their respective towns and the bsnks were induced to
subscribe by helf promises thst, es the business grew,
deposits would be opened in their benks." The first
yesr's business was conducted chiefly in the middle

woest« Then the hesdquerters were chenged to New York

City. Finding New York too strict the plan was deter-
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mined upon to "ereste subsidisry companiles for the
different lines of iﬁsuranee, and Heﬁ York state wsas
elected as the place in which to tske out & fire in-
surance charter. This wes done in Jenuary, 1910, when
the United Pire Insurance Vompesny of New York wass lsun-
ched." <The promoter, Mr. Ven Laringhsm, withdrew from
the company at this time, not however until he had
- succeeded in receiving 7,500 worth of securities and
1,539 shares of stock from the corporstion. DBefore the
New York Insursnce Vepartment intervened the company
hed sold spproximately 65,629 sheres of stock and
reslized sbout §166,000 in cash; $1,000 in other se-
curities and $68,000 in notes. This was the extent
of the company's business covering & period of approxi-
mately one yesr aﬁd five months. The report of the In-
sursnce Yepartment shows "that for every %}OO psr valuse
of stock sold to the public, the commissions, trsveling
expenses, salaries; and advances to salesmen, amounted
to $140.00 Additionsl costs in the nature of officers’
salaries, stationery, postsge, rent, etec. brought the
totsl up to $242.00. " Less then one eight of thé;
$176,000 remeined as a resl asset for the benefit of
stockholders end there wes only the 1little residue of
$8,560 left as totel sssets by the time the business
came into the hands of the stockholders' committes.

The question may be ssked, how did the company

go about securing subscribers? The methods used in this
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case are typical of most swindling schemes. ZFre-
liminary announcmments were first made to prospectiye‘
customers by sending to esch one a personsl letter,

stating the extraordinsry chsrascter of the company, its

wonderful possibilities snd urging the individusl to act

at once in order to take sdvantage of this remsrkasble

opportunity. THE form of the letter used in this psr-
ticular case wes ss follows:

"Dear Sir:-

Your stete is about to be entered
by the lergest insursnce Compeny in the world. 4 com-
pany equipped with unlimited resources in money snd
skill. The unprecedented capital and surplus of fifty
millions is to be put forth in a colossal, combined,
energetic effdrt to systematically secure the business
in every territory.

"Every nook and cornér, every town end hamlet,
is'to receive the attention of our orgenization. Our
asgencies will dot the msp of all countries. The enor-
mous strength, sccurste methods, and relentless efforts,
both publiec and privete, of this compaﬁy will defy com-
petition. |

"Staunchly backed by the most successful men -
known to the insurance world-- men of sterling charscter
men whose co-operation and direct finaneial and personal

interest assures success- men whose record &8 lesders is

proven, men whom you know &8 being most thorough end ex-



pert in the intricscies of insurance. Qhe preliminary
investigation of our officers has placed your nsme in .
our hends s & progressive, and, therefore, interested
party. If you will asgree to hold all mestters strictly
confidentisl and will signify seme by filling out the
enclosed card, we will loan you our own confidential |
booklet.

"Remember, however, thet this book is of con=-
" sidersble vlue. It is to be returned or tsken up et
our expense. Let us have your rebly at once and wé will
send to you informetion, every word of which will be of .
vitel interest and contsin & proposition such as has
never tefore been put forth. It is of much importsnce
to you to act at once in this metter."

Do not dela&.

Respectfully yours,
(Signed)

"51 Lines under one executive oontrol."(l)
If one gives this matter his serious considerstim
the compenmy follows by giving definite offerings. 411
sorts‘of specisl privileges, concessions in prigce, direc-
torships, agenoy contrscts, end the liked sre offered.
The class of people who are looking for the chance to
.secure something for nothing soon fall victims of these

professional swindlers.

S, Y

(1) World's Work, 22: 14882-90, S'll.



td) Industrial Frauds,

Numerous exsmples of industrial frauds could
be given. One company, the "Sterling Debenture Cor-
poration™, was successful in selling lerge amounts of
stock to citizens of Xsnsss and other states, in what
were termed the "Melapost” and the "Oxford Linen Mills™
compenies. The Burr Brothers have also become femous
a8 promoters of swindling industrisl snd mining schemes.
These brothers, who had headquarfers in New York City
and sre generally acoredited,with having been the mosf
successful promoters of worthless stock in this country,
made extensive use of industriai enterprises in their
fraddulent operations. The Burr brothers rented one
entire floor of the ¥lat Iron building in New Yofk City
and proceeded to sell stocks in 8t lesst 28 different
companies, ,until their operstions wefe stopped by the
postal inspectors in 1910. Not one of the 28 compenies
for which thé Burrs sold stock, hes ever paid & dividend
and 8t least 17 of them have gone out of existence. Two
of the industrisl enterprises in which the Burrs sold
stock, were the "New York snd Chicago Electric Company"
and the "Talksphone company“.(l)

The postal inspectors who raided the §ffioe aﬁd
arrested the members of the compamy in 1910, estimsted
that they‘had taken in somewhere between forty end fifty
millions of dollarss Dolley estimates thst they sold

at least one-half million in Ksnsas. The Burrs had &

(1) See article by H.F.Xohr, Tech VWorld, lMr. 1912,p. 45
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prosperous business snd had just entered upon an\aﬁ-
vertising cempaign which would have cost $1,000,000
when the postsl suthorities errested them. The Postal
Inspector said: "the Burr Brothérs played fast and loose
with their clients and the most pitiful festure is the
menner in which widoes have been fleeced on absolutely
worthless stock. One widow had invested $4,000,:the
smount of 1ife insurance she hed received 8%t herihus~
bend's desth, in worthless minihg stock. Another poor
widow, with a lsrge fasmily had invested all her ssvings,
$2,500, in sbsolutely worthless oil stocks." "The

first days meil after the rsid brought in $650 in cssh
and $20,000 in money orders, in addition to.which there
was g8 large bunch of telegrams, meking reservstions of
stock from deluded victims who were afraid they ﬁould

- lose the chanoe to be swindled out of their money. There
wes a perfect flood of the smell orders ($2.50 to $9.00)
mostly accompenied by letters written in.the uncertain

(1)
hend of the ignorant."

(e) Losn Swindling Scheme.

More recently loen swindling schemes of vsrious
kinds have been in operstion. In a warning recently

issued to the publiec of Ksnsas, Mr. Seaton cslls at-

--.—O—-—

(1) Technicel World Msg. Vol. 17 p 45 Mr. 1912.
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tention to types of "mail order Loan and Investment
Companies™ which have been making a vigorous cam-
paign in Kansas. The usual plan of business, it is
stated, "is to offer the investor a contrsct cslling
for the monthly payment of various sume for s period‘
of from eighty to one hundred months. After the pay-

ment of & certein number of instsllments, ususlly six,
the investor becomes "eligible™ to receive a loan; but

when, or whether the investor will ever receive a loan,

depends not only on the number of his certificete, but
upon the further chence that the compsny will sell
enough more contrascts to provide the money with which

to make the loan." This sort of contrasct has been de-
clared to be nothing less than & lottery scheme, as well
as fraudulent by the courts of meny states.

The Stsnderd Bond and Mortgege Company operating
from Birmingham, Alsbems gnd the Continentsl Mortgsge
and Deposit Compsny, which is supposed to do business
from seversl places, including Denver asnd Chicsgo, are
exsmples of loan swindling schemes. In either case,
you buy & contrasct end psy in so much money in instsll-
ments; then you become "gligible" for & loan when there
is sufficient monsey in the loan fund, snd the number of
your contrset is resched. Once in s while they "spot"
a2 loan in a community for the purpose of "baiting" 1n-‘

vestments, but the writer hss yet to find s single in-

stence in which sny of these companies have made a bona-
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fide loan‘to an investor.

5. Buppression of Frsudulent Promotion by Government

Agencies.
From what has been stated, it is evident, thst

a grest amount of frsudulent promotion hes been carried
on in this country. M4illions of dollars sre annuslly
lost in investments in feke land schemes,’in mining and
insursnce freauds, #nd in industrisl and other swindling
operstions. Whst has been done to check these evils?
The following discussion will asttempt to answer this

queStion and will desl with the verious sgencies and

methods whieh have been used to check the ssle of the
securities of these fraddulent promoting enterprises.

In general, it may be stated thet the sgencies at work

in fhis country have been the "Post-0ffice Department",
the "public Utility Commissions"™, and the so-called "Blue-
Sky"™ lawse In Englend, the "Bompsnies Act"™ has been
enacted as s mesns of remedying the evil, esnd in Germeny
the "Central Association of Germen Banks snd Bsnkers"

has assisted much in the supression of the ssle of un-
sound investment securities.

(a) By the Post-0ffice Depsritment.

As hes been mentioned before, sn aggressive
attitu&e was not teken by the United States Government
against the fraudulenf use of the mails until 1910.
Previdus to this time it had been the prsctice of the
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department to content itself, in the case of a de-
tected swindler, with issuing whet wes cslled & "fraud
order.™ By this method the offending concern was de-
prived of the use oftthe mails. This checked his
criminal activity for a time, but the excluded concern
w&es soon orgenized under snother neme and thus evaded
the lew. The new plan asdopted in 1910 wea to arrest,
indict, and prosecute the guilty officers, to confis-
cate the tools of their trsde end to bring the criminal
business to an end. In order to secure s definite ides
88 to the esctivity of the Post-Office Department in its
crusade against the swindiers, it is well that we con-
'sult the snnual reports of the Postmaster-Genersis.

In the report for 1910 it is steted that "dur-
ing'tﬁe last few months the principal officers of 34
corporstions, compsnies, and firms heve been placed
undexr arresﬁ-by post-office inspectors for swindling ths
public by use of the méils. In 46 additionsl cases in-
dividﬁals have been grrested for conducting similsr
schemes to defraud. It is estimated thet the 80 im=
portant ceses recently brought to & hesd represent
swinding operations that have fileched from the Americen

(1)
people in lese than & decsde fully $100,000,000."

S, Y

(1) Annuel Rept. of Post-Office Dept. 1910-pp 12-13.
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'Tha 1911 repoxt states, that there hsd been during
the previous year "529 indictments, end in these

cases 184 convictions elresdy hsve been secured, with
but 12 acquittels... The swindlers thus convicted had

fraudulently obtsined from the public meny millions of
dollarse Reports from the large cities indicete that

numefous concerns utilizing the mails have gone out of

business s the result of the depsrtment's viproug
crusade. The publicity given the prosecutions through
the dsily -press all over the country has been of grest
value in ?i?venting innocent persons from being de-
frauded."™ - The activity of the department was
continued during the fiscsl yesr following. According
to the report of 1912, more than 4,000 cases, involving
schemes to defrsud were investigeted. "These investi-
getions and resulting prosecutions have had the effecg
of stamping out for the time being, most of the swind-
ling done through the mails. In the last two yesrs over
a thqusand persons have been arrested By post-office
inspectors for such swindling." 2

In continuation of its policy of prosecuting
personsg who mske illegal use of the mails, instead of

merely issuing freud orders against them, the depsrtment,

S T

(1) Annual Rept. Post Office Dept. 1911, p.27
(g) " 1912 pp 15-16.
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according to the report of the Postmaster-General -

for 1913, investigeted, during the fiscal yesr, 27879
fraudulent schemes, érrested 610 persons, &nd cohvicted
soa'

"The increase for the fiscal yesr 1914 over thet
af 1913, in the number of convietions on the charge of
using the mails in furthersnce of schemes %0 defrasud,
presents & gratifying 1llustration of the progress the
department hes made in the direction of relieving the
commercial world end the general public of the baneful
influences exerted by these fraudulent enterprises. From
the reports submitted by the inspectors covering ceses
in which earrests were made during the yesr ending dJune
20, 1914, it is estimated that the promoters of these
fraudulent schemes obtained approximately $68,000,000€§)
The frsud orders were gain used, there being 45 of such
issued during the year’as égainst 3 during the preceding
year. During the yesr there were 762 arrests snd 370
convictions on the cherge of using the meils in further=-
ance of schemes to defraud.

It is not easy to Sverestimate the importence
and the velue to the public of the Postmaster Gemersls’

———Qmem

(1) Rept. of Postmaster Genersl 1913, p.956
(2) 1914, p.46.



pursuits of swindlers who have been robbing the ignorsnt
‘by means of the mails. Yet the activity of the United
States Govermment ,however, in the .prosecution of pro-
moters selling worthless stock is limited. In the first
place it has no control over the business unless it is
a psrt of interstate commerce. In the second place it
has no control unless the compeny uses the United Stetes
meils to defraud. Ail of the recent raids are based on
the fact that the swindlers forwarded through the mails
- eirculars, letters, and stocks intended to defraud the
publice From the number of prosecutions that heve re-
sulted, it 1s evident that much good has resulted from
the work of the Post-Offibe Depasrtments It is probably

true that many frauds still go unpunished, but, never-
theless, the activities of these swindling enterprises

have become limited., Although hendicapped in msny res-
pects, the importsnce of the work of the Postoffice De-
partment must be sdmitted as an essentisl agenéy in the
dest:uction of the business of the ffaudulent promoter.
Millidns of dollars asre annuslly ss#ed to investors by
the operations of this aepértment alone. Because of the
limited sctivity of the depsriment, there is, however,
need for other governmentsl agencies to put en end to

the sale of worthless securities to the public.

(b) By Supervision of Public Utility Commissions.
| Another agency regulating the sale of certain

securities in the United States, i1s the Public ‘Utility
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Bosrds of various ststes. 'The apregd of regulation
of business by gdministrative commissions is one of
the most msrked end importent recent developments in .
this country. The policy was first applied by a few
of the states to rsilweys. It has now been extended by
several states to publie utilities of many kinds.

The regulation of utilities by administrative
cornmissions is a very recent development. The movement
which begsn in Wisconsin and New York sbout 1907, has
now spresd so that "there esre at present forty-eight'
commissions with independent personal, representing
forty-five separste juriedictions™. Only three stetes,
Delsware, Utah, and Wyoming sre without such commissions.
The ststes of New York, Massachus?tts, and South Caro-
line esch have two commissions.(l

In fifteen of the jurisdietions provision is
made for the supervision by the Commission over the
issue of stocks and bonds of the public utilities. The
statqs empowering their Commissions with such rights are
Arizona, California, Kansss, Illinois, Indisns, lMassa=-
chusetts, Michigan, Missouri, New Hempshire, New Jersey,

New York, Pennsylvenia, Texss, Vermont, snd Wisconsin.

The laws vaery as regsrds the powers grented &

ca(Qme

(1) Ann. Amer. Acad. 53:1-18. May '14.
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the Commissions. Thus, in some states, as in New York

and Wisconsin, the commission hes complete control. A

thorough investigetion and velustion by the commission

must be made before security issues ere approved. After
a cortificate has been granted, there is strict super-
vigion of the disposition of the proceeds. Section 55
of the Act Creating the Public Service Gbmmission of
New York, indicates the power that is given to the Com-

missions over security issues in that stste: "Any com-

mon carrier, railrosd corporetion or street rsilroad
corporation orgsnized under the léws of the Stéte'of
New York, may issue stocks, bonds, notes or other evi-.
dences of indebtedness peyeble 8t periods of more than

twelve months after the date thereof, when neeesssxry

for the acgquisition of property, the construction, coh- .

plétion, extension or improvement of its fascilities, or
for the iﬁpiovement or meintenance of its service or for
the discharge or lawful refunding of its obligstions,
provided and not otherwise that there'shall‘have been
secufed from the proper commission an order suthorizing
such issue, and the amount thereof and stating that, in
the opinion of the commission, the use of the capital to
be secured by the issue of such stock, bonds, notes, or
other evidences of indebtedness is reasonably required
for the said purpose of the corporstion. For the pur-
pose of enabling it to determine whether it should issue
such order, the commission shall meke such inquiry or

investigation, hold such hesrings and exemine such wit-



nesses, books, papers, documents or contracts as it may
deem of importence in ensbling it to reach a determina-

tion. "

Before any compsny cen issue or suthorize the
sale of any new securities, it must secure authority to
do so from the Public Service Commission. This board

makes a thorough investigation of the security back of

the bonds and stocks, snd if it deems itedvisable, grants

permission to sell the seme. By means of its exsmina-
tions the Commissions not only protect the public
ageinst excessive issues of capital by public sexrvice
corporations, but also protect the investor against un-
wise capital expenditures. For instance, the method
of prasdure in cases invoiving the suthorization of new
bond issues, has been outlined by the Commission of the
Second District of New York as follows:—(l)

"In passing upon the application for leave to
issue sdditional capital stock, the Commiséion will con-

sider:

"Whether there is ressonsble prospect of fair
return upon the investment proposed, to the end that.

securities having apparent worth but sctually little ox
not value may not be issued with our sanctionm.

"We think thet to a reasonsble extent the in-
terests of the investing public shhuld be considered by

---O_ﬂ“
(1) Second Annual Report of the Public Service Com. pl2)
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us in passing upon these applications.
"Tthe Commission should satisfy itself that, in

a general way, the venture will be likely to prove
commercially feasible, but it should not undertske to
reach and announce a definite conclusion that the new
construction or improvement sctuslly constitutes a safe
or sttractive basis for investment. Commercisl enter=-
prises depend for their success upon so many conditions
which cannot be foreseen or reckoned with in advance,‘
that the duty of the Cormission is dischsrged as to |
applicstions of this cheracter when it hes satisfied
itself thet the contemplated purpose is a feir business

proposition.™

(¢) By the "Companies Act" in fngland.

' In Englend, promotion enterprises sre regulated
by mesns of the "Compenies Consolidstion Aet". 4n
epidemic offraudulent promotion of compsnies in the
decade 1890~1900 csused & public demsnd for sn amend-

ment to the laws in force st thet time. Following this
agitation, e Depsrtment Committee was sppointed by the

Board of Trade, which reported in 1895. As & result
of their investigations sn sct was psssed in 1900, but
was found to be inédequgte and easily evaded. Another

act was passed in 1907, end in the yesr 1908, the
Compenies #cts, 1862-1907:were consolidsted. A4S 8 re-

sult, Englsnd now has & stringent law respecting the
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prospectuses directors' lisbility, an? floating

charges of newly promoted enterprises. Publicity
rather than control of issues of securities is the key

note of the English syétem of reguleting new compenies.

The prospectus as required by the law provides
the investor with informastion relstive to the persons
with Whom the compeny in reality deslt, the smount of
or estimated emount of preliminary expenses, the con-
tracts entered into, the asctual velue of intengible snd

resl assets, and the shares, and cash paid fo: promo=-

tion and underwriting services. & copy of every pros-
pectus, properly signed by every person who is named

therein as a director, must be filed for registrstion
with the registrar of companies on or before the daste

of its publication. Where no prospectus is iséued, the
company cennot sllot any of its shares unless before
their first ellotment there has been filed with the
registrar of companies a statement in 1ieu of the pPros=-
péctus.signea by.every person who is named therein as a
director or a proposed director of the company. With
the information given in the prospectus at hend, the in-
vestor should be able to judge as to the adequacy of the
proposed capitel or the velue of shares for which he sub-
scribes. |

(1) See Thomas Mulvey's Report on bompany Capitalizaetion
Control, pp. IXXX-1XXXXIV)
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Perhaps the grestest source of loss in the
promotion of companies is the launching of enterprises
without adequste capitel. The fixing of & minimum sub-
scription in the prospectus is one of the mesns devised
in the Compnnies Act to prevent this evil. "The pro-
moter sppesling to business men must there show & fi-
nancisl statement, including preliminesry expenses, cost
of plent, machinery, working capitel, in complete de-
tail, and he must provide & minimum subscription which
will realize sufficient to manage the concern without
any doubt ss to its being subsequently hempered through
want of capitels The fixing of the minimum subscription
is 8 purely business matters It may be fixed too
low, so that it is apperent to the investor thst sde-
quate capitel to esrry on the enterprise will not be
produced; or it may be fixed too high, éo that there
may be difficulty in obtaining sufficient subscriptions
to enable business to be commenced. But the safeguard
is this, that shsres mesy not be sllotted, the business

cannot be commenced and the subscriptions must be re=

turned to the subscribers unless the minimu? ?ubscrip-
1

tion is recevied within the ellotted time.™

SO, Yo

(1) ?e Mulvey's, Company Cgpitelizstion & Control.
plxxxiii.
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Provision is salso msde for whet is cslled &
statutory meeting. The company may comience business
after the minimum subseription hes been made snd & cer=-

tificate to do business has been issued but "all the
contracts éntered into on behalf of the company or by
the company areinsffective and merely provisional until
they are.approved of by the shareholders st a statutory
mesting. These provisions in effect place the lsunching
of the compsny completely in the hends of the share-
hoiders." There is also a provision ih the Act whereby
the Board of Trade Inspectors may.at any time investi-
gate end report on the affairs of the company.

From what has been Said, it will be seen that
"the promoters are tied in the first place by the pros-
pectus, in the second place by the minimum subscription,
gnd in the third plece by the statutory meeting. If
there is any defect in the proceedings, or non-com-
plisnce with the statute, the shareholders sre entitled
to the cancellstion of their subscriptions for shares and

(1)
the return of the moneys paid."

S, T
(1) T« Mulvey: Company Cspitelizstion end Control,p lxxxiv
Note:~ The text of the Compsnies Consolidstion Act of
1908 may be found as hppendix T pp 488-506 in Thomes
Mulvey's Report on Compsny Capitalizetion Control.
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The Companies #¢t in England seems to be & very
effective means of eliminsting the promotion of frsud-

ulent snd unssfe enterprises. Its success as a method
of control has csused sgitation elsewhere for & somewhst

similer messure. 4 Federasl Incorporation Act, based
upon the principles of the English Vompenies ( Consoli-

dation) act of 1908 has been suggested by able financiers
in the United Ststes ss the proper end most efficient
method of controlling the promotion of newly promoted
companies. 4 discussion of this point will be found

in the concluding chapter of this thesis.

(a) The Work of the Centrsl Associstion of German Bsnks
and Lankers.

The Centreal Associ&tion of Germen Banks snd
Bankérs is the agency in Germeny reguléting the trade
in}ﬁnlisted gsecurities and suppressing unsound issues.
The regulastion of unlisted sécurities is not the par-
ticulsr subject of any existing legislation and there is
no 19gal protection against freud further then thet affor-

ded by the genersl commercial and oriminal law. The
gquestion of the protection of the genersl public has been
left to & private agency, the Centrsl Association of
Germaﬁ’Banks and Bankers.
Two Committees sre maintsined by this Association:
(1) A permanent committee on the trading of unlisted se-
curities and (2) a permanent committee on the suppression

of unsound brokerasge firms,
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The first committee, smong its other activities,
"hes prepsred and published so-calle& ussges, or extra
legal regulstions, governing the methods of quoting,
buying, selling, delivering, snd otherwise deeling in
unlisted securities, in accordsnce with which most, if
not ail, of the(legitimate business in such securities
is esrried on." 1) | |

The second committee wes oreated in 1910. "The
Committee decided at the outset that legislstion would
either be inadequate or would constitute a hindrance to
legltimste businesss The evil could best be met inde-
pendently by recourse to the genersl criminsl law and
the law of unfair competition and public warnings."
The Committes established a centrsal office and begsn
collecting evidence relstive to the sctivities of all
brokers whose honesty in business wes open to suspicion.
Resort to public prosecutions is made by the Central
Asgpciation only in cases of open swindling.‘ The mein
relieance hes been in the publicstion of wernings to the
people« As to the nature 8nd success of these warnings
the Ugntral Associstion writes the Consulete Genersl as
follows: "The publie warnings, which sre given out by

us on the bssis of sufficient and relisble informetion,

sre sent to 8 large number of newspapers with the request

(1) See Report of Consul General A.M. Thsocksrs in the
Investment Bankers Associstion Bmlletin, Vol. 1 No.3,
pp 12“140 ’




that they be given publicit%r?in the editorisl section.
In view of the fact that their publicstion is s matter
of intefest to the resders of the papers, they sre reg-
ularly printed without chafge. Our essociation is awsre
that in giving out these warnings it mskes 1tself lisble
in many wsys under the civil andkcriminal law... In none

of the many cases in which we have issued warnings during

the last two yesrs have the fimms involved dared to bring .

iegal comghint sgsinst us, but hsve contented themselves
with mere threats about Which we hsve never troubled
outselves., This gtatifying success is to be accounted

for by the psintstaking cere which we exercise in the
publicetion of our wernings.... In the short period of

two years during which if has been sctively et work in’
this field & greét desl is said to have been sccomplished .
and the associstion expresses the opinion that it is well
- able to cop with the situstion in the future with its
éxisting instrumentaliﬁies and without the aid of special

(1)
legislation.”

