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RESOLVE CREATING THE COMMISSION.

C h a p t e r  7 9 .

R e s o l v e  t o  p r o v i d e  f o r  a n  I n v e s t i g a t i o n  r e l a t i v e  t o  t h e  S a l e  o f  
C o r p o r a t e  S e c u r i t i e s  a n d  R e l a t e d  M a t t e r s .

Resolved, That a commission, to consist of the commissioner of corpora
tions and taxation, the attorney-general or an assistant attorney-general 
to be designated by the attorney-general, and a third person to be ap
pointed by the governor, with the advice and consent of the council, shall 
investigate the necessity or expediency of further legislation to regulate 
the sale, offering and advertising for sale, of stocks, bonds and other 
securities issued by corporations, and the subject of corporate promotion 
and related matters. The commission shall be provided with suitable 
quarters in the state house or elsewhere in the city of Boston. The com
mission shall serve without compensation, but may expend such sums for 
assistance and other expenses as may be approved by  the governor and 
council. The commission shall hold hearings and report to the next gen
eral court on or before the first Wednesday of January, with drafts of 
such proposed legislation as it may deem advisable. [Approved M ay 29, 
1920.
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B o s t o n ,  January 5, 1921.

To the General Court of Massachusetts.

In accordance with the provisions of chapter 79 of the R e
solves of 1920, I have the honor to transmit herewith the 
report of the Special Commission to investigate the Sale of 
Corporate Securities and Related Matters.

Respectfully,

J. W ESTON  ALLEN ,
Chairman.
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REPORT OF THE SPECIAL COMMISSION TO 
INVESTIGATE THE SALE OF CORPORATE 
SECURITIES AND RELATED MATTERS.

O r g a n i z a t io n  o f  t h e  C o m m is s io n .

Pursuant to the resolve creating the Commission, to consist 
of the Attorney-General, the Commissioner of Corporations and 
Taxation and a third member to be appointed by the Governor, 
his Excellency Governor Calvin Coolidge designated as the 
third member Samuel Spring, Esq., of Boston. The Commis
sion organized on August 31, 1920, by electing Attorney-General 
J. Weston Allen as chairman, and later appointed Henry R. 
Surles of Somerville as cleik and secretary.

The Commission was assigned Room  102, State House, for 
its headquarters, and held public hearings in the State House 
on September 2, October 7, October 28, November 5, November 
11 and November 18, 1920.

D u t ie s  o f  t h e  C o m m is s io n .

The resolve by which this Commission was created placed 
upon the Commission the twofold duty of ascertaining the 
“ necessity or expediency of further legislation to regulate the 
sale, offering and advertising for sale, of stocks, bonds and other 
securities issued by corporations” , and, in case the Commis
sion determined that further legislation was advisable, the duty 
of preparing drafts of such proposed legislation.

I m p o r t a n c e  o f  t h e  P r o b l e m .

It is unnecessary to urge upon those who are conversant 
with present conditions the great importance of the problem 
of checking the sale of fraudulent securities in this Common
wealth. Massachusetts is an industrial State, with a large 
population of foreign-born workers who are not as yet familiar 
with our language or customs. M any of them come from



countries where the mines and natural resources are owned and 
operated under government auspices, and where banking and 
insurance as well as public utilities are exclusively conducted 
by the government. It is not surprising that those who have 
lived under such conditions should be easily victimized by 
fraudulent promoters.

The importance of the problem, however, the Commission 
feels is commonly misunderstood. There are considerations 
much more far-reaching than pity which we all feel for those 
who have been defrauded.

The financial losses of the people who invest in fraudulent 
securities in the great majority of cases result, it is true, in 
great hardship. Some people are of the impression that all 
those who buy fraudulent securities are at heart either gamblers 
and speculators, or more or less hopeless dupes. It is true 
that, in some cases, people who buy fraudulent securities take 
chances deliberately and with their eyes open, lured by the hope 
of extraordinary profits; but such gamblers are unquestionably 
in the minority. In the Ponzi fraud, for example, the great 
mass of the people who invested were foreign-born, hard-working 
people who had been persuaded to invest in the Ponzi notes 
by agents who went to their homes or sought them out while 
at work. N ot only in the Ponzi fraud, but in the sale of many 
other fraudulent securities, agents have used friendship, and 
racial, religious and fraternal ties, as a means of approach 
to the investor to talk him into buying the security. People 
so persuaded and so urged to invest in fraudulent stocks can
not be classed as speculators or pitied as hopelessly irre
sponsible. Uninformed and with no knowledge of where to 
obtain true information, they trust their friends, or yield to 
plausible arguments.

The fact that so many fraudulent promoters seek out their 
victims, and by skillful and vigorous arguments, often involving 
appeals to class hatred, induce them to invest, reveals a situa
tion which must give all citizens serious concern. The most 
effective propagandists of anarchy are fraudulent promoters, 
not merely because they make their appeal to class hatreds, the 
most sinister menace to a democracy, but also because the 
people who part with their money through the cunning wiles



of fraudulent and brazenly successful promoters become em
bittered and lose faith in America and in our laws and institu
tions. Thus they become peculiarly susceptible to the various 
radical diseases. As Sir Charles Napier has aptly said:-—

As to government, all discontent springs from unjust treatment. Idiots 
talk of agitators; there is but one in existence, and that is injustice. 
The cure for discontent is to find out where the shoe pinches and ease it.

These considerations are peculiarly cogent in Massachusetts, 
where the problem of Americanization is one of the urgent 
problems confronting us. Effective Americanization work can
not be carried on in the face of the open exploitation of those 
of immigrant stock. So many cases of genuine pathos and 
tragedy have resulted from fraudulent promotions, such as the 
Ponzi scheme and the silver stock gamble, that it is of urgent 
importance that these practices should not be allowed to con
tinue. They cause the Commonwealth and its laws to be 
looked upon with sinister contempt.

Banking and investments are based on confidence. Fraudu
lent promoters destroy the public confidence and thereby jar 
and threaten to overthrow our entire financial structure. The 
dangers resulting from such disturbances of our economic 
system are so obvious that emphasis is not necessary. Y et the 
Commission deems that consideration of the losses sustained by 
those who buy fraudulent securities, with the consequent danger 
to the Commonwealth, is not the paramount consideration. 
Massachusetts is a great industrial State. Capital for invest
ment is essential if our industries are to keep pace with the 
rest of the country. There is unquestionably to-day a shortage 
of capital, not only in New England, but throughout the United 
States. Capital can be created only by saving and by thrift. 
With the larger wages properly being paid to the workers 
to-day, it is of the utmost importance that they should save 
part of their earnings to be available for investment in profit
able enterprises, wThich in turn will create new opportunities 
for employment. Thrift, in a word, is essential for the creation 
of capital, and the impulse of the population of the Common
wealth to save must be jealously guarded and encouraged.



There can be no greater deterrent to thrift than to have the 
people who invest their savings in securities find that these 
securities are worthless and that their money has been lost.

The moving force in our present economic system is the hope 
of acquiring wealth. So long as this hope remains normal it 
promotes thrift; when it becomes abnormal it leads to ill- 
advised speculation. The sale of fraudulent securities in Massa
chusetts has caused people to feel that there was no use saving, 
and led them away from thrifty methods of living. It is not 
only the amount of capital that is to-day being lost through 
fraudulent securities and squandered in useless and harmful 
ways that must be considered, but the fundamental fact must 
be borne in mind that, if the people of Massachusetts are to 
be encouraged to accumulate increasingly greater quantities of 
capital by thrift, the present discouragement of thrift by losses 
due to fraudulent securities must be removed.

It is estimated by economists that from two to three billions 
of dollars is hoarded in America in the form of gold and silver 
coin and paper currency, and hidden away where it remains 
useless.

In view of the large industrial population of Massachusetts, 
and the large proportion of foreign-born residents who are most 
distrustful of our institutions, it is evident that a substantial 
portion of this idle money is within the Commonwealth. If 
greater confidence in investments could be instilled in the 
ordinary people, and greater encouragement given to thrift, 
greater supplies of capital could thereby be made available 
for the use of industry. It is because of the urgent need to-day 
of capital, which can be created only by thrift, to sustain New 
England’s industries, railroads and public service corporations 
that the Commission deems the question of so great importance.

S c o p e  o f  t h e  I n v e s t i g a t i o n .

Upon proceeding with its v’ork, the Commission immediately 
set out to obtain all the information possible dealing with the 
regulation of the sale of securities. It adopted a policy of 
inviting the fullest and widest discussion of the subject by all 
persons interested, and sent letters to the Chambers of Com



merce and business organizations in Massachusetts, inviting 
representation at the hearings or written opinions.

The letter to the Chambers of Commerce, after explaining 
the duties of the Commission, was as follows: —

G e n t l e m e n  : —  This question is one of importance to-day, since it 
involves not merely the question of corporate promotion, but also the 
questions of Americanization, thrift and extension of Massachusetts in
dustries.

It is but natural, therefore, that, as the Commission is desirous of 
obtaining a sound impression of conditions in Massachusetts, it should 
turn to your association for any suggestions that you care to make. We 
should be very glad to have a member of your association appear before 
our Commission at a public hearing, or to have in writing the views of 
your Board or any of your officers or committees.

Accompanying each letter was a short summary of the scope 
of legislation dealing with the sale of securities throughout the 
United States, as follows: —

There are at present four well-recognized methods of preventing fraudu
lent promotions and the fraudulent sale of securities to the public: —

1. The criminal statutes may be relied upon as a restraint. The diffi
culty with such statutes is that the crime must be committed before the 
public authorities can act. The difficulty in obtaining evidence is gener
ally greater in cases of this kind than in most criminal offences. Supple
mentary to such statutes, power may be vested in public authorities to 
investigate questionable financial promotions and enterprises.

2. The second method is that of requiring that full and accurate infor
mation regarding securities offered for sale shall be kept on file with a 
public official, which information is available to the public. A special 
commission in England made an investigation and recommended this pro
cedure. In this Commonwealth the Legislature passed the statute now 
in force, which requires mining corporations before publishing certain 
advertisements to file at the State House a statement of their financial 
condition.

3. A third procedure adopted has been that of requiring any broker or 
investment house desiring to sell securities within a State to obtain a 
license from the State. Maine and New Hampshire have such legislation. 
The salesmen of a firm dealing in investment securities must likewise be 
licensed. This raises the question whether it is possible to determine the 
propriety of licensing a broker or salesman without having particulars as 
to the nature of the securities he sells.

4. The “ blue sky”  laws, which originated in Kansas, require any person 
desiring to issue or sell securities of any kind to submit full information



relating thereto to the proper officials who are given authority, subject in 
some cases to review, to grant or deny the right to issue or sell such securi
ties. In addition to Kansas, well-known instances of such legislation are 
found in California and Michigan.

Thirty-four of the forty-eight States have legislation falling within the 
last two classes.

M any commercial organizations were represented at hearings, 
while others communicated the views of their members in 
writing. Practically all held the same opinion, namely, that 
preventive legislation is not only wise at this time, but badly 
needed to meet the situation which exists throughout the 
Commonwealth.

At one hearing alone, on November 11, twelve Chambers of 
Commerce were recorded in favor of legislation to check the 
sale of fraudulent or worthless securities. These were Worces
ter, Lowell, New Bedford, Springfield, Fall River, Taunton, 
Beverly, Lawrence, Pittsfield, Gardner, Fitchburg and North
ampton. Distressing reports were made to the Commission 
of bold and high-handed methods which vendors of worthless 
securities were adopting among thousands of poor people 
throughout the State.

Other letters, all inviting suggestions, were sent to many 
investment houses throughout the State, civic organizations, 
mayors of various cities, presidents or other officers of a large 
number of banks, editors of several newspapers, and officers of 
labor organizations.

Letters inviting expressions of opinion, either in person or in 
writing, were mailed to every district attorney in the Common
wealth, and replies were received from all except the district 
attorney of Suffolk County. The recommendations of the other 
district attorneys are considered later in this report.

In addition to this usual work, the Commission investigated 
existing legislation in continental Europe and England concern
ing the general question of the sale of fraudulent corporate 
securities. The Commission not only examined carefully the 
various laws controlling the sale of corporate securities in 
force in Canada and in the United States, but also communi
cated directly with the various State commissions and officials 
enforcing such laws, submitting to them a long list of questions



upon relevant problems. The response made by these commis
sions has been in every way gratifying. N ot only did they send 
lengthy and exhaustive answers to questions submitted, but 
they also frankly discussed the wise and the unwise features of 
the various State laws. In several instances they sent copies of 
proposed amendments to their own laws. Thus the Commission 
has had the advantage of knowing most of the amendments to 
existing legislation in America which will be suggested in the 
next year or more to control fraudulent securities.

The Commission has also carefully examined the reports of 
the capital issues committee of the Federal Reserve Board, and 
the hearings thereon before the committee on judiciary of the 
House of Representatives at Washington. In conducting this 
careful examination of the problem, the Commission has been 
desirous of viewing the problem in its fundamental aspects and 
in its national features, as well as a purely Massachusetts 
problem.

The Commission feels extremely grateful for the assistance 
that it has received wherever it has applied for information, 
particularly from the various State commissions controlling 
the sale of fraudulent securities. Surely the cordial aid ren
dered by the various State boards outside of Massachusetts 
is an encouraging indication of the desire for co-operation 
between various State officials in ending the sale of fraudulent 
securities.

The Commission is also indebted to the Department of State, 
Dominion of Canada, through the Hon. Thomas M ulvey, for 
the loan of valuable reports from its files.

One of the most interesting of the letters received by the 
Commission came from “ L ’Information,”  a financial paper 
published in French in Montreal, in which the manager con
veyed this information: —

The activities of your Commission have caused a flock of Franco- 
American schemers to depart from your Commonwealth and to come here, 
where their knowledge of French has greatly helped them to foist Active 
“ securities”  on the unsuspecting French-Canadian farmers, who are at 
present enjoying unprecedented prosperity.



H i s t o r y  o f  t h e  R e g u l a t io n  o f  F r a u d u l e n t  S e c u r it ie s .

Before any conclusion can be reached as to the adequacy of 
present laws or the character of any necessary additional legis
lation, the history and the economic background behind the 
sale of fraudulent securities must be considered.

Unfortunately the entire question has not been viewed as 
intelligently or studied as comprehensively in America as in 
Europe. At the outset we meet the stock objection of those 
who oppose any reform, that legislation controlling the sale of 
securities is an invasion by the State of private business, an 
additional regulation by the State of individual enterprise, 
and the creation of burdensome commission rule. Those who 
urge this view claim that when the State undertakes to regu
late by legislation the sale of fraudulent securities it is entering 
a new field, and that there is no obligation on the State to 
exercise any control over the sale of the securities, failing to 
realize that the issue of the securities has been authorized and 
sanctioned by the State. The European experience and the 
fundamental nature of the problem indicate that this conclu
sion is shallow and ignores the basic considerations involved.

The sale of fraudulent securities would not be possible but 
for the State-created method of doing business by incorporated 
bodies and the free use of the machinery and forms of the 
corporation. This is clearly shown in the European experience. 
About the end of the American Revolution, due to the remark
able inventions of new machinery, Europe passed through an 
industrial revolution. This industrial revolution gave rise to 
our modern factory system. The creation of such an industrial 
system was possible only by the pooling of the capital of a 
great many persons in common enterprises. In order to ac
complish this, the use of the corporate form in the organization 
and administration of the business was essential, for the cor
porate form makes possible the issuance of stock, circulating 
somewhat like money, and the delegation of complete control 
to certain agents or directors with limited liability.

The only alternative is the partnership form. N o one cares 
to be a part owner in and to delegate complete authority over 
a vast enterprise and be subject to an unlimited liability for



all the obligations of that enterprise. Thus the corporate form 
has come to be used widely and freely. Its use is an essential 
part of our modern economic system. As early as 1877, in 
Finlayson’s report of the case of Twyeroess v. Grant, in Eng
land, there appeared a complaint against the prevalence of 
fraudulent promotions and the fraudulent use of the corporate 
form resulting in the issuance of fictitious stock, with a demand 
for a check upon such promotions.

