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X introduction 

AS part of the general study of this Division presently being 

conducted to,implement the Securities Act Amendments of [g64 with 

respect to the ststus o~ foreign issuers under Section 12(g) of the 

Securities Exchs~ge Act and the promulgatien of rules and forms gevern~ 

ing the securities of such issuers snd the.genersl review of Rule 3812=3 

and the rules and forms governing foreiEn issuers under Section 12~b) 

of the Act, this memmrandum is intended to,ace in de£ali the leglso 

lative history and commission action undertaken with respect to the 

Securities of foreign governments end private foreign corporetlons 

listed end traded on the stock e~changes~ 

The legislative history has been tra~ed by e review of the bssie 

studies which were the preamble to the passage of the Securities Ex= 

charge Act {i~e~ the Roper Committee report~ the Peeora investigation ~ 

end the Twentieth Century Fund study) ~s ~,zell as a detailed study.of 



t~,e er.tlre • ~.r:g:e..~ion~i record a'~,aiiabie,, i:-cludlng the Senate ,~nd 

}!~u,~,~ he,.~.~!.,g-.. ~':'..id rep',)rte, the fieor debat~s.~ the ~-ar~eu~ bills in~ 

tr.."du,,:ed, the <.o~eltt,,~e prints and drafts~ ar4d the drafts and papers 

of e.ome of the indi,.~idu~]~ ~.~orklng with Mr. Landis who aE the request 

of 3eF~tOr Fletcher (Chairman of the ~en~te Banking and Currency 

Committee) prepared inJ. tlal and interim draft>3 of this legi[.ieti~n. 

The m~jor portior~ of the memorandum concerns the hlstocy of 
e 

Commission action taken and the reasoning behind the various rule.8 

,~J fo:¢~ affecting foreign listed securitle~-~ ~ presently in effect: 

For purposes of clarity, this pe.rt h~s been divided into separate ~~-~ 

co:~ering ~ ' I )  ~egi~tration~ .'(2) ~ ' ~ ,, . . . .  u.~.~. 3a.!2-=5 '1~3 Annual Report~ e;td 

periodic re~,orts., '~he souxc.'es c~',,eeked il;,:'l,lde e l i  Cem~T,i$~ion 

minute~ and &U~>.Dorti~ pape'gs; mi). t6~n~ni-~.'i .-, ~" ,.,,,..~.,= : ~ l l e s  a ; ? ~ i i , ~ 5 1 e  co~= .  

ee'rned v.~It.h the ru1<~.$ and for~,s ad~.:pt~d ~. p~'epa'.ced in connectio~n 

wltb foreign sa-:uritie'~: the general f:[.~e~ covering the t~.~e ~7~jor 

stock exchanges; the ge~er~i files cc'v,~rtng fo~elg~ securitiss~ 

misceiianeous ~ther flies suggested by the recocds and set,vice p.er~ 

so~neL~ legal p~riodicmls ~m@ te~ts~ speeche~ of con~r,~ission officials; 

int~rne~ s~emo%~'andu,n of the divis.lons aTd offices of the Commissio,.;,; 

cud ne~paper ec:'.~,~ents concerDi~Tg the,. ~Ji~cu~slon$ ~nd promulgation 

by the Co~:mi.~sio~.~ of the rules /~r;d fo~.ms gove:~n.ir~g foreign securities< 
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is !-'he l~:zk of matari6.[ or me.~andum of the Co~'~Isslon personne~ ,.-/P.,.-, 

d~_~ft~d the ~-~les and forms; Tbe~e hax, e either been lost or are ethe'z- 

~£se ~Lisp[at~:| In ony event,., the sou~-c.es available de p:<o~Ide a f~!:-'iy 

clesr picture of the basic ~-easons,. facts and_ practical comsideTot:,ons 

given in connectio~ wlth the ru!e~ and fo~m ~& adopted,, 

in connection -~J.'..th the ~,~srious forms adopted,~ sn item by i ' t e m  

e,~lu~tlon has not been made becau~.e of the time factor ~%,hieh has 

alresdy pre~ented ~orme problem); h0we,~e'r, there is evai!ab).e enough 

source material upon which to m~.ke ~uch a study if it is consJ.der~d 

Important The more i~koort~nt items and controversiei p-~.ints are 

covered in tills ,-aemorsndum.> 

"~t should be note-3 that the sources sre 0lmest en~ireiy d~ted 

within the first three years of the Commisslon>s bisto~,., T~..e lep;:~ 

of time with the intendant changes in m~-fket conditions,~ ,~:u~to~u.~ 

sf fi~aneisi public relation.% ths ide~%kity ~.~nd type~ of inv.~ste'~'a 

~nd issuers~ at.,@ political arid eeor.omic co~ditlons~ }.a~s sD,J 

flt'(,~,~.c~.~=i p~Tsctics& re~!er some o~ a].l >:)f the premises for !hose ~L~!eS 

end for~-~ subject to rexflew at tb!s time. In addii:ior~, th:~ appiicutls~ 

of much of the :ceesoning employed ,s,~; a basis for th~s~_, rui~.-.~ end fo,:ms 

ha~e ~%~.astio~able utility when 6ppli.:~4 to .~e%uriti~s tr~,':.ed c>ve:-tb.<-;~ 

}~ose of thi~-: m~morandum ~s fa~tu~l ~.¢~ histories}, r.~?h~r tb,~n :,~.;,,a~y,lIcal 

i~-~ the 5-_,ha c.: of reco~.~,ending [)re~.en'i. ~ction~ it does :t~cl;:de at tke- e~:d 

So,he ~:;re-~enr.~. conclusions ,~nd suisZe;-{tion8 <:[~huer~-t~.[D~ the U,~,.~;e::t ..ct~¢'..c~., 

of th~ Co~.~.:~zss'._;,'~ es re-~ar~s thin ge~:..~ra! ,Probl..'~m 



A~ B a c k ~  

I! 

-.4 = 

~s la%Iveyls~ory 

The Securities Exchange Act of 1934 resulted from severe! stu/le~ 

conducted ,-sore or l~ss simultaneously during 1933 and the beginning of 

1934- ,~ 

One of these studies was Instigated at the request of President 

Roosevelt and was conducted by a committee appointed by Secret8~, of 

Commerce Daniel C,. Roper under the Chairmanship of John Dickerson and 

included in its membership J~ M~. Landis:. The report of this committee~ 

called the "Diekerson report" was transmitted to Congress in January 

1934.2 Although the fundamental recommendations of the report were 

adopted in the Exchange Act~ it did not study the :tea of foreign 

securities:. [~owever~ since the report recommended thmt the form end 

content of stock exchange ruleg governing matters such as listing re = 

qulrements and corporate reports should not be set forth in detail but 

should be left to be prescribed by an administrative agency in accordance 
t 

~tlth borad standards of the statute~ it is of some provati~e value in 

~lew of the limited extent of congressional expression in the area of 

forelgn mecu~itles,. 

The most e~tenslw@ Investlgation wa~ conducted by the Senate Committee 

on Banking and Currency pursuant to So Res 84~ 72d Congress and S. ~es 56 

and S,: ~es 97~ 73d Congress (See Senate Report No~ 1455~ 73d Cong; 2d Sess~ 

~1934)~ Public hearings began ~n Aprll !932 and were conducted on and 



The Commission may make such enemptions to the regulations 
promulgated pursuant to this Section as it may deem necessary in 
order to awned an unreasonable burden upon any class of issuers 
which are not incorporated under the laws of the United States 
o r  of any State or Ter@itory thereof and have thelr principal 
places of business in e foreign couutry~ 

The Commission may make such e x e m p t i o ~ t o  t he  r e g u l a t i o n s  
promulgated pursuant to this Section as it may deem necessary 
in order to avold, upon any class of issuers which are not 
incorporated under the laws of the United States or of any 
S t a t e  o r  T e r r i t o r y  t h e r e o f  and have t h e i r  p r i n c i p a l  p Iaces  
of business £n a foreign country, any burdens which i n  the 
oplnlon of the Commission or u.reasoneble in view of the 
condition in such foreign country:. 

The legislative files do not indicate why this provision was omitted 

from the bill as initially introduced. However, it is evident that the 

staff drafing the bill was aware of the  possible necessity t h a t  some 

procedure be made available to foreign issuers of Listed securities to 

Lessen the impact of the pending legislation° 

A subsequent draft dated March 3, 1934, by Benjamin Vo Cohen~ one 

of the perso.s working on this legislation at the request of Mrs Lasdl8, 

included the definition of "exempt securities" in the following manner: 

The term "exempted security or exempted securities" shall include 
securities which are direct obligation of or oblig~tlon gueranteed 
as to principal or interest by the United States and such other 
securities as the Commission may by such rules and regulations 
as it deems necessary o¢ appropriate in the public interest or 
for the protection of investor exempt from the operation of this 
Act or any pert thereof either unconditionally or upon specified 
terms.and conditions° 

On March 19, 193&. Mr= Rayburn introduced a substitute blll (ffoRo 8720) 

containing a similar provision: 

"~ ~ ~ the t e r m " e x e m p t e d  s e c u r i t y "  o r  "exempted s e c u r i t i e s "  
sbould include securities which are direct obllgstlons of or " 
o~llgations guaranteed as to principal or  interest by the United States,; 

SBNH0U~ WNOtD~N 3~41-I~ 
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such securities issued or guaranteed by corporations in which 
the United States has a direct or ~ndlrect interest as sh~ll 
be designated for exemption by the Secretary of the Treasury~ 
and such other securities and Instru~ents as the Commission 
may by rules ~nd reSuiatlons s8 it deems necessary or appropriate 
in the public interest or for the protection of investors, either 
unconditionally or upon specified terms and conditions or for 
stated periods~ e~empt .from the operation of any oneor mare 
provisions of this Act which b 7 their terms are in~ppliemble 
to an "exempted securlty '~ or to "exempted securltles~'~ 

On March 20, 1934~ in the hearings on the exchange act bill ~ich had 

been in process for three weeke before the House Interstate ~nd Co~erce 

Co~mittee~ Mr,. Thomas B~ Corcoran~ who with ~ Benjamin V= Cohen and 

others had drafted the substitute bill~ was asked t o  explain the difference~ 

between the original bill and the new bill~ With respect to the definition 

of "exempted securities" the following statements were made: 

Mr~ Mapes, Mr= Corcoran~ I did n o t  have an opportunity to look 
at this bill until we convened this morn!ng~ that is the new draft~ 
I notice throughout this section it speaks of listed securlties~ and 
also "other than exempted securltles'~ 

Mr, Corcoran. I know what you az'e thlnklng~ sir,- if you will 
turn over t o  

Mr.. ~pe6~ That see~s to say that an exempted mecurlty is a 
present obligation of the United States Government and some of the 
agencies of the govern~ent~ ';e~d such other securitie~ end Instru,: 
ment~ ss the Commission may by such rules and regulations as it 
.deems necessary or appropriate in the public interest or for the 
protection of investors"~ 

Mr. Corcoram,. And for specific sect~.ona of the &et~ or for the 
whole act, as the Commission thereby insist,, 

M'c. M~pes~ I was wondering what you and the othe~ responsible 
for the draft had in mind that would include. How general in the 
class ef exempted securities tc be= or how limited is it to be? 



...,~. 

:'f.,: Cct'coran It i s  ~o~- p o s s i b l e  a t  th~.s time. -~9_r, t.<: t e l !  
}:;~'.: '~.heu cl~Se~ of securi~;~ ", 

:;:.- Commiesior~ would find ~ise t:o exempt. The dlffiuulty e.-f %:~,ee:pt-.. 
f.n~ ,.,eo.urities by clesses~ a i r ~  iS that at the !)~sent time there i. ~ 
~o cr~r~dous a ~aF%ety of Zradatior, s w~.thin ~'" 4 ,~.~ '~ of "" ~" 

Mr= Mapeso Do ~'ou. tl-lnk that the Co~.~,.n~ssion ~c,,'~¢~": e::,:.h~.de J,~'.: 
see~-~-~!ties of 81]. pri~ate corporations from '~h.i:s-eze~ptlo;-~ ~.[ess" 

M-r:: Coreoren.- I ca,)not ~ns-~er t},£~t q;Jesti~.n.~ sir. q'he pu~pose 
~f lea~?in6 the exemption pro~2islon as bro~d ~8 it h~s been !e[t, is 
to [ea~,'e the matter to th$ Com:nlssion to handle it es -~,#:ads de:,.e[~,p 
i n  ,~ .~'e~-y flexlbl~, way~ without tying :h8 Co,.~lm:l.s~41os~g [~ands by 

t~o many speclficet!ons in the bill- I cannot answer the q~lest!u:~ 

you ha~e put to me, sir~ a~. to what tb.e ~:tion of i:~'~e Co%mlS~r~ 
would ~)~ in a psrt!cul~r e.~se~ becsuse the aqti.'.~n would ~e c, eter~:In~d 
by the spec~fl¢, circuit;stances under %~hich th~ ,=;~ee ce,~,e ro the 
C~.~mlnis&ion in ~ # " " o O O u  t . ~ .  

Mr= Hapes< I ~m wonder!~ if tSe dr,~fters =f t h e  bill the~sgbt 
that tboae all ough£ to be er~:!uded: 

t?~-.: Co~.ore-~..  No. We he~.. no f e e t l e ,  8 on,~, wsy o :  t h e  ~th,a~.: ,:p<;.n 
i t  s i r  We s i m p l y  f a l t  t h a t  t h e  o n l y  safe.  comp~.et~ ~:~.~-,~:~'~ . . . . .  ,.z*'~.~,, you  
could m~ke at the presen~ ti~_,s waa United ~tates "~o"~'ernmenc. .h~:'.,~ 
es necessities aros~ end th~ flexibility e.~d t|~e workibility of the 
~ct ~.equired, the Commission could ra~.~..'.e such othe'_- ~xemut~,on.. , ~ ... ~.~Z "'i ': 
chose. ...~ 

: >  / 

V;r.: ~4apes ~ You ~mu.].d i es ' ve  t h e  m a t t e r  e n t i r e l y  w:;.:h ':h:~, dis,:re.t~.~,-~ 
of ~he Con~isalom w&thou~ any yard ~t.i~!: to gu'~de It? 

F.~r~ Cercoran,. We 56ve gi'ven it ¢~r~e ye.'¢d st-~ck:. ~ir.~ !~ 
Go-4e, nn~r,~, se~rl if.ms, 

M~. mape~. But outs!d.~ of that? 

!".,r. Co~"cor~n. O~ . t s ide  o f  t h a t ~  s:i:,.~ t h e  se£ . . t n ' t t i e s  :s i t t : ,3 t io r . ,  
8 t  t h e  p r e s e n t  t i m e  i s  so j r~mbled up t l t ~  ;-t~ 1$ r~.')t sd'~.','.'..~.r~le ':o 
gi~:'-e ~.p,c<:if i , ' :  d i r e c t i o [ , 8  a,~ t ~  e~-~emptle'.:,, The ~ ; z ~ i , - ! p £ [  ,,.:-'i~:~-:..cu 

h:~-... F.~,e~ Gut you h>"-'~-~ no idea of rest.~i<tir, g. L'~,:. ,.~:m~.:~,:.,..-~:, ~ ~. '--" 



Mr. Corcoran (interposing)° No 

14r~ Mapes(continulng) on municipal bonds? 

Mr~ Corcoreno No~ This is a loop hole to let the Commission 
give the act such lubrication as it needs to avoid its application 
to situations where its application is unnecessary in the public 
interest° (House Committee on Interstate and Foreign Cormzerce, 
Stock Exchange Re l ~ ,  Hearings on HoRo 7852 and H~ 8720, 
73d Congo 2d Sess (1934) pp 684=686) ~, 

Specific mention of foreign securities was made only in a few places 

during the course of the Senate and House hearings on the Stock exchange 

bills and in all Cases the subject was brought forth by representatives 

of the New York Stock and Curb ezchanges. Generally, the observation was 

made that foreign issuers would be unwilling to register their securities 

under the act and thereby cause American investors to lose the facilities 

of the exchange markets. 

