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Evm~a Associated with Investments in Economic 

. E~terprises ·or in their Corporate Securities. 

l. ~he Natural Optomiam of Ruman Nature Regarding 

Promising Ventures. 

Probably the moat important and :fundamental 

reason for the exploitation of the, public. by promoters 

of fraduulent securities is the prevalence ~f the gam-

bling instinct. .As Adam Smith, in "The Wealth of 

Nations", says; "The chance of gain is by every man 

more or less over-valued, and the chance' of loss is 

by most men undervalued( and by scarce any m~n ••• valued 
. 1) 

more than it is worth." !i:his tendency seems to be 

based upon the absurd belief· that Divine Providence 

will in each instance make a special dispensation in 

'favor of the particular person trusting to luck that 

he will win something without paying a corresponding 

price. 

No better illustration of this illogical con-

duct can be found than in the ancient institution of 

lotteries in their various forms. "The world neither 

ever sew, nor ever will see, a perfectly fair lottery, 

----o---
( l) Edwin Cannan Edition of Adam Smith, Vol. 1 pp.109-10 
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or one in whioh the whole gain compensated the whole 

loss; because the undertaker could make nothing by 

it ••• The vain hope of gaining some of the great 

prizes is the sole cause of this demand { for lottery 
tickets). ~he soberest people scarce look upon it as 

a folly to pay e small sum for the chance of gaining 

ten or twenty tho}J.sand pounds, though they lmow that 

even that small sum is perhaps twenty or thirty per 
(1) 

cent more than the chance is worth." 

The chief attraction of the lottery is the 

fact that only a small sum is being risked, with the . 

possibility. however slight, of gaining a greqt for-
tune. Thi-a is also true of other speculations. "The 

very small investor is the most inveterate bargain 

hunter in the world... ~b.e middle class investor 

thinks more of safety, and of a fair income than he 

does of profit; and if he seeks profit at all, his de-

mands are moderate and conservative... It ia the small 

investor who always wants a hundred per cent on his 
money and who is willing to take the most astounding 
o ha no es to get it. " ( 2 ) 

No proposition can be too absurd to appeal to 

· a great number of sua h "investors". .At one time a 

company was organized in London "To Carry On an Under----o----(1) Edwin Cannan Edition of Adam Smith, Vol I,pp 109-110 
(2) C.M. Keyes, World Work, Vo1.22,~pl4922 



taking of Great Advantage, but Nobody to Know What 

it is". "The prospeotue stated that the oapital was 

one-half million in 5000 shares of 100 pounds each, on 

which the depos~t was two pounds. Each subscriber on 

depositing .was to be entitled to 100 pounds per annum· 

per share. ~he projector opened hie office in Cornhill t 

end before he shut it and deoamped at three o'olook the 

sa~e day he had secured 3000 pounds in deposits of two 

pounds. ~he end .of ·another oompany which seemed to be 

of a similar class was happier. An office wee opened 

in Change Alley at which investors were invited to sub-

scribe a million sterling for some object or other not 

too particularly s pacified. T.he installment payable on 

application was 5 s. a share, snd the.raokless rushed. 

to make their fortunes. It was not until a vary large 

sum had been subscribed that an advertisement appeared 

informing the subscribers that on calling at the office 

they might obtain the return of their subscriptions. 

The supposititious undertaking, it was explained, was 

merely an experiment to test the· question es to how many 
. (l) 

fools could be aaught by such means in one day. n 

....... o---
(1) The Story of the atook Exchange, Charles Duguid, 

pp.40-41. 



4 
2. THE LAX CORPORATION LAWS OF VARIOUS S~ATES. 

Lack of uniformity and laxity of some of the 
state corporation laws afford an excellent opportunity 
for unscrupulous promoters to exploit those possessed 
of the gambling instinct. In the United States/ the 
priviiege of incorporation is given under widely dif• 
ferent statutory proviaio:ns. Charters are granted by 

individual states, whereas I the acti_vities of the cor-
porations may extend over several states, and i~ many 
oases the whole or greater part of the oorporation's 
business is carried on, not in the state granting the 
franchise, but in other states of the Union• ~he dif-
ferent states sre led to vie with each other in order 
to influence proapaative companies to take out their 
letters of incorporation fr.om them, and in this com-
petition the tendency is to grant more and more lib• 
eral franchises. In tlleir rivalry to attract as many 
corporations es possible for the sake of revenu~, some 
states will yield to the insistent demands of those 
interested in securing favorable franchises. ~hts aom-
peti tion existing between the states end the laok of 
uniformity in the corporation laws, has given rise to 
serious oomplioations and is' the ·main obstacle to the 
proper regulation of oorporations in the United States. 
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The state.corporation laws differ greatly in 

the amount of information required ooncarntng th.a 

affairs of the corporation and there is wide diversity 

in.the powers granted. ~he 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 various restrietions placed upon the exchange 

of stock for property. The number of purposes for 

which a corporation may be formed are limited in some 

states , as for example ~exas. Restrictio;ns are placed 

upon the right to hold lands, and still othersprohibit 

the exercis~t of certain franchise righ.ts by foreign 

corporations. ~hen too, there is considerable differ-

ence in the requirements es to the amount of stock· 

that shall be subscribed and paid for before actual 

business operations are begun. Likewise, in the amount 

of fees that are to be paid, end the character and num-

ber of reports required. ~here is dissimilarity in the 

length of the terms of licenses, and there is much. vari-

ation in matters relating to the place of holding meet-

ings, ·the requireme~ts es to the residences of direc-

tors, publicity,, and in a host of other minor details. 

It may be well to cite a few examples of states 

having what may be called strict, as well as of those 
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having lax oorporation laws. Pennsylvania and ~exas 

are good examples of the former, whereas, South Dakota 

and Delaware are typical 1'bargain counter" states. 

~here are great differences in the amounts paid 

for the original license fees and the annual taxes , 
levied upon corporations in these states. In 'ennayl-

vania the initial l~aense tax is baaed upon the capital 
empl~7ed within the State. In Texas it is based upon 

the entire oepi tel stock of the corporation. ~he Penn-

sylvania license fee varies from $3.33 per $1,000 cap-

ital employed in the state, to il6,666.67 fo:tt a oor .... 

poration employing a capital of $5,000,000 and the 
annual fees very from $5.00 in the former.case to 

'$25,000 in the latter• In :l:exas an initial charge of 

$50·.oo is made for a corpor~tion oapi talized at $1,000 

end $5,040 for one capitalized et il>o,000,000. The 

annual license fees are ~25.00 and ~860.00 in the res-

pective eases. 

~he initial filing fees in South Dakota and 

Delaware are fixed without regard to capital or the 

amount employed in the states, and a fixed sum of 

$10.00 is charged in both states. Neither requires a 

corporation to pay an annual license tax. These two 

states are examples of "bargain counter" states, so . 

far as incorporation expenses are concerned and their 
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legislatures are obviously making a bid for the oheap 

incorporation business. Other requirements are about 

as lax, and a great many ··oompaniea which are organized 

to exploit· mines or new inventions, or other highly 

speculative enterprises, may without impropriety issue 

large amounts of stock, although the actual market value 

of their assets at the time of incorporation may ·be very 

small. In such oases it is customary and obviously 

economical to secure a "bargain counter" c b.arter. · 

~b.ue it is possible for the b.ighly-speaulative 

and fraudulent enterprisers to secure charters in the 

states having lax standards, and then to conduct their 

business in the other states.~ It .has been customary 

for the so called "blue sky" concerns to -incorporate 

in such. states as South Dakota, Delaware and Arizona, 

and then to go into the states having the stricter laws 

to sell their securities. The general tendency to con-

fer broad powers and to impose ·lax standards is haza~d-. ' ' 

ous, and offers great opportunities for fraud. Lax 

state oorporstion laws have .thus been largely respon-

sible for the exploitation of the publia by promoters. 

3. Promotion Bohemes of ~o-day--- Legitimate and 
· ·_otherwise. . 

~he securities of thousands of both legitimate 

and illegitimate promotion enterprises are annually 

offered to the public. ~he newly organized oorporation 



may try to dispose of its own seourities directly to 

the investor or it may sell them through suoh agencies 

as investment and banking.institutions. ~he legiti-

mate enterprise, will in most oases, dispose of its 

securities in the latter way. ~he illegitimate pro-

motion scheme seldom reaches the·investing public 

through the agency of investment bankers or like in-

stitutions, but sells its securities through agents 

representing the company itself or through the use of 

the United States mails. Securities sold ·by invest-

ment bankers may be cited as an example of those which 

are considered of a legitimate oharaoter. Investment 

bankers make an effort to handle securities only .of: 

suoh concerns as are likely to prove reliable and thus 

to protect the investing public against the purchase 

of suoh securities as are likely to be of a fraudulent 

oharscter• ~he owner is first requested to submit com-

plete data regarding the company. which is then analyzed· 

by the investment banker. If no weakness is disclosed, 

the formal examination is then made, consisting of an 

investigation by engineers, the auditing of the oor-

poration' s accounts and a careful legal examination of 

frenohises, eto. With searching scrutiny every factor 

bearing upon the merits of the enterprise is .likely to 

be considered. If the company stands the tests of the 

investigation, the investment banker will supervise 

the sale of the securities of the newly promoted enter~ 
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prise. It is not, however, With the sale of the se-

curities of legitimate enterprises th.at this thesis 

is most vitally concerned; it has to .do rsther with the 

regulation of the sale of the millions of dollars worth 

of fraudulent stooks, bonds, and other securities, wb.ich 

are annually distributed _to the "-Suilibl~" investors of 

this country. Hence, the following discussion will treat 

of the extent of fraudulent promotion in the United 

States end will disclose the methods whereby swindlers 

are able to sell their fictitious paper securities, and 

thus exploit and publio. 

4. Extent. of Fraudulent Promotion. 

(a) Post-Master weneral's Annual Reports. 

A crusade was started in 1910 by the Post-Office 

Department against the fraudulent use of the m~ils by 

companies selling worthless securities. From the in-

vestigations which were made. it became evident that 

swindling operations were being conducted on an exten-

sive scale. In the report of the Post-Master ~eneral 

in 1910, 1 t is stated "that the 80 important cases 

recently brought to a head represent swindling oper-

ations that have filahed f~om the American people in 

less than a decade fully ~100,000,000. Aa the work of 

investigation procee~ed it became apparent that tne 

schemes for swindling through the mails were vastly more 

numerous and extensive than had been supposed. Ma~ of 
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these fraµdulent enterprises proved to be es far 

reaching in their ramifications as the postal service 

itself. N~t only have they swindled many thousands 0£ 

credulous people out of money foolishly invested, but 

to a large extent they have shaken the confidence in 

legitimate enterprises. ~he stamp~ing out of these 

frauds is therefore as important to capitalists en-

gaged in lawful business undertakings as it is to in-

vestors• ~heir prevention will undoubtedly save to the 
(l} 

Ameriaan people millions of dollars annually." 

The annual report of 1911 states ·"That the cru-

sade against the fraudulent use of mails; begun in 1910, 

has been aggressively continued. Last year the in• 

speotors assigned ·to this work i'nvestigated a great 

variety of oases ranging from petty schemes for the 

commitment of fraud on a small scale to gigantio pro-

'jeots in imaginary mining companies and other fictitious 

conoerns • ~he swindlers convicted had fraudulently ob-
, (2) 

t~ined from the public many millions of dolla:i;s." In 

his offioial report to the Post-master General, the 

Chief Inspector said; "the work of the past year has 

uncovered a condition among the swindling oless wb.iob. 

. .~----o---
(1) Annual Report of the Past-O~fice Deo.t. 1910tpp.12-13. 
(2) " " " " " " h 1911,p.27• 

• 



shows the astounding extent of their operations and the 

enormous amount of t b.eir ill-gotten gains. As s b.own 

elsewhere in th.is report, only the few swindling pro-

moters who were arrested last year obtained spproxi-. (l) 
mately $77,000,000." 

/'¢; 

The 1912 report states that 11 in the last two 

•.. 

years over l,000 persons have been arrested by post-

office inspectors for such swindling, and it is esti-

mated that the losses to the publict through their fraud-
. ( 2) 

ulent operations amounted to over $100,000,000." In 

the 1913 report it is estimated that a "total of $53,873, 

·841 was taken in by those arrested and convicted during 
( 3) . 

that year." From the reports submitted by the in-

spectors covering the cases in which arrests were made 

· during the year ending June 30,1914, it is estimated 

that the promoters of these fraudulent schemes obtained 

approximately $68,000,009.( 4 ) 

~hese reports of the Post-master ~enerals would 

justify one in believing t na·t ·the toll whic b. fraudulent 

promoters have annually been taking through the United 

States mails would approvimate ~100,000,,,000, and it is 

----o---
( l) Annual Rpt. of the Post-Office Dept.,1911,p.64. 
(2) " · " " " q n 1912,pp 15-16. 
(3) " " " " PostmBster Geft. 1913,pp 99-108. 
(4) Rapt. of .Postmaster General,1914,p •. 46 •. 



more ~~kely that the tolls have been easily in excess 

o:f that figure. 

(b) Bank Commissionerst Reports. 

Various estimates have been made by bank com-

missioners and others as to the probable sums lost 

throµgh fake investments. Mr. J •. N. Dolley in a letter 

dated _December 16,1910, said: "I find that Kansas has 

been tolled millions and millions of dollars during the 

past fev1 years by these confideno·e men, and ninety-eight 

per cent of the money so paid has been entirely lost by 

the investor. As nearly as I can ascertain, t·hey are 

tolling Kansas at the rate of somewhere between one and 

three million dollars per annum". In en article appear-

ing in t h.e Bankers Home lla gazine, he says that " at the 

time the law ( speaking of the first Kansas Blue Sky 

Lawn went into effect there were between four and six 

millions annually being taken from Kansas which was ab-

solutely lost to the investor as well as to the State of 

Kansasn. In connnenting upon these estimates· Mr. s. 
Se~ton ( special aa~'.istant to Bank Commissioner Benson) 

says that he believes that the minimum sum named by Mr. 

Doiley is oonservative and, oonsidering the riohness of 

the field, it would be about Kansas' share of the tribute 
that the people were undoubtedly· paying to th.i's modern 

form of piracy. 

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 6f· fraudulent enterprises. The Commissioner 

of that state made the statement that " in 1912 the 

United W1reless Company sold in Oregon ~800,000 worth 

of stock that turned out to be worthless. In the same 

year the Columbia River Orchard and Irrigation Company 

dispose·d of a million and a half in the state. The 

bonds were not worth the paper they were printed on. The 

promoters of both of the conoerns were proseouted, but 

their punishment did not restore the vanished dollars." 

In 1912, Governor Colquit of maxes said, among 

other things, in his message to t'he legislature: "The 
,• 

!,f 

Commissioner of Insurance and Banking estimates that the 

people of Texas are being fleeced now out of five mil-

lion dollars annually. by oorporations that have no cap-

ital, no stability and no business foundation." 

(c) Statements from other Sources. 

( JJ) 

Financial writers and others who are. well in-

formed almost unamiously agree that the· sums annually 

lost through fake investments exoeed ~75,000,000 and they 

point out that tb.ere is a constantly flowing stream of 

money from the hands of hard working people to those of 
1.' ... • ,. ..--o---

( l) Sunset Magazine, Feb. '13. 



-1r t.l 
.i.,.• .tO;. 

rascals. In the Worlds Work :for March 1911, there ia a 

list of fraudulent promotion schemes compiled by the 

editor of the "Finanoial World n, most of which operated 

.in the State of New York. In this list there are enu-

merated forty-two oil companies, withe total capitaliz-

ation of $83,448,128; one hundred-nine mining companies 

with an approximate oapitalizetion of $527,882,5~0, and 

eighty-three companies classed as miscellaneous with an 

approximate capitalization of $448,269,780. "Taken as 

a whole" says, C.M. Keyes, "this list may be considered 

a machine that has taken from the people of the United 

States, close to $1,000,000,000 in the last seven years 

and it is practically only the New York list." There are 

enumerated also fifty-six companies whose officers were 

arrested by the Government on charges of fraud, six whose 

officers were in hiding, end thirty-eight big frauds wnicn 

have gone unp~is b.ed. 

From the information given in the annual reports 

of the Postmaster Qenerals, the statements of Bank Com-

missioners and others interested in financial affairs, 

it is evident that many millions are annually lost by 

people investing in fraudulent and unwise promotion 

schemes. 

4. (B.) Concrete Oases of Fraudulent Promotion. 

~he following discussion will deal with some of 

the more typical and concrete cases or forms of fraudu-
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lent promotiqn. In general these may be grouped in five 

main classes, namely, (a) mining, (b) land, (o) ineuranoe, 

(.d) industrial enterprises and (a) loan sohemee. Many 

examples migb.t be given for each of these classes, .but 

only a few are neoessary for the purpose of illus'b:a~ing 

the oharacter of the schemes and the met hods employed 

in promoting the same. 

(a) Mining Frauds. 

While the method of the modern fraudulent pro-

moter is based upon the same principles as those men-

tioned earlier in this chapter, and his appeal directed 

to the same class of investors, hie mode of procedure 

is now infinitely more elaborate than formerely. A num-

ber of causes have operated to bring about this change. 

~he standard of education among his clients is nigher 

today, and, at the same time that credulity is played 

upon, there must be an appeal to judgment, real or im-

aginary; certain efforts have been made to warn these 

people egainst fraudulent enterprises, end some sus-

picions must always be allayed; finally, there is con-

siderable competition among the promoters themselves, 

and the prize is to the shrewdest. A detailed account 

of a single case will best illustrate tha "publio cam-

paign of education on the logia of· true investment" which 

th.a self-styled "fiscal agent'' now conducts. 

!Che literature used by a certain promoter in 
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advancing the interests of a mining scheme, known as 

the Boulder Tungsten Production Company, will furnish 

examples of the various steps in the process which has 

been described as follows: 11All this mass of skillfully 

arranged data leading the mind almost imperoepitbly 

from the known to the unknown, emphasizing advantages to 

tb.e point of exaggeration, glossing over difficulties, 

or, preferably, remaining silent about them, mars~alling 

nistory, science, and reputation to· the sup.port of pro-

pb.eoy ••• all these specious and forceful arguments are 

directe·d to the end of creating in th.a mind of the pros-
( 1) 

peotive buyer u vision of enormous wealth.n 

~he first move of the promoter 0£ ~he Boulder 

Tungsten Production Company had for its objaat the es-

tablishment of confidence on the part of the person 

answering his advertisement in his authority and in-

tegrity. ~o this end he sent out material containing 

an sooount of his broad experience and information, and 

his interest in the welfare of the IDSiSses. All th.is 

was vouched for by strongly worded testimonials from 

apparently reliable eouroes, together with clippings 

from well-known newspapers. 

At the same time he offered to sand, free of 

charge, a copy of his treatise on "The Soienae of In-

---o----
( l) Edwin s. Mead, Qorporation Finance, pp.139-40. 
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vestment" and an introductory number of the magazine · 

"Investing for Pro:fit". ~hie was, of course, done in a 

perfectly disinterested spirit, with no hint of any defi-

nite enterprise to be promoted. A study o:f this litera-

ture reveals the skillfully graded steps by which the 

subject is changed from the general to the speoifio. 

~he initial purpose of the ,.campaign of education" 

is stated to be to teach. "(l) that money, wb.en employed 

in proper channels, is enormously productive. (2) that 

a large proportion of the people are in absolute ignor-

ance of that fact. (3), that a policy of deliberate oon-

oealremtn of the feet is consistently followed by the 

capitalist" together with. the reasons for the saae. 

He begins his exposition with the following state-

ment: "It is undoubtedly the fact that a large section 

of the public are actually frightened by estimates show-

ing that large earnings are both possible and probable 

in any special enterprise. ~ell one o~ this class that 

25~·b to 40% will acorue es t b.e result of his investment 

and he will cry or think, 'Get-rich-quick-scheme.• Men 

wb.o should know better will assert thet money oan only 

earn 5% with sa£ety. This belief, widely prevalent, is 

one of the most astonishing errors the founders of e new 

enterprise have to combat ••• We seek to snow by this 

article that the reproductive power of money is enor-

mously in exaess of 5%, and that this fact is known very 
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well by the very men who preacb. the doctrine." 

Numerous examples are then cited, showing the 

enormous earnings of certain well known corporations; 

how these earnings are concealed from the public through 

the watering of stock, either'by the creation of new 

securities or by permitting stockholders to buy at par 

stock which is selling on the market at a high premiump 

how the shareholder makes from 40% to 300%, while the 

investor in bonds and securities gets a return of 5%. 
~he inference is obvious, viz. in order to take full ad~ 

vantage of the earning power of money, the investor must 

buy, not bonds, but shares of stock in some.corporation. 

The essential similarity of depositing money in 

a bank and investing in a corporation, and. the advantage 

·of .the latter is demonstrated by the following argument: 

"When you buy shares of stock in a corporation you simply 

place your money in the custody of third parties, who in 

the legal capacity of your trustee, direct its expendi-

ture along certain lines in the expectation that it will 

become reproductive, and the full profit on the capital 

invested be paid you as a result. When you place your 

money in a bsnk you do nearly the same thing, the chief 

distinction being that you only receive a part of the 

profit your money earns. You, nowever, entrast your 

money to the control of third parties~ preoisely as you 

do in a corporation •••• Bitter pills are often sugar-
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coated, and the advice to put your money into a bank, 

or the warning that bug 5% can be earned on money·in-

vested with safety, is simply another way o~ stating 
the disagreeable fact that your advisor has his own 

opinion of your ability or shrewdness,. which, summed up 

in a few words, is to the effect that you need a guardian 
in the disposition of your surplus money." Depositing 

money in banks is an expression of the savings habit, the 

":fallacy" of whioh is exposed at great length. 

"'I should like to see;' said U.S. Cirouit 

Court Judge Grossoup, 'well managed corporations pot.ml• 

arized through the ownership of their securities by great 

numbers of people with small means, so that savings banks 
will decline in popularity and their meposits dwindle.' 

~hat is true money-making philosophy and the men who get 

into a well managed; honestly conducted corporation with 

its future before it, will make money now as others have 
done in the past." 

This leads to the constructive program. "In 

other words; the seoret of success in investment, as well 
as in life, lies in the application of that old proverb: 

. 'If you want a thing done well do it yourself.' Achieve 

suaaess by doing what your oommeraial banker does to 

achieve suaoeas.... Here is.your reoeipa for eucoesa: 
First-- Learn the Facts: Second-- Use Your Own reasoning 

powers; ~hird- Deaide for Yourself." 

"Tb.a men with sufficient judgment to· discern tbe 
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possibilities and the courage to baok their opinion, 

are literally swept forward to fortune's bower by the 
· publio demand. Thus are stupendous fortunes achieved. 

•one good investment is worth a life-time of labor.' " 

The specific field in whioh such investments can 

best be made is developed in a ~asterly manner as follows: 

"!I!he smaller industrial corporations afford this oppor-

tunity. They are in their younger years, practioally 

associations of enterprising men, who, placing their 

funds in one oommon pool, use it in one stated direction 

judged to be profitable, end divide its full earnings 

equally amongst 1 ts members.. • • If you wish to gamble, 

well and good, but if you wish to invest under conditions 

where ripe judgment, commendable initiative and judicious 

courage are likely to reap their proper reward, give your 

time to an earnest investigation of the possibilities 

offered by the many new enterprises with which this broad 

land is pregnant ••• ~ ~hroughout th.is broad land of ours 

men are delving into nature's treasures, inventing, dis-

covering, originating and imitating. ~hey have the oppor-

tunity £or capital and seek out the men with capital for 

opportunities •••• Watch for great industrialopportunitiae. 

A hundred million people are now crying aloud for potesn 

and dyes and spelter and copper and tungsten, through the 

dearth caused by the European war." 

~he prospective customer now having been properly 

educated, the transition from general prinoi~les to 8 

I I 
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specific opportunity for investment is made as gently 

as possible. "I am going to do a thing in this col-

umn this month that I have not done before. I am go-

ing to make a direct recommendation of a particular 

investment •••• ~his particular investment about whicn 

I am writing ••••. has stood my rigid tests. It con-

forms in every respect with the rules I lay down, as 

explained in the Science of Investment." 

Then follows an aooount of the discovery of 

the great industrial value of tungsten, its use in the 

manufacture of munitions of war, and the resultant de-

mand for this mineral sino~ the outbreak of the present 

war. "For an opportunity of larger profits than any I 

know to be had elsewhere, and carrying the element of 

permanency as a factor in en 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 ~ungsten Production Company, which 

my financial department represents as my fiscal agent, 

is the only tungsten company in which an investment may 

be had at this time." 

A number of quotations from the circular let-

ters which succeeded this recommendation of the Boulder 

Tungsten Production Company will illustra ta the met hod 

of prooedu~e, now frankly that of the fraudulent pro-



mot er. 

"Fifteen dollars "WON'T BREAK YOU and it WON'T UM.AKE" 

ME, but it might "MAKE11 YOU, and it might be the means 

of making you rich. Fifteen dollars is not a great 

sum of money, and I don't mean to infer that a $15 

investment will make s millionaire of you. Please don't 

misunderstand me. I do believe though, and sincerely 

so, that a il5 investment in the stock of the Boulder 

Tungsten Production Company will result greatly to your 

advantage, and it may be the stepping stone to a sub-

stantial income, or possible a fortune for·you." 

The future of the new company is compared with 

the success of a well known corporation manufacturing 

safety razors. "For illustration, we will say that the 

Gillette Safety Razor Company, started at $.25,000. It 

was raised to ~650,000 which was 2p times the original 

$25,000 in addition to it• That would mean that each 

$15 originally invested gathered for, its owner, in 

addition to earning yearly dividends, 25 other $15s, 

so that the original investor of $15 would have $390 

of the capitalization of $650,000. ~he new capitaliza-

tion of $13,000,000 being 20 ti~ea the former capitaliz-

ation would make an original ~15 investment, now grown 

to $390 worth of shares, eaah now earning $390 per year 

more, worth in the new capitalization, in shares 20 

times ~~390 or ~7, 800-- all from ~~15.... I am giving you 
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the ohence right here to invest ~15 in a vigorous 
industry that I em confident is going to be a big 
success. I would be foolish to assert at this time 
that it will be as profitable as the one I have just 
told you about, because the company has not yet explored 
all its land. But the facts are now at hand to indi-
cate infinitely greater profits." 

In another letter the expected profits ere 
characterized in these terms: ".An investment .that carries 
such well indicated potentiality of several hundred 
per cent profits yearly, is worthy the consideration 
of intelligent persons who want to make HONEST money-
and mining money is the CLEA1U5ST MONEY IN THE WORLD, 
because you do not take anything away from anyone else, 
BUT ENRICH THE WORLD by adding to its useful mineral 
supply." 

Numerous testimonials and clippins are given 

praising the ohars9ter and good judgment of the pro-
moter and supporting the newly launched mining enter-
prise. Assurance is given that the company is already 
capitalized, that the available stock is limited, dnd 

as a final bit of sarcasm the right is reserved of re-· 
turning tne money which has been paid by the investor 

for shares of stock in the corporation. Through the 
means of th.is skillful advertising, the fraudulent pro-
moter _is able to secure his "investor." "When once em-

barked on a doubtful enterprise, the speouJ.a.tor is im-



palled by sentiment and interest to draw others along 
with him. The speculator is by instinct a promoter. 
He is a zealous advocate of this project to which he 
has committee his money. ·He urges upon ills friends 
the merits of. the new scheme. H1s enthusiasm is in-
fectious• Others are drawn into the net by his rep-
resentations, and they in turn compass sea and land to 
make one proselyte. In this way the wqve of specula-
tion is set going and sweeps through ell classes of 
society, turning the accumulations of years of effort 

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

( b j Land Frauds. 

Fraudulent land schemes have been very common. 
The Poastmaster General in his report for 1913 mentions 
the "International Lumber snd Development Company" as 
such a so heme. "The ostensible business of this oon-
oern was to clear, plant, and bring to a high state of 
tropical culture 20,000 acres of land located in Mexioo. 
iy_contraots entered into by the several promoters in 
control of this company certain of them were to receive 
$60.00 whi~e others were to receive $250.00 for every 
share of stock sold, for which the latter promoters were 
to clear and develop one aore of land. ~housands of 

unfortunate purchasers of contracts were unable to make 
their monthly payment and were lapsed out. The stock-

holders number more than 7,000 scattered t~oughout the 
·---o--- . 

(1) Edwin S· Meade- Oor~orstion ~inance, p.142 
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United States, Canada and Europe. Dividends were p:rid 
from the proceeds of the sale of atooks. It is esti-
mated that the promoters of this scheme filched from 

( 1) 
tb.e public approximately t6,000,000. 11 

Only recently Moun Day and his wife were oon-
vioted of promoting an enterprise for the irrigation 
and sale of a large .tract of land belonging to Senator 
Catron. Hundreds of persons in twenty states were in-

duced to buy contracts for the land and to pay large 
sums for them. It was estimated that not less then a 
quarter of a million dollars had been oolleotad by the 
Moun Days. 

Land frauds have bean a common method to £ilch 
the gullible public. People have been led by the 
thousands to invest their savings in lands to whiah the 
promoter did not have a title; in lands which, if the 
promoter had been a little more truthful he would have 
sold by tb.e barrel rather than by the acre. 

( c) • Insurance. 

The workings of an Insurance swindling scheme 
were exposed in en article written by Mr. Xeyes in the 

( 2) 
World's Work for September, 1911. !L'hia ViBB the"United 
Insurance Oompany", the promoter of which was a Mr. Van 

---o))) 
(1) Report of the Postmaster General, 1913 p 99: 
(2} World's Work. 14.882-90 S'll. 



La ring hem. 26 A oharter was secured in Arizona authorizing 

the company to write any kind of insurance, and the 

articles of incorporation provided for an issue of 
10,000,000 shares of stock at a par value of $1.00 a 

ab.are. In 1908, nthe greatest insurance company the 

world has ever seen" was organized and an office. was 

opened in Chicago. ~here was nothing cheap upon the 

face of the concern. It had most elaborate offices end 

furnishings and the e:xoellent engraved stationery gave 

evidenae of a thriving oonoern. A 11whirlw1nd" adver-
tising and selling campaign was leunohed immediately, 

Agents were scattered over the country and the pride 
of stook was raised from the par value of $1.00 and 

fixed at ~5.,0o. All classes of people were lured into 

the enterprise. "The agents were lured on by offers 

to make them special representatives of the company 

in their districts; doctors were coaxed into subscrib-

ing by promises to make them examiners; the lawyers· 

were ·caught by veiled insinuations that they might be 

able to handle a great deal of the legsl business in 

their respective towns and the banlts were induced to 

subscribe by half promises that, as the business grew. 
I 

deposits would be opened in their banka.n ~he first 
year's business was oonduoted ahiefly in the middle 

west. ~hen the headquarter·s were changed to !few York 

City. Finding liew York too strict the plan was deter-



mined upon to "create subsidiary companies for the 

different lines of insurance, and New York state was 

elected as the place in whiob. to take out a: fire in-

surance charter. ~ilia was done in January, 1910, .when 

the United Fire Insurance Company of New York was laun-

ched." ~he promoter, Mr. Van Laringham, 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 corporation. Before the 

New York Insurance Department intervened the company 

had sold approximately 65,629 shares of stock and 

realized about $166,000 in oash; il,000 in other se• 

curities and $68,000 in notes. !Chis was the extent 

of the company's business covering a period of approxi-

mately one year and five months. The report of the In-
surance Department shows "that for every $100 par value 

of stock sold to the public, the commissions, traveling 

expenses, salaries, and advances to salesmen, amounted 

to $140.00 Additional costs in the nature of officers' 

salaries, stationery, postage, rent, etc. brought the 

total up to $242. oo. " Leas than one eight of the 

$176,000 remained as a real asset for the benefit of 

stockholders and there was only the little residue of 

$8,560 left as tots~ assets by the time the business 

came into the hands o~ the stockholders' committee. 

~he question may be asked, how did the company 

go about securing subscribers? The met hods us.ad in this 
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case are.typical of most swindling schemes. Pre-
liminary announcaments were first made to prospecti~e 

customers by sending to esch one a personal letter, 

stating the extraordinary character of the company, its 
wonderful possibilities and urging the individual to aot 

at once in order to take advantage of this remarkable 

opportunity. THE form of the letter used in this par-

ticular case wss as follows: 

"Dear Sir:-

Your state is about to be entered 

by the largest insurance Company in the world. A aom-

pany equipped with unlimited resources in money and 

skill. The unprecedented capital and surplus of f±Lty 

millions is to be put forth in a colossal, combined, 

energetic effort to systematically secure the business 

in every territory. 

"Every nook and corner, every town end hamlet, 

is to receive the attention of our organization. our 

agen_cies will dot the map of all countries. The enor-

mous strength, aoaurate methods, and relentless efforts, 

both publia and private, of this company will defy com-

petition. 
\ 

"Staunchly backed by the most successful men· 

known to the insurance world-- men of sterling character 

men whose co-operation and direct financial and personal 

interest assures success- men whose reaord as leaders is 

proven, men whom you know as being most thorough and ex-
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pert in.the intricacies of insurance. ~he preliminary 

investigation of our officers has placed your name in 

our hands as a progressive, and, therefore, interested 

party. If you will agree to hold all matters strictly 

confidential and will signify same by filling out the 

enclosed. card, we will loan you our own oonfidential 

booklet. 

"Remember, however, that this book is of con-

siderable vlue. It is to be returned or taken up at 

our expense. Let us have your reply at once end we will 

send to you information, every word of which will be of 

vital interest and contain a proposition such as has 

never before been put forth. It is of much importance 

to you to act at onoe in this matter." 

Do not delay. 

Respeotfully yours, 

(Signed) 

"51 Lines under one executive oontro1.n(l) 

If one gives this matter his serious consideratim 

the oompany follows by giving definite offerings. All 
. 

sorts of special privileges, concessions in prioe, direc-

torships, agency contracts, and the liked are offered. 

~he class of people who are looking for the chance to 

secure something for· nothing soon fall victims of these 

professional swindlers. 

---o----
(l} World's Work, 22: 14882-90, S'll. 
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Numerous examples of industrial frBuds could 

be given. One company, the nsterling Debenture Cor-

poration", was successful in selling large ·amounts of 

stock to citizens of XSnsas and other etatest in what 

were termed tlle "Telapost" and the "Oxford Linen Milla" 

companies. ~he Burr Brothers have also become famous 

as promoters of swindling industrial and mining schemes. 

Tllese brothers'· who had b.eadquarters in New York 01 ty 

and are generally soaredited with having been the most 

suooessfuJ. promoters of worthless stock in this country, 

made extensive use of industrial enterprises in their 

fraudulent operations. The Burr brothers rented one 

entire floor of the Fiat Iron building in New York City 

and proceeded to sell stocks in at least 28 different 

companias,,until their operations were stopped by the 

postal inapeotors in 1910. Not one of the 28 companies 

for which the Burrs sold stock, has ever paid a dividend 

and at least 17 of them have gone out of existence. ~wo 

of the industrial enterprises in whion the Burrs sold 

stock, were the "New York and Chicago Electric Company" 
( 1) 

and the "Talks phone Company". 

The postal inspeotors who raided the office and 

arrested the members of the oompamy in 1910t estimated 

that they had taken in somewhere between forty and fifty 

millions of dollars. Dolley estimates that they sold 

at least one-half million in Xsnsaa. The Burrs had a 
(1 ). See article by H.F .. Eohr, Tech World, 111'). 1912 ,p. 4:5 

,/ 



prosperous business and had just entered upon an ad-
vertising campaign wllich would have cost $1,000 ,000 

wb.en the postal authorities arrested tltem. !Vhe Postal 

Inspector said: "the Burr Brothers played fast and loose 

with their clients and the most pitiful feature is the 

manner in which widoes have been fleeced on absolutely 
worthless stock. One widow had invested $4,000, the 
amount of life insurance she had received at her hus-
band's death, in worthless mining stock. Another poor 
widow, with a large family had invested all her savings, 
$2,500, in absolutely worthless oil stocks." "The 

first days mail after the raid brought in ~~650 in cash 
and $20,000 in money orders, in addition to which there 
was a large bunch of telegrams, making reservations of 
stock from deluded victims who were afraid they would 

lose the chance to be swindled out of their money. ~hare 

was a perfect flood of the smell orders ($2.50 to $9.00) 
mostly accompanied by letters written in the unoert~in 

(1) 
hand ·of the ignorant. n 

(e) Loan Swindling Scheme. 

More recently loan swindling schemes of various 
kinds have been in operation. In a warning recently 

issued to the publia of Kansas, Mr. ~eaton calls et-

----o--.. 
(l} Technical World Mag. Vol. 17 p 45 lJJ.r. 1912. 
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tention to types of "mail order Loan and Investment 

Companies" which have been making a vi~orous cam-
paign in Kansas: Tne usual plan of business, it is 
stated, "is to offer the investor a aontraot calling 
for the monthly payment of various sums for a period 
of from eighty to one hundred months. After the pay-

ment of a certain number of installments, usually 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 hie certificate, but 
upon the further chance that the company will sell 
enough more contrscts to provide the money with which 
to make the loan." ~his sort of oontrsot has been de-
clared to be nothing less than a lottery scheme, as well 
as fraudulent by the courts of many states. 

The standard Bond and Mortgage Company operating 
from Birmingham, Alabama and the Continental Mortgage 
and Deposit Company, which is supposed to do business 
from_ several places, including Denver and Chioago, are 
examples of loan swindling schemes. In either case, 
you buy a contract and pay in so much money in install-
ments; then you become "~ligible" for s loan when there 
is sufficient money in the loan fund, and the number of 

your contract is reached. Once in a while they "spot" 
a loan in a oommuni ty for the purpose of "baiting" in-
vestments, but the writer has yet to find a single in-

stance in which any of t hes a companies have ma-de a bona-
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fide loan to an investor. 

5. Suppression of Fraudulent Promotion by Government 

Agencies. 

From what has been stated, it is evident, that 

a great amount of fraudulent promotion hes been carried 

on in this country. ~lillions of dollars are annually 

lost in investments in feke land schemes. in mining and 

insurance £rauds, end in industrial and other swindling 

operations. What has been done to cheok these evils? 

The following discussion will attempt to answer this 

question and will deal with the various agencies and 
methods whioh have been used to check the ssle of the 

securities of these fraudulent promoting enterprises. 

In general, it may be stated tnat the sgenaiea at m1rk 

in this country have been the "Post-Offio.e Department", 

the "Publio Utility Commissions". and the so-called "Blue-
Sky" laws. In England, the "6ompanies Act" has been 

enacted as a means of remedying the e·vil, and in Germany 

the "Central Association of German Bsnks and Bankers'' 

hes assisted much in the supression of the sale of un-

sound investment securities. 

(a) By the Post-Office Department. 

As has been mentioned before, an aggressive 

attitude was not taken by tne United States Government 

against the fraudulent use of the mails until 1910. 

Previous to this time it had been the practice of the 



department to oontent itself, in the oase of a de-
teoted swindler, with issuing what v1as called a "fraud 
order." lly this method the offending concern was de-
prived of the use of the mails. This oheoked his 
criminal activity for a time, but the· excluded conoern 
was soon organized under another name and thus evaded 
the law. ~he new plan adopted in 1910 was to arrest, 
indict, and prosecute the guilty officers, to confis-
cate the tools of their trade and to bring the criminal 
business to en end. In order to secure a definite ide~ 
as to the activity of the Poat-Office Department in its 
crusade against the swindlers, it is well that we con-
sult the annual reports of the Postmaster-Generals. 

In the report for 1910 it is stated that "dur,.. 
ing the last few months the principal officers of 34 
corporations, companies, and firms have been placed 
under arrest by post-offioe inspectors for sWindling the 
public by use of the mails. In 46 additional oases in-
dividuals have been arrested for conduating similar 
schemes to defraud. It is estimated that the 80 im-
portent oases recently brought to a heed represent 
swinding operations that have filahed from the American 

(l) 
people in less thane decade fully $100,000,000." 

.. - .. o----
( l) Annual Rapt. of Post-Office Dept. 1910-pp 12-13. 
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The 1911 report states, that there had been during 
the previous year "529 indictments, and in these 
oases 184 convictions already have been secured, with 
but 12 ·aoqui ttals... ~ne swindlers thus. convicted had 

fraudulently obtained from the public many millions of 

dollars. Eeports from tne large cities indicate that 

numerous concerns utilizing the mails have gone out of 
business as the result of the department's v~rou@ 
crusade. ~he publicity given the prosecutions through 

the daily~- press all over the country has been of great 

ve1ue in preventing innocent parsons from being de-
( 1) 

frauded." The activity of the department was 

continued during the fiscal year following. According 

to the report of 1912, more than 4,000 oases, involving 
schemes to defraud were investigated· "These investi-
gations and resulting prosecutions have had the effeoi 

of stamping out for the time being, most of the swind-

ling done through the mails. In the last two years over 
a thousand persons have been arrested by post-office 

( 2) 
inspeotors for euoh swindling." 

In continuation of its policy of prosecuting 

persons who make illegal use of the mails, instead of 

merely issuing freud orders against them, the d!epartment, 
---Q ........ 

(1) Annual Rept. Post-Office Dept. 1911, p.27 
(2) " " " " 1912, pp 15-16. 
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aooording to the report of the Postmaster-General 

for 1913, investigated, during the fiscal year, 2)879 

fraudulent sohemes, arrested 510 persons, and oonvioted 
( l) 

304. 
"~he increase for the fisoal year 1914 over that 

mf 1913, in the number of oonviotions on the charge of 

using the mails in furtherance of sohemes to defraud, 

presents a gratifying illustration of the progress the 

department has made in the direction of relieving the 

oommeroial world and the general public of the baneful 

influences exerted by these fraudulent enterprises. From 

the reports submitted by the inspeotors covering oases 

in which arrests were made during the year ending June 

30, 1914, it is estimated that the promoters of these 
(2) 

fraudulent schemes obtained approximately $sa,ooo,ooo." 
The fraud orders were gain used, there being 45 of such 

issued during the year as against 3 during the preoeding 

year. During the year there ware 762 arrests and 370 

convictions on the charge of using the mails in further-

ance of schemes to defraud. 

It is not easy to overestimate the importance 

and the va1ue to the public of the Postmaster Generals' 

----o----
(1) Rapt. of Postmaster General 1913, p.96 
c 2 ) ,, " " " 1914 t p. 46 • 
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pursuits of swindlers who have been robbing the ignorant 
by means of the mails. Yet the activity of the United 

States Government ,however. in the.prosecution of pro-

moters selling worthless stock is limited. In the first 

plaoe it has no control over the business unless it is 

a part of interstate commerce. In the second plsae it 

has no control unless the company uses the United States 

mails to defraud. A11 of the recent raids are based on 

the fact that the swindlers forwarded through the mails 

circulars, letters, and stocks intended to defraud the 

public. From the nwnber of prosecutions that have re-

sulted, it is evident that much good has resu.J.ted from 

the work of the Poet-Office Department. It is probably 
true that many frauds still go unpunished, but, never-

theless, the activities of these swindling.enterprises 

have beaome limited~ Although handicapped in many res-
pects, the importance of the work of the Postoffioe De-

partment must be admitted as an essential agency in the 

destruction of the business of the fraudulent promoter. 

Millions of dollars are annually saved to investors by 

the operations of this department alone. Because of the 

limited activity of the department, there is, however. 

need for other governmental agencies to put an end to 

the sale of worthless securities .to the public. 

Jb) By Supervision of l?u.blio Utility Connniseions. 

Another agency regulating the sale of certain 

securities in the United States, is the ?ublio·Utility 
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Boards of various states. The spreed of regulation 
of business by administrative oonnnissions is one of 

the most marked and important reaent developments in 

this aountry. ~he polioy was first applied by a few 

of the states to railways. It has now been extended by 

several states to public utilities of many kinds. 

~he regulation of utilities by administrative 

oommissions is a very recent development. ~he movement 

which began in Wisconsin and New York about 1907, has 

now spreed so that "there are at present forty-eig~ 

aonmiissions with independent personal, representing 

forty-five separste jurisdictions". Only three states, 

Delaware, Utah, and Wyoming are without such commissions. 

The states of New York, Massachusetts, and South Caro-
(1) 

line eaoh have two commissions. 

In fifteen of the jurisdictions provision is 

made for the supervision by the Commission over the 

issue of stocks and bonds of the public utilities. The 

states empowering their Commissions with suoh rights are 

Arizona, California, Kansas, Illinois, Indiana, Massa-

chusetts, Michigan, Missouri, New Hampshire, New Jersey, 

New York, Pennsylvania, Texas, Vermont, and Wisconsin. 

The laws vary as regards the powers granted 1D 

----.0---
( 1) Ann. Amer. Aced. 53:1-18. May '14. 
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the Cormnissions.· Thus, in some states, as in New York 

and Wiaoonsin, the oommission has complete control. A 
thorough investigation and valuation by the commission 
must be made ·before seourity issues are approved. After 

a certificate has been granted, there is strict super-

vision of the disposition of the proceeds. Section 55 

of the Act Creating the Publio Service Commission of 

New York, indicates the power that is given to the Com-

missions over seourity·isaues in that state: "Any com-
mon carrier, railroad corporation or street railroad 

oorporstion organized under the laws of the State, of 

New York, may issue stooks, bonds, notes or other evi•. 

denoea of indebtedness payable at periods of more than 

twelve months after the date thereof, when neeessar.v 

for the acquisition of property, the construction, com-
pletion, extension or improvement of its facilities; or 

for the improvement or maintenance of its service or £or 

the discharge or lawful refunding of its obligations, 

provided and not otherwise that there· shall have been 

secured from the proper commission an order authorizing 

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 purpos·e of the corporation. For the pur-

pose of enabling it to determine whether it should issue 

such order, the commission shall make euoh inquiry or 

investigation, hold suah hearings and examine such wit-



· ,io 
nesses, books, papers, documents or aontracts as it may 

deem of importance in enabling it to reach a determine~ 

tion." 
Before any company oan issue or a.uthoriza tb.e 

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, and if it deems itadvisable, grants 

permission to sell the same. By means of its examina-

tions the Commissions not only protect the public 

against excessive issues of capital by public service 

oorporetione, but also protect the investor against un-

wise capital expenditures, For instance, the method 

of prOJ9dure in cases involving the authorization of new 

bond issues, has been outlined by the Connnission of the 
(1) 

Second District of New York as follows:-

"In passing upon the application for leave to 

issue additional capital stock, the Commission will con-

sider: 

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

securities having apparent worth but actually little or 

not value may not be issued with our sanction. 

"We think that to a reasonable extent the in-

teresta of the investing public shluld be considered by 

----o-..... 
(l} Second Annual Report of the Public Service Com. pl2) 



41 
us in passing upon these applications. 

"The Commission should satisfy.itself that, in 

a general way, the venture will be likely to prove 

oommeroially feasible, but it should not undertake to 

resell and announce a definite oonolusion that the new 

construotion or improvement aotually oonstitutes a safe 

or attractive basis for investment. Commercial enter.-

prises depend for their success upon so many conditions 

which cannot be foreseen or reckoned with in advance, 

that the duty of the Commission is discharged as to 

applications of this character when it has satisfiedc 
itself that the contemplated purpose is a fair business 

proposition." 

(a) By t ha ncompanies Aot" in ~ngland. 