The free use of the corporate form carries with it the danger 
of the facile issuance of fictitious stock. A  promoter can 
acquire a piece of property for, say, a thousand dollars, transfer 
it to a corporation in return for stock having a par value of a 
million dollars, and then, upon the basis of this prima facie 
value of the certificates having the authorization of the State, 
but no justification in fact, sell this stock to the public for its 
par value. The only check the law of corporations has imposed 
upon the issuance of fictitious stock is the liability of the 
holder of such stock to creditors of the corporation, and that 
check has each year grown feebler. N o legal restraint to 
protect stockholders themselves was at first deemed necessary. 
The subject of watered stock is now a familiar one in America. 
At one time it became the most urgent phase of the problem 
of the regulation of public utilities. To-day an essential fea
ture of public utility regulation is the right of the State to 
prevent the issuance of watered or fictitious public utility 
stock.

The United States, prior to 1911, and particularly Massa
chusetts, gave no serious consideration to the issuance and sale 
to the public of fictitious stock of private corporations other 
than public utilities.

This fictitious stock is the stock in trade of the fraudulent 
promoter. N ot only does he avail himself of the fact that 
the stock is issued under the sanction of the State, but he 
deceives people because of their reliance upon the par value. 
T o  intelligent and experienced investors the par value of a 
security is of little significance. Y et even intelligent investors 
are deceived, as is shown by the increasing use of bonus stock. 
The flotation of the securities of a new venture is made more 
easy if the corporation issues and gives away bonus shares.



One or two shares of bonus common stock with each share of 
preferred makes a good talking proposition. It is evident that 
if the common stock were not issued at all, one share of pre
ferred stock would represent the same proportionate interest 
in the property of the company and be as valuable as a share 
of preferred stock and the bonus shares of common stock. 
This fact is evident to bankers and lawyers, but the great 
majority, even of intelligent investors, are readily moved by 
the issuance of bonus stock carrying a par value of a fixed 
amount, because they somehow feel that the very fact that the 
stock has been issued indicates that there is present or potential 
value equal to the face value.

Stock without a par value can now be issued in Massachu
setts. Some have urged that non-par stock mitigates the evil 
of fictitious stock. Y et since stock with a par value, as well 
as non-par stock, can be issued in Massachusetts, and since 
promoters to-day use non-par stock to indicate that the stock 
may have a value greater than the usual par value of stock, 
we find the very indefiniteness of the value of non-par stock 
used as a means of selling the stock. The issuance of non-par 
value stock cannot in any way be considered a solution of the 
problem.

Fundamentally, the State participates in the fraud by allow
ing the issuance under its sanction of fictitious stock. The 
State thereby, in a very real sense, creates the securities and 
places them in the hands of the fraudulent promoter, who in 
turn distributes them to the public.

A Federal judge in Chicago, in sentencing some fraudulent 
promoters to the penitentiary, stated this basic truth aptly 
when he said: “ The State of Delaware would face an indict
ment for licensing such corporations as this if I could summon 
a sovereign State into court.”

Some promoters use the form of common law trusts instead 
of corporations, but here also ornate securities embellished 
with gold, gaining their persuasive power from the fact that 
they are similar to corporate securities, are a part of the stock 
in trade.

Practically every feature of a corporation, including limited 
liability, can be attained through the so-called Massachusetts



trust form. In substance, such trusts are judge-made corpo
rations. Instead of the Commissioner of Corporations, the 
courts create such corporate forms. Their free use, without 
any restraint or check by the State, is a growing danger, 
greater even than incorporated companies, because they exer
cise substantially the same powers with less restraint and super
vision.

If the State could and would prevent the issuance of fraudu
lent securities, the evil would be stopped at its source. The 
great mass of fraudulent promotions would no longer be possible 
and the problem would be solved.

The testimony before the Commission verified the common 
experience of those who had investigated the problem, that 
the strongest argument used by fraudulent promoters is the 
fact that they are selling securities which are issued and sanc
tioned by the State. Fraudulent promoters to-day commonly 
proclaim: “ This is stock in a Massachusetts corporation.
Massachusetts regulates corporations and savings banks. If this 
stock were not honest, Massachusetts would not issue it. You 
can find our report on file in the State House. W e are under 
the supervision of the State. The State, therefore, certifies 
this stock as being worth what we claim it is.”  Some salesmen 
have even gone so far as to say, using Vice-President-Elect 
Coolidge’s famous epigram: “ This is the stock of a Massa
chusetts corporation. Idave faith in Massachusetts.”

Those who are not educated or familiar with our ways 
naturally feel that since the State allows the stock to be issued 
the State approves of its issuance. They feel that there must 
be value behind the stock and that the stock cannot be fraudu
lent. The promoter may file with the Commissioner of Corpora
tions a statement showing that the good-will or organization, 
or even the promotion expenses of his corporation, represent 
the greater part of the par value of his stock, and thereby 
satisfy the present legal requirements. Then he proceeds to 
sell the stock which the State itself, in effect, issues, but in fact 
permits to be issued, for his use under the State’s seal.

The fundamental fact, therefore, must be borne in mind 
that by issuing fictitious and watered stock the State at present 
is substantially participating in the fraud, is creating the tools



by which the fraudulent promoter operates, and is thus creating 
the opportunity for the fraudulent promoter. It must therefore 
be recognized that the State already participates in the sale of 
corporate securities by their issuance. In other words, any ad
ditional legislation to check the sale of fraudulent securities 
which may be enacted is nothing more or less than an effort 
by  the State to limit the use by fraudulent promoters of the 
false tokens which the State itself creates.

E u r o p e a n  E x p e r i e n c e .

The experience of European countries clearly shows the truth 
of this statement. European bankers and jurists from early 
times have recognized the fundamental issues involved, and 
have tried to stop the evil at its source by not allowing fraudu
lent securities to get into the hands of fraudulent promoters. 
In 1889 a Joint Stock Companies Convention was held at 
Paris during the W orld’s Exposition, and the problem was 
exhaustively considered. Before that date Germany, by laws 
passed as early as 1884, had limited the sale of fraudulent 
securities. No corporation can do business or enjoy corporate 
powers under the German legislation unless the entire amount 
of stock authorized is actually subscribed in good faith. In 
the case of the smaller corporations the entire par value of 
the stock must be paid for in cash or its equivalent in legal 
tender, and in the case of larger corporations, at least one- 
fourth of the par value must be paid for in cash or legal 
tender. In addition, in the case of the larger corporations 
■where the stock is not fully paid for in cash, but in property, 
the law requires that appraisers and auditors shall value this 
property under the supervision of the Chambers of Commerce, 
approved by the government, and certificates shoving that the 
actual value of the property equals the value at which it is 
capitalized must be filed as a prerequisite of incorporation. 
France, under the law of 1893, has safeguarded business by 
similar legislation. In the case of corporations having a par 
value of less than 25 francs, or issuing stock amounting to 
less than 200,000 francs, the stock must be actually paid for in 
cash or its equivalent in legal tender, and in all larger cor
porations one-fourth of the stock must be paid for in cash or



its equivalent in legal tender. “ Apports”  must be submitted 
as a prerequisite of incorporation showing the value of the 
property and revealing fully all profits to be made from the 
issuance of the stock.

Thus under the French and German laws the corporation 
does not enjoy corporate powers and cannot do business until 
the State makes certain that fictitious or watered stock is not 
being issued. As a result, although there has been a great deal 
of speculation, and there have been losses from honest specu
lation in these countries prior to the war, fraudulent specula
tions which are so common in this country are comparatively 
rare. Of course no law can prevent excessive stock issues in 
every case, but the amount of watered stock issued in France 
and Germany is limited to small figures. It was the concensus 
of opinion, among those who had investigated the situation, 
that stock speculation in continental Europe before the war 
was generally honest and conducted upon legitimate lines.

In England, as a result of fraudulent promotions that were 
becoming common, a departmental committee of the Board of 
Trade was formed in 1895 to study the question. This com 
mittee included some of the most eminent bankers and jurists, 
and an exhaustive study of the entire problem was carried on 
through a period of years. In 1900 legislation placing moderate 
restrictions on the issue of fictitious stock was enacted. Thus 
legislation did not accomplish its purpose, and six committees 
of the House of Commons and the House of Lords in turn con
sidered the problem. In 1906 the legislation now in force was 
enacted and is incorporated in the Companies Consolidation 
Act of 1908. It provides for full publicity, not only of earnings 
and assets of all companies formed, but of all promoting, under
writing, selling and managing profits made from corporate pro
motions, including allotments of stock and ownership of stock. 
The required prospectus, which must be filed as part of the act 
of incorporation, is open to the public and requires full dis
closure of all profits made directly or indirectly from the forma
tion of corporations or sale of corporate securities. Under
writers, promoters and officers must reveal fully all money 
made as a result of their connection with the corporation. 
English legislation is drastic, and under the full publicity re



quired by these laws an effective check has been placed upon 
fraudulent promotion.

Obviously the greatest source of deception in the issuance 
of fictitious stocks is that they carry on their face the indica
tion that they have been paid for in full to the corporation, 
and that the corporation is therefore receiving the money which 
the investor pays. No such impression is possible in England 
to-day because of the full publicity which is given to all the 
information on file.

E x p e r i e n c e  i n  t h e  U n i t e d  S t a t e s .

The European business world had considered and settled the 
problem before any concerted efforts were made in America in 
this direction. The continental European method stopped the 
issuance of fictitious securities. England relied upon full 
publicity. Nothing was done in America in the business world 
to solve the question. In 1911, however, fraudulent promo
tions became so gross among the agricultural population of 
Kansas that the farmers literally revolted. Blue sky mer
chants (so called because they were said to be bold enough to 
sell title in fee simple to the blue sky) became so brazen among 
the farmers that Mr. J. N. Dolley, who later became Bank 
Commissioner of Kansas, drafted remedial legislation which was 
immediately enacted. This legislation, initiated apparently 
without knowledge of the European experience, and in dis
regard of the fundamental issue involved, went to the other 
extreme of making the State a guardian of the people’s invest
ments. Under the original Kansas act the Charter Board was 
not allowed to permit any securities to be sold unless the 
Board deemed that the securities gave promise of paying div
idends, and the business was such that it would be honestly, 
fairly and justly managed. The Hon. Thomas Mulvey, Under- 
Secretary of State for Canada, in 1913 personally investigated 
the situation in Kansas, and found that the Bank Commis
sioner and the Charter Board of Kansas were unable to investi
gate the great number of applications that were made to them, 
and had allowed some fraudulent securities to be sold. But 
M r. M ulvey also found that the Kansas act had been highly 
effective because it had frightened blue sky merchants so badly



that they had left Kansas. The Kansas legislation was later 
modified so that the requirements would not be so severe. This 
Kansas statute was immediately copied in Manitoba, Can., 
and since 1911 legislation, following in a modified form the 
Kansas law, has been enacted in various States. To-day, so 
far as we have been able to ascertain, thirty-eight of the States 
have enacted legislation of one kind or another regulating the 
sale of corporate securities. This legislation varies widely in its 
scope and in the method by which it seeks to accomplish the 

ft general purpose. It seems unnecessary at this time to discuss 
the several statutes in detail.

T h e  P r o b l e m  i n  M a s s a c h u s e t t s .

The first impression that one must receive of the situation 
in Massachusetts is that, in view of the fact that the European 
business world has adopted legislation to control the sale of 
corporate securities, and some thirty-eight of the United States 
have likewise adopted legislation, Massachusetts is in a some
what backward situation. The Commission finds a more or less 
general opinion among those familiar with present conditions 
that fraudulent promoters regard Boston as safe and lucrative 
for their operations. Certainly a great variety of fraudulent 
securities are being sold in Massachusetts to-day, and have 
been sold in the Commonwealth in past years.

E x i s t i n g  L e g i s l a t i o n  i n  M a s s a c h u s e t t s .

There is no legislation in Massachusetts regulating the sale 
of corporate securities other than the criminal statutes, with 
certain minor exceptions. Acts of 1911, chapter 492, provides 
that a mining com pany shall not advertise its securities until 
it files certain information as to its financial condition with 
the Commissioner of Corporations. Acts of 1904, chapter 
427, regulates the selling of certain securities on the installment 
plan, but is of limited application because restricted to corpora
tions. Acts of 1914, chapter 658, requires certain information 
to be filed with the Commissioner of Corporations before the 
securities of a correspondence school can be sold. Acts of 
1911, chapter 428, provides, that certain willful exaggerations



in the sale of corporate securities shall be a felony, but this 
act has been construed in some quarters as being limited to 
written misrepresentations and not including oral misrepre
sentations.

Other than these acts the only check is the criminal statutes 
which make the obtaining of property under false pretenses 
larceny.

T h e  I n a d e q u a c y  o f  C r im i n a l  L e g i s l a t i o n .

The fundamental question is whether or not this legislation 
conferred for the most part in the criminal law is adequate. 
The Commission, after considering the entire problem, is 
strongly of the opinion that the existing criminal legislation 
is inadequate, and that no legislation which is directed only 
to punish offenders after frauds have been committed can 
meet the situation. In reaching this conclusion the Commis
sion has been guided by the logic of the situation and the past 
experience in Massachusetts.

T h e  L o g ic  o f  t h e  S i t u a t i o n .

Criminal legislation, of course, is indispensable, and the 
efficient enforcement of criminal statutes punishing fraud is 
essential. But it has been demonstrated that criminal legis
lation is not sufficient of itself to effectively check the sale of 
fraudulent securities. There are various reasons for this result.

1. Criminal legislation is not designed to prevent the sale of 
fraudulent securities except in so far as it may prove a deterrent 
upon promoters by reason of fear of punishment. Criminal 
legislation only locks the door after the horse is stolen. The 
fraudulent promoter has not committed a crime until people 
have been robbed, —  the attempt alone is hard to prove, —  
and before he is arrested he has usually squandered or con
cealed the stolen money, or has fled from the jurisdiction.

2. It is hard to enforce criminal legislation as effectively 
as the situation demands, because of the difficulty of obtaining 
evidence. Brokers commonly assert that they are not re
sponsible for the misrepresentations of their agents. In order 
to establish the crime of larceny it is necessary to show, not 
only that fraudulent misrepresentations were made, but that,



as a result of such misrepresentations, money or other valuable 
consideration was obtained. The vital link between salesman 
and broker is difficult to establish in the usual case, because 
the evdence is entirely in the possession of the wrongdoer.

3. The evidence as to the value of the property is often 
equally difficult to obtain, because the property is in another 
jurisdiction and may be thousands of miles distant.

4. It is difficult for the State to obtain evidence sufficient to 
convict fraudulent promoters for crimes, because the officials

^ enforcing the criminal laws have no means of going to the 
source and checking up fraudulent securities as they are issued 
or before they are sold.

5. If criminal legislation is made so drastic that difficulties 
of obtaining evidence are avoided, a new danger presents itself. 
Legislation of too severe and harsh a nature, making it possible 
to put a man in jail upon the production of slight evidence, 
becomes a social menace which can readily be used for sinister 
purposes.

The inadequacy of the criminal legislation in this Common
wealth is shown by letters received by the Commission from 
some of the district attorneys of the Commonwealth. For 
example, the following from the Hon. Joseph T. Kenney of the 
Southern District: —

It is my opinion, based on ten years’ experience in the office of district 
attorney, that there is absolutely no law at the present time on our statute 
books to prevent the mulcting of the public by the sale of worthless securi
ties or sale of securities of insignificant value, by irresponsible and fraudu
lently disposed people.

The greatest losses suffered have been by  that part of our community 
known as the poor class. This class of people have been accustomed to 
buy some of the necessities of fife on the so-called installment plan, and 
it is this plan that is now being used to sell many of these worthless securi
ties, it being made to appear to this class of people that it is very easy to 
become rich through this plan for the purchase of securities offered.