In the Senate hearings, Mr~ Frank Altschul, Chairmen of the Cc.mmittee 

on Stock List, New York Stock Exchange, testified: 

ooo I should point out that many types of Securities ere now 
listed for which it would appear that under no circumstances is it 
likely that a registration statement would be filed° The removal , 
from the list of these securities already outstanding in the hands 
of investors under such e retroactive law would, in many instances, 
affect the interests of investors most unfavorably ~ o it is 
difficult to see why foreign governments or foreIEn corporations 

' which have issued bonds ~o many years ago end ~ich 'have no 
present need of the American Capitol market should apply for " 
registration= 

The amount of such securities that might be forced off the 
list through the operation of the provision of this bill. as now 
drawn is, as you kP~w~ very considerable (Senate Banking and Currency 
Committee, Stock E x c h ~ !  Practices, Hearings, 73d Congo 2d Sess. 
(1934) Part 15 pp 6683=84) 

S3Nkkg~r¢ "~fl'~3LLVJ¢. ~H.I. IV (]30n00~d3~l 
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Mr Corcoran ( i n t e r p o s i n g ) °  No 

Hr~ Mapes(contlnuing) on municipal bonds? 

Mr~ Corcoran~ No: This is a loop hole to let the Commission 
give the act such lubrlcatlon as it needs to avoid its spplication 
to situations where its appllcstion is unnecessary in the public 
interest° (House Committee on Interstste and Foreign Commerce~ 
Stock Exchan~eRe~ulatiOn, Hearings on H~Ro 7852 and Ho~ 8720, 
73d Congo 2d Sess (1934) pp 684=686) 

Specific mention of foreign s e c u r i t i e s  was made only in a few places 

durlng the course of the Senate and House hearings on the Stock exchange 

bills and in all cases the sub~ect was brought forth by representatives 

of the New York Stock and Curb exchanges. Generally, the observation was 

made that foreign issuers would be unwilling to  register their securities 

under the a c t  and thereby cause American investors to lose the facilities 

of the exchange markets. 

In the Senate hearings, Mr~ Frank Altschul, Chalrm~n of the qommittee 

on Stock List, New York Stock Exchange, testified: 

ooo I should point out that many types of Securities ~re now 
listed for which it would appear that under no circumstances is it 
likely that a registration statement would be flledo The removal 
from the list of these securities already outstanding in the hands 
of  i n v e s t o r s  under such a r e t r o a c t i v e  law would, i n  many instances~ 
affect the interests of investors most unfavorably ~ ~ ~ it is 
difficult to see why foreign governments or foreIEn corporations 
which have issued bonds ~o many years ago end which have no 
present need of  the American Capitol market should apply for 
reglstrat~ono 

The amount o f  such s e c u r i t i e s  tha t  might be forced o f f  the 
l i s t  through the opera t ion  o f  the p r o v i s i o n  o f  t h i s  b i l l  as now 
drawn i s ,  as you know, very  cons iderab le  (Senate Banking and Currency 
Committee, Stoc___~k Exchange Pract ices, Hearings, 73d Congo 2d Sess. 
(1934) Par t  15 pp 6683=84) 

S3A~HO~ WNO~ 3HllV 030~00~38 



-.:." Pectengil[ Do you th~nk t ~ e  Americsn public is entitled 
::,~ . ~:tt!~ better $.nformation for its protection than it has had 
v..,c =e~ere~ce to dealing in foreign bonds 8nd~ock? 

"~i.-. Grubb(President Curb Exchange)=. Well9 we have gone into 
;:: .... :e~, therough!y~ end i think you wt[i see at the bottom of 
r~:eir ,~gi.!sted, our requirements for unlisted troding ~ the points 

t!,t~.,: you bri~;.g up with reference to the foreign bonds end se~ 
~:~;:-it!.es:. these stocks, I belleve 0 are all formally listed on all 
" ". "":"'~ '.'~ e~chenges. 

Mr. Pottengi~l: Well~ I do not went to ~nterupt you further 
exceQt that your argument is that you should do nothing with reference 
to fore~.gn stocks or bondso But my. observation i8 that the Am~rlcBn 
pubi~c has taken a sufficient burning in those matters~ and ought 
hOE to hgve to again, and are entitled to e certain amount of honest 
information and protection whlch ought to 5e given them~ I cgnnot 
yield to you on the point that they are not entitled to any protectlon~ 
(House Hearings, p 371) 

O n  April 25, 1934., Mr, P..ayburn introduced another substitute bill 

{~[=N= 9323) and on April 27 submitted the committees report recommending 

passage of the bill {H,R. Kept 1383p 73d Cong 2d Sess)~ Section 2~a)(12) 

of this bill uas identical to Section 3(a)(12) as eventually passed by 

both houses and signed into law., The co~c~ittee report in commenting on 

t,~:is section stated: 

A large number of the provisions in the act e~p~es~iy exclude 
"exempted securities,." Thus the Commission is able to remove from 
the operation Of one or mo~e of ~hese prov~slons any securities as 
to ~hich it deems them inappropriate. It may attach such conditions 
as it deems desirable° The Co~-aission may ~herefore make appropriate 
exemption for the protection of the holders o~ defaulted securities 
and foreigr~ securities if the issuers refuse to register, (p.17) 

In commentin 8 generally on the discretlon [eft to the Commission, the 

r e p o r t  s t a t e d :  

S'~.IHOF¢ IVNOLLVN 3HI ±V a~OOOO~d3~ 



';: .... eld wheze prac.tices constantly vary and where practice,~ 
I~. :.,.,,'.~.:te for some purposes n~sy wail be turned to i lleaal 
.:..r.,:i ~.~.~:<k~lent mean$~ broad discretionary po~e~s in the administra ~ 
..... ..~,..~ .~Zenc¥ have been found practlcally essential, despite the 
-~es,.-s of the Coramittee to limit the discretion of the administ~s; 
~:~..~:-. ~encies so far as compatlble withwuzkablelegislation-. (p 6~-7) 

On April 17~ Senator Fletcher introduced a substitute bill 

~5 3420 ~) and on April 20 submitted the committee report recommendin? 

~.~,,%se~e of [he bill (Sen Bep£ Noo 792~ 73d Cong., 2d Seas).. This bill 

.~c "ceported contained Section 3(a)(12)in form identical to H:~.: g323~ 

ibe report contains language s~milar to the house report Indieatln~ the 

Co~L~r~ission:'s broad discretionary authority to exempt securities from 

one or mo~e provlsloI~of the act and to require in reports only such 

i~forma~ion as is necessary or ~pproprlate in the publig..interest or to 

protect investora.j but makes no me~,tion speclficslly of foreign se-, 

curities (p~ 5~ I{1) 

The bill was debated by the House and amended in certeln respects but 

no r~fez'ences or. chan~es were made in ~onnection ~Ith foreifgn securities. 

The House passed the bill on May &~ 

In the Senate, an amendment to 5act!on 3(a)(12) was introduced by 

Senator Fletcher and the hilt as passed by the Senate on M~y 12 cow, reined 

an addition to Section 3(a)(12) which would ha~e included in the definition 

of "enempted securities" the following category: 

Securities which are direct ohllgat[onsof n foreign gove~-nment 
~nd which on the date of the enactment of this ~ct are listed on 
auy eF, change urLthin or s~b~ect to the juwlsdiction of the [5nited 
States,. 
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The follow!~ sxerp~ from the congressional record describes the reason= 

Ing £or such amendment and a description of Senator Fletcher~s Idea-of 

Co~nisslon latitude under Section 3(a)(12): 

Hr, Fletcher~ Mr, President, the amendment s i m p l y  
includes, in the list of exempted securities, on page 7, 
obligations o£ forelgn governments which are now listed 
on che exchanges o£ the United States° I chink that the 
amendment is in the interest of ~merican bond hOlders~ It 
do~s not  apply t o  new issues at allj but to issues now 
l i s t e d  and he ld  by Amer icgn  bond ho lde rs°  T h e r e  is no 
way o£ gettlng the information required as to these 
securities i£ they are not exempted except  by app l i cao  
l i o n  to  a f o r e i g n  government° That  may b r i n g  on some- 
feellng and misunderstandingo There is no way o f  como 
pelting them to furnish the i n f o r m a t i o n ,  and therefore we 
would not get it anyway° So I think the adoption of the 
amendment would be in the interest of ~erlcan bond holdezso 
They w i l I  not  be o b l i g e d  t o  go t h r o u g h  a l l  t h i s  machinery 
in connection w i t h  the d i s p o s i t i o n  o f  such s e c u r i t i e s  which 
they a l ready  ho l d ,  bu t  may s e l l  and d i s t r i b u t e  them.wt tho 
out giving information required of  other security holders~ 

1 may add that this amendment is suggested by the State 
Department~ which has recommended its adoption° So I offer 
the amendment .  

Hro Hastings° I should like to Inqulre whether, in 
addition to the group which the Senator, as Z understand 
h i s  amendment, d e s i r e s  t o  exempt, another  group should  not  
be exempted7 My unde rs tand ing  i s  t ha t  t he re  a r e  o t h e r  
s e c u r i t i e s  t h a t  have been l i s t e d  on the s tock  exchanges f o r  
many years~ as to which o I do not know whether the corporation 
have gone out  o f  ex i s tence  or  Jus t  what has happened o i n  
many i ns tances  the re  are no persons l e f t  who can p o s s i b l y  
make the r e p o r t s  t h a t  ere necessary under t h i s  proposed act°  
1 wonder i f  i t  has been ~rought  t o  the Senato r °s  a t t e n t i o n  
or  whether  he has given any consideration.to it? 

Mro Fletcher~ That is e matter the Commission ~rlll 
have discretion to deal with as circumstances may requireo 
That is a matter entirely with the Commission, and I do not 
think there will be any difficulty about it at sllo 

SgA~L3~V WNORVN 381 iV (T~00~d~d 
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Mr. Hsst tng6~ I s  t he  S e n a t o r  su re  t h s t  under  c h i s  b i l l  
the Comm~ission has that right? 

;dr. F1etcher~ Absolutely~ there is no question about ito 
(Congressional Kecord, 73d Cong, 2d SessoD Vol 78p 8571) 

In conference~ this foreign government exemption was deleted but 

neither conference report sheds any light on the reason for excluding 

£¢~ (H.R~ Rapt 1838o 73d Congo 2d Sess; Senate Document No~ 185, 73d 

Cong, 2d Sess:) Section 3(a)(12) as recommended by the House and Senate 

Committee w~s enacted into the Exchange Act (Public Law Noo 291; 73d Cons, 

2d Sess) end has remained intact to  the present date(except for minor 

revisions contained in the Breton Woods Act and Inter=Amerlcan Development 

Act), 

B=~==Con..~=_=ctusions 

From the detailed examination made of the studies which formed the 

basts of the Exchange Act, the congressional hearings, conducted and 

the other legislative history available9 it is evident that the framers 

of the Act were aware of the problems and confllcts involved in the 

regulation of foreign securities listed or traded on the stock exchanges° 

The enforcement problems, the political implications, and the effect of 

loss of the exchange market on holders of foreign securities were considered 

in the varlous hearings and reports, However9 the Congress did not attempt 

to m~ke any definite or concise study of these problems and it is clear 

that the legislators made no decisions c o n c e r n i n g  the status of these 

securities under the Act but rather left the responsibility for study 

of the problems involved and the action to be taken up to the complete 

discretion of the Commission. 



/ "  

~£ of t :~ lh~.~ is emphasized by the fact thmt the conferen~e 

c e r . ~ " t . z , -  ' . : , :  pro~.~iszon e~:empting securities of for.e.~gm govern ~ 

m e r i t "  ,... :4 uith the other area~ of proposed enempt classes of 

8ec~-:.. : .,;; .;L-.~te ar~d municipal bends~ it is evident that the 

C...~ " - "-: .... ,,t,ed to have broad autnerxty to decide which course 

:;f ..-. .. • :~ oe~-:t &:o.[',,e the conflicts in'~,olved in the foreign area. 

' ; ,  ' ? . .w : : ,  : ~ - - . ; i ~ . > n ' s  handling of the problem will be the topic of the 

. ~ i ;-.., t i - ~  ~: f <~ ;~ <his memorandum,. It is apparent that Congress h~s net beei~ 

:..~:..•.~.~.~.e,_ ~ witi', the solutions of the Commission since there has bees ~o 

--.~ : . , : . :  ,- to . ' - u ' ~ . i s e  the statute or to over Idle th~ Commission regulatioss 

,.=. L h  : .5 i3 .C .2a  

"..'..e.eeral letters of comment received in response t o  the propoged 

.~:aendr, ent of Rule 3a!2=3 announced .~n ~elease 34=69!2 contended that it 

:,:a~ not the i~ten~ of Congress in ensctlng the exchange act to subject 

fovelgn reg'~.strants to the pro~9 or insider, trading regul~tion and that 

t h , , e  adm~nlstrati~e e~ciuslon of foreign countries from such pr~4,islon 

~a8 in fact £:ontemplated by Congress (Association of the Bar of the C~t 5' 

of New York; Baker~ Botts~ Shephecd & Coates (Houston)~ S~llive;~ & Cz'omweli). 

The basis of these ai'guments appear to be the assumption that the legist- 
and 

lators recognize the differences i n  co'rporat~ organizstion@/pra¢:tices 

bet,~een thi£; eount~= end others ss well as the inability of this country 

to emforce such provislo~and the undesireabillty of extendlng the co•0 - 

cepts .of U . S .  corporate practices to companies whose business operatlon~ 

a r ~  owners are essentially foreign- These letters d ~ . d  n o t  c.~.. 

cit.sti~, of ~uthor.t~-. for such contention., k~tbough there Is s o m e  '~ai. ic}itv.__. . 

t,,.. the f~.ut t.,,a~_v - Cot~gress did recognize the~e prob~eras~. !t is ~1180 ~t-~.~_-,.-~,'*" 

thee it ~.~ss .~.ntended to protect ,%~er~c&~n in~,esto!-8 in fo~:eig~% secuu'ities 

to the greateat extent practicebl,_~ and that the Co~m~tigsion ~s ~ ' "7- - 7 : : - q -  - -  . . . .  . 

S:N~tl-[31~ WNOU.VN BILl. IV (T'~NCIO~Id 3~ 
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III ~ ~eg~str~tion of Foreign S~cur'itles 

In its first ection ferr~ul~ting ruie~ under th~ S~.eurit~es Exchange 

Act~ ~he namely organized Co~ission in, letted tha~ foreign gov.~.~.nments 

amd pr~ate foreign issuers would not be exempted from o!l the reguia- 

t,~ry prov~,~ions of the Act.. Howeve~~ the Commission did recognize the 

enforcement problems involved and in an effort intended not to d.%s~:upt 

t5~ market for the time being provided that foreign securlt!es could he 

temporsrily registered under the ~-ct on app].icatlon of the Exchanae on 

which the ~.eeurities were tr~ded~ ~ule JE.~2, adopted August 13~ 193t~ 

in Securities Exchange Act }.'eleaae No~ l~ pe.r.~nitte@ foreizn governn~ents 

and po[Itlcal subdlv~s!on thereof ~nd foreign co~por[~tlons the securities 

of which we~'e ii~ted on en e.~;change st the time the Act becgme effective 

(generally October I: i934> to have their securitieB temporarily regis~ 

tered~ not os application of. the issuer s~ in the c~se of most other 

listed seeutlties~ but on .~ppl~:a.lon of the excnangeo The ~lesse 

staled th~% ~'this pro~:'islor~ .. : is ~_ntended for the protection of 

in'restore in such securities the ~arket for wbleb m~.~_ht De se~ious!y 

effected ,.~nles:-: regigtr~tio,~ facilities were afforded these c}.~,~se~ of 

securit~.es ~ . The New York Tithes of ~ugust 14~ 193~ "P30=8-1 in reporting 

the 8do;~£1o~, of .this rule quoted Chairman Kennedy: 

~..--.,gmrdi~g foreign securities~ M~-.. ~:ennedy s~id thet 
the Cc,~iss~.on was disinclined to 69ply strict regulations 
to gecu~'!ti~:s ~,hieh ~'ha~,e ne faCher or ~ther".~ The~'e 
m&ghu b~;, he said:, c~ses ~here foreign corporations did 
sot w~:-% to ~egerd eli -zl;e s~w rules,, mnd ~,nder ~ strict 
i;:~telFr~t6,t.~.e~'; ~hose v;ouid h~ve to he ~tx'iken from the lists.. 

