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Sill1HARY OF DISCUSSIONS ON SEPl'E1IDKl. 26 AND 28, 1955 

AT RE('.lONAL ADMINISTRATOHS CONFERENCE 

The follol'ling is a sununary of the discussions relating 

to Reports of Investigution, References to State Authorities, 

Problems Presented by the R. V. Klein Decision, Special Investi

gations Unit , The Cooperative Inspection Program, The Inspection 

Hanual and Report I<'orms, Cooperation of the Regional J~dministrators 

in Processing Broker-Dealer Applications, etc. prepared by lIrs • 

Hurphy from notes taken during the meetings. 



... 

o 

INDEX 

CONFERENCE ON SEPTEMBER 26, 1955 

Reports of Investigation 

Recommending formal orders 

Recommending injunctive action 

Recommending administrative action 

Progress Reports 

Page 

1 

2 

4 

8 

Closing Reports 10 

Reference to State Authorities 11 

Problems Presented by the R. V. Klein Decision 15 

Special Investigations Unit 18 

CONFERENCE ON SEPTEMBER 28, 1955 

The Cooperative Inspection Program 

The Inspection Manual and Report Forms 

Cooperation of Re ~ional Administrators in 

Processing B-D Applications 

Reports Under Hule X-17A-5 

Net Capital Problems 

Miscellaneous Matters 

21 

24 

27 

29 

J) 

31 



r 

o 

CO~lF£!'lU::NCE ON SEPT3:·[Ct:R 26, 1955 

COIn-!ISSIO};ER PATT.:..;nsot: PllliSIDIllG 

P.EPQ'l.TS OF Th'VZS'rIG;~TIO~:S 

Col!U'llissioner Patterson opened the conference b~! stating 

that the first topic of discussion "ms "Reports of InvestigiJ.tion li and 

o that the first item 1'ras those reports recomn:encling formu.l orders. He 

said that no particula r form of report is required but it is necessary 

tru'.t sufficient information be supplied so that the COllunission can be 

advised th<:.t an adequate basis exists for the issuance of 3. form3.l order. 

He spe.cified that the report should set forth the naJae of the secul'ity 

involved,. the section of the Act involved, the n::Ui13 s of the proposed re

spondents and their participation in the suspe cted violations, the pe riod 

of time to be cove r ed by the investigation, the b ::'.s i s f or the suspected 

violations, the <lvdlt:.ble jur isdictiono..l b ' s i s , the officers to be nm.le d 

in the order and the reason \Thy subpoena pO':Ter is ne cessary. He 2l so 

stated thJ.t it Vlould be helpful i.md t:1.rlt0 savin~ if J. clr.:U't of th;3 proposed 

order ','!ere submitted as provided by Uffice lIemor ,mduTi:. Ho . 157. 

Hr . Hol den expl ained th ~\.t the f ore,:;oi nc infol'~·Jl :!.tion is l13 ed

e d in order to h,-11dl e the matte r int elligently ~'.n:l exped:Ltously in this 

office . He pointed out tInt the Conunission O\h mys a ::;ks ,·[hether 1"Ie 

have the use of th~ nnils or other jurisclict i onu.l e l e.,B nts and ':Thy sub

poena pO':le r i s needed. IIr. Ne,·rton asked 1"Ihi.1.t if \·!e didn't have the 

use of the m:1.ils or other jud sdicti un::u b:.Lsis but expecte d 
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to Eat such e vidence b~r tho investigation. Hr. Pennelw.mp replied 

that he thouCht the Stc.rdust case cover ed t.hd situation. In th.1.t 

case the r espondent defcnded on the r;round th:;l.t it h~d n,)t used the 

r11<".ils and the court held that use of the m.<i.ils i,ms n:Jt ne cessary 

for a formal order since that may be a matter t ,) be developed in 

the inve stiedion. It 1·ms (?sked l-mether, so f.:-~r as brokers ani 

deal e rs ,(1'0 concerned, He could rely on t, he f ad th;.J.1, they a r'e reG

iste red and therefor :; pre outre d to be us i neg the mails or j.ns trLl''len

t alitie s of interstate CvrflJ,le rCe or ,·rhether 'Jl8 I.mst s how s pe cific 

use of the m'lils or other me;:ns or i nstrU! 1c;mt:; vf i nte r :·;t, ·,t e com

r,le rce." 1·1r. HOlden replied t hat \··!e must have f c.c',js i:ldic~'.tint: jur i s 

diction"3.l ba sis a nd not rely on presur.lption. 

Corni.ssione r PEJ.tte r SO!1 e.uvised thc'.t the question of 

deleLJ.tion of subpoe na po~.re r t o tho necional .~ (Jmini s tr,-,-tors h."J.d been 

studied by t he Gener 'll Couns el' s Office "'hich, he understa nds, has 

concluded thi'.t the Commission may deler;:).t e subpor:: n :1 pOI!e r but tIn t 

the Conulli ssion has not r et consider ed the question. 

CO!Jmi ssione r Patte r son s t at ed th t the next type of r e

ports to be discussed I'ras those contairLi.ng recom.mnrlations f or i n

junctive a ction. He st ··tt ed that \'ThU e Office J.[.:;mor.1.ndur.t #157 con

temp1':tte s submi s s i on of ."J. r eport, m:my cases , p3.rticulnr1y those 
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based on Section 5 of the Securities Act, may be in the form of 

a letter, especially if it Hill save t:iJne. The information ne cessar-.f 

is similar to that required for a form<u order, ' but Hhen court action 

is recommended the report must shoN the evidence available to prove 

the case. ~Jhere fraud is to be che.rged, the report should set forth 

the elements of the fraud and the proof available to est?blish such 

elements. It is also necessa.ry th<lt a dretft of the compl.'!.int be sub

mitted. Hr. Holden explained that \'1e try to clear all recomme nd:J.

tions for injunctive action \'lith the Commission as soon as possible 

and that He must be able to tell the COllmussion ho1'[ each allegc.tion 

is to be e::;tablished. Therefore, reports recomme nding injunctive 

action mus t cont ain such inforntaltion in order to expedite cleo.rance 

\·rith the Corxnission. He sUtjgested that each :111eg.J.t i on be listed 

sepa r ately f'ol l o\'led by proof , n.J.ming vritne s ses , etc. He r epc3.ted 

that t:iJne i s of the es sence in injunctive cases a nd it ,·/Oul d eA'})vdite 

matters if reports reconnnending such action Here set up as Su!;cested,. 

