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Se¢ctions and Rules Addressed: Securities
Act Sections 2(3) and 5(a) and Rule 144;
Securities Exchange Act Rule 16b-3.

K Ladies and Gentlemen:

On behalf of our clients, Service Resources
i Corporation, a Panama corporation ("Service Resources"),
: and its indirectly, wholly-owned subsidiary Chas. P.
X Young Company, a Delaware corporation ("CPY"), we request
that the Division of. Corporation Finance (the "Division")
‘ indicate that it will recommend no action to the Securi-
ties and Exchange Commission (the "Commission") if the
contemplated transactions described below are completed
based on the following interpretations: (1) the proposed
distribution (the "Spin-off Distribution") of certain
shares of common stock, par value $.01 per share, of CPY
(the “CPY Common Stock") to the shareholders of Service
Resources as a special dividend would not involve an
"offer to sell"” or "sale" within the meaning of Sections
2(3) and 5 of the Securities Act of 1933, as amended (the
"Securities Act"); and (2) the proposed distribution (the
"Bonus Distribution") of certain shares of CPY Common
Stock to employees of CPY pursuant to a stock bonus plan
(the "Plan") would not involve an "offer to sell” or
"sale" within the meaning of Sections 2(3) and 5 of the
- Securities Act. We also ask that the Division concur in
our interpretation that: (1) the shares of CPY Common
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- 'Stock received by the shareholders of Service Resources
R in the Spin-off Distribution and by the employees in the
H L Bonus Distribution would not be deemed to be "restricted
T securities" within the meaning of Rule 144(a)(3) under
e ~the Securities Act; and (2) the Plan to be adopted in -

LT “ connection with the Bonus Distribution under the circum-

S stances outlined below will satisfy the stockholder ap-

. proval requirements of Rule 16b-3 of the Rules and Regu-
S lations under the Securities Exchange Act of 1934, as
amended (the "Exchange Act").

BACKGROUND

Service Resources is a holding company whose
primary assets are its investments in CPY, a financial
printing company, and Chas. P. Young Management Services,
Inc., a facilities management company that is a sister
company to CPY., Service Resources was incorporated in
the Bahamas in 1937 as a successor to a corporation in-
corporated- in Great Britain in 1913. It was reincorpo-
rated 'in the Republic of Panama in 1969. Through its
wholly-owned subsidiary, ECL Industries, Inc. ("ECL"),
Service Resources owns all of the common stock of CPY.
CPY was incorporated in Delaware in 1985 as a successor
to Chas. P. Young Company (formerly Ticor Print Network,
Inc.), a California corporation incorporated in 1980.
Service Resources' common stock is listed on the New York
and Boston Stock Exchanges and is registered pursuant to
Section 12 of the Exchange Act. ECL's 9% Subordinated
Guaranteed Debentures due 1988 and 1989 and 11-1/2% Se-
nior Subordinated Debentures due 1994 are traded on the
New York and Boston Exchanges, respectively, and are
registered pursuant to Section 12 of the Exchange Act.
CPY's 13-1/8% Senior Subordinated Notes due 1998 (the
"CPY Notes") are registered pursuant to Section 12 of the
‘Exchange Act. Each of Service Resources, ECL and CPY has
timely filed all reports as required with the Commission
and provide their respective security holders with annual
reports and other periodic releases and reports.
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C T . THE SPIN-OFF DISTRIBUTION \ n .