'q".ut mo~t ~f these .~z'e held hy &~..ecicat~ 6nd they %~ould 
suffer ~' , he &dde6~ ~'go ~:e !-~ve pro~f.ded a rule ~:hereb~ the 
e~cbe.'.,~t.~ can ,~3rml;_" them to register", 

SBAIHO~:IV "NNOLtVN ~HI. iV O~NI]O~I~: 
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Even thou~ this rule indicated that the policy of the Commission 

• .'c~il~ be to obt,:In permanent registration by the foreign issuers in= 

vci:~d in the course of time, the rule was well received. The New 

~o~k Times <August 19, Part i!, p 7=2), in praising the rules allowing 

~b~ exchange to register stated that "In the case of foreign governments~ 

however~ it is not generally expected that many registration statements 

w~il be for=hcoming, and that the initiative of the exchanges will be 

required". 

Temporary registration w~s to be adequate until June 30, 1935 (~ule 

JE~5) end the issuers and offlcers9 directors and 10% owners were exempt 

from the reporting and insider trading rule~ during the period of temporary 

exemption ~Ruie JE3)~ By September 22, i934~ the cut-off date for applica= 

tlons under the rules (Rule JEA), the New York Stock Exchsnge filed on 

behalf of 99 foreign governments and 50 foreign private issuers and the 

Curb exchange filed on behalf of nine forelgn, private lssuers: These 

constituted the bulk of foreign securities listed° (New York Times, 

September 22~ 1934, p 21=I)~ 

In respect to American Depositary Receipts (ADR), the Commission per:= 

mltted registration when filed by the issuer(that is~ the depositor) or by 

the e~change (Minute Book I p 80. September 25~ 1934), 

With the decision that foreign issuers should be required to comply 

with the provision of the Act to so.-ce prectica! extent Bpperently flrm~ 

so~ consideration of the nature and amount of InforT0atlon desired was 

given but not u{}tii the early part of 1935 was any serious effort n~ede 

tc re3olu'e these questions, ~See memo~ Kline to Burns~ November 2~ 19Z4 

- ~ ,:3, 
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d i s c u s s i n g  foreign governmen t  b o n d s ;  and C o m a l s s i o n  Minu tes  o f  December 18, 

/934, Bk I, p 327, where the registration of foreign securities was dis= 

cussed but action postponed)° 

The New York Stock Exchange urged that permanent registration for 

foreign securities be permitted without any action on the part of the 

issuers, In a letter dated January 28, 1935 (File Noo. 128~4) Mro JoB~Mo 

Hoxsey,. Executive Assistant to the Committee on Stock List expressed the 

opinion that a greet number of companies for which temporary registration 

had been secured would permit their securities to beconm dellsted rather 

than to file an spplicatlon which would subject them to additional obllga= 

tlOno In the example cited in his letterD Mro Hoxsey felt that the company~ 

which was in the process of repurchaslng some of the bonds~ was desirous 

of having the bonds dellsted since such action would.probably lower the 

market price and enable them to repurchase st lower cost°. Mro Hoxsey 

conceded that any exceptions which were made to issuers of Securities 

tem porar£1y registered need not be made to new issues which would in the 

future, seek to be listed snd registered~ 

On February 7~ 1934, Harold Neff~ Assistant General Counsel of the 

Commission (later Director of the Division of Rules and Forms) and the 

individual primarily responsible for developing the rules and forms for 

foreign issuers~ was instructed by the Commission to discuss foreign 

registration with the State Department and the New York Stock Exchange 

(Minute Bk I p 430)~ .Apparently the first major decision in the foreign 

• - ";;7 " -. ,. ' 



ares concerned the different treatment to be accorded the securities of 

North American and Csrlbbean private corporations as opposed to govern= 

ment bonds and seeurlties of other than North American & Caribbean como 

psnies~ The reasons for thls distinction is set forth in several places 

in the files~ In a proposed memorandum to the State Department dated 

March 29, 1935, Staff Attorney Ganson Purcell stated: 

It is felt that the distinction is Justified owing to the 
wide dissimilarity between the laws of incorporation, corporate 
financial structures~ corporate management and general financial 
and accounting practices adopted and followed on the North 
American continent and in the neighboring Caribbean countries 
and those followed in other countries of the world, principally 
European and South American countries and the Japanese .Emplre= 

It is felt that this division will impose very alight 
hardship on North American and Cerlbhean Corporations, in as 
much as the only distinction made in result would be that 
seventeen Canadlsne four Mexican and three Cuban corporations 
t4ould be required to file application for registration of 
their bond issuers on the Commisslon~s Form I0, while ninety 
seven other companles~ principally European~ South American 
and Japanese, would have the initial choice between Forms 7 
and IO, and would ultimately be provided with a separate form 
for reglstration~ the requirements of which it Is contemplated 
will be less conprehensive th~n those of Form iO~ though per = 
haps more so than those of Form 7~ 

In a letter to the State Department dated March 29, 1935 (File No= 

135=i) Harold Neff cited the following re~sons supporting the particular 

treatment of North American and Caribbean corporations: 

: 0 o proximity to this country and the greater facility 
therefore in the point of time of furnishing the required ino 
formation, the fact that these corporations in general have 
c o r p o r a t e  and accounting practices that more nearly accord 
with American practices than those of other countrles~ and 
particularly as to Canada the fact that the basic law 
governing corporations is identical with our own° As to 
Canada slso~ ~here is the further consideration of the 
continental inter-flow of capital and other business re- 
lationsQ so that It is hardly possible to treat Canadian 
corporations different from our own° 
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:e.c.-.~lanev'},ar;.. of the Deal=' -' for this distinction 7.1a:~ 

':.-. a ._e~.te~:" f~om Chairman D,:,ug!az to a Csr:a~ia,~ 

0 f . - _ .. . . neff j o The -.-.:~:, ~.95'8, f'iie ?,'o.. ~35=&, d:-ef*_ed by H. " "" 

.~ ~-:.o..-~o.4 that th o Commission reeonsider the determina~. 

.c ;.a,~ly made~ to the end that Ca'nedian or!rate ~ssue~s be 
-,.- :: ...: tl~e -same m~ner as the issuers of non-North American 

• ~ : :: lChe Commission has - = ~ ' " : : ~ere~u:.~y considered you~- request 
. < . . : ; , - ,  that the re!atiens should remain as they preset;fly st~nd.~ 

~"~ ::hi~ determ.ination~ the Ccrm, nission has taken into . . . . . .  "-  -' ~"-F, • ~- 
""." - ' , " - . ' c : : t i o n  n o t  o n l y  t h e  f a c t o r s  w h i c h  o : - i g i n a l ! y  o p e r a t e d  b u t :  

,:-,,:- ".;'at. c~}.:per].enee ~ehich it has had with the rules in q~stlor.,: 
'~~ r. '~>v:e .7ox~ been in operation for approximately four yesr~, and 
~{-;.-.. ::~qTeli~-mc:e .gained duz-img that peri,auJ of time appeor~ to justify 

!.D .~. - : n . J . g ~ n ~  tre.stment< 

i t  occu~.'red to me' .... tr~a~= perhaps you w~Ju].d like to have ""~'~ 
"h<, c~n~Idezations k, bich hs<,e led the Commission to the cone.iuslo,', 

~.bove mentior~ed. ! shall try to summa'fize them in ~ brief ar,d 
~. n f.:.':.~ma .I• manner° 

[Jvpon the adoption of'the Security.as Exchan~ Act the Ccm.= 
~-~L,~;:a.ioT. ~as <:emrronted ~ith the tas~ ,.., ..... ng. ~u,e and regui~ti~n 

the- infozmation to be furnished concerning the various issue& on the 

~svera! securities at, changes.= The Act specified that ~he Commi~.sien 

.... train the several shouid h~ve power to clas.~ify the issuers and wi ~ ~ 

ci~ssificiations to determine the respecti~,~e informa~ion te be 

furnished.. The ~im of the l~{slation._o_ . and the regulations aoc.oted 
9;a~ to obtain such information 6s would aid the investo~ to 

determtne '~,h~ther to buy Or to sell a se~tvcity~ ar:d~ at the same 

tu~ reasonable possibility of the isc:ue< [o 
~_ %/T ~71 ,%" h. 

g classification of i s s u e r s  w a s  requi~rlte d u e  to the d i v e r s i t y  

of unde>.'iyin 8 investment f~et,~ c:oncarning the sever~! cetegori~, 

Indeed~ this classification w~" '.:arri.~d as to domestic issue~s~ 

to the point of havi~g t~e].ve distinct '~:egu!atj.oDs.., e.~,zh with 

varying prouisioms: For eicsmpie~ r s i l r o n d  cempauies~, insurance 
companies, investment , , = e m p s n l e s ~  end <;ompsn~es recently reorg~,~,ized 

had special r.~guiationE made .~pplb.cable to them in ~ie:,~ of the 
dis#a~..<ty exietin S betwe~ thosa r.ias:.oee a o d  the gen:~..-.nl c6~te!..go~--/ 

"7" " 
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At the t~me of the entry into effect of the statute there 
was listed on the several exchanges a large amount of securities 
of foreig;, private issuers~ These issuers were of countries 
in a;! parts of the world; for example, Chlnae Japan, Argentina 
end Ge.~.sny They comprised mortgage companies9 railroad tom= 
panie~ public utility companies = Indeed8 the whole gamut of 
priPate enterprlse~. The Commission came to the conclusion that 
th= ~eneral category-of foreign issuers should be in principle 
di21deci Into two classesD those in North America and Cuba and 
tho~e in the rest of the world° As to the first category there 
were made applicable the same requirements and classifications 
as in the case of domestic issuers~ while as to the rest special 
forms were adopted° The considerations leading to this treat= 
ment were ss set forth 5elow~ 

:. In  the f i r s t  plece~ the d i s t i n c t i o n  was based upon what 
~'~ere conceived to be very important differences in fundamental 
economic relationshlps~ I need not discuss in detail the nature 
and e~tent of the commercial relationships among the countries 
on the North American continent, except to note that they are 
of course~ more extensive and more important than the relstlono 

.i ships of the United States to the other foreign countries° One 
significant consequence is a very substantial commingling and 
interchange of trade and capital among these ¢ountrles~ Agaln~ 
the United Stated capital market for the securities of North 
American issuers was found to be of a different nature from the 
market for securities of other foreign private issuers as a class: 
Our survey indicates in that regard~ for example~ that as to the 
listed stock of foreign North American issuers the United States 
market tends to be a more active and primsry one~ while as to 
those of other foreign issuers~ a secondary one° Thls is supported 
by the fact that the relative volume of trading on United States 
exchanges in the stock of North American issuers is very much 
greater than the trading in the stock of issuers of other foreign 

, companieso 

Of g rea t  s i g n i f i c a n c e  a l so  i s  the degree o f  s i m i l a r i t y  %D 
s c c o u n t i n g ~ t h o d s  and bus iness  p r a c t i c e s  and techn iques  which 
~ d - o v e r  the long per iod  o f  com~erc ia l  i n t e r c o u r s e  
between the Un i ted  S ta tes  and the o the r  Nor th  American c o u n t r i e s  
and Cuba~ In  v iew o f  t h i s  s i m i l a r i t y ,  the requ i rements  a p p l i c a b l e  
to domest ic  i s s u e r s  have proved almost e q u a l l y  a p p r o p r i a t e  f o r  the 
North American i s s u e r s  and no p r a c t i c a l  d i f f i c u l t i e s  o f  any con~ 
sequence have r e s u l t e d  from the  a p p l i c a t i o n  o f  a s i n g l e  act  o f  
requ i rements  f o r  a l l  Nor th  American companies, Horeover~ to  
t h e  ex ten t  t h a t  bus iness  p r a c t i c e s  d i f f e r ,  the t e r r i t o r i a l  
J u x t a p o s i t i o n  o f  the c o u n t r i e s  and the consequent f a m i l i a r i t y  
o f  the va r i ous  i s s u e r s  w i t h  our  l a n g u a g e  and p r a c t i c e s  have 
enabled them to present financial statements and other date in 
a form similar to that required of domestic issuers~ 

r 
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these ~ .  

of ~ . t .  

fora-" .,. 

:.~ti. it was felt that the ~pplication of 
~ . . - : ~ e t ~  to non=North American issuers could 
~xfficulties of ver~) considerable magnitude., 

.... :, ..a~:y substantial differences among the members 
• .-:: ~ . : ~ e y  ~resent~ as a c].ass~ certain common pro~lemso 

: - the ~orth A~ericsn lssuers~ most of the other 
• ::.~ e~ a group> differ in considerable degree from 

. - . ' ~ - ' r ~  lff--ffh-~£-'5~ness practices and ac¢0hnting pro = 
~cJ~,:" .' ':~t the use of the forms Bpproprlote for domestic 
.~c~ ~::.~-~ :',:.~rrh American companies would present serious diffi~ 
cu~i~.~ e!: :,~plieation and interpretation,: Furthermore~ as to 
~u~:~.~:::~ -'-oan~zed in other than North American countr~es~ the 
e~.~¢~',: ~o~ition of the country in which the issuer does its 
~ ; . 5 = ~ , c ~ ,  ~ : ~  played a v e r y  n~ch more important role, generally 
~,enk},.,~; than i i ~  the case of North Aaeriean issuers.. Indeed~ 
:.-~ ~f ,~ot practically ell of the defaults which have occurred 
-~ to th~ former class have been due to transfer difficulties 
ce~u!t~.ng In exchange restrictions; for eKample~ the millions 
e{ uDn3z issued by German prlvate issuers° In consequence= it 
v.,6~ felt [hat this calss of issuers should be treated in 
~asf;ne£ 6istinct from that of the issuers as to whlch, as a class~ 
t h e  - " ~ , pa~tz,.ular problem of transfer did not seem to be present 
i~% ~uch an acute degree. For this reason special items relating 
to the transfer problem were introduced in the forms for non~. 
[~o~th~merican Issue~s~ and the conversion into dollars of the 
amouDts shoun in the fln~nc~l statements was prohibited: 

EEperien=e has demonstrated that the classification.in 
Question is ~e~sonably justlf!ed~ As to North American Issuers 
there has been no difficulty in meeting the requirements and 

the info~atlon furnished has been pertinent and necessary 
for investment analysis~ It would seem since the issuers 
uf Csnada~ Mexico~ Cuba Bnd the other North Amerlcsn countries 
are placed in the same position as our o w n  domestic Issuers~ 
that there is no distrimlnatlon agalnet them~ even though 
~ecause of the transfer problem and other such factors leaders 
of countries more remote ere asked to meet other requirements 
drawn i n  view of the particular circumstsnces ef the catego~) 
invo!ved~ There must be likewise taken into consideration 
that failure to have the same requirement8 for foreign North 
American issuers as for our own domestic ones might c~use our 
nationals to !ncorporste in those countries for the purpose 
of evasion This consideration of course does not plsy i~ like 
degree for other countries because uf the difficulties of such 
Incorporetlon arising f~'om the distance and other factors of s 
similar nature,. 

s~0~ ~0~ 3~ ~0n ~ 



I hope you will agree that the above considera.tlons show that 
the Commission, in its requirements, is seeking sol.ely to perform 
its duty of obtaining for the American investor the information 
requisite for the several categories of issuers in the 1 ight of 
their respective circumstances~ 

On April 4~ 1935~ the Commission amended Form !0 (Rel 34=158) to 

provide that corporate bonds as well as stocks of North American and 

Cuban issuers were requlred to use this form~ In its Class B Released 

it was stated; 

It is the opinion of the Commission that the registration 
requirements for Cuban and other North American corporations who 
seek registration on American exchanges ought to be similar to 
those governing domestic corporations: The large and continued 
interflow of business between the United States and its neighboring 
countries makes uniformity of registration requirements desireable~ 
There is sufficient similarity between the corporate and accounting 
practices of the United States and those of other North American 
countries to make uniform registration requirements practlcab!e~ 
Furthermore~ corporations in these neighboring countries are close 
enough to the United States to make the filing of the required 
information feasible within the requlred time.. 