Hr . Horan asked "hether all re conune ndations for injuncti 'fe 

actions should be sent to the Division of' Tr adinc and Exchan t;es Or 

,,,hethe r those in \-Thich a contest is expe cted shoulrl. be sent to the 

Office of' the General Counsel. 1,11'. Holden r eplied th:1t all r e COflU'll

endations for injunctive a ction should be initiolly sent to the 

Division of Tr.::tding and Exchanges, but that l ater if a contest de

velOps , all do cuments are to be sent to the General Counsel' s ffice 
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,>lith copy to Division of Trading and Exchange s. 

l1r. Pcnnekamp asked whether it is necess3.ry for the 

llegional Administrator in each case to seek a restraining order, 

temporary injunction, Cl.I1d a permanent injunction Or Hhether he 

could skip the first hlO and seek a perme.nent injunction Dnlnediate

lYe Hr. Holden replied that ea ch case should be decided on the 

basis of the facts. He pointed out that ordinarily in an injunctive 

suit tilne is of the essence; that a restrainine; order or prelinun?:r y 

injunction can be obta ined in less time than a penn,,,nent injunction. 

It was also pointed out that if He obtained a restraining order or pI'e

limin.::>;ry injunction, violations of those orders ·.Iould give us a 

basis for a contempt action. At this point Hr. Green stated that 

as a result of the C. Randall Henderson case, it is not clear to him 

whether the statute of limitations on contempt is 1 or 5 ye ars. Hr. 

Blair replied that in that case , the court sidestepped the question 

stating that the contempt had t aken pla ce \"dthin a year. He s aid, 

hOvlever, that he thinks the statute of limit ntions is 5 years. 

Corrunissioner Patterson then referred t ,) tho se reports 

recommending adrninistrative actions. Such reports set f orth the f act s 

and evidence unde rlyine; the alle ged violat ions , the jurisdictional 

basis and in the conclusion cite the various sections a nd ru-le s 

"Ihich have been violated. He SOlid it ',rould be helpful if the report 

also cont ained a. short statement by the attorney handling t he inves

tigation a s to his theory of violations . He added that the Of fice 



. .. 

o 

Q 
-5-

of Opinion I"fritin.r; 2.dvises th?.t i t .. rould also be helpful to it if 

the attorney assi2,ned to the Cilse "T8re to set fo rth the theories 00-

derlying the violi'.tionsin the proposed findin.::;s. 
I, 

Hr. Gibbons led tl1e discussion vlith respect to this SUGees-

tion Dnd pointed out that Hhile ,·re do not need a statement from the 

Regional Office as to the theory of violations in obvious cases , such 

as embezzlement, nevertheless there are many other cases ,·,he re the 

theory of the violations ~,rould be helpful in drafting the order for 

proceedings and in presenting the case to the Commission. It should 

be remembered th",t the r eport. reconunendine administrative action is 

not a part of the record and is, therefore, not available to the 

Office of Opinion \'lriting . In order that the theory of the violations 

be available to the Office of Opinion ~Jriting, it .vould howe to be 

contained in the proposed findings or other doclUnent , rhich becol\Gs a 

part of the record. 'rhe Regional Office representatives appeared to 

feel that the present reports are sufficient ilnd that it vr~s not ne c

essary to spell out the theory of violations. 

At this point Hr; . Gr een said that he ,,[ould like to di gres s 

from the subje ct for a moment and brine up a question which is nove l to 

him. He said that recently be had been asked to f ile a written answer to 

a motion to di smiss and he \"lCintod t o know if t.hat procedure He re not nel •• 

Hr. Gibbons replied that \'Ie made a practice of f iline \\'ritten anSHers to 

motions to di smiss. Hr. Green said that wher e there i s a question of f a ct 

involved he could see the necessity for the procedure but t.he t he diem 1 t 

think an anS\'ler is ne cessary '''hon the only questi on involved i s a l C'gal 

one. 

Hr. Krys r a i sed the question 1"fhethe r the theory of viol d.t. ions 

\vould be in a public docur.lcnt and served on opposing parties. 
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Mr. Gibbons repeated that he thinks the theory shouid be set 1'orth in the report 

of investigation and then again in a pubLic document, such as the proposed 

findings or brief in support of them, which is served on opposing parties. 

Hr. Green said that he serves his proposed findings and briefs on 

opposing counsel but that the Secretary does not serve such papers from t he 

respondent on him. Some other Regional Administrators said they were not 

served with such documents by the Secretary, while other Regional Administra

tors said that they were served. It was decided to take the matter up with 

the Docket Section. 

Mr. Green said that he thinks the exhibits in an adlunlstrative 

proceeding should be left in the Hegional Office for use of the partie s in 

preparing proposed findings and not taken to Washington by the Hearing Examiner . 

Mr. Rcid advised that in the R. H. Johnson case where there were a bout 2,uOO 

exhibits the New York Regional Office kept the exhibits and asked t'or a 

departure from the Rules of Practice to perlld.t the RegionaL Office to prepare 

and fiLe i ts prop03ed findings and then give t he respondents an opportunity to 

prepare theirs. This pLan was folLowed and lUI parties to th", proceeding 

we re able to use the exhibits . 

It was suggested that the liules of Practice be amended to provide 

f or filing proposed findings and brief in support of them simultaneousLy and 

t o allow 2u days for f iling them lIi th an additionaL five days fOl' cases in 

t he Westem part of the country. 111'. Green stated that h& did not thinlc t hat 

all parties should be required to file proposed findings and bri efs within 

the same period. He believes t hat \lhoever has the burden of fl TOOf should be 



• _ 7 _ 

required to file first; that the other parties shOULd be g1ven sufficient 

time thereafter to file and that the first party be allowed additional t1ffie 

to a'1swcr. In this way replies by each party to the other party ad infinitum 

would be e!L~nated. After much discussion it was recommended that the Rules 

of Practice be amended (1) to provide that proposed findinss and brief be 

filed simultaneously and (2) to allow the fOHowing time for nUng them: 

2u days for the moving party; 2U days thereafter for the respondent; 10 days 

o thereafter for the reply of the moving party, with additional time in I,estern 

cases. 