(8) Through the Means of "Blue Sky" Legislstion in the
United Ptates.

As has been previously steted, the Post-Office
Depertment in the United States hes been one of the

== Qe

(1) Report of Consul Genersl &.M. Thsckera, in I.B.A.
Bulletin, Vol. 1, No. 3, pp.l2-14)
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agencies actively engaged in suppressing the sele of
fraudulent securities through the mails. The Public .
Utility Commissions also have done much good in pre-
venting swindling operstions in the promotion of pub-
lic utility enterprises. These two asgencies, however,
neve not by any means been sufficient to control ade-
quatély, the promotion of frsudulent enterprises. There-
fore, in fecent years, there has been considersble agi-
tation for the erestion of other means in order to con-
‘ trol the fake p?omoter. One reault has been the enact-
'ment of "Blue Sky"™ laws. This legisletive movement is
a_most recent deﬁelopmant, the first real blue sky law
heving been passed by Kansas in 1911. Since that time
- lawd with essentially the sesme principles have been
enaéted in 27 stétes end have been considered by the
legislatures of seversl other commonwealths of the Union.
The following chepter will treast of the nature snd evo-

lution of "Blue Sky" legislation.
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) Chapter II. 7
The Bvolution of "Blue Sky" Legislstion.

1. The Definition and Scope of "Blue Sky" Legislation.

"Blue Sky" is a term which in recent years hes come
to be applied to s&ll those lsws which have fér their object
the elimination of the business of distributors of fraudulent
and otherwise non-meritorious securities. The general intent
of the "blue-sky" laws is to prevent the sale of fraudulent
or worthless stocks and bonds by providing that a company
may not sell shesres or commence business until its scheme
of oberation hes een approved by a governmental department
or some state official. 4All prohibit the offering for sale
of certsin securities in the stste unless the person or
concern msking them conform %o certsin specific requirements
with respect to such offering. Every possible protection
is to be given to the average investor agsinst the numerous
companies which sell stocks, bonds, or securities of little
or no valae, especiaslly agsinst the inﬁesting concerns which
heve in reslity nothing to sell but "blue-sky" end nothing
to return to the investor but a highly ornsmental sfdgk.cer-
tificates This type of reguletive and restrictive legis-
lation ié comparetively recent and may Be said to be due to
8 change in the sttitude of the publie, it having gradually
come to be more and more understood thst it is to the in-
terests of all classes tc have proper safegusrds to insﬁre

the investor agsinst the sale of worthless securities.
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Kanses is generslly sccredited with hsving been
the first state to sdopt & so called "blue Sky"™ law. That
this is the prevailing oplnlon is evidenced by statements
which may be getnered from verious ‘sources. Thus, the for-
mer Ksnsss Bank Commissioner, Mr. J. N. Dolley stated at
the time the first Kansas "Blue Sky" law wgs enacted that
"Kensas it the first snd only state to have a law of this
kind",(l) ond in his first report on the operstion of the
" act deted September 1, 1912, he ssys "This ac?, gs you know,
was something entirely new in the business world."™ In his
retiring address delivered}January'l5,1913, Governor Stubbs
shared the ssme opinion, siasting that "The blue sky law
( referring to the Ksnsss Act) is the first law of its kind
ever enscted." In his report on Séptember 1, 1914, the
Attorney Genersl, Mr. Dewson, declaeres that "Kensss i%<the
pioneer in blue sky 1egisiatibn“ and an editorial.in the
Wall Street Journsl on November 29,1915, terms the Kansas
law the “parent act"\ Fromrthese statemenﬁs it will be seen
thet Kansaes is ususlly sccredited Wlth heving been the pioneea
stste to plece such & law on its ststute books. As & metter
of fset, however, the assumption thet Kansss was the first
to pass & "blue Sky" law is in a messure, invalidsted by the
fact that the legislature of North Carolins in 1899 pessed
an act essentially of the same nature.

This North Carolina act\;equlred that "Before any

bond, investment, dividend, gusrantee, registry, title guar-

‘antee, debenture, or such other like company, ¢ not strietly
(1) Cent., L.J. 221l.223. Ssnt 20,1912
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an insurence company as defined in this chspter) or co-
partnership who shall by agents offer for sale or sell the
stocks, bonds, or obligations of sny foreign corporstion,
whether organized to do business in this State, it must be
licensed by the Insurance Commissioner, which the Commissione
is suthorized to do when he is setisfied thet such Company
or Corporstion is safe and solvent and has complied with the
laws of this state applicsble to~fideliti companies and'goven
ing their admission snd supervision by the Insuresnce Depart-
mentc(l) |

| The Hon. J. R. Young, the Commissioner of Insurance
of that State, wrote thet "We have hed in this stste since
1899, Sect 4805, which has opersted prsctically as a "blue-
sky" law, controlling the operation of investment snd kin
dred combanies in this state."(Z) ‘

The typical “Blue-sky" legisletive movement may;
however, be considered to heve originsted in Kenssas. The
first Kenses asct Wss passed in 1911 sRd was & measure
drsfted by Mr. J. N. Dolley, at thst time Bank Commissioner
of the Stete. &Before taking up the provisions of this act
for discussion it is well thst we look into the work done
by the Bank Commissioner previous to the ensctment of the
first Kansas "blue-sky" law.
() oo

(1) Genersl Stat. 4805 N.C. 1908.
(2) Letter to S. M. Seaton.
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2. 4. Preliminary Experiment by the Bank Commissioner be-

- fore the Enactment of the Kensss Lsw.

vOne of the first moves of Mrs Dolley upon entering
officewas to devise some mesns of checking the sale of bogus
and questionable securities. As was steted in the first
chapter, the people of this stste hed been the victims of‘
8 grest number of fskirs handling frsudulent securities,
‘who were abls to secure many sales 0¥ elluring promises of
extraordinsry profits. With the end in view of’destroying
the business of the distributors of stocks and bonds of this
charscter, Mr. Dolley estsblished & brsnch in his office for
the purpose of making investigations into the nesture of the
securities offered generslly throughout the stetes In order
to show the sdvantages offered. to invéstors by the depsrt-
nent he gave the matter as grest publicity as possible
thrqugh the press.

On the ninth of April, 1910, Mr. Dolley sent the
- following letter to the editors of the leading newspepers
of the state;- "As you perheps know, I have estsblished a
department in the Bank Commissioner's office to protect the
peopie of Ksnsss from fskers with worthiess stock to sell.
I give you below & small item concerning the matter, Which}
I hope you may be able to use in your paper. I have no funds
for advertising purposes, and the only wsy I csn get this
informetion before the people is through the genefosity of

the Kansas press., Thanking'you for whstever you may do in
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the premises, I anm
Sincerely yours,
fSigned) J. N. Dolley,
Bank Commissioner. " (1)

The "item" to which he refers in his 1etter to the
editors is asddressed "To the People of Ksnsas", and is as
follows:~ "The State Denking Department hes established a
bureau for the purpose bf glving informstion as to the fi-
nancial standing of compsnies whose stock is offered for
sale to the people of Kensase If you sre offered sny stock,
and want informstion &s to the finsncial stsnding of the
compeny offering the same before investing, please ﬁrite this

depertment, and i will furnish it." (2) ‘

. Being convinced of the success of his first endeavors,
Mr. Dolley on December 16,1910, published a second letter to
the people of Kensss, in which he ststed: "About one yeer
~ago the benking department orpsnized s buresu to investi-
géte the sale of stocks, bonds, snd other securities in Kan-
sas. We hsve mede much ressarch along these lines, and are
emszed at the enormous smount of money the Ksnsss people
ere being swindled out of by these fskers and "Blue Sky"
merchsnts. I find thst Xenses is literslly infeéted with
them. They asre sitting sround, end when & men dies the wid-
oW receives her pittance of insursnce,-~ one,'two or three
thoussnd dollsrs, as the case may be, mostly from fraternai
insursnce. These thieves show up s few days after the fun-
eral and undertske to sell the widow some of their faké.stock

(1 )Mulvey 's Rept. upon Com Candtsd . o
< « Ug beny Lepitelization & Cont s 43
(2) " n " W w ’ o 1‘Wiiig§_1xir§l’ plaViii
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promising her dividénds‘of anywhere from fifteen to f£ifty
per cent per annum. They are getting & large amount of money
from this source, as well &8s a grest msny other sources, and
their vibtims are mostly those who are unscqueinted with busi-
ness methods, but are hsrd-working, frugsl, saving people,
and esn ill sfford to lose the money. I sent the papers an
announcement several months ago, Which they kindly published
warning their subscribers, snd I wish to thsnk them for their
kind gscsistance st thet time. I enclose you & blenk that

I would like to hsve you print in your valuabie paper, S0
thet any one of your sﬁbscribers if they wish informstion
along these lines, msy clip the same‘from your paper, fill

it out and msil it to this department, snd I sm sure we can
give them some velusble advice and be of much essistance

to thgm in investing their money where it will not be lost."
lrs Dolley requested that neither the blenk nor letter were
to be published before Pecember 21,1910. The form of the
blank which he wished to Te published with the letter is sas

follows:

——————————————————— , Xensas
---------- 191--,
J.N.Dolley, Bank Commissioner, Topeka Kensas:

Desr Sir:-~ I have been solicited to invest in the

ROMATKS & = === mmmm e m e e e e e e e -
Will you kindly give me any information et your command re- -
garding the same? Very Truly Yours,



‘ e

This prelininary exgerimant was soon followed by the
legislative enactment in 1911 of & law to provide for the
regulation end supervision of investment companies, or the
firét Kanses so-called "blue-sky" law. It wes not one of
the meassures which occupied the center of the legislstive
stage that yesr; the dsily press gsve it but scant notice
at the time, aﬁd_it was a sort of by-product of the legis-
1stive session. The sct, however, "soon beceme the most
widely known work of the legislature which passed it end it
quickly achieved &n impoftant place and influence in American
-1egislation.“(1).

on ¥ebrusry 6,1911, a bill drsfted by Dolley was in-
troduced in the legislature by Mr. Mstson es House Bill No.9@6
On Februsry 9 $he bill wes read a third time ih ghe House and
was passed with a few amenﬁments by a vote of 63 to H52. The
House bill was aménded in the Senate on Msrch 7,1911. The
main provisioh inserted wss in section five of the House
 bill, which was mede to provide that "The Bank Commissioner
shall issue to such investment compahy a stetement reciting
that such company hes complied with the provisions of this |
act, that detailed informetion in regard.ﬁo the cbmpany'and
ite securities is on file in the benk commissioner's office

for public inspection and informetion, thst such investment

-t | ) m -

(1) Statement of S. T. Seston, Ppecial Assistsnt to benk
Commissioner, Wi F. Denson.
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compsny is permitted to do business in this state, and such
statement shell also recite in bold type thst the bsnk com-
missioner in no wise recomﬁends the securities to obe offered
for ssle by such security company." Other minor amendments
were made, and on March 7, Mr. lstson moved that the House
concur in the Senate amendment to the House bill and the vote
stood 75 yea and &b nays The bill was approved by Governor
Stubbs on Msrch 10,1911 snd was published snd thus became

(1)
effective on Msrch 15,1911.

a. ACT OF 1911.

The following is & summary of the provisions of the
law!

Section 1. provides thet the Acet shsll apply to all deadlers
in stocks, bonds, or other securities, except Btate and
Nationsl Benks, Trust Compsnies, Real Bstste Mortgeage Com-
paenies, Building end loen Assoclstions, and Corporations not
orgenized for profit. ©No company, whether incorporsted or
unincorporated, shsll attempt to sell any securities in Kansas
except United Ststes bonds, State of Ksnsss bonds, or muni-
cipsl bonds of Kensas, until there shall be filed (as pro=
vided in Section 2) in the office of the Bgnk Commissioner a
statement showing in full detsil the plsn upon which the com-
pany proposes to trasnssct business.

Section 2 glso provides that in eddition there shall be filed
a copy of all contrascts, bonds or other instruments which the
company proposes to make with, or sell, to, its contributors.
A statement showing the name gnd location of the investment
compsny, and an itemized account of its sctuel finsncisl con-
dition and asmount of its property snd lisbilities is alsc to
be filed. Papers relsting to the organizstion of the Com-
pany are required; 8lso, & copy of the state laws in csse the

S o YRS,
(1) Note:- Detsiled provisions of this Kansess "blue-sky"
law are to be found in Appendix II Tsble I.
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compeny is orgenized under the laws of snother stste.
Section 3 provides that a2ll of the papers enumerested in

section two shell be verified and certified by proper officers
and by public officials in some instsnces. :

Section 4 provides thet sctions may be commenced agesinst sny
foreign investment compsny by the service of process on the
Secretary of State of Kensss.

Section 5 mekes it the duty of the Bank Commissioner to exam-
ine the ststements submitted, and if he shsll deem it advis-
sble, he shall make or hsve msde a more detsiled examinsetion
of such investment company's affairse If he finds the in-
vestment compesny is solvent, that its asrticles of incorpor-
etion or association, its proposed plsn of business and pro-
posed contracts provide for a fsir, Jjust, snd equitsble plan
for the transsction of business, and in his judgment, promises
a fair return on the stocks, bonds, and securities by it
offered for sale, the Bank 6ommissioner shall issue to such
investment compsny a statement reciting that such company has
complied with the provisions of the Act; that detsiled in-
formetion in regsrd to the company and its securities is

on file in the Bank Commissioner's office; thst such invest-
ment compeny is permitted to do business in the stste, and
such statement shsll also recite in bold type that the Bank
Commissioner in no wise recommends the securities to be
offered for ssle by such security company.

Section 6 provides thst it shell not be lawful for sny in-

vestment compeny, either as principsl or sgent, to trsnssct
any business until it shall have filed the papers and docu-
ments required by the law. ‘

Section 7 provides that no sgent shell do any business for

an investment compsny until he s8hsll hsve registered with the
Bank Commissioner. <This registrstion shell entitle the sgent
to represent the investment compeny until the first dsy of
March following, unless the suthority is sooner revoked by
the Benk Commissioner, and such suthority shsll bte subject to
revocation by the Bank Commissioner st sny time.

Section 8 provides thet every investment compsny shall file
8t the close of business on December 3lst, and June 30th, of
each yesr, a statement, properly verified, setting forth in
such form as msy be prescribed by the Tsnk Commissioner,

its financisl condition and the smount of its assets snd lia-
bilities, and furnishing such other information as the Bank
Commissioner may require.
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Section 9 provides that the general sccounts of every in-
Vestment company shall be kept by double entry, end that sueh
compsny, ite partners or msnsging officers, shall &t least
once in esch month, meke a trial bslsnce of such accounts,
which shall be recorded in 8 book provided for thet pur-
pose. Such trial balences and sll other books and accounts
of such compsny shell at all times during business hours,
except on Sundays and legsl holidesys, be open to the inspec-
tion of stockholders snd investors in ssid compeny, or of
the investors in the stocks, bonds, or other securities by
it offered for sele, and the Bank Commissioner end his dep-
uties.

Section 10 provides that the Bsnk Commissioner shaslllhave
general supervision, &s provided in the Act, over sny and
81l investment companies, snd &ll such investment companies
shsll be subject to exsmination by the Benk Commissioner or
his deputies at any time the Benk Commissioner mey deem iY
advisable end in the same manner as now provided for the ex-
gminstion of Stete Banlks.

Section 11 provides that whenever it shall appear to the
Bank Commissioner that the assets of eny investment company
doing tusiness in the stete are impaired or that it is con-
ducting its business in sn unsafe, inequitable, or unsuthor-
ized manner, or is jeopardizing the interest of its stock-
holders or investors, or whenever the company shall fasil or
refuse to file sny pspers required by the Act, without giving
satisfactory ressons therefor, the Benk Commissioner shall
communicate the facts to the Attorney-General, who shall
thereupon spply to the Supreme Court or the District Court
where such company is locaeted, or to the judge of either of
said courts, for the appointment of a receiver to take charge
of and wind up the business of such investment company.

Section 12 provides for penslties for meking any false state-
ment or any false entry in any book of the investment company.

Section 13 provides penslities for those who shell attempt
To sell stocks, bonds, or other securities without complying
with the provisions of the Act.

Section 14 provides for use of fees which are charged against
the companies to cover the expense of the examinations, ete.(1)

This sct remained the law regulating and supervising
investment companies in Kansss, until smended in 1913. Some

o S, VIO
(1) Por full text of the law see Appendix II Table 1.
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of the provisions of the 1911 sct, it seems, were too
radical in fheir‘effects and hence there srose a demand for
chsnges}in & few of the sections. With reference to this
law the Committes on Legislation of the Investment Bankers
associstion reported on November 21,1912, as follows: “The
Kensgs lsw is é very curious one snd while conceived with
8 laudable end in view, is so drestic in its ferms thét
deslers in high grsde securities ?re.virﬁually prevented
from doing business in Kansas."(l

Mr., Dolley reslized the difficulties involved in the
original sct énd beceme an sctivie advocste of smendment.
He saw thet "special proyisioh should be made for the inQ
vestment benker, or eny other person, firm, or corporstion
dealing exclusively in stocks andAbonds."(z)

In an erticle appearing in Mobdy's lMsgeazine he ststes
that "the Kensss Legésléture when it meets next month will
be asked to smend the law so &8s to provide for s special
- blsnket permit for the investment banker snd others desling
exclusively in stocks and bonds, requiring them to file the
statements etc.required by lawvin regard to their own bank
or firm, so that the Benking Depsrtment mey investigste
their reputstion both as to the class of securities they

, 0
(1;1.B.A/ of A+ Proceedings, 1812, pp 155-157.
(2) Moody's Magazine, Vol. 15, p 4b.
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handle end slong other 1lines. when they setisfy the Benking
Depsrtment that they handle nothing but first cless securi-
ties, and thst their reputations along other lines are fqund
gsstisfsotory, the Bsnk Commissioner may issue them a permit
entitling them to hsndle such stocks or bonds as they desire
by merely filing & list from time to time of such securities
as they are hendling, doing ewsy with the necessity of in-
vestigsting esch psrticulasr issue, but reserving the right
tdﬁrevoke such permit 8t any time it is found that the banker
or company in‘question is hsndling questionable securities.
With this provision Mr. Dolley goes on to ssy, "I see no
reason why any legitimeste investment banker should object to
the law. The only delsy iﬁ the mstter would be when the in-
vestment banker mekes gpplicstion, then it would be necesssry
to investigate the app;icaﬁt thoroughly which would not take
long," (;» , '

(b)  ACT OF 1913.

When the Kansss legislsture met in 1913, two bills
were introduced smending the act psssed in 1911. One bill
was brought before the Hquse on Februsry 5th, 1913 by Mr.

W. G. Tullos. This was known ‘as House bill Np. 569 and was
"An sct smending Sections 1, 2, 5, 10, snd 13 of chapter

133 of.the'Session Zaws of 1911, end repesling said originsl
sections 1, 2, 5, 10, and 13 of Chspter 133 of the Session
laws of 1911" ( House Joufnal 1913). Another bill was in-

| S, N
(1) Moody's lisgszine Vol. 15, p 45.



troduced in the Senate on Febiuéry 5th, by lr. W. M. Price.
On being put to & vote bn Februsry 21,1915 this bill, known
as bill number 485, was passed by the Senéte, there being
oﬁly one dissenting vote. On the 24th of Febtrusry the Senate
pill wss brought before the House, which body proceeded to
gmend the bill and on Msrch 3, 1913 voted to pass 1t as smen-
ded by a vote of 76 for and 5 asgsinst suéh sction. When the
bill wss returned to the Senate it refused to concur in the
House smendments and asked, on Merch 7, that s conference .
committee be appointed to sdjust the differences. Ir. W.M..
Price agnd James 4. Troutmsn were selected to represent the
Senate end Robert Stone, C. F. Armstrong and N. A, Davis

were appointed as conferees on the pert of the House. This
body reported the sesme day and the House ahd Sencte passed
the bill as recommended. The bill of Mr. W. G. Tuloos heving
been stricken from the cslendar on March 3rd, the Senste bill
number 485 as emended becsme the new law, after having been
signed by Governor Geo. H. Hodges on March 8,1913. It be-
came effective after publicstion on Msrch 10, 1913.

The new law embodied some of thé smendements which
had previously been recommended by the Bsnk Commissioner,'
‘Mr. J. H. Dolley, and he is sceredited with hsving been the
author}of the bill. Severel changes were made in the old
law and the following sections of Chspter 13% of the Session

lsws of 1911 were repealed, namely, 1, 2, 5, and 10.
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Section 1 of the new @sct was an amendement to the sasme
section of the old lew, snd defines what is to be knwn as

gn "Investment Company" sccording to the terms of the act.
The name as used in this sct, ssys, shsll include first,
Every person, corporstion, company, co-psritnership, or
@ssociation whether tncorporsted or unincorporated, except
state and nstional banks, trust companies, resl estste mort-
gage companies dealing exclusively in resl estste mortgage
notes, building snd losn associstions, and other associsticns
and corporstions not orgenized for profit, which shsll offer
or negotiste for the sale of, teke subscription for, or sell
any stocks, bonds, contrscts, or other securities of any kind
or charscier- other then bonds of the United Ststes, state

or municipal bonde, stock or state or nationsl banks, build-
ing and loan essocistions, or corporstions not orgsnized for
profit, &nd notes secured by mortgsges on resl estate, lo-
ceted in the stete of Kensas- to any person or persons in the
stete of Xansss, secondly; Every person, corporstion, company
co-partnership, or sssocistion who shall issue, sell, oifer
or negotiste for the sale of any contrsct for deed, bond, for
deed, or other pespers by whatever nsme such investments may
be designated, providing thst when certsin payments are made
or certsin conditions fulfilled, & deed or title will Dbe de-
livered to certain parts or percels of lsnd, providing thst
such lsnd is not locsted in the state of Kensss. Thirdly:
Every person, compsny, co-partnership, corporstion, or asso-
cistion organized or which may hereafter be orgsnized, doing
business as & s0-called investment compsny, loan, benefit,
cooperative, home, or guarantee company, not spedifically
covered by the foregoing provisions, end for the licensing,
control and supervision of which there is no law in force,

in this state.

Segction 2 makes it unlawful for sny investment compsny to
offer for ssle any stocks, bonds, contrscts or other securi-
ties, without hsving fidrst paid & filing  fee of twenty-five
dollars to the Bank Commissioner end hsving filed the follow~-
in§ papers and statements with the Benk Commissioner, nsmely,
(a) An itemized ststement of its actusl finsncisl condition,
gnd the smount of its assets and lisbilities, (b) & cony

of 811 contracts, stocks and bonds, or other securities which
it proposes to meke sell or negotiste to sell to its contri-
butore. (c¢) Semple copies of all litersture or sdvertising
matter used or to be used by such investment compeny in the
sale of ite securities (d) A copy of its constitution and

by- laws or articles of co-psrtunership or associstion (e) If
it be an incorporsted investment compsny it shall a&lso file

a8 copy of its charter, and if ssid company be not orgenized
under the laws of the state of Kansas it shall be required

to comply with the laws relsting to the admission of foreign
corporations to do business in the state of Kansas.
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Sections 3 snd 4 of the new 1913 law are the ssme &s the
corresponding sections in the o0ld, but an important change

is msde in Section 5 of the new law. In the firet place it
provided that the bank commissioner shall examine the state-
ments and documents of the compsnies msking applicaticn and
furnish & full snd complete statement or report of his in-
vestigation to the chsrter board. Permission is to be given
to the company to sell its securities if the chsrter board
finds that such investment compasny is solvent, that its ar-
ticles of incorporstion or sssocistion, its constitution and
by-laws, its proposed plen of business and proposed contrescts
contain and provide for a fair, just and equitable plan for
the trensaction of business, and in their judgment promises a
fair return on the stocks, bonds, contracts or other securi-
ties by it offered for sele. A permit is {0 be granted to
the company by the benk commissioner, reciting that the bank
comnissionzr and charter boasrd in no wise recommend the se-
curities offered for ssle. This permit, for sufficient csuse
is rewocable by the bank comissioner with the consent of

the charter boasrd. Provision is also maede for excusing com-
panies selling bonds, stocks, end other securities from fil-
ing each security @s provided in section two of the act. A&
specigl license is grsnted to such company to carry on their
business, provided the licensee files on the first day of
each month a 1ist of the stocks, bonds, and other securities
on hand for ssle snd so0ld or negotisted for sale by it dur-
ing the preceding month. Such license may be cancelled at
any time the charter bosrd decides thet said licensee is not
selling or degling in such securities as sre deemed legiti-
mete securitiese. -

In Yection 10 & change is masde in the smount chsrged for
exeminations made by the bank commissioner or his deputies.
Thus, under the 0ld law, five dollars & day plus actusl travel-
ing end hotel expenses was cherged for such examinstion; but
under the new act this sum is chesnged to fifteen dollars a

day plus the trsveling end hotel expenses of the individual
meking the exsminstion., Feilure to comply with these demends
revokes the right of the compsny to do business in this state.