The release also stated that forms for the registration of the cot= 

potato banks of issuers in other parts of the world were in prep~ratlon and 

that ample time would be granted for the filing of statements:~ 

A draft of Form 18 for permanent reglstration offorelgn government 

bonds was prepared and on April 23~ 1935 it was sent to the exchanges 

andother interested parties~ With several exeeptlons ~Ich will 5e 

discussed below~ this draft was substantially the same es Form 18 es 

in effect today= The New York Stock Exchange9 on receipt of the pro= 

posed form, again insisted that anything but the most simple form 

would drive the listed foreign government bonds off the exchange and 

suggested that any detailed registration form should be reserved for 

future [istlngs~ The pertinent part of s letter from Mr~ Hoxsey to 

Judge Burns dated April 25~ 1935 foliows: 
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Considered as a form for the registration of future 
issues not now temporarily registered~ I think that this 
is admirable~ although I am making a few minor sugges~ 
tions which it appears to me will improve it somewhat.. 
Considered as a form for the permanent registration of 
securities of foreign governments and pol~tie81 sub= 
divisions, I fear that itwould go far toward pre= 
venting the registration of such securities, and that 
the information desired is not necessary and can be 
supplied as of a comparatively recent date almost In 
its entirety from statistical manuals by the exchsnges~ 

I therefore urge Hro Neff to confine the require° 
manta for permanent registration of existing registered 
securltles to the name of the reglstrant~ the title of 
each issue registered~ and a statement for each issue~ 
outlining briefly the provisions of any law, decree or  other 
edministrative.scts by virtue of which the security is 
not being serviced according to its original terms, to= 
gerber with two Exhibits "B '~ and "~', of the draft sent 
r~e. 

While I am sending this to Mr. Neff as a draftsman 
of the form, whose duty, I assume, is to' follow Instruc= 
tions as to getting out some Form for this purpose, I 
feel that to you, as General Counsel of the Commission, 
I may raise a query as to whether any registration 
application or registration statement is really essential 
for securities of this. class which are already listed 
and registered~ No new issues of such securities have9 
to the best of my knmaledge and i~. l l e£~  b~em ILsr~d  in  a 
long  ~/.meo The seeuzit~Les ~h ieh are ou~ are seasoned and 
m~y- be assumed to  have found t h ~ £ r  l e v e l  fo~ Ch~ tim~ 
b e i n g  in  re~ t ;~on  o¢ o the r  secucit~eSo g o r e l ~  gowern-  
manes, scares and m m t t e ~ p a l i ~ e s  m0~e very  s l ow l y ,  and £¢ 
~uld seem ¢0 me that unless there be so~ intent in the 
la~ ~h~¢h ~ have ~t apprehended~ n o t h i n g  ~/111 be l o s t  by 
cous£derCug ~hese as e~-~p¢o 

I f  there ~., some reasom ~ r ]  thCs sKould ~ t  be do~e, t h ~  
! urg~ the accepratme o f  the suggest ion t h a t  rhe £o¢m o f  t he  
regi~ETa=ion a p p l i c a t i o ~  be as s~ple as is ¢ons[s~nt ~¢h the 
.language o£ reglstratlon as s~= torch in the opening senrenue of 
S e c t i o n  12(b) o 

I presume the Co==£ss£on has in  = lud  t h o r ,  ~ any eva~t~ 
it ~£I~ be uece~sary to ~ v e  ~ ¢ i o n  for  a n ~ r  of  m o n t ~  

.co secur£1:£es o£ t h i a  type~ t~  =void hsvt~g, ~ o f f  t h e  board 
e~ply because the  issuer~ can no~ ac~ fas¢ enough° 



AlCh~u~h Mro Nef f  i u  r e j o i c e  i n d i c a t e d  tha£ a f o ~  f,9~ ~aw 

lIB~in~u~uld be co'nslde~ad~ ~h£s was neve~ dens (leCCe~" A9~ii 26.~ 1935~ 

Pile NOo 135ol)o ~o ~exsey~s 8u~eszi,~n for a fo~ f@~ ne~ lis£1ngs 

was sub~an~la!ly £he same as ~he Exchanges requIT~en~ for lis~ing 

e~plica~i~8~ a.~d it is i==eres~ing ~.o n.o~e ~ha£ Fo~ 18 as ~rafZed and 

a4~ed did no~ re~ui~e as ~eh information as the Ne~ ~o~ SZoe.~ 

Exch~ge l~£1~g appl£ca~ion as £hen in ef~e¢~ 

NEW YOP~ S~OC~ EXCR~/~E 

Feb~u~z'y 2~ 19250 

F~RE~ GOVF/t~£F~f~O~)S 

Da~a required in addi~i~ ~ Ee~lar Requlz~en~s in cennectlon wi~h 
p~oposed Listings0 

~a) S~at~nt of deS£~ lu~ernal an4 exte~nalp and c~rrency 
in which ~¢ &s to be pald~ s~at~en¢ of external 
.deb~ to be  ¢~u~ed indollarso 

~b) Ce~ingent and actual liabili¢iess and prlori~yo 
(¢) Revenue @~ asse~s pledged~ if ~uy .  under prese~ 

and oche~ ~ans~ and ~at~re ~f a4minlot~a~Ion~ 
~d) S u ~ a ~  ofsuch ~evenue receipts and income from 

su¢~ asse~s fO~ ~recedlng fi~e yeaEs~ 
s~a~ed in dollare~ if available° 

{~) S~a~us @f ~he la~ under which said revenue Or asseCs are pledgedo 

2 Past d e b t  weco~d with respect to~ 
(6) Defaults; 
~) $~llng 4~;n InCeres~ ~yments~ 
{c) S~s~endlng~ slnklng fund paymen~So 

3 Where lisCedo 

4 Currency in which Is~erest and prlnci?al a~e £~ be ~ai4o" 

5 Tax llabi.li~7 an~ ~;~ti~no 

6 Statement of gove~r~en-~al Income and e~q~en@.i~uze far w~hat~ 
ever aec~.nt in ~he preceding five y e a r s °  
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i~£eres~ ~,~bS~'ges in each of the f$.ve pz.e~'edi~g yea~x'0~. 

8 Sta~(m~e~t !e~ Ze~'~s of we:E,-~h~ and ~/O~.ISZ,5 (e~xve~ted) ~f 
me~chaa¢lise i~orta a,;,'.d e..x~e~:~:s in each ,Dr ~e ~re- 
ceding five yc:srs0 

of ~eace or Wa.z and na~iouali~:y ef holcte~o 

I~ Zt~sg~'~c£i¢}n 4 ~eas addea ~o pez.mi~ :~a°-~llda£ea fi~anelal i~foz'- 

tm~ti.tra ~here seve~:a! ob*-..ig'OX"s exls~.o 

2o l~st~e~.i~ 5 was s4ded ~e~:~.i£~i~g ~mfox~aalom ss of ~he ~a~e.st 

lineal yea~ a~ailable ~,athe~ than a st~-Ict requlre~e.a~ f@z i=f~x~a~ as 

t~ ~he last fiscal yea~ 

3o ~£~..~ 3~,'5) ~Tas addsd requik-ing tf~e Saris fer de~e~ix}at.i~ of 

4, Xtcm 3(f) was a~ded x~eq~;i~-img a s~a~e~£ of aefaul~s ethez 

gl~o by law~ de~ree ©r m@~i~is~ra~ive a..~.i~xa=e 

5~ tress. 3~g,% was ~dded req<~i~ing a brief ~u~i!~e ~f the ~e~s 

ef amy gue~anteeo 

exgsz£s -~aly %~hen a~ail~b].e, 

}"~ZT~ 18 ~a.S adopted ~'~.~..2~.~!7 5:, i935 i~ Release 3'4-305 But ~be 

• '.}.~.,ho.~. ,i~ {.n.n k~as 
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Zhe .F~mm was amended ~o @ermi~ ~h~e reg~.~.~¢~ %,h~se ~:ar'.i~ was n~ 

Class D) ~aged: 

e~lex situa~i:~s .~ze.se~.~ed unden vari_n~ fa~-~i~.~.~ 1819-~., 
Ia eer~'a~..~ i~s~anees i~ is d!ffi~u~.k ~e de~.:m-~:minz whether 

tm file cn Fem.~ 21~ 

~ w~s ~:emde6 in 1944 ~ ~e~ the in~%9©zati~.~ of a Seeui~Itie~ 7tet 

pz~p~-e£us ~e lleu of ~he. re~la?:iy re;~ulred i~ f,l~lees~ ~4®~558= 

~ra~liy regls~e~e~ (e~e~?£ ~h,~e of Nor£h A~e~'ie~ ~. O2bam ~xlvate 

cs~era~lems) ~as se~8~e~i ~ntil ~¢eiber )I~ 1935 in v.%~ ef ~he de~ays 

re~i~£~a~i~ sg2.&:a~en,~s {Neiease 54~222~ ~my 9~ I9~5>,, 

A 4e~ile4 ,~INs~S of ~he i~.s ~f Fo~s ~,9~ 20 a~d 21 appears ~ 

6e i~Ssihle ~:ec~se Of the absence of £r~fo~a~i~n i.% ~he fileso Drafts 

~f ~/~ese fOtC~¢ were made in A~ril a~d again in $~e ~f IS~5~ and it i~ 

in,41ca¢ed that substantial ~hm%ge.s fsea the drafts a~.e e~tai~':ed in ~he 

f~z~_s as adg@~edo ~[o~evez~ ~pies @f ~,:hese ~r!y ~."af~s ~a~.%xo~. be l~cmZ~io 

A ~ b e ~  ~f let~e'r'~ of c~em£: a:~'e ~ntalm~d is Fil~ ~,o~ 120~3I but ~hey 

a;¢e ~,iff~eul~. ~ deni~he~,',~ Thence f,mzwc,~ wez'e ad~p~ed .9~ Ju!y i .~, 19"~5 

i~i ~ei~t~se0 54~323~ 34~324 ,~nd 34-325, [aspe~:~ely= ~i'he end!meg CTzas~ B 

i~suers,, l~ vie~ of ~he ~:[~?ari~ty be~.,=ze~ the ia~::~ arid 
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~a~Ices ~st£~$ la the se~ewal ~s~ntzles ~ ~'a~ ~e~essa~y 
~ i~r~guee gr~ fiaxlbi!.i~y i~ ~be ~e~i~e~es~s~ 

• %_ave been a&tabllshed for bends -.and shares° 

£hz f~m fe~ ~ei%4s~ Khe !ssue~-2.~ asked ~o give~ 
~en~ o~he~ ~a~te~m= a b~_k-d~.:~an of funded ~e~ a de- 
~zipti<~ ~f ~he seedily ~ be regi.s~e~ed ~n~iL~ ~o ~et 
~equ!red by Foz~ I0~ a s~m.~n~ as ~ -~he£he~ ~y ,~xehange 
~re]. hgs been es,e, aSilshed im ~he i~uer~s ~un~ a~d 
a ~Tief %~a~l!me ef a=y law o~' 4ec~ee 4e~e~mi~In~ ~he ex~e~Z 
~e ~hich the sec~ziZy~a~ be sezvi=e~o As ~¢ f!=~elai sZa~eo 
~e~£s~ ~he issuer is asked ~o fu~aish, 9~ ad~i~i@~ ~o i~.s 
s~a~a~ts ~hose far si~Ifica~t subsi41~ies~ 

The fezs ~or ~me~i~ Oer~if~cetes is s~ei!e~ im certain 
~es~ea£s ~o ~he f~ f~r V~i~g Tr~s~ ~e~Ifi~aKeSo It is 
~iviaad in~e ~ ~a~ ~e~ ¢,~eemalmg ~he ~mer!~ Cer~i- 
flcages~ ~he o~he~ =he umderiy:!mg me~e~ieso 

~m~4ed as no~ed ~ravi.ms~l~ t~l~e i~ e~ti~aal f@~ ~e~alu ~u'blic ~z~ \ 

ratiens~ and ~r~ 19 ~as ~,~!~nded is 1939 t~ refer ge Zhe ~,.~m-diselss~re 

.~vlsi~n~ ~f Sec~i,~n 24¢b)}o 

foreign Issue~s~ ~4a'~ ~eff made ~h~ fe!l~.~img ~en~s is a idler la~ ~evle~ 

a~ti~le ;~See 51 ~?.'rvaz'~ i~ Re~!e~ 1354,. 1366)~ 

~Dae ~e.~.e~a! Glass ef fereila i~sue~-s ha%~img 8e~!.- 
~.les listed ~Z~d apar~ f~-~ ~he 4~me.~i.~. Issue~.e., These 
seeuri~ies c~Iz~d the b~.nds ~:f fe~e!Bm ze~e~mments and 

IssueE8~ amd~ £e a vez), ~.~h :~-m~-e l.~mi~ed 4eg_~ee~ sb~es 

of .f.~%'~ign t;:"a4e and ~.hc: ii~af.iiig 7 of ~al.minZ f~rei~ 
e~.~.hsage~ As ~ ~e,c,~It a f.~ ~2a~ ~..realged for f,~e!.~ 

a .... e~,,a esse.n~r~.e.ily 

~anded and flea~ing i~,i~$;e~s~ cf ~he regi~-~u~-aii£~ a 

a ~:ta~e2~en~ ce~em.ni-~g an} ~ defaul~, the~-ecn ei~.d the Le~,~ 
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~f amy su~.sequen~: ~,r_~e~.g~=~en~ ~-he ~ e e e £ p e s  and e~pendi:- 
~.ares @f ~he regi~tran~ ~he n~:e issue and gold :resezves 
~f i~s central bam~ of iss~e.~ t h e  t~%!~or~s and exposes of 
the regi&t~ant~ and ~he balance ~f is~e.~.~eti~aa! payc;.~nts.. 

i~suers of countries e~her ~has ~k,,ba and £,_kese on £he 
l~rth ~_er£c~r~.n .~,gn~;i-~e~. ~eaause el ~he ever:id%~eg effect. 
ef ~he zra~_sfer p1~bl~ nu~aer~ special p£'~#laio~s ~efe 
~gde ands; 9.n pe~Z~e~i~x~ a ~te~e~ent ~-~as re~u!~ed as %0 
any e~£~hsnge ce .a~@l  ~ the issuer's e~ms~ ~d as ~o amy 
law dster.~ini~g ,~.he ~ent ~ which ~_he seeuz~i~y ~ght be 
serviced0 F~a~e~.:. the finenc.ia~ s~az~nen~s ~oe~e ~eq~iz'ed 

- ven-~mg ~.he illusion o f  4 , . ~ l s r  ~ra~ia~£~4~., 

After the ~'b~ieat~en of ~he f@=~s_~ :~.he ~issiu~ se:~ ab~a-~ t= Con- 

~In~% ~he fs~ei~ ~s,aers £h~ filim~ was ,~.ece~sary and ~.ha~ £he f o ~ 8  

a nd  staZ~en~s i~ the press tha£ ~he SE~w~uld Insi~ up~ ~egLstra~ie~o 

~* July !~ 1955~ Chalz~u Eemnedy w ~ o £ e t o  ~he Secretary of $~a~e 

,rained in ~he f~r~ m~ dlfficultles will ~e enc~man~ered in 
~he u~e ~f ~.he f o ~ o  