Mr. Krys then asked whether there is some way whereby the respondent 

could be forced to answer our original plea. He did not mean an answer at 

a pre-tria! conference which is often held on the same day the hearing is 

scheduled to start, but an answer in writing prior to the hearing date so 

that the hearing itself could be shortened. He had in mind obtalning written 

admissions or deniala of facts so that ue would not have to prove, for instance, 

that a broker-dea~er 1S registered or that no filing was made under the 

Securi ties Act with respect to a particular security. One Re gional Administra-

tor thought that the federal rule pertaining to requests f or admiss10ns cOULd 

be used as a gutde. 111' . Reid thought that requiring an answer simply travers-

ing aLLegations is Old-fashioned and that we should make dem.<md for an 

admission or denial of each aJ.le gation . But, he added, evan t hough ue obtain 

admissions, we uould have to put in some evidence in or der to give the 

Commission data on which to evaluate the case and deteI"1nine the proper 

sanction. Mr. Horan replied that if the spondent doe s not admit. allegations 
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or ~f his answer is not responsive , we must make out a prima facie case. 

Messrs . Reid and Pennekamp thought t hat the Commission would desire 

something in addition to a prima facie case by way of admissions or other 

evidence in order to get the feel or the appeal of the case for the purpose 

of determining public interest and sanction. 

Mr. Blackstone thought that the Commission could get information 

on which to measure the sancti on from sources other than the record, and 

he referred to the fact that courts will, before sentencing a convict, 

obtain information from probation officers, social workers, et al for the 

purpose of determining what sentence to impose. Mr. Reid remarked t hat 

in military courts there is a "record of data" made after the findings, 

which is used in measuring the sanction. He suggested that the Rules of 

Practice be revised so as to permit evidence on the question of public 

interest--such as expulsion from the NASD or suspension from a stock 

exchange--to be presented after the findings have been made. This procedure 

may require a supplemental hearing since t he respondent should be given an 

opportunity to rebut such evidence . Mr. Brown said that he vas surpri sed 

to know that such evidence is not presently admissible to show intent and 

wilfulness. 

It was the consensus that the Commission should consi der requiring 

responsive pleadings and/or requesting admissions and denials. 

Commissi oner Patterson t hen referred to Progres s Reports and stat ed 

t hat at least every t hree months a report should be pr epa red on each "pen 

i nvestigation by the man working on t he case, vhich should be approved by 

t he Reglonal A~~nistrator. Thi s makes certai n t hat t he case comes t o t he 

attention of the Re gional Aruninlstrator personally at these i ntervals . 
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The r epo rt, '.Iilich s hould be cumu :J.tiv:::, sho'.u d set .f.:'rth the evidence 

obtained dur ing the p3riod, t he \,'ork contem!'l 2.ted' durinG the next 

quarter, o.nd tile est:i!:!c.ted time bef ore t h::: ca se is cOIn?leted . The 

evidence need not be set f orth in (let c.il, but the nctur e of t hz 

evidence , the n\.U1lbe r of I'ritnesses interviel ied l'lith u cl(lssificz.tion 

o.s t o IIhether they arc princip:ll~ , investor s , Or supporti ne; I·ritness-

es shuuld be shol'm so the Home Office file "'ill reflect the st ~.tus 

of the i nvesti!;'-'tion. Hr. HOlden SE-i cl thL'.t in somo cO',s es his office 

has not bee r. cetting Progress Reports " hil e in other ca.ses the re-

o ports rcce i VEl d did nut .:i ve suf ficient inforJa,-,t i oll to !)ermit him to 

Imo'.'! hOl1 t h" c o.se i s deve loping and proGressing . I'fr . Ileid Scid t he 

prepar ation of procr e s s re ;lorts i s burclensol~le and llr . Holden r eplied 

that e ve n s o, it i s ne cessc,r j thc.t the Horde Office knol'l " hc.t lritnesses 

\'[ere intervieNcd, \',rhat evidence Has unc,)ve red, ho~'i the case i s de -

vel opin,s and n.ppro:dJ:lat ely hOIl 10n!3 i t ',fi l l be before a r e commencb tion 

Cim be l:1ade . 1-13 pOi nt ed out th(lt Pr o.c;es s Report s also serve t he 

purpose of keepi n::; the , e[;ion.)l J.clrni ni s tr(ltors i nf orme d " ~ith re spect 

to t he Co.se 3 i n t heir of f ices . Hr . Green sa.i d t ll.)t he re pJrt s t o 

the HOlll3 ll i'I'i ce on tile I'."'rlc he doc:) f or otlto !' :', q ;l :;) nu :d unis t rators 

unLl \j.:;kcd ',!he ther hel i s r e Cjuired to r.l<l lcc s uch a report . llr . Hol den 

r eplied i n t b neGati va but pOint e d out. th<:.t ',/01'1 donc fo r ot h:: r 

Heci on2l ,\c.L,lillist r 2,to r s could PN PC1"ly be s ho',m in his Sel:li- Annuo.l 

lIr . l~e : Jto!l ddvi s cd tl'Lt he h :..s 11cl.ny c::._c s on his d cl(et 

"'hich :!- l 'e no t. bctt i !l£; " t;t.cntion bc c J.U3e i n th'3 Ll~ t. yoar he h':s b .d 

sever.:!.l bi~ criJl tin~' l C:J.5 C S . l.'he c. t.tornc::/s tli :il i l-:.c \.'l"it i n: proc rc::;s 

rn')Or'~ ~ co. ' ri "1_ 11 1'0 1)r'0 r' rcss l~ In' . Eol dcn ... ·.dvi i::d ti1_~t i C :1S': ~ 
.... . l,. .J •• Lrt v t " ..... . ....... . ' .... 
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·.k.ere no proGress h" s been r.lade the ProCress Report sho'~ld state 

\'Thy no procr ess has been made . 

The 11'.3t i tem o·lith r espect to " eports of I nvestieations 

t o be discussed N.:lS Closine Report s . Commi ssion8r Patterzon ,"dvised 

that the formula sUGGest ed in the Chairm.:ln f s memorand= of Barch 15 , 

1954, seems to be ~[Orld.ng out satiGfactorily. HO\levcr, occasi onally 

a regional oHice "lill submit only a short statement to the effect 

that , in vieH of the disposition of eithe r criminal or civil pro

ceedings , the case should be closed . A closing rcp" r·t should be 

zubrnitted in every case . 