From the foregoing summéry of the 1913 sct it will be
seen that three importsnt ;mendments were made to the old
lawe In the first place, the sct was mede to inelude com-
penies selling lands It wss made incumbent upon suoh com=-
panies to show that the lénd offered for ssle is capsble of

development, end thet the improvements advertised by the
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companies hsve sctually Leen made. In the second place, 8
changé was made in the old law whereby now reputeble invest-
ment ‘brokers were to be licensed by the Sfate, being required
merely to heke g monthly report of their sales and to declare
the stocks, and securities they hsve for sale.

A third change wss made whereby the power to pass upon
securities was plsced in the hasnd of the charter board conm-
posed of the Secretary of State, the Attorney General snd the
Banking Commissionér. The 1stter éiovision was made to do
away with the difficulties which might arise'thro?%? an srbi-

trary exercise of power by the Bank Commissiouer.

(c) Act of 1915

The smendstory law of 1913 wss not entirely sstis-
factory. It was especislly objectionable to investment dealeré
because its drastic negture interfered unduly with legitimate
business enterprises. The "blue-sky" department itself wss
aware of this fset and furthefmore feared that the law might
be held unconstitutionsl. Governor Capper recommended that
the "blue-sky" law be strengthened so thet there would be no
quesfion as to its constitutionslity. Illesnwhile, Ilr. Seatqn,
the Specisl Assistent to the Bank Commissioner, wss drafting
a new bill, "for the purpose®™, as he seid" of securing a
law which would conform to the demands of legitimste busi-

I o TN
(1) Por full text of the law See Appendix II Table £.



ness8 and avoid constitutional di;ficulties." When the
1egislafure met in 1915, kre Yeaton's bill wses introduced
in the Senste on Jenuary 27, b¥ Senstor Price of Greenwood.
‘This bill, known &8s Senate bill number 431, was "An act to
prevent unfairneés, imposition or frsud in the ssle or dis-
possl of certain 'securities' herein defined by requiring san
inspection thereof, providing for such inspection, super-
vision snd regulstion of the businesg of sny person, ssso-
cistion, psrtnership, or corporation, engsged orintending to
engage, whether &s principal or sgent, in the ssle of any
such securities in the state df Xansss, as may be necesssry
to prevent unfairness, imposition, or frsud in the ssle or
disposal of said securities and repealing Chepter 133 of the
Session laws of 1911, and Chapter 141 of the Session laws 6f
1913". ' |

Another bill wes introduced in the House on Pebrusry
10, 1915 by Mr. Gibson. This bill wss known as House bill
number 896 and is ssid b§‘Mr- Seaton to hsve been drswn by
an sttorney representing the Investment Basnkers Associstion.

The Price bill, upon being put to & votse, was passed
by the Senste by sn unsnimous vote. It waes then sent to the
House and referred to the Judicisry committes. The "Model
Bili", or Gibson bill, was referred to & commititee and sent
back to the House without recommendstion. It seems thet
there was considerable,diffieulty in getting a meeting of

the Judiciary Conmittee to sct upon the Price Bill. TFor a
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time it éppeared that it would e pigeon-holed. At this
point, Mesrch 16, Mr. Stone of Shavmee moved thet further
considerstion of the House bill number 896 be postponed and
that Senate bili number 431, as passed by the Senate, be
recalled fiom the Committee, placed on the Celendsr and put
on third resding snd finsl passage . This wss done. After
a slight smendment was mede ( Section 4, msking for formel
record of complisnce), the bill passed by prsctically en
unsnimous vote. 4 dissenting vote was cest by the Chsirman
of the Judicisry Committees The bill was again sent to the
Senste where the House smendment was immedistely concurred
in. IY wes signed by Governor Cspper March 23, and went
into effect April 1, 1915,

The Kensss "Blue Sky" law of 1915 is in form rsdicsally
different but is much the ssme in substsnce and legal prin-
ciple as the former law. The first thing of importance in
the new act is the limitetion of the law to "speculstive
securities™ and "speculative enterprises"™ as defined in

Section 1 of the law. ZThe term "speculative securities" in-
cludes

(1) All securities to promote or induce the sale of
which, profit, gein, or adventage unususl in the ordinsry
course of legitimate business 1s in sny way advertised or
promised; , :

(2) A1l securities for promoting the ssle of which s
commission of more then five per cent is offered or paid;

(3) All securities into the specified par value of
which the element of chance or hazard of speculative profit
0% possible loss equal or predominste over the elements of
ressonable certsinty, ssfety, and investment;

(4) A1l securities the value of which meterially de~-
pends on proposed or promised future promotion or development
rather than on present tengible assets and conditions;
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(5) The securities of sny enterprise, sssocistion,
pertfership or corporstion which hss included or proposes
to include in its sssets as s msterisl psrt thereof, pstents,
formulee, goo-will, promotion, or intsngible asssets or which
has issued or proposes to issue & msteriel psrt of its se-
ourities in payment for formulae, patents, good-will, pro-
motion or intangible sssets;

(6) Securities medé or issued in furtherance or pro-
motion of any enterprise or scheme for the sale of unim-
proved or undeveloped lend on eny deferred psyments or in-
stallment plan, when such lends are not situated in the state
of Kansas and the value of such securities msterislly depends
on the future performence of sny stipulation by the promoters
of such enterprise to furnish irrigstion or trensporation
fscilities, or other vslue enhencing utility or improvement.

Section 2 mrovides that before any "speculative securities
are to be sold in the stste the following conditions must
ha%e been complied with, nahmely:

(1) Copy of the securities so to be promoted must be
given to the Bank Commissioner.

(2) A stetement in detsil of assets and lisbilities
of the company, including the totsl smount of securities and
of any securities prior thereto in interest or lien suthor-
ized by the company..

(3) If such securities sre secured by mortgagze or
other lien, a copy of such mortgsge or of the instrument
cresting such lien, snd a competent a@ppraissl or velustion
of the property covered thereby, with & specific statement
of all prior liemns thereon if any;

?4) 4 full statement of fscts showing the gross snd
net esrnings, sctusl or estimsted, of sny person or company
gaking and issuing or gusrsnteeing such securities, or of
- any pro?erty covered by any such mortgage or lien;

: 5) 411 knowledge or informstion in possession of
such promoter relstive to the charscter or value of such
securities, or of the property or esrning power of the per=
son or compeny meking and issuing or gusranteeing the seme;

(6) A copy of sny gener&l or public prospectus or sd-
vertising metter which is to be used in connection with such
promotion end no such prospectus or sdvertising matter shell
be used unless the same has been filed hereunder;

(7) The names, sddresses snd selling territory in this
state of any sgents by or through whom sny such securities
ere to be so0ld, and no such sgents shall be employed unless
such ststement with respect to them has been filed here-
under, and there shall have been pesid to the bank commissioner
8 registrstion fee of one dollar for each such sgent. The
peyment of such fee shall be psyment in full of sll fees
for registrstion of such agent until end ineluding the fird
day of March next following;
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(8) The name and sddress of such promoter, includ-
ing the names an sddresses of all psrtners, if the pro-
moter be a partnership, snd the names and addresses of the-
dircctors or trustees, and of any person owning ten per
centum, or more, of the capitsl stock, if the promoter be a
“corporation or associstion;

(9) A statement showing in detsil the plsn on which
the business or enterprise is to be conducted;

(10~ The articles of co-psrtuership or associstion,
and all other pspers pertsining to ite orgenizstion, if the
securities be insured or gusranteed by & co-partnership
or unincorporeted associegtion;

(11) & copy of its charter snd by-lasws if the se-
curities be issued or gusranteed by a corporstion;

(12) A filing fee of twenty-five dollers.

Section 8 a8 in the former scts, provides, thst the com-
pany file its written consent thst setions may be commended
against it in the proper courts of sny county in this state
in which a csuse of action masy arise, by the service of
process on the secretsry of state.
Section 4 provides for investigstions and exeminstions at
the promoters expense; for the filing of a comslete re-
port of the ssme to the Charter Bosrd, which Bosrd, msy
refuse to &llow the compsny to sell its stock, etc, if it
finds;

(1} Thet the makers or guarantors of said securi-
ties are insolvent, in fsiling circumstsnces, or sre un-
trustworthy; : :

(2) Or thet the promoters plan of business is un-
feir, inequitable, dishonest, or fraudulent; :

(3) Or that the promoters plan of business does not
sequately sscure investors asgsinst the unlswiul dissipa-
tion or misepplication of the funds of the enterprise or
businesgs;

(4) Or that the promoter's litersture or sdvertising
is mislesding end calculated to deceive purchssers or
investors; .

(5) Or_that the securities offered, or to be offered
or issued, or to be issued, in psyment for property,
patents, formulae, good-will, or promotion and intengible
assets in excess of the ressonable vaslue thereof;

(6) Or thet the enterprise or business of the pro-
moter is unlswful or sgainst public policy;

(7) Or is @ mere scheme fof & promoter or promoters
to get rich quick &t the exp ense of the purchasers of the
aforesaid securities. ®Such findings shsll be in writing
and sent to the company and after thet it shall be unlawful
for them to attempt to promote the sale of any speculative
security in this State. The company must be given a hearig
if it so desires. L



Section 6 provides thst in case the promoter is dis-
sstisfied with the findings of the charter Board, he is
given a right of sppesl to the courts. Pending such appesl
these findings are only prime facie evidence agsinst him,
but unless the promoter appesls from these findings within
thirt: days they asre to be final.

Section 7 provides thet no smendments shall be made to the
cherter, articles of incorporstion, constitution or by~
lsws of the compsny without giving notice of the same to
the benk commissioner and the sctual trenssctions of busi-
ness must comply with the plens ss stated to and sanctioned
by the Bank Commissionexr.

Section 8 states thst the sct does not spply to (a) securi-
ties of the United States; or of any foreign government;
or of any state or territory; or of sny county city, town -
ship, district or other public tasxing sub-division of any
state or territory of the United States or eny foreign gov-

ernemtn (b) Securities of public or quasi-public corpora=-
tions, the issues of which are regulsted by the Publiec
Utilities Colmission or boerd of similsr suthority of any
state or territory of the United Ststes; or securities sen-
ior thereto; (o) Securities of stste or nationsl banks
or trust compenies, mortgage companies desling exclusively
in bone fide mortgages or fsrm and city resl estate, or
building and loan associations suthorized by the Charter
Board to do business in this stete. (d) securities of any
domestic corporstion orgsnized without cespitsl stock, for
religious, chariteble or reformatory purposes.
fection 9 provides thet the sccounts of the compeny shsll
be kept in 2 business-like snd intelligent msnner and the
sgme shsll be subject to exemination by the bank commission-
er or his deputies when he deems it sdvisable. PFour fi-
nancisl statements sre to be sent to the bank commissioner
each year; one December 31lst another on lMsrch 31lst, & third
on June 20th, end & fourth on August Zlst. 4 filing fee of
$2.50 must sccompany esch such statement snd the company
must comply with these demands within ten days or forfeit
its right to do business in the State.
" Section 10 provides for specisl inspection end gives the
bank commissioner and his deputies the right to issue sub-~
poenas snd in case any person refuses to obey any such sub=-
poeng or make answer to any competent and materisl question
propounded toc him by the stste bank commissioner, shall upon
convietion in any court of competent Jurisdiction be deemed
guilty of & misdemsneor, snd fined in sny sum not exceeding
five hundred dollers or also be imprisoned for not over
ninety days.
Section 11 and 12 mske provision for penslties in csse com-
panies or individusls knowingly make false statements. The
fines range from one hundred dollars to five thoussnd dol-
lasrs and terms of imprisonment from one to seven yesrs.
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Section 13 provides thst the act shall not apply to the
owner of eny speculative security, who is not the meker or
issuer thereof, who shsll acquire gnd sell the ssme for his
own sccount in the ususl and ordinsry course of business
and not for the direct or indirect promotion of any enter-
prise or scheme within the purview of this act.

The remeining provisions ere not so importsnt; dealw-
ing with the use of fees, use of experts from the state
institutions to determine the velue of lands or mines, etc.
Section 17 states thst persons and companies holding per-
mits under the repesled ststutcs shall be deemed to have
complied with section 2of this act/

: The resl meat of the lsw is that the benk commissioner
may at any time investigete the affairs of concemns selling
"speculative securities™ in the stste snd the Cparter Board
may at gny time give notice egnd hesar evidence and mske find-
ings sgsinst sny compsny when evidence justifies.

The operstion and effects of this law will be con-
sidered in the concluding chapters (1)

3, "Blue Sky" Legislation in Qther Ststes.

The passage of the.first "plue-sky" law in Ksnsss wss
soon followed by similer 1égislation in other states. A
"plue-sky® law epplying to mining snd oil compsnies wsas
enscted the same yesr (1911) in Connecticut. Though they
acted adversely or sdjourned without action, the legis-
latures of several other stetes- among them Ohio, Indiana,
Oregon, Maine; and Hebrssks- had messures essentially the
ssme as the Xsnsas law under\eonsideration. In ilassachus-
etts and Illinois similar bills were introduced but failed
in committee, and there wés considerable sgitation in the
state of Washington for the paésgge of such 8 law. The de~-
mend for such legislation wes certain to spresd. Stste |

Omee , i
(1) For full text of the law, see Appendix II Tsble 3.
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after state had passed public utility commissiom eots,
snd "blue-sky" lsws Wefe destined to follow s similar course
The ﬁblue-sky“ legislative movement is but one evidence of
a quickened public conscience which is finding expression
in progressive legislation along various lines. The exten-
sive campaign of sdvertising conducted by ir. Dolley,
herslding the success of the Kansas iaw, probsbly hsd con-
sidersble effect in causing such legislsestion to be consid -
ered in’other commonvealths. The name, the notoriety of it
and the 'qué_of reform’ sweepiﬁg ovef the country, led to
the advocacy of such messures during the yegrs 1912 and 1913
in & large number of states. Indeed, the legisiatures of
slmost forty-states considered such measures. Four states-
Arizona, Louisiansa, South Csrolins snd Vermont- passed "blue
sky" laws in 1912 and twenty-one other states placed "blue-
sky" laws on their statute books in 1913. These twenty-one
were Arkensas, Californis, Florida, Georgga, Idsho, Iowa,
Maine, Michigs, Minnesota, Missouri, Hontans, Nebraska,
North Carolins, Norih Pakota, Ohio, Oregon, South Dskota,
Tennessee, Texss, West Virginis end Viscomsin. Such mess-
ures fsiled of ensctment in Illinois, liessschusetts, New
York, Penngylvania gnd seve}al other states snd "blue-sky"
bills were vetoed in Colorsdo snd Indisna. Yhe original
Ksnsss sct, we have seen, was also amended by'the legis~
lature. |

In The ﬁéar 1915 new or emended "blue-sky" measures



were enacted in the ststes of Arkansas, Iows, Kansss,
Lduisiané, llichigsn, North Dskots, Ohio, Oregon, South Da-
kots, South Carolina, West Virginia and Wisconsin. The
amendments were intended largely to evoid tedious 1liti-
gations snd to comply with the needs of legitimate busi-
eSS concerns,

At the present time (Msy 1,1916) twenty-seven states
have enscted "blue-sky" laws. ZJhe list is ass follows:
Arizons, Arkensss, Cslifornias, Connecticut, Floride, Geor-
gia, ldaho, Iows, Kensss, Louisisna, Msine, Michigan, Minne-
sota, Missouri, ifontans, Nebrsske, Horth Csrolina, North
Dekots, Ohio, Oregon, South Caiolina, South Dskota, Tenne-
ssee, Texss, Vermont, West Virginias, snd Wisconsin. Thus, .
"blue=-gky" legislation is meking greéﬁ headwesy, and, unless
checked by the courts or found undesirsble in practice seems

destined to become generel in the United Ststes.

Comparison of Statutes.

4 comperison of the "blue-sky" statutes in the
verious states shows & very genersl similerity. We cannot
exsmine the detailed provisions of sll the various scts,
but mey classify them into four main typeg}) There are, in
the first place, the "plue-sky" laws based upon the Xansas
8tatutes; in the second place, laws such &8 in Connecticut
and minnso‘ba which are very limited in their scope; in the

Sy, YRR

(1) - . |
An Anslysis of the various laws i { -
visions is toybe found in Appendix ¥.’ glving detsiled pro
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third place those besed upon the Mfodel Bill" proposed by
the Americsn Investment Bankers Aggocistion, snd finslly,
the laws which are modeled upon the “Felloﬁe‘ﬁttorney
Genergl Bill",

| In this chapter the detsiled provisions of the Xan-
sas “blue-sky" statutes werergiven, mainly because they
have served as godels for similer legislation in most of
the other states. & gstudy of the various lsws will ie-
veal the fact that st lesst fourteen states bssed their
"plue-sky" laws upon the originel Kensss law of 1911. Seven
of these- Arizone, Arkensas (1912), Idaho, HWorth Dekots, |
Tenneseee, Vermont and West Virginis~ have had laws slmost
identical both in mstter and'phraseology with the Kensas
law of that yesr. Thus, in all of thésé states, as was
outlined in deteil for Ksnsas, &ll concerns selling securi-
ties snd all securities not specifically exempted, come
within'the purview of the law. The excepted concerns in
~esch case are such institutions @s banks and trust companies
real estate moftgege companies, building end loan assodiat-
ions, and corporstions not orgenized for profit. The ex-
cepted securities sre bonds of the United States,'bonds of
the Stsete snd municipalitieé and resl estste mortgages.
It is made unlawful to sell securities coming within the
provisions of the 1aw without & permit otherwise then by
registered agents. Certsin provisions must be complied

with in securing a permit, such as giving the detgils of_
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the'bﬁsiness concerned. The administretive officisl is
given brosd discretionsry powers. He may st time have the
books audited and examinstions made of the property asgaeinst
which the securities are bging igssued. If, in his judg-
ment, the company is not solvend or.does not hold forth
the prospect of 8 fasir return upon the securities offered
for sale, he maey without the necessary permit.

~ Six other States- Florida, Nebraska, Ohio, South
Dakota (1913-, Texass and Wisconsin (1913), based their
"blue-sky" lsws upon the Ksnsss. lsw of 1913, thus meking a
totsl of twenty commonwealths whidh heve enscted laws
essentislly similsr to the Kansss "blue-sky" statutes of
1911 and.l915.

As was pointed out in detsil in this chapter, Kensss
in 1915 adépted 8 "blue-sky" law which in general con-
struction was different from any existing measure. This
statute was copied slmost verbstim by North Dskota. It is
not necessary to give %he provision of these acts, as the
provisions of the Ksnsss law have alresdy hesn enumersted.
These laws were drafted with the view that it is not the
province of the State to control or sttempt to control or-
dinary business risk or to 1imit the right to engsge in
legitimate speculation, snd their provisions ere confined to
what are termed ' speculative securities™.

As sgainst the Xensas inélusive type of "blue-sky"
legislation two states have meésures applying to only one

kind of corporstion, and hence come in a sepsrste. clascs.
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One of these states, nemely Connecticut, hes & law which
applies only to mining and o0il compsnies and does not apply
to any corporqtién all‘of ﬁhose mines, plant, or property
sre situsted within the state. The other state, Minnesota,
hss a "blue sky" statute which applies only to compsnies
orgenized to transéct the business of insurence.

A third type of "blue sky" legislstion is hased upon
the "Hodel Bill" proposed by the Americen Investment Benkers
Asgocistion in 1913. Although this bill has not been so
generelly sccepted as the Kansés'type of lasw, nevVertheless
it has undoubtedly hsd é modifying influence upon the more
drastic measures‘propoéed to the legislatures of the var-
ious ststes. Its fuydamentsl principles have been enscted
into law in Georgia, Maine énd Louisisna. These laws, in
contrast with the drsstic, paternsl Ksnses type, provide
that there éhall be supervision, where control’is not ex-
ercised by @ utility commission, in so fsr es private se-
éurities are concerned- or where securities are not being
s01d to & corporation's own shsreholders. Thus, the Georgis
lsw for exsmple provides; that institutions dealing in se-
curities are to file with a state officisl, the names and
addresses etc., of 811 the officers of the compsny. Non-
resident deslers must also file a power of sttorney sppoint-
ing 8 resident agent upon whom process may be served on
behalf of the dealer. Whenever a dealer offers securities
in the state, the Secretary of State maylrequife him to

file a statement showing the securities offered dr he may
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such order 40 the securities of any psrticulsr eclsass,

and mey st any time order a desler to fufnish finesneisl
statements to show thet the offer is honest snd in'gooa
feith. If the statements are not filed, the desler for-
feits his right +to trenssct business in the state. How-"
ever, appeal to the courts is then allowed. The Louisiana
statute 1s similar to the Geérgia law in most respects,

but contsins & further provision, that the dealer in addi-
tion to f£iling statements musf furnish bond. MQreéver, the
law provides that sany purchsser hss s right’of action dn the
bond and cen recover if he loses by misrepresentetion of the
agent,

As & fourth snd finsel type of "blue-sky" 1egisl§'ation
we hsve laws based upon the "Fellows Attorney General Bill."
This bill was sdopted in Michigsn in 1915, snd, with slight
smendments, in Arksnsas énd South Dakota the ssme yesr. The
Bill, Which was drafted by Attorney-Genersl Fellows of Mich-
igan, &ttorney-Genersl Cosson of Iowa, a@d Attorney-Gencral
Moose of Alabsma, is in its most essentiel provisions very
similer to the Ksnsss Ststutes on this subject. The Mich-
igen law has seversl sections which hsve been «Copied ver=-
batim from the Ksnsss law of 1911. The sdministration of
the law is plsced in the hends of & commission of ﬁhree
rather then one individusl, but the same brosd powers are
granteds The securities exempted are fhe seme &S those ex-
empted in the Kensss law (1911) except that exemption is

mede of securities listed in any standard mesnusl of infor-
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mation aporoved by the Commission. ZPractically the same
information hae to be filed, and,the;provision in the Mich-
igan lsw requiring thst the pspers be verified by the osth
of an officer or member of the'company_is prectically the
same &8 in the Kanéas étatute. The commission is granted
power to examine the‘affairs of g compsny &t its discretion
and may withold a license if in its opinion, the company
has issued securities for-prOperty, patents, good~wi11, pro-
motion, and intangible assets in excess of the value &s
found by the examiﬁation, or if the ssle of such securities
would work a fraud upon the purchssers. It is sn improvemen
on the Kensas (1911) type of lasw, however, in thst it does
not assert the authority to prevent, By executive mesndate,
the sale of securities not promising a fsir retuﬁn or in-
volving a probebility of loss. Objection is msde to the
liichigen law mainly on the ground fhat it asserts ss did
the Kansas law of 1911, & power of executive control, or
| prohibition, over the business of the investment dealer. Tﬁ&
this type is also considered to be»draétio in its effects and
operation is evidenced by the fasct that two of the statutes
in Michigen snd South Dgkote- have recenfly_been declared
unconstitutionsl by Yedersl District Courts. It is not
likely that other states will sdopt messures of this type.
There ig 8 distinct tendenéy towards the sdoption of less
drestic messures, which will prevent fraud but will not

interfere unduly with legitimete business trsnssctions.
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It is probable that such méasures as the recently ensctéd
Kensac snd North Dskota laws, confining the operastion of

the statute to 'spéculative securities', and the bill pro-
posed by the Americen Investment Bankers Agsocistion will

serve a8 models for future "blue-sky" enachments.
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Chapter III.

Court Decisions Pertsining to "Blue Sky" Legislstion.

There has been whst might be cslled s general
attsck upon "blue-sky" legislation throughout the United
Stetes, on the ground of unconstituionality. The courts
in Kenses, Florids end Arkensas have upheld the "blue-
sky" lsws enacted by these states, In five ststes- lMich-
igan, West Virginis, Iowa, South Dskots end Ohio, on the
other hsnd, the courts have declared such_iéws‘unconsti—
tutional. No sct has yet been passed upon by the Supreme
Court of the United Stetes. 4 brief snalysis of the
holdings of the courts in each stste where "blue-sky" lsws

have been contested, follows.