Form 18 was p,~bl.~sh~ 3~ly 5, 1935o Su=h ~ubl~cation 

a~e~len ef ~h~ res~ee£~ve Iss~.,e~So ~e~er~ ~he C~issi©n 
~'e~2.,es~8 ~ha~: ~he Depar~E~.~t ~f Sta£e ~ra~ ~hr~agh dixie ~ 
~'~£c channels ~,s fozei~.j~ g~ve=~l~ents which are i8~uer~. ~f 
secu~i£~es "e¢,".~ so [is~ed~ i~f~2~ti~ as tO ~he ios~amce a~d 
9,urpose of ~he fo~ an4 i~fo~r~ th~ ~ha~ Zhe See~ritie,~ a~ll 

expiana~i~s. ~hi~h ~igh~ be  desired ~n rega.~4 ~e any question 
¢haE ~.y a.wis~ =on~e~'nim~ £he regis~eri~.~g of ~he elaeses of 
e~eu=~iZies c.[~vered by ~he fo~b ~ r  t,~ discuss s~i~h q~e@~.%~ 
wi~h any re~tese~.e~!%-es ~gf the [nter-es~ed g.sve~en~, 



a view to o~fe~iag a~.t~Dm~e i~ ~la~i~ing p~',~.ed.~re~ a~d ~efer ~ ~he 

~he New Ye~k S~,~=k ,.~¢ha~ge~ a~ ~he pr~ne~pal exchax:ge fo~ 

pe~ ~helr securities ~o g= ~ff ~he ].i~ ra=her ~~2~.~ f~!e a regi~ra- 

#.~n ~ a ~  and s~gg~,~ed ~hs[~ ~he for~ be z'es,~i~e4,. 2ehe Exchamge 

als@ expressed i~,s v~e-~ ~ha~ pa~z~=ula_~y as ~0 f~e~gm g~ve~g~-~o ~he 

SZa~e Depa~em~ ra~he~ Zh~,~ ~he Exchan~e~ ~as ~he ~'q~e~ a~th~-y ~ 

~a~ ~s~/£ ~he ~'equlr~e~s ~o ~h~ f@~eig~ issuers (see !e~ez d ~ e 4  .~s~y !6~ 

i~ a letter da~ed July ~3~ 193~ as fell~s 

Xm iccez~mee ~i~h s~/ ~=~nise~ ~ ~eid ~efeze ~he 
f~-mmlssion ~he p o i n t s  ~_%~he~ed By Y~0 ~xo Sa~ks~a and 
~Oo Al~schul ~.ega~ng a possible ex~m~i~ ef ~hose 
se~zu.~i£!es 00~C~ if am exe~pZiom sh~Id ~e .~ee~e~ ~w~.~e 
~he poss~ili~ ©f the f~i~si~ aealim s wi£h ~he ~z[elgm 
g~v~nts ~h~gh £he $~a~e Depar~em~, 

A.f~e~ a ¢~ef~ cems~4e.ra~ion, i~ ,sas zhe ~pi~iou ©f 
£he C~issi~n e_h~K FOrUm IS~. e8 ~regem~.ly draf~ed~ ~e re- 
~i~d and ~h~t ~h~ ~ues~i~ ,,~f res~s~a~ 53 b a ~ d l e a  
in the ~sual ,~ay~ vlz,. = through ~he s~k eme2~ges a~d 

• the fis=al ag~m~So 

A~ ~ indlca,~e4 ~n my e~nveraa~ion, ~he C~m~.ssio~ 
~ee~s ~haZ ~hei'e i~ no g~'ea~ Z~.ei~h~d ef a subs~_~!al 
n~ber of fo~elgm LSs~2e failing ~o file= C,o~se~uem£!y~ 
~ bee~es ~,~s~egessa~y ~0 e~r~es a a y  ~m/~,i~%oa ~ ~he zhree 
=~arses of p r o c e d u r e  ~u~ine~ in your ~am~.a~.i~o 

]'.n view ~mf ~hls= I ass~e ~'.ha~: Zhe st~ ,~_v, ehanga~ 

ae~Irablli~y of regi~£ering ~ Foz~ 18~ 

~i~me ~[c~mnge persls~ed (s~e ~e~e~ ~h~g~s~ 2~ 1o~,5 ~e C~!~u Xen.~e4y) 

b~t ~e no avail° 
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Iss~ers~,a~pare~_~tiy aide4 ~he C~is~ien~s p~sltie'a0 O~ j.~ly 21~ 19.'.t5~ 

the ~ew ~o'.'~ Tis-~es ~Pa~.Z ~I~,~ l)o 3"-4} printed a lengthy C:~!~.wX~ 

F@relgm Ig~e Dae~ D~a~ded by SECo C~m%sgi~ 
Refuses t~ Al~,e~- Exh~.~u-~KZve N_~ Fo~ 18 fer Per-~.ane~ 
Ragis~raZ.i~n... ir~vas.~r Pretec~iom #~L~ ~a~ing Pr_i~l- 
leges will be forfei~e~ unless Requlr~aen~.e ~e~ by 

. Dec.e~Se~ ~ 

A firm at~.i'~'.u~e he8 beeB £~e~ by ~he SEC a~i~ss~ ~sd%- 
ficaZi@'n ~f ~oz~ IS ....... 
The mew f~r~ ..... calls for imf~9.~-£~a ~si4e,re4 ~re 
fa~ reachin~ ~han ~ha£ which has been obtained by the 
requirements of ~he N~s Y~ S~oc~ ~hange u~d~r ~h~ch 
the se~ri~.le~ or~g!na!l~, ~ere ~e~.~leZed llsZins~ Bu~ 
~t was ~he SEC"s ~u'/gmen~ afzer hearing arg~men~ ~ha%. 
~he Info~.~n s~ugh~ c~Id a~d uh~uid be fur~Ished by 
~hose ~>~es of issuers i~ ~he bes~ Inzerests of ~he 
#~erie.e.n inues~rs o 

I£ is a~.p~reng n~ ?,~%x~t ve.~ suund =eaons ~s£ be 
given if amy ~hamges are ma<~.eo ~ ~o ~hls ~Ime, s~ far 
as can be 7.ea~.~ee~ ~he~e has Seen no prote8~ by a f@r.elgn 
g¢~ven~em~ ~hr~gh ~he S£a~e Department ..... 

~e ~uesti~n asked i~ the fe~ aS=~ which in~ezes£ 
chiefly cen~er~ is ~ha'~ ~'e~u~.r.'ing a~ acceum~Ing of ex~e~ses 
and receipts . . . .  By ~me it is argued ~ha£ ~h!s question 
calls, for de~ails ~hat s~e goverr~ents w~eld willingly 
~ubmlt~ ~u'~ ~e ~he ~e~ailing ©f which @~her.~ ~Igh~ ~b~ec~ 
For ~.ns~nee:, sh~d ~he SKC so in~e~.e~ Zhe ~eaning ooo 
it ~igh~ call f~ {lls~l~sure as £~ expem~i~ures f~,~. na%~l 
construction,, purchases ~ aams and ~u~muni~.ion a~'d ei~itax'~ 
su~lay8 of all ki~dso 

The press again aff@rds s~a~e indicatlo~a ef the solution r-o thls 

pr~bi~ ~;h%eh the C~_~Iss,i~..~s f~le8 lea%~a bla~d~o ~h~ Sept~.~abe~ i~ 1935~ 

after ann~:neing khan'. ~he ~£r~e f~r fiilmg fmre£~ =egis~.wa~i@~ sta~nt~, 

hag beeu _ur=me~ e~,~tended ~_= ~,a~'~h 31~ 1936 <~ee ~lea=e ~,~.~ 34~363~ 

~%~g~s~ 30, 1935~, the N~,; York Ti~ staeed {~o I-7>~ 
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While czc~ent is being wichheldt the belief in  
government aud diplsmatie circles n¢~ ts said to be 
that. sf~er a period of me.go~Isglon whlc~ will fully 
infozm foreign ~nCeres~s of the  r e q ~ £ r ~ s ,  ~ s ~  
of the @4,500,000~000 in bonds of  foreign governsmu~ 
and the ~o!i~ical subdivlsi~ms which are lasted on ~he 
s~ock exchange w i l l  ob~In pezm~nen~ r~Is~a¢i~ 

•here a¢¢ sevecal ~ecCs ¢o the slb~ati~n from 
~he poin~ @ff v ~  o f  ¢J~e f ~ r e £ ~  i ~ e r ~ t ~ ,  ou t  o f  t h ~  
=o che effect thsC refusal ¢o meet the cond l¢ !cn~  and 
Cb~s b r i n g  a b ~  d e l i s ¢ ~ n g  o f  ~he bonds  ~ u l d  t ~ v e  upon 
the.rece~tlon of new issues whlch~ eventually, I¢ is 
b e i t e v e d ~  w i l l  be  ~ a r k e ~ e d  ~n t h i s  c~,sntry by s~ue o f  
~he f o r e i g n  ~¢!¢mSo 

Stock exchange m ~ e r s  o oo ace a ~ i ~ z ~  ¢ ~ ¢  e ~ e ~  
o ~ o r t = n i ~ y  be g ~ v ~  t o  ~he i ssuer~  to  n e g o t i a t e  and 
e v e n t u a l l y  seeJ~ ~e~lsCz~¢io~0 

The moze general belief in £nves~u~ circles, it 
is sald~ ie eb~¢ a £zz~ed dellsClng of any ~preclable 
m~unC o f  ~he b~n~s~ which would ~hen be ~ h r ~ n  into t h e  
~verothe-c~uneer ~rke~ ~uld ~e~ult in conslderable 
~nfusi~n i n  ~radlng o~ ~he ee~rltles~ end p~slbly 
f a l l  i n  ~.he q u o t e d  p r i c e s  f o r  s ~ z  o f  them~ u'n£ch ~ I d  
be  ~ d v e r s e  ~o t h e  in~e~es~s  o f  Uo So hoide~so 

The f i l e s  i n d i c m t e  t h a t  ee~Jeral S~th ~rlcan c o u n t r i e s  did ~Id 

dlscuss~@t~g wlth the C~si~n and had decided Co register° In addltlon~ 

~he ~e~ York Stock Exchange changed i~= approach and began t© c~erate, . 

fizs~ by se~dlng to flscal agents of forelgn ~ver~ments and subdivi~ious 

s ~tice pertaining ¢o ~he reglstra~iom require~emts and chen by acting 

ae a c l e a r i n g  house  o f  ~z~blem a r e a s  e ~ c c u n t e r e ~  in  r e s p o u s e  ~o i r~qeir~es  

by  p r o s p e c t i v e  r e g i e e ~ a n t S o .  I t s  a c t i v i t i e s  in  Chi~ a re~  r e s u l t e d  i~  the  

z ~ d i f i c , ~ t i o n  o f  Form8 18 and 21 e¢ scccmod~te  c e r t a i n  ~ b l i c  c o r p o r a t i o n s  

~h~se sta~us as political, subdlvlslons was ~ncertaln~ and ]~¢er~ on 

October 23° 19350 to send. a further no~Ice ¢o f~scal agents de~iling 
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c e ~ a ~ m  pr~.~l~ areas e~c=~n~e~e.d by D~[~.,sDec'~ive " ...... 

c e r ~ l u  it,s ~f Fe~r~ 18o ~3le ,~.-~,mis~i,~n pebiish~d ~.h£~ le~:e~" am a 

release (Noo 34,-401)o %~ ~.~as base,/ u~c~n several specific questi=~n~ pre ~ 

sensed by the exchange over ~he peried ~.f a ~oth or ~.,~ =~d reflects .e 

~er~ as "~.nCe~preta~i~s of ~he ~eq~ire,~a~s ~ g~ven se!eiy for gui4aUeeo 

~ae ~eleage i~ set foz-~h her~ ~n i~s en=ire~i 

SP.CURITZES ,EXCF~GE AC~ eF 19:.~4 

The Securities am~ gacha~ge ~,~m~ssi~% anne~nce~ ceday 
~ha~ i~ has authorized zhe. ~ Xc~ S~cck F~hange to draw 
u~o~ cerZaln~r@!ni~s @f ~he Crene~al c~msel ~ frame a ie~tsr 

~.~cn.~ Agents of f~rei~ ~ovem~t~en=s 
~©meernlu s reg~s~a~!~m ~f ~h~Iz securities "4~de~ ~he Seet~i- 
ties Exchange A~ ~a Y@~ra 18~ The puz.~ese ~f ~he le£~ez was 
~0 Clgzify ~er~a~n i ~  ~,~ the reg~s~a~i~ f~m as to ~'h&ch 
questions had bee~ ~alS~do 

The ~pin~r~ ~ ~ehieh ~he let£er is based, ~ns¢i~e 
n~ chamge in zhe me~i~e~s for regls~aKi~a ~f ~hese 
se~urltieso They weme glve~ by the Geme~el C~sel solely 
as ~u~danee in ~he lu~emp~'e£ati~m of the requ~res~e~So 

'[ae text eg ~.he le~Cer aen£ o u ¢  by -~he ~ .~  York $£~k 
Exchange is a£~aehed~ 

9:~ Fiscal Agents o£ Farei~ G~ernments 
and Pol.i~.i~-a. 1 Su~divislf~ ~hereofo 

under the Securities ~(~ge Ar.z ¢~f 193t÷ f~,%~" the: ~e~.~,anenl- 
~egis~ra~io.~. ef the gze~e~.~.%y !i~Zed se~u~i£1e8 ef the f~)rai~ 

~is~&l e'~ Paying AgenZ~ 

Sin~e .thf~ dai:e c~.~aJ~ d~."c~ile~ ~uesCi~s with ze~e,.'~ 
~,~ ~he Fo~ Ig ~gi~ati~u s~a~e~mC have hee~ r;'.l~d ~7 repre~ 
sen~a~Ive~ of f~rei~ g-~m~e~.utm end Flsc.~l Age;~.t~; and have 
been t~keu u.p by ~he C,~ig~ae o~ St~ck Li~ %~[~:'~ ~ke Secu::~r.$.e~ 
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helpful ~.~ f:~rei~a g~ve~en£s and ~che',-r l~£sca- ~, Agenzs ~o be 
~nfor'~ed of the vie~s ~f the Ca.am~<ssi-~-: and i~s c~u~sel %,i~h 
~espe.c£ £o the,~e :~¢+~.ers and t.~=a~smi.Z~ ~ y.~ ~he foll~g~ 

.(1/) The Securities and ~=h~=ge C~/,.ssi@n has :~led 
chaZ in replying co X~:ems 5(b) amd 6 of F~ 18 i#; ~ill =,~% be 
=ecesse.ry for ~he reglsZran~ t o  include ~t~ iu~erg~ermnen~ai 
Indeb~e~.ess Lu the $~ate-4~.~ of Ex~e~aa~ ~ded Deb~ of a 
fore%gn g~ver~e~ 0 

(2) We have bee~ asked whether by filing ies a~plicaz~n ~©z 
~e~n~nt ~egi~.a~i~n+ a fere£gn g o v e : ~ m e ~  subjects ~t=elf ~o 
Secl::i~J~. 13 of ~he ~t~ a~d if s o ,  ~o ~a~ ex~o This section 
is ~.he o~e which ec~e~ ~he Securities a~ ~[cha~ge O~m~.s s ion  
~:0 requi~e pezi~d~¢al ~ad o~he~' r e ,  o T i s  f~°~ ~he issuers of 
seca~itles regls~ered ~n a Det.~@na~ se~r~ie~ e=~:ha~:~<~o No 
~les h~ve as ye.~ been iS=ued by  ~he C~m~ss~ a~ tO ~.he 
InfuSion ts ~.,e 8o ze~&re4 from issuers of a~y class~ and 
c~msel ~ ~he See~.%££es and Exchange ~i~s~.v/m refers us~ 
i~ th~s c~maea~:~a~ to ~he ap'p).leabili~y ef Ru~e JD2(c)~ which 
wee a~e~ by ~he ~issi~n on Febrea~ t2~ 19~5~ ann which 
r~ade as f o i l ~ s :  

'°Xf w£Zh~n 30 days aftez ~he ~Jbllcati~a sf 
amy rule ~ regulation which s ~ s ~ ¢ n ~ l a l l y  ale'.ere 
~r adds ~o Zhe ,~l~.~.t~.@as~ or de~rae~s f~ ~he 
rlgh~s~ 4)f am ~8St~eZ Of a security reg~sZered pum- 
Su~ ZO a~pli~a~i~a u~4er sectlo~ 12~) @~ (C)~ 
Or of ~.£S off~ce~s o di~ec£~rs or se~sr~y hoide~s 
o~ of ~erz-~ms solici~ing or giving a~, pr.~P I or 
consem¢ o= au~horlza~m w!~h resp¢¢~ ~o such security, 
~ne issue~ sh~.!l file b~IZh ~he g=~ssi~ a re~uesW.- 
~at such reglsZr~i~n shall expire ~d shal~ accompany 
~uch re~es~, w~£h a ~rriZ~e~ eaqla~a~ien @f the reasons 
~ay ~he publi~;iom of such ~!e e~ regula~l leads 
Zhe issue~ ~o ~,e such re-ques~,~., su¢~ ~eg~tra~i~m 
shall e,~s2i%oe i~s~.s~ely upOm recelp~ @f s~e,h req~e8~ 
o~ Is~e.dle~;ely bef@r~ s~ch rule or regu!~=~= be~es 
effectIwe~ ~hlchevez ~ate is la~ero The absemce @f 
an express ~e~e~va~Is~s i~ am applleati~ fO'¢ regis- 
~a~ion., ef ~he rights herein g~am~ s.~al~ ne~ be 
de~ed a wei%,er ;:he~'e~f:." 