In England, promotion enterprises are regulated 

by means of the "Companies Consolidation Act". An 

epidemic of fraudulent promotion of companies in the 

decade 1890-1900 caused a publio demand for an amend• 

ment· to the laws in force at that time. Following this 
agitation, a Department Committee was appointed by the 

Board of Trade, which reported in 1896. As a result 

of their investigations an aot was passed in l900, but 

was found to be inadequfite and easily evaded. Another 

act was passed in 1907, and in tho year 1908, the 
Companies Acts, l862-190n:were consolidated. .As a re-
sult, Engla~d now has a stringent law respecting the 
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prospeotusas, diraotors' liability, ani1~loating 
oharges of newly promoted enterprises. Publicity 
rather than oontrol of issues of seourities is the key 

note of the English system of regulating new companies. 
The prospeotus as required by the law p~ovides 

the investor with information relative to the persons 

with whom the oompany in reality dealt, the amount of 

or estimated amount of preliminary expenses, the oon-

traots entered into, the actual va]ue·of intangible and 

real assets, and the shares, and oash paid for promo--
tion and underwriting servioes. A oopy of every pros-

peotus, properly signed by every person who is named 

therein as a direotor, must be filed for registration 
with the registrar of oompanies on or before the date 

of its publioation. Where no prospeotus is issued, the 

oompany cannot allot any of its shares unless be:fora 

their first allotment there has been fiied with the 

registrar of companies a statement in lieu of the pros-

pectus_ signed by every person who is named therein as a 

director or a proposed direotor of the oompeny. With 

the information given in the prospeotua at hand, the in-

vestor should be able to judge as to the adequaoy of the 

proposed oapitsl or the value of shares for whioh he sub-

scribes. 
----o-~--

( l l See Thomas Mulvey's Report on Company Capitalization 
Control, PP• IX.X.X-lXXXY~V) 
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Perhaps the greatest souroe of loss in the 

promotion of companies is the launohing of enterprises 
without adequate capital. ~he fixing of a minimum sub-

scription in the prospectus is one of the means devised 
in the Companies· Aot to prevent this evil. "The pro-

moter appealing to business men must there show a fi~ 
nanciel statement, including preliminary expenses, cost 

of plant, machinery, working capital, in complete de-
tail, and he must provide a minimum subscription which 
will realize sufficient to manage the concern without 
any doubt as to its being subsequently hampered through 
want of capital.. The fixing of the minimum subscription 

is a purely business matter; It may be fixed too 
low, so that it is apparent to the investor that ade-

quate capital to carry on the enterprise will not be 
produced, or it may be fixed too high, so that there 
may be difficulty in obtaining sufficient subscriptions 

to enable business to be commenced. But the safeguard 

is this, that shares may not be allotted, the business 
cannot be commenced and the subscriptions must be re-
turned to the subscribers unless the minimum subsorip-

(1) 
tion is reoevied within the allotted time." 

--.. o---
{ l} T4 Mulvey'a, Company Capitalization & Control. 

plxxxiii· 
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Provision is also made for what is oallad a 

statutory meeting. ~he company may commence business 

after the minimum subscription has been made and a cer-

tificate to do business has been issued but "all the 

contracts entered into on behalf of the company or by 

the company are:1naffect1ve and merely provisional until 

they are. approved of b~ the shareholders at a statutory 

meeting. These provisions in effect place the launching 

of the company oompletely in the hands of the share-

holders." ':Chere is also e provision in the Act whereby 

the Board of Trade Inspeotors may at any time investi-

gate and 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, 

and in the third place by the statutory meeting. If 

there is any defect in the proceedings, or non-com-

pliance with the statute, the shareholders ere entitled 

to the cancellation of their subscriptions for shares and 
(1) 

the return of the moneys paid." 

---0-.. -( 1} T. Mulveyi Company Capitalization and Control,p lxxxiv 
Note:- The text of the· Companies Consolidation ~ct of 
1908 may be found as Appendix T pp 488-506 in Thomas 
Mulvey's Report on Company Capitalization Control. 
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The Companies A0 t in England seems to be a very 

effective means of eliminating the promotion of fraud-

ulent and unsafe enterprises. Its sucoeas as a' method 
of control has caused agitation elsewhere for a somewhat 
similar measure. A Federal Incorporation Act, based 
upon the principles of the English Oompanies ( Consoli-

dation) act of 1908 has been suggested by able financiers 
in the United States as the proper and most efficient 

method of controlling the promotion of newly promoted 

oompanies. A discussion of this point will be found 

in the concluding chapter of this thesis• 

(d) The Work of the Central Association of German Banks 
and bankers. 

The Central Association of German Banks and 

Bankers is the agency in Germany regulating the trede 
in unlisted securities and suppressing unsound issues. 

The regulation of unlisted seouritiee is not the par-

ticular subject of any existing legislation and there is 

no legal protection against fraud f'tn'ther t nan that affor-
ded by the general commercial and criminal law. The 

question o:f the prote.ction of the general public has been 

left to a private agenoy, the Central Association of 

Garman Banks and Bankers. 

Two Committees are maintained by this Association: 
(1) A permanent committee on the trading of unlisted se-

ourities and (2) a permanent committee on the suppression 

of unsound brokerage firms. 
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The first committee, among its other activities, 

"has prepared and published so-called usages, or extra 

legal regulations, governing the methods of quoting, 

buying, selling, delivering, and othe:twise dealing in 

unlisted securities, in accordance with. which. most, if 

not all, of the legitimate business in such securities 
(l) . . 

is cs rried on. " 

·The second oommi ttee was areated in 1910. "The 

Committee decided at the outset that legislation would 

either be inadequate or would constitute a hindrance 'fn; 

legitimate business. The evil could best be met inde-

pendently by recourse to the genera1 criminal law and 

the law of unfair competition and public warnings." 

The Committee established a central office and began 

collecting evidence relative to the activities of all 

brokers whose honesty in business was open to suspicion. 

Resort to public prosecutions is made by the Oentral 

Association only in cases of open swindling. The main 

reliance has been in the publication of warnings to the 

people• As to the nature and success of these warnings 

the Central Association writes the Consulate General as 

follows: "The public warnings, whio h ara given out by 

us on the basis of sufficient and reliable information, 

are sent to a large number of newspapers with the request 

---o----
Cl) See Report of Consul General A.Iv!. Thaokara in tile 

Investment Bankers Association Balletin, Vol. l No.3, 
pp.12-14. 
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that.they be given publicity in the editorial section. 

In view of the feet that their publication is a matter 

of interest to the readers of the papers. they are reg• 

ularly printed without charge. Our association is aware 

that in giving out these warnings it makes itself liable 

in many ways under the oivil and criminal law ••• In none 

of the many cases in which we have issued warnings during 

the last two years have the firms involved dared to bring 

legal a·ompbint a gs inst us, but have contented t hems elves 

with mere threats about which we have never troubled 

ou~selves. ~his gratifying success is to be accounted 

for by the paintstaking care which we exercise in the 

publication of our warnings •••• In the short period of 

two yea.rs during which it has been actively at work in 

this field a great deal is said to have been accomplished. 

and the association expresses the opinion that it is well 

able to cop with the situation in the future with its 

existing instrumentalities and without the aid of special 
( 1) < • 

legislation.'' 

( ~) !Vhrougn the Means of "Blue S.k.y" Legislation in th.a 
United States, 

As has been previously stated, the Post-Office 

Department in the Unite~ States has been one of the 

---o ..... -
(1) Report of Consul General A.M. Thackara, in I.B.A. 

Bulletin, Vol. 1, No. 3, pp.12-14) 
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agencies actively engaged in suppressing the sale of 

fraudulent securities through the mails. The Public 

Utility Commi.ssions also .have done much good in pre-

venting swindling operations in the promotion of pub-

lic utility enterprises. These two agencies, however, 

have not by any means been sufficient to control ade-

quately, the promotion of fraudulent enterprises. There-

fore, in recent years, there has been considerable agi-

tation for the creation of other means in order to con-

trol the fake promoter. One reaul t has been the enact-, 

ment of uBlue Sky" laws. This legislative movement is 

a most reoent development, the first real blue sky law 

having been passed by Kansas in 1911. Since that time 

laws with. essentially the same principles have been 

enacted in 27 ~tates and have been considered by the 

legislatures of several other commonweal the of the Union. 

~he· following chapter will treat of the nature and evo-

lution of nBlue Sky" legislation. 



Chapter II. 

The Evolution of ttBlue Sky" Legislation. 

1. The Definition and Scope of "Blue Sk:y" Legislation. 

"Blue Sky" is a term which in recent years has coma 

to be applied to all those laws which have for 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 shares or commence business until its scheme 

of operation l1es 1:een approved by a governmental department 

or some state official. 1~11 prohibit the offering for sale 

of certain securities .in the state unless the person or 

concern making them conform to certain specific requirements 

with respect to such offering. Every possible protection 

is to be given to the average investor against .the numerous 

companies which sell stocks, bonds, or securities of little 

or no value, especially against the investing concerns which 

have in reality nothing to sell but "blue-sky" and nothing 

to return to the investor but a highly ornamental stook cer-

tificate. This ~ype of regulative and restrictive legis-

lation is comparatively recent and may be said to be due to 

a change in the attitude of the public, it. having gradually 

come to be more and more ·understood that it is to the in-

terests of all classes to have proper safeguards to insure 

the i:nv·estor against the sale of worthless securities~ · 
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Kansas is generally accredited with having been 

the first state to a· do pt a so called '~blue Sky" law. ~hat 

this is the prevailing opinion is evidenced by statements 

which may be gathered from various sources. Thus, the for-

mer Xansas Bank Commissioner, Mr. J. N. Dolley stated at 

the time the first Kansas "Blue Sky" law w~s enacted that 

"Kansas it the first end only stat~ to have a law of this 
(1) 

kind", _and in his first report on the operation of the 

aot dated September 1, 1912, he says "This act, as you know, 
, ' 

was something entirely new in the business world." In his 

retiring address delivered January 13,1913, Governor Stubbs 

shared the same opinion, smating that "The blue slty law 

( referring to the Kansas Act) is the first law of its kind 

ever enacted." In his report on September 1, 1914, the · 
s 

Attorney General, Mr. Dawson~ declares that "Kansas i~~he 

pioneer in blue sky legislationn and an editorial in the 

Wall Street Journal on November 29,1915, terms the Kansas 

law the "parent sot"• l!'rom these statements it will be seen 

that Kansas is usually accredited with having been the pione~ 

state to place such a law on its statute.books. As a matter 

of fact, however, the assumption that Kansas was the first 

to pass a "blue Sky" law is in a measure, invalidated by the 

fact that the legislature of North Carolina in 1899 passed 

an act essentially of the same nature. 
•,......._ 

'~ 

~his North Carolina act r~quired that 11:Before any 

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

antee, debenture, or such other like company, t not strictly 
( 1 ) C•:.nt T J n ?1 ')')-) 

.·..... ·._,._ ._J • ••. JIJ{ 0 (JhJ ...... ~ .. -.1 ... #· ' 
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an insurance oompany as defined in this chapter) or co-

partnership who shall by agents offer for sale or sell the 

stocks, bonds, or obligations of any foreign corporation, 

whether organized to do business in this State, it must be 

licensed by the Insurance Commissioner, which the Commission~ 

is authorized.to do when he is satisfied that suoh Company 

or Corporation is safe and solvent and has complied with the 

laws of this state applicable to fidelity companies and goven 

ing their admission and supervision by the 'Insurance Depart-
(1) 

ment. 

~he Hon. J. R. Youngt the Commissioner of Insurance 

of that State, wrote that "We have ·had in this state since 

1899, Sec• 4805, which has operated practically as a "blue-

aky11 law, controlling the operation' of investment and kin-
. ( 2) 

dred companies in this state." -

~he typical "Blue-sky" legislative movement may, 

however, be considered to have o~iginatad in Xansaa. ~he 

first Kansas act was passed in 1911 add was a measure 

drafted by Mr. J. N. Dolley, at that time Bank Commissioner 

of the State. Eefore taking up the provisions of this act 

for discussion it is well that we look into the work done 

by the Dank Commissioner previous to the enactment of the 

first Kansas "blue-sky" law. 

---o---( l) General Stat. 4805 N.C. 1908. 
(2) Letter to S. M. Seaton. 



2. A. Preliminary Experiment by the Bank Commissioner be-

fore the Enactment of the Kansas Law. 

One of the first moves of Mr· Dolley upon entering 

officewas to devise some means of checking the sale of bogus 

and questionable securities. As was stated in the first 

chapter, the people of. this state had been the victims of 

a great number of fakirs handling fraudulent securities, 

.who were able to secure many sales bj alluring· promises of 

extraordinary profits. With the end in view of destroying 

the business of the distributors of stocks and bonds of this 

character, Mr. Dolley established a branch in his office for 

the purpose of making investigations into the nature of the 

securities offered generally throughout the state. ·rn order 

to show the advantages offered.to investors by the depart-

ment he gave the matter as great publicity as possible 

thrq.ugh the press. 

On the ninth of April, 1910, Mr. Dolley sent the 

following letter to the editors of.the leading newspapers 

of the state:- "As you perhaps know, I have established a 

department in .the Bank Commissioner's office to protect the 

people of Kansas from fakers ·with worthless stock to sell. 

I give you below a small item concerning the matter, whi~h 

I hope you may be able to use in your paper. I havo no funds 

for advertising purposes, and the only way I can get this 

information before .the people is through the generosity of 

the Kansas press. Thanking you for whatever you may .. do in 



the premises, I am 
'·' 53 

Sinoerely yours, 

(Signed) J. N. Dolley, 
Bank Commissioner. n (1) 

The "i tem11 to which he refers in his letter to the 

editors is addressed "To the People of Kansas", and is as 
follows:- "The State Banking Depa_rtment has established a 

bureau for the purpose of giving information as to the fi-

nancial standing of companies whose stock is offered for 

sale to the people of Kansas• If you are offered any stock, 
and want information as to the financial standing of the 

company offering the same before investing, please write this 
. ( 2) 

department, and I will furnish it." 

. Being convinced of the success of his first endeavors, 
Mr. Dolley on December 16,1910, published a second letter to 

the peot?le of Kansas, in which he stated: "About one year 

ago the banking department organized a buresu to investi-

gate the sale of stocks, bonds, and other securities in Kan-

sas. We have made much research along these lines, and are 
amazed at the enormous amount of money the Kansas people 

ar~ being swindled out of by these f&ke:rs and uBlue Sky" 

merchants.. I· find that Kanses is li terslly infested with 

them. They are sitting aro:Wld, and when a man dies the wid-

ow receives her pittance of insurance,- one, two or three 
thousand dollars, as the case may be, mostly from fraternal 

insurance. These thieves show up a few days after the fun-

eral and undertake to sell the widow some of their fake stock 
( 1 )Mulvey' s Re pt· upon Company Cs pi ta liza ti on & Co11tro 1, plXViii 
( 2) 11 

· Q 11 n n P l.XViii-lXiX 
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promising her dividends of anywhere from fifteen to fifty 

per cent per annum. They are getting a large amount of money 

from this source, as well as a great many other sources, end 

their victims are mostly those who are unacquainted with busi-. 

ness methods, but are hard-working, frugal, saving people, 

and can ill afford to lose the money. I sent the papers an 
announcement several months ago, which they kindly published 

warning their subscribers,. and I wish to thank them for their 
kind asf3istance at that time. ·I enclose you s blank that 

I would like to have you print in your valuable paper, so 

thet any one of your subscribers if they wish information 

along these lines, may clip the same from your paper, fill 

it out and mail it to this department, and I am sure we can 

give them some valuable advice and be of much assistance 

to them in investing their money where it will not be lost."· 

Mr. Dolley requested that neither the blank nor letter were 

to be published before December 21,1910. The form of the 

blsnJr which he wished to be published with the letter is as 
follows: 

(Form 35) 

------------------- Kansas 
---------- 191--, J.N.Dolley, Bank Commissioner, Topeka, Kansas: 

Dear Sir:- I have been solicited to invest in the 

----------~Name-ef-eeaee~R-eP-ee~~e~atieR+----

----------tStFeet-nameeF-e~-ea!ldiRgJ---------

----------imewa-aad-~ta~ei-----------------~--

Remsrks:-------------------------------------~ 
Will you kindly give me any information at your.command re-
garding the same? Very Truly Yours, 



This preliminary experiment was soon followed by the 

legislative enactment in 1911 of a law to provide for the 

regulation end su~ervision of investment companies, or the 

first Kansas so-called "blue-sky" law• It was not one of 

the measures which occupied the oenter of the legislative 

stage that year; the daily vress gsve it but scant notice 

at the time, and it was a sort of by-product of the legis-

lative session. ~he act. however, "soon became the most 

. widely knovm work of the legislature which passed it and it 

quickly achieved an important place and influence in American 
( 1) 

legislation," . 

On l!'ebruary 6 ,1911, a bill drafted by Dolley was in-

troduced in the legislature by Mr• Matson as House Bill No.9~6 
\ 

On February 9 mhe bill was read a third time in the House and 

was passed with a few amendments by a vote of 63 to 52.· The 

House bill was amended in the Senate on March 7,1911. The 

ma.in provision inserted was in section five of the House 

bill, which wa.~ made to provide that "Th.a Bank Commissioner 

shell issue to such investment company a statement reciting 

that such company has complied with the provisions of this 

.. act, that detailed information in resard to the company and 

its securities is on file in the bank commissioner's office 

for public inspection and information, that such investment 

---o---( l) Statement of s. ~. Seaton, ~pecial Assistant to bank 
Commissioner, W, F. ~enson. · 
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oompsny is permitted to do business in this state, and such 

statement shall also recite in bold type that the bank oom-

missioner in no wise recommends the securities to obe offered 

for sale by such seourity company." Other minor amendments 

were made, and on March 7, Mr. Ma.tson moved that the House 

concur in the Senate amendment to the House bill and the vote 

stood 75 yea and 35 nay• The bill was approved by Governor 

Stubbs on March 10,1911 and was published and thus beoame 
( 1) 

effective on March 15,1911. 

a. ACT OF 1911. 

The following is ~ summary of the provisions of the 

law: 

Section 1.. provia.es that the .Act shall apply to all dealers 
in stocks bonds, or other securities, .,except State and 
National Asnks, ~rust Companies, Real Estate Mortgage Com-
panies, Building and Loan Associstions, end Corporations not 
organized for profit. No company, whether incorporated or 
unincorporated, shall attempt to sell any securities in Kansas 
except United States bonds, State of Kansas bonds, or muni-
cipal bonds of Xansas, until there shall be filed (as pro-
vided in Section 2} in the office of the Bank Commissioner a 
statement showing in full detail the plan upon which the com-
pany proposes to transect .business. 

Section 2 also provides that in addition there shall be filed 
a copy of all oontracts, bonds or other instruments which the 
company proposes to make with, or sell, to, its contributors. 
A statement snowing the name and location of the investment 
company, and an itemized account of its actual financial con-
dition and amount of its property and liabilities is also to 
be filed. Papers relating to the organization of the Com-
pany are required; also, a copy of the state laws in case the 

----o-.. -. 
( 1) Note:- Detailed provisions of this Kansas "blue-sky" 
law are .to be found in Appendix II Table I. 
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company is organized under the laws of another state. 

Section 3 provides that all of the papers enumerated in 
section two shall be verified and certified by proper officers 
and by public officials in soma instances. 

Section 4 provides that actions may be commenced against any 
foreign investment company by the service of process on the 
Secretary of State of Kansas. 

Section 5 makes it the duty of the .Bank Commissioner to exam-
ine the statements submitted, and if he shall deem it advis-
able, he shall·make or have made a more detailed examination 
of such investment company's affairs• If. he finds the in-
vestment company is solvent, that its articles of incorpor-
ation or association, its proposed plan of business and pro-
posed contracts provide for a fair, just, and equitable plan 
for the transaction of business, and in his judgment, promises 
a fair return on the stocks bonds, and securities by it 
offered for sale, the Bank Oommissioner shall issue to such 
investment company a statement reciting that suoh company has 
complied with the provisions of the Aot; that detailed in-
formation :i1n regs rd to the. company and its seourities is 
on file in the Bank Commissioner's office; that such invest-
ment company is permitted to do business in the state, and 
such statement shall also recite in bold type that the Bank 
Commissioner in no wise recommends the securities to be 
offered for sale by such security company. 

Section 6 provides that it shall not be lawful for eny in-
vestment company, either as principal or agent, to transact 
any business until it shall ·have filed the papers and docu-
ments required by the law. 

Section 7 provides that no agent shall do any business for 
an investment company until he shall have registered with the 
Bank Commissioner• This registration shall entitle the agent 
to represent the investment company until the first day. of 
Marc~ fo.llowing, unless the authority is sooner revoked by 
the Bank Commissioner, and such authority shall be subject to 
revocation by the Bank Commissioner st any time. 

Section 8 provides that every investment company shall file 
at the close of business on December 31st, and June 30th, of 
each year, a statement, properly verified, setting forth in 
such form as rosy be prescribed by the ~snk Commissioner, 
its financial condition and the amount· of its assets end lia-
bilities, and furnishing such other information as the Bank 
Commissioner may require. 
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Section 9. provides that the general accounts of every in-
vestment company shall be kept by double entry, and that such. 
company, its partners or managing officers, shall at least · 
once in each month., make a trial balance of such accounts, 
which shall be recorded in a book provided for that pur-
pose. Such trial balances and all other books and accounts 
of such company shall at all times during business hours, , 
except on Sundays and legal holidays, be open to the inspec-
tion of stockholders and investors in said company, or of 
the investors in the stocks, bonds, or other securities by 
it offered for sale, and the Bank Commissioner and his dep-
uties. · 

Section 10 provides that th"e Bank Commissioner shall1have 
general supervision, as provided in the Act, over any and 
all investment companies, and all such investment companies 
shall be subject to examination by the Bank Commissioner or 
his deputies at any time the Banlt Commissioner may deem it 
advisable and in tne same manner as now provided for the ex-
amination of State Banks. 

Section 11 provides that whenever it shall appear to the 
Bank Commissioner that the assets of any investment company 
doing business in the state are impaired or that it is aon-
ducting its business in an unsafe, inequitable, .or unauthor-
ized manner, or is jeopardizing the interest of its stock-
holders or investors, or whenever the company shall fail or 
refuse to file any papers required by the Act, without giving 
satisfactory reasons therefor, the Bank Commissioner shall 
communicate the facts to the .Atto~ney-General, who shall 
thereupon apply to the Supreme Court or the District Court 
where such company is located, 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 penalties for making any false state-
ment or any false entry in any book of the investment company. 

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

~ection 14 provides for use of fees which are charged against 
the companies to cover the expense of the examinations, eta.(l) 

~his act remained the law regulating and supervising 

investment companies in Kansas, until amended in 1913. Some 

----0 .... -
( 1) For full text of the law see Appendix II Table 1. 



of the· provisions of the 1911 act, it seems, were too 

radical in their effects and hence there arose a demand for 

changes in a few of the sections. With reference to this 

law the Committee on Legislation of the Investment Bankers 

association reported on November 21,1912, as follows: "The 

Kansas law is a very curious one and while conceived with 

a laudable end in view, is so drastic in its farms that 

dealers in high grade securities are. virtually prevented 
( 1) 

from doing business in xansaa." 

Mr. Dolley realized the difficulties involved in the 

original act and became an aotivie advocate of amendment. 

He saw that 1·'special provision should be made for the in-

vestment banker, or any other person, firm, or corporation 
(2) . 

dealing exclusively in stocks and bonds." 

In an article appearing in Moody's Magazine he states 

that "the Kansas Legmslature when it meets next month will 

be asked to amend the law so as to provide for a special 

blanket permit for the investment banker and others dealing 

exclusi valy in stocks and bonds, re.quiring them to file the 

statements etc.required by law in regard to their own bank 

or firm, so that the Banking Department may investigate 

their reputation both as to the class of securities they 

----0---
( l} I. B.A/ of A• Proceedings, 1012, pp 155-157. 
(2) Moody's Magazine, Vol. 15~ p 45. 
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handle and along other lines. When they satisfy the Banking 

Department that they handle nothing but first class securi-

ties, and that their reputations along other lines are found 

satisfactory, the ~snk Cominli:ssioner may issue them a permit 

entitling them to handle such stooks or bonds as they desire 

by merely filing a list from time to time of such seourities 

as they are handling, doing away with the necessity of in-

vestigating each particular issue, but reserving the right 

to.revoke such permit at any time it is found that the banker 

or company in question is handling questionable securities. 

With this provision Mr. Dolley goes on to say, "I see no 

.reason why any legitimate investment banker should object to 

the law. ~he only delay in the matter would be when the in-

vestment banker makes application, then it would be necessary 

to investigate the applica·nt thoroughly whioh would not take 
(1} . 

long." 

(b) , ACT OF 1913. 

W~en the Xsnsas legislature met in 1913, two bills 

were introduced amending the act passed in 1911. One bill 

was brought before the House on February 5th~ 1913 by h'lr. 

w. G. ~ullos. This was 101own·as House bill Np. 569 and was 

"An act amending Sections 1, 2, 5, 10, and 13 of chapter 

133 of the Session Laws of 1911, and repealing said original 

sections 1, 2; 5, 10, and 13 of Chapter 133 of the Session 

laws of 1911" House Journal 1913 ). Another bill was in-

----0---
( 1) Moody's Magazine Vol- 15, p 45. 
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traduced in the Senate on b"'ebrusry 5th, by Mr. w. M. Price. 

On being put to a vote on February 21,1913 this bill, known 

as bill number 485, was passed by the Senate, there being 

only one dissenting vote. On the 24th of/February the Senate 

bill was brought before the House, whio,h body proceeded to 

§mend the bill and on March 3, 1913 voted to pass it as amen-

ded by a vote of 76 for and 5 against such action. When the 

bill was returned to the Senate it refused to concur in the 

House amendments and asked, on· March 7, that a conference 

committee be appointed to adjust the differences. Mr. W.M •. 

Price and James A. Troutman were selected to represent the 

Senate and Robert Stone, c. F. Armstrong and N. A. Davis 

were appointed as conferees on the part of the House. ~his 

body reported the same day and the House and Senate paiSSed 

the bill as recommendec1. ~he bill, of Mr. W. G. ~uloos having 

been stricken from the calendar on March 3rd, the Senate bill 

number 485 as emended became the new law, after having been 

signed by Governor Geo. H. Hodges on March 8,1913. It be-

came effective after publication on March 10, 1913. 

~he new law embodied some of the amendemants which 

had previously been recommended by the Bank Commissioner, 

·Mr. J. ·N. Dolley, and he is accredited with having been the 

author of the bill. Several changes were made in the old 

law and the following sections of Chapter 133 of the Session 

laws of 1911 were repealed, namely, 1, 2, 5 ,- and 10 •. 
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Section 1 of the new aot was an amendement to the same 
section of the old law, end defines what is ,to be knvvn as 
an nrnvestme11t Company" according to the terms of the act. 
The name as used in this act, says, shall include first, 
Every person, corporation, company, co-partnership, or 
association whether mncorporated or unincorporated, except 
state and nstional banks, trust companies, real estate mort-
gage companies dealing exclusively in real estate mortgage 
notes, building and loan associations, and other associetions 
and corporations not organized for profit, which shall offer 
or negotiate for the sale of, take subscription for, or sell 
any stocks, bonds, contracts, or other securities of any kind 
or character- other than bonds of the United States, stute 
or municipal bonds, stock or state or national banks, build-
ing and loan associations, or corporations not organized for 
profit, and notes secured by mortgsges on real estate, lo-
cated in the state of Kensas- to any parson or persons in the 
s·tste of Kansas, secondly; Every pel'son, corporstion, company 
co-partne:::,ship, or association who shall issue, sell, offer 
or negotiate for the sale of any contract for Qeed, bond, for 
deed, or other papers by whatever name such investments may 
be designated·, providing that when certs in payments are made 
or certain conditions fulfilled, a deed or title will be de-
livered to certain parts or paxcels of land, providing that 
such land is not located in the state of Kansas. ·~hirdly: 
Every person, company, co-partnership, corporation, or asso-
ciation organized or which may hereafter be organized, doing 
business as a so-called investment company, loan·, benefit, 
cooperative, home, or guarantee company, not specifically 
covered by the foregoing provisions, and for the licensing, 
control and supervision of which there is no law in force, 
in this state. 

Section 2 makes it unlawful for any investment company to 
offer for sale any stocks, bonds, contracts or other securi-
ties, without having fiarst paid a filing.fee of twenty-fffive 
dollars to the Bank Commissioner and having filed the follow-
inj~ papers and statements with the Bank Commissioner, namely, 
(a An itemized statement of its actual financial condition, 
and the amount of its assets and liabilities, (b) A COQY 
of all contracts, stocks and bonds, or other securities which 
it proposes to make sell or negotiate to sell to its contri-
butors. (c) SamQla copies of all literature or advertising 
matter used or to be used by such investment company in the 
sale of its securities (d) A copy of its constitution and 
by- laws or articles of co-partnership or association (e) If 
it be an incorporated investment compsny it shall also file 
a copy of its charter, and, if said company be not organized 
under the laws of the state of Kansas it shall be required 
to comply with the laws relating to the admission of foreign 
corporations to do business in the state of Kansas. 



Sections 3 end 4 of the new 1913 law are the same as the 
'corresponding sections in the old, but an important change 
is made in Section 5 of the new law. In the first Qlace it 
provided that the bank commissioner shall examine the state-
ments and documents of the companies making application and 
furnish a full and complete statement or report of his in-
vestigation to the charter board. Permission is to be given 
to the oompany to sell 1ts securities if the charter board 
finds that such investment company is solvent, that its ar-
ticles of incorporation or association, its constitution and 
by-laws, its proposed plan of business and proposed contracts 
contain and provide for a fair, just and equitable plan for 
the transaction of business, and in their judgment gromises a 
fair, return on the stocks, bonds, contracts or other securi-
ties by it offered for sale. A permit is to be granted to 
the company by the bank commissioner, reciting that the bank 
commissionxr and charter board in no wise recommend the se-
curities offered for sale. This permit, for sufficient cause 
is revocable by the bank conmiissioner with the consent of 
the charter board. Provision is also made for excusing com-
panies selling bonds, stocks, and other securities from fil-
ing esch security as provided in section two of the act. A 
special license is granted to such company to carry on their 
business, provided the licensee files on the first day of 
each month a list of the stocks, bonds, and other securities 
on hand for sale and sold or negotiated for sale by it dur-
ing the preceding month. Such liaense may be cancelled at 
any time the charter board decides that sei'd licensee is not 
selling or dealing in such securities as are deemed legiti-
mate securities. 

In Section 10 a change is ma.de in the amount charged for 
examinations made by the bank commissioner or his deputies. 
Thus, under the old law, five dollars a day plus actual travel-
ing and hotel expenses was charged for such examination; but 
under the new act this sum is changed to fifteen dollars a 
day plus the traveling and hotel expenses of the individual 
making the examination. Failure to comply with these demands 
revokes the right of the company to do business in this state. 

From the foregoj_ng sunt~ery of tb.e 1913 aat it will be 

seen that thr.ee important amendments were made to the old 

law. In the first place, the act was made to include com-

panies selling land. It was made incumbent upon such com-

panies to show that the land offered for sale is capable of 

development, and that the improvements advertised by t.he 
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companies have actually been made. In the second place, a 

change was made in the old law whereby now reputable invest-

ment 1 brokers were to be licensed by the State, being required 

merely to make a· monthly report of their sales and. to declare 

the stocks, and securities they have for ssle. 

A third change was ·made whereby the power to pass upon 

securities was placed in the hand· o:f the oharter board com-

posed of the Sepretary.of State, the Attorney General and the 

Banking Commissioner. ~he latter provision was made to do 

The.amendatory law of 1913 was not entirely satis-

factory. It was especially objectionable to investment dealers 

because its drastic nature.interfered unduly with legitimate 

business enterprises. The nblue-sky" department itself was 

aware of this fact and furthermore feared that the law might 

be held unconstitutional. Governor Capper recommended that 

the "blue-sky" law be strengthened so that there would be no 

question as to its constitutionality. IJeanwhile, Mr. Seato_n, 

the Special Assistant to the ~snk Commissioner, was drafting 

a new bill, "for the purposen, as he said" of securing a 

law which would conform to the demands of legitimate busi~ 

---0---( 1) For full text of the law ~ee Appendix II Table 2. 
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ness and avoid constitutional difficulties." When the 

legislature met in 1915, Mr· Seaton's bill was introduced 

in the Senate on January 27, bf Senator Price of Greenwood. 

·This bill, known as Senate bill number 431, was n.An act to 

prevent unfairness, imposition or fraud in the sale or dis-

posal of oertain 'securities' herein defined by requiring an 

inspection thereof, providing for such inspection, super-

vision ,and regulation of the business of any person, asso-

oistion, psrtnershi~, or corporation, engased or:i.ntending to 
engage, whether as principal or agent, in the sale of any 

such securities in the state of Kansas, aa may be necessary 

to prevent unfairness, imposition, or fraud in the sale or 
disposal of sa.id securities and repealing Cb.apter 133 of the 

Session laws of 1911, and Chapter 141 of the Session laws of 

1913". 

Another bill was introduced in the House on February 

10, 1915 by ia. Gibson. · U:his bill was known as House bill 

number 896 and.is said by Mr• Seaton to have been drawn by 

an attorney representing the Investment Bankers Association. 

The Price bill, upon being put to a vote, was passed 

by the Senate by an unanimous vote. It was then sent to the 

House and referred to the·Judiciary committee. The "Model 

Bill", or Gibson bill, was referred to a committee and sent 

back to the lfouse without reconnnendation. It seems that 

there was considerable . difficulty in getting a meeting of 

the Judiciary Committee to act upon the Price Bill. For a 
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time it appeared that it would be pigeon-holed. At this 
point, Maroh 16, lilr. Stone of Shawnee moved that further 

consideration of the House bill nti.mber 896 be postponed and 

that Senate bill number 431, as passed by the Senate, be 
recalled from the Committee,' placed on the Calendar and put 
on third reading and final passage • This was done. After 

a slight amendment was made ( Section 4, making for formal 
record of.oomplianoe), the bill passed by practically an 

unanimous vote. A dissenting vote was cast by the Chairman 
of the Judiciary Committee. The bill was again sent to the 

Senate where the House amendment was immediately concurred 
in. It was signed by ·Governor Capper March 23, and went 

into effect April 1, 1915. 

The Kansas "Blue Sky" law of 1915 is in form rsdically 
different but is much the ssme in substance and l·egal prin-

ciple as the former law. The first thing of importance in 
the new act is the limitation of the law to "specuJ.a·tive 

securities" and "speculative enterprises" as defined in 
Section 1 of the law. ~he term "speculative securities" in-
cludes 

(1) All seciurities to promote or induce the sale of 
v.rhich, profit, gain, or advantage unusual in the ordinary 
course of legitimate business is in any way advertised or 
promised; · 

(2) All securities for promoting the sale of which a 
commission of more than five per cent is offerod or paid; 

( 3) All securities into the specified par value of 
which the element of chance or hazard of speculative profit 
o~ possible loss equal or predominate over the elements of 
reasonable certainty, safety, and investment; 

( 4) All seouri ties t.he value of which materially de-
pends on proposed or promised future promotion or development 
rather than on present tangible assets and conditions; 
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( 5) The seouri ties of any enterprise, association, 

partAership or oorporation which has included or proposes to include in its assets as a msterial part thereof, patents, formulae, goo-wmll, promotion, or intangible assets or which has issued or proposes to issue a msterial part of its se-·curi ties in payment for formulae, patents, good-will, pro-motion or intangible assets; 
(6) Securities mada or issued in furtherance or pro-motion of any enterprise or soheme for the sale of unim-proved or undeveloped land on any deferred {l!iyments or in-stallment plan, when such lands are not situated in the state of Kansas and the value of such securities materially depends on t. he future performance of any stipulation .by the promoters of such enterprise to furnish irrigation or trsnsporation facilities, or other value enhanoing utility or improvement. 

Section 2 ~ovides that before any "speculative securities are to be sold in the state the following oonditions must have been complied with, namely: 
(1) Copy of the securities so to be promoted must be given to the Bank Commissioner. 
(2) A statement in detail of assets and liabilities of the company, including the total amount of securities and of any securities prior thereto in interest or lien author-ized by the company •. 
(3) If such securities are seoured by mortgage or 

other lien, a copy of such mortgage or of the instrument creating sucn lien, and a competent appraisal or valuation of the property covered thereby, with a specific statement of all ~rior liens thereon if any; 
(4) A full statement of facts showing the.gross and 

net earnings~ actual or estimated, of any person or company 
~aking and issuing or guaranteeing such securities, or of any property covered by any such mortgage or lien; 

(5) A11 knowledge or information in possession of sue h promoter relative to the character or value of suo h 
securities, or of the property or earning power of the per-son or company making and issuing or guaranteeing the same; 

( 6) A aopy of eny genersl or public prospectus or a~d­vertising matter which is to be used in connection with suoh promotion and no such prospectus or advertising matter shall be used unless the same has been fil&d hereunder; 
( 7) 1'he names, addresses and selling territory in this state of any agents by or through whom any such seaurities 

are to be sold, and no such agents shall be employed unless such statement with respect to them, has been filed here-
under, and there shall have been paid to the ban..~ connnissioner a registration fee of one dollar for eaoh such a~ent. ~ha payment of suoh fee shall be payment in full of all fees 
for registration of such agent until and including the ~ir~ 
day of March· next following; · 
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(8) The name and address of such promoter, includ-

ing the names an addresses of all partners, if the pro-
moter be a partnership, and the names and addresses of the 
directors or trustees, and of any person owning ten per 
centum, or more, .of the capital stock, if the promoter be a 

, corporation or association; 
(9} .A statement showing in detail the plan on which 

the business or enterprise is to be conducted; 
(10- The articles of co-partnership or association, 

and all other papers pertaining to its organization, if the 
securities be insured or guaranteed by a co-partnership 
or unincorporated association; 

(11) A copy of its charter and by-laws if the se-
curities be issued or guaranteed by a corporation; 

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

Section 3 as in the former.acts, provides, that the com-
pany file its written consent that aQtions may be commended 
against it in the proper court's of sny county in this state 
in which a csuse of action may arise, by the service of 

process on the secretary of state. 
Section 4 provides for investigations and examinations at 
the promoters expense; for the filing of a complete re-
port of the same to the Charter Board, which Board, may 
refuse to allow the company to sell its stock, etc, if it 
finds; · 

(l~ That the makers or guarantors of said securi-
ties are insolvent, in failing circumstances, or are un-
trustworthy; 

( 2) Or that the promoters plan of business is un-
fair, ineauitable, dishonest, or fr~udulent; . 

(3J Or that the promoters plan of business does not 
a-equately secure investo:cs against the unlawful dissipa-
tion or misapplication of the funds of the enterprise or 
business; 

( 4) Or that the promoter's literature or Sidvertising 
is misleading and calculated to deceive purchasers or 
investors· 

(5j Or_ that the securities offered, or to be of£ered 
or issued, or to be issued, in payment for property, 

patents, formulae, good-will, or promotion and intangible 
assets in excess of the reasonable value thereof; 

(6) Or that the enterprise or business of the pro-
moter is unlawful or against publia policy; 

(7) Or is a mere scheme fof a promoter or promoters 
to get rich quick a.t the eJ't) ense of the purchasers of the 
aforesaid securities. Such findings shall be in v;riting 
and sent to the company and after thst it shell be unlawful 
for them to attempt to promote the sale of any speculative 
security in this i:')tate. The company must be given a heari:g 
if it so desires. 
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Section 6 provides that in case the promoter is dis-
satisfied with the findings of the charter Board, he is 
given a right of appeal to the courts. Pending such appeal 
these findings are only prime facie evidence against him, 
but unless the promoter appeals from these findings within 
thirty days they are to be final. 
Section 7 provides that no amendments shall be made to the 
charter, articles of incorporation, constitution or by-
laws of the company without giving notice of the same to 
the bank commissioner snd the actual transactions of busi-
ness must comply with the plans as stated to and sanctioned 
by the Bank Commissioner. 
Section 8 states that the act does not apply 'to (a) securi-
ties of the United States; or of any foreign government; 

or of any state or territory; or of any county oity, town -
ship, district or other public taxing sub-division of any 

state or territory of the United States· or any foreign gov-
ernemtn {b) Securities of public or quasi-public corpora-
tions, the issues of which are regulated by the Public 
Utilities Commission or board of similar authority of any 
state or territory of the United States; or securities sen-
ior thereto; (o} Securities of state or national banks 

or txust companies, mortgage companies dealing exclusively 
in bona fiae mortgages or farm and city real estate, or 
building and loan associations authorized by the Charter 
Board to do business in this state. (d) securities of any 
domestic corporation organized without capital stock, for 
religious, charitable or reformatory purposes. 
Section 9 provides that the accounts of the company shall 
be kept in a business-like-and intelligent manner and the 
same shall be subject to examination by the bank commission-
er or his deputies when he deems it advisable· Four fi-
nancial statements are to be sent to the bank commissioner 
es ch year; one December 31st a not her on Nla:c ch 31st, e third 
on June 30th, and a fourth on August 31st. A filing fee of 
$2.50 must accompany each such statement and the company 
must comply with these demands within ten days or forfeit 
its right to do business in the State. 
Section 10 provides for special inspection and gives the 
bank commissioner and his deputies the right to issue sub-
poenas and in case any person refuses to obey any suoh sub-
poena or make answer to any competent and material question 
propounded to him by the state bank commissioner, shall upon 
conviction in any court of competent jurisdiction be deemed 
guilty of a misdemsneor~ and fined in any sum not exoeeding 
five hundred dollars or also be imprisoned for not over 
ninety days. 
Section 11 and 12 make provision for penalties in case com-
panies or individuals knowingly make false statements. The 
fines range from one hundred dollars to five thousand dol-
lars and terms of imQrisonment from one to seven years. 



Section 13 provides that the act shall not apply to the 
owner of any speculative security-, who is not the maker or 
issuer thereof, who shall acquire and sell the same for his 
own account in the usual and ordinary course of business 
and not for the direct or indirect promotion of any enter-
prise or scheme within the ~urview of this aot. 

~ha remaining provisions ere not so important; deal-
ing with the use of fees~ use of experts from the state 
institutions to determine the value of lands or mines, etc. 
Section 17 states that persons and companies holding per-
mits under the repealed statutes shall be· deemed to have 
complied with section 2of this eot/ 

The real meat of the law is that the bank commissioner 
may at any time investigate the affairs of concenns selling 
"speculative securities" in the state snd the Charter Board 
may at any time give notice and hear evidence and make find-
ings against any company when evidence justifies. 

~he operation and effects of this law will be con-
sidered in the concluding chapter. (1) 

3, "21lue Sky" Legislation in Other States. 

The passage of the first "blue-sky" law in Kansas was 

soon followed by similar legislation in other states. A 

"blue-sky!! law applying to mini·ng and oil companies was 

enacted the same year (1911) in Connactiout. Though they 

acted adversely or adjourned without action, the legis-

latures of several other states- among them Ohio, Indiana, 

Oregon, Maine, and Nebraska- had measures essentia11y the 

same as the Kansas law under aonsideration. In L1assachus-

etts and Illinois similar bills· were introduced but failed 

in committee, and there was considerable agitation in the 

state of was hington for the passc: ge of sue h a law. The de-

mand for such legislation was certain to spread. State 

---o---
( l} For full text of the law, see Appendix II Table 3. 



after state had passed public utility connnission sots, 

and ''blua-sky" laws were destined to follow a similar course 

The "blue-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 advertising conducted by Mr. Dolley, 

heralding the success of the Kansas lew, probably had con-

siderable effect in causing such legislation to be consid -

ered in other commonwealths. The name, the notoriety of it 

and the 'w~ve of reform' sweeping over the country, led to 

the advocacy of such measures during the yeqrs 1912 and 1913 

in a large number of states• Indeed, the legislatures of 

almost forty-states considered such measures. Four states-

Arizona, Louisiana, South Carolina and Vermont- passed "blue 

skyn laws in 1912 and -twenty-one other states placed "blue-

sky" laws on their statute books in 1913· These twenty-one 

were .Arkansas, California, Florida, Georgta, Ids ho• Iowa, 

Maine, Mic higa, :Minnesota, Missouri, Montana; Nebraska, 

North Carolina, North Dakota, Ohio, Oregon, South Dakota, 

Tennessee, Texas, West Virginia and W1sconsin. Such meas-

ures failed of enactment in Illinois, Massachusetts, lfow 

York, Pennsylvania and several other states and "blue-sky" 

bills were vetoed in Colorado and Indiana. The original 

Kansas act, we have seen, was also amended by the legis-

lature. 

In The taar 1915 new or amended "blue-sky" measures 



were enacted in the states of i\rkansas,, Iowa, Kansas, 

Louisiana, '.hlichigs11, Uorth Dakota, Ohio, Oregon, South Da-

kota, Sout~ Carolina, West Virginia and Wisconsin. The 

amendments were intended largely to svo£d tedious liti-

gations and to comply with the needs of legitimate busi-

:P,ess concerns. 

At the present time (May 1,1916) twenty-suven states 

have enacted "blue-s:t:yn laws. ~he list is as follows: 

Arizona, Arkansas, California, Connecticut, Florida, Geor-

gia, Ida ho, Iowa, Kansas, Louisiana, Maine, lvlic higan, Minne-

sota, Tuiiss ouri, .Montana, Uebraska, Horth Carolina, 1Iort b. 

Dakota, Ohio, Oregon, South Carolina, South Dakota, Tenne-

ssee, Texos, ve·rmont, West Virginia, and Wisconsin. ':Uhus ' 
"blue•sky" legislation is making great headway, and, unless 

checked by the courts or found undesirable in practice seems 

destined to pecome general in the United States. 

co·mparison of Statutes. 

A comparison of the "blue-sky" statutes in the 

various states shows a very general similarity. We cannot 

examine the detailed provisions of all the various acts, 

but may classify them into four main type&~) There are, in 

the first place, the "blue-sky". laws based upon the :transas 

statutes; in the second place, laws such as in Connecticut 

and Minneota which are ver~r limited in their scope; in the 

---0---
( l} An Analysis of the various laws, giving detailed pro-visions is to be found in Appendix ~. 
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third place those based upon the~ "Model Bill" proposed by 

the American Investment Bankers Association, and finally, 

the laws which are modeled upon the "Fellows .Attorney 

Genera 1 Bill". 

In this chapter the detailed provisions of the Kan-

sas ub.lue-skyn statutes were given, mainly because they 

have served as wodels for similar legislation in most o~ 

the other states. A study of the various laws will re-

veal the fact that at least fonrteen states based their 

"blue-skyn laws upon the original Kansas law of 1911. Seven 

of these- Arizona, Arkansas ( 1912), Ida ho, l:forth Dakota, 

Tennessee, Vermont and West Virginia- have had laws almost 

identical both in matter and·phraseology with the Kansas 

law of that year. Thus, in all of these states, as was 

outlined in detail for Kansas, all concerns selling securi-

ties and all securities not specifically exempted, come 

wi~hin the purview of the law. The excepted concerns in 

each case are such institutions as banks and trust companie~ 

real estate mortgage companies, building and loan assomiat-

ions, and corporations not organized for profit. The ex-

cepted seouri ties are ,bonds of the United Ststes, bonds of 

the State and municipalities and real estate mortgages. 

It is made unlawful to sell securities coming within the 

provisions of the law without a permit otherwise then by 

registered agents. Certsin provisions must be complied 

with in securing a permit, such as giving the detqila of 
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the business concerned. The administrative official is 

given broad discretionary powers. He may at time have the 

books audited and examinations made of the property against 

which the seouri ties are being issued. If, in his judg-

ment, the company is not solvene or does not hold forth 

the prospeot of a fair return upon the securities offered 

for sale, he may without the necessary permit. 

Six other States- Florida, Nebraska, Ohio, South 

Dakota (1913-, Texas and Wisconsin (1913), based their 

"blue-sky" laws upon the Xanses. law of 1913, thus making a 

total of twenty commonwealths which have enacted laws 

essentially similar to the Kansas "blue-sky" statutes of 

1911 and 1913. 

As was pointed out in detail in this chapter, Kansas 

in 1915 adopted a "blue-sky" law which in general con-

struction was different from any existing measure. ~his 

statute was copied almost verbatim by Nor~Dakota. It is 

not necessary to give the provision of these acts, as the 

provisions of the Kansas law have already been enumerated. 

