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FIRST PROGRESS REPORT

To Acs BrosTerep IxvesTaext Baxeers avo
Amsewrors To Tue ISvEsTarexT Baverrs Cnne:

I—Developments to Date

Xow (hat the {Code Commitlee H1as beet in operation Yor
woven months, it is time to take scock of our surreondings,
Lo size What we huve pccomplished, 1o appraise the cost and
tn see, if we may, what benefits have been broasht to the
inclustry as a whole by the adoption of the Code, and what
more we may do to further its nsefnlness to the public and
ty the trade. :

The trst task before the Committee was one of formula-
tion o the Fair Practice Amendment which vegquiced fre-
guent prolonged inectings and dizensgions.  The seeowd was
one of oreanization; the thivd of interpretation; the Fonrth
of administration. After the acinal formative pertod of
the Code the task of orzanization was undertaken. The
Carle applies to nll dealers in the United States, irrespec-
tive af their conseng to its provisiens and 15 made binding
an them by o FPederal statute, namely the National Indus-
trial Recovery Act. The Code Commitice was selected ac-
entiding to the plan approved by the President of the United
States, to administer the provisions of the Code, its artions
being at all times subject to review by the Nationat Recov-
ery Administiration. The necessary nachinery for admin-
wstrafion was provided threough the election of seventeen
Bemional Committees, all the members of which Comnittess
zelve without vay, as Jdo the members of the Code Com-
miltee.

The Regional Committees having been elected, the Com-
mittee {urned to the next significant feutare of the Code—
Registration. The Code provides for voluntary registra-
linn which carries with it certatn chlizations as well as
privileges, Up to this time 2977 dealers have registered,
alihough by action of the Code Commitiee, November 1,
1934, eighty-three of these were dropped from reqistration
for non-payment of the fiesl assessment—after due notice
and hearings eondueted in accordance with the provisions of
the Code. Complete fists of those registered (including
cancellations} have been Fornished to all Registered
Dealers.

A further step in erganization was the subdividing of
the work into necessary commiftees for study and recom-
mendation fo the Code Committee for action. Therefore
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an Executive Commitfee was established to function he-
tween Code Committee meetings and commitiees established
on Finance, Interpretations, By-Laws, Fair Trade Practice
Compluint Procedure, and for the purpose of co-operation
with the Securities Exchange Commission.

Almost immediately the Commitice was confranted with
renuests from nearly every State in the Union for explana-
liens and aterpretations of the Code. Many answers were
giver by the Managing Director, Counsel and Regional
Committees to questions involving explanations of the lan-
guage of the Code—but questions which invelve interpre-
tations most be passed apor by the Code Committee as a
whole and approved by N. B. A. before release, To date
several interpretations have been made by the Code Com.
mittee and one has received official appreval by N. R. A.

Meverlheless the Inierpretations Commitiee has held six
meetings in the past three months for the purpese of draft-
ing propesed smendments to the Code covering such vex-
inz problems as ‘beating the gun,” coneessions te registered
hanks, meamng of ‘three day clause,” voneessions on old
issues, confirmalions at net prices, and others. Amend-
ments covering the first three items as drafted by the In.
terpretations Cloiomiltee have baen adopted by the Cade
Committee and are now pending hefore the N. R, A.; the
remaining two ifems and others are receiving further ¢on-
sideration by the Interpretations Commitfes.

On the subject of compliance the necessary forms and in-
glructions bave only recently rececived the approval of the
X, R. A. and been distributed to Regional Committees. The
Code Committes considers the close co-operation of Re-
gional Committees to be of the utmost importance in this
respect. The spirlf of the Code calls for frankness and a
universal desire to live up to its high principles of cthics
aud in many cases Regional Committees have been able to
scttie inadvertent ¢lolutions and complaints without ra-
course to formal legal procedure, Where such is oot the
case, however, it is importent to follow carefully the pro-
cedure outlined.

The Code Committee hus endeavored to establish strong
Regional (fommittees in ail distriets, for it 1s obvious that
the {ode will succeed only if Regional Committees are effi-
cient.  Approximately 30 per cent of all regnstered dealers
have their home olfice in the New York disirict. In view of
the iraportance of this investment center, arrangements
were roade Tor an executive seeretary, who is also Depaty
Managing Director of fie Code. Snch an ovganization
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entails addilional expense, but the Committee has eonfidence
that its benefits are unquestioned,

With further reference to complianee, the Committee has
instigated an ipvestigation into the distribution of certain
recent national issues and alse has before it several com-
plaints. Investigalions by the Committee through the trac-
ing of bond pumbers of a syndicate issue and the taking of
testimony in regard to other complaints are still under
way. It would be unfair to moke any detailed statement
at this time,