1·:r. Hol den st .:ltcd that the majority of closine reports 

a r e sati Gf.:lctorily prepared. Hol-le '/er , in a fe," situations Hhere a 

case i s be i ng closed after l , or 5 years of i nvestiGation and/or 

l itigation a s hort cl osing report is submitted . I n such cases the 

Division of TradinG and Lx ch;mge s has f e l t it necess :.lry t" r evie,,, 

the files and prepare a l oneer and more deta iled report to the Corn

nussion . He be l ieves the l oneer type of l~ PJrt can be preD~red in 

l e ss time in the recional office by the attorney Nho ha s h .-ndJ.ed the 

case and ImoHs the f .:lcts than by an attorney in the Hom" Off ice who 

Hottld have to r avie,', the f iles . He point ed out that the longe r t ype 

of r eport ne ed no t cover more th:m t vro or three pace s but it s hould 

contain 0.11 essenti al in Jrma tion SO that the COll1l1ussion Vlh()n con3id 1'

i n;: ",hethe l' to close the C.lze ,lill hava 1111 the da t u i t needs . 

Ill' . I3rO'-n1 thou:;ht th.lt lone " n de t :t.il ed clo~inL: r ep) r ts 

al'~ needed in cases Hhe re viol ,~tiom; I:Ol'e found but no . c t i on \~as t .1k()n . 
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Hr . ].[Oran said that after discussing such cases 1'lith Chairman Demler 

he started sending long form reports. Hr. Holden advised that the 

Chairman's memo of J.!arch 15, 1954 refers to that type of case but 

leaves the choice of a long Or short report to the Regional Adminis

trator. He added that the report, whether long or short, should re

cite the facts and state 1'illy no action 1-Tas taken. 

This concluded the discussion :'lith respect to "Reports of 

Investigations" • 

Reference to State Authorities 

COmmissioner Patterson announced that the second topic for 

discussion >taS Reference to Stat", Authorities. He recalled that in 

September, 1953 the Chairman directed ,a momorandum to Regional Admin

istrators authorizing them to refer cases directly to state authorities 

under the conditions set forth in the memorandum. The purpose of that 

procedure 1IIaS to relieve Conunission staff from further l'iOrk in cases 

vrhich could be adequately handled by state authorities. It I-las not 

intended that the Commission l'iOuld develop violations of s t at e lal'l 

f or the states. He said that ,mile no r outine has been est ablis hed fOr 

follol'ling cases after they have been referred, it wuld be helpful if 

Regi onal f.dtninistrators ,Iould folloH these cases and report to the 

Horne Office ',Ihat disposition i s made by the states . He ment i on_d that 

t he Chairman's memorandum also directed that a rece i pt be obt().i ned for 

any docwnents turned over to state authorit i es which r e ceipt l'iOuld be

come a p3rt of the file in the HOTllD Office. He cnl.led attent i on to 

this be cause it appears that some rnatterR have been referred to st at e 
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c.uthorit.i ::: 3 ltJithout prorapt notification t~) the Home Office c.nd '.rith

out r0 I·d~u'din.:.: the necessary rece i pt . 

Hr. Holden c.1ded thcct the COEr-:d.seion ,)£'tsn cskJ hil<\ "Iho.t 

the state did in p,wticub.r cases ~.nd he urscd the ReGional Adninistro.

tors to cst~'.blish some proccdur8 "Thereby they cQn follo1'[ a case re -

ferred to the St 2.t3 . 

].;1'. Eoran thouGht the suegestion '.-ras e, Good one for the 

3.dditi onal r82,son tInt if 1';e Imoll t he acti,ll1s t2.1cen by the ste.tes, He 

can lllmtion then in our annual report and thereby inform Coneress of 

thnt phase of our activities. Hr . Glavin aGreed Ni th Hr . Horan and 

sUGGcs!;ed t!v,-t ,·re se l ect several cases ',,,hi.ch lIe r e referred to stat e 

authorities an1 \Thich have appeal c.n1,,,riGe them up in Our annual 1'e -

port . 

].\1' . Holden <Jdvised the acL:unistrators thJ.t IThe n he present s 

o.n enforcer.tent mlltter to thc Cor,mu s sion hp. i s asked ~,hether the c :-.se 

i s one Nhich s hould be referred t o " state authority a nd he mu s t h ewe 

the anSHer. He (:3J:od Lhom to s t :lte i n their r epo!'t::; lIhy a case Ir" S 

not 0 " s hould not be re ferred to a st uto autllOrity . 

Due to p() cll~i c.r s ituu.i. io ns in t heir r cciun sa ' r~.l ·'!1r.lin

i str,,:Lors did not think ::; c'. tisf c.ctor.l' result s could be obtaired by 

l'o f crrinG cases t.o s t J.t e authoj,"'iti es . 

Hr. Ne" Iton advi sed th,·t the s t a t e s in his a re a do not h::'{e any 

security fr :lUd s t atuLes or effe ctive securitie s cOr-ll1u ssi ons . Cons e

quently, Hho n he r efers a ca se it i s Given t o :l local prosecutinG E.t t or

nay I-Ih.) docs not Imo\o! securities l mI !lnd cannoL eff e ctively pr ,se cuLe . He 
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cited the f e.ct that the State of V[ashineton has had only one case of 

fraud in securities in 19 years. He said that so far as the other 

states in his region are concerned, if any action is taken it is on a 

Hatered do,;n case and results in n \"fatered dOlm penalty. 

Hr. Green stated tha.t he has the same situation in his re

giOn. There a.re no fraud statutes \'lith respect to seeurities and any 

prosecution ,'/Culd be for technical violo.tions such as the failure to 

register. It is his opinion that reference to states does not \-Tork 

out sa,tisfactorily. llence, lThat he does is to advise a state authority 

that he is [;oing to make an investigation in a certain matte r and asks 

for copper/l,tion by the state \'Thich is usually given in the form of an 

at torney Or a.ccountant to do the le g \·Tork. 

Er. Ba.rt said that it is a \'Taste of time to refer criminal 

cases to state authorities in his reeion. He cited an embezzlement 

case \.mich he referred. He gave copies of the rep.:>rt to the state 

attorney and Offe r ed th", a s s i s t ance of a ccountants and attorneys. Action 

\'Tas promised. BOHever, \'Ihen after fiVe confe rences Hr. Hart r ealized 

that no a ction M)uld be t ake n, he \'lent into the federal court a nd ob

t ained an injunction against filing fal se fin rulCial r eport s , '.Thich '.~B S 

t he best he coul d do a t the time. 

Hr. All red s J.i d that the re i s pr acticalJ.,y no enf or cement 

by state authoritie s in his regi on and th at the progr .:Jm of re ferring 

cases to them Hould not Hork out s atisfo.ctorily. 

Hr. Gl avin reported exceller.t r e sults in his a rea becau se 

the Ha rtin i.ct in NeH York is bette r from en enfercement s t c.ndpoi nt t hoUl 
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either the Securi t i es Act or the Securities Exchanae Act and The 

Nel1 York Attorney C-enero.l has a very eaE:Gr and competent staff . 