1. The Michigsn "Blue Sky" Laws Held Unconstitutionsl.

In Michigan several suits were commenced in the
Federsl court, and one suit in the stste court to test the
validity of the “blue-sky" law enscted in 1913. The latter
court upheld the law, but the Federsl court declsred the
lsw unconstitutional. 1In the Federal court one suit was
brought on behslf of the Alebsma snd New Orlesns Trens-
portstion Compeny, s business corporation desiring to sell

its own securities in the stste, snd four other suits were
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brought by lesding banking house?. These five suits were
consolidated and heard a:s'one».’(1
The objections urged against the act by the plain-
tiffé were as follows:-

(1) Thst it deprived them of their property in
violation of the Fourteenth Amendment of the Constitution
of the United States. _

(2) Thet it deprived them of the equel protec-
~tion of the lsws in violation of the ssme amendment.

(3) Thet it directly burdened interstste comm-
erce.

(4) That 1t delegated to the Securities Com-
mission legislstive end Jjudicisl power in violation of the
Michigan constitution. , -

(5) Thst the title of the sct was not confined
to one object and did not express that object, as re~
quired by the Michigsn constitution.

The opinion of the court was written by circuit
judge Denison and district judges Sessions and ¥yttle upon
the application of the plsintiffs for an injunction to re-
strain the enforcement of the law. It was held in the
first plsce that the act could not be sustsined as a tax
law or a mere license laws <Lhe court decided thst cor-
porate, partnesship and individusl securities, &nd obli-
gstions to psy money, esre property, end the right to issue
and sell, or buy and sell the same, is liberty, within the
due process clause of the Federsl Gonstitution. It msin-
tained that the lew in so far ss it authorized the Michd-
gan Securities Commission to prohibit a ssle of securi-

S Y

(1) Alsbsme and New Orlesns Trsnsportetion Co., Contin-
ental and Commercial Trust and Ssvings Bank, N. W. Halsey
& Co., H. L. Higginson et el., A. B. Leach et 8l., vs. Ed-
ward H. Doyle, John W. Haarer, and Grant Fellows, Members
~of the Michigan Securities Commission. 211 U.S. 173.
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ties in case it should find thet the ssle in all prob-
ability would result in loss to the purchssers,; etc. re-
gardless of whether the securities were Besed on suffi-
cient property to be probably gbod, was not & proper exer-
cise of the police power to conssrve the public welfsre, and
was therefore unconstitutionsl as a deprivetion of property
or liberty without due process of law. The court held that
the "blue sky" lasw was 8 direct interference with inter-
state commerce in stocks, bonds, énd conmercisl paper,
which constitute a parffof ihterstate‘trade, snd was there-
fore invelids The court concluded thet the unconstitutionsl
provisions of the act sffected the entire scheme of the act
so thet no part of it could be sustained. The law was held
to be too 8ll-embrscing as is shown by the following state-
ments of the court: "We take judicial notice of the common
understanding thet this "Blue Sky Laew" was intended, as is
said by the Attorney General "to stop fhe sale of stock
in fly-by-night concerns, visionary 0il wells, distent gold
mines and other like fraddulent‘explOitations. If just this
intent had been carried into effect by the sct as passed,
these cases would not be here; but scrufiny of the law dis~
closes additional and very different effects. It is not
confined to corporstions, but covers partnerships issuing,
and individusls desling in, secutitiés; it does not relste

alone to stocks, but es well to bonds, mortgages and promis-
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sory notes; it is not limited to investment compsnies,. sas
thét term would ordinsrily be defined, but extends the
definition so that it may include most of the privsete cor-
porstions snd partnerships in the United States;;it does
not cover frasudulent securities mergly, but reaches and pro-
hibits the saie of securifies thet are honest, velid and
safe; 1t does not simply protect the unwery citizen agsinst
fravdulent misleading, but it prevents the experienced in-
vestor from deliberstely assisting sn enterprise which he

thinks gives sufficient promise of gain to off=set the risk

of loss, or which, from motives of pride, sympesthy or charity

he is willing to eid notwithstanding(a)probability thet his
1
investment will prove unprofitable."
Wo appesl wass taeken from this d90151on of the

‘court but the Legislature of 1915 passed s substitute "blue

sky" law. YThis law was soon contested snd likewise declsred’

unconstitutionel by the United States Distriet Court. Suit
wes brought by N. W. Hslsey & Co., Continentsl & Commercisl
Trust & Savings Bsnk and Weis PFibre Contsiner Corporstion
againgt Frank W. Merrick, Bank Commissioner, John W. Hasrer,
Treasurer, and Grant Fellows, Attorney Genersl, composing
the Michigen Securities Commission. The ssme three judges
who held the 1913 "blue,skyﬁ law invslid, declared the 1915
law to be unconstitutionsl. In their opinion they state,
et s s () 0 e w0

(1) Alabama & New Orlesns Transporstion Co. vs. Doyle,
211 U.S.173.



83

it is not important to go over the same ground as before.
our épnclusions then announced heve been more or less com-
pletely approvedj The only question now open is whether
the difference between the laws of 1913 snd 1915 justify
any different result s to the lstter. We think not, be-

- csuse we find no substantisl change in those respects which
were held to be fafal. Some minor‘details have been cor~
rected, but the new law, like the o014, impreéses upon in-
terstste commerce & burden which is direct snd which is be-
yond the limits of the police power.... The fees to be paid,
the deleys impoéed,'and‘the large, often very largé expense
involved in furnishing information snd conducting exsmina-
tions amount to & practical prohibition of sll smell desl-
ings, end they emphasize the directness and extent of the
restrictidns placed on all‘inferstate commerce in these
securities. Several serious objections to the vslidity

of the law ére urged in sddition to those pessed upon in
our former opinion; but it is unnecessary to consider them.

(1)
The preliminsry injunction prayed for should issue."

The Iowa "Blue Sky" Law (1915) held Unconstitutionsl.

The first "blue sky" lew of Iowa, enscted in 1913,

was declsred unconstitutionsl on PFebruary 11,1914, in the

- () v -
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District Court of the State of Iowa. In this case of L. 8.
Herper vs. W, 9. Allen, secretary of the Stste, the court
held the “blue-sky" law to be unconstitutionsl for the
followingtreasonsz~

(1) "That the sct in question, Chapter 173 of the
Acts of the 35 Genersl Assembly, is in violstion of the
14th smendment of the Constitution of the United States
in thet it takes from the owner of property the right to
sell and dispose of the same, snd from the individusl
copsrtnership or corporstion the right end lisbility to
engsge in the business of buying snd selling stocks, honds,
and other securities without due process of law.

(2) "Thet the sct in question grsnts privileges
and immunities to citizens of Iows which sre denied to
citizens of other states in direct violsticn of the terms
of the Federal Constitution whiceh provides, "The citizens
of one stste shall be entitled to all the privileges snd
immunities of citizens of every other state."

(3) "That the mct in question delegstes legislative
end judicisl power to the Secretary of Staste to determine
“the right of individusls, copsrtnerships and corporstions,
both resident and non-resident, to engsge in business within
this stste leaving to the determinstion of the Secretsry
of Stete the right to prohibit business which in his Judg-
ment id8 unjust end inequitsble and which is not in his
opinion & safe investment for the purchaser, thus violeti
the provisions of the Constitution of the State of Iowa."nfl)

The state court held that the Iowa "blue-sky" law
and all its parts was uwnconstitutionel snd void, and of no
force and effect.

A few months later the Iows law was psssed upon by

a U. 8. court slso. On September 5, 1913 & bill of com-

—--O—-lll

(1) I. B. A. of A. Bulletin, Vol. II, No. 7, pp 5-6.
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_ plaint against W. S. Allen, Secretary of the State, and
George Cpsson, Attorney Genersl, was filed in the District
Court of thqunited States of the Southern District of Iows,
by William K, compton Company, a Missouri Corporstion; Breed,
Elliot and Harrison, en Indiana oorporatlon snd MeCoy snd
Compeny, & Msine corporation,,to_test,the_validity of the
Tows "blﬁe-sky" law. These compsnies, as explsined in the
bill of comgaint, were engsged in the business of buying
and selling stocks, bonds, snd other se&uriﬁies, the Stock
representing the capital stock issued by corporétions and
bondé reprecsenting the debts of corporetions, co-psrtmer~
ships and associstions snd other like;bodies corporste,
both privete and municipsl. The plaintiffslcontended that
the "blue-sky" law should be held invelid for the follow-
ing reasons: |

(1) It was not vslidly enscted, snd wss not
passed by the legislsture of the Stste of Iows 8s pro-
vided by Sections 15,16, and 17 of Article 3 of the Con-
stitution of the State of Iows.

(2) It was unconstitutionsl because in vio-
lstion of Section 29 of Article 3 of the Comstitution
of the Stete, for while the title of the law embrsced but’

one subject the law covered more than one subject.

(3) It was in violation of Section 8 of 4rticle
1 of the Comstitution of the United States and of the 1l4th
Amendment of the Constitution of the United Btstes, in that
it imposed a burden upon interstete commerce.

(4) It was invidkstion of the 14th smendment of
the Constitution of the United States since by its restric-
tions snd regulations it deprived persons of their property
without due process of law snd denied them equal protec-
tion of the law snd freedom of contract.

(5) It wss in vioiation of Bection 9 of Article
1 of the Constitution of the Staste of Iowe in thet the



86

restrictions and conditions prescribed in the Act were not
within the police or other powers of the State of Iows to
impose. _ ‘ ‘

(6) It wss unconstituional in thet the powers and
duties conferred upon the Secretsry of State constituted
" a delegation of legislative authority to the Secrefsry of
Stete in that it conferred upon the Secretsry of the State,
judicial suthority.

(7) It wes unconstitutionsl in thst it denied to
persons the right to a judicisl investigstion by due pro-
cesg of law of the fscts ss to whether or not their stocks,
bonds, and securities proposed to be purchased or offered
for ssle were safe and legitimate investments. :

(8) It was inviolstion of Section 9 of Article 1
of the Censtitution of the State end of the 14th Amendement
of the Constitution of the United States, in that the act
provided that the defendsnt, Secretary of Stste, his
clerks and deputies could exsmine the business of persons
engsged in the sale of securities and require them to di=-
vulge all fscts in comnection with their business, whether
or not the ssme relsted in sny way to the securities pro-
posed to be sold.

o - (9) It was unconstitutionsl in thet it subjected
‘persons to excessive fines, cruel and unususl punishments,
in violation of Section 17 of Article 1 of the Consti-
tution of the State of Iowa.

In rendering sn opinion in this csse (July 6,1914)
the United States District Court held that stocks, bonds,
and securities are subjects of interstste commerce, and
shipments end sales of the same between the stetes are in-
terstate cormerce. It held that the Iowa "blue-sky" law
was unconstitutionsl asnd invalid as imposing & direct bur-
den upon and denying privileges to citizens of other ststes
which are not imposed upon, and which are granted to, citi-
zens of Iowa. The text of the opinion follows in psrt:

"Cgn it be a stste in this Union, under our Con-

gtitution, possesses the power to punish the doing of such
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customary, every-day trasnssctions unless the‘conditions,
exactions, regulstions, and restrictidns imposed by this
law be first met and performed? Thet the act in express
terms snd by inclusive &efinitions employed therein does so
ordain'ca;not be gainssid or denied.... That the trenspor- |
tation of such articles of éarsonal property from one state
to another for the purpose of bsrter, ssle, and delivery
constitutes not only commerce émong the ststes 9£ this_'
country, but s very large snd important element of such
commerce in the megnitude of business transscted and the
smounts of money involved, is sel;évident.... Thaet the Act
in question, in prescribing the only terms and conditions
on which compiainsnts and intervenérs, citizens of foreign
stetes, msy transact'the business of disposing of their
property within the borders of this state, does impose a
burden on interstete commerce needs no comment further than
a reading of the act itself{ for, by the léw, it is plsced
within the power of officers of the state to sbsolutely
prohibit such business transactions..... | ‘

"It must be held fhe scope of such inspection
laws is not without its limitsetions as applied to the nsture
of the person, article, or thing designed by the law to be
inspected and the menner and method of the inspection to be
employed.e..

. "It must be held the subjects of interstate com-

merce therein sought to be regulated and controlled ere not
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only burdened by the sct, but are directly burdened thereby,
and that such articles sre nof the subject of state in-
spection 18WSs.see

“Thg ﬁere resding of the sct in question mskes
entirelylclear the contention of complsinsnts and inter-
veners that it does impose burdens upon énd denies privil-
eges to citizens of other ststes which sre not imposed upon
and which are granted to citlzens of Iowa. Thet such favor-
itism of the law of a state to its citizen subjects as this
act grents cennot be successfully defended, no mstter how
laudable the purpose sought to be accomplished thereby may
be thought to be, ?g%ld appesr settled by numerous suthori-

tative decisions.™

The West Virginie "Blue Sky"™ Lew (1913) Held Unconstitutionsl

In tﬁe case of Brscey v. Darst, the statute of
West-Virginis, known as the “blue~sky“ law (1913), was de-
clared unconstitutionsl by the United Ststes Distriet Court
for the Northern District of West Virginia: Smith H. Bracey
conveyed to the Howie Mining Company, an Arizons Corporstion,
certain property in considerstion of the iséue to him of all
the stock of the corporstion. Bracey then sold some of this
stock to other individuels. He and these purchasers having

subsequently offered this stock for sale in Ohio County, they

-"-0-_-

(1) Compton v. Allen, 216 Fed. 537- 549.
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were prosecuted for vioiétiogdgf the "blue-sky"law. ZThere-
upon suit was brought by Bracey ahd the other individuals
abo#e nemed, end the Howie ¥ining Cqmpany, to enjoin.gﬁﬁe
Auditor and the Attorney Genersl and the Prosecuting Attor=-
ney, of Ohio County, from proceeding with the prosecutions .
upon the ground that the "blue-sky"™ act wss unconstitutional
for these ressons:-

(1) Because it deprived the individuai plaintiffs
of their right to sell in the Steste of West Virginia velu-

sble stocks, bonds, and securities, which deprived them of
their property without due process of law. ‘

-

(2) Because it denied these plaintiffs the equal
protection of the law.

(3) Because it imposed a burden emounting to pro-
hibition upon interstste commerce, end,

(4) Because it attempted to vest in and dmlegste
to the Auditor of the state, legislative, executive, and
Judicisl powers in violstion of Section 1 of Article 4 of
the constitution of West-Virginis, which provides: "The
Legisletive, Executive and Judiciel Departments shall be
separste, and distinet, so that neither shall exercise the
power properly belonging to either of the others; nor shall
any pesson exercise the powers of more then one of them gt
the same time."

Judge Dayton and Judge Pritcherd first held thst
the definition of Investment Compsnies contasined in section
1 of the Act embraeed both & single individusl-- that is, a
natural person~- and one or more such individusls sssocisted
together, @s well @s corporstions; that the power of the
legislature to regulaté the business of corporstions and
that of individuals is vestly différent, based upon the
fect thst individuels under Article 4, Section 2, of the

Federsl Constitution, are "citizens™ of the State "entitled
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to 811 privileges snd immunities of ¢itizens of the seversl
states,” while corporations are not.

Judge Dayton said further: "It is now substasntially
gdmitted that if its (the.gets) intent is to prevent a citi-
zen from selling his own notes or other obligations, or
bonds, securities, etc., which he may hsve scquired in the
course of business without a certificate from the Auditor
vof solvency end 'sound business capacity', it is eleariﬁ
subversive of the inaliensable right he has to acquire and
sell property, end its velidity cannot he asserted." .

The majority eslled sttention to the fsct that
the purposg of the suit was to enjoin the stste officials
7 frqm prosecuting individualsvfor sn glleged violstion of
the act consisting of their effort to sell stock scquired
| by them in the due course of bﬁSiness and owned by them as
individuel citizens. The majbrity acoordingly held that
the act both in ferms, and by the interpretetion given it
by the state officials}chsrgéd with its execution, included -
individuals.

The second proposition or premiée of the majdrity
opinion was thst the stocks, bonds, snd other seourities
affected by the act were subjects of interstate commerces.
Thelgfester part of the opinion consisted of the discussion
~of these two propositions. The conclusion of the majority

is thus ststed in the final psragraph: "It follows thst

we must reject the contention that this act can be inter-



preted to affect only corporstions and notf individusls. On
the contrsry, we eare driven to the conclusion that it dis-
tinctly seeks fo abridge and deny the rights of citizens of
\the United States to buy snd sell property in the state, thus
depriving them of their property without the due process of
law; thet it denies them the equsl protection of the laws,
and thst it imposes & restraint snd burden on interste com-
merce contrary to the provisions of the Constitution of the
United States, We do not deem it necescary to extend fur-
ther discussion in support of this coﬁeiusion: The opinions
of the Iowa snd the Michigen csses are so clesr, sound snd
convineing as to not only cbmmand our edmirstion, but lead

us to the conclusion that nothing more complete and effective
_e&n be added to them.”

The fourth objectionto the act urged by the plain-
tiffs,‘thst it delegates to the Auditor, legislstive and
judicisl powers, ss well as executive power, waes not passed
upon or discussed.

Judge Woods took issue with the majority both in
his prémises and conclusion. He says: "In the first place,
it seems quite clear thet the statute is limited in its
applicstion to corporations.and'tO'individuals acting in
concert by orgsnizetion,- thet is, by meking & whole of inte=m
dependent parts, and was not intended to apply to a single
individual conducting his own business."™ Referring to the

langusge of Section 1, defining investment companies 88 those

which sell or negotiste for the ssle of any stocks, bonds,
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debentures, or other securities, he ssys: "It is vitsl to
congider thet this langﬁage cannot be construed to fetter
a corporation or partnership or other associstion of indi-
vidusels engaged in other business by forbidding it to sell
a security scquired in the reguler course of such other busi-
ness; on the contrsry, by its mesning asppesring from the con-
text it limits the orgsnizstion or combinstions to which it
applies to those which sell or negotiste securities as to
the whole of s constituent psrt of their business4either as
a temporary messure or 88 & permsnent enterpriée."

The conclusion of Judge Wood's on this point was
that the statute did not put sny undue restraint on personel
libverty; aﬁd that the cese on this point csme within the
scope of the police power of the stete. Regaiding inter-
ference with interstate commerce he held thet the ststute
only indirectly effected interstate commerce in the correc-
tion of sn evil upon which Congress had not legislated; snd
that the statute did not put any undue restrsint on bersonal
liberty. Answering the contention that it denied the plain=-
tiffs equal protection of the laws, Judge Woods seid that
they had no ground for complesint, thet though the ststutes
execmpted bsnks and certsin other companies, the claessifi-
cation wes not srbitrery, and wss within the powsr of the
legislature. 1In view of the 4ecision in the case of Mfgs,
Light & Heat Co., et al., v. Public Service Commission of

West-Virginia, by the ssme court, he meintsined thet it was

unnecessery to discuss the contention that the ststute con-



conferred legislative esnd judiciasl power on the Auditér-,,
The conclusion of Judge Woods, therefore, was that
the act should be held constitutionsl, and the injunction
»refused«- The dissenting épinion coneluded with this state-
ment: "If the plsintiffe do not fall within thé térms‘of,the
statute the fact may be proved in their defense to the in-
dictment but it is not svsilable in 8&n actibn to enjoin the

w1 g viter

enforcement of the statute as a nullity.
point ruled end decided by the dissenting opinion was that
the set did not apply to the sales of their stock made by

the individuel plaintiffs, for which they were indicted.

The South Vakota "Blue Sky" Lew (1915) Declsred Unconstituticsl.

FederalyJudges Sanborn of Minnesots, Hunger of
Nebraske and Elliott of South Dakote on November 18,1915
heard afgumants on & case involving the qonStitutionality
of the Blue Sky iaw of South Dskote and on the following
day filed sn opinion holding fh&t it waé unconstitutionsl. _
The validi%y of the SBouth Dskote law wes contested by the
Sioux Falls;Stock Ysrds Company, Willism llorley & Herry Mor-
ley in a suit filed sgainst the State Securities Commission.
The de0181on of the Vistrict court of the United Stetes, for
the 3istrict of South Dgkota, Southern Division wes as

---Onun

(1) Brecey vs. Dsrst, 218 Fed. 482.
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- follows; "On this 18%th déy of November 1915, theNcase above
entitled ceme on for hearing upon the“order tg“show cause
why an interlacutory injunction herein should not issue....
And now, after oonsideration of the plesdings snd the srgu-

‘ments, because in the opinion of the court Chapter 275 of
the Session lswe of the State of South Dakots for the year
1915,'is violative of the constitution of the United Ststes
and this opinion is confirmed by the decisions in Alebema
end New Orlesns Trensportation Compeny vs. Doyle, 210 Fed.
173, Vm. R. Compton Company vs. 4llen et 21, 216 Fed. 573,
and Bracey vs. Dgrst, 218 Fed., 482, It is hereby ordered,
that the defendsnts... are hereby enjoined from instituting
and prosecuting any sctions,. civil or criminal, sgsinst the
eomplginants under the aforessid act of the Legislsture

of the State of South Dskots, for the alleged violations
thereof, and from tsking sny proceedings for the enforcemen
of said éct, against the complsinents, except such pro-
ceedings as may be deemed proper by them in the criminal
actions alresdy pending asgainst the compleéinants.... And
this injunction shall continue until the final decision

of this case or the further order of the'court.“(l) It is
expected thaﬁ;the stste will appesl the csse to the United
States Supreé% Court.

y' “_-O---
I.B.4. Bulletin, Vol. IV, No. 4, Nov / 30,1915 pp 49-50



The Ohio "Blue Sky" Lew (1915) Declared Unconstitutional.

Ohio was the fifth stste in which a "blue-
sky" law waes declsred unconstitutionsl by the courts. In
‘November, 1915, suits of the Geiger-Nones Compsny, Canton,
Ohio, investment brokers, end Don C. Coultrsp, Pennsylvenis
agent of the Geiger-Uones Compsny, to restrsin Attorney-
General E. C. Turner end Superintendent of Banks Henry T.
Hall from proceedings looking to revocation of the Geiger-
Jones Compsny's license under the so-cslled blue-sky" act,
woere filed in the United States Distriet Court, Columbus,
Ohio, During the following month, enother suit seeking
injunctions, was brought before the Distriet court by
Williem R. Rose and the Richerd Auto Masnufscturing Company.
These caces were heard by the Federsl District Judges, and
on Februasry 10, 1916, they announcadutheir decision hold=-

ing the Ohio “blue-sky" law invaslid.

In each of the three shove nsmed csses the con-
stitutionalit& of the Ohio "blue-sky" law wes gssailed by
the complsinants, end the Court petitioned to grent a
tempdrary injunction restrsining the stste officials from
attempting to enforce the provisions of the & ct agsinst
the compleinants. The chief grounds cited by the com-
plainsnts in support of their contention thet the law is
-unconstitutional were: |

(1) Thet it is violstive of the commérce clause &
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the Federal Constitution.

(2) That it is constitutionslly obnoxious in thet
it denies complsinants of property without due process of
law snd the squsl protection of laws.

(3) That it delegstes-legislative snd judicisal
power to sn executive officer, in violstion of the Con-
stitution of the State of Ohio. “

(4) Thet it is & law of genersl naute're but does
not operste uniformly throughout the state, as required by
Section 26, Article 2 of the State Constitution.

| The Gourt held thet the "blue-sky" law of Ohio
was uneonstituﬁional on three grounds: (1) Thet it violstes
the'commerce clause of the constitution,'(z) That it vio-
lates the due process clause of the éonstif&tion, in that
‘it interfers with the»right of contrsct, (3) That it vio-
lates the provisions of the constitation which gusrantee
the equsl protection of the law.

The Court slso inferentislly decides in fsvor of

the Geiger-Jones Compsny and the other complainants in
the contentione that the law mskes improper classificétion
of psrties in violation of the oonétitmfmon, and that it
confers judicial power. This lstter contention is not
absolutely decided snd is touched upbn onlyfcasually;

%he text of the opinion, sas writteh by United
States District Judge Slaﬁer; follows in part:

wThe constitubionslity of the so-celled "blue-

sky" lsw of Qhio is assailed in each of the sbove-mentioned
cases, which, for convenience, are considered together.

"gtstutes of a kindred charscter have in lesrned
opinions been declsred invelid by ¥edersl Courts sitting
in Michigen, Iowe, West Virginis, and South Dakots.....

Although & considerstion of the sct will involve reiterstion
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of principles slready sbly and convincingly Stated, it
~is thought advisable to review it in psrt, 8t lesst...