There is no way, at the present time, of preventing this kind of business 
J  from being carried on, and until the people have actually paid and lost 

their money, the public or its officials have no knowledge of the business 
that is being carried on, and by that time the men who negotiated the 
sale of these securities have usually gone to other fields.

It has been my experience, also, that the principals in these transac
tions usually disclaim any authority on the part of their agents to make 
representations which are not in accordance with facts, and it has also



been my experience that it is difficult to prove that even the agents made 
representations for which they might criminally be responsible, the line 
between opinion and fact, of course, being difficult to determine and 
prove.

I believe it is of the highest importance to a large part of our population 
that there should be some protection afforded, in the way of license law 
or otherwise, to prevent the sale of stocks, bonds and other securities by 
irresponsible and fraudulently disposed persons. It is quite clear to me 
that if we had had such a law during the last two years, many of the 
poorer members of our community would not have dumped in the millions 
of dollars that they have dumped in to some of the persons and corpora
tions that are now subjects of public comment.

The Hon. S. Howard Donnell of the Eastern District wrote 
as follows: —

The curbing of the ever-present crowd of fake stock promoters, in my 
opinion, is one of the most needed pieces of legislation in this Common
wealth to-day, and it has not been confined, as you know, to the Ponzi 
scheme.

I think our office has had at least five different fake schemes in addition 
to the Ponzi and Old Colony, and in nearly every instance money had 
been swindled out of men and women who could not afford to lose it.

After a thorough investigation in Essex County of these several frauds, 
I fear that the main difficulty will lie in securing a jury to convict, because 
we must rely on the old larceny statute, and the defendants in most cases, 
salesmen, are hiding behind the claim that they did not know the false 
pretenses were false when they made them. In some cases this is so, but 
in m y opinion under the law should not be a defence, because a salesman 
making false statements does just as much harm, whether he knows them 
to be false or believes them to be true.

I feel that some statutes should be drawn making the act of selling or 
offering for sale corporate securities by means of written or oral state
ments as to value, security, and so forth, a crime, if such statements are 
false, irrespective of the knowledge of falsity by the agents or salesmen. 
If some such law is not passed we can occasionally reach a big fellow like 
Ponzi, but cannot effectually stamp out these frauds which are becoming 
so widespread.

The real solution of the problem, in m y opinion, if the Commonwealth 
would stand behind the expense, is to create a State bureau which, in 
addition to some such law as I have mentioned, would have the right to 
require registration of all corporate securities about to be issued, giving 
the pertinent facts as to the assets, and so forth, and then charge said 
bureau with the prosecution of fake promoters. I believe if this could be 
done by your support and initiative, it would clear the Commonwealth of 
these blood suckers.



The Commission received the following letter from the Hon. 
Frederick G. Katzmann of the Southeastern D istrict: —

Replying to the request of your Commission for an expression of my 
views or suggestions with respect to further legislation as to the sale of 
corporate securities and related matters.

It is human nature to seek large and disproportionate returns from 
investment of capital. The promoter too frequently seeks to utilize that 
trait to his own advantage by  glowing and extravagant statement of the 
future of his corporation. When brought to account, he relies upon the 

J  principle of law that it is not legal misrepresentation for one to make 
statements as to future facts, if made in good faith, and it is often im
possible to disprove good faith. It seems to me, therefore, that the broad 
basis for further legislation should be to make it a punishable wrong for 
the promoter to represent or advertise beyond existing facts and corporate 
purpose as defined in the charter, excluding therefrom corporate expecta
tion, except and unless so labeled.

I am heartily in favor of the objects which your Commission is seeking 
to accomplish, and I look forward with interest to its submitting to the 
next Legislature drafts of proposed legislation which will remedy the 
present evil.

The Hon. Nathan A. Tufts of the Northern District ex
pressed himself as follows: —

As a rule, we have a great deal of difficulty in indicting and convicting 
people promoting fraudulent sales of stock, because they usually hide 
behind the skirts of agents who make the false representations.

The agents frequently work for commission, are irresponsible people, 
and make all sorts of representations to prospective buyers. Usually 
their subscription papers contain some clause to the effect that the cor
poration is not liable for oral representations made by agents, etc. When 
we come to find the agents, they have usually departed to some other 
part of the universe. The net result is that we find it very difficult to 
pin anything on the parties promoting the proposition, who claim that 
they had no knowledge of the misrepresentations of their agents and did 
not sanction them.

I The Hon. Edward T. Esty of the Middle District wrote that 
he w7as in sympathy with any legislation which would properly 
regulate the sale, offering or advertising for sale, securities.

The Hon. Charles H. Wright of the Western District stated 
in a letter that many residents of the section in which he 
officiates have recently been victimized of large amounts on



stock and bond sales, and that his office has had much com
plaint as a result.

The Hon. Thomas J. Hammond of the Northwestern District 
sent the following expression of opinion: —

G e n t l e m e n : —  Replying further to your letter requesting my opinion 
as to the value of enacting further legislation relative to the sale of ques
tionable or fraudulent securities, permit me to go on record as strongly in 
favor of the enactment of some law whereby the sale of questionable and 
fraudulent securities may be prevented.

Since I previously wrote you, certain matters have arisen in my district 
which show the necessity for some legislative action by which investors 
who are unfamiliar with the unscrupulous methods of floating fraudulent 
securities may have their rights safeguarded and their interests protected. 
I have not gone into the matter to a sufficient extent to make any con
structive suggestion as to any specific provisions for a new bill, but I 
desire to go on record as in favor of legislation that will prevent a repeti
tion of the conditions which have arisen during the past year.

T h e  P r a c t ic a l  P h a s e  o f  t h e  Q u e s t io n .

It is impossible to estimate with precision the amount of 
fraudulent securities that are being sold in Massachusetts. It 
is certain that the amount is very large; and these fraudulent 
operations on a large scale, even in jurisdictions where the 
officials have been most efficient in administering the criminal 
law, indicate clearly that the present laws are ineffective as a 
check. The capital issues committee of the Federal Reserve 
Board fixed as a conservative estimate one-half billion dollars 
a year as the amount of worthless and fraudulent securities 
that are being sold to the American public. In view of the
fact that the Secretary of the Treasury, Hon. Carter Glass, the
Federal Reserve Board, and the Federal Trade Board have all 
concurred in the conclusion that the problem in certain parts 
of the United States is one of the most serious aspects of the 
financial situation in this country to-day, it may fairly be
assumed that this estimate of half a billion dollars a year is
not an exaggeration. When it is remembered that the ma
jority of he States for several years have had legislation 
aimed to prevent the sale of fraudulent securities, and that 
this legislation, by common agreement, has been reasonably 
effective in keeping fraudulent promoters out of these States 
because of fear of being caught, it is apparent that the amount



of fraudulent securities sold in the remaining States, including 
Massachusetts and New York, must be extremely large. Esti
mates of the amount sold in Massachusetts cannot be made 
with mathematical accuracy, yet there is every indication 
that, with one exception, there are more fraudulent securities 
being sold to-day in Boston than in any other city in America, 
and, indeed, in the world. M uch more than its proportionate 
share of the half billion dollars of fraudulent or worthless 
securities sold in this country is being disposed of in Massa- 
chusetts, and if, out of caution, the amount is estimated at 
fifty million dollars a year, —  or even thirty million dollars a 
year, —  that amount is so staggering that, of itself, it indicates 
the failure of criminal legislation to meet the problem.

Accepting thirty million dollars as the amount of fraudulent 
securities sold in the past year, —  the real amount, it would 
seem, must be more than fifty millions, —  the conclusion is 
inevitable that further legislation to check the sale of these 
fraudulent securities is not only expedient but is imperative. 
The civilized business world, with the exception of twelve 
States, including Massachusetts, has rejected the theory that 
reliance can be put upon the criminal statutes to check the 
evil. In view of the amount of fraudulent securities that are 
being sold in Massachusetts, it cannot be fairly said that the 
Massachusetts policy of allowing any one to deal in securities, 
subject only to the restraint of the criminal statutes, is either 
efficient or tolerable. The situation in the Commonwealth is 
growing steadily worse and will continue to do so. Fraudulent 
promoters, driven out of other States and countries, flock to 
Massachusetts, with its great wealth and large industrial pop
ulation. The silver speculators, advertising “ the greatest 
gamble of the age,”  operated unmolested until the State took 
action, and Ponzi and his followers chose Boston as a desirable 
headquarters.

( The situation has become intolerable. The confidence of the 
people is shaken, their natural instincts to thrift are chilled, and 
their loss of savings brings tragedy and sorrow to many a home. 
The promoter spreads his net, gathers in his victims and de
parts, leaving behind a trail of misery, a growing spirit of dis
trust of our economic and governmental structure, and a new field 
prepared for the agitator to sow the seed of radicalism and unrest.



P o s s ib l e  R e m e d ie s .

Theoretically the sound economic remedy would be to stop 
the issuance of fraudulent securities at the source, that is, to 
prevent the State from issuing to corporate promoters fictitious 
stock. I nder the American system of government, however, 
such a solution is impossible. Legislation rigidly limiting the 
issuance of stock represented by intangible assets could have 
only one result. All corporations operating in Massachusetts 
having stock of speculative value would incorporate in other 
States. I  nder the recent decision of the Supreme Court of the 
In ited  States in Hall v. Geiger Jones Co., 242 U. S. 539, hold
ing the sale of securities to be interstate commerce, Massa
chusetts could not prohibit absolutely the sale of securities of 
foreign corporations in this Commonwealth. The Supreme 
Court of the United States, in the Hall v. Geiger Jones Co. 
case, however, has upheld the validity of even the more radical 
forms of blue sky legislation. Massachusetts, therefore, has 
pover effectively to regulate the sale of all corporate securities 
within the State.

The inability of any individual State effectively to limit the 
issuance, as distinct from the sale, of watered, fictitious and 
fiaudulent stock has led to the belief in some quarters that 
I edeial legislation affords the only solution of the problem.

F e d e r a l  L e g i s l a t i o n .

1 hose who have urged Federal legislation upon Congress, 
including the Secretary of the Treasury, Mr. Glass, and the 
capital issues committee, have all stated that Federal legisla
tion without the aid of State legislation would be ineffective.

Tw o measures have been introduced in Congress, both of 
which have been carefully studied by the Commission. The 
TaA loi bill, so called, drawn under the supervision of the 
capital issues committee, would enact the English style of 
legislation, but in so drastic a form that it has aroused great 
opposition.

Jhe Volstead bill, or so-called Fraud Act, would give the 
Attorney-General of the United States power to suspend the 
sale of any security in interstate commerce which he deems 
fraudulent, and would enable him to investigate wherever



there was reason to believe that securities were being fraudu
lently issued or sold.

It is doubtful if the Taylor bill would be constitutional 
under the decision of the Supreme Court of the United States 
in the so-called child labor cases (Harriman v. Dagenhart, 247 
U. S. 251). If the effect of the bill is to permit Congress, under 
the guise of regulating interstate commerce, to use the inter
state commerce power to control the sovereign rights of the 
States to create corporations, such exercise of the power would 
seem to be forbidden by the Supreme Court.

More important than these considerations is the fact that 
the passage of either of these acts would operate to suspend 
all State legislation controlling the sale of fraudulent securities. 
The Supreme Court, in upholding blue sky legislation, held 
that although this legislation was a regulation of interstate 
commerce, it was an indirect regulation, and would be valid 
under the familiar constitutional principles, until Congress 
acted to take jurisdiction of this problem, which is now ex
clusively in the jurisdiction of the several States. So soon as 
Congress does act to take jurisdiction it pre-empts the field, 
and State legislation becomes null and void. The passage of 
these bills would raise the grave constitutional question whether 
Congress had not thereby taken such control of the situation 
as to nullify the blue sky legislation of all the States. Such a 
result would be highly undesirable, because it is obviously 
impracticable to control the issue of all corporate securities 
from Washington. Such an act would effect a concentration 
of power in Washington commensurate with the centralized 
power under the Seventeenth Amendment.

In view of these considerations it is unlikely that any Federal 
legislation of a comprehensive character will be passed. Federal 
legislation which is designed and expressly restricted to supple
ment State legislation may be devised to aid in the detection 

J  and apprehension of promoters operating between the States. 
Even those who urge Federal legislation assert that State 
legislation is essential —  more important, even, than Federal 
legislation. Therefore Massachusetts cannot rely upon any 
relief from Federal legislation. The problem is a Massachu
setts problem, and Massachusetts, like the thirty-eight other 
States, must work out its solution.



F r a u d  A c t s .

The Commission believes that any form of a fraud act, or 
the creation of an investigating authority, such as the Vol
stead A ct contemplates, would be an unwise addition to our 
legislation. The Commission is strongly of the opinion that 
such legislation would be inadequate to meet the situation for 
the following reasons:'—

1. The enforcement of any legislation is more important 
than the enactment. Legislation which is limited to giving 
the Attorney-General or district attorneys power to investigate 
suspicious organizations does not provide the necessary ma
chinery for ascertaining what securities sold are fraudulent.

2. Legislation of the character proposed could be made 
effective only by an elaborate system of espionage. Otherwise, 
at the time complaints are made to the enforcing officials, the 
evil would already be done. Under such legislation enforcing 
officials have no means, other than through complaints, of 
knowing what fraudulent securities are being sold.

3. Such legislation starts from the wrong end because it 
places the burden of ascertaining what securities are fraudulent 
upon the State, rather than upon the promoter and broker. 
It is more sensible to require the broker and the promoter to 
submit information to the State of what securities are being 
sold before they can sell such securities, than to require the 
State officials, unaided, to ascertain this information at the 
State’s expense.

4. Unless efforts are made to stop the sale of fraudulent 
securities at the source, such a fraud act is subject to the same 
objections as apply to criminal legislation. The fraud act 
merely extends the criminal powers so as to make easier the 
gathering of evidence. Such legislation would not be preven
tive. The victim who buys a gold brick is satisfied, and does 
not complain until he discovers that his brick is copper. The 
enforcing officials under such legislation do not hear of the sale 
of fraudulent securities until purchasers become dissatisfied, 
and by that time the harm, in great part at least, has been 
done. Legislation controlling the sale of fraudulent securities, 
to be effective, should be preventive.



5. If machinery is created, as is proposed by the Commis
sion, to get information at the source as to the sale of securities, 
then the fraud act is greatly modified in form, and becomes in 
its operation a conservative act providing for the registering of 
brokers and a check upon the sale of fraudulent securities. 
Such legislation is recommended by the Commission.

D i f f i c u l t i e s  o f  L e g i s l a t i o n .

It must be borne in mind that Massachusetts is one of the 
great investment States of the Nation. Neither New York 
nor Pennsylvania, the two other great investment States of 
the East, have any legislation regulating the sale of fraudulent 
securities, although the need of such legislation is being seriously 
felt in these States. All of the investment States of the West 
and Middle West, such as Illinois, Michigan and California, 
have such legislation.

The investment business in Massachusetts is firmly estab
lished, and has been developed to meet the complex conditions 
of this market. It has reached a high state of efficiency, and 
the machinery of operation is intricate and technical. Any 
check upon it must be so designed as to fit into that machinery 
without wrecking it. Time is a vital factor in the sale of 
securities. Delays due to government interference may be
disastrous. The better class of securities, sold on a fractional 
margin of profit in a fluctuating market, are extremely perish
able commodities. Investment houses underwriting and pur
chasing securities for sale to their clientele, if prevented from 
making their sales expeditiously, may find themselves faced 
with serious loss.

E n g l i s h  L e g i s l a t i o n .