S B TR '~ Subject to receipt of a favorable no-action ‘ ‘ !
o ~ letter from the Division and appropriate legal and finan-
cial review, the Board of Directors of Service Resources
will direct the Board .of Direc:ors of ECL to issue a
dividend to Service Resources, the sole ‘stockholder of
ECL, of shares of CPY Common Stock constituting (after
giving effect to the Bonus Distribution described below)
10% percent of the outstanding shares of CPY Common Stock
(the "Spin-off Shares"). Upon receipt of this dividend,
the Board of Directors of Service Resources will declare
a dividend-to Service Resources stockholders consisting
“ of the Spin-off Shares of CPY Common Stock. Service
- _ Resources proposes to pay this in-kind dividend because
Service Resources does not have, and has not had, the
‘liquidity to declare a cash dividend and because the in-
kind dividend allows the stockholders of Service Re-
sources to participate more directly in the performance
. . of -one of Service Resources' principal assets, the CPY )
N Common Stock. Further, a public market for the CPY Com- &
‘ mon Stock will have two significant benefits for CPY as
it seeks to adjust to the uncertain prospects now facing
i all businesses in the financial services arena, especial-
ly financial printers like CPY, as a result of the recent
tumult in the market. First, the public market for the
CPY Common Stock after the Spin-off Distribution will
give value to the shares of CPY Common Stock to be dis-
tributed to CPY employees under the Bonus Distribution,
. thereby quantifying, and thus making more tangible, this
*bonus which, as explained below, is deemed essential by
management of CPY to ensure the continued support of its
key personnel in these uncertain times. The public mar-
ket for the CPY Common Stock will also give CPY greater
flexibility as it seeks to renegotiate with the approxi-
mately 13 holders of the CPY Notes (all of whom would be
deemed accredited investors under Rule 146 under the
Securities Act, with the smallest holder owning $300,000,
and the largest owning $11.2 million of CPY Notes) to
restructure some or all of the CPY Notes for equity in
CPY, and thus relieve CPY from much of its heavy debt
burden in order to better weather these uncertain finan-
cial times. CPY understands that any issuance of securi-
ties to the holders of CPY Notes would have to be regis-
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s tered under the Securities Act or that.an appropriate
- exemption”from registration*would have to be_available.

In our#dpinion, the Spin-off Distribution will’

-

" not .constitute .an "offer toisell” or  a "sale" of securi- RN
. ties within the meaning of Section 2(3) of the Securities © B
‘Act.” 'Registration of the shares of CPY Common Stock so N
distributed would, therefore, not be required under Sec- ok
tion' 5 of the.Securities Act because, among other rea- "N
SRS sons, there would be no disposition of securities for
L valte. The Spin~off Distribution, which would represent
= ' only 10% of the CPY Common Stock (leaving Service Re-
£ sources and ECL with 50% of the CPY Cummon Stock, which N
B would be reduced to not less than 8l% of the CPY Common "
Stock after the Bonus Distribution discugsed below),
- would take the form of a special dividend concerning the
. : deciaration and payment of which the Service Resources
. stockholders would make no investment decision and for
which they would pay no consideration of any kind. 3

The courts and tie Division have expressed
their concern with respect to contrived spin-off transac-
[ tions, the principal goal of which is to create 2 public
i market for securities without registration and with lit-
[ tle or no information about the issuer being made avail-
|
{

able to the investing public. See Securities and Ex-
change Commission v. Datronics Engineers, Inc., 490 F.2d

‘. 550 (4Th Cir. 1973), cert. deniad, 416 U.S. 937 (1974); i
3 Securities and Exchange Commission v. Harwyn industries R
Corporation, 326 F. Supp. 943 (6.0.N.Y. 1971); Release :

No. 33-4982 (July 2, 1969).

The circumstances addressed in these situations
are inapposite to the facts here. The Spin-off Distribu-
tion is not being undertaken to avoid registration re-
quirements. Rather it is being undertaken for the valid
business purpose of rewarding Service Resources stock- Hi
holders and increasing their direct participation in the
assets of Service Resources. With respect to the avail-

. ability of infermation, both Service Resources and CPY
are reporting companies under the Exchange Act so that
ample information concerning each is already available to
the investing public. Indeed, the recipients of the
Spin-off Shares, the Service Resources shareholders, have
already received substantial information concerning CPY
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“'- thg: iSsuer of theseisecurities, Service Resources will” . ™ 0
distribute tb{éach_recipientkiﬁ'the:SpinJOEf“Dis;ribution PR
. an“information package consisting:of CEY's. most recent’ R
Annual Report on'Form 10-K and. Quarterly Report on Form 5
10-Q, a description of the CPY Common Stock and informa- oL
"tion such as’ that required by Section 14(a) of the Ex- C
change Act regarding-the Plan. Promptly upon completion . -
“of the Spin-off Distribution, CPY will register its com- c e
mon. stock with the Commission pursuant to Section- 12 of
the Exchange Act. These steps, together with the fact
that CPY is and will remain a reporting company, will
assure that‘adequate infermation concerning CPY will be ‘ o

available to investors at all times.

