
SENATE No, 354

REPORT OF THE COMMISSION TO INVESTIGATE AND
REPORT AS TO THE ADVISABILITY OF LEGISLA-
TION FOR THE FURTHER PROTECTION OF THE
PUBLIC IN REGARD TO THE SALES OF BONDS,
STOCK OR SECURITIES OF CORPORATIONS.

To the Honorable Senate and House of Representative
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Your commission has given the matter thorough investiga-
tion and careful consideration. The first meeting of the com-
mission was held July 3, 1912, and a number of hearings and
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numerous conferences, which were attended by persons in-
terested and counsel for various interests, have been conducted
since that time.

1. As to the first provision in said resolve, your commission
has come to the conclusion, and respectfully reports, that in
its opinion there is no occasion to revise, consolidate and arrange
the general laws of the Commonwealth pertaining to the sale
of bonds, stock and securities of corporations, inasmuch as the
subject is fully and carefully covered by provisions of law al-
ready in existence which seem to be in as simple a form as can
properly govern the subject. We refer to

Revised Laws, chapter 109:
Section 5. Mode of selling shares for the payment of assessments.
Section 20. Payment of stock or scrip dividends prohibited
Section 29. Notice to stockholders of increase of capital stock.
Section 30. Commissioners to fix the price of stock.
Section 31, Sale of shares of stock not subscribed for.

Acts of 1903, chapter 423, relating to transfers of capital stock.
Acts of 1910, chapter 171, An Act to make uniform the law of transfer

if shares of stock in corporations.
Revised Laws, chapter 110:

Section 18. Providing for the ale of shares of capital stock not
:ake

sharSection 34. Disposition of new
Section 41. Sales of shares to f

Revised Laws, chapter 73, sections
ay assessments.

and 8, of money and negotiable

instruments, amended by chapter 455 of the Acts of 1905,
Revised Laws, chapter 126, sections 3 and 11.
Acts of 1903, chapter 437, section 64

2. Your commission has devoted the greater part of its time
and attention to the second requirement of said resolve, “to
investigate as to the advisability of legislation for the further
protection of citizens of the commonwealth in regard to the
sale of bonds, stock and other securities of corporations.” We
have been led to the conclusion that some legislation with
reference to this subject is desirable, and we submit herewith
a bill setting forth the conclusions of the commission in what
seems to us the most advisable form of legislation for conditions
as they exist in this Commonwealth.

We have given consideration to the laws of other States
relating to this subject, including the so-called companies act
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of England and the so-called Kansas “blue sky” law, and other
similar acts based apparently on that enactment, and the various
bills introduced at the last session of the Legislature. Your
commission has also considered various suggestions and drafts
of bills from other sources, including a form of bill from the
Investment Bankers Association of New York and a draft
approved and recommended by the National Association of
Insurance Commissioners. Your commission has concluded
that in Massachusetts at least it is not advisable to enact the
Kansas law or other enactment following the basic form of
that legislation. As to certain provisions of that act the com-
mission has grave doubt as to their constitutionality. The
act, as a whole, seems unsuited to conditions in Massachusetts
as they appear to the commission from such facts as it has been
able to obtain from its investigations and from other sources
of information which have been placed before us. The so-
called Kansas law, it may be assumed, was passed to meet
conditions in that State. Apparently, in that locality, pro-
motions of companies and sales of stocks and other securities
are carried on directly by the corporations themselves. A law
based on the plan of the Kansas act would not in the opinion
of the commission remedy the evils likely to appear in this
Commonwealth, and it would seem in some respects easy to
evade. In this Commonwealth, however, it appears that this
is not the usual practice, but that promotions and sales of
stock and bonds and other securities, both of newly formed
corporations and of old established companies, are generally
made through bankers or brokers or other business agents,
many of whom have been established for many years and of
whose methods and financial standing no criticism has been
presented to your commission.