The Commission has carefully considered the question of 
applying the English type of legislation to  Massachusetts. 
This legislation, to be effective, requires that publicity as to 
every detail of the promoting, underwriting and selling of 
securities be mandatory. It was felt that to enact this legisla
tion in Massachusetts, when not in force in Pennsylvania and 
New York, would be unfair to Massachusetts investment 
houses. It was further felt that this legislation would not be as



effective in Massachusetts as in England, because we have so 
large a percentage of foreign-born people who are inexperi
enced in investment values, and publicity alone would not be 
an effective check upon the sale of fraudulent securities among 
such people.

T h e  E s s e n t i a l  P r o b l e m .

In view of the fact that only between 5 and 15 per cent in 
amount of the securities that are sold in Massachusetts are 
fraudulent, the Commission in devising legislation was con
fronted with the problem of stopping at the source, as far as 
possible, the sale of fraudulent securities without putting an 
unreasonable burden upon the great mass of honest securities 
at the same time.

T h e  E x t e n t  o f  t h e  S t a t e ’ s  I n t e r f e r e n c e .

The Commission feels that it is unwise for the Commonwealth 
to set itself up as the guardian or the adviser of the public on 
investments. The practice in some of the western States of 
stamping certain stocks as speculative is unsound because it 
is impossible by any ruling of law to determine what stocks 
are speculative and what stocks are investment stocks. Edu
cation, the press and private philanthropy alone can educate 
people as to the safety of their investments. The function of 
the State is solely to prevent fraud in the sale of such securities.

S p e c u l a t i o n .

The Commission recognizes that the State is not concerned 
to stop honest speculation. It must be borne in mind that 
speculation has a legitimate place in our economic system. 
The Federal government encourages speculation in oil stocks 
by exempting from the income tax all profits made by those 
who discover oil in unproved oil territory. Speculation may be 
unwise for an individual, but the State benefits if new resources 
are discovered and developed by risking private capital in 
legally speculative ventures. The function of the State in 
regard to speculation is simply to see that it is honest. Theo
dore Roosevelt tersely and vigorously described the function 
of the State in controlling speculations, as well as in controlling 
business, when he said that it was the function of the State to



see that every man got a square deal. Fraudulent speculation 
is a public scandal and a public menace. Honest speculation 
may be beneficial to the State and to the public, and the 
dangers arising from honest speculation are comparatively 
small in comparison to the dangers that arise from fraudulent 
speculation.

F r a u d  a l o n e  m u s t  b e  s t o p p e d .

Fraud in speculation must be understood to include not only 
misrepresentation or concealment of relevant facts, but also 
the gaining of exorbitant and gross promotion, underwriting, 
directing and selling commissions. How large such commis
sions can be, without becoming fraudulent, it is impossible to 
say by any fixed rule. The rule of reason must be applied as 
enforced by intelligent officials. Different degrees of profit as 
to different kinds of securities may be proper. This, however, 
must be accepted as true. Where a promoter through the sale 
of securities, by all the legal devices and subterfuges which 
are familiar to bankers and lawyers, takes for his own personal 
profit, from the price paid by the purchaser for a corporate
stock, so large a part of that payment that the corporation
is insolvent and bound to fail before it starts, such a promo
tion is unquestionably fraudulent. The promoter or owner 
of an invention, for example, if the money which he obtains 
from the sale to the public of stock is used in large part for 
the honest development and exploitation of the patent, is 
entitled to put his patent upon the market and develop it by 
selling securities. However, if he takes an unfair percentage
of the money the public pays and puts it in his pocket and
turns over the balance to the corporation, it is evident that 
no corporation paying such price for its money can succeed. 
It is such promotion schemes and devices, differing widely 
with the ingenuity of the promoter, that form the basis of our 
fraudulent promotions. Fundamentally they all involve the 
same consideration. The promoter pockets the greater part 
of the money paid by the purchaser of the stock, and gives the 
corporation so small a percentage thereof that the corporation 
has little chance of success, if, indeed, it is not insolvent before 
it begins business. The sale of such stock must be stopped 
at the source, since the issuance of such stock cannot be



stopped. All legislation regulating the sale of corporate securi
ties should be directed to the accomplishment of this purpose, 
and should not attempt to restrict business except in so far 
as necessary to accomplish this end. Your Commission is 
therefore of opinion that such forms of blue sky legislation as 
tend to limit the sale of speculative though honest securities, 
or to warn the people against speculative securities, are un
sound as exceeding the province of the law.

L e g i s l a t i o n  P r o p o s e d  b y  t h e  C o m m is s io n .

Your Commission therefore concludes that legislation is 
urgently needed which will prevent the sale of fraudulent or 
watered securities, without checking honest speculation or 
putting an unreasonable burden upon legitimate investment 
business.

To accomplish that purpose we recommend legislation which 
provides two methods of safeguarding the investor. First, the 
sale of certain kinds of speculative or doubtful securities should 
not be permitted until investigated by officials entrusted with 
the duty of ascertaining whether or not such securities are 
fraudulent. Second, brokers, dealers in and salesmen of securi
ties should be registered, in order that those who conduct 
business in a dishonest or fraudulent manner may be denied 
the right to sell securities to the public.

The Commission concludes that certain securities, including 
Federal, State and municipal securities, certain securities of 
foreign countries, bank and insurance stocks, and public 
utility securities should be excluded from any further regula
tion. They are already regulated by governmental officials 
empowered to prevent the issuing of watered stock. This' 
exemption should apply also to the securities of certain private 
corporations which are closely held and not intended to be put 
on the market. It must be remembered that it is difficult to 
accurately define what is meant by the sale of securities to 
the public, and thus the Commission has most carefully in 
this legislation drafted precise provisions to define the classes 
of exempted securities.

The remaining classes, including industrial and mining 
stocks, contain many securities which should not be withheld



from sale until the Commission has ascertained whether or not 
they are fraudulent, but also include that great output of stock 
in new enterprises and purely speculative mining propositions 
which should not be sold until competent officials ascertain 
that they are not so badly watered as to be fraudulent.

Bearing in mind that the State authorizes the issuance of 
such securities, it must follow that it is the duty of the State to 
prevent the sale of such securities until the State itself deter
mines that such securities are not fraudulent.

In order to achieve this purpose the Commission has divided 
securities into two classes: Class A includes stock listed on the 
leading organized stock exchanges, certain types of real estate 
bonds, and also securities of established enterprises which are 
earning sufficient profit to pay a minimum return. Securities 
in this class may be sold to the public upon filing such informa
tion as will show that they are not fraudulent. The enforcing 
officials should have the power, however, to stop a sale of 
securities in Class A  at any time that such securities appear to 
be fraudulent. Class B includes securities of new or unprofit
able corporations, mining stocks that are unlisted on any 
established stock exchange, and other speculative securities. 
Dealers in such securities cannot fairly object if, before such 
securities are offered to the public, they are passed upon by a 
Commission to ascertain whether or not they are fraudulent.

R e g i s t e r in g  o f  B r o k e r s .

Securities which are not fraudulent may be sold in such a 
manner and under such representations as to constitute fraud. 
Oil stock, for example, may be sold honestly, even when the 
company has no wells at all, and is simply exploring for oil. 
If, however, representations are made that such a company has 
already gushers producing oil in paying quantities, the sale 
becomes fraudulent. It is thus apparent that simply limiting 
the kinds of securities which may be sold will neither prevent 
fraud nor protect the honest broker. Because a broker sells a 
meritorious stock by fraudulent misrepresentation, it would be 
unfair to the promoter of that stock, and to other brokers sell
ing the stock honestly, to forbid the further sale of the stock. 
Y et some method must be devised to prevent fraudulent selling



o f the stock. It will not be denied that there are dealers and 
salesmen who should not be permitted to sell stock, because 
they have produced fraud and dishonesty in their dealings with 
the public. The Commission recommends, therefore, as an 
essential and vital factor in any efficient program of legislation, 
that brokers and salesmen should be registered. The quali
fication for registration should be honesty. No broker or sales
man can fairly object to legislation giving proper officials, under 
proper court restraint, the power to stop him from doing busi
ness in a dishonest and fraudulent manner. The State certainly 
has a right to demand of brokers and salesmen that they shall 
conduct their business honestly. Brokers cannot assert that 
they are a privileged class. This is not unreasonable in view of 
the fact that the State already registers or licenses or places 
some restraint, in many instances more severe than that which 
is here suggested, upon persons engaged in various other 
occupations, including physicians and surgeons, lawyers, in
surance agents, chiropodists, pharmacists, retail drug mer
chants, dentists, veterinarians, optometrists, nurses, embalmers, 
innholders, lodging house keepers, manufacturers of sausages, 
intelligence offices, coffee house proprietors, sellers of second
hand motor vehicles, pawnbrokers, money lenders, collection 
agencies, firearm sellers, owners of stallions; those conducting 
theatrical amusements, or bowling alleys, or skating rinks; 
sellers of milk, canners of eggs, slaughterhouse owners, picnic 
grove owners, renters of boats or bathing suits, cold-storage 
warehouse owners, auctioneers, vendors, public warehouse 
owners, persons running day nurseries, stable keepers, chauf
feurs, ferrymen and persons selling oleomargarine.

E v id e n c e s  o f  R e g i s t r a t i o n .

The so-called blue sky legislation has generally provided that 
the broker or salesman should be required to display to his 
customer a license from the State before he does business. 
Such, for example, is the procedure under the Maine statute. 
It has been found, however, that in some cases brokers in 
dealing with ignorant people assert that such a license is a cer
tificate by the State that their stock is good and that they are 
honest. The Commission, therefore, has concluded that no 
evidences of registration should be given to any broker, and



that brokers or salesmen should not be allowed to represent or 
to advertise that they have complied with any State regula
tions.

It is one of the stock arguments of those who are opposed to 
any regulation of corporate securities that the State, by allow
ing certain brokers to do business and certain securities to be 
sold, thereby approves such brokers and securities and leads 
the public to rely upon them. Such criticisms can come only 
from those who fail to recognize the obligation of the State to 

^ counteract its present indiscriminating approval of the issue 
of all kind of securities, good and bad. The State, by allowing 
the issuance, and in effect issuing corporate securities, has lent 
its good name to give merit to such securities, in the eyes of the 
public. In those States where licenses or registration are 
required, little harm has resulted and much good has been ac
complished. The fraudulent dealer has been largely eliminated 
and legitimate business has benefited.

R e g i s t e r in g  o f  B r o k e r s  a l o n e .

Some States have attempted to prevent fraudulent dealing in 
securities merely by licensing brokers and salesmen. The Com
mission considers that this is unfair, because it does not go to 
the source of the evil, and if legislation is to be made effective, 
a condition of registration of a broker must be the class of 
securities that he sells. Thus the kind of securities in which a 
broker deals is a subject for prior investigation as a factor in 
ascertaining his honesty, and must always be an important 
consideration in any adequate plan of regulation.

V i t a l  F e a t u r e s  o f  L e g i s l a t i o n  r e g u l a t i n g  t h e  S a l e  o f  
F r a u d u l e n t  S e c u r i t i e s .

The Commission therefore submits that legislation to regu
late the sale of fraudulent securities, in order to be effective, 

)  must have two vital features, —  securities in new or uncertain 
enterprises issued by promoters must be passed upon by the 
State to make certain that they are not fraudulent, and 
brokers dealing in securities must be registered so that fraudu
lent brokers can be put out of business. Both of these features 
are essential.



T h e  P o n z i  E p is o d e .

The Ponzi episode is so well known that little comment is 
necessary. The Commission feels that, aside from the un
fortunate notoriety the Commonwealth has suffered, the injury 
done by the Ponzi episode in shaking the confidence of our 
foreign-born population in American institutions and American 
ideals is incalculably greater than the money loss, even though 
it is counted in millions.

Unfortunately some people believe that Ponzi was clever 
enough to devise a scheme of operation which can be repeated 
with modifications to again deceive the unwary, and that no 
law can stop such schemes. Such a belief casts reflection upon 
our system of law and order, and fortunately is unfounded. 
It must be remembered that Ponzi did not issue any corporate 
securities, but simply issued short-term notes. Yet, according 
to the press, Ponzi contemplated as an essential part of his 
scheme issuing securities at a later time under the guise of a 
Massachusetts common-law trust, thereby escaping any ne
cessity of disclosing information as to his organization. Tim 
difficulty in stopping such schemes as Ponzi’s lies in the in
adequacy of the existing statutes. Under the legislation now 
recommended it would have been impossible for Ponzi to oper
ate in this State.

The Ponzi episode, however, by reason of its publicity, has 
created a new danger, arising from the fact that it has over
shadowed other frauds, and people look upon Ponzi as the 
only fraudulent promoter whose operations have been a serious 
menace. The truth of the matter is that the Ponzi episode 
was merely an incident, and had Ponzi never operated in this 
State, the sale of fraudulent securities would still be so gross 
that legislation to check such operations would be essential.

Ponzi’s vast business was in reality receiving money from 
the public for investment, but he was beyond the reach of the 
authorized supervision of the Bank Commissioner. The Ponzi 
episode revealed a grave defect in our existing legislation, 
aside from any question of the sale of corporate securities, 
and the Commission found that this defect was so closely 
related to the sale of corporate securities that it has fe lt , it 
necessary to consider this problem.



R e c e iv i n g  o f  M o n e y  o n  D e p o s i t .

The existing legislation of the Commonwealth places under 
regulation those who do a banking business, particularly those 
who do a savings bank business. Whether this legislation 
should be strengthened is not for this Commission to deter
mine, although the Commission feels that a careful consideration 
of the entire problem is essential. Yet under existing legis
lation it is possible in this State for a person who is receiving 
money on deposit for more speculative purposes than a savings 
bank, and who does not use check books or bank books, to 
receive this money from the public without any supervision 
by the State. Such a situation calls for prompt action by the 
Legislature. It places those who do a legitimate banking 
business under the regulation of the State, while it leaves those 
who do an irregular and highly speculative banking business 
free from all regulation or restriction. Such a situation is 
unfair both to existing bankers, particularly savings banks, and 
to the public. This matter has already received the atten
tion of the Legislature in 1905, Acts o f '1905, chapter 428, and 
amendments thereto. The statute placed persons, associations, 
partnerships and corporations engaged in the selling of steam
ship or railroad tickets or in the supplying of laborers, who 
receive deposits from the public, under the supervision of the 
Commissioner of Banks. It is limited in its application to the 
people who also carry on these two kinds of business, and can 
be readily evaded. In the case of Ponzi, had he sold steam
ship tickets or obtained employment for laborers, he might 
have been from the beginning under the supervision of the 
Commissioner of Banks.

The Commission feels that the existing legislation should be 
so amended as to place all people not under other regulations, 
who receive money on deposit or who engage in the business 
of receiving money for investment, under the supervision of the 
Commissioner of Banks, regardless of what other business they 
may carry on in connection therewith. Conditions have greatly 
changed since 1905, and private bankers receiving money on 
deposit and not carrying on any other business are becoming 
more numerous every day in those parts of the Commonwealth 
where our foreign-born population lives. Under the existing



act it is possible for anybody who desires to evade the regu
lations of the State and carry on a fraudulent business to do 
so with comparative ease. The restriction contained in the 
act shows on its face the way by which the legislation can 
be evaded. The Commission therefore recommends an amend
ment to this act so that it will apply to all who receive money 
on deposit without discrimination, and gives in Appendix B 
a draft of such proposed amendment.

C o m m o n - l a w  T r u s t s .

Under Acts of 1909, chapter 441, and amendments thereof, 
the only requirement upon those doing private business under 
the form of a common law or Massachusetts trust is to file 
the legal document and amendments thereto, establishing the 
powers of the trust. Conventional forms of these deeds of 
trust have been devised which make it possible for persons 
operating under them to enjoy the large povvers conferred 
upon corporations with the protection of limited liability. The 
Commission is of the opinion that it is unwise to allow such 
combinations of individuals to operate in the same field as 
incorporated companies, without subjecting them to the same 
supervision and direction as is now placed upon corporations. 
The reasons for this conclusion are: —

1. Creditors of such associations are not protected in the 
same manner in which creditors of corporations are protected 
by the corporation laws requiring annual statements to be filed 
which are open to the public.