ITFinances

With respeet to finances, the Treasurer reports the fol-
lowing expensea of the Comunittee to September 30, 1934:

COriginating Expenses:

Lagai Expenses and Professional Serwvices.. $37,917.25
Investment Bankers Assoeintion............ 2349802
{"ode Committeg—Travel and Meetings, .... 9,220.30
Operating Expenses: $70,640.57
BAlEIeE L e i e e $16,757.25
Ofice Rent ......... ... . i 375.00
Prinfing and Stationery. .. ... ... .. ... 3,936.57
Ineidental Office Eapenses. . ... . . ..., 151.00
Postage ... ... ... ... il 1,684.12
Telephona ... ... ... i, $17.58
Telegraph .. .. ..o ... . . e $73.47
Traveling Ezpenses—Office........... ... .. T48.67
Legal Expenses........cc.oviiiiinineinn. 3,395.29
Expenses of Treasorer’s Office. .. .. ........ 200,00
Accounnting Fixpenses. ... .. .. e 597.08
Bond and [opsurance Preminms. ... ... ... ... 157.00
Qfice Eguipment.......... ... ... ... ..., 2,934.70
Code Committee—Travei and Meetings. . ... 4,101.90
Regional Committees Expenses......... ... 10,029.81
$113,905.02

The receipts from Assessment No. 1 to the same date
were $133,980, leaving a balance after the above expruses
of 317,074.58 against which were estimated unreported ex-
penses of $4,779.82. CQuistanding bills veccivable as of the
sumie date wore $20,320000

Of the (oregoing iems of expenses $70,643.57 was for
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‘Originating expenses,” that is to say for expenses in-
carred in the preparation and presentation of the Code and
Fair Practice Amendmeunt—this amount being approxi-
mately $13,500 less than ortginally hudgeted for sueh ex-
pPenses,

Of the operating expenses many items are dependent up-
vn the amount of meneral communications necessary to be
racle to the trace at the time of registration or the making
of nssessments, both of which require considerable expen-
ditures for printing, stationery, billing and postage, The
principal items may be commented upon as follows:

(1) Balaries—$16,757.25.

The Committee considers this s reasonable amount
for practically five months of the formolative period of
a broad venture such as is the Code.

{2} Legal Expenszes—%$0,355.29.

This sum, paid to covnsel for services and expenses
represents practically five months concentrated work
on the Code, including many requests for interpreta-
tions, conferences with N, R. A, drafting registration
procedure, Br-Laws and Trade Practice Complaint
Procedure and consuitations with asd advice to the
{lade, Firnauee and Interpretations Committees, the
Executive Comrnittes, the Managing Director and hia
staff.

{3} Code Committee Travel and Meetings—$4,101.90.

Thiy sum represents actuwal expenditures and an un-
reported amwoont estimated at $979.82 may be added to
it. The Code Committee contains twenty-one members,
focated in the citics of Ban Francisco, Los Augeles,
Seaftle, Denver, Now Orleans, Baltimore, Minneapolis,
Chieago, Lounisville, 8i. Louis, Cleveland, Boston, New
York, Philadelphia, Washington and Atlanta.  Obri-
ously the amount of fraveling is great. The cost of
one meeting of the Committee is from £1,200 to $1,30H),
or possibly more, depending wpon loeation and atten-
dance,  All the members must carry their expenses
themselves, sometitnes for several months hefore reim-
barserment 13 possible through sathorization of the
Finance or Code Committees,

{4) Regional Commitiee Fxpenses—$10,028 81,

This item may also be inereased by reguisitions from
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twelve Committees whose combined hudgets fotaled
$3,5300 for the mouths unreperted. It iz, however, far
legs than the orinnal hudget of $24,000 to July 31st
for all Regional Committees and lezs than the new
budzet to Decernber 3lst becanse of the uneertainties
of expenses incident te enforcement ardd becanse Re-
rional Committeey themselves have conservatively
vrer-estimated on account of lack of experience,

The Committer has areanged for an andit of the
Troasurer’s seeounts by Messes, Priee, Waterhouse &
Conipaey az of Degember 31, 1934,

Under the N. B. A., Code authorities are required to
have their budgets approved before spending the
money collected.  As will appear from the foregoing
cxpenses, our estimates tor Bodget No. 1 were too high
and we were able to operate for more than two months
hevond the expiration dufe of that bodget, July 3lst,
hefore calling For a new assessment. Budget No. 4, to
vun trom Juoly 31st io December 31st, 1934, is as fal-
lows:

BUDGET X0, 2.