(3} Attention £s ~elled te lns~c~i~m 5 ~f Fo~.m 18 
which sta~.es ~P~t where ~sf~=r~a~%~m i= asked a~ ~f ~he ~l~e 
of the las ~ - f~=e~ql yea~. a,~d s=nh inf~sa~!c~ is no£ yet a~ailable 
for such date~ i~ rosy be f~r~shed as ef ~he ~lo&e sf £he latest 
fi~=cal yee.~ for whleh i~ iS avai!able.. Xm Zhls ~m~e=~.i~ t,~ae 
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Zles au~.~'h:change Ca~-mlss&on ~f~ ~s regar~ ~o a~ty i~e~ ~he 
s£a~s~i~s ~f £he regis~rem~ are p~e~a~ed o~ ~he ~alendaz 
year ra~he~ £han en ~he fi~.~al year~ the iufo~a~i.~m~y 
p~operl~ be given a8 of .~uah ca!enda~ ye2.~ Inasmuch es ~he 
~issi~a ha8 ~ In~en~k, in ~ call f~ s~a~Is~les ~ a ~i~e 
ba~Is differen~ ~ Zhat previ~u~ly ~l~ed~ 

(~) The Cam~ee ~n S~oe~ Lis+ is adv~.eed %y counsel 
Z+ the S~curi~les and Exehang~.C,'es~Immlou tha~ in Ee~ly ~o 

- I~em6~ ~he de,sc~ip~If~ ~Yni~ed S~tes Dol!a~" 18 sa~Im- 
fa~tom] ~here ~he rex~ O~ ~he bs~d i~sei~ s~a~es ~hat ~hey 
age payable ~n ~ i ~ e d  $~z~es g~Id 4~lla~So 

~a $~c~ Lis~ £s a~sedbF eau~se[ t o  ~e Se~rlZies a~d 
~ehasge ~ s s ~  ~hs~ ~he~e are ~o ~e~z~e.~0 aS Ze ~he 
s~e~ho~o In ~hi~h Zh~ sZa~eme~t of ~ec~p~s a~a ~e~a~u~es 
&s zo be 8e~ u~ ~epZ ~a~ ££ is ashe~ ~haZ ~eF be ~e~sona~ly 
i~¢m~Ize~an4 ~ha~ ~he ~eeelp~8 be classlfled~y 8~a~ce a~4 ~ha 
Eape~di~ure~ by ~uzpOSeo All zhaZ is aske~ i~ ~haZ a zaas~le 
s~a~z be glwem as ~o ~he Entre e~ O~g~ ~f ~he ~a~IcolaE 
~eg~s~an~ ~he ~e~he~ ~o be foilm~ea in ~he ~resem~a~i~ of 
~h£8 ~n~omme~!~n ~o be ~e~e~'~ine~ by ~he~e~h~d ~h£=h the 
reg~s~ram~ has pursued ~m kee~ing i~e a~an~So ~ ~here is 
am i~e~of expense @r Income ~hlch ~he g~e~es~ ha~ no~ 
~e,¢ealed a~ha~e f~c.~eas~ns ~f ~Oi~, ~he ~ll ~f euCh 
i~em need no~ be ma~e in ~he sta~e~enZ f~ledo ~ o~hez w~wds~ 
~he ~unt of b~eak~-Jn requi~ed is no~ sueh as ~o ask fo~ 
~T pene~rate~ matzers of conflden£1al S~aCe pol&~o Xf ~he 
s~a~emen~ ~ b z ~ d  ouZl~ne ~es a reasonable pzesen~a~£~n 
of.~me0~.e and (ts~go =f Zhe par~Iculax govez~m~en~ and slves 
~he general heaels of 6~ch Income and ~ g o ~  IE~c~Id be 
suff~elen£ to~ee~ ~he ~equ!re~eu~s ef ~he £O~o 

M~.~s vezy t~!y~ 

foreign 8ove~mmen~ ~d suh~ivis!o~ !~s~es, ~hieh were ~'he !ar~ez ~er©esCega 

~ ~ore.~% i~ste4 eec~tleo~ the effect ep~a=e~t~ ce~rled ~'e~ e~ p~i~e~e 

secur~ies~ 1%e Nez,~ ~o~ T4.mes r~-o~z£e4 ~he zeac~i~a as foil~s (oc~be= 

24~ 1935~ po 35~5>~ 
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r~.la11 S~Eeet DT~S Fete- ~ l-~olesat.e Dei~s=ing of Fo~elgn 
Bonds ° 

The ~Ringness of ~he SEC Co ~od£fy ira ~si=i~n ¢,-m-. 
ee%'z~ng p e ~ a m e n t  reg&st~a~io~ ~ ~ ~ ~as ~de ~n'~ y~s~erday . =. 
The new and ies8 onerous stand af ~he SEC is reEarded in 
,~all Street as Eem~v~ng ~he threat of wh~e~ale del%s=ing ~ o .~ 

Xt was believed thaz s~me mlghz le~ ~-egis~ra=~on 
la~. se in the hmpe ~ z~ehaslng the&r ¢bli~a~ion~ a~ 
l~er prices ~ ~hey were drc~ped from ~he 8 ~  llu~ 

" The baekgr~nd Of ~ale AN 18 ~Rule 3a12=3), published November 5 , ,  

1935~ exempting f~reiga Sss%~ers frum ~he pr~/ an~ insider ~adi=g rules, 

~ill be ~he subJec~ efa se~araZe par~ ~f ~hls ~rand~, While ~nly 

o l i g h ~  evidence ~..~ ecm~a~ned in ~he f!~'e~ ~o ~bs~tia~e the fae¢ Lha= 

~h~s Eule had a. direct or si~fle~n~ effect @n ~he ~vemt~al ~eg!s~a~ia~ 

~f fo~isn securities ~ ~ ¢e.~ ~ pzeau-~ed the~ its pr~mulga~io~ ~es pa~ 

of the ~vera~ bar~aln~ng and give am~ ~a~e pz~e~ze in th~ pr~eas @f 

~bta~n~ng a 4eslr~ble reeul~ in ~he foreign regis~a~i~n p r o b l ~ o  

Cha~z~an ~e~e~ aft.st res~-gmlng fr~ ~he Cm~m~s~on~ and wi:~. le 

on a vaca~i~ ~ip ~o Euzgpe , d~seussea ~he re~sZza~i~n requiremenZm wlt/~ 

~ffle~s of ~e cOun£~es (~ance and ~gland) and 8~a~ed =hag he was 

as~red ~hey w~aid ac~ favorably (New Y,~rk Yi~es, Se~emher 21~ i935~ 

~o ~-4~ ~ve~ber 13~ p.  33-4). ~= is difftcui~ ¢o assess ~he effec= 

this ~ype of meeting had ¢ma Ehe event~a! .~egi~Z~a=ion @f securities of 

¢lhO ~,e COu.n=~ies o " '~ 

Al~hough ~he ~e~Is~a~ s~a~e~e~c~ were sla,a ~ being f~e4 

(~e~ ~ork "/i~es~ JanuaD] 3%~ 1935~ ~. 2'2-4> and =he ~c for fil~ng was 

fl:z~he~ ,ax~ended ~© ~y 15 Z~ a~cr~e-/a~e issuers wh~ !n~Icated they were 

preparing ~egisKra~ion s~aZe~eu~s (Release 34o539~ ~areh 20~ 1936)0 a 
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large percentage af fereign issuers did ge~lete r e g ! a C r a ~ i ~ :  ~ ~ i  

~e 30, 1936, ~he fo~!~tng ~e~le %~dic~.tes ~he ~e~Cies en4 i s s u e r s  

~egi~ered ~2d A~unual Re~C~ po 26o-27): 

Se~rlCies E~_~aered issuer~ ~volvad 

F o ~  %9 ].3 II 

F e ~  20 5 3 

~z~ 2i 92 55 

Ta.~rZ~-three of 35 fQ,rei~ g~e~,emt~ and 53 of 64 p~l!~ical subdlvlsi~s 

~had filed (86%)° The ~ereem~age of pri~ata fereig~ Issue~ $,s m~ =lea~ 

IXZ po 6~$) tha~'. 43 issues of 3e ~:~Zles an4 e'~les w~re dells~.ed by 

~he ~ ~rk S~ec/& F~ch'-'~g~ a~d 6 :isst~e~/s by ¢~he C~°oo .Vhis w~:.~[d imai=ate 

tha~ 22 f@~elgn pri~ja~e ~oz?@~a~!~s failed ~e ~ist ~hei~ sec~,~i£!es~ 

Slmee 58 Isv~ers d$.d ~egls~r~ this ~euld bring ~he -@~'~ia-£e. c~pa~y ~e~cen- 

rage Zo 58 of 80~. or app~ex~ely 70~., 
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IV ~tion from ~ec,~i~ns 14 ~nd [6 

Foreign securities temporarily registered on applications o f  t~ 

exchanges were exempt from the provisions of Section 16 of the Act s o  

long as their temporsry regist~tion was in effect (Rule JE 3)° While 

no provision was made e~empting foreign issuers from Section 14~ ~he 

proxy ru!es %d~en initially adopted~ were not applicable genera[!y until 
after 

solicitations for meetings held/January I~ [936 end by ti~a£ time Rule AN 18 D 

the forerunner of Rule 3a12-5 had been adopted (See Release No~ 34-378). 

The suggestion to e~empt foreign se¢uritics from Sections ~4 and i6 

was e~pressed by the ~ York Stock Exchange on April 25~ .1935 in a letter 

commenting generaliy on the registr~tlon and other provlsion£ of the 

EKchaoge Act. In storing that foreign issuers would be reluctant to 

reglster~ Mr. Hox~y stated: "It w~uld appear Ko me wel~ at the time of 

issuing any form for the registration of the presently registered forelgn 

corporate bonds specifically to e~espt them from the provisions of Sections 

13~ 14 and 16 of the Act, e=cepting~ l~nder Section 13~ £o require the 

filing with the Commission of duplicate copies of any statemenZs filed 

by agreement with the Exchangeor submitted to American security ho[ders. ~' 

A further suggestion was made in ;-~y ~935 and then again in JUlyo 

While the former letter cannoC be loaated in the tile% the later to 

Chairsu~n Kennedy from Mr~ Hozsey recites the basic arguments presented 

(File Noo 135-!~ July 20~ 1935): 

On ~.y 20th~ I wrote you a letter primarily about NDrand~ Mines~ 
Ltdo, and calling a~ten[ion to t~e fact thai there seemed to be a 
certain degree of s~rit in the contention thet there i& a disadvant- 
age involved to the corporations of a forelg~ country in placing 
these under the operation of the la~s of t,~o ¢oentrles, In this 
!etter~ I suggested cerZaln em~,x~ptlons, or modification$ of information 
to be required under Sectio~ 12fb~l~ and I ~ote~ in Forms 20 and 21 



~39- 

for foreign corporationsD that the su~estions made in regard to 
these items have &ubstanti~lly been adopted~ although it is, of 
course~ quite likely =b~st the Commission had these ~tters in mind 
before my letter was %r£1tten° 

In this letter s I suggested that the question might be considered 
of granting exemptions to al1 foreign corporations from Section 14 
sad from Section 16 of the Act~ and that any rulings made in the 
future under Section i3 might give consideration to the differences 
in practice in foreign countries. 

Rule AN IO, released July 15, 19350 ex=Jupted securities issued 
by a national of a ~oreign North American country or Cuba from the 
operation of Section 12(a) of the Act until September 13th, and It 
occurs to me that this may have been done for the purpose of per= 
mltting further consideration of the matter of Branting permanent 
exemptions to foreign nationals.from Sections 14 and 16 of the Act. 

We have today framed the letters to foreign corporations, their 
Fiscal Agents, Paying Agents~ Deposltorsp and Depositaries, trans- 
mlttlng Forms 19~ 2(~ and 21o It occurs £o me that If it is, in fact, 
the intention of the Con~nlssion to grant exemptions to foreign 
nationals £rom the provisions of Section 14 and 16 of the Act, it 
would be very helpful if that action could be taken in time to trans- 
mit it to our foreign listed corporations prier to their consideration 
of the act of registration° 

This is because it seems likely that any regulations which may 
be issued under Section 14 may conflict wlththe laws of one or 
more foreign countries relevant thereto~ thus placing registrants 
in an impossible position, and it is scarcely conceivable that foreign 
directors of foreign corporations Mold file reports required by the 
rules made under Section 16 because of the apparent lack of any effective 
enforcement machlnaryo If this be true9 the only report so filed 
would be from such directors of foreign countries as might be American 
citizens, and partial reports of this s,~rt would be misleading and 
harmful~ rather than helpful, 

I am~ however~ writing this letter primarily for the purpose 
of suggesting the advisability of quick action on this matter~ if 
any action at all is to be taken by the Commission 0 rather tha~ for 
She purpose of urging any more strongly than may be fitting any 
particular course o f  action. The Commission is, of course, fully 
advised as £o all of the conditions recited, and I am simply calling 
them to attemtion for consideration, rather than urging a particular 
policy. 
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Judge Burn~ replied on July 29 {File No, 135oi): 

Your letter of July 25~ 1935~, (sic) with reference t o  the 
application' of Sections 13~ !~ and 16 of the Securities Exchange 
Act to foreign corporatlons~ ~hich was addressed to Mr~ Kennedy, 
has been referred to me for censideration~ 

This question is now under adv[sement~ but, becaase of 
the legal complexities involved in determining the extra~ 
territorial e~tent to which certain sections of the Exchange Act 
should be applied= further delay is necessary before I can give 
you any definite information° [ am well aware of the practical 
conslderatlons which are here present and shall write you more 
fully in a few days giving my own views on the problemo 

This correspondence occurred shortly after Forms 18 through 21 were. 

adopted and at the time'theCommisslom ~as concerned whether or not the 

foreign issuers would eventually registero Judge Burns apparently 

never wrote his .full views on the problem, as promised., 

A further and more e~pliclt argument and plea was presented by 

Mr. Hoxsey on October 17~ 1935 in a letter addressed to Chairman Landis 

(File No. 135o4): 

On May 2Oth I ~rrote to Mr~'Kennedy a letter enclosing a 
copy of a letter from NORANDA MI~S LIMITED, This letter suggested 
consideration of exempting foreign corporations in regard to cer~ 
rain sub-paragraphs of Section 12(b)(1) as to their registration 
applications9 of exempting guch corporations from Sections 14 and 
16~ and the consideration of any rulings to be made pursuant to 
Section 13 as affecting such corpora£ions~ 

The receipt of this letter was acknowledged by Mro Kennedy 
on May 27th, and on May 29th Judge Burns wrote that the general 
question of f£1Lngs by foreign corporations was under consldera- 
tion and that there would be considered in that regard the 
question as to whether Or not foreign corporatlons~ including 
Canadian ones= should be exempted from certai~ Sections of the 
A c t ° .  

When Forms 19~ 20~ and 21 came out~ certai~ other suggestions 
which were made In my letter first above referred ~o appeared to 

have been adopted~ but neither in the Forms nor~ unless i~ some 
way I have missed it~ in the Rules has the question of exemptlon 
of foreign corporations from Sections 14 and !6 bean dealt with, 
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On July 25~ 1935 i wrote agai~ to Mr. Kennedy and called his 
attention to the suggestion in regard to er, emvtion of. foreign 
corporations from Section ~.4 and Section 16 of the Act~ =_r,d ns{<ed 
him9 in case it was in fact the intention of the Cot.~mission ~o 
grant exemptions to forelgn corporate .~eturitiea from the pro- 
visions of. Section.~-14 and 16, to advise us ss soon as £nigh~ be 
convenient~ as it would be helpful in sl~ch case to transmit 
knowledge of such exemption to foreign ~i~ted corporations prior 
to their consideration of the act of registration+ 

In these letters it was suggested that any regulations which 
might be issued u~der Section 14 might conflict with the pro~y 
laws of one or more foreign countries~ thus placing registrants 
in an impossible posltion~ and that it was scarcely conceivable 
that foreign officers~ directors~ and large equity stockholders 
of foreign corporations would file reports required by Rules 
made under Section 16~ because of t~m apparent lack of any effective 
enforcement machinery° 

A~tention was further called to the fact that if the above 
assumption as to Section 16 was correc~ the only reports re~ 
lating to foreign companies which ~ould be flied under the rules 
made pursuant to that section would be from such officers, directors 
or stockholders as might be American cltizen~ and that partial 
reports of this sort would be misleading and harmful rather than 
helpful. 