"The act prohibits, under severe penslities,
the disposition of 8ll securities subject to its pro-
visbns, without discriminstion as to and regsrdless of
their value, unless authority so to do is first obtained
from the Superintendent of Banks ( termed the Commissione)

"The inelusive charscter of the sct extends not
only to 'securities' coming within its provisions, but also
to the persons subject to its exsctions, prohibitions and
penslties, as is evidenced by its definition of the terms
'dealer® and 'oompany', the former embrscing ' any person
or company' and the lstter ' sny corporstion, co-partner-
ship or associstion, incorporsted or unicorporated, whenever
end wherever orgenized. ' "

The Court then holds that the ststute must be
upheld unless clesrly unconstitutionsl, but if it be so,
then it is uniﬁportant how wise, necessary or beneficient
it mey be; that it musf all be declesred void; thet a stock
certificate is possessed of inherent value; thet a state
law which directlj burdens interstate commerce cannot stsnd,
and thatsﬁocks and bonds are srticles of interstste commerce.

The Court then enters upon & diséussion of the
law in compaerison with other "blue-sky" laws.

"The draughtsman of the Ohio asct here in question,
unwittingly, no doubt, but with strsnge fatelity, incor-
porsted into it substsntislly all of the vices of the stat-
utes considered in the gbove nsmed cases, snd added others
equally, if not more, obnoxious. <The burdens which it im-
poses on interstete commerce sre so direct, positive and
substential as to... vitiate the entire act for the resson
that its constitutionsliy offensive festures are so dis=-
tributed through its various parts ss to be inseparsble...
In the present act the prohibition from the transaction of
business must extend for s week, and possibly 20 or 30 days,
or more; it therefore offends against the constitution quite
a8 much as the first of the Michigan scts.

"The sct must be further tested by its asffect upon
the citizents right to pursue a lawful eslling. Thenstural
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right to life, liberty end the pursuit of happiness is not
an absolute right. It must yield whenever the concession
is demanded by the public welfere, health or prosperity.
But, however viewed, the act'transcends the legitimate ex-
ercise of the police power snd violstes the due process
clause of the constitution....

"If an issuer or owner of or deslers in securities
issued in good faith and based on value feirly commensurste
with their face or selling value is deprived of the right
of dispossl he is deprived not only of his property, within
the megning of the constitution by teking from him one of
the incidents of ownership, but elso of his libverty.

"Legitimate commercisl trsnssctions, such as the
disposal of securities of the kind above mentioned, csnnot
be regulated by legislstive ensctmente The sct in question
seeks to regulate private trasnsactions, but the person,
natural or grtificisl, thet sells securities bssed upon
reasonable value, is entitled to the protection of the seme
safegusrds as the man who sells clothing, dry goods, groc=-
erds or hasrdware, or engsges in any other private business
thet is not sffected by e public interest.

"Phe uncontrolled discretion, and even the whim
and csprices ( if he gives them play) of the Commissioner
or of his asssistent ( subject to the Commissioner's Super-
vision) msy not only halt, but injure and perhaps destroy
a worthy business enterprise snd cast a cloud on the name
of the applicent or licensee, 8nd when such spplicant or
licensee sesks redress in the Courts he must assume the
burden of disproving the findings msde against him, however,
groundless they may be.

"In given respects the sbove nemed law is more
severe than that of sny of the stastes whose 'blue-gky' laws
have been held unconstitutionsl."

The law was held to extend arbitrary powers and
feils to give equal protection to persons brought under the
influences of the statute, This wss illustrsted in the
following menner: "If more thasn 50 per cent of the bonds of

a given issue by a corporstion sre included in a ssle to one

purchaser, such issue is not embrsced within the sct. The
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residue, of the bonds, whether wortpless or of vslue, may
be sold without the supervisicn which the law provides.
Another corporstion of similsr or precisely the seme
charscter, having no single purchaser for a majority of its
bonds, is subjected to the onerous provisions of the law,
wlthough its securities mey be of the highest financial
charscter."

It was maintsined by the Court thet the act goes
foo far snd imposes undue burdens upon corporatiqns.' The
opinion stated: "Again, the power to supervise and regulste
the business here involved was nevér before and cennot now
.be understood to signify suthority so to burden the business
of domestic corporations es 4&h prsctical effect to destroy
it, regar&less of its actual cherscter and merit. We are
not to be understood by anythingg;aid iﬁ this opinion to
intimate thet it is not within the power of the stste Legis-
lsture reasonsbly to regulate the business of corporations
of its own crestion or thet of foreign corporstions snd joint
stock companies which sre opersting within the borders of
the stste, such power of regulstion being more extensive
8s to such ertificiel entities then es to individuals, cor-
partnerships &nd voluntary}associations~. We do mean, how=-
ever, to say, as we hsve elresdy in effect stated, that the
tﬁings attempted to be done by the present statute cannot
be ssnetioned under the guise of 'supervisory and regulstory’

measﬁree in respect of the businees of issuing and selling’

stocks and securities, whether of domestiec or foreign cor-
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porstions. .

"Other festures of the sct and other points
argued have been congidered; the trestment of the one end
the discussion of the other gi?ld prolong this lengthy

are
opinion and not necessary.m

The Kansas "Blue Sky" Lsw (1913) Upheld.

There have teen three district court decisions
in ¥snsas sustsining the "Blue Sky" lsw (1913), but no
authoritative decision from a court of last resort. One
Don A. Iloun D&y brought suit in 1914, against the Bank
Commissioner, Nr. Dolley, snd the Attorney-genersl, Ilr.
Dawson, in the Shawnee counfy district court, to enjoin
them from meddling with his business by the enforcement of
the "Blue Sky" laws He was engaged in a land selling
project in Few Mexico. ZThe disfrict court refused sn in~-
junetion, snd he did not appesl. About the seme time, Mr.
Dawson brought suit in the neme of the state of Kansss
against Don A. lMoun Day snd L. 3. W. Moun Day, and two
corporstions, one orgsnized under the laws of Oklshoms,
the other under the laws of New llexico, tc‘oust them from
doing business in Ksnses. The corporate nsmes were‘origin-_
ally the same -- The American Sygsr Msnufacturing snd Re-
fining Comgany. The néme of the New Mexico Corporstion has
been changed to The Consolidated Sugsr Compeny. The plsin-

(1)Geiger+Jones Compeny, Don O. Coultrsp, & Willism R. Rose
and the Richsrd Auto Mfg. Co., vs. Edward C. Turner, Henry
T. Hell, et al. ;
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tiff, Mr{ Dawsoﬁ, alleged in substsnce that neither cor-
porstion hed suthority to do business in Ksnsss, but thet
through the Moun Days each had Operatéd here, receiving
payment from giarge number of persﬁns on purported sales
of real estete and rights connected therewith, for which
no substsntisl equivslent was returned. He asked that the
defendants be ousted from the exercise of corporaste fun-
ctions, and that & receiver be sppointed to tske cherge of
the business gnd its proceeds. The Supreme coﬁrt held thet
in the originel jurisdiction & quo warranto suit wes not
well adapted to the investigstion of questions of frsud
and the adjustment of the rights of the contributors to
Ur. Moun Da&'s land sellinglprojeots, and suggested that the
csse be taken to & court of general Jurisdiction. 4cting
on their’suggestion, éttofney-Geﬁéral Dawson filed & sim-
ilar suit in the distriet court of Shewnee county, &nd then
dismissed the cése in the Supreme court. The State ?i?vailed
in the distriet court, snd 8 receiver wes appointed. r.
Dawson 8lso caused the arrest'and progecution of one of lioun
Day's,agenﬁs in the ﬁistrict court of Atchinson County, and
that court upheld the ststute.

We are now in 8 position to state the decision
rendered by the Pistrict Court of'Shawnee County, Kensss, in
(1) The Supreme court 5552—;; reported under the title of the

State, ex rel, v. Moun Day et al, 90 Ksnsas 449. See also,
the Attorney-Genesal's Report, Sept. 1,1914.
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upholding the Kansas "Blue Sky" law of 1913, The con-
stitutionality of the‘statute was attacked on the following
grouﬁds by the attorniesﬁfor the American Sugsr Msnufactur-
ing end Refining Compeny:

(1) That the law suthorized the taking of private
property for public use without just compensation.

(2) Thet the law deprived the pleintiff, a citizen
of the United States, and all others similsrly situsted
or interested, of his property without due process of law;
and denied him the equsl protection of the law.

(3) Thet it conferred judieial power upon an ad=-
ministrative officer. |
h (4) Thet it violated the provisions of the con-

stitution that "the citizens of each state:shall be en-
titled to 8ll the»priviléges and Immunities of the citizens
of thé several states." | |

() That the bill contsined more thsn one sﬁbject
and. was not clesrly expressed in the title.

(6) That it violated the bill of rights by im-
posing cruel esnd unususl punishment. ‘

(7) Thet it violated the state constitution which
provides that all thq lawg of é general nature shall have
uniform operation throughout the state.

The decision‘in this case was rendered by Judge
Geo. H. Whitcomb snd Judge A. W. Dens, of the first end

second divisions of the Districet Court of Shawneé County.
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The "Blue Sky" law was upheld in every particular.
| | Judge Whitcomb, delivering the opinion of the
Court, said in part:

, "Regarding the exercise of police power, the right
of the staste in that respect is the right to exercise the
funetions of Govermment, provided it is not limited as
steted in some of the state suthorities citied.

"As I read it, the principsl purpose of the law
is to regulste and supervise the desling in securities by
investment companies. I think it is very clesr that the
state has the power to regulaste matters of thet kind to
protect its citizens against imposition and to place the
matter of the sdministretion of the lsw in the hends of
some officer to be designeted-- in this stste, the Benk
Commissioner snd Cparter Board.

"It is well known to everyone thaet in some cases
during the last few yesrs there are people- some of them
might be found within the limits of this court room- that
have been led to invest their money in various schemes
brought to their sttention by sgents and brokers, perhaps
in good fsith, end a very large per cent of the investments
that have been mede in thet way in some csses at leaest, have
been very unfortunate. I might refer to mining investments
in which the percentage of return, omitting sll consideration
of interest snd dividends and limiting it to the return of
a portion of the principsl, has been very emell indeed. With
8 good many investments of thet cheracter, people have fel?
well saetisfied if they received anything in return ulti-
mately on the principsl.

"During the lsst few years, snother clsss of in-
vestments-~- and this term is prineipelly used in this con-
nection-- has been the land contrscts-- investments in lsnd
purchased on times There has been a lsrge amount of this
sort of business done in this stste to the knowledge of
everyone. It is not to be thought that the people who have
been engeged in thst business have sll been dishonest or
anything of thet sort. DNo doubt a pretty large percentage
of them have acted in good faith, but the nature of the in-
vestment was a very uncertain one.

“This leaves one other matter, snd thet is the
question of the title. ¥he courts have held frequently
thet it is a discretionsry matter of the legislsture as to
the particular form of the titles, A title isn't necessarily
bad because it is broader thsn the body of the Act, provided
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the Act contsins but one subject end thst is expressed in
the titles So in exsmining this title, we shsll have te
adopt the rule that has been estsblished, snd that is, it
will have to be given libersl construction. This objection
that is made to the title is referfed to by the Sypreme court
I think by Justiece Johnston-- as ¥the frequently used and
well~worn objection, * It has, of course, been often made
but apparently in recent yeesrs without every much success

In discussing whether the word "Company'" ss used
in the law could be applied to single individuals, Judge
Whitcomb seid: "Individuasls may‘be included within the
mesning of the term. If this were a stetute placing a tax
upon & telephone compeny, could it reesonably be said that
it wouldn‘t inelude individusls opersting such public
utilities? The word "Compeny", as used in the s#stute
under consideration, includes individusls as'well 88 cor=-

(1)
porations."

The Florida "Blue Sky" Law Upheld.

In a case decided July 8,1914, the Supreme Court
of Plorids held’tﬁe Floride "Biue Sky" law constitutional
end velide The Floride law applies only to corporations
and contsins'the’provision"that nothing in this sct shall
extend to sny seller of stock, bond, or other security who
hss purchssed the same in good faith for velue, &nd who is

Qe ,
(1) Moodys Magazine, Vols 16, p.120.



105

the bona fide owner of such stock, bond or other security

at the time of such sale." The Court held in this act
"contemplstes an sdequsate hearing, and does not deprive a
locel corporstion bf its property rights without due process
- of law, nor does it arbitrarily discriminste agéinst a locsl
corporstion so as to deny to it the equal protection of the

(1)
law,"

The Arkensas "Blue Sky" Law Upheld.

In the csse of The Stsndsrd Home Compsny vs.
3ohh M. Davis, Bank Commissioner of Arkensss, the plaintiff
sought to enﬁoin the enforcement of whet is known ss the
"Blue Sky" law of the State of Arkénsas, enscted by the
Genersl Assembly of 1913, upon the ground of its unconsti-
tutionslity. The pleintiff wss asn investment compsny, or-
genized under the laws of‘the State of Delaware, and was
engsged in the business of writing and selling investuent
home purchasing contracts snd in lending money on real es-
, tate collstersl in the Stste of Arkensas and other States
of the Union. The constitutionality of the law was sttacked
on numerous grounds. & brief statement of the srguments of
the plaintiff, with the holding of the court on each point
follows.

(l) The lew was first attscked on the ground that

. ——=0---
(1) Ex psrte Tsylor, 66 S292.
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it wes in violation of the Fourteenth Amendment of the
Constitution of the United Stestes, becsuse it denied |
complsinant the equal protection of the law (&) in that
the sct was applicable to stste banks and trust companises,
but not to nstionsl bsnks; (b) thst it applied to stocks,
bonds, and other securities, but was not aspplicable to the
bonds of the‘United Mtates, nor to sny municipsl bonds of
the Stete of Arkansss, etce. ‘The court held that "the fact
that natiqnal banks gre excluded from the provisions of the
act does not affect its validity for two reesons: (1) Nstion-
al benks being creatures of the nstionsl government, are not
subject to control or regulstions concerning the mansgement
of their business by the Ststes. (2) The feet that some
reasonsable exeeptions are made does not make the act un-
oonstitﬁtion&l.... The ssme rule spplies to the objection
that while tﬁe act applies to stocks, bonds, and other se-
curities, it is not spplicable to the bonds of the United
Ststes, nor to municipsl bonds of the State of Arkansss.
(2) The act was sttacked as being in violstion of Section
8, of Article 1, of the Constituthén of the United States,
becsuse it imposed & burden upon interstafe commerce. The
court pointed out thst the plaintiff was not engsged in
commerce a8 1t offered nothing for sale, but was purely an
investment compeny, end that loans of money msde to inves-
tors for the purpose of ensbling them to asacquire homes wss

not commerce within the mesning of the commerce cleuse of
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the Constitution.

(5) Thet the sct wes violative of the Fourteenth
Amendment to the Constitution of the United States becuase
it deprived plaintiff of its property without due process of
law, snd denied it the freedom of contract gusrasnteed by
the Constitution. The information required to be filed with
the Bank Commissioner wes asserted to be "unressonable™. The
court in answer to this ssid: "The court is uneble to find
anything in the questions which applicants for permission to
do business in the Stete are required to answer which are
inquisitorial to the extent of making them so unreasonable
that the courts should set aside a ststute solemnly ensacted
by the legislstive depsrtment of the State." Freedom of
contract wss held to be "not an absolute, but a quelified
right, frée from.afbitrary restraint, but subjectto reason=
able regulations.“‘ Thé requirement of the Bank Commissioner
of a statement of the receipts and expenditures of the
company,‘and a list of officers of the company, with their
holdings of stocks and bonds of the corporstion, was held to
bé a "proper snd wholesome" reguletion. |

(4) Complsint was made of the law bmceuse it pleced
restrictions on the plaintiff's right to do business in the
State which were not placed upon domestic corporstions, snd
was said by the pleintiff to bhe in violation of Section 11,
of Article XII, of the Constitution of the Stste of Arksnsas.

The court guoted Section 6, of the ssme Article, which pro-
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vides that: “Qhe Genseral Asseﬁbly shall have the power to
alter, revoke, or annui any cheérter or incorporstion now
existing and revocable at the addtption of this consti-
tut;on, or that msy heresfter be éreated, whenever in their
opinion it may be injurious to thg citizens of this Btate,
in such manner, however, thst no injustice shall be done to
thé corporators." The court then said that "when a cor-
porgtion accepts a charter in a Staste whose constitution
or genersl staetutes contein such & provisipn, that prévis—
ion becomes as much a pert of tbe charter as if it were in-
corporeted in it, sand therefore, suthorizes the Stste to meke
any changes it seeé p:oper, prqvided they do not smount to
a confiscstion of property or an impsirment of the obliga-~
tions of contrascts."

(5) The lsw was aiso attacked on the ground thst
the powers and duties conferred upon the Bank Commissioner
amounted to a delegstion of legislative power to him. To
this the court replied ss follows: "that there is nothing
in the Constitution of the United States which prohibits
a Stste from conferring upon s commission such powers as
are conférred by this sct, has been frequently decided by
the Supreme Court of the United States." It was meintsined
that the claim of the plaintiff that the Bank Commissioner
was vestd with arbitrsry power could not be sustsined, for
Section 6 of the act provided that "whenever & right of any

investment compesny to do business in tnis Stste is refused or
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revoked, as set out in this section, seid compesny may, with-
in twenty dasys after notifiecstion, institute & suit in the
chancery cour% of sny county in the Stste where its prin-
| cipal office is msinteined or its principsl agent resides,
asking that'said refusal or revocstion te amulled.... If
it be determined that the refusal or revocstion was wrong-
ful the compasny shsll be reinststed, and the costs shall
be peid in the ssme menner snd out of the seme fund a8 the
cost of msintaining the.depértment.“ There was therefore,
ample provision for preventing the Bank Commissioner from
acting arbitrarily or unlswfully.

(6) %Yhe plesintiffs mainteined that the sct was
violstive of Section 9, Article 2, of the Constitution of
the State of Arksnsass, becsuse it subjected violastors of
the provisioﬁs of the asct to excessive fines4and crﬁel and
unusuel punishments The court msinteined that "the punish-
ment imposed by the aét is not so excessivé as to warrant
a court in deciding it cruel, or even unusual."

“Judge D¢ J. Trieher summed up his position in the
following words: "The States slone csn provide for the pre-
vention and punishmeht of all who commit frauds, elthough the
meils are not used for their accomplishment, and ensct laws
to prevent the cormission of these corimes. Legislstion to
prevent crime is of greater benefit to society than the

punishment of the offender after the crime hass teen com-
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mited and innocent persons have been msde to suffer. Stat-
utes enscted for such purposes ought not to be declsred in-
valid by the courts upon slight grounds, even if csses can

(1)
be imagined where they may work an injustice."

C.Summary Ststement.

Prom the preceding snslysis of the court decis-
ions pertsining to "blue-sky" legislstion, it is evident
that ﬁhere is & grest difference of opinion in regar& to the
constitutionality of such measures. It seems impossible to
hermonize the seversl opinions. Five United States Dis~- |
triet Courts-- in Michigen, Iowa, West Virginia, South Da-
kxots, and Ohio-- haveideclared "blue~wky" lews unconsti-
tutionel while quite similer laﬁs have been sustained by
three other courts. The scts have been attscked meinly
on the ground thet they are violative of the fourteenth
amendment to the Constitution of the United States. In
every instsnce in which sn unfsvoresble decision hes been
rendered by fhe courts, "plue-sky" lpws have teen condeﬁned~
on the ground ttet they deprive individuals of property
without due process of’law, and that they deny the freedonm
of contrsct gueranteed by the Federsl Constitutions

R, T

(1) In the United Ststes Distriet Court for the Western
Division of the Fastern District of Arkenses. PFiled October
15,1914, The Stsndsrd Home Company vs. John 1. Davis, Beank
Commissioner of the Stste of Arkensas, et sl. No. 1819.
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Moreover, it has been the unanimous opinion of courts
rendering sdverse decisions that such laws are a direct
interference with interstste commerce and hence‘violate the
comnerce clause of the Constitution of the United Ststes.
Again, in three states-- Iowa, West Virginis, end South
Dekots-- the courts held thaet these laws violated the pro-
visions of the Constitution that "thé citizens of each state
shell be entitled to all the privileges end immunities of
the citizens of the seversl states.". The courts in %hese
cases also condemned the laws on the ground that they con-
ferred legidstive end judicial powers upon the sdministra-

tive officers. The Michigsn and Ohio courts held that
such measures were too'sweeping and drsstic in their
effepts. It is mainly for these reasons thet the "blue-
sky" laws of‘five states have been held unconstitutionsl.,
On the other hend, & United Stetes Distriet Court in Arken-
sas, and the Stste Courts of Floride end Kensas hesve de-
clsred that the "blue-sky" laws of these stetes dom not
violate these or any other provisions of the Federal or
State constitutions. No such lsw, as steted before, has as
yet been psssed upon by the_Supreme Court of the United
States, but two states, South Dakota and Ohio, have sppealed
cases to this body, end within a few months & decision re-

lating to "blue-sky" legisletion should be handed down by it.
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LChapter IV,

The Attitude of the American Investment Bankers Associstion

and others Towsrd "Blue Sky" Legislation.

1. The Attitude of the Americen Investment

BANKERS ASSOCIATION .

The Americasn Investment Bankers Association is
in sympathy with the aim of the so-called "blue-sky" laws
and Qerhaps no group of men is more interested in seeing
lews placed on the ststute books of the several‘states for
the purpose of eliminating fske promoters. The Aésociation
has, however, strenuously opposed the adoption of such laws
85 hsve been"scted in most of the ststes. In fact, not one
of the "blue-sky" laws now ih force is considered entirely
satisfactory as mesns of adequately and justly regulsting
the sale of stocks, bonds, &nd other securities. The Asso-
cistion's position is very well stated in the Reéort of its
Legislative Committee submitted October 28,1913 as follows:

"The Committee is in sympethy with sny fsir end
practlcal statute which will prevent the distribution of
wild-cet securities and which will protect investors sgainst
- fraud, but is opposed to the crude psternalistic measures
adopted in msny stetes. The Associstion hes strongly pro-
tested agsinst the enactment of such lsws, the enforcement
of which it hss considered, would prscticaelly destroy the
legitimste business of responsible investment benkers.....
There is no doubt thst much good has been accomplished by
some of the regulstory laws, but in this country we have
the dengerous habit of going to extremes and if we proceed
- much farther with our policy of restricting business and
- with limiting the free employment of caspitsl our progress
is surely going to slow up under the strasin.® ?

(1) I.B.A. of 4. Proceedlngs 1913~ pp 53-56. .



One of the purposes of the Assoeiation,‘as stated
upon its organization in 1912, wes "to protect agéinst loss
by crime or through irresponsible dealers in investment
securities, and to surround the offerinés of its members
with greater safeguards."(l) With this end in view, the
Associstion ésrly intended to co-operste with the public
press snd stste and federsl officiasls for the eliminatioﬂ
of 811 questionsble promotioﬁs by irfeSponSible parties.
According to Mr. Geo. B. Caldwell, the President of the
Association, it "had hardly got into the harness to work
out sn effective policy, before the country was deluged
with literature sdvocating the so-called Kansss "B ue=
Sky" lew." This type of law wes strenuously opposed by
the investment besnkers, for it wes said to be so drastic
in its terms that deslers in high grsde securities were
virtually prevented from doing business in this state.