[} Malaries:

Managing Director ... ... ... &8,3353.40
Pepuly Managing Director. ... 2,033.40
Assistant to Managing Director £,033.40

Comptroller ..., .. ... ... L6671

Sten, & List Clerke. ... ..., 73840

Stenographer. ... ... ... .. TR0

Stenographer ... ... £25.00

Sten. & Telephone Operator. .. H00.00

File Clevk ................ ... A00.00

Typist & Ldst Cleck. .. ... ..., A0

Office oy ... ... .. ..., 323.00
S18,075.50
(b} Oftiece Rent ... ..o .. o S575.00
() Printing and Stationery ................. 3.000.00
{d) Incidental Office Expenses ... ... ..., o LAY,
{e) Postase ... o o 1.750.00
fi} Telephone ... .. . oo 1.250.00
tg) Telegraph ... .. o 1,000.00
th) Traveling expenses—Office ... . .. L. 1.00M.40
() Lewal Expenses ... ... oo oo 3,135.00
fi) Fxpenses of Treasurer's Office. ... .. ... -, S00.00
(k) Accounting and Auditing Fxpenses. . .o...  1,000.00



{1} Office Equipment ........................ 500.00
{m) Code Committee—Traveling and Meatings.  6,000.00
{n) Complaints and Investizgations. . .. ... ... 12,000.00
{0} Seventeen Regional Committees. . ... ... 29,000.00
{p) Contingencies . ... . ... ... .o e eann. 5,000.00

$47,325.30

Credit available from collection of first
assassment . ... ... iie e 34,930.00

Net amount to be raised by Assessment
No. 2 e $52.395.3

Q-

It 1s te be noled that Budgets are not expenditures and
the fact that an item is budgeled does not wean that it will
he spent within the budget period. Our experience with
Budget No, 1 proves this. Excess receipts lend to put off
the Lime when the next assessment will be made, and due
to our having a surplus as of September 30, as shown on
page 3, and the futher fact that we have collected a sub-
stantial amount of the urpaid hlls outstanding as of the
same date, the Committee anticipates that it will be in
funds for some months of 1933, Budget No. 2, is, how-
ever, drawn onply until December 31, 1934, apnd any sur-
plus ¢arried over beyond that date will be eredited against
onr next budget. :

Budget No. 2 contains some items upon which the Fi-
nance Committee could only hazard a goess. Sueh items
a% galaries, rent, traveling, ordinary legal expense, station-
ery, telephone and telegraph, are round amonnts based
upon previous experience and are only variable to a mod-
erate extent, depending largely npon whether a new regis-
tration lizt is called for or a new assessment made during
the period in which cases communications to all deslers,
or at least to all registered dealers, are required.

On the other hand, the budget contains items for Re-
eional Committees ($29,000}% and Investigations and Comn-
plaints {$15,000} which mway be highly variable. The for-
mer i3 based wpon the budgets sabmitted by 17 Regional
Commiltees and has proven greatly excessive to date. It
is reasonable to expect that Rerional Commitiet expendi-
tures will be materially inercased as these Commitiees he-
come mote active. The latter is purely a gness. Both these
items would obviously be subject Lo wide fluctuation i besi-
nesg should inercaze, v if the public should learn to ap-
preciate the value of Code protection, in cither of which
cases the wark and expense of invesligation, edncation and
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compliance wounld ondoubtedly incregse. The Committee
asked thia protection from dealers in order ihat it might
be in a positior to meet these contingencies. In no event
will it spend money it does not have. Again we repeat that
items budgeted are not necessarily items spent.

Assessment on & personnel basis was chosen after a ears-
ful examination of oiher bases, sich as on earnings, cap-
ital, profits and business done.

IIT—RBenefits of the Code

With reference fo the effectiveness af the Code itself, the
Cormittee feels that much has been accomplished. The
organizalion is now equipped to function. It is for the
dealers to offer wholehearted co-operaticn to the end that
the ideals upon which the Code i3 feunded may be learned,
understood and effectuated throughout tbe indusicy. The
{reneral Principles constitute a pledge to the public to cen-
duet our business on *‘high standards of corumersial
hengr’® and the realization of this end calls for teamwork
of the highest order.