These laws were drafted with the view that it is not the 

province of the State to control or attempt to control or-

dinary business risk or to limit the right to engage in 

legitimate _speculation, and their provisions are confined to 

what are termed ' speculative securities•. 

As against the Kansas inclu.sive type of Hblue-sky11 

legislation two states have measures applying to only one 

kind of corporation, and hence come in a separate. class. 
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One of these states, nsmely Connecticut, has s law which 

applies only to mining and oil companies and does not apply 

to any corporqtion all of whose mines, plant, or property 

are situated within the state. The other state, Minnesota, 

hss a "blue sky" statute which applies only to companies 

organized to transact the business of in~urance. 

A third type of "blue sky" legislation is ~ased upon 

the 1TJ.lfodel Bill!~ pro posed by the Ams)rican Investment Bankers 

Association in 1913· Although this bill has not been so 

generally accepted as the Kansas type of law, nevc1"theless: 

it has undoubtedly had a modifying influence upon the more 

drastic measures proposed to the legislatures of the var-

ious states, Its fuudamental princi~les have been enacted 

into law in Georgia, Maine and Louisiana. These laws, in 

contrast with the drastic, paternal Kansas ~ype, provide 

that there shall be supervision, where control is not ex• 

ercised by a utility commission; in so far as private se-

curities are concerned- or where securities are not being 
. n sold to a corporation's own shareholders- ~hus, the Georgia 

law for example provides, that institutions dealing in se-

curities are to file with a st·ate official,. the names and 

addresses etc•, of all the officers of the c:omiwany. lfon-

resident dealers must also file a power of attorney appoint-

ing a 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 may require him to 

file a statement showing the securities offered or he may 
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such order to the securities of any particular clsss, 

and may at any time order e dealer to furnish financial 

statements to show that the offer is honest and in good 

faith. If the statements are not filed,,. the dealer for-

feits his right to transact business in the state. How-· 

ever, appeal to the courts is then allowed. The Louisiana 

stQtute is similar to the Georgia law in most respects, 

but contains a further provision, that the dealer in addi-

tion to filing statements must furnish bond. M.Qreover, the 

la\7 provides that any purchaser· has a right of action chn the 

bond and can recover if he loses by misrepre~entation of the 

agent. 
I As a fourth and final type of nblue-sky" legislation 

we have laws based upon the "Fellows Attorney General Bill." 

This bill was adopted in Michigan in 1915, and, with slight 

amendments, in .Arksnsas and South Dakota the same year. The 

Bill, which was d.ra fted by Attorney-General Fellows of Mich-

igan, Attorney-General Casson of Iowa, a~d Attorney-General 

Moose of Alabama, is in its most essential provisions very 

similar to the Kansas Statutes on this subject. The Mich-
igsn law hss several sections which have been ~~cfo.,p.i:ed ver-

batim from the. Kansas law of 1911. The administration of 

the law is plsced in the hands of a connnission of three 

rather then one individual, but the same broad powers are 

granted, The securities exempted are the same as those ex-

empted in the Konsas lsw (1911) except tllat exemption is. 

made of securities listed in any standard manual of infor-
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mation approved by the Commission. ?ractically the same 
information has to be filed, and .. the· provision in the Mich-
igan law requiring that t.he papers be verified by the osth 
of an officer or member of the company.is practically the 
same as in the Kansas statute. The commission is granted 
power to examine the affairs of a company st its discretion 
and may withold a license if in its opinion, the company 
has issued securities for property, patents, good-will, pro-
motion, and intangible assets in excess of the value as 
found by the examination, or if the sale of suoQ securities 
would work ·a fraud upon the purchasers. It is an improveme?t 
on the Kansas (1911) type of law, however, in that it does 
not assert the authority to prevent, gy executive mandate, 
the sale of securities not promising a fair return or in-
volving a probability of loss. Objection is made to the 
IJ1io higan law mainly on the ground that it asserts as did 
the Kansas law of 1911, a power of executive control, or 
prohibition, over the business of the· investment dealer. Tht:t 
this type is also considered to be drastic in its effects a:d 
operation is evidenced by the faot that two of the statutes 
in Michigan and South Dakota- have ~eaently been declared 
unconsti tutionsl by 1'ederal District Courts. It is not 
likely that other states will adopt measures of this type. 

There is a distinct tendency towards the adoption of less 
drastic measures, which will prevent fraud but will not 

interfere unduly with legitimate business transactions. 
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It is probable that suoh measures as the recently ensoted 

Kansas snd North Dakota laws, confining the operation of 

the statute to 'speculative securities', and the bill pro-

posed by the American Investment Bankers Association will 

serve as models for future "blue-sky" enacJbments. 
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Chapter III. 

Court Deoisions Pertaining to "Blue Slcy" Legislation. 

There has been what might be called a general 

attack upon "blue-sky" legislation throughout the United 

States, on the ground of unconstituionality. The courts 

in :Kansas, Florida and Arkansas have upheld the "blue-

sky" laws enacted by these states. In five ststes- Mioh.-

igan, West Virginia, Iowa, Sou.th Dakota and Ohio, on the 

other hend, .the courts have declared such laws unaonsti-

tutiona.1._ No act has yet been passed upon by the Supreme 

Court of the United States. A brief analysis of the 

holdings of th.a courts in each. state where 11blue-sky" lsws 

have been contested, follows. 

1. The tUchigen "Blue Sq'' Laws Held Unoonsti tutional• 

In Michigan several suits were commenced in the 

Federal court, and one suit in the state court to test the 

validity of tb.e "blue-sky" law enacted in 1913. The latter 

court upheld the law, but the Federal court declared the 

law unconstitutional. In the Federal court one suit was 

brought on behalf of the Alabama and New Orleans Trans-

portation Company, a bus~ness corporation desiring to sell 

its own securities in the state, and four other suits were 
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brought by leading banking houses. ~hese five suits were 

(1) 
consolidated and heard as one. 

The objections urged against the act by the plain-

tiffs were as follows:-

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

(2) ~hat it deprived them of the equal protec-
tion of the laws in violation of the same amendment. 

(3) ~hat it directly burdened interstate comm-
erce. 

( 4) ~hat it delegated to the Securities Com-
mission legislative end judicial power in violation of the 
Michigan constitution• 

{5) ~hat the title of the sot was not confined 
to one object and did not express that object, as re-
quired by the Michigan constitution. 

The opinion of the court was written by circuit 
judge Denison and district judges Sessions and ~uttle upon 
the application of the plaintiffs for an injunction to re-
strain the enforcement of the law. It was held in the 
first plaoe that the aot could not be sustained as a tax 
law or a mere license law. !Che court decided that cor-
porate, partnes.ship and individual securities, and obli-
gations to pay money, are property, and the right to issue 
and se]"l, or buy and sell th.a same.t is liberty, within the 
due process clause of the Federal uonstitution. It main-
tained that the law in so far as it authorized the Michm-
gan Securities Commission to prohibit a sale of securi-

---o----
(1) Alabama and New Orleans ~r&nsportation Oo., Contin-
ental and Commercial Trust and Savings .Bank, N. w. Halsey 
& ~o., H. L. Higginson et al., A. B. Leach et al., vs. Ed-
ward H. Doyle, John w. Hearer, and Grant Fellows, Members 
of the Michigan Securities Commission. 211 U.S. 173. 
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ties in oase it should find that the sale in all prob-
ability would result in loss to the purohasers, eta. re-
gardless of whether the seourities were Qased on suffi-
oient property to be probably good, was not a proper exer-

cise of the police power to conserve the public welfare, and 
was therefore unconstitutional as a deprivation of property 
or liberty without due prooeas of law. The court held that 
the "blue sky" law was a direct interference with·inter-
state aommerae in stocks, bonds, and commercial paper, 
which constitute a part of interstate· trade, and was there-

fore invalid• ~ha court concluded that the unconstitutional 
provisions of the act affected the entire scheme of the act 
so that no part of it could be sustained. The law was held 

to be too all-embrsoing as is shown by the following state-
ments of the court: 11 We take .judicial notice of the common 
understanding that this "Blue Sky Law" was intended, as is 

said by the Attorney General "to stop the sale of stock 

in fly-by-night concerns, visionary oil wells, distant gold 
mines and other like fraudulent exploitations. If just this 
intent had been carried into effect by tb.e act as passed, 

these cases would not be here; but scrutiny of the law dis-

closes additional and very different effects. It is not 

confined to corporations,. but covers partnerships issuing, 

and individuals dealing in, seautitiee; it does not relate 
alone to stooks, but as well to bonds, mortgages and promis-
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sory notes; it is not limited to investment companies,~ as 

that term would ordinarily be defined, but extends the 

definition so that it may. include most of the private cor-

porations and pa;-tnerships in th~ United States; ;it does 

not· oover frauc:lul.ent seourit.i~s mer~ly, but reaches and pro-

hibits the sale of securities that are honest, valid and 

safe; it does not simply protect the unwary citizen against 

fraudulent misleading, but.it pre~ents the experienced in-

vestor from deliberately assisting an enterprise which he 

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

of loss, or which, from mot.iyes of .. prid_e, sympathy or charity 

he is willing to aid notwithstanding a probability that his 
(1) 

investment will prqve unprofitable~n 

No appeal was taken from this decision of the 

oourt, but the Legislature of .1915 passed a substitute "blue 

sky" law. ~his law was.soon contested and likewise declared· 

unconstitu.tional by the Unite.d States District Court. Suit 

was brought by lf. vr. Halsey & Co. , Continental & Commercial 

Trust & Savings Bank and Weis Fibre Container Corporation 

against Frank w~ Merrick, Bank Commissioner, John. W. Hearer, 

Treasurer, ,and Grant Fellows~ Attorney General, composing 

the Michigan Securities Commission. ~he same three judges 

wb.o held the 1913 "bl~e, sky" law invalid, declared the 1915 

law to be unconstitutional. In their opinion they state, 
I 

......... Q .. - .. 
(l} Alabama & New Orleans ~ransporation Co. vs. Doyle, 

211 U. S.173. 
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. "it is not important to go over the same ground ea before. 
our conclusions then announced have been more or less aom-
pletely approved• ~he only_ question now open is whether 
the ·difference between the laws of 1913 and 1916 justify 
any different result as to the letter. We think not, be-
cause we find no substantial change in those respects which 
were held to be fatal. Some minor details have been cor-
rected, but the new law, like the old, impresses upon in-
terstate commerce a burden which is direct and~which is be-
yond the limits of the police power •••• The fees to be paid, 
the delays imposed, and. the large, often very large expense 
involved in furnishing information and conducting examina-
tions amount to a practical prohibition of all small deal-
ings, and they emphasize the directness and extent of the 
restrictions placed on all.interstate commerce in these 
securities. ~everal serious objections to the validity 
of the law are urged in addition to those passed upon in 
our former opinion; but it is unnecessary to consider them. 

( l) 
The preliminary injunction prayed for should issue." 

The Iowa "Blue Sk:y" Law (1913) held Unconstitutional. 

~he first "blue sky" law of Iowa, enacted in 1913, 

was declared unconstitutional on February 11,1914, in the 

--.... o----
( l) I.B.A. Bulletin, Vol. 4 No. 5, pp.56-59. 
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District Court of the State of Iowa. In this case of L. s. 
Harper vs. w. s. Allen, secretary of the State, the court 

held the "blue-skyn law to be unconstitutional for the 

following reasonsi-

( 1) "That the aot in question, Ch.apter 173 of the 
Aots of the 35 General,Assembly, is in violstion of the 
14th amendment of the Constitution of the United States 
in that· it takes from the owner of property the right to 
sell and dispose of the same, and from the individual 
oopartnerahip or corporation the right and liability to 
engage in the business of buying and selling stocks, bonds, 
and other securities without due process of law. 

( 2) "That the act in question grants privileges 
and imr~mnities to oi tizens of Iowa which are denied to 
citizens of other states in direct violation of the terms 
of the Federal Constitution which provides, "The citizens 
of one state shall be entitled to all the privileges and 
immunities of citizens of every other state." 

( 3) "That the act in question delegates legislative 
and judicial power to the Secretary of State to determine 
t~e right of individuals, copartnerships and corporations, 
both resident and non-resident, to engage in business within 
this state leaving to the determination of the Secretary 
of State the right to prohibit business which in his judg-
ment is unjust and inequitable and which is not in his 
opinion a safe investment for the purchaser, thus violating 
the provisions of tha Constitution of the State of Iowa." (1) 

The state court held that the Iowa "blue-sky" law 

and all its parts was unconstitutional and void, and of no 

force and eff eot. 

A few months later the Iowa law was passed upon by 

a u. S, court also. On September 5, 1913 a bill of com-

---o----
( l) I. B. A. of A. Bulletin, Vol. II, No. 7, pp 5-6. 
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_plaint against w. s. Allen, Seoretary of the State, and 

George Coeaon, Attorney General, was filed,in the D~striot 
Court of the. United States of the Souther~ .. District of Iowa, 
by William ~t. Compton Company. a Mi_ssouri. Corporatio~; Breed, 
Elliot and Harrison, an. Ind_iana oor.porati.on, and McCoy and 

C.ompany, e Maine oorpora.tion, to. test ~he. validity of tb.e 
Iowa. 11blile-sky" law. !i:hese companies, as explained in the 
bill of comptiint, were engaged in the business of-buying 

and. selling stooks, bonds, and other securities; the stock 
representing the capital stock issued _by corporations and 

bonds representing tb.e .debts of corporations, co-partner-

ships and associations and other like bodies corporate, 
both private and municipal. ~he plaintiffs contended that 

the~ "blue-sky" law should be held invalid. for t.he follow-
ing reasons: 

. (1) It was not validly enacted, and wss not 
passed by the legislature of the State of Iowa as pro-
vided by Sections 15~16, and 17 of Article 3 of the Con-
stitution of the State of Iowa. 

(2) It was unconstitutional because in vio-
lation of Seation 29 of Article 3 of the Constitution 
of the State, for while the title of the law embraced but· 
one subject the law covered more than one_subjeat. 

(3) It was in violation of Section 8 of Article 
l of the Constitution of tb.e United States and of the 14th 

. Amendment of the Constitution of the United States, in that 
it imposed a burden upon interstate aommeroe. 

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

(5) rt was in vioiation of Section 9 of Article 
1 of the Oonsti tut ion of the State of Iowa in that the 
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restrictions and conditions prescribed in the Act were not 
within the polioe or other powers of the State of Iowa to 
impose. 

(6) It was unoonstituional iri that the powers and 
duties conferred upon the Seoretsry of State constituted 
a delegation of legislative authority to the Secretary of 
State in that it conferred upon the ~ecretary of the State, 
judioial authority. 

(7) It was unconstitutional in that it denied to 
persons the right to a judicial investigation b:r due pro-
cess of law of th.a facts as ·to whether or not their stocks, 
bonds, and securities proposed to be purchased or offered 
for sale were safe and legitimate inveatments. 

( 8) It was inviolation of Section 9 of Article 1 
of the Constitution of the State and of the 14th, Amend~ment 
of the Constitution of the United States, in that the sot 
provided that the defendant, ~eoretary of State, his 
clerks and deputies could examine the business of persons 
engaged in the sale of securities and require them to di-
vulge all facts in connection with their business, whether 
or not the same related in any way to the securities pro-
posed to be sold. 

(9) It was unconstitutional in that it subjected 
parsons to excessive fines, cruel and unusual punishments, 
in violation of Section 17 of Article 1 of the Consti· 
tution of the state of Iowa. 

In rendering an opinion in this case (July 6,1914) 

the United States District Oourt held that stocks, bonds, 

and securities are subjects of interstate commerce, and 

shipments and sales of the same between the states are in-

terstate commerce. It held that the Iowa "blue-sky" law 

was unconstitutional and invalid as imposing a 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. ~he text of the opinion follows in part: 

"Can 1 t be a state in this Union, under our Con-
' stitution, possesses the power to punish the doing of suan 



customary, eve~y-day transactions unless the aonditions, 

exactions, regulations, and restrictions imposed by this 

law ~e first met and performed? ~hat the act in express 

terms and by inclusive definitions employed therein does so 

ordain cannot be gainsaid or denied •••• That the transpor-

tation of such articles of personal property from one state 

to another for the purpose of barter, sale, and delivery 

constitutes not only commerce among the states of this 

country, but a very large and important element of such 

commerce in the magnitude of business transacted and the 

amounts of money involved, is sei76vident •••• That the .Aot 

in question, in prescribing the only terms snd conditions 

on which complainants and interveners, citizens of foreign 

states, may transact the business of disposing OI their 

property within the borders of this state, does impose a 

burden on interstate commerce needs no comment fur.ther than 

a reading of the act itself, fort by the law, it is placed 

within the power of officers of the state to absoluteliy 

prohibit such business transactions ••••• 

"It must be held the scope of such inspection 

laws ·1s not without its limitations as applied to, the nature 

of the person, article, or thing designed by the law to be 

inspected and the mallll19r and method of the inspection to be 

employed •••• 

"It must be held the subjects of interstate com-

merce therein sought to be regulated and controlled are not 
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only burdened by the act~ but are directly burdened thereby, 

and that such articles ere not the subject of state in-

speotion laws ••••• 

"The mere reading of the act in question makes 

entirely olear the oontention of comp~sinsnta and inter-

veners that it does impose burdens upon and denies privil-

eges to citizens of other states which are· not imposed upon 

and which are granted to citizens of Iowa. That such favor-

itism of the law of a state to its citizen subjects as this 

act grants cannot be successfully defended, no matter how 

laudable the purpose sought to be accomplished thereby may 

be thought to be, would appear settled by numerous authori-
(1) 

tative daoisions.n 

The West Virginie "Blue Sq" Law (1913) Held Unconstitutional 

In the case of Bracey v. Darst, the statute of 

West-Virginia, known ea the "blue•sky" law ( 1913), was de-

clared unconstitutional by the United States District Court 

for the Northern ~istriot of Wast Virginia• Smith H. Breoey 

conveyed to the Howie Mining Oompany, an Arizona Corporation, 

certain property in consideration of th.a issue to him of all 

the stock of the corporation. ~raoey then sold soma of this 

stock to other individuals. He and these purchasers having 

subsequently offered this stock for sale in Ohio County, they 

---o--- . (1) Compton v. Allen, 216 Fed. 537-549. 
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were prosecuted for violation of the nblue-sky"law. !Cnere-

upon suit was brought by Braoey and the other individuals 

above named; and the Howie Alining Company, to enjoin :the. 

Auditor and the Attorney General and the Prosecuting Attor-

ney, of Ohio County; from proceeding with the prosecutions. 

upon the ground that the "blue-skyn act was unconstitutional 

for these reasons:-

(1) Because it deprived the individual plaintiffs 
of their right to sell in the State of West Virginia valu-
able 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 low. 

(3) Because it imposed a burden amounting to pro-
hibition upon interstate commerce, and, 

(4) Because it attempted to vest in and delegate 
to the Auditor of the state, legislative, executive, and 
judicial powers in violation of Section 1 of Article 4 of 
the constitution of West-Virginia; which provides: ''The 
Legislative, Executive and Judicial Departments shall be 
separate, and distinct, so that neither shall exercise the 
power properly belonging to either of the others; nor shail 
any pe11eon exercise the powers of more than one of them at 
the same time." 

Judge Dayton and Judge Pritohard first held that 

the definition of Investment Companies oontained in section 
' 1 of the Act embraeed both a single individual-- that is, a 

natural person-- and one or more such individuals assooiated 

together, as well as oorporations; that the power of the 

legislature to regulate the business of corporations and 

that of individuals is vastly different, based upon the 

feat that individuals under Article 4, Section 2, of the 

Federal Constitution, are "citizens" of the Stat·e "entitled 
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states," while oorporations are not. 

Judge Dayton said further: ''It is now substantially 

admitted that if its (the @ots) intent is to prevent a citi-

zen from selling his own notes or other obligations, or 

bonds, securities, etc., which he may have acquired in the 

oourse of business without a certificate from the Auditor 

of sol venoy and 'sound business ca pa city' , it is clearly 

subversive of. the inalienable right. he has to acquire and 

sell property, and its validity cannot be asserted." 

~he majority called attention to the fact that 

the purpose of the suit was to enjoin the state officials 

from prosecuting individuals for an alleged violation of 

the act consisting of their effort to sell stock acquired 

by them in the due course of business and owned by them as 

individual citizens. The majority accordingly held that 

the act both in terms, and by the interpretation given it 

by the state officials charged with its execution, included 

individuals. 

~he second proposition or premise of the majority 

opinion was that the stocks," bonds, and other securities 

affected by the act were subjects of interstate commerce. 

The. greater part of the opinion consisted of the discussion 

of these two proposition~· The conclusion of the majority 

is tb.us ststad in the final paragraph: "It follows that 

we must reject the contention that this act can be inter-
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the contrary. we are driven to the conclusion that it dis-

tinctly seeks to abridge and deny the rights of citizens of 

the United States to buy and sell property in the state, tnus 

depriving them of their property without the due process of 

law; that it denies them the equal protection of the laws, 

and ·th6t it imposes a restraint and burden on interste com-

merce contrary to the provisions. of the Constitution of th.a 

United States. We do not deem it necessary to extend fur-

ther discussion in support of this conclusion. Tne opinions 

of the I 0 wa and the Michigan cases are so clear, sound and 

convincing as to not only command our admiration, but lead 

us to the conclusion that nothing more complete and effective 

. can be added to them." 

~he fourth objectionto the act urged by the plain-

tiffs, that it delegates to the Auditor, legislative and 

judicial powers, as well as executive power, was not passed· 

upon or discussed. 

Judge Woods took issue wit 11 the majority both in · 

his premises and conclusion. He .says: "In the first place, 

it seems quite o 1 ear that t he statute is , 1 imi t e d in its 

application to aorporations and ·to individuals acting in 

concert by organization,- that is, by malting a whole of inteP. 

dependent parts, and was not intended to apply to a single 

individual conducting his own business." Referring to the 

language of Section 1, defining investment oom.panies as those 

which sell or ne:got.iate for the sale of any stocks, bonds~ 
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debentures, or other securities, he says: nit is vital.to 

consider thet this language cannot be construed to fetter 

a corporation or partnership or other association of indi-

viduals engaged in other business by forbidding it to sell 

a security acquired in the regular course of such other busi-

ness; on the contrary, by its meaning appearing from the con-

text it limits the organ.ization or combinations to which it 
applies to those which sell or negotiate securities as to 

the whole of a constituent part of their business either as 

a temporary measure or as a permanent enterprise•" 

The conclusion of ;udga Wood's on this point was 

that the statµte did not put any undue restraint on personal 

liberty; and that the oase on this point came within the 

scope- of the police power of the state. Regarding inter-

ference with interstate commerae he held that the statute 

only indirectly affected interstate connneroe in the correc-

tion of an evil upon which.Congress had not legislated; and 

that the statute did not put any undue restraint on personal 

liberty. Answering the contention that it denied the plain-

tiffs equal "protection of the laws, Judge Woods said.that 

they had no ground for oomplaint, that though the statutes 

exeompted banks and certain other companies, the olassifi-

oation was not arbitrary, and was within the power of the 

legislature. In view of the decision in the case of Mfgs. 

Light & Heat Co., et al., v. ~ublic Service Commission of 

West-Virginia, by the same aourt, he maintained that it was 

unnecessary to discuss the aontention that the statute con-
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oonferred legislative and judic~al power on the Auditor• 

The oonolusion of Judge Woods, therefore, was that 
the act should be held constitutional, and the injunction 
refused. ~he dissenting opinion oonoluded with this state-
ment i "If the plaintiffs do not fall within the terms of the 
statute the fact may be proved in their defense to the in-
dictment, but it is not available in an action to enjoin the 

. ( ) 
enforcement of the statute as a nullity." 1 ':Che vi tall. 
point ruled and deoided by the dissenting opinion was that 
the act did not apply to the sales of their stock made by 

the individual, plaintiffs, for which they were indioted1 

The South Dakota "Blue Sky" Law (1915) Declared Unconstituticn9l. 

Federal Judges Sanborn qf Minnesota, Jiunger of 
Nebraska and.Elliott of South Dakota on November 18,1916 

heard arguments on a oase involving the constitutionality 
of the Blue Sky law of South Dakota and on the following 
day filed an opinion holding that 1 t was unoonsti tutional.. .. 
The validity of the South Dakota law was contested by the 
Sioux Falla::~ Stock Yards Company, William lviorley & Harry Mo~-
lay in a suft filed against the State Seaurities Commission. 

·i~~· 
~he dec.isi1:~ of the lhstriat aourt of the United States, for 

:·· 

the Districft of South Dakota, Southern Division was as 

---o--~ 
(1) Bracey~vs. Darst, 218 Fed. 482. 

. J 
. t 
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follows; "On this 18th day of· ~fovember 1915, the case above 

iii, 

entitled came on for hearing upon the order to ;show oausa 

why an interlmcutory injunction herein should not issue •••• 

And now, after consideration of the pleadings and the argu-

ments, because in the opinion of the court Chapter 275 0£ 

the Session laws of the State of South Dakota for the year 

1915, is violative of the constitution of the United States 

and this opinion is confirmed by the decisions in Alabama 

and New Orleans Transportation Company vs. Doyle, 210 Fed. 

173, Wm. R. Compton Company vs. Allen et al, 216 Fed. 573, 

and Bracey vs. Darst, 218 Fed, 482. It is hereby ordered, 

that the defendants ••• are hereby enjoined from. instituting 

and prosecuting any actions,. oivil or criminal, against the 

complainants under the aforesaid act of the Legislature 

of the State of South Dakota, for the alleged violations 

thereof, and from taking sny proceedings for the enforcemert 

of said vat, against the complainants, except such pro-

ceedings as may be deemed proper by them in the criminal 

actions already pending against the complainants •••• And 

this injunction shall continue until the finsl decision 
(1) 

of this case or the further order of the court." It is 

expected the~) the state will appeal the case to the United 
I 

" 
States Supre~e Court. 

:! 

----o---.. r.B.A. Bulletin, Vol. IV, No. 4, Nov I 30,1916 pp 49-50 



~he Ohio "Blue S1ty" Law ( 1915) Deolared Unoonsti tutional. 

Ohio was the fifth state in which a "blue-

sky" law was declared unconstitutional by the courts. In 

November, 1915, suits of the Geiger-~ones Company, Canton, 

Ohio, investment brokers, and Don o. Coultrap, Pennsylvania 

agent of the Geiger-~ones Company, to restrain Attorney-

General E. c. ~urner and Superintendent of ~anks Henry ~. 

Hall from proceedings looking to· revocation o:f t ha Geiger-

Jones Company's license under the so-called tlblua-sky" aot, 

were filed in the United States D1striot Court, Columbus, 

Ohio. During the following month, another suit seeking 

injunctions, was brought before the District court by 

William R. Rose and the Richard Auto Manufacturing Company. 

These cases were heard by the.Federal District Judges, and 

on February 10, 1916, they announced their decision hold-

ing the Ohio Hblue-sky" law invalid. 

In each of the three above named oases the con-

stitutionality of the Ohio "blue-sky" law was assailed by 

the complainants, and the Co·urt petitioned to grant a 

temporary injunction restraining the state officials from 

attempting to enforce the provisions of the a ct against 

th~ complainants. The chief grounds cited by the oom~ 

plainants in support of their contention that the law is 

unconstitutional were: 

(1) That it is violative of the commerce clause ~ 



the Federal C0nstitution. 

(2) That it is constitutionally obnoxious in that 
it denies complainants of property without due process of 
law and the equsl protection of laws. 

(3) That it delegates~legislative' and judioial 
power to an executive officer, in violation of the Oon-
stitution of the· State of Ohio. 

( 4) That it is a law of general naute1r-e. but does 
not operate uniformly throughout the state, as required.by 
Section 26, Article 2 of the State Constitution. 

The Court held th.at the "blue-skyn law of Ohio 

was unconstitutional on three grounds: (1) ~hat it violates 

the commerce clause of the constitution, (2) That it vio-

lates the due process clause of the constitution, in that 

it interfere with the right of contract·, ( 3) That it vio-

lates the provisions of the constitfttion which guarantee 

the equal protection of the law. 

The Court also inferentially decides in favor of 

the Geiger-Jones Company and the other complainants in 

the contentions that the law makes improper classification 

of parties in violation of the constitution, and that it 

confers judicial power. ~his lstter contention is not 

absolutely decided and is toiuched upon only .. casually. 

~he text of the opinion, as written by United 

States District Judge Slater, follows in part; 

n~he constitutionality of the so-called nblue-
sky11 law of Ohio is assailed in each of the sboye-mentioned 
cases, \Vhioh, for convenience, are aonsidered together• 

11Ststutas of a kindred character have in learned 
opinions bean declared invalid by Federal Courts sitting 
in Michigan, Iowa, West Virginia, and South :Da_kota ••••• 
Although a consideration of the act will involve reitarstion 
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of principles already ably and convincingly stated, it 
is thought advisable to review it in part, at least ••• 

11 The act prohibits,. under severe penalities, 
the disposition of all securities subject to its pro-
vis:bns, without discrimination as to and regardless of 
their value, unless authority so to do is ~irst obtained 
from the Superintendent of Banks ( termed the Commissione-) 

nThe inclusive character of the sot extends not 
only to 'securities' coming within its provisions, but also 
to the persons subject to its exactions, prohibitions and 
penalties, as is evidenced by its definition of the terms 
'dealer• and 'company', the former embracing' any person 
or company' and the letter ' any co·rporation, co-partner-
ship or association, incorporated or unicorporated, whenever 
and whereve~ organized. ' n 

The Court then holds that the statute must be 

upheld unless clearly unconstitutional, but if it be so, 

then it is unimportant how wise, necessary or beneficient 

it may be; that it must all be declared void; that a stock 

certifies te is possessed of inherent value; that a state 

law which directly burdens interstate commerce cannot stand, 

and thatstocks and bonds are articles of interstate commerae. 

The Court then enters upon a discussion of the 

law in comparison with other "blue-sky" laws. 

"The draughtsman of the Ohio act here in question, 
unwittinglyt no doubt, but, with strange fatality, incor-
porated into it substantially all of the vices of the stat-
utes considered in the abova .named asses, and added others 
equally, if not more, obnoxious. The burdens whioh it im-
poses on interstate commerce are so diraat, positive and 
substantial as to ••• vitiate the entire act for the reason 
that its constitutionally offensive features are so dis-
tributed through its various parts as to be inseparable ••• 
In the present act the prohibition from the transaction of 
business must extend for a week, and possibly 20 or 30 days, 
or more; it therefore offends against the constitution quite 
as much as the first of the Michigan sets. 

"The act must be further tested by its affect upon 
the oitizen&s right to pursue a lawful calling·~ Thenaturel 



right to life, liberty and the pursuit of happiness is not 
an absolute right. It must yield whenever the oonoesaion 
is demanded by the publio welfare, health or prosperity. 
But, however viewed, the act· transcends the legitimate ex-
ercise of the police power and violates the due process 
clause of the constitution •••• 

"If an issuer or owner of or dealers in securities 
issued in good faith and based on value fairly oommensurata 
with their face or selling value is deprived of the right 
of disposal he is deprived not only of his property, within 
the me~~ing of the constitution by taking from hi~ one of 
the incidents of ownership,.but also of his liberty. 

"Legitimate commercial transactions, such as the 
disposa1 of securities of the kind above mentioned, cannot 
be regulated by legislative enactment. The act in question 
seeks to regulate private transactions, but the person, 
natural or artificial, that sells securities based upon 
reasonable value, is entitled to the protection of the same 
safeguards as the man who sells clothing, dry goods, groc-
er:Ee or~hardware, or engages in any other private business 
that. is not affected by a public interest. 

"The uncontrolled discretion, end even the whim 
and caprices ( if he gives them play) of the Commissioner 
or of his assistant ( subject to the Commissioner's Super-
vision) may not only halt, but injure and perhaps destroy 
a worthy business enterprise and cast a aloud on the name 
of the applicant or licensee, and when such applicant or 
licensee seeks redress in the Courts he must assume the 
burden of disproving the findings made against him, however, 
groundless they may be. 

"In given respects the above named law is more 
severe than that of any of the states whose. 'blue-sky' laws 
have been held l.llloonsti tutional." 

The law was held to extend arbitrary powers and 

fails to give equal protection to persons brought under the 

influences of the statute. This was illustrated in the 

following manner: "If more than 50 per oent of the bonds of 
a given issue by a corporation are included in a sale to one 

purchas~r, such issue is not embraced within the act. The 



residue, of the bonds, whether worthless or of value; may 

be sold without the supervision whiah the law provides. 

Another corporation of similar or precisely the same 

character, having no single purchaser for a majority of its 

bonds, is subjected to the onerous provisions of the law, 

wlthough its seauritiee may be of the highest financial 

character. n 

It was maintained by the Court that the a9t goes 

too far and imposes undue burdens upon corporations. ~he 

opinion stated: "Again, the power to supervise and regulate 

the business here involved was never before and cannot now 

.be understood to signify authority so to burden the business 

of domestic corporations as 4~ practical effect to destroy 

it, regardless of its actual character and merit. We are 
r 

not to be understood by anything;.'ssid in this opinion to 

intimate that it is not within the power of the stste Legis-

lature reasonably to regulate the business of corporations 

of its own creation or that of foreign corporations and joint 

stock companies which are operating within the borders of 

the state, such power of regulation being more extensive 

as to sue h artificial anti ties than as to individuals, cor-

partnerships and voluntary associations• We do mean, how-

ever, to say, as we have already in effect stated, that the 

things attempted to be done by the pres·e-nt statute cannot· 

be sanctioned under the·guise o~ 'supervisory and regulatory' 

measures in respect of the business of issuing.and selling 

stocks and securities, whether of domestic or foreign cor-
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porations. 

"Other features of the act and other po'ints 

argued have been considered.; the treatment of the one and 

the discussion 0£ the other would prolong this lengthy 
are ~l) 

opinion and not necessary." 

The Kansas nBlue Sk:y11 Law (1913} Upheld. 

There have been three district court decisions 

in Kansas sustaining the "Blue Sky" law ( 1913}, but no 

authoritative clecfsion from a court of last resort. One 

Don A. Moun D~y broug_ht suit in 1914, against the Bank 

Commissioner, :Mr. Dolley, and the Attorne;,r-general, Mr. 

Dawson, in ~he Shawnee county district court, to enjoin 

them .. from meddling with his business by the enforcement of 

the "Blue Slt:yn law. He was engaged in a land selling 

project in Uew Mexico. The district court refused an in-

junction, and he did not appeal. About the same time, Mr. 

Dawson brought suit in the name of the state of Kansas 

against Don A. Moun Day and L. B. w. Moun Day, and. two 

oorporstions, one organized under the laws of Okla home, 

the other under the laws of Mew Mexico, t.o oust them from 

doing business in Kansas. The corporate names ware origin-

ally the same -- The American Sugar Manufacturing and Re-

fining Company. The name of the New Mexico Corporation has 

been changed to The Consolidated Sugar Company. The plain------0---
(l)Geiger~Jones Company, Don D. Coultrap, & William R. Rose 
and the ·Richard Auto Mfg. Co., vs. Edward c. Turner, Henry 
T. Hall, et al. 



tiff, Mr• Dawson, alleged in substance that neither cor-

poration had authority to do business in Xansas, but that 

through the Moun Days each had operated here, receiving 

payment from B'large number of persons on purported sales 
; 

of real estate and rights connected therewith, for which 

no substantial equivalent was returned. He asked that the 

defendants be ousted from the exercise of corporate fun-

ctions, and that a receiver be appointed to take charge of 

the business and its proceeds. The Supreme court held that 

in the original jurisdiction a quo ~arranto suit was not 

well adapted to the investigation of questions of fraud 
I 

and the adjustment of the rights of the contributors to 

Mr. Moun Day's land selling projects, and suggested that the 

case be taken to a court of general jurisdiction. Acting 

on their suggestion, Attorney-General Dawson filed a sim-

ilar suit in the district court of Shawnee county, and then 

dismissed the case in the Supreme court. The State prevailed 
( l) 

in the district court, and a receiver was appointed. Mr. 

Dawson also caused the arrest· and prosecution of one of Moun 

Day's.agents in the district oourt of Atchinson County, and 

that court upheld the statute. 

We are now in a position to state the decision 

rendered by the District Court of Shawnee County, Kansas, in 
' o---

( l) ~he Supreme court os;e is reported under the title of the 
State, ex.rel, v. Moun Day et al, 90 Kansas 449. Sea also, 
the Attorney-Geneaal's Report, Sept. 1,1914. 
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upholding the Kansas 11Blue Sky" law of 1913. The con-

stitutionality of the statute was attacked on the following 

grounds by the ettornies~for the American Sugar Manufactur-

ing and Refining Company: 

(1) Tnat the law authorized the taking of private 

property for public use without just compensation. 

( 2) That the law deprived the plaintiff, a citizen 

of the United States, and all others similarly situated 

or interested, of hie property without due process of law, 

and denied him the equal protection of the law. 

(3) That it conferred judicial power upon an ad-

ministrative officer. 

(4) That it violated the provisions of the con-

stitution that "the citizens of eaab. state ~shall be en-

titled to all the privileges and immunities of the citizens 

of the several states," 

( 5) That the bill contained more than one subject 

and.was not clearly expressed in the title. 

(6) That it violated the bill of rights by im-

posing cruel and unusual punishment. 

(7) That it violated the state constitution which 

provides that all the laws of a general nature shall have 

uniform operation throughout the state. 

The deoision in this case was rendered by Judge 

Geo. H. Whitoomb and Judge A. w. Dana, of the first and 

seoond divisions of the District Court of Sha~ee County. 



The "Blue Sky" law was upheld in every particular. 

Judge Whitcomb, delivering the opinion of the 

Court, said in part: 

"Regarding the exeraise of police power, the right 
of the state in that respect is the right to exercise the 
functions of Government, provided it is not limited as 
stated in some of the state authorities citied. · 

"As I read it, the principal purpose of the law 
is to regulate and supervise the dealing in securities by 
investment companies. I think it is very clear that the 
state has the power to regulate matters of that kind to 
protect its citizens against imposition and to place the 
matter of the administration of the law in the hands of 
some officer to be designated-- in this state, the Bank 
Commissioner and Charter Board. 

"It is well known to everyone th.at in some oases 
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 attention by agents and brokers, perhaps 
in good faith, and a very large per cent of the investments 
that have been made in that way in some oases at least, have 
been very unfortunate. I might refer to mining investments 
in which the peraentage of return, omitting all consideration 
of interest and dividends and limiting it to the return of 
a portion of the principal, has been very small indeed• With 
a good many investments of that character, people have felt 
well satisfied if they received anything in return ulti-
mately on the principal. 

"During the last few years, another class of in-
vestments-- and this term is principally used in this aon-
nection-- has been the land contracts-- investments in land 
purchased on time. ~here has been a large amount of this 
sort of business done in this state to the knowledge of 
everyone. It is not to be thought that the people who have 
been engaged in that business have sll been dishonest or 
anything of that sort. No doubt a pretty large percentage 
of them have acted in good faith, but the nature of the in-
vestment was a very wioertain one. 

11 Thie leaves one other matter, and that is the 
question of the title. T·ha courts· have held frequently 
that it is a discretionary matter of the legislature as to 
the partiaular form of the title. A title isn~t necessarily 
bad because it is broader thsn the body of the Aot, provided 



1'04 
the Act contains but one subject and that is expressed in 
the title. So in examining this title, we shall have to 
adopt the rule that has been established, and that is, it 
will have to be given liberal construction. This objection 
that is made to the title is referred to by the Supreme court 
I think by Justice Johnston-- as ¥the frequently used and 
well-worn objection, ' It has, of course, been often made, 
but apparently in recent years without every much success." 

In discussing whet her the word "Company" as used 

in the law could be applied to single individuals, ·Judge 

Whitcomb said; "Individuals may be included within the 

meaning o~ the term. If this were a statute placing a tax 

upo~ a telephone company, could it reasonably be said that 

it wouldn't include individual~ operating such public 

utilities? The word "Company", as used in the smatute 

under consideration, includes individuals as well as aor-
( 1) 

porations. 11 

The Flordda "Blue Sky" Law Up held. 

In a case decided July 8,1914, the Supreme Court 

of Florida held the Florida "B1ue Sky" law constitutional 

and valid. The Florida law applies only to corporations 

and contains the ·provision"that nothing in this act shall 

extend to any seller of stock, bond, or other security who 

has purchased the same in good .faith for value, and Y1ho is 

... --0-...... 
(1) Moodys Magazine, Vol. 16, p.120. 



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

at the time of such sale." The Court held i-n this act 

"contemplates en adequate hearing, and does not deprive a 

local corporation of its property ~ights without due process 

of law, nor does it arbitrarily discriminste against a local 

corporation so as to deny to it the equal protection of the 
(1) 

law, n 

The .Arkansas nBlU.e S1cy" Law Upheld. 

In the case of The Standard Home Oompsny vs. 

John M. Davis, Bank Commissioner of Arkansas, the plaintiff 

sought to enjoin the enforcement of whet is known as the 

"Blue SJ.r.r" law of the State of .Arkansas, enacted by the 

General Assembly of 1913, upon the ground of· its unconsti-

tutionality. ~he plaintiff was an inves.tment company, or-

ganized under the laws of the State of Delaware, and was 

engaged in the business of writing and selling investment 

home pure hBsing contra eta and in lending money on real as-

ta te collateral in the State of Arkansas and other States 

of the Union. ~he constitutionality of the law was attacked 

on numerous grounds. A brief statement of the arguments of 

the plaintiff, with the holding of the court on each point 

follows. 

(~) ~he law was first attaaked on the ground that 

---o------
( 1) Ex pa rte Taylor, 66 S29 2. 



it was in violation of the Fourteenth Amendment of the 

Constitution of the United States, because it denied 

complainant the equal protection of the law (a} in that 

the act was applicable to state banks and trust companies, 

but not to national banks; (b} :that it applied to stocks, 

bonds, and other securities, but was not applicable to the 

bonds of the United States, nor to any municipal bonds of 

the State of .Arkansas, etc. ~he court held that 11 the fact 

that national banks are excluded from the provisions of the 

act does not affect its validity for two reasons: (1) Nation-

al banks being creatures of the national government, are not 

subject to control or regulations concerning the management 

of their business by the States. (2) ~he fact that some 

reasonable exeepti'ons are made does not make the act un-

constitutional. ••• The same rule applies to: the objection 

that while the act applies to stocks, bonds, and other se-

curities, it is not applicable to the bonds of the United 

Stat es, nor to municipal bonds of -the Sta ta of Arkansa_s. 

(2) The act was attacked as being in violation of Section 

8, of Article 1, of the Oonstitutmmn of the United States, 

because it impesed a burden upon interstate commerce. The 

court pointed out that the plaintiff was not engaged in 

commerce as it offered nothing for sale, but was purely .an 

investment company, and that loans of money made to inves-

tors. for the purpose of enabling them to acquire homes was 

not commerce within the meaning of the commerce oleuse of 



the Constitution. 

( 3) That the act was 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 guaranteed by 

the Constitution. ~he information required to be filed with 

the 13ank Commissioner was asserted to be "unreasonable". The 

court i:ri ansv·1er to t hie said: "The oourt is unable to find 

anything in the questions which applicants for permission to 

do business in the State are required to answer which are 

inquisitorial to the extent of making them so unreasonable 

that the courts should set aside a statute solemnly enacted 

by the legislatll:ve department of the State.'' lrreedom of 

contract was held to be "not an absolute, but a qualified 

right, free from arbitrary restraint, but subjectto reason~ 

abl·e regulations." TJ1e 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 stoclts and bonds of the aorporation, was held to 

be a "proper and wholesome" regulation. 

(4) Complaint was made of the law iacause it placed 

restrictions on the plaintiff's right to do business in the 

State which were not placed upon domestic oorporstions, and 

was said by the plaintiff to be in violation of Section 11, 

of Article llI, of the Constitution of the State of Arkansas. 

The oourt quoted. Section 6, of the same Article, which pro-
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vides that: "~he General Assembly shall have the power to 

alter, revoke, or annul any charter or incorporation now 

existing and revocable at the ~dotption of this consti-

tution, or th.at may h.ereafter be created, whenever in their 

opinion it may be injurious to th.a citizens of this State, 

in such manner, h.owever, th.et no injustice sh.all be done to 

the corpor~~ora." The court then said that "when a cor-

pors tion accepts a charter in a State whose constitution 

or general statutes contain such a provision, that provis-

ion becomes as much a pert of the charter as if it were in-

corporated in it, and therefore, authorizes the State to make 

any changes it sees proper, provided they do not amount to 

a confiscation of property or an impairment of the obliga-· 

tions of contracts. n 

(5} The law was also attacked on the ground that 

the powers and duties conferred upon the Bank Commissioner 

amounted to a delegation ·of legislative power to him. To 

this the court replied as follows: "that there is nothing 

in the Constitution of the United States which prohibits 

a State from conferring upon a commission suoh powers as 

are conferred by this act, has been frequently decided by 

the Supreme Court of the United States." It was meint&ined· 

that the claim of the plaintiff that the Bank Commissioner 

was ves1B:l with arbitrary power could not be sustained, for 

Section 6 of the act provided that "whenever a right of any 

investment company to do business in t i1is State is refused or 



revoked, as set out in this section, said company may, with-

in twenty days after notifiastion, institute a suit in the 

chancery court of any county ,in the State where its prin-

cipal offiae is maintained or its principal agent resides, 

asking that said refusal or revocation be annulled ••• ~ If 

it be determined that the refusal or revocation was wrong-

ful the company shall be reinstated, and the costs shall 

be paid in the same manner and out of the same fund as.the 

cost of maintaining the department." ~here was therefore, 

ample provision for preventing the Bank Commissioner from 

acting a~bitrarily. or .unlawfully. 

(6) ~he plaintiffs mainteined that the act was 

violative of Section 9, Article 2t of the Constitution of 

the State-of Arkansas, because it subjected violators of 

the provisions of the act to excessive fines and cruel and 

unusual punishment. 'J:he court maintained that "the punish-

ment impose-d by th.a act is not so excessive as to warrant 

a con.rt in deciding it cruel, or even unusual." 

Judge n. J. Trieher summed UQ his position in the 

following words: "The States alone csn provide fo,r the pre-

vention and punishment of all who aomrnit frauds, although the 

mails are not used for their accomplishment, and enact laws 

to prevent the commission of these arimes. Legislation to 

prevent crime is of greater benefit to society than the 

punishment of the offender after the crime has ·been aom-



mi tad and i11nocent persons have been made to' suffer. Stat-

utes enacted for such purposes ought not to be declared in-

valid by the courts upon slight grounds, even if cases can 
( 1) 

be imagined where they may work an injustice." 

C.Summary Statement. 

From the preceding analysis of the court decis-

ions pertaining to "blue-sky" legislation, it is evident 

that there is a great difference of opinion in regard to the 

constitutionality of auoh measures. It seems impossible to 

harmonize the several opinions. Five United States Dis~ 

trict Courts-- in Michigan, Iowa, West V1rginia, South Da-

kota, and Ohio-- have declared "blue-wky" laws unconsti-

tutional while quite similar laws have been sustained by 

three other courts. ~he ·acts have been attacked mainly 

on the ground· thet they are violative of the fourteenth 

amendment to the Constitution of the United States. In 

every instsnc.e in which an unfavorable decision has been 

rendered by the courts, "blue-sky" l~ws have been condemned 

on the ground tra;t they deprive individuals of property 

without due process of law, and that they deny the freedom 

of oontraot guaranteed by the Federal Constitution • 
.. -... o---

( l) In the United States D1striot Court for the Western 
Division of the Eastern D1striat of Arkansas. Filed October 
15 1 1914. ~he Standard Home Company vs. John M. Davis, Bank 
Commissioner of the State of Arkansas, et al. No. 1819. 
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Moreover, it has been the unanimous opinion of courts 

rendering adverse decisions that such laws are a direct 

interference with interstate commerce and hence _violate the 

commerce clause of the Constitution of the United Ststes. 