"1+ mekes no difference" ssid Wsrren S. Hsyden, "how care-
1 fﬁlly a blﬁé-sky 1éw is drawn, or how well ihformed the
drsughtomen mey be with respect to the investment business
and business in genersl, he is bound, if his work becomes
enacted into & law, to plsce & limitstion upon the business
of the investment benkers. ... Our dangér is not thet we
would be embarrsssed by the operstion of well conceived
"blue-sky" legisletion, but rather that the legislstion may
be brought forward by those who have no familisrity with the
financial mechanism of the country, or with the investment
business in pesrticulsr, and that a8 & result of csreless

. ____0_____
(1) I.B.A. of A. Proceedings for 1912.
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work, however well intended, we ?i?ht find ourselves
obliged to modify our business.” It is meinly beocsuse
of the limitations placed upon investment bankers and others
by the Kansas Law of 1911, that they so strenuously opposed
laws of that type. Seeing, however, that such legislation
was impending in other ststes, snd that the Kanses sfsﬁute
might serve as & model in the other ststes, lr. Hayden,
warned the Association to bestir: itself in time to influ-
ence the moulding of the laws in the other commonwealths.
In his sddress delivered before the Convention of the Iﬁ~
vestment Bankers in 1912, he goes on to ssy: "“We are much
more likely to be effective by affirmestive sction thasn we
are by negetive action. It is alwayé sn awvkward thing to be
on the defensive, trying to tesr down what someone has
painfully built up, perticulsrly if those building it up
are working with good intentlons.... We ought, it seems to
me, to formulate our own idess sd that we can offer sn
affirmetive progrsm to those who are seeking to accomplish
what really is sn entirely praiseworthy object. ©So I hope
that fﬁis associstion, through its legislative committee,
will hsve this whole subject Qarefully studieé and cause to
be drafted a typicel "blue-sky" statute.... Then when, in
any pert of the country, projects of this kind are proposed
it will be ea2sily possible for those of our members who

are residents of the locelities concerned, to bring forwerd

| SN,
(1)Address of Warren S. Hayden in the Proceedings of I.B.A.
of A. 1912, p 139.
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& program, which certeinly will be gratefully received--
not necessarily followed-=- but which cannot fasil to have
a modifying effect, upon whatever is done.“(l? :This rec~
ommendation wss put in the form of s resolution and the
- drafting of a "Model Bill" :(-:y the legislétive commiftee)
soon followed. The genersl plén of the proposed act,Lpro-
vided for the registretion of deslers, upon an investigation
of their business charscter and repute snd of the securities
in which they deslt.

| The originsl Kansas type of~"blue~sky“ law and
the "Model Biil® propoéed by the Americsn Investment Benkers
Association differ considersbly.in theory. The Kensas type
decléred that with exceptions such as gdvernment bonds and
stocks of going utility concerns, 8ll other securitiessold
within the stste must ke aspproved by the state authorities;
that they should show & probable return upon the investment,
and the deciéion of the cormissioner wss finsl. The™odel
Bill"™ on the other hand, recognizes that investments are
risks taken by the individusls and proceeds upon the theory
that no attempt should be made by the stste to guarsntee
them or to psss upon the question of “ressonable profit or
return”. The business of regulstion musf be largely infof-
mstional and a license to do business ought ﬁot to be re-
quiredJ An appesl from the sction of the oqmﬁission to an

ma)m——
(1) Proceedings of I.B.A. of A. 1912, pp 139-148.
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administrative board or to the courts was élso to be pro-
vided for. A |

The "Model Bill" itself hss never been adopted
in any state, but it has in some instances hsd sn impor-
tent effect upon 1egislation‘in‘certain states, ss for in- .
stence, Maine,Louisisns, snd Georgia. Because of this fsct,

it might be desirable to set forth the provisions of this
"lodel Bill" in condensed form. The mein festures of the
bill have been summarized as follows:-

"1, Provision thet 81l banking houses or insti-
tutions desling in securities shall file with the Superin-
tendent of Banks the names end addresses of 8ll psriners
or officers. : ‘ .

B, A gtatement from two officers of savings-bsnks
national banks, stste banks, or trust compsnies testifying
to the good repute of the btanker.

3. Designation, by & non-resident house, of some
gttorney within the state for legasl service.

4.,  Authority by the superintendent of banks to
require, if need be, a statement from bsnkers describing
in detail the charscter of eny security offered.

5. Authority of superintendent of banks ¢ subject
to review of the courts) to order s bsnker not to sell or
offer any questionable security.

. 6. Exempting State snd pablie,securities, cbm~
mercial psper, running not more than nine months, snd stocks
snd bonds issued by certsin estsblished corporstions.™ (1)

The Investment Bankers Associstion in 1914, pre-
pared a proposed new form of "blue-sky" sct, and succeeded
in obteining the co-operstion of the National Associstion
of Stste Bank Supervisors. A&t the Nstionsl Convention of

Q-

(1) Wew York Evening Post. NoteZ= Full text of T.B.A. "Model
Bi11", in Moodys Msgszine, Vol. 15, pp 224-226.
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the Netionsl Association of State Bank Supervisors held

at gtlentic City, on July 7,1914, Mr. Robert R. Reed, of
counsel for the Investment Bankers Association, wes invited
to discuss "blue-sky" legislstion, of which Eygene Lemb
Richards of New York was designsted ss Cpsirmen. Several
suggestions were mede by him for amending the Investmont
Bankers Bill. The proposed law, es prepared by the counsel
of the Investment Bankers Associstion, with the additions
-suggested by Mr. Richards, has now been given the endorse-
ment of both associstionss This proposed Act is intended
to besr heavily on so-called "get-rich-quick™ concerns.

It is besed, primetily, on a pensl prohibition sgsinst
frsud and misrepresentation. It requires the filing with

a State offiecisl of detailed information ss to &1l specu-
lative offerings, Among its verious provisions, it re-
quires notification to be given to this official of sll
offerings, snd gives him power to subject any 6ffering to
the provisions of the lsw relative to speculative securi-
ties., All securities sold to yield over 10% per annum, Or
With the representation thst they will double in vslue, are
declared to be speculative, and are subjected absolutely

to the requirements of the Act. No power is vested in the
state official to prhibit the sele of any security, but if
he finds thxt the promotion involves a violstion of the law
he is reguired to notifi the promoter and also the district

attorney of the county in which he is doing business, and the
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promoter is required to sdvise the district attorney of

any further)steps teken by him in the promotion pf the
seourity‘(l §

' The Americen Investment Bankers Associstion has
been very sctive in contesting the constitutionslity of some
of the "blue-sky" laws. The Annusl Report of the Counsel
for 1913 states thst @following the enactment of the "blue-
sky" laws in fhe seversl states, oﬁr opinions were requested
upon the constitutionslity of the laws adopted in Iows &nd
Michigan. This_involved, of course, the exeminstion of the
decision of the United States Supreme Court, the Federsl
Courts and the courts of the verious sﬁates on fimilar legis=-
lstion. It elso involved the difficult tesk of construing
the two gcts in gquestion. Thé opinion rendered in esch csse

was to the(effect thet the law in question was unconsti-
2) .
tutional.”"

The Associetion spsred no expense in employing

legsl tslent to eontest(t?e constitutionality of the laws
3

in the two ststes named.

- e () e mim
(1) Full Erovisions of this proposed Mpdel Blue Sky law
found in Appendix III.
(2) Proceedings of I.B.A. of A. 1913 pp.164-167.
(3) The disbursements in connection with the litigetion for
the yesr ending August 31,1914, totaled $22,429.41l. The
lsrger pert of this expenditure went to the locel counsel
retained for the suits before the Federsl snd State Courts in
Michigan gnd Iowa. ©Spesking of the results sccomplished, the
report of the committee on legislation ssys: "The cost of
contesting the Michigan and Iows laws was hesvy, but the net
result hes been that investment benkers, without running much
risk of being fined or imprisoned, are able to carry on their
business in all the various stetes which, with s rather reck-
less disregsrd of vested rights, passed "blue-sky" lsws more
or less closely modeled on the original Ksnsss Act." I.B.A., o

A. proceedings 1914 pp 66-67.
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is 8 result of their esctivity the enforcement of these laws
were enjoined and the opinions of the courtséustained the
position of the American Investment Bankers Ascocistion on
practically évery question involved.

The question of the constitutionslity of "blue-
sky" laws is discussed in an opinion of the genersl counssel
on the rights of dealers to trsnssct business in "blue-sky"
ststes by meil and telephone. With regesrd to the consti-
tdtionality of these ststutes as sffecting interstate trans-
'actions, the opinion ststes: "The controlling question how-
ever, on this subject, is as to the constitutionslity of
these statutes as affecting ititerstete transsctions, whether
such transsctions be sffected in the menner ststed, or by
agents sent into the state to effect ssles. No sct of inter-
state commerce otherwise lswful, end no interstste treffic in
lewful esrticles of commerce, c&n be prohibited by stste lew.
A de:zler, incorporsted or private, cannot be subjected to
restrictions es 8 condition of the right to sell, evey by
sgents." After quoting suthorities the opinion concludes.
"If these decisions are correct, there can, we think, be no
question of the fact that the present "blue-sky" laws are
unconstitutional, at least as affecting exclusively inter=-
state transections, whether affected by interstate offerings
madd by meil, telegrem, or telephone, or by agents trsvel-
ing in the stste. If these decisions are incorrect, end
assuming that it should finslly be held by the Federsl
Supereme Court that stocks, bonds or other securities sre
not articles of interstete commerce, deslings by msil would
not seem to be on & different footing from other trens-
sctions, interstate or intrsstste... While none of these
decisions would apply conclusively to deslings in securi=-

ties, we are inclined to the view that a statute regulating
such deslings and imposing regssonsble restrictions, such as
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a notificestion to the state of 1l offerings mede in the
state, and imposing sn inspection fee for this purpose, might
be held to be constitutional. As fsr as we have exsmined
the perticuler statutes of different states, it is our im-
pression that none of them would come within the protection
of this principle. As an instance of a possible statute
coming within this principle we would cite the so-called
Bank Supervisors' proposed model "blue-sky" Adct, which
s8imply requires notificetion to the stste of offerings msde
in the stste, snd slso provides for the registrstion of
deslers having plsces of business in the stste end of sgents
coming into the state, with a ressonable tsx on such deslers
and sgents." (1) , '

 As wes previously ststed, the Americsn Investment
Bankers 4ssocistion was véry much opposéd to the first Kan-
sas "Blue~Sky" law, which it called "a crszy-quilt cﬁre-all,
impossible of operation.” ¥he new Kansas lsw (191B) is
attacked almost ss severely by this same body.‘ Thé Gen~
eral Counsel spesking of the Kanses "Blue Sky" laws says:

"In substance and legsl principle ( the new Kenssas
law} is much the ssme, or worse, notably in the assumption
of power to prohibit the sele of securities of any enter-
prise which the Chsrter Bosrd finds to be "sgainst publie
policy"”. Counsel then proceeds to meke the following com-
ments on the different sections of the Kansas "Bluse Sky"
law of 1915. : '

"The thing of first importence is the limitstion
of the sct to speculstive securities as defined in Section
1. The applicstion of this definition, and of esch of its
~ six psrts, to & particulsr offering, must, under Section 2,
be determined, in the first instence by the promoter gt his
peril. Its finsl determinstion, possibly sfter s logss in
the security, will be determined by a Jjury for the purposes
of Section 12, imposing & fine and imprisonment upon the
promoter. I would not teke the risk of sdvising sny desler
to asssume that any security, not expressly exempted under
Section 8, is not a speculative security under Section 1.
In other words, the only ssfe course for a lawyer to sdvime

. =0 =
(1) I.B.A., Bulletin, Vol. 3, No. 12, ppl9o-23.
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is to comply with Sections 2 to 9, or cease doing business
in the stete. ZPracticslly the ssme advice would hsve to

be given with respect to the possible exemption of a desler
under Section 13, at lesst in the absence of an suthorits-
tive decision interpreting this Secetion gquite liberslly.

It is too vasguely phrssed, and the guestion of its appli-
cation to. the perticular csse cen only be determined by

a Jury, possibly after a loss on securities suffered by
investors.... It is also to be noted that Section 13 would
not protect a dealer selling on commission or under a Jjoing
account agreement except as to the securities owned in good
faith by himself. Neither under Section 1 nor Seetion 13
would the opinion of the bank commissioner or charter board
in & psrticular csse furnish any legsl protection agasinst
Section 18, The result seems to be that for most practical
purposes the act, 1f constifutionel, applies to all new
offerings, not excepted by Section 8. bSection 2 speaks

- for itself and would, I tske it, be considered ressonable
if confined to speculative securities, correctly or plainly
defined, and if the information was required to be filed for
the purpose simply of ssfeguarding the public by sn investi-
gation to discover and prosecute fraud. Section 3, is, I
think, unconstitutionsl, particularly as applied to incor-
poraeted dealers not heving & plece of business in the state.
The first psrt of Section 4, presents the famillsr festure
of possibly prolonged and expensive investigstion &t the
expense of the promoter or desaler, and would, of course, bhe
prohibitive in many ceses. <The placing of this expense of
the desler is, I sm inclined to believe, unconstitutionsl.
The rest of Yection 4 seems to me quite clesrly within the
condemnation of the Michigen, Iows snd West Virginis federsl
trade decisions. It asserts s prohibitive power over the
offering, based on the findings of the Charter Board. Even
if confined to frsud, it would seem to violate the consti-
tutional rights of the citizen, by making the findings of
the executive prohibitive. As drawn, it prohibits the ssle
of securities, the lawful property of the desler, becsuse,
for instance, a gusrsntor is declared “insolvent', in fail-
ing circumstsnces, or untrustworthy, "or the ™plan of busi-
ness is declsred "unfair" or "inequitsble™ or not to "ade-
quately secure investors" ggsinst dishonesty in those men-
aging the business, or the securities are declsred issued
or to be issued for property in excess of its velue, or the
enterprise is found "ageinst public policy", or a get-rich-
quick scheme. ZThe vasgue rhetorical character of these pro-
visions prscticslly puts the whole business enterprise in
the control of the executive. I think there cen be no
question but that these provisions, which seem to be the
key to the whole statute, sre unconstitutionsl. In this
connection, however, I should ssy thst s definite opinion
relative to the constitutionslity of the act has not been
requested of us, snd we are not rendering a finsl opinion
apon it. Under Section 5, the regulative powers of Section
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4 are continued beyond the preliminary exsmination, so that
the executive may &t eny time mske an investigstion and can-
cel the right to sell within the state. ©Section 6 is in-
tended to give 8 power of court review over the decisions
of the Charter Bosrds The language used is most remsrkable.
The court is suthorized to set sside the findings of the
Chaerter Bosrd on the ground that they are "unjust or un-
reasonsble™e Having given to the Charter Board powers more
or less judiciel, the sct then gives to the court powers
spperently edministretive. VSection 7, resd in connection
with Section 2, seems to be intended to have the effect of
preventing the amendment of the constitution or by-laws of
8 foreign associstion or corporstion whose securities are
sold by & third person in the Stste of Kansas. This, of
course, is completely unworkasble. Section 9 is subject to
the ssme criticism, as it is based on the view that the
sale of securities of a corporstion in a stete subjects the
corporation itself to the regulative power of the state.
Section 10 seems to be teken very largely from Section 4
of the so-cslled Bank Supervisors' Bill. It gives general
power of investigstion, and, read in connection with Sec-
tionsl and 2 and the latter part of Section 16, might have
the effect of establishing the essence of the Bsnk Super=-
visors' Bill in Kansas, assuming thet the other provisions
of the new lsw should be declared uunconstitutionsl.”™ (1)

A later report of the genersl counsel, has the
following comment on eight of the new "Blue Sky" laws passed
in 1915:-

"A11l of these eight new lsws, in Michigsn, Ar-
kansas, South Dakota, Iows, Ksnsss, North Dskota, Oregon,
snd West Virginis, except the so celled 4ttorney Generals'
law, contain festures adspted from our originsl pwopossl,
but they all have other features dsngerous to the invest=-
ment business, end sssert the genersl power of regulstion
and prohibition which is, we believe unconstitutional. They
all have provisions which might, if constitutionsl, prove
very drastic in the event any securities sold without tech~-
nicsl compliance with @lmost impossible conditions, should
decleine in value, provisions which could be used for bidack-
mailing purposes and by local attorneyecs to hsrass and pun-
ish the desler who had sold such securities. This is also
true of the blue sky laws still in operstion in many other
states.” (2)

(1) I.B.A., Bulletin, June 12,1915.
62) Report of the Genersl Counsel, I.B.A. Vol. 13, No. 13
. ' pp 8-10
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A sufficient number of quotations from the Pro-

-y

qeedings of the Americen Investment Bankers Associstion
have been given to indicate that the Associstion is in en-
tire sympathy with the\motives which 1ie behind the enact-
ment of "Blue Sky" laws, nemely, the suppression of the
irresponsible promoter and the desler in sburious seguri-
ties.  Its opposition has}been directed sgsinst the im-
practicable,'oppressive statutes, the enforceﬁent of which
would, in its opinion, virtuslly prevent legitimste deslers
from doing business. Iir. George B« Cgldwell sums up the
attitude of the Investment Bankers toward "Blue Sky" legis-
lation in these words: "We want ewything tbaf the public
wants, thatllooks to sene progress. Investments cannet be
msde too ssfe for the investment banker. We want to see

8 proper degree of supervision imposed on the creztion of
investment4securifies. We went safety snd, if possible,
uniformity in our stste corporstion laws. We want reasson-
able, snd if possible, uniform regulation of public utili-
ties. We fsvor reasonable supervision of "investment com-
panies" very strictly so cslled, that is, compsnies msking
8 busineSS»of retaining the money‘of the public which they
solicit for investment or desling in lsnd or securities
pledged to secure bonds or notes representing the moneys
received. Ve recognize that’this is a gqusesi-benking busi-
ness. In our own business we want laws to prevent frsud in
the purchsse or sale of securities, lews requiring regisé

tration of deslers, publicity of offerings, with full
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powers of investigstion end prosecution and effective
penalties sgsinst even sn attempt to defrsud. Agsinst the
getjrich-quick deg&lers, we want restrictions slmost to the
point of prohibitions upon the public offerings of securi-
ties promising extravsgant réturns- Sych offerings should
not only be investigsted, but prohibited unless acéompanied
by tha fullest disclosure of fects, and possibly by a state-
ment thet they are offered as a speculative security, not

(1) |
g8 & safe investment,"

2. JHoport of a Ppecial Committee in Minnesota.

A specisl committee was appointed in Minnesota

in 1914, to investigste snd report on legislation needed to
provide further regulation of the organizstion snd msnsgement

of cbrpo:ations and Sale}of securitieg. The members of this
committee were Roysl H. Stone{-chairman, E.D. Morgsn, H.
Oldenburg, J. LB; Hayeroft, and L. B. Bysrd. The committee
gave full considérStion to the Xsnsas “Blus Skyﬁ law (1913)
and after detsiled criticism concluded thet legislation of
tﬁé KXanses type wss not only unconstitﬁtional, but'generally
unwise in plsn, imprsctiecsl in*operaﬁion,'and injurious in
its results. The members of this committee hesrtily gpproved
of a stetement given in 1913 by the committee on Jurispru-
‘dence and Lew Zeform to the effect thet "We do not hesitate
to declare the belief: that meny of these scts go to dsn~-

T § P

(1) Geo. B. Cgldwell in loody's s zazine, Vol. 17,
‘ pp 263-264,
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gerous extreme of psternalism snd furnish 8 mschinery of
control which in bad hends might lesd to arbitrsry and
oppressive action, only less objectionable than fhe sbuses
at ﬁhich the legislation is simed. We sre convinced thst
Statutes for the correction of these sbuses should be
fresmed on much more restricted and conservstive 1lines then
thosé‘which heve hitherto been sdopted."”

The Special Committee argues sgeinst the Ksnsas
and lichigan "blue-sky" lsws in the following menner:-

"It must not be forgotten that 'corporste, part-
nership, and individuel securities snd obligetions to pay
money are property, snd the right to issue and sell or buy
the same is liberty, within the due process clause of the
federsl constitution'. Any unressonable restreint of that
liberty is &n attempted exercise of the Stetes Police Power,
aside from being most undesirsble, would be held void. The
vice of the present blue sky laws is thet they infringe
upon this liberty, and therefore, when ultimstely tested
in the courts, will probebly share the fste of the Michigan
law, which was held unconstitutionsl in the case above re-
ferred to:

"These statutes are long and complex to a degree
thet mekes their prascticsl application difficult. The most
gerious objections, however, go to the method of their ed-
ministration.... The mere setiing out of the sdministrative
provisions contsined in these "blue sky" lsws is sufficient
to indicste their effect. In the first plsce, the delay ,
and difficulty with whikch the transesction of ordinsry busi-
ness is involved, becomes serious. It is a general cri-
ticism of this kind of legislsetion thet it has been so drswn
a8 to contein numerous provisions, the remedisl value of
which is obtained at too grest a cost to the convenience sand
freedom of business, and thet a different system of regul-
&tion might be established which would be equslly effic=-
gcious in preventing frsud, snd st the same time leave un-
tremmelled the trsnssction of business in genersl.

"Some bonding houses have on their list 200 issues
of sedurities. 4 great msny hsve fifty. Some have ss meny
g8 helf a dozen new issues each dsy. Where there is sny
volume if business, 1t is impossible to sdmimster such a
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law with eny degree of iairness. The expense snd lsbor in-
volved make it prhobitive. To require the filing of vol-
uminous reports and documents which cannot be exsmined,
is useless, and, to say the least, s grest mistske.

. "There is 8lso to be considered the incressed cost
of doing business which these laws entail. ZEach report and
each document filed requires the payment of a fee, which,
though nominsl in amount, soon resches a considersble figure
for eny concern whose business is of any considerable msg-
nitude. In addition to the fees, there is slso the cost
of prepsring numerous reports snd statements, the conduct
of voluminous correspondence, etei probably incidentsl there-
to. It must slso be remembered that the work of complying
with the law of one state must be duplicated for every stsate
heving similer legislation, and the difficulty is further
increased by lasck of uniformity in the laws of the severasl
8tateSecses .

"Another unreasonsble provision gives extrsordinsry
inguisitorial powers to individusls. Thus, in the Ksnsss
gct (1913) both the benk commissioner, snd the individual
buying securities of, or issued by, en investment compeny,
are given full power 1o exsmine the sccount books of the
company. ZIhis is no more stertling then if a depositor in
& bsnk had the seme power of exsminstion ss the bank ex-
aminer., It is difficult to see whet sdditionsl security
is thus sfforded, and the dsnger of unscrupulous use of
this power by competition is grest.

"The theory of the legislstion under discussion
is thst from the stendpoint of state control no distinection
should be made between banks, insursnce companies and fi-
duciary corporstions on the one hsnd, and business in gen-
ergl on the other:s In the opinion of those who support this
form of legislation it is imperstive that all forms of
commercial enterprise should be subject to public regulstion.
Scrutiny of any of these stetutes shows how comprshensive
is the control exercised. By giving power to an official
to determine what securities shsll be sold, or shsll not be
s0ld, the staste has underteken the control of commercial
credit.... In the final analysis, therefore, this legis=-
lation is sn attempt to give the stete ( or, speeking more
accurately, en individuel who happens to be & state officisl,
absolute control of the business. YLhe formetion of new com-
psnies, gnd the enlargement snd reorgsnization of old ones,
are pleced absolutely within the power of the individual who
exerciges this remsrksble control. The sweeping awsy of
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freedom of enterprise a&s the chief ground upon which the
constitutionality of these laws hes been successful ast-
tacked...

"It is upon these grounds thet we concur so un-

reservedly in the conclusion resched in 1913 by the Com-
mittee on Jurisprudence and Lsw Reform." (1)

3. TPosition Tsken by the Bankers Magszine.

An article appearing in the Bankers Mégazine for
May, 1912, ekpresses the extreme attitude taken by some in
opposition to the ensctment of "blue sky " laws. The a1~
ticle statés thet it is the wish thet every unsound, dis-
honest end visionsry "investment™ schems C6u1d be driven
out of business-- not by the enactment of lesws agsinst them,
but through the development of judgment and caution upon
the part of investors. It is msinteined that those who are
fleeced by dishonest promoters are as dishonest as the pro-
moters themselves. These people asre playing the same game,
it is ststed, ﬁhen they seek to get more then a fair return
upbn their money. It is finslly maintsined, that "there
is 1ittle ground for Yovernment intervention to save/the
fool and the knave from the consequences of his own folly
and knavery, especislly when there are open to every one
thousends of sources of reliable information as to the
chafacter of investments. If anybody buys worthless stocks
of a swindling promoter, it is simply for the reason thst

he prefers that sort of sn 'investment'. For if he did not,

(1) Minnesote State Ssr Assn. Report 1914,pp 207-221.
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he would choose from the slmost endless(l%st of sound snd
: | - 1
safe securities being offered dsily."

4. Opinion Expressed in the Wall Street Journsi.

The Well Street Journsl hes declared itself hostile
to "blue sky" legislstion. In an editorial appesring in this
publicetion November 29,1915, it is ststed:-

"Twenty seven states heve in a short period of
time pringed "blue skies" on their statute books. The
courts are now beginning to give them an Italisn sunset
effect. South Dskots is the fourth state to declare such
blue sky to be unconstitutionsl.

"In their mein features these stetutes resemble
thelr parent,- the Ksnsas sct. It would be difficult to
conceive of snything more hurtful to business then their
attempt to sccomplish & worthy object in the wrong wey.

- Delegstion to one msn, or set of men, of authority to pass
upon the prospects of sny business enterprise asks too much
of finite and humen limitstions.

"There are abuses in the promotion of new cor-
porstions and the ssle of securities. There sre freuds
in every business, even to the ssle of prunes snd poultry.
The wide and rapid extent of these blue sky lews may be
taken as an expression of public sense of the need of pro-
teation for the honest but unsophisticated sgainst the
shrewd and slipper 'promoter'. Thrift should be protected
from theft. But the methods employed are as futile as they
are illegal." (2) : .

b, Attitude of Insursnce Commissioners.

