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TRADING IN ~P~AN S~CU~TIES 
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On December 8, 1941, following the attack on Pearl Harbor) the national 
securities exchanges suspended dealings in securities of Ger.~n, Italian, 
Japanese and other Axis .origin; and the Co,,~sion, having oonsulted with the 
State and Treasury Departments, requested the cooperation of brokere and : ~ , 
dealers in regralning from • ffecting transactions in all securities cf such .... 
origins. Trading,was restored in Italian securities ~ in .December '1947'and in  
Japanese securities in November 1950. 

In l~rch, 1951 following the announcement by the C~ver~mmnt ef the 
Federal ~public of Germany (West Germany) of its recognition ef pre-~ar 
external debts of the German Reich, the Co-,.~;ssion, having consulted Wi%~ithe 
State Department, advised that it did not intend to withdraw its requeet that 
brokers and dealers refrain from effecting transactions in German Seeuritiee 
unti~ full assurances could be given to inves$ors, through validatlom pro- 
ceedings, that only securities which constitute .good delivery • w ~  Me 
afforded a market in the United States. This action was necessary because ef 
the large volume of German securities, particularly foreign currenc~ ~ ,  
reacquired by the Germans and held in negotiable form in Berlin,: which were 
lost or looted after the occupation of Berlin in 1945 by the Soviet armd 
forces. In September, 1952 and April, 1953 the Com,~ ssion again requested 
brokers and dealers to refrain from effecting transactions in German eeeuri- 
ties pending the establishment of "-appropriate validation procedures. 

The Federal Republic of Germ-ny has enacted legialatlon requiring the 
validation of foreign currency bonds and certain internal securities, and 
pro.cednres for validation have been or are being established. ~The Agreement 
on German External Debts s~gned in London on Febr~a~ 27j 1953 provided t lmt  
the Federal Republic would permit the settlement of certaln ~b~8, inclu~-g 
German foreign currency securities, and would provide ~the necemsary foreign 
exchange to permit payments on debts which are settled. Validation is a 
necessary step before a bondholder may particlpate in a settlement which may 
be offered pursuant to the Agreement of February 2 7 , ,  1953. An exohange offer 
has been made by the Federal Republic with respect to ce:rta4n issues of the 
German Reich and the Free State of Prussia) and an issue of t~ O~ver~i~ 
Office for German Foreign Debts. It is understood that further e~amS~ effer~ 
are being negotiated. Negotiations in ~he case of dollar bonds issued e~ 
guaranteed by West German states or ~micipalities are being c~Ac~e~ by ~he 
Foreign Bondholders Protective Council, Inc., 90 Broad Street, New ~ ' k  ~, 
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New York, and negotiations in the case of other German dollar bonds are 
being conducted by the United States Committee for ~erman Corporate Dollar 
Bonds, 910 - 17th Street, ~N. W., Washington 6, D. C. Inquiries concerning 
these matters ~ should be addressed ;to the Foreign Bondholders Protective 
Council or to the Committee for German Corporate Dollar Bonds, whichever 
is appropriate. 

The procedures for valida$i~ are not idential for all securities. 
Under an Agreement dated February 27, 1953 entered into between the United 
States Government and the Federal Republic of Germany, a joint ~erman and 
America~ board has been established in this country to validate German 
dollar bonds, and registration of such securities for validation began in 
September 1953. In addition, under the provisions of a Treaty between the 
Federal Republic and the United States si~ue~ on April i, 1953 no German 
dollar bond subject to the validation laws of the Federal Republic is en- 
forceable unless and until it has been validated. 