2. It is possible for fraudulent promoters to carry on business 
under this form, as was done by certain companies during 
I onzi s operations, and as Ponzi contemplated doing, according 
to newspaper reports, without revealing to shareholders proper 
and requisite information as to the nature and details of the 
business. This evil will be corrected by the legislation recom
mended by the Commission providing for a check upon the 
sale of fraudulent securities and the registering of brokers.

3. The Commission feels that statements should be filed by 
such associations similar to those filed by corporations. The 
common-law trust, as developed in the form known as the 
Massachusetts trust, is a facile method of doing business, and



is capable of further extended use. If statements similar to 
those now filed by corporations are required of those trusts, 
legitimate business wall use this form, since there wall be no 
prejudice against it, and fraudulent promoters will derive no 
benefits from it.

C o r p o r a t io n s  d o in g  B u s in e s s  o n  a n  I n s t a l l m e n t  B a s i s .

Legislation already exists, Acts of 1904, chapter 427, regulat
ing corporations which sell securities to the public on an install
ment basis. This act, however, since it applies solely to cor
porations, can be so readily evaded that it is of little practical 
value. The sale of securities on the installment basis should 
be regulated so that the purchaser who, through misfortune, 
cannot complete his payments, will not lose all the moneys 
already paid in by him. In effect, the purchaser of securities 
on an installment basis is in the position of a mortgagor, and 
he should have the rights of a mortgagor; that is, the property 
should be sold to pay the vendor the damage he has suffered 
by reason of the purchaser’s default, with all proper charges, 
and the balance given back to the purchaser. Conferring this 
right upon the purchaser is clearly reasonable and entirely 
practical in the case of corporate securities, because the market 
value of the property can be readily ascertained by sale on the 
market, if not, indeed, in most cases b y  the market quotations. 
If the mortgage theory should be applied to any installment con
tracts, it should first be applied to installment contracts for the 
sale of securities.

The, Commission therefore recommends that the present 
statute be amended to require repayment of any equity to the 
purchaser, and also to include within the jurisdiction of the 
act persons, partnerships and unincorporated organizations as 
well as to corporations. So amended, the statute will be 
effective and afford a necessary protection to purchasers of 

i securities on the installment plan.

E x i s t i n g  C r i m i n a l  L e g i s l a t i o n .

Under chapter 428 of the Acts of 1911 the Commonwealth 
has provided that those 'who make willfully exaggerated state
ments as to corporate securities are guilty of a serious offence.



Doubt has been expressed as to whether or not this legisla
tion applies to all statements or only to written statements. 
In view of this claim of ambiguity in the statute, the officials 
entrusted with the enforcement of the law have been reluctant 
to invoke it in the case of oral misrepresentations. The Com
mission therefore recommends an amendment in the form pre
sented. (Appendix C.)

S u m m a r y  o f  t h e  F r a u d u l e n t  S e c u r i t i e s  B i l l .

Section 1. —  The title of the act is specified as the Fraudulent 
Securities Act, so that it may be clear that the act aims to do 
nothing more than to prevent the sale of fraudulent securities.

Section 2. —  Certain definitions clarifying the provisions of 
the act are inserted.

Section 3. —  Certain securities such as governmental bonds, 
bank and insurance stock, public utilities stocks, where there is 
already sufficient public regulation to prevent fraud, and all 
private transactions between individuals who are not attempt
ing to sell securities to the public, are exempted. Thus the 
scope of the act, as far as practicable, is limited to sales to the 
public of uncontrolled and unregulated securities.

Sections 4, 5 and 6. —  For the purpose of enforcing this act, 
securities are divided into two classes, —  Class A  and Class B. 
Class A  includes stocks listed upon organized stock exchanges, 
certain first mortgage bonds, and securities issued by established 
businesses already earning minimum profits. Class B includes 
all other securities, such as mining securities which are not 
listed upon any organized exchange, and securities of new enter
prises. Securities in Class A  can be sold simply on filing cer
tain information with the Commission. The Commission can 
at any time stop the sale of securities in Class A  if it considers 
the sale fraudulent. Securities in Class B cannot be sold until 
information is filed with the Commission and the Commission 
determines and by its order states that it fails at the time to 
find such securities fraudulent. The Commission can at any 
time alter or cancel its order allowing or forbidding the sale of 
securities.

Section 7. —  Section 7 gives the Commission the power to 
require such information as it deems necessary to show that



the securities to be sold are not fraudulent. By giving the 
Commission the power to determine what information it may 
require, the act is made flexible and the situation that now 
exists under other acts, whereby brokers are required to furnish 
burdensome and often useless information, is avoided. The 
Commission is also given certain control over the advertising of 
securities.

Section 8. —  All brokers and salesmen are registered, and 
the Commission can cancel the registration of such individuals 
if it finds they are doing business fraudulently.

Sections 9, 10, and 11. — The procedure of the Commis
sion is so arranged that any person aggrieved by any order of 
the Commission is entitled to a public hearing, to be repre
sented by counsel, and may appeal to the Supreme Judicial 
Court. It also provides that no person shall in any way issue 
or publish the fact that he has complied with the provisions of 
this act as an argument in favor of his stock.

Section 12. —- Information received by the Commission is 
to be kept open to the public with certain exceptions, so that 
the public may familiarize itself with the details as to the 
securities which it is buying.

Section 16. —  Section 16 provides for the penalties of the 
act.

Other sections provide that the Commission to enforce the 
act shall be the existing Public Utilities Commission, thus 
avoiding the expense of creating additional commissioners. 
Since the Public Utilities Commission is already familiar with 
the Public Utilities securities and the handling of financial 
matters, this Commission is naturally the body to enforce this 
law.

S u m m a r y  a n d  C o n c l u s io n s .

The solution of the problems of the sale of fraudulent securi
ties in the Commonwealth cannot be postponed. The situation 
will steadily grow worse rather than better. Every year one 
or more of the other States adopts legislation rigorously limit
ing the activities of fraudulent promoters. Driven out of 
these States, the fraudulent promoters come into Massachu
setts, and, as competition becomes keener among them, their 
schemes grow bolder and their offerings more alluring, while



at the same time every advantage is taken of the omissions 
and loopholes in the present laws. The time has come when 
the Commonwealth must realize that fraudulent promoters 
are a dangerous type of criminals, and that the welfare of the 
Commonwealth will continue to be menaced as long as we are 
blind to the extent of the evil.

Legislation must be adopted meeting the facts of the situa
tion. The mere enforcement of criminal statutes, it seems 
clear, is inadequate to control fraudulent promoters. So long 
as the corporation departments of forty-eight States permit 
watered or fictitious securities to be issued, and this situation 
can be taken advantage of by fraudulent promoters, it is folly 
to rely upon the criminal statutes to stop the evil. Those 
familiar with the theories and limitations of the criminal law 
agree that such a problem is beyond its scope. Several of the 
district attorneys of the Commonwealth hold this view. The 
experience of the leading European countries, such as England, 
France and Germany, has led them to abandon the former 
policy of checking the sale of fraudulent securities by the 
enforcement of criminal statutes. Such countries have success
fully devised effective legislation which has freed them from the 
menace which hovers over the Commonwealth. It is difficult, 
indeed, to assert that the criminal statutes can be an effective 
check, in view of the fact that fraudulent or worthless securi
ties amounting to between thirty and fifty million dollars were 
sold in this Commonwealth during the last year.

It is unwise for the State to attempt to limit speculation 
or to control the financial activities of individuals. The invest
ment business in Massachusetts is complex, firmly established, 
and of great importance to the welfare of the State. It should 
be interferred with as little as possible. W ithout limiting 
speculation, the State has the opportunity and the duty to 
limit fraudulent speculation.

Massachusetts owes it to herself and to her citizens, so far as 
it lies in her power, to see that every investor, and even every 
speculator, gets a square deal and is not robbed of his savings 
through fraudulent schemes. The problem thus has two as
pects. In order to check the issuance of fraudulent securities 
at the source, the State should require that securities of uncer



tain enterprises should be passed upon by public officials before 
they are sold. Preventive legislation of this kind is essential. 
The greater proportion of securities that are sold to-day, such 
as government and municipal securities, obligations of public 
utilities, bank and insurance stocks, should be exempted from 
such regulation. They are already effectively controlled by the 
State. To include them would be to duplicate governmental 
supervision. Private sales of securities, as distinct from sales 
to the public, and stocks of so-called private corporations, in 
which the public are not solicited to invest, should also be 
exempt.

In addition to checking the sale of fraudulent securities at the 
source, the State must also register brokers and their salesmen, 
so that those brokers and salesmen who sell securities by mis
representation can be eliminated.

The Commission has drafted legislation which incorporates 
these two fundamental features. Such legislation is necessary, 
in the opinion of the Commission, if the sale of fraudulent 
securities in Massachusetts is to be checked.

The Commission recommends that the authority to enforce 
this act be vested in the Department of Public Utilities, which 
already passes upon the securities of public service corporations, 
and so has had experience in dealing with investment problems. 
Economy as well as efficiency of administration will be thus 
achieved, since the expense of a separate Board or Commission 
will be avoided.

The fees paid by those selling securities, as provided in this 
act, will afford the necessary revenue to meet the expenses of 
enforcement. This will make it unnecessary for the taxpayer, 
already heavily burdened, to pay anything to secure the bene
fits of this remedial legislation. The Commission deems this of 
importance in view of the need of economy to-day in the ad
ministration of governmental functions.

Twenty years ago the American public was confronted with a 
similar problem in the fraudulent promotion of insurance com 
panies and the issuance of insurance policies. Companies were 
writing insurance in large amounts and avoiding their policies 
by technicalities, wasting the money of the policyholders, and 
paying excessive salaries and dividends. M any companies,



fraudulently promoted, were collapsing, leaving behind worth
less and ornate policies, and widows and orphans unprotected. 
Legislation was then enacted, similar in theory but much more 
drastic in form than that now suggested, to control the sale of 
fraudulent securities. By this wise legislation the abuses were 
corrected, and the insurance companies to-day are generally 
well administered and financially sound.

Legislation, placing persons or corporations receiving money 
on deposit for safekeeping or investment, with certain excep
tions, under the jurisdiction of the Commissioner of Banks, 0  
should also be enacted. It is indeed inconsistent rigorously to 
control savings banks and to allow private bankers, particu
larly in localities where the residents are largely working people 
of foreign birth, to receive money from the public without re
straint or regulation.

J. W ESTON  ALLEN.
W IL L IA M  D. T. TREFltY . 
SAM UEL SPRIN G.

B o s t o n , January 5, 1921.







A P PE N D IX  A.

A n  A ct  t o  c o n t r o l  t h e  S a l e  o f  F r a u d u l e n t  S e c u r it ie s  
a n d  t o  r e g is t e r  P e r s o n s  s e l l in g  S e c u r i t i e s .

Be it enacted, etc., as follows:

S e c t io n  1. The short title of this act shall be “ The Fraudu
lent Securities Act.”

Definitions.
S e c t io n  2. When used in this act, unless context indicates 

otherwise: —
(a) The term commission shall mean the commission super

vising and controlling the department of public utilities as con
stituted and established under general acts of nineteen hundred 
and nineteen, chapter three hundred, Part III, sections one 
hundred and seventeen to one hundred and twenty-two, in
clusive.

(b) The term person shall mean and include a natural person; 
a corporation created under the laws of this commonwealth or 
of any other state, country or sovereignty; a partnership; an 
association; a joint stock company; a trust and a trustee or 
any beneficiary, agent or other person as herein defined acting 
under a trust; and any unincorporated organization.

(c) The term security or securities shall mean and include 
any bond, stock, treasury stock, note, debenture, profit sharing 
agreement, oil, gas or mining lease, or evidence of indebtedness; 
or any form of commercial paper; or currency of any government 
other than the United States; or any certificate, contract or 
instrument whatsoever, representing or constituting evidence 
of, or secured by, title to or interest in, or any lien or charge 
upon, the capital or any property or assets recognized in law, of 
any person, sovereignty or governmental agency.

(d) The term sale shall mean and include the issuance of 
securities and any agreement whereby a person transfers or 
agrees to transfer an interest in property, including securities; 
and an exchange, pledge, hypothecation, or any transfer in trust 
or otherwise by way of mortgage. Any security given or de
livered with, or as a bonus on account of, any purchase of securi
ties or any other thing, shall be conclusively presumed to con



stitute a part of the subject of such purchase and to have been 
sold for value. The term sell means any act by which a sale is 
made and the terms sell and sale shall include issuance, an 
attempt to sell, an option of sale, a solicitation of a sale, a sub
scription, or an offer to sell, directly or by an agent, or circular, 
letter or advertising, or otherwise.

(e) The term broker shall mean and include every person, other 
than a salesman, who in this commonwealth engages either 
wholly or in part in the business of selling, or otherwise dealing 
in, any security issued by another person, or of underwriting 
any issue of securities or of purchasing or otherwise acquiring 
such securities for another or with the purpose of reselling them, 
or of offering them for sale to the public, for a commission or at 
a profit.

if) The term salesman shall mean and include every person, 
employed or appointed or authorized by a person or broker who 
shall, within this commonwealth, either as an employee or other
wise, for a compensation or the expectation of compensation, sell 
any security to any person.

(g) The terms fraud and fraudulent shall include any scheme, 
device or artifice whereby one person seeks to obtain a profit 
or advantage by inducing another to do what in the opinion 
of the tribunal such other person would not do, if he knew all 
the material facts involved; and shall include any misrepresenta
tion in any manner of a relevant fact; any promise or repre
sentation as to the future not made honestly and in good faith; 
the failure to disclose a material fact; the gaining directly or 
indirectly through the sale of any security, so gross, exorbitant, 
and unconscionable an underwriting or promotion fee or profit, 
or selling or managing commission or profit, as shall be unfair 
and inequitable: provided, however, that nothing herein shall limit 
or diminish the full meaning of the terms fraud and fraudulent 
as applied or accepted in courts of law or equity.

(h) The singular number includes its plural and the plural 
number the singular.

(■i) Where the term par value of stock is used herein, in the 
case of stock without par value the actual selling price at issuance 
thereof shall be taken as the par value.

Exempted Securities and Sales.
S e c t io n  3 . The provisions of this act shall not apply to —
(a) Any isolated sale of any security by the owner thereof, 

or his representative, for the owner’s account, such sale not



being  m ade in the course o f repeated and successive transactions 
o f a like character, and such ow ner or representative n ot being 
the underw riter o f such securities.

(6) Commercial paper or evidences of indebtedness maturing 
less than one year and one day from date or issuance thereof.

(c) A n y  secu rity  issued b y  a govern m en t or governm ental 
agency , or b y  an y  pu b lic  b o d y  h aving  pow er o f taxation  or 
assessm ent.

(d) Securities o f a corp ora tion  operating  railroads or pu b lic  
service utilities, the issue o f  such securities being regulated and 
contro lled  b y  pu b lic  officials em pow ered  to  regulate and con tro l 
such pu b lic  service utilities and the issue o f  securities th ereby ; 
and all securities senior th ereto . Securities issued b y  a hold in g  
corporation  h old ing  or ow ning  solely  securities w ithin  the p ro 
visions o f the a b ov e  sentence o f this su bd ivision  (d), and issuing 
its ow n  securities against such securities, n o t exceeding in par 
value the par value o f such securities ow ned or held b y  it, shall 
be deem ed to be w ithin  the provisions o f this su bd ivision  (d ).

(e) Sales o f  any  securities u pon  the B oston  stock  exchange, and 
upon  such oth er organized stock  exchanges as the com m ission  
m ay sp ecify  b y  its regulations.