The attitude of Insursnce Commissioners to "blue
sky" legisletion, is clearly steted in a Report offi the Com-
ST, P

(1) Benkers Megazine, Msy, 1912. .
(2) Wall Street Journsl, November 29,1915.
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mittee of Unauthorized Insursnce, given before the Nstional
ConVention of Insursnce Commissioners in 1913. Its position
is as‘follows:-

"The committee warmly welcomes the spresd of the
go-celled "blue. sky law" into seversl stetes. Mluch has yet
to be done to control the sctivity of the bonding of home

purchase concerns, some of which sre reputable, but many
are the reverse." (1)

6. Summsry Statement.

The statements of this chepter show the very hos-
tile attitude tsken by some associstions snd individusls
toward the "blue-sky" legislation. The American Invest-
ment Bankers Associstion, slthough in sympsthy With the

purpose of these laws, does not consider any of them as en-

- tirely desirable, snd hes strenuously contested the con-

stitutionality of such messures in the courts of several
states. Tﬁe Association however, has prepsred a "Model Bil11"
which has been endorsed by the lstional Associstion of Bank
Supervisors, and which they believe if adopted would obviaste
the constitutional difficulties involved in the present
"plue-sky" laws. The specisl committee in Minnesota re-
garded legislastion of the Ksnsas type unconstitutional, im-
practical gnd injurious. The opinion exprdssed by s writer
in the Bankers Msgszine indicastes that some of the more con-
servative bankers st lesst sre not in favor of "blue-sky"
laws, and the position taken by the grest finsncial publi-

cation, "The Wall Street Journal," is very adverse to “blue-
S, Y :

(1) Broceedings of the Netionsl Convention of Insursnce
Commissioners, 1913, p 95,
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Sky" legislstion. On the other hand, the Insursnce Com-
missioners are quoted &8 endorsing such laws for adoption

by the seversl ststes.
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Chapter V.

Results of the Operstions of "Blue-Sky" Laws inKensss

and in Other States.

Since "blile-sky" 1egislétion hes now been in opera-
tion for over five years in Kansas, and for more thsn three
years in meny other states, it may he asked‘whether it has
justified’itsAexistence by resultss Therefore, in this
chapter we shall consider the methods of administration
and the results schieved, and in the light of pest exper-
ience, inguire as to whet modificstions or amendments should

be made in existing "blue-sky" legislstion.

1. The Experience in Kansss.

Although the records of the “blue—sky“ department
in Kansés are voluminous, meny things unfortunately hsve
not been recorded and the dats asre so incomplete as to
render an accurate, statisticsl study of the workings of
"blue-sky" legislastion almost impossible. However, after
consultingythe files of the depsriment snd resding state-
ments of the Benking Commissioners, one can arrive at some
very gemsral conclusions with»reg&rd‘fo the experience of
Ksnsas with its "blue-sky"flaws.

One of the earliest results of the adoption of a

"plue-sky" law in Kensas was to drive a grest number of

agents of fraudulent and questioﬁable concerns from the

state. The cbmpanies selling securities in Ksnsas were
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immediately required to sec;;;Ma permit from the Banking
Commissioner in order to do business in Ksnsas. MNost com-
panies'appliad for permits, although the records in some
instances show that this was not done. Mr. Dolley, the
Benk Commissioner 8t thst time, has given ststements and
figures regarding the number of spplicstions which were
mede for permits and the number which were refused by the
department. He msintained thet during the first two years
of operation of the "blue-sky" law more thsn 1;500 com-
penies spplied for permission to do bpsiness in the state.
Seventy-five pr cent of these applicsnts were mining, oil,
and gas companies, which had no stocks of value to issue,
and in which there could be no possible return for the
~money invested by the public{ O0f the remeining, twenty—
five percent were szid to be companies orgenized on a
highly speculstive basis, and offering no investment op-
portunities worthy of serious.consideration. Thé chences
were 98 in 100 they would fgeil. Hence, less then 10g of
the 1500 spplicaents, sccording to lir. Dolley, received
certifioates of good character snd these were in most cseses
Kaensas industrial end home enterprises.

These figures are found t? require some qualificetion.
An exsminstion of the records(l of the "blue-sky" department
showed thet during a period of approximately two yesrs,
162 Kansas corporations made formel application for per-
mité.' O0f these, 76 were approved and 2 were definitely re- .

T QL T

(1) By Dr. H. A..NMillis.
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fused. The remasinder were not definitely acted upon,
either because they failed to furnish the necesssry dats
required by the law, or would not undergo examination when
the.demaﬁd was mades Most of the latter mey be sdded to
the number of rejected. It wss found, however, that "a
minority, but & by no mesns smell number were given per-
mission to proceed with their plans until they were no-
tified to the contrary. Though not strictly in sccord
with ﬁhe law, this appears to have been @ commoh sense way
in which to proceed for the law was really too drastic
to be complied withs The seversl cases noted Weie mutusal
telephone companies, farmers elevators and copperative
undertskings, ususlly with a capitsl stock of 5,000 to
/$10;0003 Investment companies were treated in the same
way."(l

The'examination of the records showed thet "of the
92 foreign applicastions, 28 were aspproved, 7 definitely
rejected, snd 57 not definitely scted upon. Thus, of the
254 concerns, 104 were granted the desired permit, 9 were
denied permits and 139 were not finelly diépqsed of " The
above, however, do not include ceses of mere inquiry. A4s
soon és & great many cdmpanies were informed of the detsils
the depsrtment required bf them and the nature of the ex-
aminstions which would be conducted, they suddenly with-
drew their applicstions. Some of these self-rejected con-

..-_...0“_“

(1) Dr..H. A. Millis.
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cerns were fraudulent snd & grest meny were undoubtedly
highly speculstive. The significence of these rejections
is seen in Mr. Dolley's statemént, thet the "blue-sky"
law was éble in this wsy to ssve the people of Ksnsss more
money then required to run the stete government. |
The writer has checked the records of the proceedings
of the Charter Bosrd from Ap£i1 7, 1915 to April 4,1916,
in order to determine the number of applicstions snd re-
fusals made under the new law whieh‘went intoveffectAApril
1, 1915. During thet period covering approximstely one
year, it was found that 52 compsnies were given permission
to séll securities in Kansas. Of these, thiity—eight were
domestic companies and sixteen were foreign corporstions.
A further classification showed thet there were 14 min-
ing compsnies, 27 industrisl corporstions, & insurance cor-
_porstions, 3 land and irrigation compsnies end 7 logn and
investment concerns which were grented permission to sell
securities under the new lawe A1l of the mining companies,
with one exception, were oil'coﬁcerns. It might slso be
mentioned fhat 22 of the domestic compsnies reported their
home office at Wichits, Xansss. As to the refusals, it was
found that 6 companies had been refused pérmission to sell
stock.,. Two of these, however, were later reconsidered snd
grénted the privilege of disposing of some of their se-
curities. All of the compsnies refused were foreign cor-
porstions. Four were lsnd and irrigstion projeots,'one a

mining company and one an industrisl concern. An o0il som-



pény was réfused permission to sell stock, because the
securities issued for intangible assets were in excess

of the reasonsble value thereof. One of the land com-
penies was refused a permit until it could show that the
“pusiness wes to be conducted honesfly snd without un-
fairness, imposition or frsud." An irrigetion compsny

was refused on the ground that the "promoters plan of
business is unfair and inequitetle.™ Another land com-
'pany was refused on the ground that the "securities were
based upon insufficient séourity end their sale in the
statg wduld Be unfsir end inegquitable.” The industrial
concern which was refused was 8 Colorado corporation
capitelized at #1,500,000. It was found upon investiga-
tion that the company issuéd {800,000 for patents. The
compsny wished to sell $100,000 worth of stock in Kansas,
out of which 8 promotion expense of $30,000 was to be éaid.
They were refused permission to sell any securities in the
state on the ground that there was not a very strong show-
ing es to the practicability of the patent which it pro-
posed to manufacture snd séll, and, on the ground thet the
depsrtment could not consent to the capitalizingAthe pat-
ents for thot immense sum, without 8 convineing showing thd
$800,000 was s reasonable valustion of the patents. These
sonstitute the refussls to compsnies which have mede for-
mal appfication fo: permission to sell securities. How-

ever, the recorded refussls are not sdequate expressions

of the number of companies that are rejected. In one month



FRiR
as meny as forty inquirbs have been made for blanks, snd
of this number probebly only six have bemrn sent in. lMany
companies send in their reguest for permission to sell
stock and the Charter Board tells them they cennot con-
sider the application. No record is made of such re-
fﬁsalso
Relative to the efficiency of the Ksnsas "blue-sky"

iaws in preventing the ssle of securities by frsudulent
' or highly speculativé concerns, we have the followihg
statements from Mr., Seston. "Three items sggregsting
$750,000'constitute the only ascerteinsble loses of con-
siderable smount from frsudulent promotions in Kaensas
siﬁce April 1,1911. The pilferings of other frsudulent
schemes opersting for the moSt.part through the mseils
from without the stete, and so beyond the resch of the
stete authorities would certsinly not inecresse this sg-
gregateAbeyond the million dollsr merk.... It is ssfe to
- say thaf this yéar (1915) the losses sustsined in Kansss
from freudulent promotions of every chsrscter will n3t
exceed #100,000 and helf that sum may cover them.“(l

'~ However, seversl instences have occurred in which
coréorations receiving a permit from the “blue-sky" de-
partment heve later passed into the hands of a receiver.
In one case a.Wisconsin creamery compsny capitsilized st
$600,000 was given permission to seil stock in Kansas. It

(o
(1) Unpublished paper of lr. S. T. Seaton.
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was admitted in 1914 on the basis of references secured
from Wisconsin benkers snd on the basis of recommendstions
of 8 committee of Kanses business men who hed gone to Wis-
consin snd conducted a personal investigetion of the sf-
fairs of the compsny. This concern later went into the
hands of a receiver.v An exémination of the files in the
Benk Commissioner's office showed thst this compsny had
sold st least %¥59,000 of stock to the citizens of Kansss.
The Assistant to the Bénk Commissioner, hdwever, esti-
mates that the company "secured some $70,000 from the
committee and fréends". This is only one example of
several which might’be given, to show that some compsnies
hsve Been grénﬁed permission to sell securities in the
stste and have later falle&liﬁto disreputes

| Anothex very importent effect of the Kansas "blue=-
sky" laws hss been the reduction of commissions snd pro-
motion expensese In this way a conéiderable saving has
been made to purchasers of securities. For exsmple, one
domestic industrial company wss recently given & $75,000

stock permit, provided not over 20% of this should be

used for promotion expenses,'and that office expenses were

not to exceed $333, per month. Moreover, the total ex-
pense was not in sny csse to be more then ¥2,000. 4 loan
company was given permission to sell‘§10,000 stock on
condition thet it should not psy over 15% commission to

agents. Another corporstion, capitalized st 2,000,000,
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was refused a permit on the ground that promotion ex-
penses had been excesgive. The stetements df this con-
cern showed that it had issued $670,000 in stock to cover
patents and~organizatibn expenses.and an additiqn&l $160,000
stock to cover experimentstion. In still snother instance
it wss found thst & corporstion hsd issued a totsl of
£500,000 stock to & promoter as promotion stock. The
"blue-sky" depsrtment in this case required the promoter
to deposit this stock ﬁith the Bank Commissioner under g
contrsct that it should be held for twenty yesrs and
should not be sold or transferred on the books of the
company during that time. Moreover, this stoek is not
to participeste until sfter the common stock of the cor-
porstion has esrned 7 interest. It slso forced the same
promoter to meke good & bad investment of §30,000. The
getivity of the "blue-sky" department in reducing com-
mission and promotion expenses in such instsnces hss un-
doubtedly been one of the most commendable festures of the
administration of the lsws.in Xsnsss.

The "blue-sky" depsrtment hes hsd the active co-op-
ergtion of the benks snd newspapers of the state in its
eampaign’against»freud. Only recently & wsrning by the
Benk Commissioner, wss published in nesrly 1,000 news-
pepers and sent to a grest number of besnkers of the state,
gdvising investors "to passs up" certsin "meil order" losn

and investment compsnies " which were opersting in the

state, 4Although this warning waes the first of the kind
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published by the present sdministretion, it is the pur-
pose of the depsrtment to issue others from time to time,
werning the pubiic or frasudulent mail operations, which
cennot essily be directly sttacked. The recently pub-
lished werning ststed that "numerous mail order Losn snd
Investment compsnies have béen, for seversl months past;
msking & vigoroﬁs cempaign for Kansses business through the
United Stetes mails. The Bsnking lepartment hss investi-
gated a number of these mail order enterprises gnd so far
not one hss been found in possession of a clesn bill of
heglth, while most of them are clesrly both unlawful end
frsudulent." It then proceeded to show the ususl plan

of business, Wh&ch, as wes pointed out in the first chap-
ter, is to offer the investor a contrsct calling‘for &
certain number of monthly vayments, after which the in-
vestor becomes ‘'eligible’' to receive a loan, providing &
certain number of additional contrscts have been made and
the number of the investors certificste has been resched.
The warning also gsve & part of the opinion of Judge Bour- -
quin, of the Federsl Court of Mnhtena, in regerd to one
of these concerns, which wss es follows: "It losns and
pays only if, after it hss '"teken' for itself prsctically
gll it pleases, there is sught and sufficient accumulested
therefor in & possible loan &nd reserve fund. The allur-
ing festure to the spplicant is 8 loan to build a house

at rates of interest $het in view of circumstances an-
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tagbnize sound economic principles. Under any circum-
stances, few could reaslize their hopes; that fewer would,
in viéw of conditions snd contingencies, is obvious. That
this corporstion is designed to profit its owners, at the
expense of wictims, enticed by pseudo promises and de-
ceptive prospects, seems clear." "This ssme compsny hsd
a éuit.pending in the United States Distriect court of
Kensss, and dismissed 1$¢ sfter this decision in MNontana."
After stating thet the depsrtment hsd investigated'a loan
enterprise sending literature from Chicsgo and thst it had
found it to be of a questionsble charscter and slso the
fabt that the United States Distriet Attorney Robémtson
ig working in accord with the department in securing the
indiptment of these concerns, it closes with the following
persgraph: " In the mesntime, the Banking Department takes
this opportunity of giving the public feir warning that
money invested with these mail order loen snd investment
enterprises will almost certeinly entail loss. Any per-
son receiving litersture of this chesrescter will confer &
fsvor by forwarding it to this Depsrtment. The Pepsrtment
also stsnds ready to serve the public by making prompt
investigation and reply to eny person who is tempted to
desl with one of these concerns." Such publicity is cer-
tain to prevent & great smount of freud. It should be the
practice of the depsrtment to publish wernings more fre-
quenfly and thus eid in educating the ordinsry investing

public. The Yepartment should also co-operste more ef-



A 141
fectively with the Post Office Department in prosecuting
persons using the United States msils to defraud. This
wes done in one instence in the prosecution of & real
estete promoter who hed gsthered in sbout $80,000 by
sales of lend to which he hed no title end the Circuit
Court of Appesls recently sffirmed his sentence of three
yeérs in the Federal penitentiary. Co-operstion between
the Stete end Federsl suthorities will undoubtedly greatly
reduce the amount of frsudulent promotion and prove a
great protection to the investing public.

The 1sw involves inconvenience and some delsy to com-
penies applying for permission to sell securities in the
State. In most cases permission is grented within three
weeks but in some instsnces there has been a delsy of
several months. - One compsny, for émemple, spplied for
permiseion to do business in the stete esrly in Msy 19156
and was not granted permission until in September of the
same years

Another effect of the law has teen to "make pro-
motion}dgfggd on men charged with the sdministrstion of
the lew."

Another effect of the "blue-skyﬁ'law hae been to
increase the expense to concerns selling securities in
the state. The originsl law, @s outlined in chspter 2,

Ny P
(1) Dp. H., A, Millise
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provided that a filing fee of $25, be psid by a compeny
applying for permission to do business in the stete. It
also required that semi-annﬁal financial statements be
filed with the department together with a fee of $2.50.
In case the Commissioner mede an examination of the com-
peny, it was required to pay for the same &t a cost of
35,00 a day plus sctusl treveling expenses of the in-
inidual conducting the exeminstion. ¥The new law in-
creases these expenses. It provides,in the first piéce,
thet quarterly financiai statements be filed with the de=-
pertment together with a fee of %2.50 and companies are
now liable to examinstions st a cost of $15 per day plus
expenses. . Tpese requirements, although somewhat burden-
gome upon the compsnies, hsve hsd their intended effect
in pmproving business methods. .

The experience of Kensss with "hlue-sky" legislstion
hss also demonstrated the inexpediency of issuing permits
to companies complyigg with the law, &s was done in ad-
ministering the laws of 1911 and 1913. The permits which
were issued at that time were used for advertising pur-
poses, and while the statute specificelly ststedthst the
"Bank Cbmmissioner nor the Charter Bosrd in no wise rec=-
ommend the securities", and that the state was in no way
responsible, at.the same time there was an implied sppro-
val which wes frequently used in selling the securities.

As has becn stated by Mr. Seston, these/permits have been
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one of the most objectionable things in connection with

our former "blue-sky'" laws, as they gsve color to the ides
thet the holders had the ssnction of the depsrtment and

~ thet the charter board wss recommending the purchase of
their SQOurities. Under the new lasw, the Depsrtment hse
céased issuiygg the permité and now merely gives the com-
pany notioe'thét their application has been favorably
acted upon. Any representeation thet the Depsrtment &p-
proves of sny such security is not tolerated. For exemple,
one compsny in Wichifs, ¥ensss, had recently been sdver-
tising the fsct thet it had been granted permission by the
"blue-sky" board to sell its stock end securities in the
state. As soon &s this ceme to the notice of the depart-
nent, it immediately sent the following letter to the com-
peny:~ "The sction of the Bosrd is not & recommendation
to investors and ié not intended ss such, snd the stste-
nent in your eirdulesr would tend to mislesd peoble who

do not understend thst fascte This Department therefore
asks you to withdrsw such sdvertising."™ Thus the exper-
ience in Xsnsss has demonstrsted the insdvissbility and
inexpediency of granting permits.

Zlthough it has been impossible to meske a thorough
and sdequete investigation to answer whet the "blue-sky"
has accomplished in Kansss, yet the limited study shows
the following results of its operction in this state. The

lsw has had the effect of driving e lsrge number of agents



144
of fréudulent and highly speculstive concerns from the
state; it has caemsed reduction in commissions and pro-
motion expenses.aﬁd thus mede 8 ssving to investors; it
has been'effeetive in educating the public to gusrd itself
against the frsudulent promoters opersting their business
through the Uniteé Ststes mails; it hss been effective in
improving businéss methodss On the other hand, the law
hes involved inconvenience, added expense and some delay
to companies applying for permission to sell securities.
It hes,moreover, tended to make promotion depend upon the
men charged with the operstion of the law, snd, finally,
hes deﬁonstrated the insdvissbility af issuing permits

to sell securities in the state.

2. Opinions with Reference to What "Blue-Sky" Legislation

hes #ccomplished in Other Ststes.

Conéerning the operstions of "blue-sky" legislation:
in other states, we hsve only such informstion &g can be
obtained from correspondence with officials sdministering
the laws. JSuch ststements, of course, sre fsr from sat-
iéfactory becsuse they reprssent interested opinion. More~
over, these replies are of a very genersl neture and it is
therefore impossible to tebulate snd classify the méterial
contained in them. A few of the most representative quo-
tations follow.

Iowa recently adoptéd a new "blue-sky" law and her



145
Secretsry of State mekes the following comment concerning
its operstion: "We are receiving quite a few applicstions
under the present statute, snd they sre coming in in very
good shape» In fsct, but one or two concerns hsve attemptdd»
to procure 8 permit which seemed of doubtful charscter. In
adminiéteiing this statute, @s our sction waes slso under
the foimer'one; we have directed our investigetions snd
exsminations as to two points principally; 1st, as to
whether or not the applicént was solvent, énd 2nd., whether
or\not fhe applicent was engsged in sn honest and legi~-
timste business. Lhe people of this Stste, so fer as I
have hesrd, seem plessed with the provisions of the present
lew, and were quite interested insecuring the passsge of
this messure. It met with some opposition in the CGenersil
Assembly, but not nesrly sufficient to block its passage.
We are pfoceeding carefully under the stestute, and I be-
lieve the operstion of the law is proving successful snd
will continue to be in ﬁhe future. I can recall one in~
stance wherein an application was denied, although that
concern clsimed to be guite @ strong one, snd where it
was lesrned soon sfter thet the corporstion had gone into
bSnkfuptcy‘ In this one instence alone, I think the peo-
ple of Iows have been seved more thsn the sdministrstion
of the law will cost during sometime to coﬁe." 1)

cme(Joe
(1) Letter written to S. T. Seston.
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In & letter to the Kansass "blue-sky" depesrtment under
dste of August 11, 1915, Honm..J. S. Darst, State Auditor
of West Virginie says: "As to the efficiency of our "blue-
sky" law in preventing the sale of frsudulent stock and se-
curities in West Virginia. I have to advise thst so fer
as our information goes, it hss been entirely successful.
of courée,.there may be some such stuck and securities sold
thréugh the mails from without the stste, but certainly
comparstively little, if any.. Our people éean to be very
wary of propositions that aré not registered. I have re-
ceived no complsint of frsudulent promotions for severél
months, neither hsve I received asny complsint of the "blue-
sky"‘iaw itself."

Relative to the results of the "blue-sky™ law in
Arizona, the Secretary of the Arizons Corporation hss
written as follows: "I wish to state thet from our ob-
servations the‘“blue~sky" law is accomplishing the pur-
pose for which it wss intended, thst is to say, fhe elim=-
instion of frsudulent stock and security selling enter-
prises."

The Bank Commissioner of Michigan Mr. Frank V. Mer-
rick, has written to the Kensas depsrtment that "The
law in the Stste of Michigan has, notwithstending the
holding of the Federsl Court, been put in operstion and
enforced sgainst everyone ssve those who yere parties to

the suit in the Federsl Court. Its enforcement hass beenm
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vigorous and its‘operation successful. During the time

it has been in operation’in the stste of Michigsn, meet-
ings heve been held substantislly every week, and stocks,
bonds and securities hasve been exsmined and passed upon

at these meetings. The smount of stocks, bonds, and se-
ourifieé which have been submitted to the Michigesn Se-
curities Commission sggrezate $43,641,168 of which $5,095,
420 heve been disspproved. LThe result of the operstion
éf the law of the state, however, should not be messured
entirely by the emount of securities passed upon, or of
the émount of securities disapproved. It has been found'
thet one of the grestest influences of the so-called "blue-
sky" laws has been its deterrent effect. Millions of dol~-
lars of worthless stock have been driven out of the state
and in comparstively few instsnces has sny attempt been
msede to violste its provisions, or to attempt to plsce on
the market stocks which heve not been submitted to the
Commission.... A minimum of fictitious issues have been
exploited in ILichigan." |

| From the report of the Yomestic esnd Foreign Invest-
ment Depsrtment of Missiouri it is lesrned thet "during
‘thé eighteen and one-fourth months, closing the thirty-
first day of December, 1914, 83 investment Companigs heve
msde applicatibn for p=rmitss The Commissioner hss taken
up, passed upon snd granted permits to 63 companies, while
15 have been refused and 7 are pending awsiting sdditionsl

informetion before finsl sction thereon .... The Com-
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missioner hass, &t all times, given gs liborsl & construc-
‘tion as possible to this sct, to the end thst the spirit,
rather fhan the letter, of the lsw should be observed and
enforced.... The fact thaet this sct now constitutes s part
of our stetutes, no doubt, has kept many corporstions, de-
siring to sell the stock of "fly-by-night concerns, vis-
iongry oil wells, distant gold mines, end other like frsu-
dulent exploitations™ beyond the border lines of the state
of lissouri." N

The Benk Commissioner of Arkensss; Mir. Jonn 1. Dsvis,
~ under daste, ¢snuary 10, 1916, mskes this statement: "The
first applicstion for authbrity to sell stocks, bonds, etc.
undér provisions of the first Act wss filed on April 10th,
1913 end since that date this depsrtment has considered
168 csses of said number of applications. It is not prover
ﬁowever, to conclude thst Z2 applications heave been denied
outright. ©Some of them have, but in most csses, the ex-
ecutive officer of fhe Act hes required such modifications
of the corporste status towsrd the end of & fair desl %o
proposed purchasers of stock thst the applican? did not
reply fo his regquirements and did not prosecute the éppli-
cation. The only case that spprosched freud outright wss
thet of the Standsrd Home Compsny, plsintiff in the suit
tried before Judge Treiber.... We are proud to stste that
out of this long list of corporations, whose stock wss

- Qe
(1) Bank Commissioner's Report, 1914. pp 687-691.
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authorized for sale in this stete, only one- The Arkansas
Mauéoleum Company- has failed é% scecomplishment. The lsw
'does not intend to prohibit but to regulate the sale of
investments.... We think our present law is esmple towsrd
the protection of investors in corporste stock."