I·!r . Hart then spoke oJ: cases in his regi.on involvine tHO 

er,lployecs of a NeH York Stock ExchanGe fir!ll. He and the ~tate started 

investigatiens at the SIDG time . Restitution Has ffi'l.de and the state 

dropped the cases . He l"iOndered l.mether in viell of the fdlure of the 

state to proceed he should continue his investigation . He said that 

the el)lployees Nere no lonGe r vr.i.th the stock exchange firm but they may 

gO to I'fork for somo other rer;istercd broker-deal er and for that re ason 

it may 00 advisabl e to develop the case for the purpose of makine the 

record against them. 

Hr . Il.eid recalled a case 'fhere the Ne\'{ York Office had in

ve stigated embezzlements and turned over to The Ne\1 York Attorney C-eneral 

the information 'fe had. Convictions I'lere obt'-lined but no credit \ IC.S 

eiven tu th<3 Commis sion . Hr. Holden remarked that he did Mt think it 

lias intended thc.t I'/e s houl d r efer to the s t at e cases >thich \1<3 had fully 

deve loped . The pl an i s to tum over ca ses I/hich h~ve not been f ully 

investi eated but \'fmeh i ndica te v-lol'-ltions of sta t e l a l'lS , 00 th ... t the 

regi onal offic~o I'loul d be r elieved of D . ,"~ 1·/ork. 

l!r. Gl rtvin s aid t hat tho N." 'D in Ne ll Yor k Cit y h ,. knolll e dgtl 

of !lituations no s oon as He do if no t s oonor . He re called t ha recont ly 

it had inforT.lation I'/hich it e:J.vo t o us one day and to the Nc''[ 

York t tom ey Gene r a l the next d2.y . He moved i n s\,fiIt l y ~nd ohL" ined 

an injunction . 
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PROBLEMS PRESENTED BY THE 

R. V. KLEIN DECISION 

o 

This was the third topic for discussion. Those present were 

furnished with copies of the opinion of the U. S. Court of Appeals for 

the Second Circuit issued June 16, 1955 in the matter of Rudolph V. Klein, 

doing business as, R. V. Klein Company. In January 1952 the Busi ness Conduct 

Committee of the NASD District in which Klein conducted his business 

charged him with violation of t he Association's rules of fair practice 

in the sale of 011 royalties to two customers. This Committee found 

that Kloin's mark-up on the securities sold was 50%; that th~s mark-up 

violated NASD's rules of fair pract~ce and censured Klein and assessed 

him the cost of the proceeding. The Board of Governors on its own motion 

t ook the matter under review and increased the penalty from censure to 

expUls10n. K~ein appea~ed to the Commission which affirmed the deciSion 

to expel K~ein from the NASD. Klein then appea~ed to the U. S. Court of 

Appeals for t he Second C~rcu1t. 

Mr. B~nr opened the di scussion by statlng that "the R. V. 

K~ein deci Sion, by hOlding t hat a fa i lure by the NASD t o t ake actlon 

upon 195u transact~ons effected by R. V. Kle~n Company const~tutes an 

implied interpretati ('n of the NASD Rules which preCludes t he Commission 

and t he NASD from concl Udi ng that later transacti ons of s~milar nature 

fell within the prohibition of those RUles, appears to enunciat e a novel 

doctrlne of quasi-estoppel. The distinct~on between thi s new doctri ne 

of quasi-elltoppel and t he establlshed pnnciple 01" estopl'el wh~ch t he 
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Court found not . to be c:.;)plicocble to .:1n ('.clministrdtivc body is not 

" ppurent. Eecc.use respondents in .:ldr:tinistrClt i ve p!'oceedings and 

defendants in civil and criminal proceedings Hill natur3.lly try to 

find comfort in the Klein decision, it .:lppC.:l!'s clesir2.ble to offset 

the effect of this decision by revim·.<inG presently estccblished 

invesGi eative or inspection pr 'Jcedures f)r the purpose of elimin.:ltinc 

any that miCht l end themselves to a later clahl that the Comntission h "cl 

made = ' implied interpret.:ltion' vthich hud the effect of eruntine im

munit y tJ othenrise actionuble conduct. 

"',vhile there is j;>rob.:lbly no H.:ly ot compbtely overconti.ng 

the effect of the Klein decision, 2.nd our reliance Hill tmdoubtedly 

be placed for the most P2.rt on f .:lcts to distinguish future ca ses, the 

need to advise Offe nders of the nature of their offenses at t he e .:lrliest 

poss ible moment consistent Hith the intcrests of the Comntission, a 

practice i;ene r ally foHol';ed, is worth notinn :J.gain .:It this time . 

"The effects of the Klein decision Hill abo be felt in 

conne ction ld th ,!rulli.nistr.:ltive D.nd judiciaJ. proceedi ncs whe neve r t he 

defense of .:In ' impJ.iod intcrpretD.tion ' i s r .:l i sed . The problem l·r.i.ll 

then be the e}..'""tent to IIhich t estimony bear ille upon prior conch:ct 

s houJ.d be iliocled to be ,~dduce d ' .. r.i.thout obje ct i on by counsol for t.he 

COlruniss ion or the Divinion 0 'l'rc.ding and Exchun.::cs . Her e .:lenn , no 

hard und f .:lst rule c(.n be l ilid dOl III , :md it HJ1Ucl arpe a r tin t Cuod 

judement lmls t be reli·Jd upo n to set the lir.tits and pr e vent 0. case f rom 

settinG out of h3nd ." 
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.' L!r . i:!o ran o.sked whether his underst anding is correct that 

vlhare a Regiona l affice makes an inspect i an or in'Testi c"tian and , 
di scave rs violations but decides not to tal,e action it must write to. the 

per ~ ons i nva l ved stating that the r e were vio l !ltians but that for stated 

r easons no. action Vloul d be r ecaMlTlended to. the COl:Inissian. I n other wards , 

make sure thnt the Cont'llissian is nat estopped frolll late r instituting 

procoedinc;s fo r simi l ar via l ati ans . :!r. :l1air said that is ca rrect but 

• added that the Regional Offic e s should be sure to pratect the equity 

of the Conrnission by not seeming in their notification to condone un lawfu l 

c onduct . He advised that the staff does not think the doctrine of quasi -

estoppel in the Jaein case is saund . 

