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My name is Charles P, Stotson and I am president of the Stetgon

Securities Corporation, 1239 Post Road, Fairfield, Connecticut.
Is your firm, Mr., Stetson, a member firm of any exchange?
Yes. We are members of the Detroft . . . .

Can you tell us very briefly your own personal background in the
securitics busineses?

I went in the business on June 1, 1944 with J, & . Seligman & Company,
New York. I was with thom until 1951 and then T formed Stetson &

Company. « «
rOYE

Can you tell us something about your organization now? How many
employeecs you have?

Yes. I have two really, besides myself, one part time man or one
really congultant, which would be four including myself, including
the part time and consultant, who helps us with ouwr back office and
accounting work.

LI

« + « QOur present business is just a hundred per cent [brokerage]

* institutional business really -- we don't deal with the publfc --

vhich institutions include mutual funds, insurance companies, banks,
and we really got into the institutional business, say in 1958 ina
big vay and it was just specialized. We used to do underuriting and
ve cut out everything else and just specialized [in crossing blocks].

We didn't join the Detroit Stock Exchange until a couple of years
ago and, of course, I am sure you know the reasons why we did. It
vas to do a reéciprocal business with mutual funds.. We axe mot by
any means a laxge faetor on the Detroit Stock Exchange.

We have eompetttion. that does qui.te a bit more than we do.

Wo joined the Pacific COasl: Kxchange and the Boston Exchange also

for the same reascn, but we found that it was not economical to stay

& member of -the Pacific Coast Stocl Exchange. It was at ome tfme. .. .

***ﬁ
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o o o 1 think the growth of institutional funds &3 really vhat
stiaulated ue [to give up wnderwriting and dealding with the
public), the fact that we felt ¢t was a kind of a vacuws in Chis
type of [block] busivees, which there was I think a: that ehwe.

Now, tlhere is tremendous competition. An avful loc of people have
come in since that time. I'd say I firet begen to notice it shoug
1949 or *50, I began to potice fmstitutions bzcame a factor whan -
they changed the New Yozk Siate low, 1 think it weo changed zbout
thet time to poxmit pension fumds fo invest up o0 35% of their
[funds in} stocks.

So ouxr basic business fn ‘58 vas just siuply soving people aowey,
talking advantage, of course, that the New York Scock Ruchangs had
20 volume diecounts. '

Alchough X will gay thin: I think that in our winds vhen we
started out we thought that the [lack of a) volume discount wug a
major factor im our success. I think it Le mot vesily a2 majow
factor ~- itfs a factor, dbut I thiank the institution is weally
woxe anzious iu getting the block vegardless of whethey they et
it at the New Yoxk Stock Buchapnge ok ovex-thewcounter. If chey
wvant to buy sowething I think the availubility of the block in .
first and I think the commission is secondary., I think they wonld
rather do business witk us then a wember of the Naw Yoxi Stocl:
Exchenge . .

Hotr does your business operste? Do you use c¢iveulars?

Tes. I didn't briug one with me, but we do send out a civcular
once a week, indications of intercat vhere we have buying futerests
and eelling interesto.

We say that we have had a buyimg interest im a2 thousand shares or
more of such aend such a stock,

We seand &£t to a very limited group of people for meveral rosscng;
one is ve don®t waal to influence the market, we want to bs vory
careful vho gets it. . . o

BN
« + « They [the instituticns] indicate what they wsat te do. it's

not ¢ firm ovder. Ity aom indicstiocn of what they want ¢o do and
it's subject to price. '
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If ve coma back end we are able to offer them gomething on the buy
side, they don®t necesssrily take it. The price might have chanjed
or somebody else might have filled them., They might have boughi the
stock on the New York Stock Exchange if we were too slow. . . ,

To break dowm your customers, about what percentage of your customers
are mutual funds, what percentage are pension trusts.

I say that mutusl funds are by far the largest.
They are the backbone of the business.

They account for more thanm half of your business?
Oh, yes.

CGenerally, how does your pricing work? Do you cubsecribe to the
New York Stock Exchange tickex?

We get the Ultvonic Machine, which giveg us the last sale. It doesn't
gilve us the bid and ask.

let's say you have gotten an indication from the poteuntisl sellur and
now you have gotten an imdication from a potemtial buyer for the same
amount, what will hapgen next?

He will tyy to exXecute the order assuning that ~- moat of the people
we deal with, the basic azspumption is that they will do the trale at
ox cloee to the laat sale on the Hew York Stock Exchange, dependiing
upon the bid and ask. And after a vhile you get used to callins,

you call ead telk to these people every day and you pretty muck kuow
whether they will do it at the last sale a2nd you cam almost make thag
agsumption, unless the selleyr is wvery anxious.