;We nave but one report of the unsatisfsctory oéeration
of "blue-sky" 1égislation, and this was dne to the failure
to meke necessary appropristions. The Depsrtment of Bank-
ing of Idsho, reports: "The Twelfth Session of our iegis-
lsture in 1913 enacted our so-called Blue Sky Law but
failed to meke any appropriation for the enforcement of it
and the Thirteenth Session in 1915 also neglected to make
- any eppropriation for cerrying out the provisions of the
act. Consequently this Vepartment has been gresily hendi-
cspped in doing very much with the proviéions of the law.
We have, however, endesvored to do whet we could and hsve
rendered some Service in the way of preventing wild-cst
investment compsnies from operating in the Stste... I am
safe in ssying thet the mere faet thet we hsve a Bjue Sky
Law hes hsd e deterring influence on a& number of specula-
tive investment companies snd the sevings of the people have
no doubt been considerables... We have not granted per-
mission %o even 25% of those applying.”

Yhese statements are typicsl of a much larger number
which might be guoted. ZXrom them it is evident thst of=-

ficiels chsrged with sdministering "blue-sky" legislstion



in the various ststes sre unsnimously of the opinion that
it effords considerable protection to investors and is on
the whole 8 rsther efficient means 6f eliminsting fraud-

ulent promotion.

3, Cgnelusion.

What then should be our conclusion? It would seem thet
future legisletion must take one of two courses. The first
of these is to eliminste the objectionable featuresiof
existing "blue-sky" legislstion end so modify it thet it
will afford adequate protection to the investor but not be
80 drastic 88 to interfere with legitimste business en-
terprise. The second possible course is the adoption of
a‘Natidnal Incorporstion sct folloﬁing somewhat th? ?ro—
visions of the English Consolideted Compsnies Act. ' "The
English Compsnies (Consolidstion) Act bf 1908 points the
way and offers suggestions. The trend of thought is turn-
ing swsy from the inefficiency and confusion of multiplex
stete reéulations- It is turning towsrds a ﬁniform system
such as csn be obtained through Yedersl incorporstion. Le-
gal opinion differs as to whether this would te permissable
under the Constitution, but it seems to be the only way out
of the present difficulty.”

"As a result of the experience under the Wisconsin law
(blue-sky) I have come to the conclusion thet the English

Compsnies Act is & much wiser messure for the regulstion

Qe

fl} For egsential features of this sct see Chapter 1.
2] Wall »treet Journal, November 29,1915,
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6f the issues of corporate securities than any of the laws
or proposed meaures thet hsve come to my sttention in this
country. If I were to drsft the law agsin, I should be
guided by the fundamentsl principles of that Act."
| However, it is guite evident, ss all who sre familisr
with the situstion know, thet it will be impossible to se-
cure such é pational incorporation gct for & good many
yesrs to come. For the present st lesst, it would seem
that the best course would be to asdopt laws in the verious
states based upon the "Model Bill" of the Americsn In-
vestment Bankers Associstiony, ¥his legislation to be as
néarly uniform as locsl conditions will permit. Such laws
would ﬁndoubtedly be capsble of enforcement, and would
| piobabiy overcome the constitutionsl difficulties met with
in the present iegislation. The bill is satisfactory in
thet it is not &s drastic as most of the existing “blue-
sky" lews. It does not purport to give stste sanction to
| security issues nor does it make the offering subjeet to

~ state approvel. The provision in the bill requiring thet

a state official be notified of all offerings of securities

made within the sfate, is on excellent publicity festure

which in itself will prevent most fraud. Agsin, it puts

the State in such & position thet frasudulent offerings can “%.

be most effectively stopped by prosecution. In short, it
is directed primarily against frsudulent offerings and
would”ﬁot interfere unduly with legitimste business enter-
. prise, “e=(Q—- -

(1) M. John. H. Roemer;'Mulvey,<Company Capitelizetion and
Control, .
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Note: Much of the data used in the preparstion of this
thesis, hes been obtsined by personal conference with the
Special Assistant to the Bsnk Commissioner and from the
files in the Bank Commissioner's office st Topeka.
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"BLUE SKY" LEGISLATION IN THE UNITED STATES. 1 :9
- Appendix I. .
| Table 1. ,
‘"Blue Sky" Lsws Enactéq_ﬁy Vsrious Ststes snd
Officials Enforoing the Seme. |
1. Arigons, 1912 . Corporstion Commissioner
2.  Arksnsas, 014 Act, 1913 Benk Commissioner
‘New Aot,y1915

3; Californis, 1913 o State Corporstion Department
4. Connecticut, 1911 Commissioner on Building snd
| - | Losn Associestions.

5; Florida, 1913 ‘ Stéfe Comptroller

6 ‘Georgia, 1913 | Secretsry of Stete.

7. Idsho, 1913 .. Benk Commissioner

8. Iows, 1913 Held unconstitutionsl in 1914

- - 19156 , Secretsry of State

9. Xenses, 1911 Cherter Board

"~ 1913 (smended)
19156 New Act

10. Louisisne, 1912; 1915 Secretary of State

11. lsine, 1913 ‘Benk Commissioner

12, Michigen, 1913- Law held unconstitutionsl

1915- Lsw held unconstitutional
Micﬁigan Securities Commission
ilS.IMinneeota, 1915 Commissioner of Insursnce

14. Missouri, 1913 Bsnk Commissioner

15. Montsna, 1913 Investment Commissioner

16. Nebrsska, 1913 Stste Railrosd Commission
17. North Cerolina, 1913 Insursnce Commissioner

18. North Dekota, 1913 Public Exsminer. Stete Securi-

1985 New Law ties Commission



19.

20.

2l. -

22,

23,

24, -

26,

26,

27.

(Table No. 1 continued) 60

Ohio, 1913 Supt.'of Banks termed the

1914 (smended) Commissioner
1915 Held unconstitutionsl 1916
Oregon, 1913 CGorporstion Commissioner
1915, New Act
South Carolins, 1912 Insursnce Commissioner'
19156
South Dskots, 1913 Stete Securities Commission
1915, Held Unconstitutionsl
Tennessee, 1913 Secretsry of Stste
Texas, 1913 Sedretary of Staste or Commis-
‘ ioner of Insursnce and Bsnking
Vermont, 1912 ' Bank Commissioner |
| (Effective 1913) '
West Virginia, 1913(unconsti- The Auditor
© tutionsl)

1915 New lLsew

Wisconsin, 1913 The Reilrosd Commission
19156
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Exemptions .46 "Blue Sky" Lews in Various Ststes.

Arizons. (1912)

State banks.
‘Nstionel banks. ‘
- Qorporstions not orgsnized for pecunisry profit.

'Arkénsas. (1915)

State banks,

Nstionsl banks.

Trust compsnies.

Corporstions regulated by the Railroed Commission
or by sny public service commission or board of
ggual‘guthority of sny Stete or Territory of

e U.S.

Domestic corporstions orgsnized without capitsl
stock, snd not for pecunisry gsein, or exclusive-
1y for educationsl, tenevolent, chsritsble, or
reformetory purposes.

Californis. (1913)

This act does not apply to deslers selling on
their own acocount. It aspplies only to cor-
porstions, associstions, snd psrtnerships

" selling securities of their own issue, and to
dealers selling for such corporstions on com-
mission. 41lso Corporations etec.: Subject to
jurisdiction of railrosd commission ( which
hes public utilities jurisédiction), or license
to do busines from stste bsnking snd losn super-
visor or subject to federsl supervision, or
mutusl wster compenies or irrigstion districts.

Connecticut. (1911)

Applies only to mining snd oil compsnies.

Does not spply to any corporstion s8ll of whose
mines, plsnt, or property are situsted within
the state. .

Florids. (1913)

Municipel corporstions.

Stste snd Netionsl benks.

Trust compsnies.

Florids public utility corporstions.

Any corporation selling its securities only in
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Table No. 2 (Continued)

county in which its principal office or place
of business is located..

Georgis. (1913)

The law spplies to "deslers”.

Exemption: individuels, corporstions or essocistions
offering securities to i%: own shsreholders or
members or to other deslers or banks.

Idsho. (1913)

Individuals (i e. dealers not dozng business as
firms or corporstions).

Stete banks. \

Nstionsl banks.

Trust companies.

Iows. (1915)

Ssvings or national banks.

Trust compsnies, or building snd losn sssocistions
of the stste.

Corporstions subjest to control of sny public
board or commission in the stste.

Corporstions with full per velue of stock psid for
in eash or property. ,

Ksnsss. (1915).

Public or quasipublic corporstions, regulasted by
the Public Utilities Commission of state, or by

- the public service commission or bosrd of similsr
nsture of sny state or territory of the U.S.

State benks.

Nstionsl banks.

Trust compsnies.

Mortgege companies desling exclusively in bons fide
mortgeges on farm end city resl estste.

Building snd losn sssocistions suthorized by the
Charter Bosrd to do business in the state.
Domestic corporetions orgasnized without cespitsl
stock, for religious, charitasble oxr reformstory
purposes.

Lsw deals only with "speculstive enterprises snd
speculstive securities.”

Louisisns, (19165
Applies to every dtinersnt or trsveling sgent en-

gaged in the sale of stocks or bonds of gny cor -
poration.
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Msine. (1913- effective 1914).
None.
Michigan. ( 1915 ) .

Corporstions regulated by the Rgilrosd Commissioner
by & public service commission or bosrd of equel
-authority of any state or territory of the U.S.
Corporations orgsnized without capitel stock snd
not for pecuniasry gsin.

Staete or nstionsl bsnks or trust compsnies, or
building snd losn sssocistions of the stste.

: \
Minnesots. (1913).

Applies only to'companies orgenized to transsct
the business of Insursnce.

Missouri. (1913):

State and Ustionsl banks.

Trust companies. *

-Regl estste mortgsge companies desling exclusively
in resl estste mortgsge notes, building snd loen
associstions, co-operstive csompenies, trsining
schools for miners, police and firemen's relief
associstions, bond investment compsnies.

Insursnce compsnies, investment and brokersge houses
desling ( in the opinion of the bank commissioner)
in municipel securities snd other high grsde stocks,
bonds end securities, exposition compsnies snd cor-
porations not orgsnigzed for ?rofit ( orgenized or
to be orgenized in the state).

Montsna. (1913).
None.
Nebraska. (1?13 )

The terms of this sct mske sny investor s desler,
except thst it does mnot apply to ssles of securities
purchesed prior to Msreh 1st, 1913.

Building 8nd lo&n compsnies orgsnized in Nebrsska.

Dealers snd corporstions in existence st the time the
aot tekes efifect, selling stock of their issus.

Nebrasks corporstions crested after the sct goes
into effect, but in existence one yesr or more st
the time of sale, selling stock of their own issue,
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Foreign corporstions in existence five yesrs, the
majority of whose stockholders, directors, and
officers were 8t the time of beginning businecs
and are at the dste of the spprovel of the act
citizens of Nebrasks, selling stock of their own
issue.

North Carolins. (1913).

This act does not apply to deslers who are selling
on their own sccount securities which they hsve
purchased and own.

It spplies only to the ssle of securities of a
gorporation, compesny, co-partnership or &sso-
‘eistion orgsnized outside the stste when & pert
of the proceeds of the sele sre to be used directy
or indirectly for the psyment of sny commission
or other expenses incidentel to its orgsnizstion.
The sct limits the possibility of commissions on
stock so sold to onse percent of the smount sct-
uslly psid in on the purchsse.

North Dskotas. (1915).

Seme ss the Ksnsas "Blue Sky" lew of 1915,

Ohio« (1915).

Oregon.

Corporstions not organized for profit.
Quesi-public corporstions under the control of
tte public serviee commission of the stste.

Hetionsl bhenks, trust compenies snd building snd
loan associatlons orgenized under the laws of the
state and subject to its supervision.

(1915).

State and Nationsl tenks snd trust compsnies.

South Cgrolins. (1915).

Public or qussi-publie corporstions which sre reg-
ulated by & public service commission or bhosrd of
equal suthority.

Nstionel banks, |

State benks snd trust companies under the super- !
vision of the Stste Bank Exeminer. |

Building and lozn sssocistions of the state. |
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Tsble No. 2( Continued)

Corporations orgenized without cspitel stock and
not for pecunisry gain, or exclusively for edu-
cationsl, benevolent, cheritsble or reformstory
purposes,

South Dskota. (1915).

‘Seme 88 the Michigen lsw of 1915.

Tennessee. (1913).

Stete snd Nstionsl banks.

Trust compenies,

Resl estste mortgsge companies desling exclusively
in resl estste mortgasge notes.

- Building end loan associstions snd corporstions not
orgenized for profit.

Texes. (1913).

Ngtional banks.

Corporstions hsving & cherter granted under sny
gct of Congress of the U.S.

State btenk and trust compenies orgsnized under the
laws of Texes.

Corporstions orgsnized under the Federsl Recls~
metion aet, approved June 17, 1902, or to the
regulstions estsblished by the Secy. of the Dg-
psrtment of Interior in pursusncee thereof.

Corporations orgsnized under Texas laws which do
not sell stock to more than 25 purchssers.

Reilrosd, street rsilway compsnies.

Vermont. (1913). .

Individuals (i.e. people who sre not doing busi-
ness either co-psrtnerships or corporstions),
stete bsnks, nstionsl banks, trust companies,
corporstions under the supervision of the pub-
lic service commission. Vermont corporstions
selling their own securities. Building and losn

- associstions. '

West Virginia. (1915).

Stete and Nstional Bgnks
Building end Loan associstions.
Corporstions not orgsnized for profit.



Table No. 2 (Continued)

Wisconsin. (1915).

Public or qussi-public corporstions regulsted by
the Reilrosd Commission bosrd of egusl suthority.
Stste and nstionsl besnks or trust compsnies or
building and losn essocistions of the state.

Domestic corporstions orgsnized without capitsl
stock or for educstionsl, benevolent, charitable

- or reformatory purposes.

Corporations whose suthorized cspitel stock asdded

- Yo its other outstsnding securities does not ex-
ceed $25,000. . .
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‘Method of Quelifying and Expense Involved.

Arizons. (1912).

Take out license.

Esch compsny is subject to 8 fee of $10 per dey snd
expenses for msking exsminstions.

Pay a registrstion of #1.00 for esch sgent.

Arksnsss. (1915).

Take out license. ‘
Pay a filing fee 1/10 or 1% of fsce value of securities
for the ssle of which app11oation is mada.
Not over $100 nor less than §10.
- $60.00 inspection fee from deslers.
$2.00 registration of agents.
Exsminstion fee- not over $10.00 per dsy plus 10 cents

for esch $1,000 or frsetion of its sssets. Not over
$50.00 '

California. (1913).

Issuing Corporstion, etc: must teke out license to sell
to public or procure exemption from sct by getting
written finding from Commissioner thet it does not
desire to sell to publice
ee $5 to sell up to $25,000 par

' $10 " " £50.000 "
i @15 " " n "$75 000 ,n‘
" 20 ‘noon n n$100 000 ¥
" o gep "™ " MovBr $1OO 000 par.

. Agents fee %1 (annually) :

Investment broker (sellln% for more then one corpor-
stion etc. on commission) must prove good reputstion
end tske out license.

Fee $5( once for 8ll)

Agents fee #1 ( ennuslly)

Broker may desl in only the securities of corporstions,
etc. thast hsve qualified.

Connecticut. (1911)

Mining snd oil corporstions to secure permit ($25.00)
annusl.
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Florida. (1913).

Take out license.
Fee 5. (once for all)
Agents fee $1. (snnually)
Agents may be required to give s bond for such an
smount sas the Comptroller snd Attorney Genersl may
. consider desirsble.
Filing fee of $5, when statements are required.

Georgia. (1913).

A fee of $25 is filed with the initisl statement for
which & receipt is given and for each duplicste re-
ceipt a fee of 1. .

A filing fee of $5 with esch required finesncisl re~

port.
Idshoa, (1913)

Tske out license.

- Deslers fee $2505 (once for all)
Agents fee $1 (annuslly)

Filing semi-snnuel ststement, fee $250.

Towa. (1915)

Secure permit.

Fijing fee of $2 and snnusl inspection fee of $20,

or sn inspection fee of one-tenth of one percent upon
the fect value of the securities for sale.

Exeminetion fee of not to exceed $6 plus trsveling
expenses.

Brokers' annusl fee $50. If permit is issued after
the first dey in Janusry in any yesr, the fee is re-
duced one-hslf. 4lso furnish bond of $5,000.

Kansas., (1915)

Take out license.

Doeslers' feo $26 (once for sll)
Agents' fee $1 (annual)
Quarterly ststement, fee $2.50

Louisisna. (1915)

Obtein certificste of permission, costs $1.
Procure license from sheriff of perish; $5 per snnum
 Furnish bond of $1,500 ( in force 2 years ).
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Maine. (1913- effective 1914).

Take out license. (Re%uires a8t least two weeks)
Fee $25 (once for sall
hgents fee $5 (snnuelly)

Michigen. (1915).

Apply for license.

Dealers Hee, $50. ,

Filing fee of one tenth of one percent of the face
value of the securities for the ssle of which a?pli-
cation is msde. This fee, not to be less thsn $10
or more than $100. '

Agents fee, $3. ,

Iicense to deszlers registered under the former law
for 1 and to sgents registered under the former
law, for 25 cents.

Minnesots (1913).

Filing fee on applicstion for license, ($30)

Fee of $2 for ecdepting service.

Exemination expenses ($10) a day plus expenses.

License to sell stock- $2 snnusl fee.

License issued to officer or agent only upon the
filing with the commissioner of insurance of & bond
of $1,000 with which conditions as msy be pres-
cribed by such commissioner of insursnce snd with
two sureties to be approved by such commissioner of
insursnce. '

Missouri. (1913)..

An estsblished investment and brokersge house, now
doing business in this stste can continue its ususl
business until the Benk Commissioner msy see fit
to plasce the house under the operstion of this lsw.

Tske out license ( fee $25) once for sll.
Agents fee $56 ( ennuslly )
Annusl statement fee $2.50.

Montsna. (1913).
Take out license, fee %25 (once for all).

Agents fee, $1 (snnuslly).
&nnual stetement fee, #2.50.
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Nebraske. (1913).

Both deslers snd corporstions selling securities of
their own issus.

Take out license ( snnuslly ).

Fee $25, first yesr, %10 theresfter.

Agents license, fee %1 ( ennuslly ).

North Carolina. (1913).

Take out a license. Lisble to examinaetion at & cost
of $25 a dsy snd expenses.

Fee, 100. ,

Agent must file bond for $1000. HFee ssme 88 pre-
soribed for fidelity companies.

North Dakota. (1915).
Ssme &8 the Kensss law of 1915.
0hio._(1915).

Secure & license. 4 $5 filing fee to eccompany
applicstion.

Annual fee $50.

Agents fee $b. ‘
WHERE license is teken out for remasinder of yesr 8
minimum fee of $10 is charged.

Filing fee, $5.

Applicent must publish notice of applicetlion.

Oregon. (1915).

Permit to do business 8s a desler, fee $5.
Registration of agents, fee $2 (snnusl).

Annusl ststement, fee $o.

Corporstion Commissioner mey meke examinstion of
corporstions affairs at its expense with his own
accountants. -

South Csrolina. (1915):

Filing fee of one-tenth of one percent upon the face
value of the securities for the sale of which sppli-
estion is msde. Not over $100 and not less than $2.50.

Dealer, license fes §l. :

Registration fee for agents, ¥l.
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South Dakota, (1915).

Apply for & licensse.

Pay a filing fee of one-tenth of one percent of the
ross assets @s shown by its financiel statement.
'his fee not to be more then %100 nor less than $10.

‘Deslers fee, ¥50.

Registrstion of sgents, fee $3 (ennusally).

Examinstion fee, not over $10 & dsy plus expenses.

Tennessee. (1913).

Seoure permit. ZIiling fee $25 (once for all).

Agents fee, %10 (annuslly). g :

Two financisl ststements snnuslly, fee $5.

Specisl exsminstions, fee, not over $10 s dsy plus -
expenses.

Texss. (1913).

Apply for permit. (fee $20).

Bond for not less then $1000 mor more than $100,000.
To be fixed by the Secy. or Comm. &8t not more thsn
10% of stock proposed to be issued.

No permit to foreign corporstions unless at lesst
50% of cspitel stock subscribed and peid in.(Not to
apply to sny foreign corporstion engesged exclusively
in business of lending money, nor Insurasnce compsn-
ies complying with law of state.

Exeminstion by Secy. of “omm. st expense of Corpor-
ation snd they are to pey his actusl expenses plus
#7.50 per dsy for each dsy.

Promotion expenses not to be over 15% of price st
which stock is sold.-

Vermont. (1913).

Teke out license. File bond of from ¥1000 %o $25,000.
Fee, 26 (once for 8ll).
Register agents ( no fee ).

West Virginia. (1915).

Apply for license. File fee of ?5.
2l

Annusl ststement (filing fee §
Examinationc ssme rules ss &spply to exsminstion of
0

Insursnce “ompanies.
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Wisconsin. (1925).

Stetements to be filed. No provision for the issuance
of a license to desler, or the psyment of a fee.

Exsminations of Companies 8t will of the Commission.
At expense of compeny, covering sctusl expense.
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Dealings in Securities not coming within the Embrsce
of the "Blue Sky" lLaws.

Arizona. (1912},

Bonds of the United States.

Arizona bonds,

Bonds of some county, city, town, or school district
of Arizona.

Arkansas. (1915)

Securities of the United States; or any Stste or
territory, thereof, or of sny county, city, town-
ship, distriet, or other public taxing subdivision
or of any Stste or Territory of the U.S., or of sny
foréign government.

Unsecured commercial psper.

Securities of public or quasi-publiec corporations,
the issue of which securities is regulsted by the
Arkansas Railrosd Comnmission or by any public ser-
vice commission or bosrd of equal suthority of any
State or Territory of the U.S. or securities senior
thereto. _ :

Securities of State or Nstional banks or trust com-
panies. ' :

Securities of sny domestic corporation orgenized with-
out capitsl stock, and not for pecunisry gsin, or
exclusively for educationsl, benevolent, chsritsble,
or reformatory purposes.

Mortgages upon resl or personsl property situated in
the state, where the entire mortgsge is so0ld and
transferred with the note or notes secured by such
moxrtgage.

Increasse of stock sold snd issued to stockholders,
also stock dividends.

Securities which are listed in &ny standerd msnusl
of information epproved by Bank Commissioner.

Caiifornia. (1913)

The act does not apply to the securities of the cor-
porstions, associations, ete.- subject to the juris-
diction or authority of the rsilroad commission, nor
to those who have secured from the stste bsnking de-
partment, the insurance sommissioner or the buresu of
building and loan supervision a certificste of suthor
ity or license to do business within the stste nor
to securities of compsnies subject to federsl regu-
lation or not orgenized for profit nor to the se-

gurities of mutusl wa §
districts. water companies and irrigetion
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Connecticut. (1911).

Does not apply to the securities of sny corporstion sll
of whose mines, plant, or property ere situsted in the
state. :

Applies only to mining snd oil corporstions.

Florida. (1913).

The sct applies only to corporation securities.
No “overnment, Stste snd Municipsl securities, domestic
or foreign, come under its operstion.

Georgis. (1913).

Bonds or other evidences of indebtedness of the United
States, sny foreign government, eny stste or terri-
"tory of the U.S. or of any foreign government, any
county, city, township, villsge, district, or other
politicel or tsxing sub-division of eny stste or terri-
tory of the United Ststes or of sny foreign govern-
ment.

Commercisl pasper or evidences of indebtedness running
not more thsn twelve months from dste thereof.

Bonds, stocks or other securities of sny insursnce com-
peny or quesi-public corporations, the issue of whose
securities is regulsted by 8 public service com-
mission or board of sny stste or territory of the
United Ststes or any foreign govermment, or insurasnce
commissioner, or which sre spproved &s legsl invest-
ment for ssvings bsnks under the lsws of sny state of
the U.S., first mortgeges or other liens secured by
first lien on resl estate located in this stste.

Idsho. (1913).

U«S. bonds.

Idsho Stste bonds.

Ideho municipal bonds.

Notes secured by mortgsges on resl estate locsted in
Idsho. -

Iowa. (1915).

Securities of the state, or of the U.S. or of any stste
or territory, or of any foreign government, or of any
district, county, township, city, town or other pub-
-lic texing subdivision of sny state or territory of the

U.S., including a1l drsinage, count
minicipsl bonds of the state. Y 8ohool or other
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Iowa. (1915). Continued-

Securities of stete, ssvings or nationsl banks of sany
state or territory of the U.S., or