The Legislature of this Commonwealth has already dealt in
part with the subject-matter of this investigation. By chapter
427 of the Acts of 1904 there was passed “An Act to regulate
bond and investment companies,” which dealt with the “busi-
ness of issuing, negotiating or selling any bonds, certificates or
obligations of any kind on the partial payment or instalment
plan.” Your commission is of the opinion that it is wise to
leave this enactment unchanged, as it is informed that this
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law succeeded in driving from and keeping out of the Com-
monwealth those unsound companies against which this enact-
ment was aimed.

By chapter 492 of the Acts of 1911 there was passed “An
Act relative to listing and advertising of shares of stock of
mining corporations.” So far as your commission has informa-
tion on this subject we understand that the loss to the public
through sales of unsound or so-called “ fake mining shares has
greatly decreased.

We submit herewith a form of bill entitled “An Act relative
to the regulation of the sale of stock, bonds and securities of
corporations, partnerships, companies or associations.” The
bill submitted is, in our opinion, simple in operation, and in
this Commonwealth at least will be more direct in its applica-
tion and effective in its results than any other form which has
been submitted to or considered by us. We recommend the
Commissioner of Corporations as the officer best fitted to have
charge of the operation of the bill. The provisions of the bill
are intended to give the Commissioner of Corporations full and
unlimited power to carry out the terms of the act, which aims
to secure for public guidance any information which to the
commissioner may seem beneficial to the public concerning any
corporation, co-partnership, company or association whose
shares, bonds or other securities are kept or offered for sale
in this Commonwealth “by any person, firm, association or
corporation engaged in the business of selling shares or securi-
ties.” In other words, the basic principle of the bill recom-
mended is to govern and to guard against the action of persons
who are engaged in the business of selling such shares or securi-
ties, which is the method generally followed in Massachusetts.
It is believed that this bill will not violate any of the constitu-
tional requirements. It is also not intended to go too far in
the line of paternalism or in making the Commonwealth an
insurer of the investments of its private citizens. For this
reason, also, we do not recommend provisions requiring dealers
to be licensed. It is further believed that such licensee might,
under cover of his license, have opportunity to take advantage
of the public more easily than at present. This bill is recom-
mended with the idea that the Commonwealth may well furnish
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fullest information to its inhabitants as to any form of business
investment which may come within the terms of the act, and
that with such information at hand individuals may be left to
invest their money in such form as they may desire. It is to
be noted that the commissioner may stop the sale of any of the
securities in question if the requirements of this act are not
complied with. The act also provides, in addition to the civil
remedies of the commissioner by injunction, heavy penalties
for those violating the requirements of the act. A practical
safeguard is also given in the authorization of the commissioner
to advertise in the public press or otherwise that any securities
are being sold or offered without compliance with the require-
ments of this lawr or contrary to his order. We believe that
this will prove to be the speediest and most efficient source of
protection that the commission is at present able to suggest.

Exceptions to the act have been made only as to securities
which in the opinion of the commission are already so safe-
guarded as to require no further information to investors, or
as to reduce to a minimum the chance of fraudulent exploita-
tion.

Respectfully submitted

JAMES M. SWIFT
ittorney-General.

AUGUSTUS L. THORNDIKE,
Bank Commissioner.

WILLIAM D. T. TREFRT
Corvoral(
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An Act relative to the Regulation of the Sale of Stock,
Bonds and Securities of Corporations, Partner-
ships, Companies or Associations.

Be it enacted, etc., as follows:
1 Section 1. The commissioner of corporations shall col-

-2 lect and keep in his office open to public inspection informa-
-3 tion, in such form and detail as he shall from time to time
4 determine, concerning the financial condition, dividend
5 record, property and earnings of any corporation, co-
-6 partnership, company or association, all of which are here-
-7 after called company, whose shares, bonds or other securi-
-8 ties, whether listed or dealt in on any stock exchange or
9 otherwise, are kept for sale or offered for sale in this common-

-10 wealth by any person, firm, association or corporation
11 engaged in the business of selling shares or securities. The
12 commissioner may make use of standard financial publica-
-13 tions which contain such information or of the financial
14 statements of such companies or of any other sources of
15 information which are in his opinion reliable. He may
16 make inquiries and investigations as to the credibility of
17 any such information and may refuse to file any informa-
-18 tion which he considers unreliable.