Again, in three states-- Iowa, West Virginia, and South 

Dakota-- the courts held that these laws violated the pro-

visions of the Oonsti tution that "the citizens of each state 

shall be entitled to all the privileges and immunities of 

the oi tizens of the several states." The courts in these 

cases also condemned the laws on the graund that they con-

ferred leg:iSJ..stive and judicial powers upon the administra-

tive officers. The Michigan and Ohio courts held that 

such measures were too sweeping and drastic in their 

effe~ts. It is mainly for these reasons that the "blue-

sky" laws of five states have been held unconstitutional. 

On the other.hand, a United States District Court in Arkan-

sas, and the State Courts of Florida and Kansas have de-

clared that the 11 blue-skyn laws of these states dour not 

violate these or any other provisions of the Federal or 

State constitutions. No such law, as stated before, has as 

yet been passed upon by the Supreme Court of the United 

States, but two states, South Dakota and Ohio, have appealed 

cases to this body, and within a few months a decision re-

lating to "blue-sky" legislation should be handed down by it. 



O.fia pt er IV. 

The Attitude of the American Investment Banlrers Association 

and othem Toward "Blue Skyn Legislation. 

l. The Attitude of the American Investment 

BANKERS ASSOCIATION • 

The American Investment Bankers Association is 

in sympathy with the aim of the so-called nblue-sky" laws 

and perhaps no group of men is more interested in seeing 

laws placed on the statute books of the several states for 

the purpose of eliminating fake promoters. The Association 

has, however, strenuously opposed the ad.option of such laws 

as have beenc·~acted in most of the states. In fact, not one 

of the "blue-sky" laws now in force is considered entirely 

satisfactory as means of adequately and justly regulating 

the sale of stocks, bonds, and other securities. The Asso-

ciation's position is very well stated in the Report of its 

Legislative Committee submitted October 28,1913 as follows: 

"The Committee is in sympathy with any fair end 
practical .statute which will prevent the distribution of 
wild-oat seourities and wnich will protect investors against 
fraud, but is opgosed to tne crude paternalistic measures 
adopted in many states. The Association has strongly pro-
tested against tne enactment of such laws, the enforcement 
of which it has considered, would practically destroy the 
legitimate business of responsible investment bankers ••••• 
Tnere is no doubt that much good nae been accomplished by 
some of the regulatory laws, but in this country we have 
the dangerous habit of going to extremes and if we proceed 
muon farther with our policy of restricting business and 
wit n. limiting the free employment of cepi tal our ~regress 
is surely going to slow up under the strain." (1) 

-·-.. Q----
(1) I.B.A. of A. Proceedings 1913- pp 53-56 •.. 



one of the purposes of the Association, as stated 

upon its organization in 1912, was "to protect against loss 

by crime or through irresponsible dealers in investment 

securities, and to surround the offerings of its members 
{ l) 

with greater safeguards." With this end in view, the 

Association early intended to co-operate with the public 

press and state and feder&l officials for the elimination 

of all questionable promotions by irresponsible p~rties. 

According to :Mr. Geo. B. Caldwell, the ?resident of the 

.Association, it "had hardly got into the harness to work 

out an effective policy, .before the country was deluged 

with literature advocating the so-called Kansas 11Blue-

Sky" laY1. n !Chis type of law was strenuously opposed by 

the investment bankers, for it was said to be so drastic 

in its terms that dealers in high grade securities were 

virtually prevented from doing business in this state. 

n1t makes no difference~' said Warren s. Hayden, tfhow care-

fully a blue-sky law is drawn, or how well informed the 

draughtsman may be with respect to the investment business 

and business in general, he is bound, if his work becomes 

enacted into a law, to place a limitation upon the business 

of the investment bankers •••• Our danger is not that we 

would be embarrassed by the operation of well conceived 

"blue-sky" legislation, but rather that the legislation may 

be brought forward by those who have no familiarity with the 

financial mechanism of the country, or with the investment 

business in particular, end that as a result of careless 
---0---

( l) I.B.A. of A. Proceedings for 1912. 



work, however well intended, we might find ourselves 
(1) 

obliged to modify our business.n It is mainly because 

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 states, and that the Xansss statute 

might serve as a model in the other states, Mr. Hayden, 

warned the .Association to bestir·! itself in time to influ-

ence the moulding of the laws in the other connnonwealths. 

In his address delivered before the Convention of the In-

vestment :Bankers in 1912, he goes on to say: ."We are much 

more likely to be effective by affirmative action than we 

are by negative action. It is always an awkward tb.ing to be 

on the defensive, trying to tear down what someone has 

painfully_built up, psrtiaularly if those building it up 

are working with good intentions •••.• We ought, it seems to 

me, to formulate our own ideas so that we can offer an 

affirmative program to those who are seeking to accomplish 

what really is an entirely praiseworthy objeot. So I hope 

that this association, through its legislative committee, 

will have, this whole subject carefully studied and cause to 

be drafted a typical 11 blue-sky" statute •••• '.~hen when, in 

any part of the country, projects of this kind are proposed 

it will be easily possible for those of our members who 

are residents of the looali ties .oonaerned, to bring forward 

--.. -0-:----
(l)Address of Warrens, Hayden in the Proceedings of I.B.A. 
of A. 1912, p 139. 



a program, which certainly will be gratefully received--

not necessarily followed-- but which cannot fail to have 
{ 1) 

a modifying effect, upon whatever is done." This rec-

ommendation was put in the form of a resolution and the 

· drafting of a "Model Bi 11" ~(:~.\by the l egisla ti ve committee ) 

soon followed. Tne general plan of t.he proposed act, pro-

vided for the registration of dealers, upon an investigation 

of their business oharaoter and repute and of the securities 

in which they dealt. 

The original Kansas type of "blue-sky" law and 

the "Model Bill" proposed by the Amerioan Investment Bankers 

.Association differ considerably in theory. ~h·e Kansas type 

declared that with exceptions suoh as government bonds and 

stocks of going utility oonoerna, all other securities sold 

within the state must be approved by the state authorities; 

that they should show a probable return upon the investment, 

and the decision of the commissioner was final. The'~Iodel 

Bill" on the other hand, recognizes that investments are 

risks taken by the individuals and proceeds upon the theory 

that no attempt should be made by the state to guarantee 

them or to pass upon the question of "reasonable profit or 

return". The business of regulation must be largely infor-

mational and a license, to do business ought not to be re-
/ ' quired. An appeal from the aotion of the commission to an 

---0---( 1) Proaeedings of I.B.A. of A. 1912, pp 139-148. 



116 
administrative board or to the oourts was also to be pro-

vided for. 

The '~odel Bill" itself has never been adopted 

in any state, but it has in some instanoes had an impor-

tant effect ~pon legislation in'oertain states, as for in-

stance, Maine,Louisians, and Georgia. Eeoause of this fact, 

it might be desirable to set forth the provisions of this 

nl\1odel Bill n in oondensed form. The main features of t ha 

bill have been sum..'Y!larized as follows:-

"l. Provision that all banking houses or insti-
tutions dealing in seaurities shall file with the Superin-
tendent of B.anks the names and addresses of all partners 
or offioers. 

2. A statement from two offioers of savings-banks 
national ·banks, state banks, or trust companies testifying 
to the good repute of the banker• 

3. Designation, by a non-resident house, of some 
attorney within the state for legal seryioe. 

4. Authority by the superintendent of banks to 
require, if need be, a statement from bankers dasoribing 
in detail the character of any seoutity offered. 

5. Authority of superintendent of banks ~ subject 
to review of the courts) to order a banker not to sell or 
offer any questionable security. 

6. Exempting State and public securities, com-
mercial paper, running not more than nine months, and stocks 
and bonds issued by certain established corporations." (1) 

The Investment Bankers Association in 1914, pre-

pared a,, proposed new form of "blue-sky" act, and succeeded 

in obtaining the co-operation of the National Association 

of State Bank Supervisors. At the National Convention of . . ---0---
( l) Hew York Evening Post. lfotel- Full text of I.B.A. "Model 
Bill", in :Moodys Magazine, Vol. 15, pp 224-226. · 



the National Association of State Bank Supervisors held 

at ~tlantic City, on July 7,1914, :Mr. Robert R. Reed, of 

counsel for the Investment Bankers Association, was invited 

to discuss "blue-sky" legislation, of whioh Eugene Lamb 

Richards of l'rew York was designated as Chairman. Several 

suggestions were made by him for amending the Investment 

Bankers Bill. The proposed law, as prepared by the counsel 

of the Investment Bankers .Association, with the additions 

suggested by Mr. Richards, has now been given the endorse-

ment of both assooistions• This proposed Act is intended 

to bear hesvily on so-called "get-rich-quick" oonoerma. 

It is based, primarily, on a penal prohibition against 

frsud and misrepresentation. It requires the filing with 

a State official of detailed information as to all specu-

lative offerings. Among its variou~ provisions, it re-

quires notification to be given to this official of all 

offerings, and gives him power to subject any offering to 

the provisions of the lsw relative to speoulative securi-

ties. .All seouri ties sold to yield over 10~~ per annum, .or 

with the representation that they will double in value, are 

declared to be speculative, and are subjected absolutely 

to the requirements of the Aot. No power is vested in the 

state official to pr hi bit the sale of any securi ty·9 but if 

he finds that the promotion involves a violation of the law 

he is required to notify 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 advise the district attorney of 

any further steps taken by him in the promotion of the 
( 1) 

security. 

~he American Investment Bankers Association has 

been very active in contesting the constitutionality of some 

of the "blue-skyn laws. The Annual Report of the Counsel 

for 1913 states t~t lfollowing the enactment of the "blue-

sky" laws in the several states, our opinions were requested 

upon the constitutionality of the laws adopted in.Iowa and 

Michigan. ~h.is involved, of course, the examination of the 

decision of the United States Supreme Court, the Federal 

Courts and the courts of the various states on fimilar legis-

lation. It also involved the difficult task of construing 

the two acts in question. The opinion rendered in each case 

was to the effect that the law in question was unconsti-
( 2) 

tutional." 

The Association spared no expense in employing 

legal talent to contest the constitutionality of the laws 
( 3) 

in the two states named • 
........ Q ... - ... 

(1) Full provisions of this proposed Model Blue Sky law 
found in Appendix III. 
(2) Proceedings of r.B.A. of A. 1913 pp.164-167. 
(3) The disbursements in oonnection with the litigation for 
the yesr ending August 31,1914, totaled $22,429.41. The 
larger part of this expenditure went to the local counsel 
retained for the suits before the Federal and State Courts in 
Michigan and Iowa. Speaking of the results accomplished, the 
report of the oonnnittee on legislation says: "The cost of 
contesting the Michigan and Iowa laws was heavy, but the net 
result has been that investment bankers, without running much 
rislt of being .-~ined or imprisoned, are able to carry on their 
business in all the various ststes which, with e rather reck-
less disregard of vested rights, passed 11blue-skyn laws more 
or less closely modeled on the original Kansas Act." I.B.A. cf 
A. proceedings 1914 pp 66-67. 
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As a result of their activity the enforcement of these laws 

were enjoined and the opinions of the courts~ustained the 

position of the American Investment Bankers Association on 

pra·otioally every question involved. 

~he question of the consti tutio~sli ty of "blue-

sky" laws is discussed in an opinion of the general counsel 

on the rights of dealers to transact business in "blue-sky" 

states by mail and telephone. With regard to the consti-

tutionality of these statutes as affecting interstate trans-

actions, the opinion states: "The controlling question how-

ever, on this subject, is as to the constitutionality of 

these statutes as affecting imterstate transactions, whether 

such transactions be effected in the manner stated. or by 

agents sent into the state to effect sales. No act of inter-

state commerce otherwise lawful, and no interstate traffic in 

lawful articles of commerce, can be prohibited by atste law. 

A decler, incorporated or private, cannot be subjected to 

restrictions as e condition of the right to sell. evey by 

agents." After quoting authorities the opinion concludes. 

"If these decisions are c.orrect, 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 transactions, whether affected by interstate offerings 
made by mail, telegram, or telephone, or by agents travel-
ing in the state. If these decisions are incorrect, and 
assuming that it should finally be held by the Federal 
Supereme Court that stocks, bonds or other securities are 
not articles of interstate commerce; dealings by mail would 
not seem to be on a different footing from other trens-
aotinns, interstate or intrastate ••• While none of these 
deoisions would apply conclusively to dealings in securi-
ties, we are inclined to the view that a statute regulating 
such dealings and im~osing reasonable restrictions, such as 



a notifioation to the state of all offerings made in the 
state, and imposing an inspection fee for this purpose, might 
be held to be constitutional. As.far as we have examined 
the particular statutes of different states, it is our im-
pression that none of them would oome 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" Aat, which 
simply requires notifioation to the state of offerings made 
in the state, and also provides for the registration of 
dealers having places of business in the state and of agents 
coming into the state, with a reasonable tax on such dealers 
and agents." ( 1) . 

.As was previously stated, the Ameria.sn Investment 

Bankers ~ssociation was very much opposed to the first Kan-

sas ":Blue-SkYn law, which it called "a orszy-quilt cure-all, 

impossible of operation. n ~1 he new Kansas law (1910} is 

attacked almost as severely by this same body. The Gen-

eral Counsel speaking of the :Kansas "Blue Sky" laws says: 

"In substance and legal principle ( the new Kansas 
law) is muoh the same, or worse, notably in the assumption 
of power to prohibit the ssle of securities of any enter-
prise whi:ch the Charter Board finds to be "against public 
policy". - Counsel then prooeeds to make the following oom-
ments on the·different sections of the Kansas nBlue Sky" 
law of 1915. 

"The thing of :first importance is the limitation 
of the act to speculative securities as defined in Section 
1. ~he application of this definition, and of each of its 
six parts, to a particular offering, must, under Sec~ion 2, 
be determined, in the first instance by the promoter. at his 
peril. Its final determination, possibly after a lo~s in 
the security, will be determined by a jury for the purposes 
of Seotion 12, imposing a fine and imprisonment upon the 
promoter. I would not take the risk of advising any dealer 
to assume that any security, not expressly exempted under 
Section 8, is not a speculative seourity under Section l. 
In other words, the only safe course for a lawyer to adviKe 

----0-.----
( l) I.B.A. Bulletin, Vol. 3, No. 12, ppl9-23. 
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is to comply with Sections 2 to 9, or cease doing business 
in the state. ?ractically the same advice would have to 
be given with respect to the possible exemption of a dealer 
under Section 13, at least in the absence of an authorita-
tive decision interpreting this Section quite liberally. 
It is too vaguely phrased, and the question of its,appli-
cat"ion to-the particular oaee oan only be determined by 
a jury, possibly after a loss on securities suffered by 
investors •••• rt is also to be noted that Section 13 would 
not protect a dealer selling on commission or under a join! 
account agreement except as to the securities owned in good 
faith by himself. Neither under Seotion l nor Section 13 
would the opinion of the bank commissioner or charter board 
in a particular case furnish any legal protection against 
Section 12. ~he result seems to be that for most practical 
purposes the act, if constitutional, applies to all new 
offerings, not excepted by ~action a. Section 2 speaks 
for itself and would, I take it, be considered reasonable 
if confined to speculative securities, oorrectly or plainly 
defined, and if the information was required to be filed for 
the purpose simply of _safeguarding the publio by an investi-
gation to disoover and proseoute fraud. Seotion_ 3, is, I 
think, unconstitutional, particularly as applied to incor-
porated dealers not having a place of business in the state. 
The first part of Section 4, presents the familiar feature 
of possibly prolonged and exp·enaive investigation at the 
expense of the promoter or dealer, and would, of course, be 
prohibitive in many cases. ~he placing of this expense of 
the dealer is, I am inclined to believe, unconstitutional. 
~he rest of ~action 4'seems to me quite clearly within the 
condemnation of the Michigan, Iowa and West Virginia federal 
trade decisions. It asserts a prohibitive power over the 
offering, based on the findings of the Charter Board. Even 
if confined to fraud, 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 sale 
of securities, the lawful property of tne dealer, because, 
for instance, a guarantor is declared 0 insolventn, in fail-
ing circumstances, or untrustworthy, "or the "plan o:f busi-
ness is declared "un:fair" or "inequitable" or not to nade-
quately secure investors" against dishonesty in those man-
aging the business, or the securities are declared issued 
or to be issued for Rroperty in excess of its value, or the 
enterprise is found against public policy", or a get-rich.-
quick scheme. ~he vague rhetorical character of these pro-
visions practically puts the whole business enterprise in 
the control of the executive. I think th.ere oan be no 
question bµt that, these provisions, which seem to be the 
key to the whole statute, are unconstitutional. In this 
connection, howevert I shouid say that a definite opinion 
relative to the constitutionality of the act has not been 
requested of us, and we are not rendering a final opinion 
apon it. Under Seation 5, the regulative powers of Section 
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4 are continued beyond the preliminary examination, so that 
the executive may at any time make an investigation and can-
cel the right to sell within the state. Section 6 is in-
tended to give a power of court review over the decisions 
of the Charter ~oard. The language used is most remarkable. 
The court is authorized to set aside the find:ings of the 
Charter Board on the ground that they are "unjust or un-
reasonable"• Having given to tb.e Charter Board powers more 
or less judicial, the act then gives to the court powers 
apparently administrative. t>ection 7, read in oonnection 
with Section 2, seams to be intended to have the effect of 
preventing the amendment of the constitution or by-laws of 
a foreign association or corporation whose securities are 
sold by a third person in the State of Kansas. This; of 
course, is completely unworkable. Section 9 is subject to 
the same oriticismt as it is based on the view that the 
sale of securities of a corporation in a state subjects the 
corporation itself to the regulative power of the state. 
Section 10 seems to be .. taken very largely from Section 4 
of the so-called Bank Supervisors' ~ill. It gives general 
power of investigation, and, read in connection with Sec-
tional and 2 and the latter part of Section 16, might have 
the effect of esteblis hing the essence of the Bank Super-
visors' Bill in Kansas, assuming that the other provisions 
of the new law should be declarea uunconatitutional." (l) 

A later report of the general counsel, has the 

following comment on eight of the new 11:Blue Sky" laws passed 

in 1915:-

nAll of these eight new laws; in Michigan, Ar-
kansas, South Dakota, Iowa, i!snsas, North Dakota, Oregon, 
and West Virginia, except the so called ~ttorney Generals' 
law, contain features adapted from our original pDoposal, 
but they all have other features dangerous to the invest-
ment business, and assert the general power of regulation 
and prohibition which is, we believe unconstitutional. ~hey 
all have provisions which might, if constitutional, prove 
very drastic in the event any securities sold without tech-
nical compliance with almost impossible conditions, should 
decleine in value, provisions which could be used for black-
mailing purposes and by local attorneyes to harass and pun-
ish the dealer who had sold such securities. ~his is also 
true of the blue sky laws still in operation in many other 
states." (2) 

---0---(1) I.B.A. ~ulletin, June 12,1915. 
{32) Report of the General Counsel, I.B.A. Vol. 13, No. l:J. 

pp 8-10 



A sufficient number of quotations from the Pro-

ceedings of the Ameriosn Investment Bankers Association 

have been given to indicate that the Association is in en-

tire sympathy with the motives whioh lie behind the enact-

ment of 11Blue Sky" laws, namely, the suppression of the 

irresponsible promoter and the dealer in spurious securi-

ties. Its opposition has been directed against the im-

practicable, oppressive statutes, the enforcement of which 

would, in its opinion, virtually prevent legitimate dealers 

from doing business. Mr. George B. Caldwell sums up the 

attitude o:f the Investment Banmers toward "Blue Sky" legis-

lation in these words: "We want e"tB:'yt hing that the public 

wants, that looks to sane progress. Investments cannot be 

made too safe for the investment banker. We want to sea 

a proper degree of supervision imposed on the creation of 

investment securities. We want safety and, if possible. 

uniformity in our state corporation laws. We want reason-

able, and if possible, uniform regulation of public utili-

ties. We favor reasonable supervision of "investment com-

panies" very strictly so called, that is, companies making 

a bt1siness of retaining the money of the public which they 

solicit :for investment or dealing in lend or securities 

pledged to secure bonds or notes representing the moneys 

received. We recognize that this is a. quasi-banking busi-

ness. In.our own business we want laws .to prevent fraud in 

the purchase or sale of securities, laws requiring regis-

tration of dealers, publicity of o1:feringst with full 



powers of investigstion and prosecution and effective 

penalties against even sn attempt to defraud. Against the 

get-riah-quick dealers, we want restrictions almost to the 
· point of pro hi bi tions upon the public offerings of securi-

ties promising extravagant returns. Such offerings should 

not only be investigated, but prohibited unless acoompanied 

by the fullest disclosure of facts, and possibly by a state-

ment. that they are offered as a speculative security, not 
(1) 

as a safe investment." 

2. Report of a Special Committee in Minnesota • 

.A special committee wa.s appointed in Minnesota 

in 1914, to investigate and report on legislation needed to 

provide_ further regulation of the organization and management 

of corporations and sale of securities. The members of this 
committee were Royal H. Stone, chairnan, E.D. Morgan, H. 

Oldenburg, J. E• Haycraft, and L. B. Byard. The committee 

gave full consideration to the Kansas "Blue Sky" law {1913) 

and after detailed criticism concluded that legislation of 
the Xanses type was not only unconstitutional, but generally 

unwise in plan, imprecticai in operation, and injurious in 

its results. ~he members of this committee heartily approved 

of a statement given in 1913 by the committee on Jurispru-

dence and Law Reform to· the effect that "We do not hesitate 

to declare the balieft' that many of these acts go to dan-

... --o-- ... 
{ 1) Geo. B. Caldwell in Moody's Magazine, Vol. 17, 

pp 263-264. 



gerous extreme of paternalism and furnish a msc hinery of 
oontrol which in bad hsnds might lead to arbitrary and 
oppressive action, only less objectionable than the abuses 
at whiob. the legislation is aimed. We are convinced that 
Statutes for the correction of these abuses should be 
framed on much more restricted and conservative lines than 
those which have hitherto been adopted," 

The Special Committee argues against the Kansas 
and Iilichigan "blue-sky" laws in the following ma~ner:-

"It must not be forgotten that 'oorporate, part-
nership, and individual securities and obligations to pay 
money are property, and the right to issue and sell or buy 
the same is liberty, within the due process clause of the 
federal oonsti tution'. Any unreasonable restraint of that 
liberty is an attempted exercise of the States Police Power, 
aside from being most undesirsble, would be held void. ~he 
vice of the present blue sky laws is that they infringe 
upon this liberty, and therefore, when ultimately tested 
in the courts, will probably share the fate of the Michigan 
law, which was held unconstitutional in the case above re-
ferred to• 

"These statutes are long and complex to a degree 
that makes their practical application difficult. The most 
serious objections, however, go to the method of their ad-
ministration •••• The·mere setting out of the administrative 
provisions contained in these "blue sky" laws is sufficient 
to indicate their effect. In the first place, the delay 
and difficulty with whl:ch the transaction of ordinary busi-
ness is involved, becomes serious. It is a general cri-
ticism of this kind of legislation that it has been so drawn 
as to contain numerous provisions, the remedial value of 
which is obtained at too great a cost to the convenience and 
freedom ·of business, and that a different system of regul-
ation might be established which would be equally effic-
acious in preventing fraud, and at the same time leave un-
trammelled the transaction of business in general. 

"Some bonding houses have on their list 200 issues 
of seaurities. A great many have fifty. Some have as many 
qs half a dozen new issues each day. Where there is any 
volwne if business, it is impossible to administer such a 
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law with any' degree of fairness. The expense and labor in-
volved make it prhobitive. ~a require the filing of vol-
uminous reports and documents whioh cannot be examined, 
is useless, and, to say the least, a great mistake. 

"There is also to be oonsidered the increased cost 
of doing business which these laws entail. Each report and 
eec h dooumant filed requires the payment of a fee, which, 
though nominal in amount, soon reaches a considerable figure 
for any concern whose business is of any considerable mag-
nitude. In addition to the fees, there is also the cost 
of preparing numerous reports and statements, the conduct 
of voluminous correspondence, etc( probably incident~l there-
to. It must also be remembered that the work of complying 
with the law of one state must be duplicated for every state 
having similar legislation, and ·the difficulty is further 
increased by lack of uniformity in the laws of the several 
states ••••• 

"Another unrea sons bl e pro vie ion gives axtr~·ordinary 
inquisitorial powers to individuals. ~hus, in the Kansas 
act (19t3) both the bank commissioner, and the individual 
buying securities of, or issued by, an investment oompany, 
are given full power to examine the account books of the 
company. ~his is no more startling than if a depositor in 
a bank had the same power of examination as the bank ex-
aminer. It is difficult to see what additional seourity 
is thus afforded, and the danger of unscrupulous use of 
this power by competition is great. 

"The theory of the legislation under discussion 
is that from the standpoint of state control no distinction 
should be made between banks, insuranoe companies and fi-
duciary corporations on the one hand, and business in gen-
eral on the other. In the opinion of those who support this 
form of legislation it is imperative that all forms of 
commercial enterprise should be subjeot to public regulation. 
Scrutiny of any of these st~tutes shows how comprehensive 
is the control exercised. By giving power to an official 
to determine what securities shall be sold, or shall not be 
sold, the state has undertaken the control of commercial 
credit •••• In the final analysis, therefore, this legis-
lation is an attempt to give the state ( or, speaking more 
accurately, an individual who happens to be a state official, 
abaolute control of the business. ~he formation of new com-
panies, and the enlargement and reorganization of old ones, 
are placed absolutely within the power of the individual.who 
exeroises this remarkable control. ~he sweeping away of 



freedom of enterprise ms the chief ground upon whioh the 
constitutionality of these laws has been successful at-
tacked ••• 

"It is upon these grounds that we ooncur so un-
rese~vedly in the conclusion reached in 1913 by tne Com-
mittee on.Jurisprudence and Law Reform." (1) 

3. Position Taken by the Bankers Magazine. 

An article appearing in the .Bankers Magazine for 

May, 1912, expresses the extreme attitude taken by some in 

opposition to the enactment of "blue sky " laws. ~he ar-

ticle states that it is the wish that every unsound, dis-

honest and visionary 11 investment" scheme oould be driven 

out of business-- not by 'the enactment of laws against them, 

but through the development of judgment and caution upon 

the part of investors. It is maintained that those who are 

fleeced by dishonest promoters are as dishonest as the pro-

moters themselves. These people are playing the same game, 

it is stated, when they seek to get more then a fair return 

upon their money. It is finally maintained, that "there 
/ 

is little ground for G-overmnent intervention to save the 

foo·1'and the knave from the consequences of his own folly 

and knavery, especially when there are open to every one 

thousands of sources of reliable information as to the 

character of investments. .If anybody buys worthless stocl~s 

of a swindling promoter, it is simply for the reason that 

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

---o--·-
( l) Minnesota State Bar Assn. Report 1914tPP 207-221. 



·f. \:) ,'.;~ 
..-.. ia~ ,....; 

he would choose from the almost endless list of sound and 
(1) 

safe securities being offered daily. n 

4. Opinion Expressed in the Wall Street Journal. 

The Wall Street Journal has declared itself hostile 

to "blue sky" legislation. In an editorial appearing in this 

pub1iaation l'fovember 29,1915, it is ststed:-

"Twenty seven states have in a short period of 
time prin"ged "blue skies" on their statute books. The 
courts are now beginning to give them an Italian sunset 
effect. South Dakota is the fourth state to declare such 
blue sky to be unconstitutional. 

"In their main :f.'eatures these statutes resemble 
their parent,- the Xsnsas act. It would be difficult to 
conceive of anything more hurtful .to business than their 
attempt to accomplish a worthy object in the wrong way. 
Delegation to one man, or set of men, of authority to pass 
upon the prospects of any business enterprise asks too much 
of finite and human limitations. 

"There are abuses in the promotion of new cor-
porations and the sale of securities. There are frauds 
in every business, even to the sale of prunes and poultry. 
The wide and rapid extent of these blue sky laws may be 
taken as an e~pression of public sense of the need of pro-
tection for the honest but unsophisticated against the 
shrewd and slipper 'promoter'. ~hrift should be protected 
from theft. But the methods employed are as futile as they 
are illegal." (2) 

5. Attitude of Insurance Commissioners. 

The attitude of Insurance Commisstioners to "blue 

sky" legislation, is clearly stated in a Report oil the Com-

---0---
( l) Bankers Magazine, May, 1912. . 
(2) Wall Street Journal, November 29,1915. 
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mittee of Unauthorized Insurance, given before the Nstional 

Convention of Insurance Commissioners in 1913. Its position 

is as follows:-

"The committee warmly welcomes the spread of the 
so-called "blue.sky law" into several states. Much has yet 
to be done·to control the activity of the bonding of home 
purchase oonoerns, some of which are reputable, but many 
are the reverse." (1) 

6. Summary Statement. 

The statements of this chapter show t·he very hos-

tile attitude taken by some associations and individuals 

toward the nblue-aky" legislation. ~he American Invest-

ment Bankers Association, although in sympathy with. the 

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

tirely desirable, and has strenuously contested the con-

stitutionality of such measures in the courts of several 

states~. ~ha .Association however, has prepared a uModel Bill" 

which has been endorsed by the National Association of Bank 

Supervisors, and which they believe if adopted would obviate 

the constitutional difficulties involved in the present 
11 blue-sky" laws. The special committee in Minnesota re-

garded legislation of the Kansas type unconstitutional, im-

practicsl and injurious4 The opinion expressed by a writer 

in the Bankers Magazine indicates that some of the more con-

serve.tive bankers at least are not in favor of "blue-sky" 

laws, and the position taken by th.a great financial publi-

cation, "The Wall Street Journal, n is very adverse to "blue-
---0---

(1) frooeedings of the National Convention of Insursnce 
Commissioners. 1913, p 95. 



sey" legislation. On the other hand, the Insurance Com-

missioners are quoted as endorsing such laws for adoption 

by the several states. 
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Cha pt er Y. 

Results of the Operations of "Blue-Sky" Laws inKansaa 

and in Other States. 

S;i.nce "blile-sky" legislation hes now been in opera-

tion for over five years in Kan~as, and for more than three 

years in many other states, it may be asked whether it has 

justified its-existence by results. Therefore, in this 

chapte:r we shall consider the methods of administration 

and the results achieved, and in the light of past exper-

ience, inquire as to what modifications or amendments should 

be msde in existing "blue-sky" legislation. 

1. The Experience in Kansas • 

.Although the records of the nblue-sky" department 

in Kansas are voluminous, many things unfortunately have 

not been recorded and the data are so incomplete as to 

render an accurate, ststistiosl study of the workings of 

"blue-sky" legislation almost impossible. However, after 

consulting the files of the department and reading state-

ments of the Banking Commissioners,_ one can arrive at soma 
,,, . 

very general conclusions with~regard to the experience of 

Kansas with its "blue-sky" laws. 

One of the earliest results of the adoption of a 

'''blue-sky" law in Kansas was to drive a gres t number of 
agents o:f fraudulent and questionable concerns from the 

state. ~he companies selling securities in Kansas were 



immediately required to secure a pe·rmi t from the Banking 

Commissioner in order to do business in Kansas. Most com-

panies a_pplied for permits, although the records in some 

instances show that this was not done. Mr. Dolley, the 

Bank Commissioner at that time, has given statements and 

fi'gures regarding the number of applications which were 

made for permits and the· number which were refused by the 

department. He maintained that during the first two years 

of operation of the "blue-sky" law more than 1,500 com-

panies applied for permission to do business in the state. 

Seventy-five i;er cent of these applicants were minin~, 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• Of the remaining; twenty-

five percent were said to be companies organized on a 

highly speculative basis, and offering no investment op-

portunities worthy of serious consideration. The chances 

were 98 in 100 they would fail. Hance, lees than 109 of 

the 1500 applicants, according to Mr· Dolley, received 

certificates of good character and these were in most cases 

Kansas industrial and home enterprises. 

These figures are found to require some qualificetio~. 
( 1) . 

An examination of the records of the "blue-sky" department 

showed that during a period of approximately two yes rs, 

162 Kansas corporations made formal application for per-

mits. Of these, 76 were approved and 2 were definitely re- . 
. ..... -0 ...... -

( 1) By Dr •. H. A •. Millis •. 
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fused. ~he remainder were not definitely acted upon, 

either because they failed to furnish the necessary data 

required by the law, or would not undergo examination when 

the demand was made• Most of the latter may be added to 

the number of rejected. It was found, however, that "a 

minority, but a by no means smell number were given per-

mission to proceed with their plans until they were no-

tified to the contrary. Though not strictly in accord 

with the law, this eppears to have been a common sense way 

in which to proceed for the law was really too drastic 

to be oomplied with• The several cases noted were mutual 

telephone companies, farmers elevators and coQperative 

undertakings, usually with a capital stock of *5,000 to 

$10,000. Investment companies were treated in the same 
- (1) 

way." 

'rhe examination of the records showed that "of the 

92 foreign applications, 28 were approved, 7 definitely 

rejected, and 57 not definitely acted upon. Thus, of the 

254 concerns, 104 were granted the desired permit, 9 were 

denied permits and 139 \Vere not finally disposed of." The 

above, however, do not include cases of mere inquiry. As 

soon as a great meny companies were informed of the details 

the department required of them and the nature of the ex-

aminations which would be conducted, they suddenly with-· 

drew their applications. Some of these self-rejected con-
... --0 ........ 

(1) Dr •. H. A. Millis. 
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earns were fraudulent and s great many were undoubtedly 

highly speculative. The significance of these rejections 

is seen in Mr. Dolley's statement, that the "blue-sky" 

law was able in this way to save the people of Kansas more 

money than required to run the state government. 

The writer has checked the records of the proceedings 

of the Charter Board from April 7, 1915 to April 4,1916, 

in order to determine the number of applications and re-

fusals made wider the new law which went into effect April 

1, 1915. During that period covering approximately.one 

year, it was found that 52 companies were given permission 

to sell securities in Kansas. Of these, thirty-eight were 

domestic companies and sixteen were foreign corporations. 

A further classification showed that there were 14 min-
i 

ing companies, 27 industrial corporations, 3 insurance cor-

. porations, 3 land and irrigation companies and 7 loan and 

investment concerns which were granted permission to sell 

securities under the new law. All of the mining companies, 

with one exception, were oil concerns. It might also be 

mentioned that 22 of the domestic companies reported their 

home office at Wichita, Kansas. .As to the refusals, it was 

found that 6 companies had been refused permission to sell 

stock. Two of these_, however, were later reconsidered and 

granted the ~rivilege of disposing of some of their se-

curities. All of the companies refused were foreign cor-

porations. Four were land and irrigation projects, one a 

mining company and one an industrial concern. An oil aom-
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pany was refused permission to sell stock, because the 

securities issued for intangible assets were in excess 

of the reasonable value thereof. One of the land com-

panies was refused a permit until it could show that the 

'-'-business was to be conducted honestly and without un-

fairness, imposition or fraud." An irrigation company 

was refused on the ground that the "promoters plan of 

business is unf~ir and inequitable." .Another land com-

pany was refused 011 the ground that the "securities were 

based upon insufficient security and their sale in the 

state would be unfair and inequitable." ~he industrial 

concern which wss refused was a Colorado corporation 

capitalized at fl,500,000. It was found upon investiga-

tion that the company issued ~~800,000 for patents. The 

company wished to sell $100,000 worth of stock in Kansas, 

out of which a promotion expense of $30,000 wss to be paid. 

They were refused permission to sell any securities in the 

state on the ground that there was not a very strong show-

ing as to the practicability of the patent which it pro-

posed to manufacture and sell, and, on the ground that the 

department could not consent to the capitalizing the pat-

ents for thot immense sum, without a convincing showing th$ 

$800,000 was a reasonable valustion of the patents. These 

eonstituta the refusals to companies which have made for-

mal appf ication for permission to sell securities. How-

ever, the recorded refusals are not adequate e:xp .. ressions 

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



as many as forty inquir.Bs have been made for blanks, and 

of this number probably only six have be:an sent in. Many 

oompanie~ send in their request for permission to sell 

stock and the Charter Board tells them they cannot oon-

sider the application. No reoord is made of such re-

fusals. 

Relative to the efficiency of the Kansas "blue-sky" 

laws in preventing the sale of securities by fraudulent 

or highly speculative concerns, we have the following 

statements from Mr, Seaton. "Three items aggregating 

~p75o,ooo· constitute the only ascertainable loses of con-

siderable amount from fraudulent promotions in Kansas 

since April .1,1911. The pilferings of other fraudulent 

schemes operating for the most part through the· mails 

from without the state, and so beyond the reach of the 

state authorities would certainly not increase this ag-

gregate beyond the million dollar mark •••• It is safe to 

say that this year (1915) the losses sustained in Kansas 

from fraudulent promotions of every charsater will not 
( 1) 

exoeea ;F100,ooo and half that sum may cover th.em. n 

However~ several instsnoes have oaourred in whioh 

corporations receiving a permit from the '~blue-sky" de-

partment have later passed into the hands of a receiver. 

In one case a Wisconsin creamery company capitalized at 

~eoo,ooo was given permission to sell stock in Xansas. rt 

---o--.. 
(1) Unpublished paper of Mr. s. T. Seaton. 



was admitted in 1914 on tha basis of referenoes secured 
from Wisconsin bankers and on the basis of recommendations 

of a oommittee of Kansas business men who had gone to Wis-
consin and conducted a personal investigation of the af-
fairs of the company. Thia concern later went into the 
hands of a receiver. .An examination of the files in the 

Bank Commissioner's office showed that this company had 

sold at least i59~000 of stock to the citizens of Kansas. 
The Assistant to the Bank Commissioner, however, esti-
mates that the company "secured some $70,000 from the 
committee and friends". ~his is only one example of 
several which might be given, to s hoYv that some companies 

have geen gran~ed permission to sell securities in the 
state and have later falledt into disrepute. 

Another very important effect of the Kansas 11 blue-
sky" laws has been the reduction of commissions and pro-
motion expenses• In this way a considerable saving hes 
been made. to purchasers of securities. For example, one 

domestic industrial company wss recently given a ~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 any case to be more than ~2,000. A loan 
company was given permission to sell iWl0,000 stock on 

condition that it should not pay over 15% 001mnission to 
agents. Another corporation, capitalized at ~2,000,000, 



was refused a permit on the ground that promotion ex-
penses had been exceEsive. The statements of this con-
cern showed. that it had issued ~P670,000 in stock to cover 
patents and organization expenses and an additional ~160,000 
stock to cover experimentation. In still another instance 
it was found that a corporation had issued a total of 
~?500 ,000 stock to a promoter as promotion stock. The 
"blue-sky" department in this case required the promoter 
to deposit this stock with the Bank Commissioner under a 
contract that it should be held for twenty years and 

should not ~e sold or transferred on the books of the 
comQany during that time. Moreover, this stock is not 
to participate until after the common stock of the cor-
poration has earned 7? interest. It also forced the same 
promoter ·to make good a bad investment of ~30,000. The 
f:!Ctivi ty of the ''blue-sky 11 department in reducing com-
mission and promotion expenses _in such instances has un-
doubtedly been one of the most commendable features of the 
administration of the laws.in Kansas. 

~he "blue-sky" department has hsd the active co-op-
eration of the banks and newspapers of the state in its 
campaign a gs inst freud. Only recently a warning by the 

Bank Commissioner, was published in nearly 1,000 news-

pe: pers and sent to a great number of bankers of the sts ta, 
advising investors uto pass up" certain nrnail order" loan 

and investment companies " which Wl9De o pe1 ... a.ting :in the 

state. A1 though this warning was the first of the kind 



published by the present administration, it ·is th~ pur-

pose of the department to issue others from time to time, 

wa~ning the public or fraudulent mail operations, which 

cannot easily be directly attacked~ The recently pub-

lished warning stated that "nu.111erous mail order Loan Bnd 

Investment companies· have been, for several months past, 

making & vigorous campaign for Kansas business through the 

United States mails. The Banking Department has investi-

gated a number of these mail order enterprises and so far 

not one has bee~ found in possession of a clean bill of 

health, while most of them are clearly both unlawful and 

fraudulent." It then proceeded to show the usual plan 

of business, which, as was pointed out in the first. chap-

r ter' is to offer the investor a contro ct celling for a 

certain number of monthly payments, after which the in-

vestor becomes 'eligible' to receive a loan, oxoviding a 

certain number of additional contracts have been made and 

the number of the investors certificate has been reached. 

The warning also gave a part of the opinion of Judge Bour-

quitj., of the Federal Court of Mnntana, in regard to one 

of these conoerns, which was es follows: nit loans and 

pays only if, after it has 'taken' for itself practically 

all it pleases, there is aught and sufficient accumulated 

therefor in a possible loan and reserve fund. The allur-

ing festure to the applicant is a loan to build a house 

at rates of interest that in view of circumstances an-
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tagonize sound economic principles. Under any circum-

stances, few could realize their hopes; that fewer would, 

in view of conditions and contingencies, is obvious. That 

this corporation is designed to profit its owners, at the 

expense of victims, enticed by pseudo promises and de-

captive prospects, seems clear." 11This same company hsd 

a suit .pending in the United States District court of 

Kansas, and dismissed it after this decision in Montana." 

After stating that the department had investigated a loan 

enterprise sending literature from Chicago and that it had 

found it to be of a questionable character and also the 

fact that .the United States Dfetrict Attorney Robantson 

is working in accord with the department in securing the 

indictment of these concerns, it closes with the following 

paragraph: " In the meantime, the Banking Department takes 

this opportunity of giving the public fair warning that 

mo~ey invested with these mail order loan and investment 

enterprises will almost certainly entail loss. Any per-

son receiving literature of this character will confer Si 

favor by.forwarding it to this Department. The Department 

also stands ready to serve the public by making prompt 

investigation and replJi~ to any person who is tempted to 

deal with one of these concerns." Such publicity is cer-

tain to prevent a great amount of fra.ud. It should be the 

practice of the department to publish warnings more fre-

quently and thus aid in educating the ordinary investing 

pUblio. The .Uepartment should also co-opera.ta more ef-
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fectively with the Post Office Department in prosecuting 

persons using the United States mails to defraud. This 

was done in 0ne instance in the prosecution of a real 

estate promoter who had gathered in sbout $so,ooo by 

sales of land to which he had no title and the Circuit 

Court of Appeals recently affirmed his sentence of three 

years in the Federal penitentiary. Co-operation between 

the ;:3tste and L1ederal authorities will undoubtedly greatly 

reduce the amount of fraudulent promotion and prove a 

great protection to the investing public• 

~he law involves inconvenience and some delay to com-

panies applying for permission to sell securities in the 

State, In most oases permission is granted within three 

weeks but in some. instances there has been a delay of 

several months. , One company, for example, applied for 

permission to do business in the state early in 1'.tsy 1915 

and was not granted ~· rmission until in September of the 

same year. 

Another effect of the law has been to "make pro-

motion depend on men charged with the &dministration of 
' ( l} 

the law." · 

Another effect of the "blue-sky" law has been to 

increase the expense to concerns selling securities in 

the state. ~he orig~nal law, as outlined in chapter 2, 

---0---
( 1) Dr •. H. A. llillis. 



provided that a filing fee of $25, be pa.id by a company 

applying for permission to do business in the stat~. It 

also required that semi-annual financial statements be 

filed with t·he department together- with a fee of $2.50. 

In oase the Commissioner made an examination of the com-

pany, it was required to pay., for the same at a cost of 

$6.00 a day plus actual traveling expenses of the in-

dividual conducting the examination. ~he new law in-

creasec these expenses. It provides,in the first place, 

that quarterly financial statements be filed with the de-

partment together with a fee of ~2.50 and companies are 

now liable to examinations at a cost of Wl5 per day plus 

expenses. These requirements, although somewhat burden-

some upon the companies, have had their intended effect 

in "mprov.ing business methods. 

The experience of Kansas with "blue-skyn legislstion 

has also demonstrated the inexpediency of issuing permits 

to companies complyigg with the law, as was done in nd-

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 specifically ststeJthat the 

"Bank Commissioner nor the Charter Board in no wise rec-

ommend the securi ties'l, and that the state was in no way 

responsible, at the same time there was an implied appro-

val which was frequently used in selling the securities • 

.As has be on stated by Mr. Seaton, these ·permits have been 



one of the most objectionable things in connection with 

our former nblue-sky" laws, as they gsve color to the idea 

that the holders had the aanotion ·of. the department and 

that the charter board was recommending the purchase of 

their securities, Under the new law, the Department has 

ceased issui~g the permits and now merely gives the com-

pany notice that their application has been favorably 

acted upon. An,y representation that the Department ap-

proves of any such security is not tolerated. For example, 

one compsny in W1ohi ta, Kansas, had recently been adver-

ti sing the fact that it had been granted permission by the 

"blue-skyn board to sell its stock and securities in the 

state. As soon as this came to the notice of the depart-

ment, it immediately sent the following letter to the com-

pany: - "The action o:f the .Board is not a recommendation 

to investors and is not intended as such, and the state-

ment in your ciraular would tend to mislead people who 

do not understand that fact• This Department therefore 

asks you to withdraw such advertising." Thus the exper-

ience in Kansas has demonstrated the inadvisability and 

inexped~ency of granting permits. 

Although it has been impossible to make a thorough 

and adequate· investigation to answer what the "blue-sky" 

has accomplished in Kansas, yet the limi tad study shows 

the following results of its operation in this state. The 

lsw has had the effect of driving a large number of agents 



of fraudulent and highly speculative concerns from the 
state; it has caused :reduction in commissions and ·pro-
motion expenses and thus made a saving to investors; it 
has been·effeotive in educating the public to guard itself 
against .the fraudulent promoters operating their business 
through the Unitee States mails; it has been effective in 
improving business methods. On the other hand, the law 
has involved inconvenience, added expense and some delay 
to companies applying for permission to sell securities. 
It has;moreover, tended to make promotion depend ~pon the 
men charged with the operation of the law, and, finally, 
hes demonstrated the insdvis&bility mf issuing permits 
to sell se~urities in the state. 

2. Opinions with Reference to What "Blue-Sky" Legislation 
has ~ccomplished in Other States. 

Concerning the operations of "blue-sky" legislation· 
in other states, we have only such information as can be 
obtained from correspondence with officials administering 
the laws• Suah statements, of course, are far from sat-
isfactory because they represent interested opinion. More-
over, these replies are of a·very general nature and it is 
therefore impossible to tabulate and classify the meterial 
contained in them. A few of the most representative quo-
tations follow. 

Iowa recently aa.o pted a new "blue-sky" law. and her 



Secr~tary of State mskes the following comment concerning 
its operation: "We aa7e receiving quite a few applications 
under the present statute, and they are coming in in very 
good s ha pa' In fact, but one or two} concerns have attemptei.d . 
to procure a permit which seemed of doubtful character. In 
administering this statute, as our action was also under 
the former one,- we have directed our investigations and 
examinations as to two points principally; 1st, as to 
whether or not the applicant was solvent, and 2nd., whether 
or not the applicant was· engaged in an honest and legi-
timate business. ~he people of this State, so far as I 

have heard, seem pleased with the provisions of' the present 
law, and were quite interested insecuring the passage of 
this ~assure. It met with some opposition in the General 
Assembly, but not nearly sufficient to block its passage. 
We are proceeding carefully wider the statute, and I be-
lieve the operation of the law is proving successful and 
will continue to be in the future. I can recall one in-
stanoe wherein an application was denied, although that 
concern claimed to be quite a strong one, and where it 
was learned soon after that the corporation had gone into 
bankruptcy4 In this one instance alone, I think the peo-
ple of Iowa have been saved more than the administration 

(1) of the law will cost during sometime to come." 

--- .... Q-- ... 
(1) Letter written to s. T. Seaton. 



In a letter to: the Kansas ublue-sky" department under 

date of August 11, 1915, Hon •. J. s. Darst, State Auditor 

of West Virginia s·eys: "As to the effioienoy of our ublue-

skyn law in preventing the sale of fraudulent stock and se-

curities in West Virginia. I have to advise that so far 

as our information goes, it has been entirely suooessful. 