The rules governing new issues of securities assure to
dealers and to the public more adequate information than
heretofore required and the seefions covering selling svm-
dicates and geovps in conpection with new issuts are de-
sighed to deceleraie the process of distribotion in the in-
terest of more mature consideration of new issues by both
dealers and their clients. No section of the Code was more
difficult to write and probably no scetion has caused more
misunderstanding and confusion as to its meaning. The
Committee has, 85 noted above, adopted and snbmitted to
the M. B. A. several amendments and is in the process of
offering others which it is hoped will elear up the difficul-
ties. Certainly sueh provisions, when clarified and under-
stood, should work substantially to the advantage of
dealers,

The one-price {eature of the Code is for dealers the most
effective and heneficial provision even in these times of dull
business. For many vears, the industry has literally been
giving away substantial amounts of money in discounts
and the Code provides a means by which this practice con
be remedied. To date, most of the zain in this respect has
been through distribution of puablie seenrities Lt when the
general capital market is again reopened the advantage is
obvious. Ever under present conditions the Commitiee
feels that if dealers will check their transactions they will
find from this one source a henefit many times exeeeding
their share of the cost of administering the Code.
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The Committee desires to call attention to the require-
ments as to supervision of sales made by salesmen. 1t is
most desirable that houses take advanfage of the present
dell times to set wp adequate methods of checking such
sales in order that the system may be workable in more
active markets, The provisiona a3 to employment of sales-
men have been generally satisfactery. They tend teo re-
guire experience and qualification in order that ouly proper
representatives may solic¢it business from the publie. Many
of the Regional Committees have had oceasion to operate
under these provisions and those representing saveral dis-
tricts have developed a method of written examination for
praspective salesmen, which method should be most help-
ful in assuring a fair test. The laognage concerning solici-
tation at residences without prior written consent of the
parties to be approached has been open to some question,
but the Committee helieves that the spirit of the provisions
is elear and that dealers must conduct themselves inn con-
formity with that spirit in order thut onr industry may not
be brought into distepute through the wholesale solicitation
of people at their homes by personal calla or by telephone
withont first obtaining writien permission 0 to do. The
aetivities of other salesmen do not constitute a defense
for solicitations of this character and when formal com-
plaints are fAled the Committes may be forced to act under
the Genersl Prineiples as well az the specifie language of
Article VI, Section 3.

Home of the benefits of the Code are undoubtedly lost
through lack of coordination within dealera® offices. Com-
rmmanications from the Managing Director or the Code Com-
mitter shonld be routed regularly to the appropriate part-
ners or eraployees. The same gas alse been true of the
rassage of infermation to branch offices by home offices.
Al registered dealers shomld wnderstand that communi-
cations from the Maraging Director or Code Committee
are sent only fo home offices and it is the responsibility of
such offices to keep their persomnel informed, wherever
they may be located. This is particularly important be-
canse ¢f the possibilities of violations by branch offices dne
to lack of information,

The Begistration provisions have wone into effect as al-
ready noted and the Committee is now enraged in survey-
ing the list in order that it may cootain only the names of
those who believe in the Code and are able and willing io
live up to its obligations. From time to time amended lists
are izsned and the Committes asks the earnest co-operation
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ot all dealers in making this feature of the Code nseful and
cifective.

There remaing fhe guestion of compliance. We already
have before us instances which indicate that dealers and
the public are beginning to realize the advantages of Code
protection.  Complaint procedure forms and ipstruetions
have already been issued, sopplementing the langunage of
the Code in this respect. The (ask will be greatly simpli-
fied if all dealers will study the Code and Procedure care-
fully. The Committee hopes that dealers will consult freely
with their Regienal Committees in order that violations
may be avoided. In cases of wiliul violation, however, the
{’ommittee of course will take punitive action in accovdance
with the Procedure for handling Trade Practice Com-

laints.

P In general, the Committee feels that muech progress has
heen made. The complications of operating nnder & Fed-
eral Statnte have reguired that we proceed slowly but now
that the formulative period is passed, we look to the deal-
ers of the country to offer their gemerous assistance in
working under the principles which we have adopted for
ourselves for the good of all.  OQur problem now is to real-
ize the advantages of those principies, to follow them care-
inlly and to thus prepare ovrselves for the expansion of
our business which is essential to the country. Although
thiz memorandum is a report by the Code Comimitice cov-
gring itz activities to date, it would fail in its porpose if it
ifiel mot point out to all those whose setivities come under
the provisinns of the Code that this iz their Code. The
Code (Committee and the Regional Committees are their
renresentatives and caonot expeet to serve the best inter-
csts of the Lnsiness unless they receive from the dealera
sngrgestions, opinions and eriticisms.  Cnly with the whole-
hearted sapport of the dealers who have created and sub-
zeribed to the prineiples adopted ean the Comimittes accom-
nlish the purposes of the Code.

Yours very truly,
TwvEsTMENT Baxeers: Cone CoMyrTree,

by Bornix A, Wieeur,
Hanagtng rector.
Dacember 8, 1934,

dddilwonal copies of this REeport it De furnished upnn request.
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