~!r. Pcnnckamp remarked that he thout;ht the j( l ob case was being 

e;i ven too much importance in view of the f act tha t i t oonce rns actions 

by tho NASD ra-the r thnn the Commission. Mr. J31llir r eplied that the s t a ff 

fe e ls the decision i s npplicnbl e to mntte r s of original concern to the 

• COmr.lisBion as Vle ll as to NASD netions thnt nre r evi.ewed by tho Cor.tn iss ion . 

He added that the staff deem" it profernble to notify possi bl e r eR pondents 

befo r o hand r n t her t hnn to. nr ("ue the mattor in court if the fOlme r oan bo 

dono consistently I'li th the int e ro sts o f tho COrllnission ill tho investi e;n-

tion er inspection . 

Hr. J eown hnd some dOllht nbout tho practi cnlitios o f' t ho 

s uggested pro cedur e . If major and mino r violati ans we ro found an the 

r egistrnnt VInS advi sed af' the minor ones only, ho InlAy be l ed to b(l liov() 

that the r e were no o t hOl' onos . If ho l'Ioro anvi cod of t he ma jor ones also. , 
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he woUld have to be to~d that they wOUld have to be considered by the 

Commission and we wOUld thereby tip our hands. It was the consensus that 

no notification ShoUld be given until after it had been determined not 

to take any action with respect to any of the V1o~ations found. 

Mr. Blair emphaSized that our aim should be to prevent a 

respondent from taking any comfort from the Klein decision. 

SPECIAL INVESTIGATIONS UNIT 

This topic was introduced by Commissioner Paterson who said 

Office Memorandum #~57 states that the Divi sion of Trading and Exchanges 

ehall have on its staf! personnel available for temporary assi~nment to 

regiona~ offices to aid in the conduct of specific investigations and to 

conduct such investigations as the DiviSion may be authorized by the 

Commission to handle directly • 

For a considerable period of time Hessrs. Callahan and Jaegerruan 

have been engaged principal~y in handling investigations which are 

supervised directly by the Division of Trading and Exchanges and in 

assisting regional offices in certain other investigations. It is 

anticipated that they will be continued in that type of work and ~t 

is planned that the services of these men will be made available to 

assist Regional Administrators upon request, or by direction of the 

Commission, in bringing to a concl.usion investigations in 11hich s ,"::h 

assistance may be desirable. \'ihen they are made available t o a Regi onaJ. 
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Administrator, they wi lL work under his direction on the particular 

matter to which they are assigned. It is the feeLing in the Home Office 

that the long investigative experience of these men may be valuable in 

particular investigations and in aSSisting regional office personneL. 

They, of course, wiLL also be used in 1nvestigations which are handled 

directLy from Washington. 

Mr. Newton said that he assumes that the cases on Ifhich they 

would work would be ones which would result in criminal prosecution. If 

that is the case, he thinks that so far as his region is concerned, it 

will be necessary for them to work with a regional office attorney 

because in the States of WaShington and Oregon, after a matter has been 

referred to the Department of Justice for a criminal prosecution, a 

regional office attorney ordinarily prepares the indictment, and assists 

in presenting the matter to the Grand Jury and in the conduct of the 
l . 

trial. Since regioal office attorneys are calLed upon to aid in this 

manner, he feels that they should be familiar with the case; othe ndse 

Messrs. Jaegerman and Callahan would have to return to do this type of 

work. 

Hr. Blake stated that he thinks there should be adequate 

pubLicity as to why Messrs. Jaegerman and Callahan are being sent i nto 

a particular region. He infolmed the conference that t he public reac t ion 

with respect to the Task Force which is operating in his re gion i s 

t~at tne Denver Regi onal Office feU dow on its job and t hat Vla;;hil.gt on 

had to take over. The same public opinion lioul d exist if t he pet.ial 
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~nvestigations Unit were sent into a region. Mr. Loomis replied that 'the 

PUblic . had been informed as to why the Task Force was sent into the 

~ Denver Re 6ion and that because of the nature of the work of Messrs. 

Jaegerman and Callahan he did not think it would be possible to announce 

that they were to be in a certain region for a certain purpose. 

Commissioner Patterson indicated that later on, possibly in 

!951, we woUld be able to increase this Special Investigations Unit. 

Mr. Marshall said that he thinks that if any new personnel are to b~ 

hired, we should consider assigning them to the regional offices rather 

than to a Special Unit. He feels that the regional administrators can 

use additional personnel better if they are actually assigned to the 

regional office staff. 

Commissionsr Patterson stated that the last topic was to have 

been the new stabilization rules but that since time was short, he 

wondered whether the regional administrators would be willing to omit 

discussion of these rules. Mr. Green stated that he would appreCiate 

a full discussion of the rules since he had a few questions with respect 

to them and, more important, he would like to hear t he questions and views 

of the other regional administrators. CommiSsioner Patterson stated that 

he would try to arrange a time for discussion of t he stabi lization rules. 
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CONFERENCE ON SEPTEHBER 28, 1955 

CO~lNISSIONER ORRICK PRESIDING 

~fuen the conference regarding broker-dealer matters opened 

Commissioner Orrick enumerated the various topics ~lhich would be dis

cussed. He introduced the first topic- The Cooperative Inspection 

Program- by stating that about a year ana a half ago the Commission 

instituted a policy of cooperation with other agenoies with a vieli 

to establishing a more effective inspection program. The purpose liaa 

to set up in the Commission information concerning the timing of in

spections by the Exchanges, the NASD, and the state authorities to 

eliminate overlapping of inspections by various agencies and to accom

plish more effective spacing of inspections by the agencies. The Ex

chanees which have inspection programs and the NASD have been fully 

cooperative in furnishing this information to the Commission, lffiich is 

promptly transmitted to the appropriate regional Offices. COllunissioncr 

Orrick said that the program appears to h ave operated successfully and 

the Regional Administrators l1ere asked for an expression of their opinion. 

I1r. Nel1ton said that SO far as he i s c ()ncerned, a He ak spot 

in the program is the f ailure of the NASD to advise him of the membe rs 

to be inspected and ~ihen they Nill be inspected. He suid that it I'TaS 

embarassing to gO in to inspect a broker-dealer and find that the NASD 

had been there a short time befors. Hr. Keenan replie d t hat the progrnm 

kddur
Highlight
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dOes no:\; contemplde tha.t the NASD \"Ii11 bive us D.dv,"nce information 

as to exact name s and dates. He added that the solution to Hr. Ne\.rr.on 15 

problem is to arraIlbe to have the NASD representative in Seattle ad

vise the members he intends to inspect in a succeedine period of time 

and for Hr . Nel.rr.on not to schedule routine inDpections of :my of those 

members until and tmless he ascertains from NASD reports of actual in

spections that the proposed NASD inspection did not take plo.ce . Hr . 