( / )  Securities sold  to  any  n ational bank, or to  any bank , trust 
com p a n y , insurance com p a n y  or association  under the super
v ision  o f the com m issioner o f banks or com m issioner o f insurance 
o f this com m on w ealth , such securities being  purchased b y  such 
national bank , bank , trust com p a n y , insurance com p a n y  or as
socia tion  for  its ow n  a ccou n t and in vestm ent.

(g) Securities issued b y , and representing an interest in or 
d irect con tra ct right against, any  national bank or corporation  
created or existing b y  v irtu e  o f the acts o f the congress o f the 
U nited  States; or b y  any  state bank, trust com p a n y , co -o p e ra 
tive  bank, or cred it union  o f this com m on w ealth , or o f any  other 
state  w here such bank  is fu lly  organized, doin g  business and is 
under the supervision  o f the pu blic official controllin g  banking 
in such state ; the securities o f any  insurance com p a n y  or other 
corp ora tion  u nder the supervision  o f the com m issioner o f banks 
or com m issioner o f insurance o f this com m on w ealth .

( h) T h e  securities o f any corp oration  organized under the 
laws o f  this com m on w ealth  n o t fo r  pecun iary  profit or organized 
exclu sive ly  for  educational, ben evolent, fraternal, charitable or 
re form a tory  purposes.

(i ) T h e  securities o f any corporation  organized under the laws 
o f this com m on w ealth  w hose authorized capital stock , added to



its other outstanding securities, shall not exceed twenty-five 
thousand dollars; and the original issuance and sale by any 
corporation organized under the laws of this commonwealth of 
its securities so long as the number of stockholders of said cor
poration does not exceed twenty-five.

(j) Any judicial sale; or the sale by an executor, adminis
trator, conservator or guardian; any sale by a receiver or trustee 
in insolvency or bankruptcy; or any sale by a corporation of its 
stock for a delinquent assessment made in accordance with the 
provisions of law.

(Jc) The distribution by a corporation of capital stock to its 
stockholders as a stock dividend out of surplus; securities issued 
under a corporate reorganization by a corporation, or corpora
tions, entirely to its or their security holders; or increased cap
ital stock of a corporation sold or distributed by it entirely 
among its stockholders without payment of any commission or 
expense to any broker or salesman in connection with the dis
tribution thereof.

(I) The sale, by a pledge holder or mortgagee selling, in the 
ordinary course of business, of a security pledged with him as a 
security for a bona fide debt.

(to) The sale of notes secured by mortgages on real or personal 
property where the entire security for said notes is sold and 
transferred therewith.

(n) The commission may, on such terms as it deems advisable, 
exempt from the provisions of this act sales of securities at public 
auction: 'provided, that if it shall appear to the commission that 
any person selling the securities exempted under the provisions 
of this section is acting, or is about to act, fraudulently therein, 
the commission may issue its order suspending the sale of such 
securities pending its investigation, and may require the person 
selling such securities to submit to the commission full informa
tion concerning such securities under the powers conferred on the 
commission in sections seven and fourteen hereof.

Any person against whom such temporary suspension order 
is issued may demand a public hearing before the commission 
and may be represented by counsel and submit all relevant evi
dence thereon. Upon the determination by the commission that 
the said securities exempted under the provisions of this section 
are being, or are about to be sold fraudulently, the commission 
may by its order permanently forbid the sale of such securities.



Securities in Class A and Class B.
S e c t io n  4 . For the purposes of this act securities other than 

those specified in section three shall be divided into two classes 
as follows: —

Class A. (1) Securities listed upon the Boston stock ex
change and upon such other organized stock exchanges as the 
commission may specify by its regulations, and all securities 
senior thereto.

(2) Securities secured by a mortgage upon real property (in
cluding lease hold interests and the improvements thereon), 
where the total amount of such securities, together with prior 
encumbrances, does not exceed sixty per cent of the then fair 
market value of said property.

(3) Securities evidencing or representing an interest in, or 
lien or charge upon a property, business or industry which has 
been in continuous operation for not less than two years and 
which has shown net profits for the two years immediately prior 
to the contemplated sale of said securities, exclusive of all prior 
charges, as follows: —

(а) In the case of interest-bearing securities not less than one 
and one half times the annual interest charges upon all such 
securities to be or being issued and other outstanding interest 
bearing obligations of equal or prior rank.

(б) In the case of preferred stock not less than one and one 
half times the annual dividend on all such securities to be or 
being issued and other outstanding preferred stock of the same 
class or senior thereto.

(c) In the case of common stock not less than three per cent 
per annum upon the par value of all such securities to be or 
being issued and all other outstanding common stock.

(4) Securities expressly allowed to be sold by such public 
officials as are empowered, in the various states, to enforce laws 
controlling the sale of fraudulent securities, as the commission 
shall by its regulations from time to time specify.

Class B. —  All securities not included in Class A as defined in 
subdivision one of this section shall be known as securities in 
Class B.

The commission by its regulations may from time to time add 
additional kinds or classes of securities to Class A and may 
increase thereby the scope of Class A and of any of the sub
divisions thereof; and may also from time to time cancel any 
or all such additions thereto.



Sale of Securities in Class A.
S e c t io n  5 . (a) No person shall sell securities in Class A

within the commonwealth unless such person, prior to such 
sale, files with the commission notice of the offering of securities 
to be sold, and unless within four days thereafter, or within 
such time as the commission may prescribe in individual cases, 
there is filed with the commission such information as the com
mission shall by its regulations prescribe under the powers con
ferred on the commission in section seven hereof.

(&) Any broker registered under the terms of this act may file 
with the commission, in such form or referring to such lists 
as the commission may by its regulations allow, a list of the 
securities within Class A which he intends to sell from time to 
time, and, unless the commission shall notify him at any time 
to the contrary, specifying the particular securities denied the 
privilege of this subdivision, or unless the commission shall 
specify such securities denied the privileges of this subdivision 
by regulation, the provisions of subdivision (a) of this section 
as to such securities sold by such broker shall not apply; but 
no security sold for the first time in the commonwealth shall 
be placed upon such list unless information thereto under the 
provisions of subdivision (a) of this section has been filed with 
the commission.

(c) The placing of such notice, list or information required 
hereunder in the United States mail, in a sealed envelope, prop
erly addressed to the commission with postage prepaid, and 
registered, shall be deemed a sufficient filing of such information 
with the commission.

(d) Only persons registered as brokers, and their salesmen, 
shall sell securities in Class A without first obtaining the finding 
of the commission that it fails at the time to find such securities 
fraudulent, except as provided in section three hereof. For the 
purposes of this section the commission may register as brokers 
persons selling securities issued by them.

(e) The commission, if it determines at any time that the 
sale of such securities in Class A is fraudulent or will result in 
fraud, may by its order and notice to the person selling such 
securities prohibit the sale thereof.



Sale of Securities in Class B.
S e c t io n  6 . No person shall sell within the commonwealth 

any securities in Class B unless there has heen filed, prior to 
such sale, with the commission, such information as the commis
sion shall prescribe by its regulations under the powers conferred 
on the commission in section seven hereof, and unless the com
mission, prior to such sale, has issued its order to the effect that 
the commission fails at the time to find that such particular 
securities are fraudulent.

Information to be Filed.
S e c t io n  7. (a) The commission shall have power at any

time to require such full information concerning the assets, earn
ings, liabilities, plan of business, contracts, control, personnel, 
and experience and character of the personnel, of any person 
selling securities or requesting permission to sell securities, in
cluding full information as to promotion, underwriting, managing 
and selling profits, commissions and fees, made directly or in
directly from the sale of such securities, and full information as 
to the allotments and subscriptions of stock, and such other 
information, including copies of any instruments or papers in
volved, as may be necessary in its judgment to enable it to 
ascertain whether the sale of such securities is fraudulent or 
would result in a fraud. The commission shall have power by 
its regulations to prescribe the form in which such information 
shall be submitted to it and may require such information, or 
parts thereof, to be under oath or affirmation; and may require 
appraisals of property or audits of books to be made by ap
praisers or auditors appointed by or satisfactory to it. Where 
the total promoting, underwriting, managing and selling profits 
are less than ten per centum of the selling price of such securities 
the commission shall not require a full disclosure of the details 
and amount thereof unless the commission has reason to believe 
that information concerning greater profits is being concealed 
from the commission.

(b) Brokers shall place their names and addresses upon all 
circulars, pamphlets or advertisements issued by them; and no 
person, other than a broker registered under this act, shall issue 
any circular or pamphlet or publish any advertisement concern
ing securities within the commonwealth unless such advertise
ment shall be signed by the person and all the persons issuing,



paying for, inserting and procuring the same with their re
spective addresses; and no person, other than a broker registered 
under this act, shall issue any circular or pamphlet or publish 
any advertisement in any paper concerning the sale or purchase 
of any security, without disclosing fully and in detail the interest 
of such person in such security. The commission may at any 
time require information showing the compliance of any one so 
advertising or so issuing circulars with the provisions of this 
section; and may also at any time require information as to the 
amount of securities, the sale of which it can or could forbid, 
sold by any person, and the persons to whom such securities 
have been sold, and the terms and nature of said sales.

(c) The commission may at any time, upon notice to the 
person selling securities, cancel its permit to sell such securities 
on the ground that the sale of such securities in the opinion of 
the commission is fraudulent or will result in a fraud. The 
commission may impose such conditions upon the sale of un
exempted securities, including method and representations in 
advertising, profits of all kinds therefrom, use and disposal of 
bonus stock, payments and terms of payment on stock, and 
safeguarding of such payments, and other matters, as is neces
sary to prevent fraud arising from and in the course of the sale 
of such securities. The commission may issue and publish warn
ings to the public concerning securities being sold and may re
quire copies of all advertisements and circulars concerning securi
ties to be submitted to it for approval.

Registration of Brokers and Salesmen.
S e c t io n  8 . No person shall sell securities as a broker or 

salesman respectively within the commonwealth unless he is 
registered as such with the commission. The commission shall 
not register any person as a broker or salesman unless the com
mission shall determine that the character of such person is such 
that he will conduct the business of a broker or salesman with
out fraud. If it appears to the commission that any person 
registered as a broker or salesman is conducting his business as 
broker or salesman in a fraudulent manner or willfully and pur
posely evading and seeking to nullify the regulations of the com
mission, the commission, upon notice to such person, shall cancel 
such person’s registration.

S e c t io n  9. The commission shall not issue any certificate or 
written evidence to any person registered as a broker or sales
man. The finding of the commission, that a person may act as



a broker or salesman within the commonwealth, shall take the 
form solely of entering his name on the register of brokers or 
salesmen properly indexed and open to the public; but the find
ing of the commission that a person shall not act as a broker or 
salesman, and that his name shall not be entered in or should 
be canceled on the register, shall be in the form of an order to 
that effect. Where the registration of a person as salesman or 
broker is canceled for. cause the commission shall so note upon 
the register.

Procedure of the Commission.
S e c t io n  10. (a) Any person aggrieved by an order of the

commission may require a public hearing thereon, may be repre
sented therein by counsel, and may submit all relevant evidence 
to the commission. If a public hearing is held before any order 
is made, the commission shall state its findings of fact support
ing said order. The commission may, at any time, without an 
order, suspend the sale of securities in Class A or Class B pend
ing the issuance of an order; but such order, if the party ag
grieved thereby demands an immediate public hearing, shall 
issue five days after the termination of such hearing or said 
suspension order shall expire.

(b) The finding of the commission that securities under Class 
B can be sold shall be in the form of an order of the commission 
stating, substantially, that the commission fails to find at the 
time that the securities to be sold are fraudulent; and the find
ing of the commission that securities in Class A or B shall not 
be sold, shall be in the form of an order stating substantially 
that the commission deems the sale of the securities to be fraudu
lent and against the public interest.

S e c t io n  11. (a) Every person applying for registration as
a broker or salesman or giving notice of the sale of securities 
in Class A or filing any lists or information or applying for an 
order of the commission permitting the sale of securities, or for 
any cause, shall file with the commission his permanent mailing 
address and any change therein. Notice sent by mail to such 
person to such address by said commission shall be deemed 
sufficient notice to such person. The commission shall not sus
pend or forbid the sale of securities or cancel the registration 
of any broker or salesman except upon notice to such person if 
such person has complied with the provisions of this subdivision.

(h) N o  person shall in selling any securities or in issuing or 
publishing any circular or advertisement make any reference 
w h a ts o e v e r  to the fact that the provisions of this chapter have



been complied with. The violation of this prohibition shall be 
grounds for the cancellation of the registration of such person 
as broker or salesman or for forbidding the sale of such securities.

(c) The certificate of the commission over the signature of the 
clerk of the commission shall be competent evidence, where other
wise admissible, in any court as to any act or finding of the 
commission.

(d) The commission may, as condition to the sale of securities 
in Class A or Class B, require that a broker or the seller of such 
securities shall be legally responsible in any action at law or 
suit in equity for any misrepresentations of himself, his agent or 
salesman in the sale of such securities, and where the commis
sion has so done, any notice to, or any agreement by, the pur
chaser to the contrary, or any agreement by the purchaser that 
no representations other than those in the written contract, or 
no misrepresentations at all, have been made, shall thereafter, 
as to such broker or his successors and assigns, be null and void.

(e) The commission shall investigate all complaints as to the 
sale of fraudulent securities and the violation of any of the pro
visions of this act as shall be referred to it by the attorney- 
general of the commonwealth. The commission shall report to 
the attorney-general all violations of the provisions of this act, 
as the public interest requires, and the attorney-general, or his 
assistants, or district attorneys of the commonwealth under his 
direction, shall prosecute all persons guilty of such violations. 
The attorney-general shall report to the commission on or before 
the first Wednesday of each year the disposal of all such cases.

(/) The commission, before permitting the sale of any security 
in Class A or Class B, shall require the person so permitted to 
sell such security to file with the commission, in such form as is 
approved by the attorney-general, an agreement appointing the 
commission the agent of such person for accepting service of 
writs in all suits arising from the sale of such security.

S e c t io n  12. (a) All con tracts to  sell, and all agreem ents of
sale o f securities sold  in v io lation  o f an y  provision  o f this act, 
excep tin g  subd ivision  (a ), section  five, shall be null and void , and 
the purchaser thereof m ay recover back  upon first tendering the 
securities so sold, the purchase price, or any  part thereof, al
ready  paid , from  the person receiving the same w ithin tw o years 
after said paym en t. N oth in g  herein shall lim it the existing 
rights o f  any  person to  bring any  action  in any  court for  an y  act 
in vo lved  in the sale o f  securities, or the right o f the com m on 
w ealth  to  punish any  person fo r  an y  v iolation  o f existing laws.



No action shall be brought against the commonwealth for any 
acts of any person under this act.

(b) All information received by the commission under this 
chapter shall be kept open by the commission to public inspec
tion at reasonable hours, and the commission shall supply copies 
of summaries of such information, including lists of persons reg
istered as brokers or salesmen, at charges equaling the cost of 
typing or printing, to the public. The commission shall have 
power to place on a separate file not open to the public, except 
on special order of the commission, such information which it 
deems, in justice to the person filing the same, should not be 
made public.

S e c t io n  13. The commission may, subject to the approval 
of the governor and council, appoint a division head, called a 
director, and such other subordinates as may be necessary to 
enforce the provisions of this act, and, with like approval, may 
fix their compensation. The provisions of section one hundred 
and nineteen, Part III, chapter three hundred and fifty, General 
Acts of nineteen hundred and nineteen, so far as applicable, 
shall apply to proceedings under this act. The supreme judicial 
court shall have jurisdiction in equity to review, annul, modify 
or amend any regulations, rulings or order of the commission 
which are unlawful or inequitable. The procedure before the 
said court shall be that prescribed by its rules, which shall state 
upon what terms the enforcement of the order shall be stayed. 
The attorney for any party petitioning the supreme judicial 
court hereunder shall file with the clerk of the court a certificate 
that he is of opinion that there is such probable ground for the 
appeal as to make it a fit subject for judicial inquiry, and that 
it is not intended for delay; and double costs shall be assessed 
by the court upon any such party whose petition shall appear to 
the court not to be a fit subject for judicial inquiry or shall ap
pear to be intended for delay. The burden of proof shall be 
upon the party adverse to the commission to show that its regu
lation or order is invalid.