“ as
.

gl mé - We note that in similar situations where both .
R B the distributing and distributed companies have been
B N reporting companies, the Division has acquiesced in the
position that a distribution may be made without recipi-
ents receiving any information other than that alreeady
publicly available. See Bristol Gaming Corporation
(available August 3, 1987); Medicore, Inc. (available
October 15, 1986); VWR Corporation (available September
22, 1986); Standard Shares, Inc. (available Cctower 21,
1985). 1In view of the fact that both the distributing
and the distributed company in this situation dre report-
ing companies ané that Services Resources is undertaking
to provide recipients with the information package de-
scriped above, we believe that there should be no obsta-
cle to the Division adopting the position that no "offer
to sell" or "sale® is involved in the Spin-oif Distribu-
tion and that it will recommend no remedial action te the
‘Commission if the Spin-off Distribution is consummated as
described above without registration of the shares to be
distributed under -Section 5 of the Securities Act.

In view of the fact that no stockholder vote is
required for this transaction, it is not proposed that
the information package to be provided to recipients
would be filed with the Commission for review by the
statf. We note that in those situations where the Divi-
sion has required an information statement to accompany a

rae o 2 ! B
Ly
w




November'4; 1987. .0 ° " 7 .
PageSix- L

i
i o

B S e A B T e h Lo S
distribution,’it has-evidently not consistently required oo
“‘that ’such’Statement’ be reviewed.. For instance,.’in Mus- A
“tang:Fuel Corporation(available -August 25, 1986), “the.
»-Division indicated expressiy that the statement did not
need to be“filed or revieved. Since we'believe this
situation is'most analogous to 'those involving two previ-
ously reporting companies where no information was re-
quired to be:provided to recipients, we ask the Division
to concur in'our view that 'no filing requirement is ap-
_"plicable to this transaction. ‘

THE BONUS DISTRIBUTION

. As ar integral portion of the overall transac-
tion involved here, subject to the receipt of a favorable
no-action letter from the Division and appropriate legal
and financial review, the Board of. Directors of CPY will
pay a stock bonus pursuant to which employees of CPY will
be provided with shares of CPY Common Stcck as a bonus
for their work for their respective employers. The
shares of CPY Common Stock used for this purpose will be
authorized and unissued shares of CPY Common Stock which,
after issuance, will represent up to 9% of the issued and
outstanding shares of CPY Commeon Stock. Such bonuses
will be awarded by the Board of Directors of CPY on a
one-time hasis in its sole discretion and the right to
receive such shares will vest in the employee one year
after the making of such award. The employee will then
promptly receive such shares. The purpose of the Bonus
Distribution is to reward the employees of CPY for dedi-
cated service and to encourage them to remain with CPY by
providing them with a direct participation in CPY's prof-
itability. CPY believes such incentives are especially
important at this time considering the uncertainties
arising in the financial printing business as a result of
current unstable conditions in the financial market..

In our opinion, the shares of CPY Common Stock
should not be required to be registered pursuant to Sec-
tion 5 of the Securities Act. The purpose of registra-
tion under Section 5 is to provide adequate information
for prospective investors to be able to make informed
1nvestment decisions. Ko such investment decisions are
invelved in this situation. Employee-recipients of




in’ the Bonus* Dlstr1buu10n Wzll make nc 1nvestment

decxs1on with respect ‘tothe .award of the. shares to.be-so .

dlstrlbuted Such decxs1ons ‘'will be made -in thn sole

y dlscretzon of the Board. of 'Directors of CPY. " In addi~-

’t1on, "since no cons1derat10n or "value" will be’ trans-

. ferred to CPY, ECL or Servlre Resources in exchange for

.'these -bonus. awaxds,‘vt would«appear that neither ‘an "of-

-fer  to sell” nor.a "sale" under Secticn 2(3) of the Secu-
- rities”Act:will take. place and, therefore, registration

.o of . the shares SO dlstrlbuted shou;d not be required,

v

R : We note that the staff of the Commission has

Y taken the position ‘that shares distributed as employer

* awards to a broad range of employees under stock beonus
plans at no direct cost to employees generally should not
be requ1red to be registered. Release No. 33-6188 (Feb-

" ruary 1, 1380). In that release, the staff stated that,

while such shares do constitute securities under the
Securities Act, no "sale" takes place since recxpxents
"do not 1nd1v1aually bargain to coatribute cash or defin-
able’ consideration to such pldnsg Id. The staff added
that not requiring reg*strat1on is further "justified by
the fact that registration would serve little purpose in
the context of a bonug plan, since employees in almost
all instances would decide to participate if given the
opportunity."” Id.