By and large, wo agsume, unless they tell us differently, thet Lt
would be done at the laskt sale.

S % P
1f you get aa indication from the buyer that he i interested i
the last sale at the bid or offer price, them you take that back to
the sellex? :

. Yes, thep you uegotiste.

1 have ucgotiations that lasted s week. “hese were lavge twados
vhere they wait for che market eond so forth.

Seversl times alge you show an ingiitution that wvou are a sullez ox
gomething and they will soe it op youvr list ond they may taske i iuce
theiy vewsecarch and their research umay try e decide whether thov
want to by it ov not. :
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We had institutions that say, Do you see any stock around. We wmay
want to take a position of ome or $2,000,000. He just don‘t want
it to start with.," They may not take a positior in it because it's
an inactive stock. ' -

1 would say in that regard most of our trades would mot be in stock
where it is General Motors and United States Steel. But there ore

& lot of stocks that msy only trade, say a thousand shares a day on
the New York Stock Exchange and that’s really a better type of stock
for us to operate in because I'd say basfcelly the buyer and seller -
vant the execution, that lecads me to believe that the Commission is . -
really s secondary consideration,’ although it’s importsnt.

R
Aside from any give-up or reciprocity, what is your usual commission?
Y wish I could say there was a usual one.

We like to charge a qQuartexr of a polnt, and if we can get a quarter
of a point, and if we can get a quarter of a point on both sides,
usually in the price range of investument grade atocks, very often
that amounts to about half the stock exchange commission, so we
agsume the people are falrly satisfied with that kind of arrangement.

We don't alvays get that much.
The Commission s un@oubtedly and unqueastionadly megotisted. . . .

Sometimes we do 1t away from the lest sale and it {s a large trade --
vell, we don’t do it for a quarter of s point. We will get down to
an eighth of a point. And in certain instances Lf our trades are
really large we may do it net on one side and just an eighth on the
other¥ side; but both sides know about this, vhat we are making on
the other sfde and they do £t at the time of the trade.

We will not do a trade for less than an eighth, acvose for lese than
an eighth.

An cighth for each side?

No, an eighth on one side, but the man on the other side 1s getting
it net. .

He also kmows about this and he adjuste it in the priee. _Basically,
1 thought that both sides should pay the commisalon whether it's im
the price or the actual quorter or ecighth or whatever the situation
is. Ve try ‘to have both sides pay equally on the thing.

We feel we are rendering both sides the same service.

You say in the ideal cuse, thoughk, you would get a quarter from cach
side?
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All things being equal, we will ask that wuch. |

So you would end up essentially on the whole transaction with atout
oue stack exchange commissaion?

Yes, L{t*s about that, but that's unusual.

We get a quarter of a point on both sides. We alwaye ask wvhat we
think i the maximum and then us gsettle for lese.

But even your maximum would be about half as much vhere they weut
to the Board?

Yes, approximately. . . .

¥ N Q@

Mx. Stetson, up to this point you have beea discusaiag how your
business operazes, basically through your telephone snd the circulars.

Now, can you explain to us how the Detroit Stock Bxchange comee into
the picture? _ ‘

Yes, DBagically our businecs was designed to just save people woney,
and the mutusl fund business competition is, I puess, so great ivi’
that business to get rveciprocity out to the peouple that are selling
their fundp that many of the fumds agked us to join the Detyoil
Stock Bxchange, and we resfisted the thing for s couple of years.

One of our compatitors, Leopard Fricbie & Company, I think they vwere
the first to join the Betroit Stock Exchange, and finally compet¢ition
was coming in to our business and we simply bad to join the Detvolt
Stock Exchange to keep doing block dusinese with the funds. Buk we
kind of wallt a tight vope bacause most of the people we still doal
with don®t cave about zeciprocity. The banks don't care about 1,
the pensicn funds den't care about it and we still wsuted to do
busineas with then.

They obviously couldn’t carxe less sbout the Detroit Stock Exchssue,
but by tho ssme token we ~- then we realized the availability o

the bloclk Is teally ultimately the most important thing, so ve
persuaded some of the people that couldn®t care less about reeipsocity
to o= they had simply had to pive us the full comnission on the

stock exchange tzade. They bhad ne momey to glve up, wmless resraxch
in institutions heve that kind of an obligation, but I guess thuy fieel
they take care of that soms other way. Dut [these] Imstitutions
bezsically wont to save moRey, . . .

g2 e 2 B
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THE WITKESS: . . . There ave cextain funds that dor't cawre about
veciprocity and they are the opes that have their oum
sales force, like Hamilton end Umnited Funds, to a lerge
extent, out in Pansas City.

Q: Lst ma ack you one other question about Detroit.