Of course, there may be some such staok and securities sold 

through the mails from without the state, but certainly 

comparatively little, if any •. _ Our people seen to be very 

wary of propositions that are not registered. I have re-

ceived no complaint of fraudulent promotions for several 

months, neither have I received any comp la int of the "blue-

sky" law itself." 

Relative to the results of the "blue-slcyn law in 

Arizona, the Secretary of the Arizona Corporation has 

written as follows: "I wish to state that from our ob-

servations the -"blue-sky" law is accomplishing the pur-

pose for which it was intended, that is to ssy, the elim-

ination of fraudulent stock and security selling enter-

prises.n 

The Bank Connnissioner of Michigan, :Mr. Frank w. Mer-

rick, has written to the Kansas department that "The 

law in the State of Michigan has, notwithstanding the 

holding of the Federal Court, been put in operation and 

enforced against everyone save those who were parties to 

the suit in the Federal Court. Its enforoement has been 



~] ct,, ..... ~"' 
vigorous and its operation successful. During the time 

it has been in operation in the stste of Michigan, meet-

ings· have been held substantially every week, and stocks, 

bonds and securities have been examined and passed upon 

at these meetings. ~he amount of stocks, bonds, and se-

curities which. have been submitted to. the Michigan be-

ouri ties Commission aggregate $43,641,168 of which $5,095, 

420 have been dissp~roved. ~he result of the operation 

of the law of the state, however, should not be measured 

entirely by the amount of securities passed upon, or of 

the amount of securities disapproved. It has been found 

that one of the greatest 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 comparatively few instances has sny attempt been 

made to violate its provisions, or to attempt to place on 

the market stocks which have not been submitted to the 

Commission •••• A minimum of fictitious issues have been 

exploited in Michigan." 

From the report of the Domestic and Foreign Invest-

ment Department of Missrouri, it is learned that "during 

the eighteen and one-fourth months, closing the thirty-

first day of December, 1914:, 83 investment Companies have 

made application for P3 rmi ts. The Commies ioner has taken 

up, passed u~on and granted permits to 63 ~ompanies, while 

13 have been refused and 7 are pending awaiting additional 

information before final action thereon •••• The Com-



missioner has, et all times, given as liberal ·a construe-

tion as possible to this G.ict, to the end. thst the spirit, 

rather than the letter, of the law should be observed and. 

enforced •••• The fact thot this act now constitutes s part 

of our statutes, no doubt, has kept mony corporations, de-

siring to sell the stock of fffly-by-night concerns, vis-

ionary oil wells, distant gold mine~, and other like frau-

dulent cxploi tation.sn beyond the border lines of the state 
(1} 

of .Missouri. n 

The Bank Commissioner of Arkansas, Mr. John M. Davis, 

under date, Z"anuary 10, 1916, makes th.l:s statement: "The 

first applic&tion for authority to sell stocks, bonds, etc. 

under provisions of the first Act was filed on April 10th, 

. 1913 and since that date this department has considered 

168 cases of said number of aQplications. It is not proper 

hovv-ever, to conclude that 32 applications have been denied 

outright• Some of them have, but in most cases, the ex-

ecutive officer of the .Act has required such modificstions 

of the corporate status toward the end of a fair deal to 

proposed purchasers of stock that the applicant did. not 

reply to his requirements and did not prosecute the appli-

cation. The only case that approached fraud outright was 

that of the Standard Home Company, plaintiff ih the suit 

tried before _Judge Treiber •••• We are proud to state that 

out of this long list of corporations, whose stock was ---0---( l) Bank Commissioner's Report, 1914. pp 687-691. 



authorized for sale in this state, only one- The Arkansas 
ot' Mausoleum Conpany- has failed to accomplishment. The law 

does not intend to prohibit but to regulate the sale of 

investments ••.• We think our present law is ample toward 

the protection of investors in corporate stock." 

·We have but one report of the unsatisfactory operation 

of ublue-slcyn legislation, and this was due to the failure 

to make necessary appropriations. The Department of Bank-

ing of Ids ho, reports: "The Twelfth Session o:f our Legis-

lature in 1913 enacted our so-called Blue Sky Law but 

failed to make any appropriation for 4he enforcement of it 
and the Thirteenth Session in 1915 also neglected to make 

any appropriation for carrying out the provisions of the 

act. Consequently this Department has been greatly handi-

capped in doing very much with the provisions of the law. 

We have, however, endeavored to do whet we could and have 

rendered some service in the way of preventing wild-cat 

investment companies from operating in the State ••• I am 

saf'e in saying that the mere fact that we have a B1ue Sky 

Law has had a deterring influence on a number of s pecula-

tive ·investment companies snd the savings of the people have 

no doubt been considerable •••• We have not granted per-

mission to even 25% of those applying." 

These statements are typical of a much larger number 

which might be quoted. From them it is evident that of-

ficials chsrged with administering "bl.uo-sky 11 l_egislation 
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in the various states are unanimously of the opinion that 

it affords considerable protection to investors and is on 

the whole a rather efficient means of eliminating fraud-

ulent promotion. 

3, Csnclusion. 

What t.hen should be our conclusion? It would seem that 

future legislation must take one of two.i courses. 'I'he first 

of these is to eliminate the objectionable features of 

existing ~'blue-sky11 legislation and so modify it the t it 

will afford adequate protection to the investor but not be 

so drastic as to interfere with legitimate business en-

terprise. ~he second possible course is the adoption of 

a Hational Incorporation act following somewhat the pro-
( 1) 

visions of the English 00 nsolideted Companies Aot. nThe 

English Companies (Consolidation) !ot o~ 1908 points the 

way and offers suggestions. The trend of thought is turn-

ing away from the inefficiency and confusion of multiplex 

state regulations. It is turning towards a uniform system 

such as can be obtained through ll'ederel incorporation. Le-

gal opinion differs as to whether this would be permissable 

under the Constitution, but it seems to be the only y;ay out 
( 1l) 

of the present difficulty. 11 

"As a result of the experience under the Wisconsin law 

(blue~sky) I have come to the conclusion that the English 

Companies Act is a much wiser measure for the regulation 
---0---

( l) For e~sential features of this act see Chapter 1. 
(2) Wall t:>treet Journal, Uovember 29,1915. · 



of the issues of corporate securities than any of the laws 
or proposed meaures that have come to my attention in this 
country~ If I were to draft the law again, I should be 

( 1) 
guided by the fu11damental principles of that Act." 

However~ it is quite evident, as all who are familiar 
with the situation know, that it will be impossible to se-
cure such a national incorpo1"ation act for a good many 
years to come. ]'or the present at least, it would seem 
that the· best course would be to adopt laws in the various 
states based upon the· "Model Bill" of the American In-

vestment Bankers Association9 fhis legislation to be as 

nearly uniform as local conditions will permit. Such laws 
would. undoubtedly be capable of enforcement, and would 
probably overcome the constitutional difficulties net with 
in the presen~ legislation. The bill is satisfactory in 
that it is not as drastic as most of the existing nblue-
sky" laws. It does not purport to give state sanction to 
security issues nor does it make the offering subject to 
state approval. The provision in the bill requiring that 
a state official be notified of all offerings o~ securities 
made with~n the state, is an excellent publiaity feature 
which in itself will prevent most fraud. Again, it puts 
the State in such a. position that fraudulent offerings can .,~,:· 

be most effectively stopped by prosecution. In short, it 
is directed primarily against fraudulent offerings and 
would not interfere unduly with legitimate business enter-

prise. ---o--- < 
(l} :Mr. John. H. Roemer;-Mulvey, Company Capitalization and Control.' 
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Note: Much o·f the data used in tb.e preparation of this 
thesis; has been obtained by personal oonferenoe with the 
Special Assistant to the Bank Commissioner and from the 
files in the Bank Commissioner's office at Topeka. 
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_Appendix I. 

·Table 1. 

...... '(J '!\. 

"Blue Sky" Laws Enacted by Various States end 

Officials Enforcing the· Same. 

l~ Arizona, 1912 Corporation Commissioner 

2. Arkansa·s, Old Aot, 1913 . Bank Commissioner 
:trew Aot, 1915 

3. Califo~nia, 1913 

4~· Conneatiout, 1911 

5. Florida, 1913 

6. Georgia, 1913 

7. Idaho, 1913 

t·· State Corporation Department 

-Commissioner on Building and 
Loan Associations. 

State Comptroller 

Secretary of State. 

Bank Commissioner 

a. Iowa, 1913 Held unoonstitutional in 1914 
1915 Secretary of State 

9. Kansas, 1911 
1913 (emended) 
1915 New Aot 

10. Louisiana, 1912; 1915 

11. ·Maine, 1913 

12. Miohiga.n, 1913- Lew held 
1915- Law held 

13. Minneeo~a, 1913 

14. Missouri, 1913 

15. Montana, 1913 ,, 

16. Nebraska, 1913 

17~ Nort b. Carolina, 1913 

18. North Dakota, 1913 
1995 Bew Law 

Charter Board 

Secretary of State 

Bank Commissioner 

unoonetitutional 
unconstitutional 

MicHti'gsn Seouri ti es Commission 

Commissioner of Insurance 

Bank Commissioner 

Investment Commissioner 

State Railroad Commission 

Insurance Commissioner 

Public Examiner. State Seouri-
ties Commission 



(Table No. 1 continued) 

19. Ohi,o, 1913 Supt. of Banks termed the 
1914 (amended) Commissioner 
1915 Held unconstitutional 191& 

20. Oregon, 1913 
191·5, New Act 

21. - South. Carolina, 1912 
1915 

Gorporetion Commissioner 

Insurance Commissioner' 

22. South Dakota, 1913 State Securities Commission 
1915, Held Unconstitutional 

23. Tennessee, 1913 

24.· Texas, 1913 

25. 

Secretary of State 

Secretary of State or Commis-
ioner of Insurance and Banking 

Bank Commissioner Vermont( 1912 · 
Effective 1913) 

26. West Virginia, 1913(unconsti-
tutional) 

1915 New Law 

The Auditor 

27. Wisconsin, 1913 
1915 

The Railroad Commission 
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/ ·~ 

Exemptions ~ "Blue Slcy" Laws in Various States. 

Arizona. (1912) 

State banks. 
National banks. 
Oorporationa not organized for peounia~y profit. 

Arkansas. (1915) 

State banks. 
National banks. 
Trust oompenies. 
Corporations regulated by the Railroad Commission 

or by any public service oommission or board of 
equal .. authority of any State or Territory of 
the u. s. 

Do~astic corporations organized ·without capital 
stock, and not for pecuniary gain, or exclusive-
ly for educational, benevolent, charitable, or 
reformatory purposes. · 

California. (1913) 

This sot does not apply to dealers selling on 
their own account. It applies only to cor-
porations, associations, and partnerships 
selling securities of their own issue, and to 
dealers selling for sucn corporations on com-
mission. Also Corporations eta.: Subject to 
jurisdiction of railroad commission ( which 
has public utilities jurisdiction), or license 
to do buaines from state banking and loan super-
visor or subject to federal supervision, or 
mutual water companies or irrigation districts. 

Connecticut. (1911) 

Applies only to mining and oil companies. 
Does not apply to any corporation all of whose 

mines, plant; or property are situated within 
the state. 

Florida. ( 1913) 

Municipal corporations. 
State and National banks. 
Trust companies. 
Florida public utility corporations. 
Any corporation selling its securities only in 
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county in which its principal offioe or place 
of business is located •. 

Georgia. ( 1913) 

The law applies to "dealers". 
Exemption: individuals, corporations or associations 

offering securities to i:~ own shareholders or 
members or to 0th.er dea·l'ers or banks. 

Ida b.o. ( 1913) 

Individuals (i.e. dealers not doing business as 
firms or corporations). 

State banks. 
National banks. 
Trust companies. 

Iowa. ( 1915) 

Savings or national banks. 
Trust companies, or building and loan associations 

of the state. 
Corporations subjeot to control of any public 

board or commission in the state. 
Corporations with full p~r value of stock paid for 
in cash or property. 

Kansas. ( 1915). 

Public or quasi~ublio corporations, regulated by 
· the Public Utilities Commission of state, or by 

J the public service commission or board of similar 
nature of any state or territory of the U.S. 

State banks. 
National banks. 
Trust companies. 
Mortgage companies dealing exclusively in bona fide 

mortgages on ferm end city real estate. 
Building and loan associations authorized by the 

Charter Board to do business in the state. 
Domestio corporatio~e organized without capital 
stock, for religioust charitable or reformatory 
purposes. 

Law deals only with "speculative enterprises and 
speculative securities." 

Louisiana. (1916J 
Applies to every itinerant or traveling agent en-

gaged in the sale of stooka or bonds of any cor -
poration. 
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Maine. (1913- effective 1914) • 

.None. 

Michigan. ( 1915). 

Corporations regulated by the Railroad Commissioner 
by a public service commission or board of equa1 
authority of any state or territory of the u.s. 

Corporations organized without capital stook and 
not for pecuniary gain~ 

State or national banks or trust companies, or 
building end -loan associations of the state. 

Minnesota. (1913). 

Applies only to companies organized to transact 
the business of Insurance. 

Missouri. (1913): 

State end National banks. 
Trust companies. 
Real estate mortgage companies dealing exclusively 
in real estate mortgage notes, building and loan 
associations, co-operative companies, training 
schools for miners, police and firemen's relief 
associations, bond investment companies. 

Insurance companies, investment and brokerage houses 
dealing ( in the opinion of the bank commissioner) 
in municipal securities end other high grade stocks, 
bonds and securities, exposition companies and cor-
porations not organized for profit ( organized or 
to be ·organized in the ate te). 

Montane. ( 1913). 

None. 

Nebrsska. ( 1913) 
I 

~he terms of this act make any investor a dealer, 
except that it does not apply to sales of securities 
purchased prior to Maroh lat, 1913. 

Building and loan companies organized in Nebraska. 
Dealers and corporations in existence at the time the 
sot takes effect, selling stock of their issue. 

Nebraska corporations created after the act goes 
into effeot, but in existence one year or more at 
the time of sale, selling stook of their own issue. 
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Foreign oorporstions in existence five years, the 
majority of whose stockholders, directors, and 
officers were at the time of beginning business 
and are at the date of the spproyal of the act 
oitizene of Nebraska, selling stock of their own 
issue. 

North Carolina. ( 1913). 

This act does not apply to dealers who are selling 
on their own account securities which they have 
purchased and" own. 

It applies only to the sale of securities of a 
oorporation, company, co-partnership or asso-
ciation organized outside the state when a part 
of the proceeds of the sale are to be used direct)' 
or indirectly for the payment of any commission 
or other expenses incidental to its organization. 
~he eot limits the possibility of commissions on 
stock so sold to one percent of the amount act-
ually paid in on the purchase. 

North Dakota. (1915). 

Same as the Kansas "Blue Sky" law of 1915. 

0 hi 0. ( 1915 ) • 

Corporations not organized fo~ profit~ 
Quasi-public oorporetions under the control of 
tne public service commission of the state. 

National banks, trust companies and building and 
loan associations organized under the laws of the 
state and aubjeot to its supervision. 

Oregon. ( 1915). 

State and National banks end trust companies. 

South Carolina. (1915). 

Public or quasi-public corporations whioh are reg-
ulated by a public service commission or board of 
equal authority. 

National banks. 
State banks and trust companies under the super-
vision of the State Bank Examiner. 

Building and loan associations of the state. 
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Corporations organized without capital stock and 
not for pecuniary gain, or exclusively for edu-
cational, benevolent, charit'able or reformatory 
purposes. 

South Dakota. (1915). 

Same as the Michigan law of 1915. 

Tennessee. (1913). 

State end National banks. 
Trust companies. 
Real estate mortgage companies dealing exclusively 
in real estate mortgage notes. 

Building and loan associations and O'Orporations not 
· organized for profit. 

Texas. ( 1913). 

liational banks. 
Corporations having s charter granted under any 
eat of Congress of the U.S. 

State bank and trust companies organized under the . 
laws o:f ~exas. 

Corporations organized under the Federal Recla-
mation sot., approved June 17, 1902, or to the 
regulations established by the Seoy. of the De-
partment of Interior in pursuance thereof. 

Corporations organized under Texas laws which do 
not sell stock to more than 25 pur9hasers. 

Railroad, street railway companies. 
Vermont. (1913) •. 

Individuals (i.e. people who ere not doing busi-
ness either oo-p~rtnerships or corporations), 
state banks, national banks, trust oompaniea, · 
corporations under the supervision of the pub-
lio service commission. Vermont corporations 
selling their own securities. Building and loan 
assooistions. 

West Virginia. (1915). 

State and National B8 nks 
Building end Loan associations. 
Corporations not organized for profit. 
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Wieoonain. (1915). 

Public or quasi-public corporations regulated by 
the Railroad Commission board of equal authority. 

State and national banks or trust oompanies or 
building and loan assooiationa of the state. 

Domestic corporations organized without capital 
stock or for educational, benevolent, charitable 
or reformatory purposes. 

Corporations whose authorized capital stock added 
to its other outstanding securities does not ax~ 
oeed $25,000. 

' ~I 



Table No. 3 

Method of Qualifying and Expense Involved. 

Arizona. ( 1912). 

Take out license. 
Eaoh company is subject to a fee of $10 per day and 

expanses for making examinations. 
Pay a registration of ~1.00 for each agent. 

Arkansas. (1915). 

Take out lioense. 
Pay a.filing fee 1/10 or 1% of face value of seouri~ies 
for the sale of which application is made. 

Not over ~100 nor less than ~10. f5o.oo inspection fee from dealers. 
f2.00 registration of agents. 
Examination fee- not over $10.00 per day plus 10 cents 
for eaoh $1,000 or fraction of its assets. Not over 
$50.00 

California. (1913). 

Issuing Corporation, eto• must take .out license to sell 
to public or procure exemption from act by getting 
written finding from Commissioner that it does not 
desire to sell to public• . 

Hee $5 to sell uR to @25,000 par 
ti $10 " " " $60,000 " 
" $15 " " " 11$7 5' 000 " . 
" $20 " " " "$100,000 " 
" $25 " ." "ovUr $100,000 par. 

Agents fee ~l (annually) 
Investment broker (selling for more than one corpor-
ation etc. on commission) must prove good reputation 
and take out license. 

Fee $5( once for all) 
Agents fee tl ( annually) 
Broker may deal in only the securities of corporations, 
etc. that have qualified. 

Connecticut. (1911) 
Mining and oil oorporstions to secure permit ($25.00) 

annual. 



Table No. 3 ( Continued) 

Florida. ( 1913) • 

Take out license. 
Fee $5. (once·for all) 
Agents fee $1. (annually) 
Agents may be required to give a bond for such an 

amount as the Comptroller and Attorney General may 
consider desirable. 

Filing fee of $5 1 when statements are required. 

Georgia. (1913). 

A fee of $25 is filed with the initial statement for 
which a receipt is given and for each dupliaate re-
aeipt a fee of il· . 

A filing fee of $5 with each required finenoiel re-
port. 

Ida hos. ( 1913) 

Take out license, 
· Dealers fee ~2-505 ( onoe for all) 

Agents fee $1 (annually} 
Filing semi-annual statement, fee $2.50. 

Iowa. ( 1915) 

Saoure permit. 
Fi1ing fee of $2 and annual inspection fee of $20, 
or an inspection fee of one-tenth of one percent upon 
the fact value of the securities for sale. 

Examination fee of not to exceed $6 plus traveling 
expenses. 

Brokers' annual fee $50. If permit is issued after· 
the first day in January in any year, the fee is re-
duced one-helf. A1so furnish bond of $5,000. 

Kansas. ( 1915) 

Take out license. 
Dealers' fee $25 (onoe for.all) 
Agents' fee $1 (annual) 
Quarterly statement, fee $2.50 

Louisiana. (1915) 
Obtain certifioate of permission, costs $1. 
·Procure license from sheriff of parish; $5 per ennum 

. Furnish bond of $1,500 ( in force 2 years ). 



Maine. (1913- effective 1914). 

Take out license. (Requires at least two weeks) 
Fee $25 (onoe for all) 
Agents fee $5 (annually) 

Michigan. (1915). 

Apply for license. 
Dealers Fee, $50. . 
Filing fee of one tenth of one percent of the face 
value of the securities for the sale of which a~pli­
cation is made. This fee, not to be lees than ~10 
or more then flOO. · · 

Agents fee, $3. . 
lioen~e to dealers registered under the former law 
for ~l and to agents registered under the former 
law, for 26 cents. 

Minnesota (1913). 

Filing fee on application for license, ($30} 
Fee of $2 for so~epting service. · 
Examination expenses ($10) a day plus expenses. 
License to sell stock- ~2 annual fee. 
License issued to officer or agent only upon the 
filing with the commissioner of insurance of a· bond 
of @1,000 with which conditions as may be pres-
cribed by such commissioner of insurance and with 
two sureties to be approved by such commissioner of 
insurance. 

Missouri. (1913) •. 

An established investment and brokerage house, now 
doing business in this state can continue its uaual 
business until the Bank Commissioner may see fit 
to place the house under the operation of this law. 

Take out license ( fee $25) once for all. 
Agents fee $5 ( annua+ly ) 
Annual statement fee.$2.50. 

Mon tsne. ( 1913). 

Take out license, fee $25 (onae for all). 
Agents fee, $1 (annually). 
Annual statement fee, ~2.50. 



Table ~o. 3 ( Continued 

Nebraska. (1913). 

Both dealers and corporations selling securities of 
their own issue. 

Take out license ( annually ). 
Fee $25, first year,,WlO thereafter. 
Agents license, fee ~l ( annually ) • 

North Carolina. (1913). 

Take out a license. Liable to examination at a cost 
of $25 a day and expenses. 

Fee, ~100. . 
Agent must file bond for ~1000. Fee same as pre-
scribed for fidelity companies. 

North Dakota. (1915). 

Same as the Kansas law of 1915. 

Ohio. ( 1915). 

Secure a license. A $6 filing fee to accompany 
application. 

Annual fee $50. 
Agents fee $5. 
WHERE license is taken out for remainder of year s 
minimum fee of $10 is oharged~ 

Filing fee, $5. 
Applicant must pub1ish notice of application. 

Oregon. ( 1915). 

Permit to do business as a dealer, fee $5. 
Registration of agents1 fee $2 (annual). 
Annual statement, fee ~2. 
Corporation Commissioner may make examination of 
corporations affairs at its expense with his. own 
a aaountante. -~ 

South Carolina. (1915): 

Filing fee of one-tenth of one percent upon the feoe 
value of the securities fo~.the sale of which appli-
cation is made. Not over ~100 and not less then $2.50. 

Dealer, license fee ~l. 
Registration fee for agents, ~l. 
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Table No. 3 ( Continued 

South Dakota, (1915P. 

Apply for a license. 
Pay a filing fee of one-tenth of one percent o:f the 
gross assets as shown by its financial statement. 
~bis fee not to be more then ~100 nor less than $10. 

Dealers fee, @50. 
1 Registration of agents, fee $3 {annually). 

Examination fee, not over $10 a day plus expenses. 

Tennessee. (1913). 

Secure permit. Filing fee $26 (once for all). 
Agents fee, 'WlO (annually). · · 
Two financial statements annually, fee $6. 
Speoial.e:xaminetions, fee, not over $10 a day plus 

expenses. 

Texas. ( 1913) .. 

Apply for permit. (fee $20)1 
Bond for not less then $1000 mor more than $100,000. 
~o be fixed by the' ~eoy. or Comm. st not more than 
lo% of stock proposed to be issued. 

No Qa,rmit to foreign corporations unless at least 
50% of capital stock subscribed and paid in.(Not to 
apply to any foreign corporation engage& exclusively 
in business of lending money, nor Insuranc·e compan-
ies complying with law of state. 

Examination by Secy. of Comm. at expense of Corpor-
~tion end they are to pay hie actual expenses plus 
~7.50 per day for each day. 
Promotion expenses not to be over 15% of price at 
wbiob. stock is sold.·' 

Vermont. ( 1913). 

Take out license. File bond of from ilOOO to $25,000. 
Fee, f25 (onoe for all). 
Register agents ( no fee ). 

West Virginia. (1916). 

Apply for lioanse. File fee·o~ $5. 
Annual statement (filing fee $2}. 
Examination~ same rules es apply to examination of 

Insuranoe ~ompanies. 
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Tabla Ho. 3 (Continued) 

Wisoonsin. (19l5). 

Statements to be filed· No provision for the issuenae 
of a license to dealer, or the payment of a fee. 

Examinations of Companies at will of the Commission. 
At expense of oompsny, covering actual expense. 
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Table No.4 

Dealings in Securities not coming within the Embrace 
of the "Blue sgtt Laws. 

Arizona. ( 1912). 

Bonds of the United States • 
.Arizona bonds. 
Bonds of some county, oity, town, or school district 

of .Arizona. 

Arkansas. (1915) 

Securities of the United States; or any State or 
territory, thereof, or of any county, oity, town-
ship, district, or other publio taxing subdivision 
or of any State or ~erritory of the u.s., or of any 
foreign government. 

Unsecured commercial paper. . 
Seourities of public or quasi-public corporations, 
the issue of which securities is regulated by the 
Arkansas Railroad Oonnnission or by any public ser-
vice commission or board of equal authority of any 
State or ~erritory of the U.S. or securities senior 
thereto. 

Securities of State or National banks or trust com-
panies, 

Securities of any domestic corporation organized with-
out capital stock, and not for pecuniary gain, or 
exclusively for educational, benevolent, charitable, 
or reformatory purposes. · 

Mortgages upon real or personal property situated in 
the state, where the entire mortgage is sold and 
transferred with the note or notes secured by such 
mortgage. 

Increase of stock sold and issued to stockholders, 
also stock dividends. 

Securities which are listed in any standard manual 
of information approved by Bank Commissioner. 

California. (1913) 

The act does not apply to the securities of the cor-
porations, associations, etc.- sugject to the juris-
diction or authority of the railroad commission, nor 
to those who have secured from the eta.ta banking de-
partment, the insurance oommissioner or the bureau of 
building and loan supervision a certificate of author 
ity or license to do business within the state nor 
to securities of companies subject to federal regu-
lation or not organized for profit.nor to tb.e se-
o~rities of mutual water companies and irrigation districts. 
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Conneotiaut. {1911). 

Does not apply to the securities of any corporation all 
of whose mines, plant, or property ere situated in the 
state. 

Applies only to mining and oil corporations. 

Florida. ( 1913). 

The act applies only to corporation a·eouri ties. 
No '1overnment, State and Municipal securities, domestic 
or foreign, oome under its operation. 

Qeorgia. ( 1913). 

Bonda or other evidences of indebtedness of the United 
States, any foreign government, any state or terri-
tory of the u.s~ or of any foreign government, any 
county, oity, township, village, district, or other 

political or taxing sub-division of any state or terri-
tory of the United States or of any foreign govern-

ment. 
Commercial paper or evidences of indebtedness running 
not more than twelve months from date thereof. 

Bonds, stocks or other securities of any insurance com-
pany or quasi-public corporations, the issue of whose 
securities is regulated by a public service com-
mission. or board of any state or territory of the 
United ~tates or any foreign government, or insurance 
commissioner, or which are approved as legal invest-
ment for savings banks under the laws of any state of 
the u.s., first mortgages or other liens secured by 
first lien on real estate loosted in this state. 

Ida ho. ( 1913). 

u.s. bonds. 
Idaho State bonds. 
Idaho municipal bonds. 
Notes secured by mortgages on real estate located in 

Ida ho. 

Iowa. ( 1915). 

Securities of the state, or of the u.s. or of any state 
o: territory, or of any foreign government, or of any 
district, county, township, city, town or other pub-

. lie taxing subdi visi.~n of any state or territory of the 
u.s.,.including all drainage, county school ~r oth 
municipal bonds of the state. ' · er 
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~able No. 4 ( Continued 

Iowa. (1915). Continued-

Securities of state, ssvinga or national banks of any 
state or territory of the u.s., or of trust companies 
or building and loan associations of the state, in-
cluding the unsecured commercial paper of such in-
stitutions. 

Securities of Fublio or quasi-public corporations, the 
issue of which is regulated by any public ·board or 
commission created by the state. 

Promissory notes and tb.e mortgages, contracts, collat-
eral or other things, if any,. securing the same, when 
such have been issued or acquired in ordinary course 
of legitimate business. 

Stock of corporations organized under laws where no 
capital stock can be legally issued unless the par 
value of stock is paid for in full in either aash or 
property at its actual value before the issuance 
of such stock-and where ell property and any other 
thing given in exchange for such stock other than 
cash must be valued at not more then its actual cash 
value by some duly appointed officer of commission 
of. such. states. . 

The sale of stocks, bonds or other securities at 
judicial sale or by administrators or executors. 

Kansas. ( 1915). 

Securities of the u.s~, or any foreign government; 
or of any state or territory; or of any county, oity, 
township, district or other publio taxing subdivision 
of any state or territory of the U.S. or of any for-
eign government. 

Securities of public or quasi-publio oorporations, the 
issues of which are regulated by the Public Utilities 
Commission of the st·ate, or by the Publio Service 
commission or board of similar authority of any state 
or territory 0£ the u. s., or securities senior there-
to. 

Securities of state or national banks or trust com-
panies, mortgage oompanies dealing exclusively in 
bona fide mortgages on farm and aity real estate, 
or build!ng and loan associations authorized by th.a 
Charter ~card to do business in the state. 

Securities of any domestio corporation organized with-
out capital stock, for religious, charitable or re-
formatory purposes. 

Louisiana. (1915). 
Applies to ell stooks and bonds of any corporation sold 
· by travelling or itinerant agents. 
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Maine• (1913- effective 1914). 

Commercial paper running not more than nine months. 
Securities legal for savings banks in any New Englsnd 
State. 

Shares of building and loan associations under the laws 
of Maine~ 

Michigan. ( 1915). 

Securities of the U.S., or any foreign government, or 
of any state or territory thereof, or of any county, 
city, township, district or other public taxing sub-
division of any state or territory of the U.S. or of 
foreign government/ · 

Unsecured commercial paper. 
Securities of public or quasi-public corporations, 
the issue of which securities ere regulated by the 
Michigan railroad commission or by a public service 
commission or board of equal authority of any state 
or territory of the U.S. or securities senior there-
to. 

Securities of state or national banks or trust com-
panies, or building and loan associations in the state. 

Securities of any domestic corporation organized with-
out capital stock and not for pecuniary gain, or ex-
clusively for educationai, benevolent, charitable, 
or reformatory purposes. 

Mortgages upon real and personal property situated 
Within this state where the entire mortgage is sold 
and transferred with the note or notes secured by suoh 
mortgages. 

Increase of stock sold and issued to stockholders, 
also stock dividends. 

Securities which are listed in any standard manual or 
information approved by said commission. 

All stocks, bonds and securities approved by the 
Michigan securities commission created by sot 143 of 
1913. 

Minnesota. (1913). 

All other than the sale or proposed sale of securities 
the proceeds of which are used for the payment of any 
oommissiona or other expenses incidental to the or-
ganization or promotion of any Insurance Company. 
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Missouri. ( 1913). 

United States bonds. 
Missouri State bonds. 
Notes secured by mortgages on Missouri real estate. 
Road,. drainage and levee district bonds, tuberaulosia 

hospital bonds. 
Missouri municipal bonds. 

Montana. (1913). 

United States bonds. 
State and municipal bonds. 
Stock of State and National banks located in Montane, 
and of building and locan associations. · 

Notes secured by mortgage on real estate in Montana. 

Nebraska• {1913). 

Securities of; ~uilding and loan associations organized 
in Nebraska, Dealers end corporations in existence at 
the time the act takes effect, selling stock of their 
own issue; Nebraskalc"reeted after the eat goes into 
effeat, ~ut in existence one year or more at the 
time of sale, selling stock of their own issue; 
~oreign corporations in existence five years, the 
majority of whose stockholders, directors and officers 
were at the time of beginning business and are et the 
date of the approval of the act, citizens of Nebraska, 
selling stock of their own iasµe. 

Government bonds; State bonds; ~ands and warrants of 
municipal and public corporations or any district 
thereof. 

The Stock of National banks. 
The stock of state banks after they have come under the 
control of the Nebraska State B.anking ljoard. !Che 
stock of trust companies after they have come under· 
the control of the State ~uditor. All securities that 
are legal investments for N.Y. or Massachusetts savings 
banks. Securities of companies the stocks which have 
shown a·n earned dividend record for et least five 
years, and the actual earnings of which are twice 
the interest charges. ~he securities whioh have 
been accepted in the listed departments of the stock 
exchange of liew York, Philadelphia. Chiaego·, and 
Boston, issued by corporations the statements of which 
are published in standard manuals such as Poors and th.a 
Corporation Service. All securities that have been 
issued by authority of the Nebraska State Railway Com-
mission. A11 securities sold by bone fide recognized 

stock brokers on fractional percentages as commission. 
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North Carolina. {1913). 

The act does not apply to dealers who are selling on 
their own account securities whioh they have purchased 
or own. 

It applies only to the sale of securities of a "cor-
poration, compsny, co-partnership or association" or-
ganized outside the state when part of the proceeds 
of the sale are to be used direotly or indirectly for 
the payment of any commission or other expenses in-
aidentsl to its organization. 

The act limits the possibility of aommisaion on stock 
so sold to one percent on the amount actually paid 
in on the purchase. 

North Dakota. (1915). 

Same as the Kansas law of 1916. 

Ohio• ( 1915). 

Does not include oonveyances of real estate; or, where 
the same have not bean judicially declared invalid, 
and where at the time of such sale there is no de-
fault in payment of any part of the interest as 

principal of the same. 
Mortgage bonds end notes ( other than corporate bonds 

where more than fifty percent of the entire issue 
is not included in a sale to one purchssar) secured 
by a bona fide mortgage on real estate. 

Securities of quasi-publio corporations, the issuance 
of which has been authorized by the public service 
commission of this state. 

The stock or obligation of any national bank, or of 
any bank, trust company, or building and loan asso-
ciation, organized under the laws of this state and 
subject to the supervision of the state officials. 

Oregon. ( 1915). 

Mortgages sold or purohesed in their entirety. 
Corporate securities issued under the supervision of 
the state or National Commission. · 

. Commeroial pa per and acceptenc es eligible for redis-
count at a Federal Heserve Bank. 

state end National bank and trust company stock~ 
Securities listed on such stock·exohenges and suoh 
standard manuals as the Commissioner may approve. 

Bond.a or otner evidences of indebtedness of the u. s. or 
of any foreign government, or of any state or terri-
t~ly offthe U.S. or of any municipal or publio corpor-
a on o such government, state or territory. . 



'";!~{• 
.J.. • ... J 

Table No. 4 ( Continued 

South. Carolina • (1915). 

Securities of u.s., or any foreign government; or of 
any state or territory thereof, or of any county, city, 
township, district or other public taxing subdivision 
of any state or territory of u.s. or of foreign govern-
ment. 

Unsecured commercial paper. 
Of public or quasi-public corporations, the issue of 

which are. regulated by a public service commission or 
board of equal authority or securities senior thereto. 

Securities of national banks or of state banks or 
trust companies under the supervision of the state 
bank Examiner, or building.end loan association of the 
state. 

Securi ti,es of corporations organized without ca pi ta]. 
stock and not for pecuniary gain, or exclusively for 
educational, benevolent, charitable or reformatory 
purposes. 

Mortgages upon resl estate, personal property situated 
within the state where the entire mortgage is sold 
and transferred with notes secured by such mortgages. 

Increase of stock sold and issued to stockholders; also 
stock dividends. 

Securities which are listed in any standard manual of 
information approved by Insurance Commission. 

Sales of stock, bonds, or securities by any cor-
poration, co-partnership, or association in the 
county in which organized. 

South Dakota. ( 1915). 

Exactly the same as the Arkansas law of 1915, with one 
addition; applying to isolated or single transactions. 

Tennessee. (1913). 

Securities of State end National banks, trust com-
panies, real estate mortgage companies dealing ex-

. clusi vely in real estate mortgage notes, building and 
loan assooiations, and corporations not organized for 
profit. 

Bonds of the u.s., the State of Tennessee, of muni-
cipality of the state, and notes secured on real es-
tate located in the state of Tennessee. , 
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Texas. ( 1913). 

Securities of National banks nor to any corporation 
chartered by Congress. 

Securities of any state bank, bank and trust company, 
organized under the laws of ~exas. 

Securities of any corporation organized under the 
Federal Redlamation Aot. 

Securities of companies organized under ~exas laws 
which do not sell to mo re t hsn 25 pure hes era. 

Securities of any railroad, street railway company, 
etc. 

Stock of aily corporation sold by a bona fide owner of 
the· same, not promoter or agent. 

Bona fide stock which has been sold and issued to a 
bona fide purchaser prior to the offering of the same 
for sale by broker, provided not a~ting as promoter~ 

Vermont. ( 1913). 

U.S. Bonds. 
Vermont state end municipal bonds. 
Notes secured by mortgages on real estate in the state. 

West Virginie. (1915). 

Stooks of state and national banks, building end loan 
associations, and corporations not organized for profit 

Securities: 
When sold pursuant to the order of any court. 
When sales are confined to the old stockholders of the 
issuing company. 

When the issue is tsken by the inoorporators only as 
bona fide final holders. 

When the issue is taken by the stookholders, bond-
holders, or incorporators in connection with a mer-
ger. 

When bona fide private holdings of promoted stocks, 
bonds, notes, contracts, or other securities are 
offered for sale. 
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Wisconsin. (1915) 

Securities, of the U.s. or any foreign government. 
County, state, city, village, eto. of Wisconsin. 
Of any state or territory of the u.s.: or of any 
foreign government. 

Commercial paper or evidence of indebtedness maturing 
not more than three years from date thereo£. 

Securities of public or quasi-public corporations, 
regulated by the Railroad commission of Wisconsin, 
or by a public service commission, or similar board 
of any state or territory in u.s., or seouriti.es 
senior t llereto. 

Securities listed on New York, Boston, or Chicago 
~xchanges, or any exchange approved by Railroad 
Oommission or se.curities senior thereto, ( that are 
likewise approved.) 

Securities of any domestic corporation organized 
without capital stock for educational, benevolent, 
etc. purposes. 

·Mortgages on real and personal property where ent~re. 
mortgage is sold and transferred with the notes se-
cured by such mortgage. 

Securities of any domestic corporation, whose authorized 
capital stock added to its other outstanding securi-
ties shall not exceed $25,000. 

Securities of state or national banks or trust com-
panies or building and loan assooiations of the state ......... 

Securities sold to banks, trust oompanies, or other 
dealers. 
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Table No. 5 

Information required~Making Applicstion for 

License. 

Ariz~na. (1912}. 

A sta ~ement showing in full detail the plan upon 
which it proposes to transact business. 

·A copy of all contracts, bonds, or other instruments 
which it proposes wo ma~e with, or sell to, its 
subscribers. 

A statement which shall show the nsme and location 
of the investment company. . 

Itimized account of its actual financial condition, 
and the amount of the property owned by it, and its 
liabilities, and sue h other information to.uc hing 
its affairs as the corporation commission may re-
quire. 

Articles of ao-partnership and all such other papers 
pertaining to its organization as ,may be required· 
by the corporation commission. · 

Such other instruments and documents as may be re-
quired by the general laws of this state appertaining 
to corporations. 

Statements to be verified by oath. 
Written consent that actions may be commenced against 
it, in the proper court of any county o~·the state 
in whicn cause of action may arise, etc• by a service 
pf process upon an agent, attorney, or other person 
designated by ~uch company, and residing in the state. 
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Ark~nsa~. (1915). 

Every domestio and foreign investment company to file: 
A statement showing in full detail the plan upon 

which it proposes to transact business. 
A copy of all contracts, stocks, bonds, or other 

instruments which it proposed to make with or sell 
to its contributors or customers. 

_A copy of its prospectus. 
The proposed advertisements. 
Name and locstion of. the investment company•s main 
o:ffice. 

Name and addresses of officers. 
An itimized account of its financial condition. 
Articles of co.partnership or association. 
Articles· of incorporation, constitution and by-laws 

and all other papers pertaining to its organ~zation. 
If ·foreign corporstion,reguires also a copy of the 
laws of the state in which it exists or is incor-
porated and certificate of the proper officer of 
such state showing that it is authorized to trans-
act business there. 

All papers to be verified by oath. 

California. (1913). 

An itimized statement of its financial condition. 
A copy of all contraBtB which it proposes to make 
with or sell to the public. 

A certified copy of its charter, articles of incor-
poration, or articles of association and all amend-
ments thereto, and such additional inforwation pertain 

ing thereto as the commissioner of corporations may 
from time to time prescribe. 

If a foreign oorporationJmust also file a certified 
oopy of the law under which incorporated,-snd also 
written irrevocable consent to appoint the commis-
sioner of corporations or successor its true end 
lawful attorney, upon whom all process in any action 
or proceeding against it may be served. 



Table No. 5 ( Continued 
Connecticut. £1911). 

Statement of financial condition. 
Location of mines or oil properties; plans; amount 
of work done and·amount of cash expended for im-
provements; condition of plant and machinery. 

Statements to be sworn to by President, mreasurer and 
Secretary. 

Florida. ( 1913). 

A statement showing in full detail the plan upon· which 
it proposes to transact business. 

A copy of ell contracts, bonds, stocks or.other instru-
ments which it proposes to make with or sell tri its 
contractors. 

A statement showing the name and location of the in• 
vestment company. 

An itimized account of its actual financial standing, 
showing the amount, character and location of its 
property and liabilities. 

Other information as the Comptroller may require. 
Copy of Articles of Incorporation, constitution, and 
by-laws, and other papers, to be verified by the 
President, of the company or other officer. 

File written, irrevocable consent that actions may 
be commenced against in in the proper court of.any 
County in the state in which cause of action may 
arise or plaintiff reside, by the Service of Process 
upon the Comptroller, 

Georgia ( 1913). 
Dealer to file certified statement: 

Name and principal place of business of the dealer. 
Names, residences and business addresses of princi-

pals, offiaers, direotors or trustees. 
Names, residence end business address of a resident 
agent. · 
Non~resident dealers must file a power of attorney 
appointing a resident agent upon whom process may 
be served on behalf of the dealer. ~he appointment 
of an agent may be revoked and another appointed 
in his place. If an agent absents himself, the . 
Seay. of State may appoint another in his place. 
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Ida b.(l). ( 1913). 

A sta~ement sh.owing in full detail the plan upon 
which it proposes to transact business. 

A copy of all contracts, bonds, or other instruments 
which it proposes to make with or sell to its oon-
tributore. 

A statement showing name end locstion of the invest-
ment company, and an itemized account of its finan-
cial condition, and the amount of its property and 
liabilities, and suah other information as banlt com-
missioner may require. 

Copy of articles of incorporation, aonstitution and by-
laws, and all other papers pertaining to its organ-

ization. 
If foreign corporation, to also file a copy of the 
laws of such state where inaorporated. 

All ·papers to be verified by oath. 
Written, irrevocable consent that action may be 

brought ·against it by service of process on the 
Secretary of State. 

I owe • . ( 1915 ) • 

Copy of constitution and by-laws, or articles of oo-
partnership or association. 

Itimized statement of financial condition and the 
amount of properties and liabilties. 

Statement showing in full detail the plan upon which 
·it proposes to transact business. 
Copy of all bonds or other securities which .it pro-

poses to make with or sell to contributors, includ-
ing the prioe at which such stocks, bonds, or other 
securities are to be sold or offered for sale. 

Sample copies of all literature or advertising matter 
used or to be used. 

Statement showing the name and location of principal 
office and names and addresses of officers and di-
rectors. 

Foreign corporations to furnish certifie·d copy of/ 
charter and instrwnents giving it authority to do 
business in such state. 

Documents to be certified. 
Consent to service of process on the Seoy. of the state. 
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Kansas. ( 1915). 

A copy of the securities to be promoted. 
A statement in substantial detail of the assets and 
liabilities of the person or company making and 
issuing such securities and of any person or com-
pany guaranteeing the same, including specifically 
the total amount of such securities and of any 
securities prior thereto in interest or lien, author-
ized or issued by any suoh person or company. 

If securities covered by a lien, a copy of such mort-
gage or instrument creating such lien, with a com-
petent appraisal of the property covered, with s~ci­
fic statement of all prior liens. 

Gross and net earnings, of any person or company 
making and issuit).g or guaranteeing such eecuri t.ies 
or .of any property covered by any s¢oh mortgage 
or lien. 

All knowledge or infQrmation in the possession of 
promoter relstive to the character of the securities. 

A copy of pro~pectus and advertising matter. 
Names, addresses end selling territory of agents. 
Names and address of promoter, partners, and of di-
rectors or trustees, and of any person o\vning ten 
percent of capital stock. 

Plan of conducting business. 
Articles of co-partnership or association, and all 

other papers pertaining to its organization. 
Copy of charter and byi;laws. 
Written consent that actions msy be commenced against 
it in the proper courts· by the service of process 
on the Seay. of State. 

Louisiana• (1915). 

Name and residence o:f each agent. 
Name and kinds of bonds he proposes to sell and their 
value. · · 

Domicile end offices of corporation. 
Market value ef stocks and bonds. 
Location of property owned by corporation. 
Bond of $1,50fi(oontinues in force 2 yearsl 



Table No. 5 ( Continued ~ 

Maine. (19m3- effective 1914). 

Application to state the principal place of business, 
the name or style of doing business, and the address 
of the dealer, the names, residences, and business 
addresses of all persons interested in the business 
as principals, etc., specifying capacity and title, 
and the mength of time dealer ~has been engaged in 
the business. 

File power of attorney, appointing the commissioner 
agent for the service of process in any oourt of 
the state. 

Dealer furnishes certificates of good repute• 
When application is filed, the Commissioner inserts 
the fact once in the official state ~aper and once 
in a news pa per of general oirculsition where the 
dealers place of business is located. Any person 
within 2 weeks thereafter may file objections. 

Michigan. (1915). 

A statement showing in full detail the plan upon whioh 
it proposes to transact business. 

A copy of all oontrsots, stocks, bonds or other instru-
ments whioh it proposes to make with, or sell to its 
contributors or customers. 

~rospectus, and proposed advertisements. 
Name and location of the company. 
The names and addresses of its officers. 

· Itimized account of its financial condition. 
Copies of srtioles of co-partnership or association, 
and all other papers pertaining to its organization. 

If foreign company, a copy of laws of the state in 
which incorporated and certificate of proper officer 
showing it authorized to do business there. 

Irrevocable consent th.at suits and actions mey be 
brought against it in any county in which a cause of 

_ action may arise or in which the plaintiffs reside. 
Dealer to furnish, name, residence and business ad-
dress, the general character of the securities dealt 
in, the place or places where the business is to be 
conducted within the state, end names and addresses 
of all persons in charge of business. 
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Minnesota. (1913). 

A statement showing in full detail the plan upon 
which it proposes to transact business. 

A oopy of all applications for securities and forms of 
contracts, securities, and other instruments which. 
it proposes to take, enter intoi sell or sexeoute. 

A statement showing the name of officers and location 
of· the principal office of the company. 

An itemized account of its actual financial con-
dition, and the amount and nature of its property 
and liabilities. 

such other information and in such form touching its 
affairs as said commissioner· of insurance may require. 

Foreign companies to file laws of state where organ-
ized or incorporated, and also a copy of its charter, 
articles of incorporation, and a certificate of author 
ization to do business, constitution and by-laws etc. 

Insurance commissioner to be designated as process 
agent. 

Missouri. (1913). 

Statement showing in full detail the plan upon which 
it proposes to do business. 

Copy of all contracts, bonds, or other instruments 
which it proposes to make witn or sell to its con-
tributors. 

Name and location of investment company. 
Itimized acaount of its financial condition. 
Articles of co-partnership or association, end all 

papers pertaining to its organization. , 
If foreign company must also furnish a copy of laws 
of state where incorporated. 

Investment houses must satisfy the Commissioner that 
they deal in h.igh. grade securities, but the. act does 
not lay down any special requirement of evidence. 