-

The considerations noted by the staff in this
release are fully present on these facts, Shares of CPY
Common Stock will be awarded to a bronad range of employ-
ees who will not individually bargain for their awards
and who will pay no consideration for the shares so re-

* . ceived. Moreover, since the awards constitute a bonus,
~it may be safely presumed that employees would elect to
: partxcgpate if they were given a choice as to whether to
- _do so. As a result of these considerations, we believe
that the Division should find it possible to indicate
_that no "offer to sell" or "sale" is-involved in the
Bonus Distributicn and that no remedial action will be
recommended to the Commission if the Bonus Distribution
is consummated as described ahove without registration of
the shares to be distributed under Section 5 of the Secu-
rities Act. ’




| >RULE {144.

G kvt LUIncour ‘opinidn  the-shares)of -CPY ‘Common Stock.” . 7 %
.proposed to be distribulted pursuvant to the Spin-off Dis~ "~ ..
,‘tribution and the.-Bonus Distribution should not be deemed . :
trestricted securities" as defined in Rule 144(a)(3) = . - =

R
4y by

*' under the Securities Act,

S “With “respect-to the shares of' CPY Commen Stock
, - .-to be distributed pursuat .to the Spin-off Distribution,
s there is nc compelling reason” to impose the holding peri-
. od-requirement of Rule 144 on Service Resources stock-
... -holders with respect tothe shares of CPY Common Stock
_ which they are to receive pursuant to that Distribution.
<The Division has repeatedly taken the position that
- .shares in similar distribution’s would not be deemed@ "re-
stricted securities” in the hands of recipients who were
not affiliates of the distributed company. See e.q.,
Bristol -Gaming Corporation (available August™ 3, 1987);
Newmont Mining Corporation (available May 14, 1987);
Lucky Stores, Inc. (available April 27, 1987); Squibb
Corporation (available February 23, 1987): Fedders Corpo-
ration” (available January 22, -1987); Kay Corporation
(available December &, 196); Medicore, Inc. {(available
October 15, 1986). Based upon these and other no-action
letters on this subject, we believe that shares of CPY
Common Stock distributedto persons who are affiliates of
CPY would be subject to the restrictions of Rule 144
(except for the holding period requirement), absent reg-
istrazion or another appropriate exemption. While it is
also our understanding that there would not be any 90-day
waiting period before sales could be made by such affili-
ates under Rule 144, allaffiliates have undertaken not
to effiect any transactions in CPY Common Stock fcr a
period of at least 90 days. We ask the Division to con-
firm the applicability of the these interpretations to

the situation presented here.

.

A . With respect tothe shares of CPY Common Stock
to be distributed pursuant to the Bonus Distribution, we
-believe that the same considerations concarning the inap-

'propriateness of Rule 144 restrictions apply. It is
expected the Bonus Distribution will place quantities of
shares. not exceeding a total of 9% of the outstanding CPY
Common Stock in the handsof approximately 20% of the
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’QggmpléymesﬁbﬁycpY; It would, therefore, appear to be-an-
‘;:gunfair?Jdd'ghnecessa;y burden orn the recipients to re-
\?{qg}reftheir\complianCe with Rule 144, These recipients
- -are’in essentially’ the same position as recipients’ under
*. “the Spiq-off“Distribution;” They have no say. in the deej-
'sion to award them shares. They will be paying ne con-
sideration for thz shares they receive. The staff has
taken a position that would appear to indicate that these
shares, like those in the Spin-off Distributicn need not
be -registered with respect to the initial distribution,
To 'require compliance with Rule 14¢ for such relatively
small shareholders places ar

these holders since it is highly unlikely their trading
.in shares' would substantially affact the market. Mcre-
over, the costs of compliance in terms of holding period
or manner of sale would significantly detract from the
value of the bonus award. For these reasons, we ask that
the Division concur in our interpretation that ttie shares

of distributed to the Bonus Distribution would net be

"restricted securities"” within the meaning of Rule .
144(al)(3).