Ac you wndexstond the rules of the Detroit Staek Exchanpe, suioose
you have 2 block of stock which is traded on that Exchamge, & dually
listed stock and neither paxly to the transaction, ae you fimally -
arrange it, is a fund and as you put it, they can’t care less about
Detroit or enything else, do you just go ahead and crose that in the
over-the~counter market?

A: Ko, 1If it*s listed on the Detroit we have to go to Detroit. . . .

Q: Did you ever ask for permission f£rom Detroit to civss a block off
the boaxrd?

A: Well, Detvoit bas g rule, so 1 understand it, that when ~- 1§ we had
a2 fund on onc side and they wanted to do it in Detwoit, wz have got
to do the business im Detroft.

But when we can’t find the other side, [except for] some desier . . .
we can gei permiassion to [trade net with & dealer]. They woald

give us permission to do that. It scems logical that they have

a rule like this.

\" * RNy
1 e
1)

4

4A: Detvoit is veally, a mavket, 5o unless you huve 2z cxoss you rusily
don®t have a trade, You lmow, it’s about twice the size of ihis
room.

Q: In other words, you doa't go to Detroit to find the tzanseciion?

Ay Absolutely not,

Q: You bring the transaction to the Detroit¢?
\

e Pt L LT e

A: Yes, They may do odd lots. I dom®t think they hend of this [block]
busisess before, This is all brand new to Detwoit. The 40% give-up
[te mon-Exchange membexs] I don't think they anticfipated [Cie mutual
fund aspect of the glveeupl. I think this was ¢to bying [#mall none
vewberjbusiness to Detroit. Thoy never koew whot a bomanze vhis
was going to be,

Q: How much did your member gseet cost on the Petroit Stock Eurimmge?
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$3,000, and I heard thoy sold one for fifteen. It's the wost
expensive [repional exchange] seat. Bxcept that we just soid our
seat on Pacific for fifteen. I think the reason there is beczuse - -
United Funds has an application to join and, as you know, the

reason they are joining is o pass alomg their savings to the stock-
holdeys =~ yather, it’s & subsidiary of their mavagement compsoy.

Eansag City Securitics is jolning with the idea that they will paas
on savings to their stockholderxs of United Funds.

® D AW

When you bave a bank or an insuvance company on the other aside, do
they ever give you instyuctions to give up?

Very seldom, I think INS has given us Snstructions == well, k00
is really in the catasory of a bank buzcause they have a [captivel
sales force, but they have asked us to give up scmabody who gave
them service.

That could be a membex Of Detroit which could aleo be a member of
Yew York?

Yes, I think so.

How about United Funds?

You sec, they not only have thelr own sales forse, but I think sbout
ten, fifteen per cent of their business comes from -~ through dealers
and 80 == their primery oojective is to save woney, but if you do
sonpthing on Detroit they can't save money they mey as well got the
mileage out of the situacion, so they agk us to give up that 4C% to
gomebody who sold theiy fuunds,

Had they evexr ashed you to give up to thelr managamnnt company’

WMo, they haven®t,

flas any mutual fund asked yﬁu to give up to theix wanagement cesapany?
Ko. I don’t presuae they could unless they are mewbers of the WASD.
Weil, mapy of them are.

Yee, thei’s true,

Fou counld £ they asked you, couldu’t you?

. Ye could give up to any bonafide NASD mexber. ¥ suppose

s
they feel that [it] wouldn®t ge back to their stockhuldcrn .+ . ond
nayba it's an advantage o the fund to incrcasge cales
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of course I take it, os far ag you know, the Detyolt Stock Exchange
doesn’t carve what happens to the money as soon as itfo givan up ta
an NASD member,

That's Tight.
Their jurisdiction ends there, so to speal:?
Right.

Who do you gemerally uwse on the Deirxocit Stock Exchange to eiecuie
your oxders?

We use Roney & Cumpany.

Just to pia this down, you have both sides of a transaction an then
you c¢all Roney by phonc?

Yes [wel ask them to cross the trade there.
Doesn't that create some uncertainty as to the pricing?

When we ¢o o Uransaction, we gay, this is subject te crossing iV on
Datroit. We have never run into any problem in crogaing any on the
Detroit becnuse Detroit seems to be pexfectly happy to do £t iw vhe
last trade of the New York Stock Exchange, and Detroit is not wuck
of a market. . . .

Theoretically, some other Detrdit amember could upset your cross,
hae that ever happened?

Ho, that has never happencid, I presume the veasen there again iy
that nobody leaves an oxdér of eny cize there om Detroit.

What about your non-fund customars, are they somewhat mystiffied or
ughappy ot the fact that they axe paying a full compission on tha
Detroht Stock Exchangel

Yell, they dop't like it and as o result we axe treading both sideg
of vhe fence cpd we bave lest something theve. He . ecteally pyefev
it ot to be zembers of Detroit, 60 F think we have lost scmowlat

with cur customers. But then ultimately the most iwportant thisg,
as I say, is for the puvchaser to gek the block of stock.