Ne~/ton said that he had tried to make such arrangements but 1'[J.S told 

by the NASD representative that he ~ras not authOrized to do SO. 

1'11'. Ferrall reported that tho NASD representative in NeH 

York asks our Ne~l York TIegiona:j. Office Hhen l~e l as t inspected certain 

members and that means that the N!5D intends to inspect them within 

30 days. 

Othe r Regional J dministrators reported that they had made 

simila r arrang~nents. 

Hr. Loomis said that we would contact the ].lain Office of 

the NASD vr.ith regard to making appropriate arra ncernents lath our 

Seattle ReGional Administrator. 

Hr . Hart r eported that his arr:::nger.lc nts are effe ctive i n the 

Chicago area of the NASD but not enti rely effectivo in t wo othe r N\sD 

area s locat ed in his region . For eXJ.JJlpl e , his ins pectors me t N D 

inspectors in CincinnJ.ti. 

,\t this point inquir i es "Je r e made as t o Ilhe ther the NASD 

furni she d the COmmission "r.ith copie s of their r ep lrt s 0 ins po ct hm::: , 

the scope of their inspecti ons, and ,,[he the r they could be relied upon . 
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Mr. Keenan advised that the NASD does not furnish copies of their 

inspection reports to the Commission and that, of course, the Com

lrission docs not furnish copies of its reports of insnection to the 

I~SD. It indicates to the Commission cases of embezzlement but 

does not even indicate other unlawful activity. He explained 

tha t the I~SD insj:'€ ctors look primarily at prictng practices and 

activity in accounts and then at hooks, records, and hypothecation 

with very little attention to financial condition. In SOlr.e instances 

they may take off a trial balance • 

. Mr. Marshall said that his men inspected a broker-dealer 

t'.'10 weeks after an llASD inspection and found violations of our net 

canital rule. He thought that since we have this cooperative r rogram 

we should not hesitate to ask the I~SD what it is doing. Commissioner 

Orrick repli'ld tha t we cannot force the I\fASD to make any particular 

typc of ins pection. The program seeks (1) to obtain as much coverage 

as possible, the t heory bainr: tin t any cov'jrago is bette r tha n none , 

and (2) to ol if.linata successive inspections of a broker-dualar by 

variollo au thori ties wi thin a short poriod of time. 

This l ed to the question whethe1' we Vlere pre cl uded from 

making an ins pe ction within s i x months of an NAS D ins pection "'nd 

the answer was "No". We may make an inspoction vii thin that tj rio if 

we have reason to believe that W'J s hould. 

Hc £o.rdine inopcctiono by St o.t c Conll TLi. so i ono, it ' 1.'\3 nporLcd 

that only eieht or ten lJl£ l<e [my ins pections a nd thcc.e st ates ' liel not 

report l:1any. FOr exrunpl£. J :Jiscons in ha s nut rsp.)rt cd an.r in sp~! cti·)ns 

dudne t h pc.st year . 
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Hr. Keenan advizsd that the Division is considering settine 

up (\ m!!ster record on ,,11 l.Jroker.,.dealci's SO it cem re ctdil:l' Cl.sccrtain 

\;hen il particular one \·l3.S last inGPJ ctcd by any agency c.nd Hhich ones 

have not been inspected !!t all. The Division is interested in knvH

ine if infonnD.tion of this na.ture is readily available to, or ' lould 

serve a useful purpose in the reGional offices. If these r ecords are 

set up the regional officeG '·[Quld be r equested to furnish to the 

Division inform,,-tion sUI'plied by the states comparable to t ho.t no\{ 

furni shed b;" the NASD "nd the S;cchan,:;es. The Division sees a u s e for 

this master record in c<Jnne ction ,D.th budcet."l.ry problems ". nd inquiries 

from t-he Congress. It was the consensus that this infom.ation i s 

available in the various neeional Offices and that the lila ster control 

record ,"[Quld be valuable only to the home office. 

HiSPECTI UIJ HAIJUAL i,ND llEPOitT Fa'J S 

The nej.-t matter for di s cus sion ' laS The Ins p~ ction Hanna l and 

neport Fonns l-Ihich '·Tere adopted ,,-bout a :''0:11' <leo . They appe a r to bo 

s atisfactory. The tim~ required to pre pa re the inspe ction r e p,wt has 

been shortened by the use of the simplified rep,n 't form. 1322 inspecti ons 

,·te re made in fi s ca l 1955 a s compa r e d ,·ti th '7813 in fisc al 1951., a n incr e:lse 

of 34. 'fhe Commi ssi on hope s t hat the inspe ction proc r run c:\n be s t ep d 

up and haG asked for money ,'lith ,·thich to hire addit ional inspe ct or:l in 

fiscal 1957. 
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Mr. Hart said that according to his understanding of the 

instructions in the manual he must make a solvency examination if 

the broker-dealer has not filed a certified report within six months 

of the inspection d ate. These instructions require him to make 

solvency examinations where he feels they are not required. He 

suggested that Regional Administrators be given some discretion in 

the matter and said that if such discretion were given he could 

make 20 or 30 more inspections per year. 

It was the consensus that although the instructions required 

regional administrators under the circumstances mentioned by Mr. Hart 

to mak~ some type of financial examination they had discretion as to 

how much of an examination to make. 

Mr. Newton referred to Paragraph 9(b) of the Manual relative 

to making appropriate inquiry as to the delivery of prospectuses and 

asked what is considered as an appropriate inquiry. He cited cases 

wllere there are no records, such as 5l.gned receipts, showing delivery 

or prospectuoes and asked whether it is sufficient to ask the broker

dealer and re.LY on his reply or whether customers Inust be interviewed. 

Mr. Holden replied that the Regional Administrators must exercise 

judgment as to how far to go based on his knowledge of the bl'okel'

dealer. 

Mr. Krya referred to the question on the check shoot with 

respect to segregation of customers' securities in accordance wi t h t he 
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Chandler Act and stated that in his opinion this question was meaning

less since it was not known what segregation was considered proper 

under that Act. He also stated that brokers-dealers in the Denver 

Region do not segregate customers securities and when the question 

is raised they ask what law requires them to do so. Mr. Ferrall said 

that while there were no court decisions in the matter it is his 

opinion that segregation meant putti.ng the securities of each customer 

in a marked envelope or attaching to each certificate a sticker with 

the owner's name on it. He suggested a program to educate brokers and 

dealers as to the advisability of segregating custcmers' securities and 

how to do it. 