S e c t i o n  14. The commission may by summons require the 
attendance and testimony of witnesses and the production of 
books or papers before it relating to any matter as to which it 
has jurisdiction under this act. Such summonses may be issued 
bv anv commissioner. They shall be served in the same manner 
as summonses for witnesses in criminal cases, issued on behalf 
of the commonwealth, and all provisions of law relative to 
summonses issued in such cases shall apply to summonses issued



under this act so far as they are applicable. Any commissioner 
or the director may require any witness to be sworn before 
testifying. Any justice of the supreme judicial court or of the 
superior court may, upon application by the attorney-general on 
behalf of the commission, compel the attendance of witnesses 
and the giving of testimony before the commission in the same 
manner and to the same extent as before said courts. It shall 
be the duty of police departments of cities and towns to notify 
the commission of any persons violating the provisions of this 
act.

S e c t io n  15. There shall be paid into the treasury of the 
commonwealth, and shall be kept in a special fund called the 
fraudulent securities fund, the following fees and charges: —

(a) F or  registration  as a broker, a fee o f fifty  dollars per 
annum.

(b) For registration as a salesman, a fee of one dollar per 
annum.

(c) Upon notice of the sale upon original issuance of securities 
in Class A, a filing fee of one twentieth of one per centum on 
the par value of such securities, but in no case less than ten 
dollars or more than fifty dollars.

(d) Upon application for permission to sell securities in Class B 
hereof a filing fee of one twentieth of one per centum on the par 
value of such securities, but in no case less than ten dollars or 
more than three hundred dollars.

The commission may, in the case of any investigation con
ducted under the provisions of this act, require the persons ap
plying for permission to or desiring to sell securities hereunder 
to pay all reasonable appraisal, investigating or auditing costs 
thereof upon notice to such persons prior to the incurring of such 
charges or costs. No person shall for the purposes of this act 
be deemed to be registered as a broker or salesman unless he 
shall pay the fees herein specified prior to his registration, and 
annually thereafter on or before the first Wednesday of January 
of each year.

Penalties.

S e c t io n  16. Any person selling or attempting to sell securities 
as a broker or salesman unless registered with the commission as 
such shall be guilty of a misdemeanor and subject to a fine of 
not more than three hundred dollars; but if any person shall 
sell, or attempt to sell securities as a broker or salesman, after 
such person has been denied registration by the commission, or



after the com m ission  has canceled  the registration  of such person, 
and an y  person selling securities and not registered as a broker 
oi salesm an w ith  actual know ledge th at he is th ereby  violatin g  
the term s o f this act, shall be punished b y  a fine of not less than 
fi\ e hundred dollars and n ot m ore than five thousand dollars or 
im prison m en t o f n ot m ore than five years, or both .

A n y  person selling any  securities in Class A  after the co m 
m ission has b y  its order fou n d  th at such securities should n ot be 
sold ; or in v io la tion  o f  any  o f the provisions o f section  five, sub
division  (d) hereof, or any  person selling securities in Class B  

 ̂ w ith ou t an order o f the com m ission  a llow ing such sale, or an y  
person selling securities in Class B after the com m ission  has 
canceled  its order a llow ing the sale o f such securities, shall be  
gu ilty  o f a crim e and punished b y  a fine o f n ot less than one 
hundred dollars and n ot m ore than five th ou san d dollars or b y  
im prison m en t o f  n ot m ore than five years, or both . A n y  person 
v io la tin g  the provision s o f su bd ivision  (a) o f section  five shall be 
punished b y  a fine o f  not m ore than five hundred dollars.

A n y  person w illfu lly  m aking any  false representation  o f a m a
terial fa c t  to  the com m ission  n ot under oath  shall be gu ilty  o f a 
crim e and punished b y  a fine of n ot m ore than one thousand 
dollars or im prison m en t o f n ot m ore than three years, or b o th ; 
an y  person m aking a false and willful representation  o f a m aterial 
fa c t to  the com m ission  under oath  shall be gu ilty  o f the crim e o f 
perju ry , and shall be punished fo r  such as p rovid ed  in the laws 
o f the com m on w ealth .

A n y  person , n o t publish ing  a new spaper established for tw o 
years and o f general c ircu lation , v iolatin g  any  o f the provisions 
o f section  seven  h ereof as to  issuing any circular or pam ph let 
or publish in g  any  advertisem ent, and any person violating any 
order o f  the com m ission  issued under the pow ers conferred  in 
section  three, or v iolatin g  the provisions o f section  eleven, sub
d iv ision  (b) hereof, shall be gu ilty  o f a crim e and punished b y  a 
fine o f n o t less than fifty  dollars and n ot m ore than one th ou 
sand dollars or im prison m en t for  n ot m ore than five years, or 
b o th .

S e c t i o n  17. T h e  com m ission  shall com m u n ica te  w ith such 
 ̂ persons and shall hold  such conferences and hearings as m ay be 

advisab le  to  consider the m atter o f form ulating  and agreeing 
u pon  a uniform  law  to  con tro l the sale o f fraudulent securities 
fo r  all o f the states o f  the U nited  States o f A m erica . A n y  ex
penses incurred under the provisions of this section  shall be



with the approval of the governor and council. The commission 
shall report to the general court on the first Wednesday in 
January, nineteen hundred and twenty-three, as to the progress 
toward a uniform law to control the sale, of fraudulent securities.

S e c t io n  18. Chapter four hundred and ninety-two of the 
General Acts of nineteen hundred and eleven and all other 
statutes or laws of the commonwealth in conflict herewith are 
hereby repealed. If any provision of this act, or the application 
of such provision to any person or circumstances, shall be held 
invalid, the remainder of this act, and the application of such pro
vision to persons or circumstances other than those as to which 
it is held invalid, shall not be affected thereby.



A P P E N D IX  B.

A n  A c t  t o  a m e n d  C h a p t e r  4 28 , A c t s  o f  1905, a n d  O t h e r  

A c t s  a n d  A m e n d m e n t s  t h e r e t o ,  r e g u l a t i n g  t h e  R e c e i v 
i n g  o f  M o n e y  o n  D e p o s i t .

Be it enacted, etc., as follows:

S e c t i o n  1 .  A l l  p e r s o n s ,  p a r t n e r s h i p s ,  a s s o c i a t i o n s ,  u n i n 

c o r p o r a t e d  o r g a n i z a t i o n s  o r  c o r p o r a t i o n s ,  w h o  c a r r y  o n  t h e  

b u s i n e s s  o f  r e c e i v i n g  d e p o s i t s  o f  m o n e y  f o r  s a f e k e e p i n g ,  o r  d e 

p o s i t s  o f  m o n e y  f o r  i n v e s t m e n t ,  o r  d e p o s i t s  o f  m o n e y  i n  a n y  

m a n n e r  i n v o l v i n g  t r u s t  o r  c o n f i d e n c e ,  o r  f o r  t h e  p u r p o s e  o f  

t r a n s m i t t i n g  t h e  s a m e ,  o r  e q u i v a l e n t s  t h e r e t o ,  t o  f o r e i g n  c o u n 

t r i e s  o r  s t a t e s ,  s h a l l ,  b e f o r e  e n t e r i n g  i n t o  o r  c o n t i n u i n g  i n  t h e  

s a i d  b u s i n e s s ,  e x c e p t  a s  h e r e i n a f t e r  p r o v i d e d ,  m a k e ,  e x e c u t e  a n d  

d e l i v e r  a  b o n d  t o  t h e  t r e a s u r e r  a n d  r e c e i v e r  g e n e r a l  in  s u c h  s u m  

a s  t h e  c o m m i s s i o n e r  o f  b a n k s  m a y  d e e m  n e c e s s a r y  t o  c o v e r  

m o n e y  o r  d e p o s i t s  r e c e i v e d  f o r  t h e  a f o r e s a i d  p u r p o s e s  b y  s u c h  

p e r s o n s ,  p a r t n e r s h i p s ,  a s s o c i a t i o n s ,  u n i n c o r p o r a t e d  o r g a n i z a t i o n s  

o r  c o r p o r a t i o n s ,  t h e  b o n d  t o  b e  c o n d i t i o n e d  u p o n  t h e  f a i t h f u l  

h o l d i n g  a n d  r e p a y m e n t  o f  t h e  m o n e y  d e p o s i t e d  a s  a f o r e s a i d ,  a n d  

u p o n  t h e  f a i t h f u l  h o l d i n g  a n d  t r a n s m i s s i o n  o f  a n y  m o n e y ,  o r  

e q u i v a l e n t  t h e r e o f ,  w h i c h  s h a l l  b e  d e l i v e r e d  t o  t h e m  f o r  t r a n s 

m i s s i o n  t o  a  f o r e i g n  c o u n t r y ,  a n d  in  t h e  e v e n t  o f  t h e  i n s o l v e n c y  

o f  b a n k r u p t c y  o f  t h e  p r i n c i p a l  u p o n  t h e  p a y m e n t  o f  t h e  f u l l  

a m o u n t  o f  s u c h  b o n d  t o  t h e  a s s i g n e e ,  r e c e i v e r  o r  t r u s t e e  o f  t h e  

p r i n c i p a l ,  a s  t h e  c a s e  m a y  r e q u i r e ,  f o r  t h e  b e n e f i t  o f  s u c h  p e r s o n s  

a s  s h a l l  d e l i v e r  m o n e y  t o  s a i d  p r i n c i p a l  f o r  d e p o s i t  a s  a f o r e s a i d ,  

o r  f o r  t h e  p u r p o s e  o f  t r a n s m i t t i n g  t h e  s a m e  t o  a  f o r e i g n  c o u n t r y :  

provided, however, t h a t  t h i s  a c t  s h a l l  n o t  a p p l y  t o  b a n k s  o r  t r u s t  

c o m p a n i e s ,  o r  t o  e x p r e s s  c o m p a n i e s  h a v i n g  c o n t r a c t s  w i t h  r a i l 

r o a d  o r  s t e a m s h i p  c o m p a n i e s  f o r  t h e  o p e r a t i o n  o f  a n  e x p r e s s  

s e r v i c e  u p o n  t h e  l i n e s  o f  s u c h  c o m p a n i e s ,  o r  t o  p e r s o n s ,  p a r t n e r 

s h i p s ,  a s s o c i a t i o n s ,  u n i n c o r p o r a t e d  o r g a n i z a t i o n s  o r  c o r p o r a t i o n s  

e n g a g e d  i n  t h e  b a n k i n g  b u s i n e s s  a n d  u n d e r  t h e  s u p e r v i s i o n  o f  

t h e  c o m m i s s i o n e r  o f  b a n k s  b y  v i r t u e  o f  o t h e r  s t a t u t e s  o f  t h i s  

c o m m o n w e a l t h ,  o r  t o  a t t o r n e y s  a t  l a w  d u l y  a d m i t t e d  t o  p r a c t i c e  

i n  t h e  c o u r t s  o f  t h e  c o m m o n w e a l t h  a c t i n g  a s  t r u s t e e s ,  o r  t o



persons appointed by any court to act in a fiduciary capacity 
as to such appointment, or to persons, partnerships, associations, 
unincorporated organizations or corporations who, as brokers 
registered under the provisions of the fraudulent securities act, 
acts of nineteen hundred and twenty-one, chapter 
carry on the brokerage business as therein defined. Should the 
registration of any such person, partnership, association, unin
corporated organization or corporation as a broker under said 
fraudulent securities act be canceled or ended for any cause, 
this exemption shall forthwith cease to apply to such person, 
partnership, association, unincorporated organization or corpo
ration engaged in business as such broker.

S e c t i o n  2. Said bond shall be executed by said persons, 
partnerships, associations, incorporated organizations or corpo
rations as principal, with such personal sureties or surety com
pany as shall be approved and required by the commissioner of 
banks. In case the commissioner of banks accepts personal 
sureties the principals on such bond shall annually before the 
second Wednesday of January, or more frequently if the com
missioner of banks requires, transmit to the commissioner of 
banks such information as to the financial responsibility of such 
personal sureties as the commissioner of banks shall by his 
rulings prescribe. The commissioner of banks may at any time 
require sureties approved by him to be substituted for sureties 
he deems unacceptable. The commissioner of banks or his 
assistants may examine the books and records of any person, 
partnership, associations, unincorporated organization or corpo
ration applying for a bond under the provisions of this act to 
ascertain the amount of bond necessary in the public interest. 
In lieu of the aforesaid sureties, the persons, partnerships, asso
ciations, unincorporated organizations or corporations so licensed 
may deposit, and the treasurer and receiver general shall accept, 
as security for the fulfillment of the provisions of the bond, 
money, or such securities as are a legal investment for savings 
banks of the commonwealth, or if approved by the commissioner 
of banks, certificates of deposit issued by a national bank or 
trust company, or deposit books of depositors in savings banks 
or trust companies. The money or securities so deposited shall 
be held 011 the conditions specified in the aforesaid bond. If 
securities be deposited in lieu of the aforesaid sureties and be 
accepted, the treasurer and receiver general shall require the de
positor to maintain such deposit at a market value equal to the 
amount fixed as the penalty of the bond, and he may in his dis



cretion  perm it the change o f securities, and substitution  of se
curities for  m on ey , or o f m on ey  fo r  securities, in w hole or in 
part, or the substitu tion  o f m on ey  or securities for  any  sure
ties, or o f  a bon d  for  m on ey  or securities deposited , and if the 
tota l value o f the securities becom es substantially  im paired, 
he shall require the deposit o f m oney  or additional securi
ties sufficient to  cover  the im pairm ent in value. T h e co n 
d ition  in such bon d  requiring the paym en t of m on ey  as sp eci
fied in section  one hereof shall be fo r  the p rotection  of, and 
shall require the p aym en t o f m on ey  to  satisfy the claim s of, on ly  
such persons as deposit m on ey  w ith  the person, partnership, 
associa tion , u n in corporated  organization  or corporation  licensed, 
fo r  the particu lar purpose fo r  w hich  said person, partnership, 
association , u n in corporated  organization  or corporation  is licensed 
hereunder to  do  business. T h is bon d  shall n ot be accepted  unless 
ap p rov ed  b y  the treasurer and receiver general, and upon such 
ap prova l it shall be filed in his office. U pon n otice  o f such ap
prova l the com m issioner o f banks shall issue a license authorizing 
the persons, partnerships, associations, un incorporated  organiza
tions or corporation s in question  to  carry  on the aforesaid busi
ness fo r  a period  o f one year from  the date o f the issuance of 
such license, at a p lace to  be specified therein, and no persons, 
partnersh ips, associations, u n in corporated  organizations or co rp o 
rations shall enter in to  or con tin u e in the aforesaid business 
w ith ou t such au th ority . Such license shall state the kind of 
business w hich  the licensee is authorized  to carry  on, either that 
o f  receiv in g  deposits o f m on ey  for  safekeeping or for  investm ent, 
or in any  particu lar m anner in vo lv in g  trust and confidence, or 
that o f receiv in g  m on ey  for the purpose o f transm itting the same 
or equ ivalents th ereof to  foreign  countries, or for  tw o or m ore or 
fo r  all o f such purposes. If au th ority  is therein given the licensee 
to  carry  on  the business on ly  o f receiv ing  deposits of m oney  for  
the pu rpose o f tran sm ittin g  the sam e or equivalents thereof to 
fore ign  coun tries, he shall pay  for  such license an annual fee of 
tw en tv -five  dollars, b u t if au th ority  is given  to  receive deposits 
o f  m on ey  fo r  sa fekeeping, or investm ent, or in any particu lar 
m anner in vo lv in g  trust and confidence, or for  both  transm ission 
abroad  and any other o f  the said purposes, then an annual fee of 
fifty  dollars shall be paid. Such license shall n ot be transferred 
or a s s i g n e d .  I t  shall n ot authorize the transaction  o f business at 
.inv place other than th at described in the license except w ith 
the written ap prova l o f the com m issioner of banks. Im m ediately  
upon the receip t o f  the license issued by  the com m issioner of



banks the licensee named therein shall cause such license to be 
posted and at all times conspicuously displayed in the place of 
business for which it is issued, so that all persons visiting such 
place may readily see the same. It shall be unlawful for anv 
licensee to post such license or to permit such license to be 
posted upon premises other than those designated therein or to 
which it has been transferred with the written approval of the 
commissioner of banks, or knowingly to deface or destroy any 
such license. The money and securities deposited with the treas
urer and receiver general as herein provided, and the money 
which in case of default shall be paid on the aforesaid bond by 
any licensee or the surety thereof, shall constitute a trust fund 
for the benefit of such persons as shall deliver money to such 
licensee for the purposes specified in such license, and such ben
eficiaries shall be entitled to an absolute preference as to such 
money or securities over all the general creditors of the licensee. 
The license issued shall be revocable at all times by the com
missioner of banks when he deems such action necessary in the 
public interest, and in the event of such revocation or of a 
surrender of such license, no refund shall be made in respect of 
any license fee paid under the provisions of this act. Every 
license shall be surrendered to the commissioner of banks within 
twenty-four hours of the notice in writing to the holder that 
such license has been revoked, and failure to surrender such 
license shall be punishable by a fine of not more than five thou
sand dollars, unless proof is submitted satisfactory to the com
missioner of banks that such license has been lost or destroyed. 
In case of the revocation of such license, the money and se
curities and the bond, if there be one, shall continue to be held 
by the treasurer and receiver general for a period of one year 
from the date of the revocation of the license unless otherwise 
directed by the order of judgment of a court of competent juris
diction. The sum of the bond may at any time be increased by 
the commissioner of banks in such amounts as shall be shown by 
the examination to be necessary.