In addition to the problem of validation, the ~ Co~i-sion has been 
cp~cerned with obtaining for~investore ~ecent i~fors~ti~ a~t~he ' var~6us 
issuers of German dollar seou~ities. Such infc~mati(~ iS~e~sid~ed ~ 
desirable in connectiomwith .the ~esumptioh of ~rading in s~eh securities. 
In No~mber, 1952 the Commission initiated steeps through the :GOV~rnmen5 of 
the Federal Republic looking to the furnishing of current i~f6r~tion by 
the German issuers. Such information about the Fe'dera ! ~public is now 
available in a circular dated October 6, 1953, which relates to the exchange 
offer which it is now making. Copies of the circular ~y be ob%aine~ from 
the exchange agents: J. P. Morgan & Co. Incorporated, 23 Wall Street, New 
York 8, New York and Dillon, Read & Co., 48 Wall Street, New York 5, New 
York. Since information about the other German issuers had not been fur- 
nished, the Oo~ission in November 1953, after consultation with the 
Department of State; sent discs requests to sixty-three issuers of Ger,~n 
dollar obligations, and again requested the assistance of the Government 
of the ~geral Republic. As a ~esult of such effo~s, thlrtean~ German ,! 
issuers :~/ have transmitted to ~e Commission copies. (in the Ge~ma~i lan- 
guage) of their annual reports, ~but the remaining f~f~y issuerS ha~ so 
far failed t~ send information. The annual reports on hand are available 

l_/i City of colo~e; city of Frankfurt am Main; City of Munich'; Dor~mder 
Stadtwerk~ A.G. (Dortmund Municipal Utilities); Electrowerke A.G. zu 
Berlin (Electric Power Corporation of Berlin); Energis-Versorgung 
Schwaben A.G. (Consolidated Hydro-Electric Works of Upper W~rttemberg) ; 

' Feldm~ehle Papier & Zellstoffwerke, A.G. (Feldmuehle Paper & Cellulose 
Works Corp.) ; Hamburger Hochbahn A.G. (Hamburg Elevated, Underground.'& 
Street Railways Co.); Hamb~rgische Electricitaets.Werke A.G. (Hamburg 
Electric Company and Unterelbe Power & Light Co.), ~dolph Ka~dt 
• A.G. ; P~ein-Main-Donau A.G. (P~ine-Main-Danube Corporation) ; Energie- 
versorgung Osthayem A.G. (Oberpfalz Electric Power Corporation); 

• Harpener Bergbau -A. G.~ (Harpen Mining Corp.,). 
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for public ~_nspection in the Commission,s Washington:office, and where 
~ff:icient copies ~ve been received, are also available for~ p~blie 
in@peCti~n &% ~e Co~misslon's regional offices in New York, C~mloa~q and 
San F~cisco. Rspozts received from other.Gers~u issuers w~llk~e 
be:rode ~vailable for public inspection as rapidly, as they are re~e~d. 

On Novamber 20, 1953 the Securities and Exchange Cobs.sick, 
announced that it had under consideration a propos&l to adopt a rule un~ 
Section 15(c)(2) of the Securities Exchange Act of 1934 to prohibit 
brokers and dealers from trading in the over-the-counter market in ~r~an 
securities which are required t o be and have not been validated pursuant 
to the validation laws of the Federal Republic of ~ermAuy. The Co~issi~ 
has considered all of the comments and sug~stions received and ha~ 
adopted ~le X-15C2-3 in the form stated below. 

This new rule makes it a "fraudulent, decepti~ or ~nip~lati~ 
act or practice", asu~ed in Section 15(c)(2) of the Act, for any bro~r 
9~ealer ~O ~f~ect any ~ransactlon in, or to induce the purchase or ~ ,, 
S~o~, ..~-y..~rm~:~.e~.url~y required  t ?  be va l ida ted  under applicabla.'/.~.. 
va~ldat iq. .~.  ~ ,ws  O~ the :~dera! Re,pub:Lto, of Oer~anY ~less it ~ae been 
,4k~.~ ~alidate~. If ~n~ch ~equ~ity~s a dollar eeouritX~ it rest ha~ ': ' 
at~d to it a dpcu~nt of the Validation,Board for Germ~u Bolla~ ~ : 

certifying to the validation of such security. The Commission ham 
been informed by representatives: of the various e x ~ ! ~ n ~ s  uP0~ which 
German secu r i t i e~  haw been traded tha~t s e c u r i t i e s  which haw not been 
va l ida t ed  w i l l , n o t  be  ~considerad ,good del ivery"  aga ins t  sa les  made on 
these exchanEes. ., 

The Commission has been informed that, where the authen$icity of 
an ~outstanding dollar security has been established, the Validation 

• ~ a r d  w i l l  a t tach  to  each such d o l l a r  se.qurity a document c e r t i f y i n g  to  
itS~ validation. Consequently, ~le X-I~C2-3 provldes thatLa German 
d o l l a r  securi, t y  required t~ b~ ~validated cannot bo: t raded unless  t h i |  . 