Our records do not show that we have had any reply as to t h e  

question O~ exemption of foreign corporations from Section 14 and 
16° 

On July 23rd we addressed letters: 

to Depositors under Deposit Agreements under which 
American Certificates against Foreign Issues are 
listed on the New York Stock Exchange~ 

to &serican Depositaries having outstarlding American 
Certificates issued against securities of Foreign 
issuers; 

to Foreign Corporate Issuers having Bonds listed on 
the New York Stock Emchange; and 

to American Fiscal and Paying Agents for Foreign 
Corporate Bond Issues listed on the New York 
Stock Exchange~ 

In these letters we enpiained the sltuatit~u fui;.y and advised 
the persons addressed that it was important~, to insure the con- 

tinuation of the listing of the securities~ that the application 
should be fi!ed with ~he £2¢change and with the Co,,.~misslon by 
Hevember 15, 1935o '~e ended each of ~hese letters with the re- 
quest that in order to arrange o~r own procedure we would appreciate 
being advised at thei= earliest convenienze of the appromlmmte date 
upon which we might expect to receive st~ app!ica~iono 
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In spite of the fact tl~t we are now within less than one 
month of whatwas originally fixed as the latest dated we have 
had no application from foreign corporate issuers filed (excepting 
from North American issuers) s and no answer to our request for 
advice as to the date upon which we might expect to receive the 
application excepting that in three casesD one of them very 
important9 we have been advised that no application would be made~ 
and except that in one case we have been advised that application 
will be made. 

On September 4th~ 1935~ the Royal Dutch Company wrote 
Messrs. Kuhn, Loeb & Company, regretting "that the present 
American legislation with regard to listing o£ securities 
entails so many difficulties for us that we have decided not 
to apply for such permanent registration°" 

b~ssrs. KuhnD Loeb & Company evidently made further repre= 
sentations to the Royal Dutch Company, and on October 15th 
transmitted to us a letter dated October Ist, 1935, from The 
Hague° I have the permission of Kuhn~ Loeb & Company to quote 
this letter full~ with the reservation that it is not to be 
published: 

"Dear Sirs~ 

"We have carefully considered your letter of the 16th 
ultimo, but it has not induced us to change our minds. 
In the reprint which you enclosed therewith we have read 
that the Commission is prepared to give further explana- 
tions or clariflcations~ but such fuller information does 
not assist USo 

"It is quiteclear to us what is asked of us and, 
as you are aware, it is not any ambiguity of the stipu- 
lations but the great objections connected with them which 
keep us from applying for the permanent reglstrstlOno 

"We must leave it to you to decide whether you 
will notify the New York Stock Exchange of this de- 
cision 9 but it appears to us that it would be somewhat 
premature to do so now already, as we have till 31st 
March 1936 to file an application or not°" 

While we have no definite knowledge of the particular 
"stipulations" to which such objection is made~ I assume that 
it is likely to apply to one or more of the following: 

o The provisions of Section 12(b)(1)(D)~ (E), (F), (G)~ 
and (H) o These have been waived as to detailed in- 

formation in the registration application, but the 
Company may not be sure that they will be so walved 
as a result of the application of Section 13. 

2. S e c t i o n  14o 
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4. Fear as to Section 13~ ~hlch it would seem could be 
removed as hereinafter Indicated. 

The delays in replying may be due to the fact that foreign 
corporate issuers may !mve noted that the date o£ exemption has 
been e~tended until March 3ist~1936, but i% seems likely as to 
many of ~hem that this would not have come to their attention. 

I am wondering whether the hardens imposed by Sections 14 
and 16 may not ~ave something to do with this state of affairs. 
It seems to me that Sections 14 and 16 will be practically dead 
letters as regards foreign corporations even if no ememption 
should be granted. Nevertheless~ of ¢ourse~ most corporations 
are reluctant to undertake obligations which they have no in- 
tention of observing. 

As I see it s there may be ~ good 0eal to be gained by 
exempting foreign corp0rations~ including North American 
corporation~ from these two Sections ~£ the Act as an ino 
ducement to registration, and I think that the practical loss 
of information by so doing will be almost nothing° 

In addition to this~ taking into account the difficulties 
of language and distance, I think .that ,~ncertal.nty as to the 
ef£ect ef ru!es to be made pursuant to Section i3 of the Act 
may be sti~l more important as a deterrent. I am, of course, 
perfectly familiar wi~h Rule JD2(c)~ but it is improbable 
'that many foreign corporations wo~id fully understand its 
applicability to this situation even if they were familiar 
with it, which latter is nat likely° 

If~ the~efore$ i n  additio~ to granting exemptions to 
Section i4 and Section 16, the Commission could issue a state- 
ment to the effect .t.hat it was not its intentlon to require 
from foreign corporate issuers ~nder Section 13 any Info~natlon 
other than that prescribed in Section i3(a)(1), I think that such 
action would remo~e another bar+ Attention might also be called 
to the applicability o£ Rule JD2(c)~ in case the Commiss[on 
should subsequently change i~s policy in this respe¢~ 

As of September I~ 1935 the market value of the !is~ings 
of foreign corporate securities other than Nortb American 
and West Indian companies wan as follows: 

Europear2 Companies ( s t o c k s )  . . . . . . . . . . . . . . . . . . . . . . .  $ 3zi.~784~669+ 
A s i a t i c  Companies (bond+=)= . . . . . . . . . . . . . . . . . . . . . . .  ~33~774.~068. 
A , a s t r ~ a ~ i ~  Companie.s (bonds) . . . . . . . . . . . . . . . . . .  7. ISA, p05C,.. 
European Companies (bond.s) .......................... 365s445~+673. 
South and Central American Co's {bonds) ........ _!~2~2o 

Total .................... $553,361,102° 
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This is an important group of securities, and among them are 
many where it would be to the advantage of the issuers to repatriate 
the obligations at as low a rate as possible. 

We have withheld action advising foreign corporate issuers 
of the e~tenston of the exemption until b~rch 31st until this 
time in the hope that doing so would expedite, to some extent, 
the receipt of applications. It is necessary, however, that we 
should now advlse such issuers of the extended e~e~tlon~ and if 
the Commission can see its way clear to adopt the suggestions 
heretln contained it would be helpful to be able to include in° 
formation to that effect in the letter which we shall have to 
write anyway° 

It will be remembered that during this time the Commission had 

given a series of interpretations on Form IS which were published by the 

Exchange and the Commission and which were regarded as concessions by the 

Commission and that in late October the New York Times had announced 

that Wall Street had dropped its fesr of wholesale dellstlngs by foreign 

issuers. Mr. Neff replied to the October 17 letter by enclosing a copy 

of Rule A[ql8. (November 5, 19359 File No. 135oi) 

Rule ANI8 was adopted on November 6~ 1935 in the identical form 

(except for the number) as it is in effect at the present time° In 

announcing the adoption the Commission issued the following statement 

(Release No° 34o412 - Class B): 

"The new rules ANIS, applies to foreign issuers whose securities 
have been exempted from registration until Fisrch 31~ 1936o 

"Section 16 deals with trading by officers and directors in 
securities of their companies~ end reports as to their holdings= 
Reports by officers and directors have no= been required as to such 
securities since the Act went into effect~ and the form for the 
registration of foreign securities does not require information as 
to their holdings° The purpose of the present rule is to provide 
that~ after registration s the e~emption as to the necessity of 
filing reports and n~etlng the other provisions of this section 
shall continue. 
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"The prov£sions of Section 16 could have b~t a very limited 
field of app[icatlon to the securities of foreign issuers inaso 
much as the section applies principally to sto~k~ and comparatively 
few foreign corporatlo,s hays stock listed on .~merica~ e~changes, 
and even in such cases the principal market is rarely i~ this 
country~ 

"The fact tiqt there are relatively few stock issuers of 
foreign issuers listed on t~erican exchanges also influenced the 
exemption wit~ respect to the solicitation of proxies° So far 
as the solicitation of consents and authorizations in respect 
of ~isted foreign securities is concerned~ registration under 
the Securities Act of 1933 is required if the consent or 
a~horlzation m~kes ~ny important change in the security and 
if remun4ration is paid in connection with the solicitation of 
such consent, 

"In the light of the circumstances noted above~, a realistic 
approach has led to the conclusion tha~ the interests of ~Imerican 
investors will be best served by the continuance of these e~emptions." 

[dhile this release emphasizes ~he limited number of issuers and 

securities to which the promy and insider trading provision would apply, 

thefiles indicate that ~he Com~issioD was also strongly influenced hy 

both the enforcement problem and the desire to h~ve as many foreign 

securities as possible register~ In a memorandum dated October I0~ 1935 

within the General Counsel~s Office concerning a Section 16 problem in~ 

volving ADRs it was state0: 

Analytically and practlcally~ the former result is the 
sounder° Dean does raise one serl.o~s objection: The emtension 
of Section 16 to transactions abroad in the unlisted undeposited 
"ordinary shares" by foreign officers and directors will pre- 
sumably cause them to refuse cooperation in permanent registration 
of the American Shares on the New York St~c~ Exchange~ This can 
be met along t~e~ines of Rule NA4 and Ru~e NAb by stretching 
the power to 'exempt.securlties granted us in Section 3(a)(12) of 
the Exchange Act. 

Aceordingly~ I reco~uend~ 

Io Tha~ Section 16 be held applicable to transact'i~ns 

by officers, directors and principal stockholders of the 
CO~OO..a~iOD ~S ~=| foreign corporation in all shares of s~ci~ ~ r ~- ...~i 

as in the American SNares° 

2~ That a new Ru!e NA6 be promulgated to the following 
effect; 
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"Rule NA6o Exemption from Section .I.6 of certain 
~ecurities of foreign Issuers purchased or sold by 
foreign offlcers~ directors and principal stockholders 
9 f such foreiKn issuers. 

In any case where securities of a foreign issuer have been 
deposited with an American depositary (whether p h y s i c a l l y  held 
by such depositary in America or abroad) as a basis for the 
issuance of American certificates (for exampled so-called 
American Depositary Receipts for or American participation 
certificates in foreign shares) agalnst such deposited 
securitles, the undeposlted securities of such issuer, if not 
reglstered on a national securities exchange, shall be exempt 
from the .provisions of Section 16 with respect to purchases or 
sales thereof abroad by offlcers~ dlz~ctorS or principal stock- 
holders of said foreign issuer who are aliens resident abroad." 

This memorandum is interesting because of the suggestion not to exempt 

officers, directors and I0 percent owners who were residents of this 

country° Earlier, a suggestion had been made by the Department of 

Commerce to differentiate between foreign companies and American con- 

trolled corporations organized and operating in foreign countries (Letter 

& Hemo June 27, 1935~ File No. I02-31). This is somewhat the basic 

theory which led to the proposed revision to Rule 3a12o3 in 1958o It 

was also proposed, as will be seen from a document set forth below, 

that solicitation of proxies from American holders of foreign securities 

be subj~:~ to the proxy rules° Apparently these proposals were not made 

the subject of any extended study probably due to the pressure of time 

and the desfre to settle the issue at least for the time being. 

On October 31~ 1935,:a proposed Rule AN18 was submitted to the 

Commission in the following form: 

RULE ANI8o (a)  S e c u r i t i e s  f o r  wh ich  t h e  f i l i n g  o f  a p p l i c a t i o n s  
on Form 18, 19, 20 or 21 is authorized shall be exempt from the. 
operation of Section 14(a) and any rules or regulations heretofore 
or hereafter prescribed thereunder except as to any sollcltation~ 
wholly or partly within the United States, of a proxy or consent 
or ~uEhorlzation in respect of any such security. 

(b)  S e c u r i t i e s  f o r  which  t he  f i l i n g  o f  a p p l i -  
c a t i o n s  on Form 18,  19~ 20 o r  21 i s  a u t h o r i z e d  s h a l l  be exempt  
from the operation of Section 16. 



The proposed lay release read as follows: 

The Securities and Exchmnge Commission mnn~unced today the 
adoption of a rule e~empting from Lhe operation of Section 16 
of tl~ Securities EKchange Act of 1934 foreign ~ecurities as to 
which registration must be effected by ~rch 3i~ 1936~ Section 
16 relates to reports of holdings of equity securitie~ by 
directors and officers and prlncipa[ holders of registered 
equity securities a~d to p~rchases and sales (~f equity securitie~ 
by such persons. The new rule also makes clear thmt~ in Lhe 
case of such foreign securities, the provislons.of Secti~m 14(a) 
relating to the solicitation of proxies~ consents or a~thori~ 
zatlons apply only to solicitation of ~erican holders° 

A memorandum dated October 30~ Ig65 frem Mr. .~arke to Mr~ Neff is 

included in the supporting papers for this Commission meeting and con- 

rains an e~tenslve discusslon of the problems about which the staff 

were concerned and tl~ basic rationale of the rule= 

I= has been suggested that a reluctance to subject themselves 
to the provisions of Sections $4(a) and 16~ and a fear as to what 
the Con~nission may require of them under section 13> are having 
a deterrent effect upon registrations of securities of foreign 
corporate issuers° 

It is believed that such securities may consistently be 
emempted from Section 16; that they should be exempted from 
Section 14(a)9 except as to solicitations wholly or partly 
within the United States; that it is impracticable at this time 
to issue any general statement as to the probable scope of the 
rules tobe promulgated by the Commission under Section 13, and 
that Rule JD2(c), giving the right to delist0 is a sufficient 
safeguard against too drastic requirements under that section. 

Section 16. 

This section applies only to directors and officera of 
issuers having equity securities registered, and to beneficial 
owners of more than I0 percent of any class of registered equity 
security. It does not apply to securities of issuers which do not 
have equit~ securities registered° Since Mro Horsey es~imntes 
that of the $500,0000000 of foreign corporate issues listed on , 
the New York Stock Emchange only $35~OO~)~000 are shares, it is 
apparent that exemgtion or non~ememption of foreign corporate 
issues from Section 16 mhould be of no importance whatsoever in 
tP~ case of the great majority of such issues~ HoweverD if 
applications for registration of foreign corporate bonds are 
in fact being retarded by a fear (however groundless) of the 
effect of Section 16~ it must be admitted that we would not be 
giving up very much in e~empting foreign issues from that section. 



~, As ~o paragraph (a) 0 which requires such 0irecters, 
officersF, and principal o~ers to file initial r&ports o£ 
o.wne~ship and monthly reports of changes of o,~ership of equity 
securities of such issuers~ it should be observed that the 
~orms for registration of foreign corpornte issues require no 
information as to the na~es of and security holdings of directors, 
offlcers~ and principal, security ho!ders~ although Section i2(b) 
authorizes us to require such information and most of our other 
forms contain such requirement° An e~emption from Section 16(a) 
would be in accordance with the policy i~dlcated, 

Further,. if no exemption were granted there would be no 
way of compelling non-resident directors~ officers, and prlnelp~l 
owners to file such repor~s-~and they would be in the vast 
majority° They could not be subjected to criminal liability 
under Section 32, and their failure to file would not be a 
ground for withdrawal of registration under Sectlon 19(s)(2) 
for that section applies only in the csse of violations by the 
"Issuer"o ~ There therefore seems little objection to exempting 
foreign corporate issues from Section 16(a). 