Companies shall appoint the Secy. of state to be their 
attorney, and upon whom all lawful process in any 

. action against it mJY be served. 
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Montana. ( 1913). 

Itimized ststement of financial condition. 
Copy of all contracts, bonds or other securities 
which it proposes to make with or sell to its con-
tributors. 
Sam~le copies of all literature or advertising 
matter used or to be used by such company. 

Copy of constitution and by-laws, or articles of co-
partnership or association. 

Copy of charter. 
All papers to be verified. 
Written consent to be service of process on the.in-
vestment commissioner. 

For stock brokers the commissioner is to make special 
investigation to ascertain reputation. _ 

Nebraska. (1913). 

Dealers: Must file statement under oath showing sol-
vency, general plan of doing business, copy of or-

. genization papers. · Liable to· examination and cost · 
for the same. · 

Corporations selling securities of their own Issue: 
Must file statement under oath showing. financial condition, 
copies of seourities,contracts, etc. Foreign corporations 
must file copy of laws under which organized. 

Morth Carolina. (1913). 

A statement snowing in full detail the plan upon which 
the company proposed to transact business. 
A copy of all applications for and forms of con-
tracts, securities, bonds or other instrwnents which 
it proposes to sell to its contributors. 

Name, location, and head office of the company and an 
itimized account of financial condition. 

Copy of laws of state under which organized • 
. Examination if required. 

North Dakota. (1915). 

Same as the Kansas law of 1915. 
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Ohio. ( 1915). 

Names and addresses of the offioers and directors 
of the oompany. 

Location of principal office. 
General character and plan of business. 
Foreign corporations must furnish copy of articles and 

copy of regulations and by-laws. 
Provision for service of process. 
Before licensee shall dispose of any security, he shall 
file (1) the name, location of principal office of the 
issuer and the names of its officers and directors; 

(2) the assets and liabilities, and aapital stock of 
the issuer, and financial statement of preceding yesr; 
(3) description of securities and purpose 0£ issae: 
(4) approximate price st which the.licensee purposes 
to dispose of the securities. 

Oregon. ( 1915). 

A copy of the security to be issued. Prospectus or 
advertising matter to be used• Financial statement. 
Gross and net earnings for preceding year, verified 
by the executive officers and three directors. Names 
and.address of the officers and directors. Purpose 
of issue. 

Description of property and business to be followed. 
Brokers are to furnish·evidence of good character. Are 

not required to file a copy of eaah security. 
South Carolina. (1915). 

Statement showing in full detsil the plan of business. 
Copy of all contracts, stocks~· bonds, prospectus, 

and proposed advertising. 
Name and location and main office of the Company. 
Names end addresses of officers. 
Itimized account of financial condition. 
Copy of articles of co-partnership and association. 
If a foreign company, a copy of laws under which or-
.ganized- charter, certificate. 

Verification and certifiostion of papers filed. 
Consent, process served on Ins~rance Commissioner. 
Dealer: (1) Name, residence, and.business address; 

(2) General character of securities to be dealt in; 
(3) Place of conducting business. 
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South Dakota. (19151. 

Same as the Arkansas law of 1915. 

Tennessee (1913). 

A statement showing the plan upnn which it proposes 
to transact business. 

A copy of all contracts, bonds, or other instruments 
which it proposes to make with1 or sell to its contri-
butors. ' 

A statement showing the name and location and an 
itimized financial statement. 

Material rela.ting to organization- by-laws, etc. 
A copy of laws under which organized, if a foreign 

company. 
File irrevoct;lble consent that actions may be commenced 
against it in the proper court of any county in the 
state in which a cause of action may arise or in 
which the plaintiff resides, by the service of pro-
cess on the ~eoy. of State. 

Texas. ( 1913). 

Statement in full detail of plan,for increasing 
capital stock, etc. 

All the forms of contracts, stocks ( or deeds). 
Name and location of corporation and names of officers 

and addresses. 
Amount of capital of any corporation already organized, 

proposed increase, etc., and price of stock to be 
sold. 

If organized under other jurisdication, copy of 
charter and egidence of authority. 

General plan of pro~osed lots to be sold; contracts, 
and genGral literature to be used by townsite cor-
porations. 

Statement of promotion fees. 
Each foreign corporation shall file with Seoy. or 
Commr• s like power of the Attorney to that pro-

vided for Life Insurenoe_Corporations. 
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Vermont• ( 1913). 

Commissioner may, in his discretion, waive any of 
the requirements. 

Statement shewing in -full detail the plan o:f business. 
Copy of all bonds, contracts, etc. 
Name end location of the company. 
Financial statement. 
Papers pertaining to its organization. 

Provides for action against it by serviaa of process on 
Seay. of State. 

West Virginia. (1915). 

Copy of securities to be promoted. 
Copy of charter, articles, of.association, and by-
laws, etc. 

Financial statement of the company. Amt. of securi-
ties. · · 

If ~securities secured by mortgage or other lien, a 
copy of such instrument, and a competent appraisal 
of the valuation of the property with a specific 
statement of all prior liens thereon. 

Gross and net earnings actual or estimated of com-
pany issuing or guaranteeing securitieso 

All knowledge or information of the promoter relative 
to the character or value of the securities and 
property. 

Copy of any prospectus or· advertising matter which 
will be used in connection with promotion. 

Names end addresses of agents. . 
Name and address of promoters- of partners and of 
directors or trustees ( and of any and all persons 
owning ten per centum or more of the capital stock), 
if the promoter be a corporation or association). 

Provision for service of process on the auditor. 
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Wisconsin. (1915). 

Dealer must file with commission: 
Statement under oath, showing the name and princi-
pal place of business of such dealer and the names, 
residences and business addresses of officers, trus-
tees, members, partners. 

Dealer non-resident of Wisaonsin:-
:Must also file appointmen~ of attorney for service 
of process. 

Corporations selling securities of their own issue, 
if more than $25.000 of proceeds are used for Com-
missions, organization, or promotion expenses, and 
must file the following information; place of busi-
ness, copy of all applications for and forms of con-
tracts etc. · 

Statement of riame, location, head offioe, etc. 
If a corporation organized under the laws of any 
state, other than v~fsconsin, 1 t shall file; copy 
of-laws governing its existence, certificate from 
head office authorizing branch office or agent to 
do business; copy of articles of incorporation, power 
of attorney, and show amount paid for oommissions, 
promotion and organization expenses, end to whom. 
Must file all advertisements and oiroulsrs before 
publis had. 



'l:able No. 6. 

Supervision· after.License is Secured. 

Arizona. (1912). 

Annual certified financial statements including the 
assets and liabilities ( or oftener if required) 
must be made to the Corporation Commission; failure 
to do so within 10 days for regular or. 30 days for 
spacial report works forfeiture of right to do 
business in the state. 

Commission is court of general jurisdiction, may en-
force attendance of witnesses and production of evi-
dence and take testimony under deposition within or 
without the state. 

Companies ere subjeot to examination at any time the 
Commission thinks desirable. 

Esch company is subject to a fee of $10 per day and· · 
expenses for making examinations and failure to pay 
the f ea works a for:fei ture of the right to do 
business in the state. 

No amendment of charter,.artioles of incorporation, 
constitution, and by-laws, shall become effective 
until a oopy of the same has been filed with end 
approved by the Corporation commission. 

Arkansas. ( 1915). 

All investment companies subject to examination by 
Bank Commissioner or authorized examiner at any time 
the Bank Commissioner shall deem it advisable end in 
such a manner as is now provided for the examination 
of state banks. 

Annual examination of all building and loan, building 
or building and savings associations doing business in the 
state. Fee of such examinations not to exceed $10 per day 
plus ten oents per thousand dollars or fraction thereof of 
its assets. Nqt to exoeed $50. If a foreign oorporstion, 
not to exceed $60 plus expenses. · 
MP"Y revoke license if it appears that the further-sale of 
said contracts, stocks, bonds or other securities would 
work a fraud upon the purchaser. 
Information subject to public inspection. 
Annual statement, accompanied with a $2.50 fee. 
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California. (1913). 

Liable to examinetinn at cost of ~10 a @ay and ex-
penses. 

Must file copies of all circulars and advertisements. 
Foregoing apply both to issuing corporations and to 
brokers .• 

Issuing corporations must also file semi-annual re-
port till securities are sold and proceeds disposed 
of. 

Broker liable to be called on for information relating 
to securities he is selling. 

Connecticut. (1911)~ 

Subject to the same supervision as bonks, savings 
banks, and trust companies• No corporation doing 
business shall guarantee, by endorsement or otherwise, 
debenture bonds secured by loans upon real estate 
to an amount exceeding ten times the amount of the 
capital paid up in cash and the cash surplus of said 
corporation, 

Florida. ( 1913). 

Must file financial statement when required· Fee$5. 

Georgia. (1913). 

May r~quire a statement showing the securities of-
fered, any redu~liceted circulars, including copies 
of advertising published in any newspaper, magazine, 
or periodical. 

May limit such order to the securities of any par-
ticular class. 

Financial statement must be filed when required. 
Assets and earnings• 
Copy of dealers contract showing his compensation. 
Information to show offer is honest and in good 
faith and.sufficient to enable purchasers to form a 
judgment as to the value of the security. 
Fee $5. 
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Ida ho. ( 191~). 

Must get· approval of seaurities before offering.· 
Must file semi-annual finanoial statement. 
Liable to examination at oost of $5 a dsy and 

expenses. 
Mining oorporations file annual statement with the 

Inspector of Mines• This report to contain the names 
of each mining claim and the total number of suoh 
claims owned, leased, or otherwise held, forming the 
basis for the issue of stock certificates, and the 
number being worked and developed, and the mining 
district and county in which such property is lo-
cated; mhe nature of the title character of improve-
ments, description of work done, the total consider-
atio.n paid out therefor; total number o:f shares that 
corporation authorized to issue; total number of 
shares set aside; the totsl number of shares of stock 
sold snd the money or consideration received there-
for and the nwnber of shares remaini~unsold. 

Iowa. (1915). 

Must get approval of securities before offering. 
Must file annual financial statement. 
Fee, ~~20 or on~~ .. ~enth of one percent on the amount 
of securities proposed to be sold. 

$10 per day penalty for each day company transacts 
business in violation of act. 

Examination of list of stocks, bonds and securities 
sent in by brokers each month. 

Liable to examination st oost of $6 per day plus 
expenses. 

Agents fee~ $1 ( annual ) 

.Kansas. ( 1915). 

Muet secure approval of "speculative securities" 
before offering them for sale. 

Must file quarterly statements of financial condition. 
Are liable to examination at a cost of ~15 per day 

plus expenses. 
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Louisiana. (1915). 

A sepsr~te certificate must be obtained and separate 
bond issued for eacn corporation the agent repre-
sents. 

Any purchaser has action on the bond and can recover 
if he loses by misrepresentation of .the agent. 

Maine. (1913- effective 1914). 

Bank commissioner has right et any time to require 
filing list of securities being offered or offered 
during preceding six months. 

Also he hes a right to require filing of circulars 
and advertising matter, and information about issues 
to show that they are being offered in good faith. 

Michigan. (1915). 

Commission may cause an appraisal to be made, at the 
the expense of the company, of the pro party of the · 
company, including the value of patents, good will, 
promotion and intangible assets, and it may fix the 
amount of stocks, bonds end securities that shell be 
issued in pa~ent for patents pro'p:erty, good will, 
promotion and intangible assets. 

Examination at will of the commission. .b'ee not to 
exceed $6 per day plus expenses of individual mak-
ing examination. 

Furnish annual finanaial statement. Fee~. 

Minnesota. (1913). 
Advertisements to bear serial number, a oopy of which 
shall be filed with Commissioner of Insurance. 

Contract of subscription to be in writing. 
Interest of penson making sale must appear in contract 
of subscription. 

Annual statement to be filed. 
Commissioner given power of revocstion. 
Commissioner may make examinations·of applying com-

panies, latter paying $10 per diem and e~ ens es. 
Change in articles to be approved by Commissioner, 
or cessation of business. · 
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Missouri. (1913). 

Must get appr9val of securities before selling. . 
Must file annual financial statement. 
Liable to examination at cost of $10 a dsy and expenses 

Montana. ( 1913). 

Must get securities approved before offering- except 
those specially qualifying ss "stock brokers'' who 
only need file each month a list of seourities on 
sale and handled during the preceding month. 

Must file annual financial statement. 
Liable to examination at cost of ~10 a day and ex-

penses. 

Nebraska. (1913). 

Dealers: Must file each month list of offerings under 
oath. Must state any commissions or bonus direct 

ori" indirect in exoess of 15%, and this must be 
stated on the faca of the stock sold. Must file 
copies of all circulars and advertising. 

Corporations selling securities of their own issue: 
File annual financial statement ( par value of all 

stock must be $100). File circulars and advertise-
ments with Commission.· Commissions in excess of 
15~~ must be stated on th.a fact of the stock sold. 

North Carolina. ( 1913). 

Must file annual statement. 

North Dakota. (1915)~ 

Same as the Kansas law of 1915. 

0 hi 0 • ( 1915 ) • 

Examination of issuer .or owner at the discretion of 
the oommissioner. Applicant to pay the expense for 
suah examination on whiah expanse shall be determined 
by the commissioner. 

License revokeo.by aommissioner if he deems the lic-
ensee is of bad business repute, has violated the 
provisions of ~he set. or is engaged or is about to 
be engaged in illegitmate business or in fraudulent 
transactions. 
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Oregon. ( 1915). 

Dealer: Must file each month a list of securities 
handled .during preceding month. 

Annual statement; fee $2. . 
Examination at will of Commissioner ( same requirements 

as for state banks by the Spt. of ~anks) 

South Carolina. ( 1915). 

Examination at will of co:rµmissioner at expense of invest-
ment company ( not over .~7 per day plus expenses). 

Information open to publia. 
Annual statement-pfee fl showing financial condition. 

South Dakota. ( 1915). 

Examination at will of Commission. Fee, not to exceed 
$10 a day plus expenses. 

l!1ile an annual statement of financial condition; fee$5. 
May revoke license if it appears that the further sale of 

said bonds, stocks, and oontraots or other securities 
would work a fraud upon the puroheser. 

Commission may issue in pamphlet form, or by means of 
newspaper advertisements anything relating to the com-
panies which it deems of public interest. 

Tennessee. (1913). 

Examination of Investment company at will of the Secy. 
of State. Not over $10 e day plus expenses. 

Require two financial statements annually. Fee $5, eaoh. 

Texas. ( 1913). · 

Books to be opened to Commissioner or agents. 
If after expiration of two years from granting permit 
corporation has failed to organize must refund to aub-
saribers the amount paid to promoter. ~eoy. of State 
may grant at extension o~ time. 

Examination of companies ~7~0 a day plus expenses. 

Vermont. ( 1913). 

Liable to have semi-annual financial statements required. 
i'ee i5. 
Liable to examination st oost of $10 a dsy and expenses. 
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West Virginia (1915). 

In oase of stooks, the total promotion expense not to 
exceed ten percent of the value of the stock sold, and 
if sold at less thannpar, tan percent of the selling 
prioe. 

In case of bonds, notes, contracts, or other securities 
the total promotion expenses shall not exceed :five per-
cent of par value. .. 

Annual financial statement fee, ~2. 
Companies subject to examination at any time the auditor 
deems advisable. Fees same as those relating to the 
examination of Insurance companies. 

Wisconsin. (1915). 

After license is taken out Railroad Commission may re-
quire from dealers at ,sny time: 
Information relating to securities sold or offered for 

sale. 
~hat dealer file copies of circulars and adve~tisements. 
Evidence that security is being offered in good faith. 

Commission has power to examine the company ( selling 
its own issue ) at company's expense. 

Advertisements to be numbered and :filed. 
Supervision of subscription oontrsot. 
Commission and promoter's profits limited to persons 
named. 
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Appointment of ·Receiver for Investment Companies. 

Arizona. (1912-) 

If the assets do not equal liabilities. 
If the businees is conducted in an unssfe, inequitable 
or unathorized manner. 

If the interests of the investors are jeopardized. 
If the Oompany refuse without adequate reasons to file 
any documents required. · 

Arkansas. (1915). 

No provision. 

California. (i913) .• 

No provision. 

Connecticut. (1911). 

No provision. 

Florida (1913). 

No provision. 

Georgia. (1913). 

No provision. 

Ida ho. ( 1913). 

If the assets are impaired to the extent that such do 
not equal its liab&lities. 

If aonduoting its business in unsafe, inequitable or un-
authorized manner, or 

If it is jeopardizing the interest of its stockholders, 
or investors .• 

If fail or refuse to file papers and documents required. 

Iowa •. ( 19&5 ) • 

No provision. 
Kansas. ( 19:J.5). 

No provision. 
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Louisiana. (1915). 

No provision. 

Maine. (1913-effective 1914). 

No provision. 

Mio hi'gan. ( 1915). 

No provision. 

Minnesota. (1913). 

No provision. 

Missouri. (1913). 

If ,assets are impaired to the extent that such sssets do not equal its liabilities. 
If conducting business in unsafe, inequitable or unauth-orized manner. 
If the interests of the investors are jeopardized. 
If the company refuse without adequate reasons to file 
any documents required. 

Montana. (1913). 

If assets do not equal liabilities. 
If conducting business in unsafe, inequitable or un-
authorized manner. 

If the interests of the investors are jeopardized. 
If the company refuse without adequate reasons to file 
any document_s required. 

Nebraska. (1913). 

No provision. 

North Carolina. (1913). 

No provision. 

North Dakota. (1915). 

No pro vision. 
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o ni o. < 1915 ) • 

No provision. 

Oregon. ( 1915). 

If interest of the investors is jeopardized. 
If the company refuse without adequate reasons to file 
any docum~nts required. 

The corporation commmssioner to report the facts to the 
Attorney General or to the District Attorney having 
jurisdiction, who shall institute such proceedings as 
appro"pria te to protect the interests of stockholders 
and other creditors and investors. 

South Carolina. (1915). 

No provision. 

South Dakota. (1915). 

No provision. 

Tennessee. (1913). 

When assets do not equal liabilities. 
If conducting business in an unsafe, inequitable, or un-
authorized manner. 

If jeopardizing the interests of the stockholders and in-
vestors. 

Failure to file documents when required, without satis-
factory reason. 

Secy. of State to communicate facts to Atty. General who 
shsll commence proceedings. 

Texas. ( 1913). 

No pro vis ion. 

Vermont. ( 1913). 

Give notice to Attorney General when: 
Assets do not equal liabilities. 
Conducting business in an unsafe, inequitable, or un-
authorized manner. 

When jeopardizing the interests of investors. 
Failure to file documents without giving satisfaotory 

reason. 
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West Virginia. (1915). 

Same as p;rovided for in t ha· Vermont Law. 

Wisconsin. (1915). 

No provision. 
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Appeal in Case of Refusal to Grant Permit. 

Arizona. ( 1912). 

No provision. 

Arkansas. (1915). 

An appeal will always lie to the ohanoe'ry oourt, upon 
petition of any person aggrieved and upon payment of the 
costs of preparing such copies of papers and other docu-
ments desired by said petitioner from any final orders 
of t b.e .Bank Commissioner.. ~b.e granting of sue h appea 1 
however ,.shall not, unless so ordered by sue h oourt or 
other oourt of competent jurisdiotion, operate as a stay 
of proceedings. 

California. (1913). 

An appeal may be taken from any deoision of the commis-
sioner of corporations ·under the act, by filing with the 
clerk of the superior clerk of California, a certified 
transcript of all papers in the office of the commis-
sioner, of oorporations relating to such decision. Fee 
of ten cents for eaoh folio and $1 for certification. 
The oourt upon suoh appeal limited to a consideration 
of the question whether there has been abuse of discre-
tion on the part of the commissioner in making such de~ 
cision. 

Connecticut. (1911). 

No provision. 

Florlda. ( 1913). 

No provision. 

Georgia. (1913). 

If a dealer is ordered not to sell securities he may apply 
to a Judge of the Superior Cou·rt of the Atlanta Ciroui t 
for an order to the ~eoretsry of State to show cause why 
his order shall not be revoked and the order of the Secy. 
of State may be suspended pending the determination of 

. the matter. · 
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Ida ho. ( 1913). 

No provision. 

Iowa • ( 1915 ) • 

Any company thet is denied a certificate to transact 
business in the state, or whose oertificate is can-
celled, has right to appeal to the executive council of 
the state :from any decision of the Seay. of State, within 
twenty days after such decision. 

If the company appeals and receives an adverse decision, 
it may appeal to the district court by service on the 
attorney general. 

A supersedeas msy be had by any person denied a. permit to 
do business in the state and who has thereafter perfected 

· an appeal by the execution and filing of a penal bond to 
the State· for the use and benefit of the State for any 
costs or damages incurred by reason of appeal and for the 
use and benefit of any pure has er of eny stocks, bonds or 
other securities from the appelant during the pendency 
of said appeal; the bond to be in the sum fixed by the 
judge of the district court to which said appeal is taken 
and approved by the clerk of the court, and shall provide 
that if the order appealed from is afiirmed, the party 
appealing shall pay to the state all costs and damages 
by reason of said appeal, and shall pay to the seoy. of· 
state for the use and benefit of any purchaser who has 
suffered damage by reason of the purchase of any seouri ty 
during the pendenoy of suoh appeal the amount fixed in 
said bond or so much thereof aa may be necessary. 

Kansas. ( 1915). 

Company dissatisfied with findings of Charter Board may 
within thirty days from the making thereof commence 
action in any oourt· of competent jurisdiction against 
such Board. Appeals may be taken from the decision of 
the district court to the supreme oourt by either party. 
Pending such action, findings of charter board are prims 
facie evidence that they are just and reasonable and that 
the facts ·found are true, and fi~dings shall remain full 
force and effect 
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Louisiana. (1915). 

No provision. 

Maine. (1913- effective 1914). 

Appeals may b:e taken from any decisionof the Oommiss ioner 
to the ~upreme Judicial Court. 

Michigan. (1915). 

The supreme court upon petition of any person aggrieved 
may review by certiorari any final order of ·determination 
of the commission. · ~he issuance of the writs shall not, 
however, unless specifically ordered by the court, operate 
as a stsy of proceedings. 

Minnesota. (1913). 

Uo provision. 

Missouri. (1913). 

Any corporation, individual etc. receiving notice from 
the bank commissioner that it shall do no further busi-
ness in the state, may apply to a judge of the circuit 

· court of the county where the company has main office if 
a dqmestio company; or to a judge of the circuit court 
of Cole county, if a foreign company, for an order ad-
adressed to the commissioner of banking to show cause why 
the commissioners order should not be revoked, and such 
judge shall have full power to hear and determine the 
matter, and to make such provision and order as justice 
and equity may require. 

Montana. (1913). 

An appeal may be taken from the decision of the invest-
ment commissioner. to the state bo~_rd of examiners of the 
state. Tnis body msy reverse the decision of the in-
vestment commissioner. 

Nebraska. (1913). 

No provision. 

North Carolina. (1913) 

No provision. 
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North Dakota. (1915) 

Same as the Kansas law of 1915. 

Ohio. (1915). 

Appeal for reversal of decision of Commissioner to be 
msde within thirty days after such decision, in the 
court of common pleas- in Franklin county. Eurdan to 
rest upon the plaintiff to disprove the grounds assig-
ned in the official action complained of. The courts 
decision shall consult only the rights of the plaintiff 
and the .protection of the public and the "commissioner" 
shall prosecute no proceedings to obtain a reversaln of 
judgment rendered in favor of the plaintiff. Msy apply 
for a new license after thirty days. 

Oregon• ( 1915). 

Any person aggrieved by any decision of the Corporation 
Commissioner under the act, has appropriate remedy, in 
any court having jurisdiction for the correction of such 
decision, if the same be erroneous or unjust or without 
jurisdiction. 

Soutn Carolina. ( 1915). 

No provision. 

South·Dakota. (1915). 

The Supreme court upon petition of any person aggrieved 
may review by certiorari any final order of determination 
of the Commission. The issuance of the writ~ shall not, 
however, unless specifically ordered by the Court, oper-
ate as a stay of proceedings. 

Tennessee. (1913). 

No provision. 

Texas. ( 1913). 

If refused permit, may bring suit in District Court of 
Travis county, Texas. 

Vermont. (-1913). 

lfo provision. 

____ ,1 
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Vest Virginia~ (1915). 

Any person aggrieved by the decision of the auditor 
of the state shall within sixty days thereafter, have 
the right to petition any court having jurisdiction, 
or the judge thereof in vacstion, for a write o~ mandamus, 
or for other appropriate remedy, provided by existing 
law, for the correction of said decision, if the same be 
erroneous or unjust, or withqut jurisdiction. 

Wisconsin. (1915) 

No provision. 
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Executive pepartments Especially Created or Delegated· 

to Enforce the Aat. 

Arizona. ( 1912) 

None. (Under the .oontrol of the Oorporation Comm.) 

Arkansas. (1915) 

None (Duties devolving on the Insurance commissioner to 
pass automatically to Bsnlc Commissioner when created) 

California. (1913). 

State Corporation department including a Corporation Com- . 
missioner, apRointed by the Governor to hold office at his 
pleasure,. at ~500~ per year and sssistandss. 

Connecticut. (1911). 

None (Commissioner on Building & Loan Associations) 

Florida. ( 1913). 

None. ( The comptroller and Atto,rney General) 

Georgia. ( 1913). 

None. ( The Secretary of State) 

Ida ho • ( 19 lZ ) • 

None. ( The Bank Commissioner) 

Iowa• {1915). 

None• ( The ~eoretary of State) 

Kansas. (1916) 

None. ( ~he Charter B.oard) 

Louisiana. (1915). 

None. ( ~he Seoretary of State) 
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Maine, Cl913- effective 1914). 

Nona. ·{ ~he Bank Commissioner) 

Micnigan. (1915). 

Michigan Securities Commission, consisting of the 
·Commissioner of the state banking department, the 
· State Treasurer, and the Attorney General. 

Minnesota. (1913). 

None. ( The Commissioner of Insurance) 
Missouri. (1913); 

None. ( The Bank Com~s.sioner. ) 

Montena. (1913). 

The o:ffice of Investment Commesioner created- the 
State .Aud~tor. 

Nebraska. (1913) 

None. ·(The State Railroad Commission) 
North Carolina. (1913) 

None· ( Insurance Commissioner} 

North Dakota. (191~) 

None. ( ~he State Banking Board- the Examiner) 

o hio. ( 1915) 

None. (Department in charge of the Superintendent of · 
Banks termed the Commissioner) 

Oregon. ( 1915). 

Established the Corporation Department. Corporation Com-
missioner in charge, appointed by 1.:tovernor, to serve 
four years, at salary of $3,000 per annum. 
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South Carolina. (1915). 

None• { THE Insurance Commissioner) 
South D~k9ta. (1915) 

Crested State Securities Commission, aonsisting of the 
Public· Examiner, Attorney Geneea1 and the Commissioner of Insurance. ~o appoi~t a ~eoretary at a salary of $1,800 per annum who shall have equal power and author-ity, subject to the approval of the Commission. 

Tennessee. (1913) 

None. ( Secretary of State) 
Texas. ( 1913) 

Nona ( Seoretsry of State or Commissioner of Insurance 
·and Banking) · 

Vermont. (1913) 

None. ( The Bank Commissioner) 

West Virginia (1915) 

lione ( The Auditor) 

Wisconsin. (1915) 

None. ( Xhe Railroad Commission) 
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"BLUE SKY" ·LAWS -oF :f!ANSASTTHE ORIGINAL "BLUE SKY" 

LAW O:B' :KANSAS ( 1911) 
Appendix Ir. Table No. l 

Regulation and Supervision of Investment Companies in 
Kansas. House ~ill No. 906. Session of 1911· 

An act to provide for the regulation and supervision of 
investment oompanies and providing penalties for the vio-
lation t hereo:f. 

Be it enacted by tne Legislature of the State of Kansas. 
Section I. ~very corporation, every co-partner-

ship ·or company, end every association ( other than state 
and notional banks, trust companies, real estate mortgage 
companies dealing exalusively in real estate mortgage 
notes, building and loan associations and oorporstions 
not organized for profit), organized or which shall be 
organized in this state, whetner incorporated or unin• 
oorporated, which shall sell or negotiate for the sale 
of any stocks, bonds or other securities of any kind or 
ahareater otner then bonds of the United States, the state 
of Kansas, or of soma municipality of tb.e State of Xansea, 
and notes secured by mortgages on real estate located in 
the state of Xsnsae, to S?cy' person or persons in the state 
of Kansas, other then those specifically exempted herein, 
shall be known for the purpose of this sot ss e domestic 
investment company. ~very such investment company or-
ganized in any other state, territory or government, or 
organized under the laws of srry other state, territory 
or government, shall be known for the purpose of tnis act 
as a foreign investment compa:ny. 

Section 2. Before offering or attempting to sell 
any stocks., bonds or otb.er securities of any kind or oher-
aoter other than those specifically exempted in section 
l of this sot to any person or persons or trensaoting 
any business whatever in this state, excepting that of 
preparing the documents hereinafter required, every snch 
investment company, domestic or foreign, shall file in 
the office of the bank commissioner of this ste-te, to-
gether with a filing fee of two dollars and fifty cents, 
the following documents to wit: A statement showing in 
full detail the plan upon which it proposes to transect 
business. A copy of all contrsote, bonds or other instru-
ments which it proposes to make with or sell to its con-
tributors. A statement wnioh shell show the name end 
location of the investment company, and en 1tem1zed socolint 
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of its aotual finanoial oondi tion, and t lle amount of its 
property·and liabilities, and suoh other information 
touob.ing its affairs and said bank aommiesioner may re-
quire. If suoll investment company shall be a co-part-
nership or an unincorporated association, it shall also 
file with the bank commissioner a copy of its articles 
of co-partnership of asaooiation, end all other papers 
pertaining to its organization, and if it be a corporation 
organized under the laws of Xensaa it shall also file with 
the bank commissioner a copy of its articles of incor-
poration, constitution and by-laws, and ell other papers 
pertaining to its organization. If it shall be sn in-
vestment company organized under the lsws of any other 
state, territory or government, incorporated or uninoor• 
porated, it shall also file with tne said bank commmia-
sioner e oopy of the laws of such state, territory of 
government under whicn it exists or is incorporated, and 
also a copy of its charter, articles of incorporation, 
constitution and by-lswa and all amendments thereof which 
have been made and all other papers pertaining to its or-
ganization. 

Seotion 3. All of the above described papers shall 
be verified by the oath of a member of a co-partnership 
of aompany, if it be a co-partnersnip or company, or by 
the oath of a duly authorized officer, if it be an in-
corporated or unincorporated association. All suoh 
papers, however, es are recorded or are on file in any 
public office shall be further certified to by the 
officer of whose records or srohives they form a part, 
as being correct copies of such records or archives. 

Section 4. Every foreign investment company sS14,ll 
also file its written consent, irrevocable, that actions 
may be commenoed against it in the proper court of any 
county in this state in which a cause of action mey 
arise or in which the plaintiff may reside, by the ser-
vice of process on the secretary of state, and stipu-
lating and agreeing that euoh service of process on the 
secretary of state shall be taken and held, in all courts, to be as valid and binding as if due service llad been made 
upon the company itself, according to the laws of this 
or any other state, and such instrument allall be authan-
tiaated by the seal of said foreign investment company 
and by the signature of s member of the oo-partnership 
or company, if it be a co-partnership or company, or by 
the signatures of the president and secretary of the in-corporated or unincorporated eseooistion, if it be an ~ 
incorporated or unincorporated association, and shall be 
saoompanied by a d~lly certified copy of the order or 
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resolution of the board of directors, trustees or man-
agers of. t·he corporation authorizing t h.e said secretary 
and president to execute the same. 

Seo. 5. It shall be the duty of the bank commiss-
ioner to examine the statements and documents so filed, 
and if said bank commissioner shall deem it advisable he 
shall make or h.sve made a detailed examination of sucn 
investment oompanys affairs, which examination shall be 
st the expense of suoh investment company, as herein 
after provided; and if he finds that such investment 
company is solvent that its articles of incorporation 
or aesooiation, its constitution and by-laws, its pro-
posed plan of business and proposed contract contain and 
provide for s fair, just and equitable plan for the tran-
saction of business, and in his judgment promises a fair 
return on the stocks, bonds and other securities by it 
offered for sale, the bank commissioner shall issue to 
such investment company a statement reciting that suon 
company has complied with the provisions of this act, 
that detailed information in regard to the company end 
its securities is on file in the bank commissioners office 
for public inspection end information, that suan invest-
ment company is permitted to do business in this state, 
end such statement sh.all also recite in bold type that 
the benk commissioner in no wise recommends the securi-
ties to be offered for sale by such security company. ~ut 
if said bank commissioner finds that such articles of 
incorporation or association, charter, constitution end 
by-laws, plan of business or proposed contract contain any 
provisions that ere unfair, unjust, inequitable or oppres~ 
aive to any class of contributors, or if he decides from 
his examination of its effaira that said investment com-
pany is not solvent and does not intend to do a fair and 
honest business, end in his judgment does not promise a 
fair return on the stocks, bonds, or other securities by 
it offered for sale, then he shall notify such invest-
ment company in writing of his findings, end it shell be 
unlawiul for such company to do any further business in· 
this state until it shell so change its constitution and 
by-laws, articles of incorporation or association, its 
proposed plan of business and proposed contract and its 
general financial condition in such a manner ea to sst-
isfy the bank commissioner that it is solvent and its 
articles of incorporation or association, its consti-
tution and by-laws, its proposed plan of business and 
proposed oontraot provide for a fair, just end equitable 
plan for the transaction of business, and does, in· hie 
judgment, promise a fair return on the stooks, bonds, 



and th.a other securities by it offered for sale; provided 
that all' expenses paid or inourred and all fees or oharges 
received or oolleoted for any examination made· under the 
provisions of this section of this aot shall be reported 
in detail by the bank commissioner and a full report and 
record thereof made in detail. 

Section 6. It shall not be lawful for any invest-
ment company, eitner as principal or agent, to transact 
any business, in form or oharaoter similar to that set 
forth in section 1 of this act, except as is provided 
in section 2 of this sot, until it shall nave filed the 
papers and documents above provided for. No amendment 
of the charter, articles of incorporation, constitution 
snd by-laws of any suoh investment company shall beoome 
operative until a copy of the same nae been filed with 
the bank commissioner as provided in regard to the orig• 
inal filing of charters, articles of incoroporation, 
oonstitution and by-laws, nor shall it be lawful for any 
such investment company to transact business on any other 
plan than that set forth in the statement required to be 
filed by seotion 2 of this act, or to make any contracts 
other than that shown in the copy o:f the proposed contract 
required to be filed by section 2 of this act, until a 
written statement showing in full detail the proposed 
new plan of teansacting business and aopy of the pro-
posed new contract shall have been filed with the bank 
oommisr&ioner, in lilte manner as provided in regard to 
the original plan of business and proposed contract, 
and the consent of the bank commissioner obtained es to 
making such proposed new p~sn of trsnseoting business 
and proposed new contract. 

Section 7. Any investment company may appoint 
one or more agents but no such agent shall do any busi-
ness for ssid investment company in this state until 
he shall first register with the bank commissioner as 
agent for such investment company, and for esoh of suoh 
regietrstions there shall be paid to the bank commiss-
ioner the sum of one dollar. ~uoh registration shall 
entitle such agent to represent said investment com-
PSilY as its agent until the let day of March follow• 
ing, unless said authority is sooner revoked by the 
bank commissioner; and such authority shall be au.bjeot 
to revocation st any time by the bank commissioner for 
cause appearing to him sufficient. 

Section 8. ~very investment company, domestic 
or foreign, shall file st the close of business on 



Dao. 31st and June ·30th of each yesr, and st suoh other 
times as ,required by the bank commissioner a statement 
verified by the oath of the co-partnership or company, 
if it be a co-partnership or oompsny, or by the oath of 
a duly authorized offioer, if it be an incorporated 
or unincorporated association, setting forth in such 
form sa may be prescribed by the said bank oommissioner, 
its finanoial condition, and the amount of its assets 
and liabilities, and furnishing such other information 
ooncerni~g its affairs ea said bank commissioner may 
require~ Each regular statement of Dao. 31st or of 
June 30th shall be accompanied by a filing fee 0£ two 
dollars and fifty oenta. ~rry investment company fail-
ing to file its report st the close of business Dao. 31st 
or June 30tb. of eaob. year within ten days oitl!lt date. or 
failing to file any other or speoial report herein re-

. quired within thirty days after receipt of requmst or 
requisition therefor, shall forfeit its right to do busi-
ness in t b.ie state. 

Seo. 9. ~he general accounts of every investment 
company, domestic or foreign, doing business in this 
state, shall be kept by double entry, and suoh company, 
its co-partners, or managing officers shall st least 
onoe in eaoh month make a trial balance of suoh accounts* 
which shall be recorded ,in s book provided for that pur-
pose; such trial balances end all other books end eo-
oounta of such company shall et all times be open to the 
inspection of stockholders and investors in said com-
pany or investors in the stocks, bonds or other securi-
ties by it offered for sale and to the bank commissioner 
and his deputies. 

Seo. 10. ~he bank oommiasioner shall have general 
supervision and oontrol, as provided by this act, over 
any and all investment oompaniee, domestic or foreign, 
doing business in this state, and all suoh investment 
companies shall be subjeot to the examination by the 
bank·oommissioner or his duly authorized deputies et 
any time the bank commissioner may deem it advisable 
and in the same manner as is now provided for the ex-
amination of state banks. ~he rig~te, powers, end priv-
ileges of the bank commissioner in oonneotion with suon 
examinations shall be the same as is now provided with 
reference to examinations of state banks; and suon in-
vestment company shall pay a fee for each suoh examin-
ation of not to exceed five dollars for eacn day or 
fraction thereof plus the actual traveling and hotel 
expenses of said bank commissioner or deputy that he is 
absent from the aapital building for tne purpose of mak-
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king suoh examination, and the failure or refusal of any 
investment oompany to pay auob. fees upon the demand of 
the bank oommiesioner or deputy while making such ex-
amination shall work a forfeiture of its right to do 
business in this state. 

Seotion 11. Whenever it shall appear to the bank 
commissioner that the assets of any investment company 
doing business in this state ere impaired to. the extent 
that such assets do not equal its liabilities, or that 
it is aonducting its business in en unsafe, inequitable 
or unautb.orized manner, or is jeopardizing the interest 
of its stockholders or investors in stooks, bonds, or 
other securities by it offered for sale, or whenever 
any investment company shall fail or refuse to file any 
papers, statements or documents required by this eat, 
without giving satisfactory reasons therefor, said bank 
commissioner shall bt onoe communicate, such. facts to 
tb.e attorney general who shall thereupon apply to the· 
supreme aourt or to tb.e district court where such oom-
pa:n.v is located or is doiFg business or to a judge of 
either of said courts for the appointment of a receiver 
to take charge of and wind up the business of euoh in-
vestment company and if such fact of feats be made to 
appear it shall be sufficient evidence to authorize the 
appointment of a receiver and the making of such orders 
and decrees in such cases es equity may require • 

. ·' 

section 12. Arry person who shall knowingly.or 
willfully subscribe to or make or cause to be made any 
false statements or false entry in any book of suah in-
vestment company or exhibit any false paper with tne 
intention of deceiving any person authorized to examine 
into the affairs of such investment company, or shall 
make or publish any false statement of the financial 
condition of such investment company, or the stocks, 
bona or other securities by it offered for sale, shell 
be deemed guilty of a felong,y endupon conviction there-
of shall be fined not less than two hundred dollars nor 
more than ten thousand dollars, and shall be imprieioned 
not less than one year nor more tnan ten years in the 
state penitentiary. 

Section 13. Arry person or persons, agent or agents, 
who shell sell or attempt to sell the stook, bonds or 
other securities of any investment company, domestia or 
foreign, or the stock, bonds or other securities by it 
offered for sale, who have not complied with the pro-
visions of this eat, or any investment oompany, domestic 
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or foreign, which shall do any business, except ea pro-
vi~ded in section two o:f this· aot, or any agent or agents 
who shall do or attempt to do any business for any in-
vestment aompany, domestio or foreign, tn this state, 
which agent is not et the time duly registered end nae 
fully complied with tb.e provisions of tllis act, sh.all be 
deemed guilty of a misdemeanor, snd upon conviction there-
of shall be fined for each offense not lees then one hun-
dred dollars nor more than five thousand dollars, or by 
imprisonment in the county jail for not more than ninety 
days, or botb. such. fine and imprisonment, at the dis-
cretion of the court. 

Seotion 14. A11 fees .herein provided for shall be 
oomlected by the bank commssaioner and by him shall be 
turned into the state treasury and 81Lfees so turned into 
the state treasury are hereby reappropriated to the bank 
commissioner for the purpose of paying all salaries and 
expenses necessary for carrying this act 'into ·effect; 
and the bank commssioner is hereby authorized to s ppoint 
sucb. clerks and deputies as are actually and absolutelJ" 
necessary to carry this act into full force and e:f:fect. 
none of whom shell be related by blood or marriage to 
such bank commissioner or any of his deputies. All money 
actually and necessarily paid out by the bank commiss-
ioner to any clerk or deputy appointed under this act, 
as salaries. or any money actually end necessarily paid 
out by the bank oommiseioner, or by any clerk or deputy 
appointed under this act, for traveling or incidental 
expenses sh.all be paid by the state treasurer out of suoh 
fees upon the stete auditors warrants, to be issued upon 
sworn vouohers containing an itemized aooount of such 
salaries or expenses. 

Section 15. Should the courts declare any eeotion 
of this act unconstitutional or unauthorized by law. or 
in conflict with any other section or provision of this 
act. then aucn daoision shell affect only the section or 
provision so daisred to be unconstitutional. and sh.ell 
not effeat any other section or part of this sot. 

Seotion 16. A11 sots and parts of sots in conflict 
herewith are hereby repealed. 

Seation 17. ~hie aot shall take effect end be in 
·force from and after its publiaetion in the o~fioiel state 
paper. 

Approved,Maroh 10,1911. 
Publianed, March 16,1911. 
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THE AME~IDED ·"BLUE SKY" LAW OF KANSAS ( 1913). 

Regulation and Supervision of Investment 

Companies in Kan.ass. 

Chapter 133, Session Laws 1911 (li.B.906) as amended by 
Senate Bill 485, Session of 1913. 

An Aot to provide for the regulation end supervision of 
investment companies and providing penal ties :for the 
violation thereof. 
Be it enacted by the Legislature of the State of Kansas: 

Section 1. ~he name "Investment Oompen~" ea used in 
this act shall include: (1) ~very person, corporation, 
company, co-partnership, or association wnether incor-
porated or unincorporated except state and national banks, 
trust companies, real estate mortgage companies dealing 
exclusively in real estate mortgage notes, building and 
loan asao·ciatione, and otner associations and corporations 
not organized :for profit, which shall offer or negotiate 
for the sale of, take subscription for, or sell any stocks, 
bonds, contracts, or other securities o~ any kind or 

character- other than bonds of the United States, state 
or municipal bonds, stook of state or national banks, 
building and loan assooiations, or oorporations not or-
ganized :for profit, and notes secured by mortgages on 
real estate, located in the state of Kansas- to any per-
son or persons in the state of 'Kansas. (2) Every person, 
corporation, company, co-partnership or association who 
shall issue, sell, offer or negotiate for the sale of 
any contract for deed, bond for deed, or other papers 
by whatever names suob instruments may be designated, 
providing that when oertsin psymente are made or cer-
tain oonditione fulfilled, a deed or title will be de-
livered to certain parts or parcels of land, providing 
that such land is not located in the state of Kansas. 
(3) Every person, company, oo-partnership, corporation, 
or association organized or which may hereafter be or-
ganized, doing business as a so-called investment aompany, 
loan, benefit, cooperative, home, or guarantee company, 
not specifically ooverad by the foregoing provisions, and 
for the licensing, control and supervision of which there 
is no law in force in this state. 

Seo. 2. It shall be unlawful for any investment com-
pany or any representative thereof, to sell, take sub-
saription for, offer or negotiate for the sale, in any 
manner whatsoever. of any stocks, bonds, contraots, or 
other seourities of any kind or ohersoter, other than 
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those e~~mpted fr.om the provisions hereof without a per-
mit from.the banlt commi~sioner. .clefore securing suo h per-
mit it shall be necessary for each and every investment 
company to file in the office of the bank commissioner, 
together with a failing fee of twenty-f&ve dollars, the 
following papers, documents, statements, and suoh other 
information as said bank commissioner shall deem necess-
ary in each oase to-wit: {l) An itemized statement of its· 
actual finanoial condition, and the amount of its assets 
and liabilities. (2) ~copy of all contracts, stocks 
and bonds, or other seourities whioh it proposes to make, 
sell or negotiate to sell to ·its coritributors. (3) Sem-
ple copies of all literature or advertising matter used 
or to be used by such investment company;:rin the sale 
of its securities. (4) A copy of its constitution and 
by-laws or articles of co-partnership or association. 
(6) If it be an incorporated investment compsn.y it shall 
also file a copy of its charter, and if said company be 
not organized under the laws of the state of Kansas it 
shall be required to comply with the laws relating to 
the admission of foreign corporations to do business in 
the state of Kanses. (Note.- The sbove are sections 
1 and 2 of Senate bill No. 485 of the Session of 1913, 
and emends and repeals sections 1 and 2 of chapter 133 of 
the Session Laws of 1911.) 

Sec. 3. All of the ebove-desoribed papers shall be 
verified by the oath of a member of a co-partnership or 
company, if it be a co-partners hip or 0,ompany, or by the 
oath of e duly authorized officer, if it be an incorpo-
rated or unincorporated association. A11 auoh papers, 
however, as are recorded or ere on file in any public 
office shall be further certified ~o by the offioer of 
whose records or erohives they form a part, as being 
correct copies of such records or ercb.ives. 

Seo• 4. Every foreign investment company shall also 
file its written consent, irrevocable, that actions may 
be commenced against it, in the proper court of any 
county in this state in which a cause of aotion may arise 
or in whic n· the plaintiff may r.eside, by the service of 
process on the secretary of state, and stipulating and 
agreeing that suoh service of process on the secretary 
of state shall be taken and held, in all courts, to be 
as valid and binding as if due servioa had been made 
upon the company itself, acaording to the laws of this 
or any other state, and suoh instrument shall be authen-
ticated by the seal of said foreign inveqtment company 
and by the signature of e member of the oo-partnership 
or company, if it be a co-partnership or company, or by 
the signatures of the president and secretary of the in-
corporated or unincorporated association, if it be an 



inoorpora:ted or unincorporated asaooistion, and shall 
be acoompanied by a duly certified copy of the order or 
resolution of the board of directors, trustees or mana-
gers of the corporation authorizing the said secretary 
and president to execute the same. 