RULE 16b-3

Since the Plan will be adopted prior to either
the Spin-off Distribution or the Bonus Distribution, the
Plen.will be approved by ECL, as the sole stockholder of
CPY. This approval will be given at the behest of Ser-
vice Resources as the sole Stockhclder of ECL., Because
CPY Common Stock will not be registered under Section 12
of the Exchange 2ct until after the Spin-off Distribu-
ticn, the vote cf CPY'sg stockholder will not be subject
Lo Regulation 14A, It is therefore our view that stock~
holder approval of the Plan by ECL would satisfy Rule
16b-2 under the Exchange Act so long as there is compli-
ance with the standards set down in Release No. 34-18114
(September 23, 1981) and affirmed in no-action letters
such as Lucky Stores, Tnc. (available April 47, 1987);
Squibb Corporation (available February 1987); and Fedders
Corporation (available January 22, 1987). This would
ntail providing recipients of sharez in the Spin-off
Distribution with information regarding the Plan such as
would be required under Section 14(a) of the Excharnge
Act., As noted above, Service Resources has undertaken to
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prov1de such 1nformat1on-1n the 1nformat on package to-be
s‘q1str1buted in. conJunctlon w1th the Sp1n off Dzstrxbu—
”t1on.: : : : . e ..c‘
. We therefore request the Dlv1510n to’ concur 1n '
~'w. our view that approval of-the Plan by ECL, wlll adequately
’ comply w1th tbe requxrements of Pule léb-~ 3 w

(S

Ll

TR CONCLUSION L e . O

- o We respectfully request a.letter from the D1vi-’=
510n express;ng concurrznce with the views set forth -
‘above. . Service Resources wishes to effect the Distribu-
tions' as soon as practicable. We would, therefore, re-
quest a reply as soon as possible. In accordance with
‘Release No. 33-6269 (December 5, 1980}, seven additional
copxes of this letter are encloeed If you have any
questions or wish any further information, please call
the undersigned or Ronald C. Barusch at (202) 371-7000.

VR

Very truly yours,

Al A //

Neal &, McCoy

1 A ey Ty
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-Baséd on the facts. presented, this Division will not
recommend enforcement action to the Commission if the common \
shares of .CPY are distributed to shareholders of Service ) -
Res sources and to employees of CPY as described without registra-
tion under the Secujities Act of 1933. 1In reaching the -
conclusion regard1ng the distribution to shareholders, we have
noted that CPY is subject to the per1od1c reporting requicements
. of Section 15({d) under the Securities Exchange Act of 1934
" +{and will become subject to the reporting requirements of
‘Section 13(a) on the effectiveness of its £iling under Section
12(g)) and that sharehclders of Service Resources will receive
information statements containing the information that would be
required by Sections 14(a) or 14(c) of the 1934 Act. Because
there will be no vote of security holders, such information is
not reqguired to.be filed under Sections 14(a) or l4(c). Because
awards to employees of CPY will be made under a bonus plan, no
reglbtratlon of the awards will be required under the 1933 Act.

RO

5 v Shares distributed to shareholders of Service Resources

P will not be "restricted securities" within the meaning of Rule
; 144(a)(3). Seles by Service Resources shareholders who are CPY
B affiliates will be sujbect to Rule 144 (except for the holding
v - period. requirement) absent registration or another appropriate
g exemption. There would not, however, be any 9(0-day waiting
period before sales could be made by affiliates under Rule 144.
We are unable to agcee that shares awarded to empoyees of CPY
would not be "restricted securities" within the meaning of the

rule.

LT ST

v

‘ - Approval.of the bonus plan by ECL Industries, Inc., the

sole shareholder of CPY, will satisfy the shareholder approval
requirement of Rule 1€b-3(2) if shareholders of Service Rescurces
e receiving shares -in the spin-off{ are provided the information

T . ‘that would have been required by Regulation 14A if the plan
L were: subject to their vote.
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,“these(pos1t10ns are“based“on thehrepre
pivision ‘in; .your, letcer, you shouldlhot
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. Michael Hyatte,

‘tfﬁ\ Special Counsel
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