1 Section 2. No person, firm, association or corporation
2 engaged in the business of selling shares or securities, shall
3 keep for sale, offer for sale, or cause to be sold in this com-
-4 monwealth the shares or securities of any company unless
5 the commissioner has within one year previous to the date
6 of such keeping or offer certified that information required
7 by authority of this act is on file in his office in form and
8 detail satisfactory to him and is open to public inspection.
9 Said certificate shall state that the securities to be offered

10 for sale by such company are neither endorsed nor recom-
-11 mended by the commissioner.

SUGGESTED LEGISLATION.
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1 Section 3. If it comes to the attention of the commis-
-2 sioner upon complaint to him or otherwise, that the shares,
3 bonds or other securities of any company concerning which
4 he has not so issued such certificate are being kept for sale
5 or offered for sale, or that any advertisement or representa-
-6 tion of any kind is being published or made as to the value
7 of such shares or securities, which in his opinion is incon-
-8 sistent with such information, by any person, firm, asso-
-9 ciation or corporation engaged in the business of selling

10 shares or securities, the commissioner may order such
11 person, firm, association or corporation to stop selling or
12 offering for sale such shares, bonds or other securities, or
13 may make any other order relative to the manner in which
14 the same may be offered for sale or sold, and may amend
15 or rescind any such order, and may in his discretion publish
16 such order by advertisement or otherwise.

1 Section 4. No person, firm, association or corporation
2 engaged in the business of selling securities shall offer for
3 sale any such shares or securities in violation of the terms
4 of any such order of the commissioner.

1 Section 5. Any person, firm, association or corporation
2 aggrieved by any action or order of the commissioner may
3 appeal therefrom to a board consisting of the bank commis-
-4 sioner, the treasurer and receiver-general of the common-
-5 wealth and the director of the bureau of statistics. Such
6 board after public notice and hearing may order the com-
-7 missioner to issue the certificate provided for by section
8 two, and may amend or vacate any such order.

1 Section 6. The commissioner shall have authority to
2 make or cause to be made an examination of the accounts,
3 books and papers of any person, firm association or corpo-
-4 ration engaged in the business of selling shares, bonds or
5 other securities in order to ascertain whether such person,
6 firm, association or corporation has violated or is violating
7 any provision of this act. The proper expenses incurred
8 in any such examination shall be paid by the person, firm,
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9 association or corporation examined. Any violation of the
10 provisions of this act shall forthwith be reported by the
11 said commissioner to the attorney-general, who shall bring
12 an information or other appropriate proceeding in the
13 supreme judicial court or the superior court to enjoin and
14 restrain such person, firm, association or corporation from
15 further selling or offering such shares, bonds or other se-
-16 curities for sale. The supreme judicial court and the su-
-17 perior court shall have jurisdiction to enforce the provisions
18 of this act and the attorney-general shall report such viola-
-19 tion to the district attorneys of the several counties for the
20 enforcement of the penalties hereinafter provided by section
21 eight.

1 Section 7. The provisions of this act shall not apply
2 to bonds of the Lhiited States or any foreign country, or to
3 the bonds of any state, county, municipality or otherpolitical
4 division, or to the shares or securities of any corporation the
5 issue or sale of which must be approved by the duly con-
-6 stituted authority exercising supervision over its affairs.

1 Section 8. Whoever violates the provisions of section
2 two of this act shall be punished by a fine of not more than
3 five hundred dollars. Whoever violates the provisions of
4 section four of this act shall be punished by a fine of not more
5 than one thousand dollars, or by imprisonment for not more
6 than one year, or by both such fine and imprisonment. It
7 shall be the duty of the district attorneys in their respective
8 districts to prosecute for the enforcement of the penalties
9 provided in this section; but any person having knowledge

10 of the facts may institute prosecution for said penalties in
11 courts of competent jurisdiction as in other criminal com-
-12 plaints.

1 Section 9. To carry out the provisions of this act said
2 commissioner is hereby authorized to employ such addi-
-3 tional assistants, subject to the approval of the governor
4 and council, as he may deem necessary.