Sao. 5, It shall be the duty of the bank commissioner 
to examine the statement and documents ao filed and if 
said bsnk commissioner shall deem it advisable, he shall 
make or have made e detailed examination, audit and in-
vestigation of such investment company's affairs end 
furnish a full and complete statement or report of his 
investigation to the charter board, providing that suoh 
investm~nt company may at its option refuse in writing to 
have suoh investigation made, in which event the said 
bank commissioner shall at once reject its application. 
The charter board shall examine the statement or report 
and if said charter board shall find that such investment 
company is solvent, that its articles of incorporation 
or aseocietion, its constitution and by-laws, ite pro-
posed plan of business and proposed contracts contain and 
provide for a fair, just and equitable plan for the trans-
action of business, and in their judgment promises a fair 
return on the stocks, bonds, constraots or other securi-
ties by i ttoffered for sale, th.a said charter board shall 
order the bank commissioner to issue to suoh investment 
oompany a statement entitling it to sell such securities 
in the state of Xansaa. The bank commissioner shall there-
upon issue to such investment company such statement re-
citing that such company has complied with the provisions 
of this act, that detailed information in regard to the 
company and its securities is on file in the bank oom-
missioner 's office, that such investment company is per-
mitted to sell its securities in this state, and such 
statement shall also recite in bold type that the bank 
commissioner nor the charter board ia no wise recommend 
the securities to be offered for sale by such investment 
company. Suon permit however shall be subject to revoc-
ation at any time by the bank commissioner, with the con-
sent of the charter board, for cause to nim and it, suf-
ficient. But if said charter board finds that such ar-

. ticles of incorporation or association, charter, consti-
tution and by-laws, plan of business or 'proposed contract 
contain any provision that is unfair, unjust, inequitable. 
or oppressive to any class of contributors or if the 
charter board decides, from the information obtained by 
the investigation or examination made by the bank com-
missioner of the affairs of such investment comps~ that 
said company is not solvent, or does not promise a fair 
return on the stock, bonds, contract or other securities 
by its offered for sale, then it shall direct tne bank 



oommiseioner to not grant such company a permit es here-
in provide.d and tb.e bank commissioner shall notify said 
company in writing of the decision of the said charter 
board; provided, however, that the bank oommiseioner may 
make special investigation and ascertain the reputation 
of every person, set of persons, association, company, ao-
partnership or corporation, who shall deal in stocks, 
bonds; contracts or other securities covered by this act, 
or who shall sell, offer or negotiate for the sale of any 
stocks, bonds, contracts, or other securities covered by 
this act in the state of Xanasa, underwriting or purchas-
ing such securities and reselling to any person or per-
sons· in the state of Kansas at a commission or profit, 
especially es to the class of stock, bonds, contract and 
other securities negotiated or sold by them. .~he said 
bank commissioner.may, with the written consent of the 
charter board, exouse such person, set of persons, asso-
ciations, company, oo-par'.t;nership, or corporation from 
filing a copy of each security as provided in section 2 
of this act, and may issue to such party or parties a 
special liQense entitling them to sell suoh stocks, bonds, 
contracts and other securities in the state of Kansas ea 
are not objected to by the charter board, provided that 
such licensee shall file on the first day of each month 
a list of the stocks, bonds and other seourities on hand 
for sale and sold or negotiated for sale by it during the 
preceding montht and provided further that the samd bank 
commissioner with the consent of the charter board shell 

-liSve authority to prohibit said licensee from selling or 
negQtiating for sale any stocks, bonds, contracts or 
other securities at any time, or cancel said license at 
any time he decides that said lioensee is not selling or 
dealing in such securities as he deems good legitimate 
investments. 

Note.- ~he above is section 3 o~ Senate bill No. 485 
of the session of 1913~ and amends and repeals section 5 
of ohapter 133 of the ~eseion Laws of 1911. 

Seo. 6. It shall not be lawful for any investment com-
pany, either as principal or agent, to transact any busi-
ness, in form or character similar to that set forth in 
section l of this act, except as is provided in seotion 
2 of this act, until it shell have filed the papers and 
doaumenta above provided for. No amendment of the ohar-
ter, articles of inoorporstion, constitution and by-laws 
of any such investment compel'lY shall become operative 
until a copy of the same has been filed with the bank 
commissioner as provided in regard to the original fil-
ing of charters, articles of incorporation, constitution 



and by-laws, nor shall it be lawful for any such invest-
ment aompeDY to transact business on any other plan than 
that shown in the oopy of the proposed contraot required 
to be filed by section 2 of this aot, until a written 
statement showing in full detail the proposed new pla.n 

. of transeoting business and a copy of the proposed new 
oontract shall have bean filed with the bank commissioner, 
in like manner as provided in regard to the original plan 
of business and proposed contract, and the consent of the 
bank commissioner obtained as to making such proposed new 
plan of transacting business and proposed new oontrsat. 

Seo. 7. Any investment company may appoint one or more 
agents, but no such agent shell do any business for said 
investment oompany in this state until he shall first 
register with the bank commissioner as agent for such 
investment company, and for each of such registrations 

· tnere ab.all be paid to the bank commissioner the sum of· 
one dollar. Suah registration shall entitle such agent 
to represent said investment company ae its agent until 
the lat of Maren following, unless said authority is 
sooner revoked by the bank commissioner; and eucb. authority 
shall be subjeot to revocation et any time by the bank 
commissioner for cause appearing to him sufficient •. 

Sea• a. ~very investment company, domestic or foreign, 
shall file at the close of business on December 31st and 
JunQ 30th of aeon year, and at suoh other times es re-
quired by the bank commissioner, a statement verified by 
the oath of the co-partnership or company, if ·it be a-
oo-partnership or company, or by the oath. of a duly auth-
orized officer, if it be an incorporated or an unincor-
porated association, setting forth in such form as may 
be prescribed by the said bank commissioner, its .:finan-
cial condition and the amount of its assets and liabilities 
and furnish aucb. other information concerning ita affairs 
as said bank commissioner may require. Eaoh regular state-
ment of December 31st and June 30th shall be sooompanied 

by a filing fee of two dollars and fifty oenta. Any in-
vestment company failing to file its report at the oloee 
of business December slat snd June 30th of eaoh year with-
in ten days of that date, or failing to file any otner or 
special report herein required within thirty days efter 
receipt of request or requisition therefor, shall forfeit 
its right to do business in this state. 

Seo. 9. ~he general accounts of every investment com-
pany, domestic, or foreign, doing business in this state, 
shall be kept by double entry, and such company, its co-
partners or managing officers, shell at least once in each 
month make a trial balanoe of such accounts, which shall 
be recorded in a book provided for th.at purpose; suan 
trial balances and all other books end accounts of suoh 
oomP.any a nell et all times during business b.ours, except 
on Sundays and legal holidays, be open to the .inspection 



of stockholders and investors in said company or investors 
in the stooka, bonds, or other seourities by it offered for 
sale and to the bank oommissioner and his deputies. 

Seo. 10. ~he bank commissioner shall have general su-
pervision and control, as provided by this act, over any 
and all investment companies, domestic or foreign, doing 
business in this state, and ell such investment companies 
shall be subject to examination by the bank commissioner 
or his duly authorizeddeputies at any time the bank com-
missioner may deem it advisable, end in the same manner 
@B is now provideo for the examination of state banks. 
The rights, powers and privileges of the bank oommissionar 
in connection with such examinations shall be the same 
es is now provided with reference to examination of state 
banks; and such investment oompany shall pay s fee for 
each of such examination of not to exceed fifteen dollars 
for each day or fraction tneraof plus the actual travel-
ing and hotel expenses of said bank commissioner or deputy 
that he is absent from the cspitaol building for the pur-
pose of making such examinations. and the failure or re-
fusal of any investment company to pay such fees upon the 
demand of the bank commissioner or deputy while making 
suoh examination shall work e forfeiture of its right to 
do business in this state; and provided further, that 
every investment company or stock broker licensed under 
tnis sot shall file at tne alose of business December 31st. 
Maro~ 31st, June 30th and ~ugust 31st of each year, and 

suah other times as rQquired by the bank commissioner, a 
statement setting forth, in sucn form as may be prescribed 
by said bank commissioner, its financial condition, amount 
of its properties and liabilities, and euoh other infor-
mation concerning its affairs as said bank commissioner 
may require. Eaoh suoh statement shall be accompanied by 
a filing fee of two dollars and fifty cents. An invest-
ment company or stock broker failing to file its report 
ae herein provided within ten days of the dates herein 
specified, or failing to file any special report within 
thirty days after receipt or request from the bank commis-
sioner therefor, shall forfeit its right to do business 
in thlts state by_reason thereof. 

Note.- ~ha above is section 4 of Senate bill No. 486 of 
the session of 1913~ and amends and repeals section 10 of 
chapter 133 of the ~assion Laws of 1911. 

Sea. 11. Whenever it shall appear to the bank commis-
sioner that the assets of any investment company doing 
business in this state are impaired to the extent that 
such assets do not equal its liabilities, or that it is 
aonduoting its business in an unsafe, inequitable or un-
authorized manner, or is jeopardizing the interest of its 



stockholders or investors in stocks, bonds or other se-
curities by it offered for sale, or whenever any invest-
ment company shall fail or refuse to file any papers, 
statements or dooumenta required by this act, without 
giving satisfactory reasons therefor, said bank commis-
sioner shall at onae communicate such facts to the attor-
ney-general who shall thereupon apply to the supreme court 
or to the district court where suoh company is located or 
is doing business, or to s judge of either of said courts 
for the appointment of s receiver to take charge of and 
wind up the business of such investment company, and if 
such fact or facts be made to appear it shall be suffi-
cient evidenoe to authorize the appointment of a receiver 
and the making of aucll orders and decrees in such oases as 
equity may require. 

Sao. 12• Any person who shall knowingly or will£u1ly 
subscribe to or make or cause to be made any.false state-
ments or false entry in any book of such investment com-
pany ,~or exhibit any false paper with the intention of 
deaeiving any person authorized to examine into the af-
fairs of suoh investment company, or sllall make or pub-
lish any false statement of the financial condition of 
such investment company, or th.a stooks, bonds, or other 
securities by it offered for sale, shall be deemed guilty 
of a felony and upon conviction thereof shall be fined 
not less than two hundred dollars nor more than ten thous-
and dollars, and shell be imprisoned for not less than one 
year nor more than ten years in the state penitentiary. 

Seo• :W. Any p®on or persona, agent or agents who 
shall sell or attempt to sell tlle stock, bonds or other 
securities of any investment company, domestic or foreign, 
or the stock, bonds or other securities by it offered for 
sale, who have not complied with th.a provisions of this 
act, or any investment company, domestic or foreign, whioh 
shallldo any business, or offer or attempt to do any busi-
ness, except as provided in section two of this sot, which 
shall not h.sve complied with the provisions of this eat, 
or any agent or agents who shall do or attempt to do any 
business for any investment company, domestic or foreign, 
in this eta te, whia h. a gent is not at t b.a time duly reg-
istered and has fully oomplied with the provisions of this 
sot, shall be deemed guilty of a felony and upon oonvio-
tion thereof shall be fined for each offense not Jass than 
one hundred nor more than five thousaµd dollars or by im-
prisonment for not less than one year nor more than three 
years in the state penitentiary, or both such fine and im-
prisonment at the discretion of the court. 

Seo. 14. All fees herein provided for shall be collected 
by the bank commissioner and by him shall be turned into 
the state treasury. and ell fees so turned into the state 
treasury ere hereby reapproprieted to the bank commissioner 



for the purpose of paying all salaries and expenses neo-
essary for carrying this act into effect; and the bank 
oommissioner is hereby authorized to appoint suoh olerks 
and deputies as are actually snd absolutely necessary to 
carry this act into full foroe and effect, none of whom 
shall be related by blood or marriage to such bank com-
missioner or any of his deputies. All money actually and 
necessarily paid out by the bank commissioner to any clerk 
or deputy appointed under this act, as salaries, or any 
money actually end necessarily paid out by the bank oom-
missioner, or by any clerk or deputy appointed under this 
act, for traveling or incidental expenses shall be paid by 
th.a state treasurer out of suah fees upon the state auti-
tor' s warrants, to be issued upon sworn vouchers contain-
ing an itemized account of such salaries or expenses. 

Saa~ 15. ~hould the oourts declare any section of this 
sot unconstitutional or unetuhori.zed by law, or in con-
flict with any other section or provision of this sat, then 
such decision shall affect only the section or provision 
so declared to be unconstitutional, and shall not affectt 1. 
any other section or part of this act. 

Sea. 16. That original sections 1, 2, 5, 10, and 13 of 
chapter 133 of the Session Laws of 1911 and all acts or 
parts of acts in conflict herewith are hereby repealed• 

· · i' SeCh 17. ~his s ct shall take effect and be in force 
from and after its publication in the official paper. 



Table No. 3 
THE PRESENT "13LUE SKY" LAW OF KAiNSAS (1915). 
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"Blue Sky" Law. · Passed by the Session of 1915. 
Senate Bill No. 431. 

An Act to pre~ent unfairness, imRoaition or fraud in 
tha sale or disposition of certain securities" herein 
defined by requiring an inspection thereof, providing for 
such inspection, supervision and regulation of the busi-

. ness of any person, association, partnership, or corpora-
tion, engaged or intending to engage, whether as prin-
cipal, broker or agent, in the sale of any such securities 
in the state of Kansas, ~s may be necessary to prevent 
unfairness, imposition or fraud in the sale or disposi-
tion of said securities, and prescribing penalties ~or the 
violation thereof and repealing chapter 133 of the Session 
Laws of 1911 and cha pt er 141 of the· Session Laws of 1913. 
:Be it enectee by the Legislature of the State of Ka:nsae: 

Section l· The term "securities" as used in this 
act ab.all be taken to mean stock certificetea, shares, 
bonds, debentures, certificates of participation, con-
tracts, contracts or bonds for the sale end oonveyenoe 
of land on deferred payments or installment plan, or other 
instruments in the nature thereof whatsoever name known 
or called. ~he term "speculative securities" as used 
in this act shall be taken to mean and include, (1) All 
securities to promote or induce the sale of which, profit, 
gain or advantage unusual in the ordinary course 0£ le-
gitimate business is in any way advertised or promisad;(2)· 
All securities for promoting tb.e sale of wb.ioh s com-
mission of more than five per cent is offered or paid; (3} 
All securities into the specified per value of whioh the 
element of chance of hazard of speculative profit or 
possible loss equal or predominate over the elements of 
reasonable certainty, safety, and investment; (4) A11 
securities the value of whioh materially depends on pro-
posed or promised future promotion or development rather 
than on present tangible assets end conditions.; ( 5) ~he 
securities of any enterprise, sssoaietion, partnership 
or corporation which has included or proposes to include 
in its assets as a material part thereof, patents, for-
mulae, good-will, promotion, or intangible assets,oro wnion has issued or proposes to issue a materiel part of 
its securities in payment for formulae,, patents, good-



will, promotion or intangible assets; (6) Securities made 
or issued in furtherance or promotion otf any enterprise 
or scheme for the sale of unimproved or undeveloped land 
on any deferred payments or installment plan when such 
lands are not situated in the state of Kansas and the 
value 0£ such securities materially depends on the fu-
ture performance Of any stipulation by the promoters Qf 
such enterprise to furnish irrigation or trsnaportetion 
facilities, or other value mnhenoing utility or improve-
ment. The term "speouletive enterprise" ea used in this 
act shall be taken to mean any business undertaking, pro-
ject, venture or activity for the promotion or furtherance 
of which "speculative securities" as herein defined are 
made, ·issued, sold, or offered for sale. 

Seo. 2. It shall be hereafter unlawful for any 
person, co-partnership, association, or corporation, 
hereinafter called the promoter, either as principal, 
or through brokers or agents, to sell or offer for sale 
or by means of any advertisements, ciroulars, or pros-
pectus. or by any other :form of public offering, to· at-
tempt to promote the sale of any speculative securities 
in tnis state, unless there first enall have been filed 
with the bank commissioner: (1) A copy of the securities 
so to be promoted; (2) A statement in substantial detail 
of the assets and liabilities of the person or company 
making end issuing such seourities and of any person or 
company guaranteeing the same, including specifically the 
total amount of such securities end of any securities prior 
thereto in interest or lien, authorized or issued by any 
such person or company; (3) If such securities ere se-
cured by mortgage or other lien, a copy of such mortgage 
or of the instrument creating such lien, end a competent 
appraisal or valuation of the property covered thereby, 
with a spaoific statement of ell prior lians thereon if any; (4) A full statement of facts showing the gross and 
net earnings• actual or estimated, of eny person or com-
pany making end issuing or guaranteeing such securities, 
or of any property cover·ed by any such mortgage or lien; 
(5) A11 knowledge or information in the possession of 
such promoter relative to the character or value of suah 
securities, or of the property or earning power of the 
person or company· making and issuing or guaranteeing tne 
same; (6) A copy of any general or publio prospectus or 
advertising matter which is to be used in aonnection with 
sucn promotion, and no such prospectus or advertising 
matter shall be used unless the same has been filed here-
under; {7) The names, addresses and selling territory 
in this state of any agents by or throu.gh whom any suoh 
aeouri ties are to be sold, and no sue h. agents shall 'be 
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employed unless euoh statement with respeat to them has 
been filed hereunder, and there shall have been paid to 
the bank commissioner a registration fee of one dollar 
for esah auoh agent. ~he payment of suob fee shall be 
payment in full of all fees for registration of such 
agent until and including the first day of March next 
following; (8) ~he name and address of suoh promoter, in-
cluding the names end addresses of all partners, if the 
promoter be a partnership, and bhe names and addresses 
of the directors or trustees, and of any person owning 
ten per centum, or more, of the capital stook, if the 
promoter be a corporation or sasooiation; (9) A state-
ment showing in detail the plan on which the business or 
enterprise is to be oonduoted; (10) ~he articles of oo-
partnerehip or association, end all other papers per-
taining to its organization, if the aedurities be in-
sured or guaranteed by a co-partnership or unincorporated 
association; ( 11) 4 copy of its charter and by-laws if · 
the securities be issued or guaranteed b1 a corporation; 
(12) A filing fee of twenty-five ($25.00) dollars. 

Sao. 3• Every foreign corporation before selling 
or offering for esle any speauletive eeourities, in this 
state shall -also file its written consent, irrevocable, 
that actions may be commenced against it in the proper 
courts of any county in this state in wb±oh. a asuse of 
action may arise, by the service of process on the seo-
retery of state, and stipulating and agreeing that such 
service of process on the secretary of state shall be 
taken and held in all courts, to be es valid end binding 
as if due service had been made upon the company itself, 
according to the laws of tnis o·r any otner state, and 
suon instrument shall be authenticated by the seel of 
said foreign corporation, and shell be accompanied by a 
duly certified oopy of the order or resolution of the 
board of directors, trustees, or managers of the cor-
poration authorizing the said secretary and president to 
execute the same. · 

Sao. 4. It shall be the duty of the bank oommis-
sioner as soon as is prsctiosl, to examine the statement 
and documents so filed and if said bank commissioner shall 
deem it advisable, he shall make, or have msde, a detailed 
inspeotion, examination·, audit and investigation of the 
affairs of the makers or guarantors, of such seauritiee 
whioh said inepeation, examination, audit, and investi-
gation shall be at the promoter's expense. As a part of· 
the aforesaid inepeotion, examination, audit and investi-
gation, the bank commissioner may cause en appraisal to 
be made of the property of the maker or guarantor, in· 



eluding the vs1ue of patents, formulae, good-will, pro-
motion, and intangible assets and shall furnish a full 
and complete statement or report of his inspection and 
investigation aforesaid to the Charter Board. ~he 
Charter ~oard shall, within ten days thereafter, examine 
the statements or report, and give the p:romoter a hearing 
if he eo desires. If the Charter Board finds no legal 
objection to the enterprise, or securities, it shall 
direct the bank commissioner to-note in e book to be kept 
for the bank commissioner for that purpose that said 
person, co-partnership, association or corporation has 
complied with section 2 of this act. Bu~ if, from the 
atetementa, papers and documents on file, end the inves-
tigations end report of the bank commissioner, or from 
other evidence submitted, it shell appear, and the Char-
ter Board shell find (1) that the makers or guarantors 
of said securities are insolvent, in failing circumstsnoes, 
or are untrustworthy; {2) or that the promoters plan .of 
business is unfair, inequitable, dishonest, or fraudulent; 
(3) or that tne promoters plan of business does not ade-
quately secure investors against the unlawful dissipation 
or misapplication of the funds of the enterprise or 
business; (4) or that the promoters literature or ad-
vertising is misleading and calculated to deceive pur-
chasers or investors; (5) or that the securities offered, 
or to be offered, or issued, or to be issued, in pay-
ment for property, patents, formulae, good-will, or pro-
motion and intangible assets in excess of the reasonable 
value thereof; ( 6) or that the enterprise or business 
of the promoter ie unlawful or against public policy; 
(7) or is a mere scheme of a promoter or promoters to get 
rich quick et the expense of the purchasers of the a~ore­
seid securities; the said Charter Board shell reduce its 
said findings ~o writing and attest the same by the sig-
nature of the chairman and secretary thereof. Notcie of 
such finding, or findings, shall immediately be given to 

·the applicant by registered mail. And it shall there-
after be unlawf'ul for the promoter or any broker or agent 
of eaid promoter to sell, offer £or sale, or by means of 
any advertisement, circular, or proepeotus, or by any 
other form of public offering to attempt to promote the 
sale of any suoh speculative aecurity or securities in 
this state. 

Seo. 6. !l?he Charter B.oerd shell st any time have 
the authority and jurisdiction to investigate the affairs 
of any speculative enterprise, the securities of whioh 
are being sold or offered for sale in this stste, and 
after giving the promoter a hearing, may if tne evidence 



warrant, make any of the adverse findings enumerated in 
section 4 of this sot, and it shall thereafter be unlaw-
ful for any person, co-partnership, association or cor-
poration to sell, offer for sale, or by means of any 
advertisement, circular, or prospectus or by any other 
tlrorms of public offering to attempt to promote the sale 
of the securities of such speou.letive enterprise in this 

state. 

Seo• 6• Any parson, co-partnership, association or 
corporation being dissatisfied with any finding or find-
ings of the Charter Board made in accordance with the 
provisions of this set, may within thirty days from the 
making thereof commence an action in any court o:f com-
petent jurisdiction against said Charter Board as defen-
dant, to vacate and set aside said finding or findings on 
the ground that the said findings are unjust or unreas-
onable• ~he rules of pleading and procedure in such ac-
tion shall be the same as are provided by law for the 
trial of equitable actions in the district courts of this 
state and on the hearing the judge of said court may set 
aside, modify, ·or confirm said findings as the evidence 
and the rules of equity may require. Appeals may be taken 
from the decision of the district court to the supreme 
court by either party in the same manner as is provided 
by law in other civil actions. Pending any suoh action, 
the said findings of said Charter ~oard shall be prims 
fsmie evidence that they are just and reasonable and that 
the feats found are true, and pending any such action the 
said finding of the Cn~rter Board shall remain in full 
force and effect• If no action be brought to set aside 
said findings within thirty days, the same shall become 
final and binding. 

Seo• 7. No amendment of the charter, articles of 
incorporation, constitution or by-laws of any suoh cor-
poration or the articles of association or by-laws of any 
unincorporated association subject to this act, shall be-
come operative until a copy of the same has been filed 
with the bank commissioner ea provided in regard to the 
original filing of charters, articles of incorporation, 
or association, constitution and by-laws, end it shall 
be unlawful for any such person, co-partnership, asso-
ciation, or corporation to transact business on any other 
plan than that set forth in the statement required to be 
filed by seation 2 of this sot, or to make, issue, sell 
or of£er for sale any "security" or "securities" required 
to be filed by section 2 of this eat, until a written 
statement showing in full detail the proposed new plan 
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of transacting business and a copy of the proposed new 
"security" or "seouritiea" shall have been filed with 

·tne bank oommiasioner, in like manner as provided in re-
gard to the original plan of business and proposed "se-
ouri ty" or "securities". 

Seo• a. ~he provisions of this set shall not 
apply to (a) Securities of the United States; or any 
foreign government; or of any state or territory; or of 
any county. city, township, district or other public 
taxing sub-division of any state or territory of the United 
States or any foreign government. (b) Securities o~ pub-
lic or quasi-public corporations, the issues of which ere 
regulated by the Public Utilities Commission of the state 
of Kansas, or by tna public service commission or board 
of similar authority of any state or territory of the 
United States; or securities senior thereto. (c) Securi-
ties of state or national banks or trust companies, mor-
tgage companies dealing exclusively in bona fide mortgages 
on farm and city reel estate, or building end loan asso-
ciations authorized by the Cnerter Board to do business in 
this state. (d) Securities of any domestic oorporstion 
organized without capital stock, for religious, charitable 
or reformatory purposes. 

Seo• 9. ~he general accounts of every pason, oo-
partnership, association or corporation, issuing or guar-

,, snteeing any securities subject to the provisions o:f this 
act, shall be kept in a businesslike end intelligent man-
ner and· in sufficient detail so that the bank commissioner 
or his authorized representative oan ascertain at any 
time the financial condition of such person, co-partner-
ship, association or corporation, and the books of ac-
count and affairs of any such person, co-partnership, 
association or corporation, shall be subject to examin-
ation by the said bank commissioner or upon his direction 
by his assistants, accountants or examiners, et any time 
said bank commissioner shall deem it advisable, and in 
the same manner as is now provided for the examination of 
state banks; end euQh person, oo-partnership, association 
or corporation shall pay a feef>r each of auoh examina-
tions, of not to exoeed fi~teen dollars ($15.00) for each 
day or fraction thereof, plus the actual traveling and 
hotel expenses of said bank commissioner, assistant, 
accountant, or examiner, that he is absent from the cap-
ital of the state for the purpose of making such examina-
tion. And it is provided further, that every person, co-
partnership, association or corporation making or guaran-
teeing any securities subject to the provisions of this 



act, shell file at the close of business Deoember 31st, 
Msroh 31st, June 30th, and August 31st, of each year, and 
at suab: ot_her times as may be required by the bank com-
missioner, a statement, certified by the oath of some 
person having actual knowledge of the fsota therein 
stated, setting forth, in suoh form as may be prescribed 
by said bank commissioner the financial condition, amount 
of property end liab&lities of suoh person, co-partner-
ship, assooiation or corporation and such other infor-
mation as said bank commissioner may require• Each state-
ment shall be acaompanied by a filing fee of two dollars 
and fifty oente ($2.60). It shall be unlawful for any 
person, partnership, assooiation, or corporation sub-
ject to the provisions of this sot, failang or refusing to 
comply with the provisions of this section within ten days 
after compliance is required, to thereafter sell or offer 
for sale in this state any speculative stock whion said 
person, partnership, association or corporation is sell- · 
ing or,. offering f'or sale in this state. 

Sao• 10. ~he bank commissioner shall have power 
upon reasonable notice either upon his own initiative or 
upon complaint of any responsible person, to malte or have 
made such special ihspeotion or investigation as he may 
deem neoessary, in connection with the promotion, sale, 
disposal, or offering for sale or disposal in this state, of any certificates, shares, stocks, bonds, securities, 
oontraots, or contracts or bonds for deeds, to determine 
whether. the same constitute a violation of' this act or 
any other statute of this state, by any individual. oo-
psrtnership, corporation, or association, promoting, 
offering, selling or pledging the same; and the state 
bank commissioner, his assistants or deputy shall have 
the power to issue subpoenas end process compelling the 
attendance of any person and the production of any papers 
or books for the purposes of such investigation and 
examination, and shall have power to administer an oath 
to any pason whose testimony may be required on such ex-
amination or investigation; and any person who shall re-
fuse to obey any such subpo,_ene or make answer to any 
competent and material question propounded to him by the 
state bank commissioner shall upon conviction in any aourt 
of competent jurisdiction be deemed guilty of a misde-
meanor, an~ fined in any sum not exceeding five hundred 
dollars ( ~600.00 ) or be punished by confinement in the 
county jail for not more than ninety doys, or by both 
such fine and imprisonment. Upon theconclusion of' any 
suan investigation, the bank commissioner may make findings 



of faot touching the.matter or matters under investigation 
and suoh findings shall be prime faoie evidence of the 
truth of the matters therein found by the bank com-
missioner in any action, either civil or criminal, in-
stituted under any of the laws or statutes of this state 
against the person, persons, partnership, corporation or 
association. The notice herein provided for may be given 
by registered letter mailed to the last known address of 
person or persons or corporations to be investigated and 
the bank commissioner's certificate shall be sufficient 
evidence of such notice and the mailing thereof. 

Sec. 11· Any person who shall knowingly make or 
file or cause to be made or filed with the bank commiss-
ioner any statement, document, circular, advertisement or 
prospectus, required to be filed by this act, which is 
false in any material respect or matter, shell be deemed 
guilty of a felony, and on conviction in any court of com-
petent jurisdiction punished by a fine of not· leas then 
on hundred dollars ( $100• 00 ) or more than five thous-
and dollars ( $5,000 J. or by imprisonment in the state 
penitentiary ~or not lees than one nor more than five 
years. or by both suoh fine and imprisonment. 

Sec. 12• Any person, partnership, associetion, or 
aorporation who shall commit in this state any aat de-
clared unlawful by sections two, four, seven, or nine of 
this sot, shall be deemed guilty of a felony and on con-
fiction in any court of competent jurisdiction be pun-
ie hed by s fine of not less then one hundred nor more than 
five thousand dollars, or by confinement in tb.e Kansas 
State Pe"Ilitentiary for a term of not less then one nor more 
than seven years. 

Sec. 13. This sat shall not apply to tne owner of 
any speculative security, who is not the ma~er or issuer 
thereof, who a·nall acquire and sell the same for llis own 
account in the usual and ordinary course of business and 
not. for the direct or indirect promotion of any enter-
prise or scheme within the purview of this act, providing 
that such ownership ie in good faitn. Repeated or suc-
cessive sales of any such speculative security or securi-
ties shall be prims fscie evidence that the claim of 
ownership is not bone fide, but is a mere shift or device 
to evade the provisions of this act. 

Sec. 14. All fees herein provided for shall be 
oolleoted by the bank oommiseioner and shall be turned into 
the state treasury, and the bank commissioner is hereb1 
autnorized to appoint s special assistant who shell have 
charge of the administration of this act under the direc-
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tion of the said bank commissioner, and who shell re-
ceive a sslary of two thousand dollars ( $2,000.00) per 
annum. ~he bank commissioner shell slao have full power 
to employ suah temporary assistants or alerks as he may 
from time to time deem neaeassry; and fix their com-
pensation, and all salaries and expenses necessarily _in-
curred in the administration of this act shall be paid 
out of fees oolleoted and turned into the state treas-
ury under the provisions of this act and the sots here-
by repealed, upon the presentation of itemized vouchers, 
du.ly verified, and having the approval of tb.e bank com-
missioner. ~he su.ditor shall issue his warrant on the 
state treasurer for such salaries and expenses, and the 
state treasurer shell pay the same out of said fees, and 
for that purpose the said fees srebhereby appropriated 
for use during the fiscal years 1916 and 1917. 

Sec. 15. In any case wherein the value of the se-
curi tiee or contracts hereinbefore enumerated are in any 
way dependent upon the present or proposed development 
of land or mines, oil or gas wells, the state board of 
educational administration shall, on the request of the 
bank commissioner, cause suah investigation thereof es 
the bank aommissioner may desire to be made by experts 
from the appropriate departments of the State Agricul-
tural College or State Universit~, or both, as the case 
may; be. 

Sec. 16. Any person who shall knowingly or wil-
fully subscribe to, or make, or cause to be made any 
false statements or false entry in any book of aaoount 
of any person, ao-partnerahip, association, or corpor-
ation, subjeat to the provisions of this act, or exhibit 
any false paper with intention o~ deceiving any person 
authorized to examine into the a£feire of suoh per-
son, co-partnership, association, or aorporation, or 
shall make or publisn any false ststement of the fi-
nancial condition of any person, co-partnership, aeso• 
cistion or corporation subject to the provisions of this 
act or shall knowinglyg make any false statements mater-
ially affecting·the value of the stocks, bonds, or other 
securities offered for sale by any .auoll person, oo-psrt-
nerstiip, association or corporation, shell be deemed 
guilty of a felony and upon oonviotion thereof, shall be 
fined not less than one hundred dollars nor more than 
five thousand dollars, or shell be imprisioned not less 
tben one year nor more than ten years in the state peni-
tentiary. 

sea. 17. Persons, partnerships, associations or 
corporations holding permits under the statutes hereby 
repealed shall be deemed to nave complied with section 
2 of this sot. 
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Sea. 18. Should the oourts declare any aeotion 
or alsuse of this act unconstitutional, then such de-
cision shall affeot only the section or alause so de-
olared to be unoonstitutional, and shall not affect any 
other eeotion or part of this act. 

Seo. 19. Chapter 133 of the Session Laws of 1911, 
and chapter 141 of the Session Laws of 1913 are hereby 
repealed. 

Seo. 20. This sat shall take effect and be in foroe 
from and after its publication in the official state paper. 
April l,1915. 
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Appendix III. 

Proposed law as prepared by the Counsel of the 
Investment Bankers' Association. with the additions 
suggested by Mrt

1 
Richards, ,representing the National 

Assooietion of State ~ank ~ueervisors. 

Tentative draft of proposed sot. 

Seotion 1. If any person, inoluding a corporation 
or assooietion and the officers or agents uhereof, alone 
or in common with others, having devised or intending 
to devise any soheme or artifice to defraud by the issu-
ance, sale, promotion, negotiation or distribution of 
any stocks, bonds, notes or other securities, shall, in 
or for executing such scheme or artifice or in attempt-
ing so to do, commit any overt sot within the State, such 
person shall, upon oonviotion, be punishable by a fine of 
not more than $-----~-, or by imprisonment for not more 
tllan ------- years or by both. suoh. puni~hments, et the 
discretion of the Court. (Aaepted from ~ederal Postal 
Laws, R.S., Seotion 5480.) . 

Seotion 2. Airy dealer in securities or other per-. 
eon, including a corporation or association selling its 
own securities. and any officer or agent thereof, and 
any promoter or other person acting with or for it, wno, 
as principal or agent, shall promote by advertisement or br general or public offering or through agents, the 
sale of any securities and shell knoWingly make any 
representation 0£ the existence of a faot tending to 
rnb.anoe the value of auob. securities or to induce tb.e 
purchase thereof, without having knowledge of informs• 
tion sufficient to justify a belief in such faot, or, 
having knowledge of any fact adversely and materially 
affecting the value of any speculative securities so 
promoted, shall frauci:iilentlyconoeal suon feat in any 
prospectus of such. securities or from any- purchaser of 
such securities, for the purpose.of inducing the purchase 
thereof, shall be liable in damages for the amount of 
any lose resulting from any auoh securities induced by 
auoh representation or concealment, end·shall be guilty 
of a misdemeanor, and upon oonviotion thereof be pun-



ishable by a fine of not more than $--------, or by 
imprisonment for not more than------·-- mont b.e, or by 
both suob.. punialunents, at the.discretion of the Court. 

Section 3. No person, partnership, corporation 
or assooietion, hereinafter oslled the promoter, shell, 
as principal, or agent, _promote by advertisement, oir-
oular, prospectus or by any other form of publio or 
general offering, or through agents, the sale of any 
speoulstive seourities in this State, exoept to banks, 
bankers, trust oompaniea, dealers or brokers in securi-
ties, oorporations, associations or pattnerships, un-
less prior thereto there shall h.sve been filed with the 
(designated State official or board): 

(l} A copy of .the securities so to be promoted. 
(2) A statement in substsntisl detail of the 

assets and liabilities of the person or company issuing 
such securities end of any person or company guarantee-
ing the same, including specifically the total amount 
of such securities and of any securities prior thereto 
in interest or lien, authorized or issued by sny suob. 
parson or company. . 

(3) If suoh securities sre secured by mortgage or 
other lien, a oopy of auoh mortgage or of tb.e instru-
ment creating suob. lien, and a competent appraisal or 
valuation of the property covered thereby, with a 
specific statement of all prior liens thereon, if any. 

( 4J A full statement of facts showing the gross 
and net earnings, actual or estimated, of any person or 
company 'issuing or guaranteeing. such securities, or of 
any property covered by any such mortgage or lien. 

(5) All knowledge or information in the possess-
ion of suab. promoter relative to the character or value 
of eucb. securities, or of the property or earning power· 
of the person or company issuing or guaranteeing the same, 
including a statement that suo~ promoter has fully in-
vestigated the same· and believes the knowledge or in-
formation so stated to be reliable and true, with such 
exceptions, if any, as may be stated. 

(6) A oopy of any prospectus or advertising mat-
ter which is to be used in connection with auoh pro-
motion, end no suoh prospectus or advertising matter 
shall be used unless the same hes been filed hereunder. 

(7) The names, addresses end selling territory in 
this .State of any agents by or through whom any·euoh se-
curities are to be sold, and no such agents shell beem-
ployed unless such statement with respect ·to them has 
been filed hereunder. 
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(8) The name and address of suoh promoter, in-

cluding the names and addresses of all partners, if the 
promoter be a partnership, and the names and addresses 
of the directors or trueto$s (and of any person owning 
ten per aentum, or more, of tne capital stook) if the 
promoter be a corporation or association. 

(9) If euoh promoter be a non-resident of the State, 
a designation in writing of an attorney having en office 
in the State, upon whom service may be made in any action 
or proceeding against such promoter growing out of tne· 
sale of aey such. seauritiea in this State. 

(101 Filing fee of $10. · 
Section 4. ~he term "speculative seourities," as 

used in.the preoeding sections, shall include any stooks, 
bonds, notes or other securities wb.icn, according to the 

· terms thereof, yield or promise to yield more than ten 
per aentum per ennum on the prioe at which they are 
offered or sold, or whian are offered or sold witb. any 
representation or induaement that they will yield more 
th.an euon per oentum, or th.st they ere or will be worth 
twice or more then twice the price at which they are 
'offered or sold. 

. Section 5. ~very person, firm, corporation, or 
association, hereinafter called th.a dealer, who shall, 
as principal or agent, promote by advertisement, cir-
cular,~, pros pectue or by any other form of publio or 
general offering or t nrough. agents, the sale of any se-
auri ties in this State, not with.in the terms of Section 
4 ( except to banks, bankers, trust companies, dealers 
or brokers in securities ), shall, prior to or at the 
time of making suoh promotion, notify the (official or 
board) of such fact, describing sucn securities, and 
file from time to time any and all prospectuses and oir-
ouls rs, if any, used or to be used in such promotion, and 
such (official or board) may make such investigation 
thereof and require eucn information or proof with. res-
pect thereto es (he) may deem necessary to determine the 
character of suoh seourities and of euoh promotions. If 
(he) shall et any time determine that the element of risk 
and speau.letive profit or possible lose through fraud 
or otnerwise predominate over the elements of safety 
and investment in such seaurities and in such promotion, 
(he) shall notify the dealer that such securities are 
speculative securities under Section 2 and 3 of this Aot, 
and thereafter sucn dealer sb.sll be subject es ' pro-
moter to tne provisions of said sections with respect to 
eucn securities. If any suon deeler shell mail, post-
paid and properly addressed to the (official or board), 
a prospectus or circular oontaining tne offering of sn7 
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such securities, with the name and address of suoh 
dealer, the same shall be deemed a notifiaation under 
this section of the promotion thereof as aforesaid. 

Section 6. ~he provisions of Section 2,3 and 5 
relative to speculative securities shall not apply to 
the offering or sale of any securities on any reaognize4 
exchange in this State or to the advertisement or sale 
thereof at public auction or pusuant to the order of any 
court. ·~he listing and necessary description of any 
such securities, with the price thereof, in any sales 
list distributed or advertised by any dealer in securi• 
ties shall not be deemed a prospectus thereof under Sec-
tion 2, or a promotion thereof under Section 3, but the 
same shall be subject to the provisions of Section 5, end 
may b¥ the notification of the (official or board) under 

· said section be made subject to ~action 3. 
Section 7 •. ~he (official or board) shell immediately 

examine the papers filed under Section 3, and, if the 
same conform to such section, shall, within ten days 
after the receipt thereof, acknowledge the same, and such 
aoknowledgment shall, as.long ae it remains unrevoked, 
be oonclusive evidence of aomplianoe witn Section 3; 
provided, that, as to any of the papers required to be 
filed under sub-paragraphs (2), (3) and (4) of Seotion 
3, the (official or board) may waive the same, or any 
part thereof if (he) has on file sufficient information 
believed by {him) to be reliable with reference thereto, 
or if the promoter certifies that he is unable to obtain 
the same and the (offioial or board) finds that such 
information is not essential to a determination of the 
character of such security or of such promotion. (he) 
shall notifl the promoter of such waiver and the reason 
therefor. ~he (official or board) ab.all also examine 
the papers filed as aforesaid, to ascertain whether or 
not auoh promotion constitutes or would constitute 
a violation of Section l or Section 2 of this Aot 1 and 

- (he) may at aey time require aua h promoter to file any 
ad~itional in~ormation or proof with reference to such 
seauritiee or such promotion. If from the examination 
of such papers or of any suoh additional information or 
proof, or by reason of the fsilure to file any information 
or proof required as aforesaid, the (official or board) 
shall at any time determine that the promotion or sale 
of such securities constitutes or would constitute a 
violation of this Aat. (he) may at any time require suah 
promoter to file any additional information or proof with 
reference to suoh securities or auoh promotion. If from 
the examination of such papers or of any such additional 
information or proof, or by reason of the failure to file 
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any information or proof required as aforesaid, the 
(official or board) shall Bt any time determine that the 
promotion or· sale of such securities constitutes or 
would oonsti tute a violation of this Aot, ( b.e) shall 

·notify such. promoter, and any person or agent acting 
for or with suon promoter, of such determination. (He) 
shall also send a oopy of auoh notifiostion to the dis-
trict attorney of the proper oounty or counties, and 
such notification shall state that a copy thereof is 
being sent to suoh district attofney or attorneys. Such 
promoter or other person shall not thereafter promote or 
sell sny of such securities, or commit any overt sot in 
connection therewith, unless prior thereto or at the time 
thereof he shell notify the ( offiaiel or board) and any 
such district attorney of such fact. and of the name and 
address of every person or agent making or at.tempting to 
make any sale end of every person to whom any sale is 
made, or attempted to be made. 

· Section a. Such official or board may also make 
euoh special investigation es-may be deemed necessary, 
in connection with the promotion of any securities under 
tb.is A.ct, to determine whether the same constitutes or 
would constitute a violation ofntbia •ot by any indivi-
dual, oorporation or sssooistion, and such (official or 
board) shall have the power to issue subpoenas and pro-
cess compelling the attendance of any person and the 
production of any papers and books for the purpose of such 
investigation and examination, and ab.ell have power to 
administer an oath to any person whose testimonjl may be 
required on suoh examination or investigation. 

Section 9. It shall be the duty of any such dis-
trict attorney or attorneys to prosecute any violation 
of this Aat in his county, and upon request of the 
{official or board) the Attorney-General shall direct and 
aontrol the prosecution. 

Section 10. Any person who shall knowingly make 
or file or cause to be made or filed any statement re-
quired hereunder which is materially false, shall, upon 
conviction, be subject to the punishment provided in 
Section l. Any parson who ab.all negligently make or 
file or oause to be made or filed any suob. statement whiob. 
is materially false, or who, as principal or agent, shall 
in any other respect violate this Aot, if no other pro-
vision be made therefor,. shall be guilty-of a misdemeanor, 
punishable~providad in ~action 2. 



W. F. BENSON, 
BANK COMMISSIONER 

S. T. SEATON. 
SPECIAL .ASSISTANT 

Administration Chapter 164, Session Laws 1915. 
(Commonly called the "Blue Sky" Law.) 

BANKING DEPARTMENT 
TOPEKA 

The Banking Department will insist that the information indicated in 
the accompanying blanks be given in fullest possible detail. Failure to do so 
will make delay for you. 

This will be especially insisted upon when patents, fo~mula, good will or 
intangible assets are capitalized, or stock has been, or is to be, issued there-
for. This form of "watering" stock will not be tolerated, and valuations of 
such assets will be closely scrutinized. 

When it is sought to sell land on installments or deferred payments, an 
abstract or· satisfactory certificate of title must be filed; and the company 
will be required to pay the expenses and per diem of our agent if an inspec-
tion be deemed necessary. 

Gas, oil, mining, irrigation and other similar enterprises must furnish 
satisfactory expert opinions or pay expense of investigation by the state's 
experts if examination of the property is deemed necessary. 

A copy of the new "Blue Sky" law (Chapter 164, Session Laws of 1915) 
is herewith transmitted for your further advice. · 

W. F. BENSON, 

;:;;_: .·;.;;.:s:EA..',}ro.N,:7:-·":~.·"':'.':;::;: 
Special Assistant. 

5-5549 



STATEMENT TO BANK. COMMISSIONER. 
Compliance with section 2, chapter 16i, Session Laws of Kansas, 1915. 

[BLUE SKY DEPARTMENT]. 
~----~---··------------·--------~ 
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Any person who shall knowingly make or file or cause to be made or filed with the bank commissioner any statement, 
document, circular, advertisement or prospectus, required to be filed by this act, which is false in any material respect or mattn, 
shall be deemed guilty of a felony, and on conviction in any court of competent jurisdiction punished by a fine of not less than 
one hundred dollars ($100.00) or more than five thousand dollars ($5,000), or by impriso·nrnent in the state penitentiary for 
not less than one nor m~re than five years, or by both such fine and imprisonment. (Section 11, chapter 164, Session Laws 1915.) 

---- --- - ···-·- --=================== 

To the Bank Commissioner of the State of Kansas: 

:: :::::: ::: ::: :::::: _:-: :: ::: : : :: ::: [~:·~~:l::: ::::: : : :: : ::::: . : : : :::: ::] No·--------------------·---
[Address.J 

Makes the following statements in compliance with section 2, chapter 164, Session Laws of the State 
of Kansas, 1915: · 

[1] The ____ ·----------------------------------------------------------------------------------------------------·----------------------------------------------------------------
is a corporation, incorporated under the laws of the State of __________________________________ : ________________________________________________ _ 
on the ____________________________________________________________________________ day of ___________________________________________________________________________ . ____ 19 __________ ; 

. its authorized capital stock is $--------------------------------------------------------------------------------------------------------------------------------------·---
divided into ____________________________________________________________ shares of common and ____________________________________________________________ shares 

of preferred stock, with a par value of$--------------------------------------------------------------------------------------------------------------------------
and that it has an authorized bond issue of $-------------------------------------------------------------------------------------·----------------------------

Attached hereto are certified copies of the charter and all existing by-laws of said corporation and marked 
respectively Exhibits "A" and "B." 

_ [2] That the following is a true statement of its officers and director~ and the names of all persons owning 
as much as ten per cent (103) of its capital stock: - " , • 

OFFICERS AND D1REC'rORS. 

I 
Number Shares and I 

Bonds Owned. Actual E . · • '. NAME. ADDRESS. -- ~------------' Cash . Salary ~st~atc . Time Devoted Invested m per Year. Worth. to Company. 

I ; I • I i I i 

6 _____________________________________________________________________________________ , ____________________ ; __ . _________ - -- -·-----------"-- --

~= .:: :: =~= ~~ :~:: :,_: :·-·J .: •. ::~ ~,:~: : . :::: ~ ~ . :1.: I.~~:.: : L _: •:_:i·:-::_ ,;J_ . : :: . --~·······~---
Stockholders owning as much as 10 % of stock each. 

11 ............................ ___________________________________________________________________ ---------·-----·------- ---------- ------------ - -·· --- - ---------- ---·-------- -------------------------------------·---------··---·--
12 ................................ __________________________________________________________ ----------· ------------ ------ --------·------------···-- .... ---------- ----·-- --·-· -- -- ------- ... ------------------------------- ...... . 
13 .. ______________________ , .......... ----·---·-·--------------·----------------------·-·------------------------------------------------- -----------·-·---------- ·----------------------------. ---·-- --- ------------------·---------··t··:.~ 

--·-14 ....... ::::.;-: .. -:.c ••••••••••••.• .'~--------------------------·-··-···-········-------------·-·-----·--······--·····-- --- -----·--- ----- -- - -- --- ------- ···········--------- ------ - - -------- -------- ·---··;·.------··':'.: .•.. · .. 'rf~ 
15 ................................................................ '------~-----·-·------------···----------·········---·---------------·----------······ ~ -.... ---.... -... -. - ·- -. --. -- --.... -:.. - -.~- ~ ---. ~- ~ -... - -- . -" -. --.. ---. ---- ..... ~ .. ----. ~. ~ .. ----- ---. ---

··----
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[3] That the following is a full and correct statement of its capital stock and securities on this date: 

Authorized Capital .... · 1 Common Stock, $----·:··--------------------------------
Preferred Stock, $----------------------------------------

~ Common Stock, $----------------------------------------

Issued and Outstanding; l Preferred Stock, $----------------------------------------

Bonds authorized . . . . . . . . . . . . . . . . . . . . . . $----------------------------------------

Bonds issued . . . . . . . . . . . . . . . . . . . . . . . . . . $---------------------------------------- · 

Other securities called __________________________________ " _________ , Authorized, $----------------------------------------------

Other securities called ____________________________________________ , Issued. . . . $----------------------------------------------

[4] That the follo~ing is a true and complete statement, showing the consideration received from' the 

stock issued and outstanding to date: 

COMMON STOCK. 