That {8 the primaxy objective of wos¢ buyers or sellors: fs to get
the execution and they can certainly justify the thiag because ¥3%
of the business is donme in YNow York anyway, so they arve paying .o
wore amd doything tiey can gave, of coutde, iv a plus,

a 3% W% e
WO oW W

Oa stocks which axe not lisred cn the Detroit Stoek Exchange ov wot
odmitied to txading om the Detroit Stech Exchenge, do the fimile
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ever give you any give-up fustructions in those Grvansuctionst

They used to. *wic io not 2 common proctice and I dom'e thind «-
thiz is when the whole busivess sori of started out and peopin ware
féeling their way along as to wbat chey cOuld do before Daotwcit
really bzcame o factor.

Actually, our competition -~ we weven't the fivst people in tiis
business. Our competition wus doing it, so the funds would snuy,
your competition is dolug ¢, will you do it fox us and, of course,
we gaid fine. Ie's practically disappanxed 1'd say, ond § ihink

it's nou~ea£etent for all practical purposes at the present time.

I take ¢ fvom everything you have said thus fer you would B¢ just as
heppy or even »« from the viewpoint of your own custonsss ~= 2ven
hanpie; te be akle to do business as you originally stavted, aad

that i to cross tbese trunonetiors in your office and aeﬁut«gtc
compensatcion,

Yes,

Of couste, we cross them really in the office aad then the Dotroit
is just a fowmelity ~- X meon going cut theve., Well, our primary
buginess s just ¢o do this block business and we xeally don': keep -
we have to go with the wind, you might say, and if you vwemnt w2 do it
on Datrxolt -~ T think campctitx»a reesons hes driven these xsnds to
do it thewe, so they no cholce in the matter yeally. The thing is --
vouy study shows the whole ieason bekind the thimg ~~ it's tx > Hew
Yorlk Stock Exchange. This gets off on another subject real£;= but

I just feel it's a sheme fn & way and thie wonld probably hu~t our
{oun] business that here you have the New York Stock EBCh&an vhich
is really the apex of our great system and they ars wveally, T think,
dragging their feet, [in] wodernizing -~ of course, X th;nk e

‘imatitetional besiness is new, I think the New York Stock Ez.hauge

pushics the institetions ground and United Puads s ome of fh. few

that is fighting bach They arze getiting to the size whave they. ca

£ipght back, nurticulawiy comebody like Luited Fueuds, cad i4'n ju&;
really basically vidiculous, as you poxnt out iw your Study, thar

there 18 no volume {3 scount, '

Dv you vemember any pavxiiculax event which uade it appeay to the
funds that it would ba better if these tramsactions wc;n anr:uoud
on Betwoit rather than in the over~theecounter morket, the give-up
transaction?

pen
el
™y
m
Ry

e wexea't the first to po on Detyoit. I think Frishie wes ohe
te go on ond he dvew it ¢o their attsatiou.

', ale o2
I O
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Do you recall any particular funds coming to you and urging vou to
g0 on the Detrole?

Heli, the urxging is sérictly indizrect. The funds would say, well,'
we are doing business with your competitor.

They didn't tell us to jofn, but Chey would say we are doing business
with your competitor, so we really have no choice in the mattox.

Xk ok

Can you give us some ideca, Mr. Stetson of what your gross coumissions
were in 19647

Yes.
About $400,000.
Now, that was before give-ups?
No, this would be after give~ups.
So it would be, X guess, axound $600,0600?
Yes.
TR

Your contact with Detrolt them is basically limited to Roney & Company
[the flooxr broker]?

Yes.
And you have nothing elee to do with Detroit, I teke {t?

Ro. I pever go out there. I have been out there once, I just call
on the phone and ask for the cross.

Does ha gi&e you an immediste repoxt by phoane?

Yes. e stay around the phone uwntil he tells us that it con he done.
How often can’t it be done?

Bever

That is consistent with what you aaid before.,

Yes.

b
%
L

L
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How 1s [a Detroit] tramsaction actually cleared?

We clear -~ we are members of a clearing house out there, but we
never really had occasion to use Lt except in the beginning a Little
bit. We clear all our busimess through the First National Bank of
Jersey City.

1 see.

And which 16 o fantastfcally good bank and very aggressive. The
reason we use that, they ave five minutes avay from Wall Stree: and
in certain instances where the transfer agent {s also ocutside of the
State of New York and the scller {s outside the State of Nevw York,
wve dont have to pay New York State tau.

So Detroit fa really nothing but thbis telephone between yourself
and Roney?

That®s right.

Certificates aren’t sent out there or tramsactions arem't clogved.

That®s right.