S e c t i o n  3 .  The treasurer and receiver general shall keep a 

record of such bonds filed with him, with the names, places of 
residence and of business of the principals and sureties, and the 
name of the officer before whom the bond was executed or 
acknowledged, and the record shall be open to public inspection.

S e c t i o n  4 .  S u i t  t o  r e c o v e r  o n  a  b o n d  r e q u i r e d  t o  b e  f i l e d  
u n d e r  t h e  p r o v i s i o n s  o f  t h i s  a c t ,  o r  o f  a n y  a c t s  i n  a m e n d m e n t  

t h e r e o f  o r  i n  a d d i t i o n  t h e r e t o ,  m a y  b e  b r o u g h t  b y  o r  u p o n  t h e



i elation of any party aggrieved, in a court of competent jurisdic
tion.

e c i i o n  5 .  Any person, partnership, association, unincorpo- 
la \<t< 0Iganization or corporation transacting the business de- 
seri ed in section one shall be subject to the supervision of the 
commissioner of banks, and shall annually, within thirty days 
a tei the last business day in October, and at such other times 
as e ma\ specify, make to him in such form as he may prescribe 
a return signed and sworn to by such officers or persons as he 
may designate, showing accurately the condition thereof at the 
close of business on said day. Any person, partnership, asso
ciation, unincorporated organization or corporation delaying to 
file such report shall pay to the treasury of the commonwealth 
the sum ol ten dollars for each day said report is late in being 
filed. T. he commissioner of banks may cancel the license of such 
person, partnership, association, unincorporated organization or 
corporation for failure to file such report or information.

S e c t i o n  6. The books and accounts of every such person, 
partnership, association, unincorporated organization or corpora
tion shall be kept and audited in such manner and form, and 
the persons charged with the custody of the funds and invest
ments thereof shall give a bond in such manner and amount and 
to such person, as the commissioner of banks may prescribe.

S e c t i o n  7 .  The commissioner of banks shall, at such times 
as he may deem expedient, examine, either personally or by a 
competent examiner whom he shall appoint, every such person, 
partnership, association, unincorporated organization or corpora
tion, and thoroughly inspect and examine its affairs to ascertain 
its financial condition and whether it has complied with all pro
visions of law applicable thereto.

S e c t i o n  8. For the purposes aforesaid the commissioner of 
banks or the person making the examination shall have free 
access to the vaults, books and papers of every such person, 
partnership, association, unincorporated organization or cor
poration, and may summon the directors, officers or agents 
thereof, and such other witnesses as may be deemed necessary,, 
for examination relative to the affairs, transactions and condition: 
of such person, partnership, association, unincorporated organi
zation or corporation; and for that purpose the commissioner 
or the person making the examination is hereby empowered to 
administer oaths. Whoever, without justifiable cause, refuses 
to appear and testify when so required, or obstructs the com
missioner or the person making the examination in the per-



formance of his duty, shall be punished by a fine of not more 
than one thousand dollars or by imprisonment for not more 
than one year.

S e c t i o n  9 .  The commissioner of banks may at any time take 
possession of the property and business of any persons, partner
ships, associations, unincorporated organizations or corporations, 
subject to the provisions of this act, under the terms and pro
visions of acts of nineteen hundred and ten, chapter three hun
dred and ninety-nine, and the terms and provisions of said 
chapter three hundred and ninety-nine, so far as applicable, 
shall be in force as to said persons, partnerships, associations, 
unincorporated organizations or corporations.

S e c t i o n  10. Any person, partnership, association, unincor
porated organization or corporation, entering into or continuing 
in the business qs aforesaid contrary to the provisions of this act, 
shall be punished by a fine of not less than fifty dollars or more 
than one thousand dollars, or by imprisonment for not less than 
thirty days or more than one year, or by both such fine and 
imprisonment.

S e c t i o n  1 1 .  It shall be the duty of police departments of 
cities and towns to notify the commissioner of banks of any 
persons, partnerships, associations, unincorporated organizations 
or corporations in their respective cities or towns to which this 
act applies, and to prosecute any offender under this act.

S e c t i o n  12. No bond required by said act to be delivered to 
the treasurer and receiver general shall be accepted by him 
until it has been examined and approved by the commissioner of 
banks. The provisions of sections sixteen and seventeen, chapter 
five hundred and ninety, acts of nineteen hundred and eight, 
shall apply as to any person, partnerships, associations, unin
corporated organizations or corporations subject to the terms 
and provisions of this act.



A P P E N D IX  C.

A n  A c t  t o  a m e n d  C h a p t e r  428, A c t s  o f  1911, t o  i n c l u d e  

i l l f u l  O r a l  E x a g g e r a t i o n s .

B e it enacted, etc., as fo llow s:

S e c t i o n  1. Any person who willfully and with intent to 
defraud makes or publishes, in writing, print or orally, or causes 
to be made or published in any way whatever, or permits to be 
so made or published, any book, prospectus, notice, report 
statement, exhibit, advertisement or other publication of or con
cerning the affairs, financial condition, property or assets of any 
corporation, jomt-stock association, partnership or individual, 
which said book, prospectus, notice, report, statement, exhibit, 
ad\ ertisement or other publication contains any statement which 
is false or willfully exaggerated, and which shall have a tendency 
to give a less or greater apparent value to the shares, bonds, 
property or assets of such corporation, joint-stock association, 
partnership or individual, or any part of said shares, bonds,” 
property or assets, then said shares, bonds, property or assets 
or any part thereof shall really and in fact possess, shall be 
punished by a fine of not more than five thousand dollars, or by 
imprisonment for not more than ten years, or by both such fine 
and imprisonment.

S e c t i o n  2. Chapter three hundred and eighty-three of the 
acts of the year nineteen hundred and seven is hereby repealed.

S e c t i o n  3 .  No person shall be convicted under this statute 
for any violation hereof by oral representations except upon the 
evidence of two witnesses to such representations or of one 
witness and other evidence of a corroborating nature. The 
evidence of such witnesses may be to different oral representa
tions within the prohibition of this statute.



A P PE N D IX  D.

F a c t s  a n d  F i g u r e s  r e l a t i n g  t o  t h e  O p e r a t i o n  o f  L a w s

C O N T RO L L IN G  T H E  S A L E  OF S E C U R I T I E S  IN  O T H E R  S T A T E S .

From an Opinion rendered by the Attorney-General of Ohio.
T h e sole purpose o f the B lue Sky L aw  is the p rotection  of the 

prosp ective  investor. T h e  en actm en t o f such a law  in O hio and 
other States grew  ou t o f pressing necessity. T h e vulturous tribe, 
w hose m em bers have com e to  be know n as “  W allin gfords,”  had 
so successfu lly  preyed  upon  society  that the checking of their 
activities becam e im perative.

M en  and w om en, w ho, by  industry , th rift and econ om y, had 
been able to  accum ulate m odest am ounts o f m oney  from  tim e to 
tim e, w ere being continu ally  and continu ou sly  fleeced ou t of their 
savings through  the g low ing prom ises of absolutely  safe returns 
on  their investm ents.

T h rou gh  the cu p id ity  o f men o f apparently  good  standing in 
various com m unities, these vultures were able n o t on ly  to  find 
w ho had saved a little  m oney for  a “ rainy d a y ,”  bu t to  get these 
sam e in form ants to qu ietly  and “ confidentially  recom m en d ”  their 
so-called securities in institutions w hose statem ents had been 
grossly  padded and w hose d u m m y d irectorates consisted o f ap
parently  respectable citizens.

T h e average sm all investor know s little  or noth ing  about D unn 
or B radstreet, and, even if one had th ou gh t o f getting such a 
report, the local “ ca p p e r ”  w ho had furnished the “ t ip ”  w ould 
have advised against it.

Persons having bu t a few  hundred or a few  thousand dollars 
to  in vest cou ld  n ot afford to  go to  the expense of having an 
independent audit and appraisal m ade, even if they  had thought 
o f such a th in g; besides, they  were always furnished w ith  ex
pensively  printed prospectuses setting forth  an alleged im partial 
audit and appraisal.

T h us the savings o f the peop le  were being coaxed from  the 
banks and bu ild ing  and loan  associations and exchanged for 
beautifu lly  engraved or lithograph ed  certificates o f stocks and 
bonds, w hich  soon  proved  w orthless. M a n y  o f these investors,



f i d d l e  life or o ld  age, fou nd  them selves destitute n o t on ly  of 
'  S °ods bu t o f courage to  continu e the fight.

1 o•' " aS SUC^ co n ditions w hich  I  h ave outlined  that led the 
? '"b a t ‘ %e bodies o f  the various States to take som e action  for 

the p ro tection  o f th e ir  citizens.

rom a Report of Ohio Securities Commission. 
L eg itim ate  business has n ot been h am pered  bu t rather co n 

served and stabilized . On the other hand, the law has prevented 
t re sa e o f  m illions o f  dollars w orth  o f securities based on noth ing  
n it sp ecu lative  schem es w hich  had no m ore substantial basis 

than the cu p id ity  o f crook ed  prom oters and sim ilar fraudulent 
exploitations.

Statement by Charles J. Andre, Secretary-Treasurer of the National 
Association of Securities Commissioners, and Executive Officer 
of the State Securities Commission of Minnesota.

D urin g  the first year the law  was in operation  in M inn esota  
(Ju ly  1, 1917, to  .July 1, 1918) it is estim ated that at least 
§50 ,000 ,000 o f w orthless securities were excluded from  the State 
through  the efforts o f  the S tate Securities C om m ission .

C om p ared  w ith  the serv ice  rendered to  the people o f the 
State and to  the co u n try  as a w hole, the expense o f m aintaining 
the departm en t, w h ich  fo r  the first year am ounted to  $27,000, 
was insign ificant. In deed , a far greater expense w ould  have 
been ju stified  to  correct the evils w hich  had such a firm foo th o ld  
in the State. One case alone justified the w hole expense o f the 
d epa rtm en t fo r  the first year. In that case alone a prom oter 
had p lann ed  to  con d u ct an ex ten sile  advertising and selling cam 
pa ign  to  dispose o f $40,000 of securities. His schem e look ed  so 
plausib le, and success of the proposed  enterprise seem ed so 
p roba b le , that he w ould m ost likely have sold the entire issue 
in a short tim e. H is schem e was an out and out fraud, and 
w ould  u nquestion ab ly  have resulted in a total loss to  the in 
vestors if the com m ission  had n ot m ade a thorough  in vestiga
tion , d iscovered  the fraud and prevented  the sale o f the securities.

In another case an individual w ho had agreed to  invest $50,000 
in an enterprise was saved b y  the efforts o f the com m ission  from  
losing that am oun t o f m on ey  on w hat turned out to  be a plain 
“  s to ck -jo b b in g ”  proposition .

j f  ;t were necessary to  do so, a num ber of sim ilar cases could  
he cited  in each o f w hich  the people o f M inn esota  were saved



m uch m ore than it cost to  operate the departm ent for a whole 
year.

Other effects of the law  are as fo llow s: G et-rich -qu ick  pro
m oters have been com pelled  to  depart to  other fields less care
fu lly  guarded ; brokers w ho form erly  dealt in “ sn ide”  stocks are 
now  dealing in a better class o f securities because the other 
variety  has been excluded  to  a large extent from  the m arket; 
legitim ate business has been greatly  aided in the sale of securities 
because it is no longer com pelled  to  com pete w ith  the fly -by - 
night varie ty ; it has brou gh t to  light unw holesom e conditions 
w ithin concerns of respectable size and reputation , and com 
pelled  changes fo r  the g ood  of stock h olders; and fiscal contracts 
contain ing  provisions fo r  the paym ent of exorb itant com m issions 
have been canceled  in m any cases, th ereby  saving considerable 
sums of m oney  for  the com panies affected.

From Report of State Securities Commission of Minnesota.
1. D uring  the year (Ju ly  1, 1917, to  Ju ly  1, 1918) 379 appli

cations fo r  investm ent com panies ’ licenses were filed. O f this 
num ber, 215 (57 per cent) were granted. T h e rem ainder, 164 
(43 per cen t), were either denied, w ithdraw n, abandoned  or were 
still pending on Ju ly  1, 1918.

2. It will be fou n d  that up to  Ju ly  1, 1918, the com m ission 
had licensed the sale o f $17,798,002 of stocks, bonds and other 
securities. 1 p to  the same date 164 applications for invest
m ent com panies ’ licenses had been denied, w ithdraw n, abandoned 
or were still pending. These in volved  securities in excess of 
$ 8 ,000 ,000 .

3. T h e total cap ita lization  o f the com panies w hich  filed appli
cations up to  Ju ly 1, 1918, was $228,997,329. This figure is 
not as im portan t as it is interesting. It  is given  m erely to  show 
the trem endous volum e o f authorized securities w hich  cou ld  
have been offered prom iscu ou sly  in the State except for  the 
existence of the B lue Sky Law .

4. D uring the year 1,347 applications for agents’ licenses were 
rece ived ; 1,257 were granted. Of the 1,347 applications re
ceived  90 could  not be granted because the principals w ho m ade 
the requisitions failed to  secure a license from  the com m ission.

5. D uring  the year 149 applications for  dealers’ licenses were 
received ; 128 were granted ; 21 were not granted.
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^  >om a Report of the Michigan Securities Commission.
invest C° nim ' ss*on l ‘as exam ined and d irectly  passed upon  1,000 
total me.nt C0mPanies’ applications, com prising securities of a
ap p ro  - ' llK .^^'^>332,438.10, d iv ided  as fo llow s: com panies

Im dving 8265,786,038.10 of authorized securities;
$36*265 000 PProved’ 29> with a capital stock involved of
- -  ’ aPPlieations of companies indefinitely postponed,
com let' a Cal)]ta  ̂ stock of $50,740,000; companies awaiting 
comp e ion, 31; companies awaiting examination, 6; companies 
wi rawn, 58, consisting of an additional $67,541,400 worth of
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