No. Shar~s. * Actual Value. REMARKS. 

Actual Cash ..... -------------------------------- ------------------------------------------------ -------------------------------------------·--· -------------------------------------------------·--····--------··--------------.----

Notes ........... -------------------------------- -------------------·-··------------------------- -------------------------------------------------------·----------------------------------------------------------------------------
Real Estate ...... I ________________________________ ------------------------: _________________________ ., _____________ : ______________________________________________ ····-··-····------········-------------····-···--·--------·--·-··-·· 
Plant ......... '. .. ---------------------·····-···-· -----·--------------······-··--------------------________ : _____________________________ ------ ----------------------------------------~--------~-----·····----------------···-------

Equipment ...... -------------------------------- ------------····----·--····-··--····-·····-------······------------------------------····--·····-·-·······-·-····-····-·····---------------------------------------------------~----

Patents .......... -------------------------------- ------------------------------------------------ ------------------··-··-·-----------------------------------------------------------------·------------------------------------------

Organizing ....... --····-···---------··---···-···· ------------------------------------------------ ---------------·--------------------------------------------------------------------------------··-----------------------------------

Promotion ....... --------------------------------1------------------------------------------------ ---------------------------·-····--·-······---------------------------·--······---------------------~-----------·-----------·-····-·· 
I 

Commissions ..... --------------------------------1----------·--··---------------·---·-··--··----·-· ----------------------------------------------------····-····--·------------············--------------·-···------········-·········· 
I 

Salaries .......... ----------·--------·------------1-----------------------·····---------------------------------------------····-:···------·-······-·--·--··-·········-········-··-····-··--------------·-·····----··················--

~i-~~~:~:-:_:' : : : : ::: ::_: ::: -:·:: J :· -- : : ·:_:: :-- -: :· ::_: :: ::: __ :_: -_ -: :::: : : ·: : :: : _ : -:: :· -_-_ -- -- -- --_: _: _:: :: ::_: : _:_:_: :::·: 
----------·------------------.. -- --------------------------- ---- ______ ,. _________________________________________ --------------------------------------------------------------------------------------------------·---------------------------------

' -·--;~~:~-~~-:-:·.-~--.--.-~----1-___ -__ -___ -__ -___ -__ -___ -__ -___ -___ -__ -___ -_J -___ -__ -___ -__ -___ -___ - __ -___ - __ -__ -___ -___ -__ -__ -___ -___ -__ -___ -__ ' ::::::::::::::::~:::::::::::::::::::::::::::::::::::::::::::::::::::::::~::::::::::::::::::::::::::::::::.::::::::::: •. ::::::::·:::.· 

*This column should specify the actual amount of cash or notes received, or the actual value of real estate, etc., received 
in exchange for stock issued, and should correspond with value at which these different items were given in to the company and 
carried on the books. 

PREFERRED STOCK. 

Actual Value. REMARKS. 

Equipment ....... ···-···--·----··-·-····-----···· ······-····-··--·····-······-·-·-----··--······· ··-··--·-··-·····-·-···-·-·····------····-·······--···-····--·--··········-·····-·······-······-···-·····--···--·····-··----······--

~:::::;~~. : : : : : -1 :::::::-:::::-: ::: :: _: _:: ·:::-:::_:::::::_: ::· --- :::: ::::: : _- :::_: __ :_:: : __ :_: :_ : _ ::::: :·:_:: : : : :: ::· _::_::: : :: __ ::::: ::::::::: :: __ 

Promotion.: .... ·I·-'-··-·---------·-····-····--··-----········------···········-·····--··········· ·-······-···-··-------·-····---·-···-··---···--·-····-····-················-···-··-·-··---·~-------·-···-···--··----·····-···--·--·-· 

~:i:::~·.i~n_·.- :: : :I ::_::::-::-:::-: :_ --::::_: __ :-_:::::::-::-_: :: ::-: :::::::::_::::·:_ :::::::::::::::::: :::::::: ::::::~:: 
n- ·d I . 

1v1 ends ........ 1 ____ ........................................................ ____ ........................ ____ ............................ -·-···········--··-·······-···· ............... ····-··-........ --······-···-········· ··-···-· 
-------···---------- - I ........... , ................. ---········-·-···············------------····················· ·····················-··················--··-··········-·······-··········--·-·-···-········-----···-···-·-···----················-· 

-----------····-··-··--·--·--···i··-·········-······-···-·-·····--············-···········-··········-··-·-······-· ·······-···----··-····-····--···················-·-··-··············-······--··-······-····--·--·--·····-·············--···········-

----;~~~;~-.-:::-. ----~l-___ -__ -___ -__ -___ -__ -___ -__ -___ -__ -___ -__ -__ )'_-_-___ -__ -___ -__ -___ -__ -... -.. -... -.. -___ -__ -___ -__ -___ -__ -___ -___ ::::::::::::::::::::::::·.·.:_._-_-_:::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::::!~ 
- - c..;1 



BONDS. 

No. Shares. Actual Value. REMARKS. 

Actual Cash ...... ·---------------------------···· ------------------------------------------------ -----------------------------------------------------------------------------------------------·-------····-----------·······-------
Notes ........... ----------------------·--·------ -----------------------------------·-------·---- --------------------------------------------·------------------------·--------------------·-·-------·---------·-----··-------------

.Real Estate ...... -------------------------------- ----------------------------------------··------ --·--------------------------------------·------------------------··-·-·-······------------------·----------------------------------
Plant.-........... -------------------------------- ------------------------------------------------ ----------------------------------------------------------------------·------------------------------------------------------------· 
Equipment ....... ----------····------·----------------------------------------------------------- ------------------------------------------------------------------------------------------------------------------------------------
Patents .......... -------------------------------- -------------------------·----------------------- ----------------------------·-------------·----------------------------------------------------------------------------------------
Organizing ....... ----------··---------------------

1
--------- .. --.------------------------------------ --------------------------------------·--------------------------------...,-----------------------------------------------------------

~::~:~:i:;;..:: . : ::.:: ::.:: : :: .::I : :. : .. ::::: .. ::::: ·:: :: ·::::~ ::: .: .. : :::: :.·::.::::::.: :: .: .. : .. ·: . ::.: :: ·::::.·: .. ::::::::::::::::::::::: 
Salaries. . . . . . . . . . ------------ ____ ..... ___________ .... ____________ .... ---------------- ____________________________ ..... __________________________ ---------------------------- ......... ________________________ ---···:·--------.. --: ..... . 
Dividends ........ -------------------------------- -------------··--------------------------------· ----------~-----------------------"------------·-···---------------------------------------···········-·············-··-·····-·--··-

·-------------------------------1-------1-------·-----1---------·······-································------·---·····························--··----··································-· 
Totals ......... -------------------------------- ------------------------------------------------ ------------------------------------------------------------------------------------------------------------------------------------

[5] Attached hereto, marked Exhibit "C," is a statement describing fully the real estate, plant, equip-
ment, patents, good will, formulre, or intangible assets, received in exchange for stock. 

NOTE:-The Department will insist on a full statement touching each item mentioned in this paragraph. Failure to comply will surely bring adverse action· from the Board. 

[6] That the following is a complete and correct statement of its assets and liabilities: 

A'ssETS. 

Amount. Write Nothing in this Column. 
·------------·-----

LIABILITIES. 

Amount. Write Nothing in this Column. 

Co1nmon Stock outstanding· _______________ --------·---·--· ______________ ------------·-----------·----------------------------------------------------·-·-----------------·-------------------------·-----··----------·------

Sinking Fund or Reserve ...................................................................................................................................................................................................... . 
Surplus ..................................................................................................................................................................................................................... . 
Other liabilities as follows: 

··--············································l-------1······--··················--···--·--················--················--············································--·············································· 
Total. ...................... : .......................... ---·····················································-··--······································································································· 1o);;.. 

[7] That attached hereto, marked Exhibit "D," is a true and correct trial balance sheet of its books on 
the date of the above statement. 



( 

[8] That the following is a true statement of its profit and loss account for the ____________________ months prior 
. ~m~ to this date: 

Loss. Profit. ----------·------------ -------------------1----1--
Carried to Surplus ............................... ----·------------- _______ _ Undivided Profits ______________________________________________ 19 __________ ·-··--·--··-----------···-
Dividends, Common Stock ________________ per cent ......... -----------·-··--- _______ _ Gross earnings. (Specify sources) ................ ------------------ --------
Dividends, Preferred Stock_ _______________ per cent ......... ···--·-··---------i--·-----
Interest paid on bonds ............................ -··---------------1.-------. '•I I . -~n::::::n:o:~:::~;,oney::.:.::: .. :.:::::::::.:: :[_-. :::·,::: 
Commissions .................................... -·-·--·-·---------·-----·-

I ----------------------.-------------------------------------------------------------------··1------------------ --------
i ---------------------------- .. ------ .. ------------------------------------------------------1------------------ --------

Salaries ...... -................................... --····--·---------_______ _ 

Gain .......................................... · 1----1-- Loss ........................................... 1----1--
Total ......................................... ------------------ _______ _ Total. ....................................... ·-·--·--------------------

[9] That attached hereto, marked Exhibit "E," is a true and complete statement of its receipts and 
disbursements for the past ________________________ months, as shown by its books.· 

(6 or 12) 

[10] Attached hereto is the consent of the ___________________________________________________________________________________________________________ _ 

-------------------------------------·--------------------------------------------Company, to t~e commencement of actions against it and the 
service of process upon it in the State of Kansas by service of process on the Secretary of State of the State of 
Kansas as required by section 3, chapter 164 of the Session Laws of 1915. 

[11] Exhibit "F" hereto attached is a true copy of the "security" which the said _____________________________________ _ 

intends to sell in the State of Kansas, which said security will be sold for the following-named price and on the 
following terms, and will not be sold, or offered for sale, in Kansas, at any other price or on any other terms, 
without the consent of the Banking Department: 

---- -- -- -- -- ------------------------------------------------ ---- .. -------------------------\--------- ------ ------------------ ---- -------------~-------------------- ------- ------------ -- -----------
---.... ---... --- ------.. --.. --.. --------- ---- --.... -----.. -- --.. -----------... ------------.. ------.. ----------.. -.. -----------------..... ---------- ---.. ---------------- . -----------.. ------.... -----.. -----... -- ----------
__________________ ,.. __ _ -------------------------------------------------------- ------------------------------------------------------------ .. ------ ---------------------------------------------

-- ----------·------------------------------------------------------------------------.. -----------------·------------------------------------------------------------------.. -----------------------

-- -- ----- -- ----------- ------ ------ -- --.. ________ ., ___ --- ---------- ------.. --- -- -- ------------------- -- -.. ----- ----------- - ------------ --- .. ---- ------------- -- ------- ---- ---.. --.. -- ---... ------- -- --- ---

-------- -- - .. -- -------,,.----------------------~--------------------- ---- -- -------- ------ ----- ----- ---- -- ________ ,,. ________ -------- ----- ------------ ---- ------------ ---------------- ----------------
[12] That the promotion expenses of the company will not exceed ________________________________________ per cent of the 

capital stock. (There must also be included in this statement what arrangement, if any, has been made to 
absorb this expense.) 

[13.] That the following is the general plan upon which the company is doing and intends to do business, 
and the purposes for which said securities are to be sold: (Make full statement.) 

.... •• ····-·····----L----·········-------·-·-·--·-------------··-··----------······-··---------·-·-·-·····-··--·--·-·-·········-··--------··--···-----------·--·---------------·----·····-----·-

------------------·----------·--------------------·-·-------------------------------------------------·-·---·--------------------------------···----------------·--------------·-----------· -- -- .. r;.::.. 



[14] That it has ~dopted the following plan for the sale of its stock: 

[15] That attached hereto, marked Exhibit " G," is a true and complete copy of each contract made, or 
which will be made, with any person, officer, agent or other representative of this company for the sale of its 
stock; and that there are no agreements, understandings or contracts, either verbal, written or implied, by 
which any one has received, or is to receive, any cash, stock, securities or other compensation for the sale of 
itssecurities, for its promotion, or for any other causes except as specified in this statement and its several 
exhibits attached, and that all of the stock securities of this company will be sold or disposed of for cash or 
its equivalent, as provided in the contracts or agreements attached, except as herein excepted. 

[16] Accompanying this statement and made a part hereof by reference are copies of each public pro-

spectus and all advertising matter used by the said ____________ ---------------------------------------------------------------------------------------

--------------------------------------------------------------------------------and to be used in the state of Kansas. 

[17] REFERENCES: 
(NOTE.-Please give at least four references as to the character, responsibility and financial standing of each director. Also 

eight references as to the company itself.) , 

IN TESTIMONY WHEREOF, We have hereunto set our hands and affixed the official seal of this company, 
this the ________________________________________ day of ____________________________________________ l9L _____ _ 

[SEAL] 
(Company.) 

BY------------------------------------------------------------------------------------------------------
President. 

Attest=----------------------------------------------------------------------------------------------------
Secretary. 

State of ____________________________________________________________ , County of .... --------------------------------·-----------~------------' ss. 

----------------------------------------------------------------·--·--President, and.·-----------------·-··------------------------------------------··-·-----Secretary 

of the ___ ··------------·------------···-···------------------------------------------~---------------·-····--------------------------------------····-·····-·······-------Company, 
f ' . o -----------------------···-----·-·······------------------····---------------------------------···-···--···---······--------, of lawful age, bemg first duly sworn, 

depose and say that they have each read the foregoing application and know the contents thereof, and that 
the statements and allegations therein contained and attached are true. 

President. 

Secretary. 

Subscribed and sworn to before me this the ____________________________ day oL ... -----·-····---·····-··-···-····-------l9L _____ _ 

Notary Public. 

5-5544 My commission expires ....... ·-····---················-~---········-··························-···· 



Application for Authority to Engage in Business in the 'State of • 
Kansas as· a Foreign Corporation. 

TO THE CHARTER BOARD OF THE STATE OF KANSAS: 

The ________________________________________________________________________________________________________________________________________________________ , a corporation 

organized under the laws of the State of__ __________________________________________________________ , applies for permission to engage 

in business in the State of Kansas, and for that purpose submits the following statement, to wit: 

FIRST. 

A certified copy of its Charter or Articles of Incorporation, which is filed herewith. 

SECOND. 

The place where the principal office or place of business of said corporation is located is ___________________________ _ 

THIRD. 

The place where the principal office or place of business in this State is to be located is _______ ;·-------------------

FOURTH. 

The full nature and character of the business in which said corporation proposes to engage within the 

State of Kansas is.------------·------------------------------------------------------------------------------------------------~------------------------------------------·--·-----

------------------------------------------------------- .. ----------· ........................ _________________________________ ................................................................................................................................................................................................................... .. 

.. .. -.. -.. -------:. ---------------.. -- -----... ----------- ------------------... --- .. -----------.. -..... ---.. --....... -... --.. -----.. -... -....... -.. ---.... -... ---------.. ---... -------... - -----.. ---------------...... --.. -.. -----........ --... --... - .. -

-................................................. - ..... -- .. - .. -.... -.................... ---- --- .... -- .. -..... --..... ··- ................. -...... - --- --- .. -- .... -- .. - ~ -- .. - - .... ---- ----- --- --- .. --- .... ---- ............................ -- .............. -.......................... -.. ---- .... -- ---- .................... ---- .. . 

< .") 
-----------------------------· ----·· -- -------------------------------------------- ----·------·--------------------------·---------------------------------------------------·-··-·--·····--···. " ..... 

[ 



f I 
11 
l 

FIFTH. 

The names and addresses of the officers and trustees or directors are: 

SIXTH. 

The amount of the capital stock of said corporation is ____________________________________________ --------··"'·-------------------------------

________________________________ .. ________________ --------------------------------- -·---------------·----------------------------------____ . ________ . _____________________________ Dollars, 
divided into ______________________________________________________________________________________________________________________________________________________________ Shares, 

of ______________________________________________________________________________________________________________________________________________________________________ Dollars each. 

The proportion of the lawfully issued capital stock of said corporation which it proposes to invest and 

use in its business in the State of Kansas is-------------------·--------------------·-----------------------------------·-----------------------Per cent. 
The amount of said lawfully issued capital stock so represented in the State of Kansas is ___________________________ _ 

------------------------------~--------------~------------------------------------------------------------------------------------------------------------------------------------Dollars. 

We further state that the above application is made in good faith, with the intention that said corporation 

shal~ actually engage in the business specified, and none other. 



SEVENTH • 

.J .. ;. --·. 

cl :1 Bills receivable, 

I Real estate, 

Personal property, 

Dollars. LIABILITIES. Dollars. 

'' i· 

'.: Capital paid up, 

.. Surplus, 

I 
Stocks, bonds and other securities, 

Merchandise, 

Cash on hand, 

Due from banks, 

Accounts receivable, 

Judgments, 

State of.. ............................................ c·······----------' 

-----------------------· -------··-·-··········-··-____ . ________ ···------Conn ty, 

Undivided profits, 

. , Bills payable, 

Accounts payable, . 

, . Bonded indebtedness, 

Encumbrance on real estate or plant, 

I, ---------------------------------------------------------------------·"--------------------------··-·-------·-·-----------------------····-·-----··-------------, President, 

and !, __________________________________________________________________________________________________________________________________________________________________ , Secretary, 

of the above-named corporation, do solemnly swear that the above is a full and complete statement ,0f the 

resources and liabilities of said corporation as shown by the books of the same, and that said statement and 

the several matters and things contained in this application are true in every particular, to the best of my 

knowledge and belief. So help me God. 

··---·····················-·················-·················--·-·····--·-···-····-········-···-···-·········' President. 

···········-···················-···-································-······················-··················' Secretary. 

Subscribed and Sworn to before me, this ________________________________ day 

(SEAL] of·--··-----------·-·-·-···-···-·-·····-·-·--·····' A. D. 191 ..... . 

···············--········-·· ····--········ ···· ······················-······-·······Noi~~ii-Pubiic~----
<My commission expires ................................................ 191 ........ ) 



Foreign Corporation. 

APPLICATION 
OF THE 

-- ... -- ............... -·----- ---- --- ----- --- ----------- -- ---- ---- -- ------ ------ ----------

----- -- --- ---- ---- --- -- ---- --- ----- ---- --------- --- --- ---- ----- --- ----- -------
OF 

------------------------------------------------------------------------------

Filed this ____________________________________________ day of 

____________________________________________________ 191 _____ _ 

-----···---·------------------·------------------------------- ----
Secretary of the Charter Board. 

________________________________________ by Charter Board, 

this __________________ day of _________________________________________ _ 

19L ___ _ 

-·------··------------------------------·-----------------·-----------

-----------------------------·----------------------·-----------------

-----------·-------------- ----·---------------------·---------------- State Charter Board. 

(>-2550 



RESOLUTION 
BY 

THE ....................................................................................................................................................................................... . 

......................................................................... _ ..................... OF ............................................................................................. . 

............................................................ 191 ..... . 

At a meeting of the Directors oL ......................................................................................................................... . 

duly held at the office of said Company, on the ............................. day oL ..................................................... 191.. ... . 

Mr ....................................................................................... offered the following resolution and moved its adoption: 

RESOLVED, That the President and Secretary of this .................................................... be and they are hereby authorized and 

instructed to execute the written consent thereof to be sued in the State of Kansas, in the manner provided in section 3 of an 

act of the Legislature of the State of Kansas concerning private corporations, approved January 7, 1899. 

The resolution was adopted. 

:~:t:f ::::::::::::: ::::: :::: :::::::··_:: ... : :·:·:::::: :::::::::::: :: : } ss. 

being duly sworn, says he is secretary of the .......................... ··································---·-············································· ... . 

.............................................................................................. of ............................................................................................. . 

and that the foregoing is a true and correct copy of a resolution adopted by the Board of Directors of said 

............ · ...................................................................... on the ........................ day of .................................................... 191 ...... . 

together wit~ the minutes concerning said resolution. 

Secretary. 

SWORN TO AND SUBSCRIBED before me, this ........................................ day 

of ............... : ........................................ 191 ..... . 

···································································--N~i~;:y·I'~bii~:····· 

6-31oS 
My commission expires .................................................... 191 ..... . 



Know all Men by these Presents: 

. That the·----------------------------·----------------··-------------------·--------------------------------------------------------------------------------------·-------------

a corporation organized under the laws of the State of__ _____________________________________________ ~-----------------------·' and with its 

principal office at__ ______________________________________ , ____________________________________ , in said State, hereby consents, without power 

of revocation, that actions may .be commenced against it, the said ________________________________________________________________________ _ 

···---------------~-----------------------·---------------------------------~-------------,----------------.in the proper court of any county in the State of 

Kansas in which a cause of action against such corporation may arise, or may have heretofore arisen, or in 

which plaintiff may reside, by service of process on the Secretary of State of the State of Kansas; and the said 

corporation stipulates and agrees that such service shall be taken and held in all courts to be as valid and 

binding as if due service had been made upon the President or any other chief officer of said corporation. 

IN WITNESS WHEREOF, Said corporation has c.aused these presents to ·be executed 

by its President and its Secretary, and authenticated by its corporate seal, 

at ________________________ ---~--------- ____________________ .in said state of__ _____ -"----------------------------------

this __________________________ day of ________ ..... ______ . __ ·-----------------·A. n. 191. ____ _ 

ATTEST: President. 

6-2137 Secretary. 



FORM No. 

BEFORE THE KANSAS STATE BANKING DEPARTMENT. 

IN THE MATTER OF THE .APPLICATION OF 

Name. 

Address. 

for authority to sell its land in Kansas under the provisions of chapter 133, 
Session Laws of 1911, as amended. 

l 
No ...................... . 

The ....................................................................................................................................................................................................................... Oompany 

of ............................................................................................................................................... Tepresents to the Kansas State Bank Oommiss·ione1·: 

1st. That its principal business office is located at ............................................................................. , and that it has branch 

offices at .................... ·····-···--···--·····-·····--····--·········--·······-···--····-············---··············-························-·················-·······-·······-····-········--··················-···--·····-·············-····· 

2d. That it was incorporated on tbe ....................... day of ........................................................................ 19 .......... , under the laws of the 

state 0£.. ................................................................................. , with an authorized capital of$ ...................................................... , divided into 

....................................... shares of common and ....................................... shares of preferred, with a par value of $ .............................. each; 

and that it ha~ an authorized bond issue of $ ........................ : .................... . 

3d. That the following is a full and correct statement of its capital stock and securities on this date: 

.Authorized Capital, . . ~ Common Stock, $ ................................................... ~ 
l Preferred Stock, $ .................................................. . 

l Common Stock, $ ................................................... . 
Issued and Outstanding, Preferred Stock,$ ................................................... . 

Bonds authorized, 

Bonds issued, 

$ ................................................... . 

$ ............................................... . 

Other securities called ................................................ , .Authorized, $ ............................................... . 

Other securities called ................................................ , Issued, . . $ .................................................. . 

4th. That the following is a true and complete statement, showing the consideration received from the stock 
issued and outstanding to date: 

COMMON STOCK. 

No. Shares. *Actual Value. REMARKS. 

Actual _Cash ...................................................................................................................................................................................................................................... . 

Notes .............................................. . 
I 

Real Estate ............................................ 1 ............................................................................................................................................................................................. . 

I 
. Plant ................................................... 1. .................................................... . 

:::~:=·~~ : : : : : : : .. : .. : ..... : ................. :::: .. 1. :::: ••.• • •• : . . :. . .• :~ : : :·: .. :: :: : : .. ·.::·::::::::.:::··:.:·.:·· :::::::::::::· .. :::::·.:::··::·. : :.:::.::·:·: . : : . . :.- .:.:: 
Organizing . . . . . . . .................. .................... ................................. .... ................ . ......................................................................................................................................... . 

Promotion ....... . 

Commissions ..... -··········--·········------·-·--··············-···--.................................................................................................................................................................................................. : ............... . 

Salaries ........ . 

Dividends ....... . 

·----------·-·············------···---·--·····························-···---------·-········-··············-··················-·· 

·····-·-····--------------------------··-··········-·-···················-·· ····--·····---···············-······················· 

......... ..... ......................... ...... ........... ....... . ..... -.. -.......... -. -- . --.... --.... -.. \ . . . . . . . -. . . . . . . . -. . . . . .. -.... . . ............................... , ................................................................................................ ______________ _ 

I 
l Totals ........ . 

. *This column sho:uld specify the actual amount of cash or notes received, or the actual value of real estate, etc., received 
m e~change for stock issued, and should correspond with value at which these different items were given in to the company and 
carried on the books. 



FORM No. SHEET 2. 

LOCATION OF LAND OFFERED FOR SALE. 

It is located in the State 0£ ................................................................................................ , County 0£ .......... : ............................................................ . 

Total number of acres ................................................................................... described as follows, to wit: ...................................................................... . 

Acres upland ............................................... ; acres bottom land .................................................... ; acres cultivated ................................................... ; 

acres capable of cultivation .............................................. ; acres grass .............................................. ; acres timber .............................................. . 

The land is watered by .................................................... and .................................................... subject to overflow. The general character 

and quality of the soil is ......................................................................................................................................................................................................... . 

What is now growing on the land? .......................................................................................................................................... .-................................................ . 

vVhat are the principal products? .............................. ······-·············-····················· ............................................................................................................ . 

--·------------------···-···----·-······---------·····---------------···--··------·-············-······················--·-···········----·-·-------------········· -----··-·······---······--·······-·· -·-··-·-------·---------

Value per acre of average crop is ................................................ ··········-···················-·········--·········--····--·-··----------··························· ....................... . 

How long has part or all of this land been uuder cultivation?············-··-·-·····-············--····-···-·· ........ ·························--·· ..................... . 

In whom is the title now vest.erl ? ......................................................................................... ································································································ 

When did the owner purchase said land?·······································································-~·-······················································································ 

A.t what price? .................................................................. ; Cash .................................................................. ; Trade ................................................................. . 

What is the present cash value per acre without improvements? .......................................................................................................... . 

What is the assessed value witbout improvements? ........................................................................................................................................ . 

What is the selling price per acre of improved land in the vicinity? .................................................................................................... . 

..................................................................................................................................................................................................................................................................................................... 

A.re there any existing liens against said land? ........................................................................................ '. ........................................................... . 

.. . . . . . -... -.. -. . . -. --....... -................ -...... -........... -. -. . . . .......... -............ -.. -...................... -....................... -................... -.. --... --..... -... -- ... -- . ---- . -... -.. -- ... -.. -.. -.. --....... -.... -. -...... -. -. ---~ .... . 

How long have you hnd actual and peaceable possession of said land? .................................................................................................... . 

····'-···············-········ ·····-·· .......... -·-········-··-···········-······· ...................... . 

What is the nearest railroad station? .............................................................................................................................................................................. . 
i '"') 

················································································································································································································································································ ~ t. 
i ''\ 



FoRM No. SHEET 3. 

DESCRIPTION OF LAND. 

General surface ········'································· .. ······ ............................... ; ............... ,. ..................................................................................................................... . 

.......................................................................................................................................................................................................................................................................................................................................................................................................... 

... ... ·········-·--·------·---------------···········-·····-··-··········· ···················--·--···---·--·-··········---------------. ························-·-· .... ----------······ ········ ----------· --··············-.............. . 

What is the soil-sandy loam, clay loam or clay? ................................................................................................. ~ ............................................ . 

How deep is the soil ? .............................................................................................................................................................................................................................. . 

How deep is the subsoil ? ................................................................................................................................................................................................... . 

How is the land watered? ......................................... ". ........................................................................... , .............................................................................. . 

Is any po;tion stony, gravelly, alkaline, wet, heavy, or in any other way unfit for cultivation? (State fully which 

and number of acres of each.) .............................................................................................................................................................................................. . 

·---------------- ---- ---- -- --------- ------

-----------------------------········ 

--------------·-- ----------------- . -- -. ----- -- . ·--- ---- --- - - -- --- -- -- --- .. -- -. --- ------- ----- ----------------------------- ---- -- -- --- - -- .... --- -- ---- --- - . - " --- -.... ------ --- --- --- . ----------- -.. -- -- -- .. -- .. -- --

-----------···················-··········-----·-----------------------------··----------·-···········----··-······-······················----------------------------------····------···-------------------------·--··--· 

' ···················---··················---·-···--·-··········································-·········-·····················-······················-·······-·········---------···-·······--··········--------------·-·····--·····--······--··· .. -·--··-··-------

.................................................................................................................................................................................................................................................................................................................................................................................................................................. 

---------------·---------------------- -········------------------------------------·-----------·------------------------·-·----··········---------------------------·-·· ···---------------~-----·---··-----·-------------------···-------··· ------ ·--· --· ····---

Does the cultivated land lie all in one body? ....................................................... . 

If not, in how many pieces and how located? (Show on plat.) 

. PLAT. 

-H-H-t-_j_ -f-1-1-I 

-1-H-l-t-H-H-l-,f-
-IH-H-,~H-l-+-H-
-H-H-,H-f-1-t-H-
-H-t-/-H-H-+-1-,r-
-H-H-+-H·-1-H-~-

What improvements have you made since buying the land? ............................................................................................................................... .. 

·----·--··-··----------··-------·-·-···----------··-------·-·------······-----··----------·-·-·················-··-··-·······-·········------··-----······--·--·-·····························-··············--·--· .. -·-···----·--·-----·············-----·-······ 

What was produced on said land in HHO ?.......................................... ................................... .. . ............ .. . ................................................................ . 

1911 ?................................................................................................................. 1912? ···························································································································· 

Is the land now mortgaged ? ............................................................................................................................................................................ .-................. . 

What is the selling price per acre ? ...................................................... , ............................................................................................... ~ ................................... . 

..................................................................................................................................................................................... -................... _________________________________________________________________________________ .. 

--.... -.... -... -...... -............. --................. --...... -.. -... -........ -. --.......................................... -................. -.. -........... " .. --. ~ .. -... -. -...................... ~ ............ -... -......... -....... -..... -.. -.. -...... -.... -.. -................. . 

.................................................................................................................................................................................... ~ ........................................................... - ......................... . 

Attached hereto are the following papers, documents and statements: 
1st. An itemized statement of its actual financial condition, and the amount of its assets and liabilities. 

2d. A copy of all contracts or other securities which it proposes to make, sell or negotiate to sell to its con-
tributors. Also abstract of title, and legal opinion on same. 

3d. Sample copies of all literature or advertising matter used or to be used by such investment company in 
the sale of its securities. 

4th. A copy of its constitution and by-laws or articles of copartnership or association. 
5th. If it be an incorporated investment company it shall also file a copy of its charter; and if said company 

be not organized under the laws of the state of Kansas it shall be required to comply with the laws relating to the 
admission of foreign corporations to do business in the state of Kansas. 



FORM No. SHEET 4. 

REFERENCES: 
(NOTE, -Please give at least fou~ references as to the character, responsibility and financial standing of each director. Also eight references as to the company itself.) 

In what size tracts do you sell the land? .......................................................................................................................................................................... . 
~ 

·····----································--···································································-···················································································-·························································----

---... -- ... ----·-----. --. ------ -. -- .... -... -................................... -----. -- . ------ ---- ........ --- . -- -..... -- -- . ---~-- ............ --- ....... -- .. -. -- . -......... -- ............ -....................... ----- ... -- .. -... -..... ------. ---. --· ------ . -.... --· ------. -. - :- ... . 

Have you platted your entire tract? .......................................................................................................................................................................................... . 

Are. yon selling the inferior tracts at the same price you charge for the balance ? (Explain fully what you did 

with the ~aste and inferior land.) 

What is your selling price per acre and on what terms? (State fully.) ..................................................................................................... . 

...~ ... 1 

Will you, when requested by the State Bank Commissioner, pay the necessary expenses of examination of said ~ 

'land? .................................................................................................................................................................................................................................................. ~ 



FonM No. ------
18th. '!'hat tho following is n truo st11tomont in rcgnrcl to its officers nntl directors: 

NAME. ADDRESS. 

Actual 
Cllllh 

Invested 
in 

Company. 

Salnry 
rier 

Year. 

SHEET 5. 

E11tlmatc 
Net 

Worth. 

Timo 
Devott'd to 
Company. 

v·t·c·~··p~c~id~nt~···· .......................................... ..................................... ······················································-······················ ................ ·· ······ ··········· ·············· 

s~·e:;~·t.;;~-y;··············· ............................................................................ . 

T;~·r~;;t; ~~~: ...... · · ................................................................................. . 
I 

oen·~~~i.i\i4~4&--e~;······· ...................................................................... . 

·hiiis:ri~·ri8":\ J:ii>''ii'iiiF.c:rort's ............ ·· .. · · ...... · · .... ···· · · ............ · · · ..... · · .... ·· 
1. ............................................................ 

I 

2. i. 
a. I 

I 
4 . ........................................................................................................... 

5. -............................. "...... . ........................................................... . 

6. 

7. 

s. I 
~-······················· ················· ························.························· :...... ·••••••······••••·•·••······•·•••·········••••••••······•••••••·•·•··•••••••• .................. ,. 

____ .;____I 10. I 
-----·-·-' -----

19th. That its land will be sold for the following-named prices and on the following terms, and will not be sold at any other 

price or on any other terms without the consent of the Banking Department: ............................................................................................... . 

...................................................................................................................................................................................................................................................... ................. .......................... . 

. . . ~ . . . . .. . . .. . . . . . . . . . . . . . . . .. . . . . . . . . . . . . . . ....... ' 

20th. That attached hereto is a true and complete copy of each contract made, or which will be made, with any person, officer, 
agent or other representati~e of thi~ co~pany for ~he sale of its Jnnd; and t~at there. arc no agreements, undE!r~tandings or 
contracts either verbal, written or 1mphed, by which anyone has received, or is to receive, :my cash, land, securities or other 
compcnsdtion. for the sale of its land, for its promotion,, or for any o~her causes ex.c~pt as specified in this ~ppJicat_ion and its 
several exhibits attached, and that all of the Jand of this com~any w1Jl be sold or aisposcd of for cash or its eqmvalent, as 
provided in the contracts or agreements attached, except as herem excepted. 

Remarks: ............................................................................................................. . 

Wherefore, your petitioner, in view of the showing herein made, does rcspectfnlly prny thnt authority be 
granted it to sell its Jnnd in nccordnnce with the provisions of tho above-mentioned law. 

IN Ti~sTIMONY WHEREOF, We have hereunto set our hnnds nntl nffixcd the official seal of this company, this 

Urn .dny of ......................................................................... .191 ........ . 

[ SEAI.i.] 

By ......... . 
President. 

Attest: ....... . 
Secretary. 

State of. ................................................................................ , County of ..... ·;··············· ..... , SS • 

...... Presidont, and ..... . . ...................... Secretary 

of tho... . .. Compnny, of....................... .............. ........... . ................................................... , 
of l1nvfnl ngc, boiug tirsi duly sworn, dnpose nntl sny thnt. they hnvo ench rend the foregoing npplicalion nnd know 
the contents thereof, nnd thnt tho stnt.emonts nnd nllegntions therein contnincd nnd nttnched nre t.rne. 

!'resident. 

Secretary. 
Subscribed nncl sworn to before me this the .................................... day of . .lfH ........ . 

. ... .. ... . .. . .. . .. . . . ... ... . . ' ......... ' .......... ····-···~······ ······ .............................................................. . 
Notary Public. 

(-4840 (My commission expires .................................................................... ) 

j ,') 

,,.. . "" . 



Form No. 48. 
l ~,l F o ... D l-n s t F o t- -e i 111 e 0 r t o r d 7; o n s. 

BEFORE THE KANSAS STATE BANKING DEPARTMENT. 

IN THE MATTER OF THE CONDITION OF 

(Name.) No .......................... ~---·· 

(Address.) 

At the close of business ................................................................................................................................................... . 

The ............................................................................................... · ........................................................................................................................ . 

of ............................................ ~ .................................................... ; ................................................................................................................................. . 

represents to the Kansas State Bank Commissioner as follows: 

1st. That the following is a full and correct statement of its capital stock or other securities on the abo;ve date: 

~ P

Croemfmer0rnedsts0tockck •. · .· .· .· .· $ ......................................... . 
Authorized capital ...................................................... . 

$ ......................................... . 

~ 
Common stock . . . . . . $ ......................................... . 

Capital stock issued ............................ ~ ...........•............. 
Pref erred stock • . . . . $ ......................................... . 

Bonds authorized ................... '. . . . . . . . . . . . . . • . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . . . . . . . . . . . . . $ ......................... ~·····: ......... . 

Bonds issued. • . . . . . . . . . . . . . . . . • . . . . . • • . • . . . . . . . . • • • • • • • • . • . . . . . . . . . . . . . • . • . . . • . . • • . . . • • . • . . . . . $ ......................................... . 

Other securities authorized •....................•...•.•.•...•................................... $ ......... ~ ............................... . 

Other securities issued ...............................•.•.... ·. . . . . . . . . . . . . . . • . . . . . . . . . . . . . . . . . . . $ ................................... '. ..... . 

2d. That the following is a complete and correct statement of its assets and liabilities on the above date: 

ASSETS. 

AMOUNT. (Write nothing in this column.) 

.................................................................................................................................................................................................................................................................................................................................
...................................................... _ 

...........................................................................................................................................................................................................................................................................................................................
..................................................... 

·-----········-··········-·········-······· .. ····················----······················-------·-····· ................................................................................................................................................................................................... . 

................................................................................................ , _____ , __ ········································································································································ 

Total .......................................................................... ········:····························· .. ························································ ...................................... . 

LIABILITIES. 

AMOUNT. (Write nothing in this column.) 

Common stock outstanding. . . . . . . . . . . . . . . . . . ............................. . ......... . 

Preferred stock outstanding ........................................................... ·······································································:······················································
 

....................................................................................................................................................................................................................................................................................................................................................
....................... 

....................................................................................................................................... ...................................... ...................... ................................................................................................................................................................................ ~ ........... . 

....................................................... , ......................................................................................................................................................................................................................................................................................................
.......................................................... .. 

········································································································· ······························ ············ ······································································································································· t"I" 

·············································································································································································································································································· c·' 

...................................................................•........................... , ______ , ___ ········································································································································ 
Total .......................................................................... ····························:········································································

························ 

6·1258 
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3d. That attached hereto, marked "Exhibit A," is a true and correct trial balance of its books on the above date. 

4th. That the following is a true statement of its profit and loss account for the three months prior to this date: 

LOSS. PROFIT. 

Carried to surplus ........................... ------·--·-------------. ......... Undivided profits .... ------------------------------------191.. .... ·--·-·----------------- ________ _ 

Dividends, common stock, ____________________ per cent .. -----·---------··-···------·--·-· Gross earnings (specify sources) .............. ···-·---··--····--······-________ _ 

Dividends, pref erred stock, .............. ______ per cent .. ---······-·-··--·------· ······-· 

Interest paid on bonds ................................................ _______ _ 

Interest, borrowed money ............................................ --···-··· 

Operating expenses. . . . . . . . . . . . . . . . . . . . . . . . . . ················--···-· --------· 

Commissions. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ----·--·----·--·--------........ . 

Salaries. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ··------·-----·-------- ........ . 

................................................................................................................................................................................... ................................................................ ...................................................................................................................... ........................................... .......... . 

................................................................................................................ ............................................. .................................................................................................................................................................... ................................... ........... . 

............................................................................................................................................................................................................................. ................................................................................................................................................................................................................................. --------· 

...............................................................................................................................................................
. .................................. ................ .. ................................................................................................................... .J ...........................................

........................................... ---------

Gain....................................... Loss ...................................... , _____ ,, __ 

Total ................................. ······-··-···-·---·---·-......... Total ................ · ................. ····--··-··········-··· --···---· 

5th. That attached hereto, marked "Exhibit B," is a true and complete statement of its receipts and disbursements since its 

last statement to the banking department. 

6th. That attached hereto, marked "Exhibit C," is a full and complete list of the holders of its stocks, bonds or other 

securities authorized by said banking department to be sold, which have become such holders since its last statement to said 

banking department, indicating the consideration which was received by said company from each of such holders, also a list of 

the transfers of stock made by it since last statement. 

7th. That since its last statement to said banking department it has: 

Paid cash commissions for the sale of stock. . . . . . . . . . . . . . . . $ .............. : .... ----·---·---------··---------

Issued stock for commissions. . . . • . . . . . . . . . . . . . . . . . . . . . . . $--··------·------------·---·-·------·------···--

Paid cash for promotion ......•.••......••............. ~. $-····-----·--------·-------···-----··-·-·---···· 

Issued stock for promotion. . . . . . . • . . . • • . . . . . . . . . . . . . . . . . $---------------·---·-·----··--··--·----------·--

·----··---·-·-····-·--·-·----·--··----·---------·--·--·-···------··----·-·--·--··------···--------···-----·· $. ________ _ 

A total of. . . . . . . . . . . . . . . . . . . . . . . . . • . . . . . . . . . . . . . . $----·-----·----·--·--·-----------·--·--·-------· 

which is all the commission or promotion expense paid by said company since its last 

statement to said banking department. 

8th. That it is complying fully with chapter 133 of the Session Laws of 1911 in every respect, including the keeping of 

double-entry books and filing monthly trial balance sheets. 

9th. That its officers on this date are as follows: 

President ·--·---··--·----·--·--·-·--··----··----------····-··---·····---··-·--·--·····-···-···-··· .. ·---·-···-··-····-··-···-·-····-····-·--·-······-·· 

Vice President ....................... ·--·-·--··--··---·-··············--········-·--···-····--··--·--··--···--·-···--··-·-·····-·-·····-········-··· 

Secretary ............................................................................................................................................. . 

Treasurer·------·----···---·-··--··-·-·---·-·-···---·-·--····-·····················-·-··-·-·····--····--·--······-········-····--·······-·······-·-···· 

6-1258 Manager···-·--·--···--········-·····-···-·····-··--··-·-··-···············--·······-··························--·-·-·-.. ········-·····-·············-·· 
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10th. That its directors on this date are as follows: 

····························'··················································!. ................................................................... · ................................................................................... . 

IN TESTIMONY WHEREOF, We have hereunto set our hands and affixed the official seal of this company, 

this the ........................ day of ........................................................ 191 ..... . 

(Company.) 

[SEAL] By ......................... , ..................................................................................... . 
(President.) 

Attest: 
(Secretary.) 

~:~:t;f ~~. ::::: :: :: :: : : : : . :: : : :: : : :::::: :: : :: : :: :: : :::: ::::: ::::::::: ::: :: : : : :: }ss . 
........................................................................................ , President, and ........................................ '. ............................................. , Secretary, 

of the ............................................................................................................................................................................................................................. . 

of ..... ; ............................. : ............................................................................................................................................................................................... . 

of lawful age, being first duly sworn, depose and say that they have each read the foregoing statement, and that the statements 

therein contained and attached are true. 

President.· 

Secretary. 

SUBSCRIBED AND SWORN TO before me, this the ............................................................ day 

of ............................................................................ 191 ..... . 

Notary Public. 

My commission expires ...................................................... 191 ..... . 

NOTE.-Filing fee of $2.50 must accompany this statement. 6·1258 



BEFORE THE STATE BANKING DEPARTMENT. 

QUARTERLY REPORT. 
In accordance with Chapter 164,. Session Laws of 1915. 

(t\ Por LanJ Con-r.Pan/~s. 
I 

In the 'Matter of the Condition of ______________________________________________________________________________________________________________________________________________ ~_ 

of ____________________________________________________________________________________________ . __________________________________________________ , at the Close of Business 

for the Quarter ending ________________________________________________________________________________ l9 _______ _ 

The _______________________________________________________________________________________________________________________________________________________________________________________ _ 

of__ ____________________________________________________________________________________________________ , represents to the Bank Commissioner as follows: 

1. The amount of land remaining unsold: 

In value, $------------------------------------------------

In acres, 

In lots, 
2. Selling price now: 

Per acre, $ _______________________________________________ _ 

Per lot, $ _______________________________________________ _ 

3. Commission paid to selling agents: 

4. Amount of mortgage or other lien on prop_erty: 

5. Reduction of same since last report: 

·-·-----... --------------------------------------------------------------------------------------------------- - - - --- -------- ------ ___ ..,_ - ---- ------------------ ·-------------------------.: ... ---- ---- ......... ·-----

6. The following arrangement is in force for protecting purchasers. against mortgages or other liens and 
conveying unincumbered title: 



7. lmpro\'ements or betterments put on land by company (state fully): 

8. Arrangement made for upkeep and ownership of irrigation plant after land is all sold: 

9. Has any question been made of title to property since last report? 

10. HaYe you been involved in litigation at any time during the past year with purchasers or other persons? 
Answer 

11. If so, state nature of litigation: 

--· .. ·---------·---·------·-.. ·-------··---------·--·---····--·--····· .......... 
............................................................................................................................................................................................ __ ,.,. .. 

- - - - -- - .... - - .. . - .... -- .. - - - - - .. - . --- ..... -........... --- -.. --.. - - ............................... - ......... - -.. -......... - .. - -- . -.. -- - - - .. - - - . - - ... - - - .. - -- .. -- - .. -- - ....... - ........ - .. -- .. - .. - - -.. - -- ... - - - - - -.. - -.. -- - - ---- ..... ~ ... -.............. - ...... ~ ....... - .. 

12. Attached hereto is a list of names of purchasers in Kansas since last report. (Give names and post-
office address and amount of purchase.) 



TABULATED FINANCIAL STATEMENT. 

Authorized Capi~al, 5 Common stock, $----------------------------

{ Preferred stock,_ $----------------------------

Par value per share of common stock, $----------------------------

Par value per share of preferred stock, $----------------------------

RESOURCES. 

Material and supplies on hand, 

Furniture and fixtures, 

Value of real estate on hand, 

Personal property, . 

Stocks, bonds, or other securities, 

Judgments, 

Bills receivable, 

{

In banks, 
Cash on hand . 

. In office, 

Miscellaneous, 

l 

Capital paid up, { Common stock, $----.------------------------

Preferred stock, $---------------------------

Market value, common stock, $----------------------------

Market value, preferred stock, $-~-------------------------- . 

LIABILITIES. 

l Common stock, 
Capital paid up, 

Preferred stock, 

Surplus, 

Undivided profits, 

Bills {Unsecured, 
pay-
able, Secured by Mort. on real estate or plant, 

Bonded indebtedness, 

Miscellaneous, 

1 r r 11 r 
PROFIT AND- LOSS. 

PROFIT. 

Balance, undivided profits, I 

Gro~s ~arnings (specifying sources), 

j 

11) 
) 
f 

• J 

/ 

LOSS. 

Balance, if any, 

Dividends, 

Interest, 

Officers' salaries, 

Rent, 

Taxes, 

Advertising, 

Commissions, 

All other expenses (itemize), 

\ 



STATE OF-------------------------------

county of.----------------------:-----

_____________________ , --------------------····-·-----·--··-----·---····-·-------------·---------·--··---·---··-··-·· of the ... ------------------------------ -i /----------··---- ___________________________ --------------------------·-------···-·----_________ Company, ::~~-t~:;-~~~~-:~~~-;:~~-~~:-~o~~~:~~~-~~~\L~~~-~~~--~~:to:~:7~~::~:e~:::t a:::::o::: ::e~ses and says I 

./--·---·F ~-----l--T-" .(' _______ _/ 

. ,. ( ··-:---· -

·-~-~., ---- ., .•.. ___ ,, ________ / 

Subscribed and sworn to before me, this ____________________________________________ --·-··-··---·-·day 
of ____________________________________________________ , 19 _______ _ 

Notary Public. 
5-6078 My commission expires on the _______ . ________________________ day oL,----·················-·--·-··············19 _______ _ 