• ~do~mnt  ,iS a t tached t o . i t ~  Since. t~e co.-,,..tssio~has no a s su ran~  t h a t  
a .validat@d s~curi~y o ther  than a d o l l a r  s e c u r i t y  w i l l  haw any dooms. ~ 
c e r t i f y i n g  to  itS. va l i da t i on  a t tached to i t ,  a broker or d e a ! ~  p ~  
to effect a transaction in such a securlty will haw to be certain t~t 
it has beta ~l~ valSdated; if he should effect a transaction in a 
~edurit¥ not validat#d as r~quirsd he would be violating ~le X-15C2-3 
if ~he mails or othe~ Jurisdictional elements are involved. 

Persons wishing information regarding the validation of ~r~ 
dollar securities should co.m~nicate with the Validation Board for 0Jr~ 
Dollar Bonds~ 30 Broad Street, New York 4, New York. Information con- 
cerning the validation of securities other than dollar securlties UY be 
obtained from the Fqreign Representative of the 8er~ Federal ~blie, 
30 Broad Street, New York 4, New York. 

In view of the above , the Co,,.~sslon feels that it is appr~pz~aW 
to withdr~w i t s  request  tha t  brokers and de.alers r e f r a in  from e f fee~ ing  
transaati~s in We~t German securities to the extent that such t~&1~ m 
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is not prohibited under the provisions of its new RAIe X-15C2-3. The 
Co~mi-sion's action, of course, should not be construed to mean that it 
has in any way passed upon the merits of any of the securities which are 
permitted to be traded. 

The Commission has no information when validation procedures will 
be established for dollar securities of issuers in that part of Germany 
under the control of the Soviet or Polish Goveraments. Therefore, the 
Comm4ssion, after consultation with the Department of State, requests that 
brokers and dealers continue to abstain from any activities which would 
tend to create a public market in these securities. While the C.:-..,-: ssion 
has been advised that negotiations are under way to establish validation 
procedures for Austrain dollar securities, the Commission requests that 
the sdcurlties industry also refrain from trading these seeuritiem until 
further notice after the establishment of validation procedmxls. The~ 
Commission is not in possession of any information which~i@ fee~ wc~l~ 
~stlfy it in-withdrawing its earlier request tha~ broke re,and dealerm ~ 
refrain from trading in securities issued by B~1~garia, Hungary, amd 
Roumania, and by issuers in any of these countries. 

: Statutory. Basis 

Rmle X-15C2-3 is adopted pursuant to the provisions of the 
Securities Exchange Act of 1934, particularly Sections 15(c)(2) and 23(a) 
thereof, the Commission deeming such action necessary and appropriate in 
the public interest and for the protection of investors, and necessary 
fo~r the execution o~ the functions vested in it under the Act. In 
accordance with the provisions of Section 4(c) of the Admlnistrati~ 
Procedure Act, the Commission finds that there is good cause for making ~ 
this rule effective before the expiration of thirty days after its 
publication because brokers and dealers subject to the rule have ~ been 
refraining from effecting transactions in the securities covered by t~e ~. 
rule at the request of the Commission, and it is necessary in the public 
interest and for the protection of investors that the rule be made effec- 
tive before the expiration of saidthirty-day period. 

' Text of ~le 

~LE X-15C2-3 - PHDHIBITING TRADING IN GERMAN SECURITIES UNLESS VALIDATED 

The term "fraudulent, deceptive, or manipulative act or practice", 
as used in Section 15(c)(2) of the Act, is hereby defined to include any 
act of any broker or dealer designed to effect any transaction in, or to 
induce or attempt to induce the purchase or sale of, any security required 
to be validated under any applicable validation law of the Federal Rspublic 
of Germany unless (a) such security has been duly validated, and (b) if 
su~h~security is a dollar securitY, there is ~ attached a document of the 
Validation ~ Board for ~German DOllar Bonds certify~g t o  the validation of 

The foregoing shall become effective January 12, 1954. 

By the Com~ssion. Orval L. DuBois 
Secretary 
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