Mr. Loomi5 said consideration would be given to revising the 

check sheet so as to require a "yes" or "no" stetement as to whether 

customers' securities are segregated without reference to the Chandler 

Act • 

Mr. Ferrall then referred to the preamble to the Inspection 

Manual and auggested that it be revised to read "were there problems" 

rather than "were there violations" 
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COOPERATION OF REGIONAL ADMINISTRATORS IN 

PROCESSING BROKER-DEALER APPLt CATIONS • 

The next topic for discussion was the cooperation of the 

Regional Administrators in the processing of ap?lications for registra

tion as brokers and dealers. Mrs. Murphy pOinted out that when an 

application 1s filed a copy is sent to the appropriate Regional Office. 

The Regional Administrators have always furnished any information 

relating to an applicant which is not available in the Home Office and 

have, upon request, obtained addi tj,onal information. This assistance 

and fine cooperation of the Regional Administrators are very much 

appreciated. MI30 Murphy saJid that since the adoption of Rule X-lSB-B 

it has also been the practice to ask the Regional Administrators for 

help in cases where an applicant is located in or near a regional 

office city and it appears from the report of financial conditi on f i led 

with his application that he is insolvent or would not be able to 

comply with the net capital rule if he were to become sub ect to it. 

The Division believes that such a case can be handled more quickly and 
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and efficiently in person than by correspondence since the parties 

will have an i~med1ate opportunity to explore the situation and 

discuss possible solutions. The Division has also felt that the 

Regional Administrators are interested in having these cases brought 

to their attention. However, since the cases will become more 

urgent and numerous if and when Rule x-15c3-1 is amended, as proposed, 

to eliminate certain exemptions, it was deemed advisable to ask for an 

expression of opinion. The tieg10nal Administrators expressed themselves 

as follows: 

Kendric~ 

Glavin 

- wants to handle all cases in the Boston Region. 

- Wants to handle only those cases in the New York 

City Metropolitan Area. We should handle the other 

ones in the New York Region. 

He explsined that he could not send anyone outsi de 

the Metropolitan Area and would have to write a lett er. 

Marshall - Wants to handle all in his region. 

Green 

Allred 

Blake 

- Wants us to handle all cases in his region. He 

does not even want to handle the Atlanta cases. 

- Wants us to handle all cases in the Fort Worth area. 

- Wants to handle cases in Denver and Salt Lake Ci t y 

only. We should handle the ones i n other par t s of his 

regi on. 

Blackstone- Wants to handle cases in San Franci sco and Lo s Angeles 

only. 

Newton 

Hart 

- Wants to handle all cases in t he Seattle Regi on. 

- Wants to handl e all cases in t he Chicago Regi on. 
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RULE X-17A-5 RE PORTS 

The confere nce then opened a discuss10n .re 5arding financial 

statements pursuant t o Rule X-17A-5. Commissioner Orrick said that he 

had been informed by the Division that the Re gional Administrators 

had done an excellent job in obtaining financ ial statements. The 

number of delinquents for 1954 were considerably less than in prior 

years. The Re gional Administrators have given prompt attention to 

obtaining financial statements from some delinquents which reports, 

though not acceptable as a filing under rtule X.17A·5 nevertheless 

informed us of the financial condition of the re gistrants. In other 

instances, withdrawals were obtained or revocation proceedings were 

recommended and instituted. He said there were only seven delinquents 

where no action had been t aken and that we know that four of them 

will be soon eliminated. 

Mr. Pennekamp suggested that Rule X-l7A-5 be amended to 

eliminate the year-end filing rush. He thought the rule should be 

amended t o require the filing to be made within a year of the date of 

registration and each anniversary. 

Mr. Krys suggested that Form X-17A-5 be revised t o conform 

t o Rule x-15c3-1 as amended effective May 20 , 1955 . Mr. Newton 

specifically suggested th at the revision requi re a more compl et e 

description of securities so as to permi t us to calculate t he so- cal led 
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"haircut" which differs according to type of securities. 

l'!r. Loomis aC1vised that amendment.s to Rule X-l7A-S were 

being considered and t hat the foregoing suggestions would also be 

considered. 

NET CAPITAL PROBLEMS 

Co~ssioner Orrick advised t he Regional Adndnistrators 

that if and when Rule X-ISC3-l is amended as proposed they should 

request each registrant who, was not previOUSly subject to the rule 

and whose X-l7A-S report showed inabil~ty to comply with it, to submit 

another financial report. He alSO said t hat if analysis of a 

financial report inC1icates non-compliance with HUle X-lSC3-l the 

broker-dealer should be put on notice of t he capital aeficlency and 

directed to advise the Regional Aaministrator of the steps it has 

taken or will take to correct the situation. The check s heet should 

show these actions. 

The lack of unifor.ld.ty in handling violations of t he net 

capital rule was discussed. It was brought out that some adminis t rators 

keep a 1'~nn which does not comply with the net capital rule under 

surveillance by frequent inspections while anot her adrnimstrator 

requires monthly reports and a third aami~tstrator requires t ha t 

additional capital be obtained immediately. It was suggested tha t ~hen 

a broker-dealer is found to be in violation of the net capital rule 

the Regional AC1ministrators should give him a short period of t i lTlEl in 

which to obtain sufficient additional capital a!ld seek an injuncti on promptly 
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if he fails to do so. When t he broker-dealer ~s an exchange member, 

the exchange should be promptly notified and put on notice of its 

duty to pOlice its own members. 

MISCELLANEOUS 

It was also pOinted out that throughout the years our 

inspections have been impeded by registrants' failure to make and 

keep current books and rec ords and that in most cases the A~nistrators 

have not reconurended any actl.on a3sinst the violators. However, s 

short time before the conference the Washington Regional Administrator 

obtained an injunction ~n t he District Court for the District of Columbia 

based 901ely on failure to make and keep current books and records. 

Mr. Hart said that he is irritated by minor nolat~ons which 

do not justify the expense of revocation proceedings or injuncti ve 

action. He suggested legiSlation which would give the Commission 

power to take some other action such as a summary suspens~on. 

Commissioner Orrick closed the session =th a short state

ment of the inspecti on goalS for fiscal 1956. He said that with the 

three additional inspectors to be hired and the task f orce working in 

the Denver Re i~i '~n he thought we sho\Ll.d reach 90U inspections. 

551895 