2o Sections 16(b) and 16(c) also apply only ~o directors, 
officers~ and principal owners° Section 16(b) requires an 
accounting of profits realized upon purchases and sales of equity 
securities of such issuers~ where offsetting sales or purchases 
are made within siK months~ Section 16(c) prohibits short sales 
and delayed deliveries of equity securlties of such issuers° 

These paragrmphs are concerned with the sta.nda~d of  conduct 
to be observed bypersons occupying a certain re la t ionsh ip  to 
the issuer° On pr inc ip le ,  Stlch standards should be de~ermined 
bythe law of th~ place of incorporation° It would appea~ 
therefore~ that these sections should not be applied to foreign 
issuers~ Further~ the criminal !lability resulting from a 
violation of paragraph (c), and probably the civil liability 
imposed by paragraph (b), could be predicated only upon a trnns- 
action some part of which tooh pl~ce in the United States° in 
any event, to enforce any such liability the defendant (or= in 
the cas~ Of cfvil ilability~ his proper~y) must be found within 
the United States~ Therefore, even if no exemption is granted~ 
enforcement of these sections would be of very limited scope° 
Broadly speahing~ only resident directors~ officers~ and security 
holders would be affeeted~ and they ~.z)uld constitute a small . 
minority° 

in 'vie~-~ of the foregoing facts, there seems ~o objection 
to exem, pting foreign issues fr.~Tz the opera,ion r,f Sections 16(b) 
aJ:d 16(c) . 
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Section 14(a) o 

This section makes it unlawful for any personD by the use 
of the mails or by any means or instrumentality of interstate 
commerce or of any facility of any national ~ecurities exchange 
"or otherwise" to solicit any proxy or consent or authorization 
in respect of any registered security in contravention of the 
rules of the Commission. The Con~uisslon has adopted rules 
prohibiting the sollcitation of any s~ch proxy~ consent or authori- 
zation by any person, unless the first solicitation is preceded or 
accompanied by information as to the matters covered thereby, the 
persons initiatlng.the solicitation, and whether they are to 
receive any compensation therefor9 and a stateme~t as to whether 
the sollcltation is opposed by any director. Sollcitation by 
means of false or misleading statements is also prohibited, 
as is solicitation by an issuer (or its management) which 
has failed to comply with the reques~ of any record holder to 
mail out proxies~ etco, supplied by hlm~ Tl~se rules are not 
limited in their application to solicitations of equity secL1rity 
holders° They apply to registered securities generally° 

Only crimir~l sanctions are imposed for violations of 
Section 14(a)~ 011der recognized principles of private inter- 
national law, criminal liability cannot be predicated upon 
solicitations wholly without the United Stateso So far as 
foreign securities are concerned, this section and the rules 
prescribed thereunder have no application except as to solicits= 
tions within the United States~ and can only have been intended 
for the protection of American security holders° Therefore it 
cannot be said that enforcement would be only partial in the 
case of foreign issues~ for there are no leKal or practical 
obstacles to preventing solicitations of American security 
holders in violation of the rules prescribed thereunder° 

Unlike Sections 16(b) and 16(c), the rules under Section 14(a). 
are not concerned with the relation between directors, officers 
and principal stockholders and the corporation itself, which, 
as we have said, seems a strictly internal matter, t o  be governed 
by the law of the place of incorporation° We are establishing 
certain minimum requirements to be observed in dealings with 
individual security holders, and we are clearly entitled £o eKo 
tend this protection to American holders of foreign securlties~ 

Therefore neither the theoretical nor the practica[ consi'derations 
which suggested an unqualified exemption from Sections 16(b) and 16(c) 
are applicable in the case of Section 14(S)o 
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It might be well, however~ tO make clear that Section !4(a) 
does not apply to so~icltations wholly without the United States, 
That is true~ anyhow~ as a matter of ~r[vste intern.~tio~a! !aw~. 
but an express exemp=ion of foreign solicitations ~ould remove 
any possible misconceptlOno 

Considez'etlon should also be given to the deslrabili=y o[ 
exempting forelgr~ issues from the operation of Rule LA6p ~hieh 
imposes upon the issuer a duty to mail proKies upon the reqsest 
of any security holder. Great practical objections are seen 
to applying Rule LA6 to fore[gn issuers~ and a failure to exempt 
foreign issues from that Rule might have the effect of di~ 
couraging registrations° 

.$,cope of Exemption from Section 16. 

Since the temporary exemption from registration accorded 
to securlties of Cnnadian and Cuban issuers by R~le ANIO e=- 
pired on September 13~ 1935~ such securities must hsve been 
either registered or deilsted by this time~ and a failure to 
exempt them from Sections 14(a) and !6 will have no effect, 
one way or the other° I~ is therefore suggested that such 
issuers be exclu~/ed from the exemptions teen.sanded above, 
although it ~uight be a little difficult to Jsstlfy such 
exclusion, anprinciple0 The exclusion of North ~Lmerican and 
Cuban issuers can be accomplished i~ a very unobtrusive way by 
restricting the exemption to securities for which the filing 
of appllcations on Form 20 is au~horized~ North American and 
Cuban issuers may not use that form~ unless they are o~ed 
or controlled by a foreign government. 

The Commission minutes do not contain any futher description 

of the discussion held or the reasons underlying the rule as adopted 

other than as set forth in th~ Class B release announcing the ruleo 

The New York Stock E~change lost no time in forwarding the following 

letter in an effor ~ _ to convi~.ce issuers to continue their listing with 

tP~at E~ehange : 

Nove~ber 7, 1935 
To Foreign Corporate issuers Having/Bonds Listed 

on the New York Stock Exchange:. 

To ;~eric+:.'.n Fiscal and Paying Aga~ts for S~'~ch Bond, s~ 

To Depositors under Deposit Ag¥'eements under ~::.J.eh 
American Certifica.Zes Against Foreign !s~ues 
Are List~J on the New ~'ork Stock E:,~change? a~.;d 

To American Oepoaltaries ~ving Out~tandir, g American 

Certificates Issued ~oa~o ",.nat S=cur~tz~,~ ~ " : , :  ef Foreign 
~-sg~es 
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Gentlemen: 

On July 23= 1935~ a circular letter was sent to you~ enclosing 
copy of the appropriate registration statements under the Securities 
Exchange Act of 1934 for permanent registration of certain classes 
of securities upon thLs Exchange° in the letter referred to or 
enclosures therewith we advised yo~J t1~t the Securities and Exchange 
Commission had e~empted from registration to and including December 
31, 1935, among others~ securities of the classes referred to in the 
address of this letter, 

It has doubtless heretofore been called to your attention 
that upon Augus~ 30~ 1935, the Securities and Exel~nge Commission 
e~tended the date of the foregoin~ exemption from December 3l~ 1935~ 
until March 31~ 1936~ Accordingly~ in order to permit time for 
eKamlnatlon by the New YorR Stock Exc1~nge of applications covering 
such issues and .to al].ow the thirty days for making registration 
effective as provided in Section 12(d) of the Act~ applications for 
registration of such se~urlt!es should be in the b~nds of this 
Exchange and of the Securities and 5xchange Co~ission not later 
than February 13~ 1936~ instead of not later than November 15~ 1935~ 
as at first provided~ 

In this connection~ we call at~entlom to a rule released by 
the. Commission on November 6~ 1935~ readlng$ 

"RULE ANI8o Securities for which the fil$.ng of 
appllcation on Form !8~ 19~ 20 or 21 is authorized shall 
be exempt fro~ the operation of Sections14(a) and 16~" 

This ~ule, as it affects~ 

Foreign Governments at~d Political Subdivisions 
Thereof 

American Certificates against Foreign Issues 
Securities Underlying @,merican Certificates 

against Foreign Issues 
Securities Other then Bonds of Foreign Private 

Issuers (not North American or Cuban) and 
Bonds of Foreign Private Issuers (nnt North 

American or Cuban) 

may be exp!a~ned as to the exemption from Section 14(~)~ by saying 
that it exempts such issuers and person~ acting in relation to such 
issues from the necessity of observing any rule~ or reguia~ions 
which have been laid down or which may be laid dean by the Co~nisston 
in regard to the so].icitation of proxies~ consent~ or authorizations 
inrespect of such securities~ 
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!f$ however~ the consent or authorization solicited in respect 
of listed foreign securities is of a nature making any important 
change in the security and if remuneration is paid in connection 
with thesolicitation of Such consent~ then reglstratlon under the 
Securities Act of 1933 is required~ although exemption will reo 
main in force as to registration under the Seeuritles Exchange Act 
of 1934o It is probably understood that the Securities Act of [933 
has to do with the sale or distribution of securitles in this country~ 
irrespective of whether or not such securities are to be traded in 
upon any organized exchange~ while the Securities Exchange Act of 
1934 has to do wi~h the registration of securities for the purpose 
of permitting trading upon an authorized national securities ex= 
change such as the New York Stock Exchanged whether or not such 
securities require registratlon under the Act of 1933~ 

The exemption provided by the above=quoted RULE AN[8 from 
the operation of Section 16 of the Act relieves dlrectors= officers 
and principal stockholders of issuers of the foregoing classifi- 
cations from all of the duties and liabilities arising out of the 
Act from ownership of or transactions in any of the securities of 
the issuer~ excepting such liability as might arise from violation 
of the Sectfons prohibiting manipulation of security prices and 
the use of manipulative and deceptive devices° No reports of 
ownership or transactions will be required from such directors~ 
officers or principal stockholders° 

Section 13 of the Act gives to the Securities and Exchange 
Commission power to require in respect of anysecurlty registered 
on a national securities e=change such information and documents 
as the Commission may require to keep reasonably current the 
information and documents filed ~ith the registration statement 
and such Annual Reports and such Quarterly Reports as the Commission 
may prescribe~ In addition to this~ the Commission may under this 
Section prescribe the form or forms in which the required informao 
tion shall be set forthsand other matters pertinent thereto° 

As the Commission has not yet issued any rule under this 
Section 13~ it may be well to call the attention of foreign issuers 
to Rule JD2(c) which provides ~P~t iE within thirty days after the 
publication of any rule or regulation which substantially alter§ 
or adds to the obligations or detracts from the rights of the issuer 
of a registered security or of its directors~ ~ecurlty-holders Or 
persons soliciting or giving any pro~ or consent or authorization 
with respect to such security~ the issuer may file with the Como 
mission a request that the registration shall e~cpire~ together with 
the reasons for making such request,, "~hereupon such registration 
shall expire immediately upon receipt of such request or immediately 
before such rule or regulation becomes effective~ whichever date is 
later° 
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We have ~-~itten direct to the foreign issuers of securities 
underlying American Certificates ~hich have been issued against 
them0 urging an earlyfiling of a .e=~.,.rat..on stateme~ 

At the_ time of our letter of J~ly 23rd= appropriate ~orms 
for registration were sent directly to foreign corp~rste issuers 
of bonds and were sent to American fiscaland paying agents~ 
depositors and depositaries for transmission to the foreign issuers. 
We ~sk the American agents= depositors and depositaries to co~ 
operate in impressing upon foreign issuers the advisability of 
early registration, and to call upon ~s for any further forms or 
infor~mstlon which they m~y thin~ necessary for this purpose° 

Yours very truly~ 
CO~M!TTEE ON STOCN LIST, 

While it seems that the Commission'J~ apparen~ inability to enforce 

the provisions of the proxy and insider trading provisions of the Act 

with respect to foreign issuers is commonly regarded as the principle 

basis for adoption of Rule AN18 (see Loss~ Securities Regulation, 2d Ed~ 

pp. 366~ 820~ 874~ illO; Loomls,. 28 Gem° Wash~ Lo Rev.~ 216; File NOo S=7~ 

comments on Relo 34-~6912)~ it i s  clear that other considerations and 

circumstances were given equal and perhaps greater weight° The most signi~ 

flcant was the desire on the part of the Commission to retain these 

the fear 
securities on t . .and/that failure to provide t~ exemption 

would result in many delistlngs, in addition, it was apparently the con= 

clusion that> in view of the very limited number of stock re$istered~ little 

would 5e gained in the way of investor protecaions by s~lhjectlng these 

issuers to these pr0visions. 

As to the  proxy rules, the proviziens ~eould generally be at wariance 

with the laws and cusJoLn.~ Of. t~e_N~a_r~c~!.~.cou_~n~f, and would be unenforceo~ 

able except for so~citatiens in the U~$ There ,:=~e ': " . . . . . .  ~.ew equity ~ e c u r i t i e s  



involved and ~jor changes in debt securities would subject solicitations 

of UoS. holders to the provisions of the Securities Act~ The Commission 

on rejecting the staff proposal apparently felt that the attempt to cover 

solicitations in this country was not worth the risk of precipitating the 

delisting of these securities° 

As to the insider trading rules, the requirement to file ownership 

reports would be inconsistent wi~h the registration forms whlch~ because 

of foreign law and custom, did not require detailed information as to 

insider holdings° There were few listed equity securities which would 

be affected and the only enforcement would be delisting procedures° The 

application of the rules to Uo So residents would be discriminatory to 

a certain extent and could be misleading because of the small percentage 

of reports filed by American insiders° 

All these factors combined amounted to the "realistic approach" 

cited in the lay release announcing the ruleo The timing of the adoption 

of the rule and the failure to make any exceptions from full exemptions in- 

dicated the strong underlying desire of the Commission not to discourage 

registration or removal of foreign securities from the exchanges° 

The form of the rule, specifying Forms 20 and 21 which were not 

applicable to North American and Cuban companies, was a smooth method of 

denying the exemptions to those issuers while retaining the policy adopted 

which put Canadians Mexican and Cuban issuers on a par with [). S° ~ssuerso 

It is also clear that the Commission did not consider any argument 

or feeling that any congressional intent to exempt foreign issuers or 

existed 
insiders from these provisions/and that the Commission felt that it had 
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the power to subject, them to these restrictions if.it felt such a course 

necessary~ deslrahie or practlcal~ In this respecc.~, it must be concluded 

from the legislative and administrative history of this rule their the 

comments with resgect to congressional intent contained in certain re~ 

sponses to Release 34-69].2 are without foundation= 

While the possibility of adopting special rules for A~erlcan owned 

end operated comp~nies organized abroad~ such as £he Buckly companies~ 

Syntex and Schiumberger which were the object of the 1958 proposed amend~ 

ment~ w~s suggested~ it would appear that no such situations came to the 

attention of the Commission or received any special study at the time of 

the adoption of Rule ANIS. 

Rule ANI8 has never beena~,~ended (except for the redesignatlon ~s 

Rule 3a12-,3)o While no gre~.t necessity for changes =o the rule ~as been 

indicated (with the possible exception of the Buck]y companies and a few 

o~hers)~ there has been a feeling that an extended study should be msde° 

The following excerpt from a speech by Commissioner Hanrahan before the 

First Hemispheric Stock Exchange Conference (Sept !8, i947) expresses 

this idea clear!y~ 

Secondly, it is apparent that the Acts administered by the 
Co~aission penetrate into re'any details of financial recording and 
financial presentation by compar~ies and into important aspects of 
the conduct of their manegements and large security holders° To 
what extent these provisions can be enforced in respect of various 
kinds of foreign securities cannot be determineO without a whele- 
sale .survey of the prob!emo Only a detailed .aaalysis of partlcu.tar 
problems~ in the light of the ~urp~,ses ef the i~,.'..~., can help us 
reach informed judgm~ntso 

The free international movement of credil: is a ,-.'o%'th~-.,hi!e 

ideal= it is nst~ however~ an end l,a itself.. To be a ~e'~ulne 
basks fer i~ernationa ~. cooperation it !~u~t j,.:.~ti[y itself as 
a payi~.g proposition° Our government -~,.-as, made ~'~y decision, s to 
facilitate ~uch =oeperatio,a. Ho-~-:=ver~ ~e si~ould ~.>t e~k ~ur i~." 
vestors to place their savings i .n  foreign ent~.'-:-:~:ri,~e~ ":--,hiL.:-: rel~:<J.ng 
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or waiving any of the standards of our Acts which are their 
fortress of protection. The stsndards which i have outlined 
are not, and have not been, barriers to the conduct of honest 
business o- national or international. Quite to the contrary~ 
they are essential predicates to what every securities market 
needs in order to survive o- public confidence° 

V~ Annual and Periodic .Reports 

Rule KA3 provided an exemptlon for foreign issuers (other than 

private North American & Cuban) from the filing of annual reports 

until such time as the proper report forms could be issued. The New 

York Stock Exchange strongly urged that no reports be required for 

foreign issuers, and argued on similar premlses as those presented 

against the application of Sections 14 and 16 with the additional fear 

expressed that these issuers would not register until they were certain 

that the reporting forms %~o~id not go beyond the information required 

in the registration form (see letter from Mro Hoxsey~ October 17, 1935, 

the text of which appears above)° HoweverD the Commission indicated that 

no such exemption would be forthcoming° ~o Neff responded to Mr. Hoxsey 

by stating (November 5, 1935)~ 

I do not believe that it will be practicable, in the immediate 
future, to make a general statementas to what requirements the 
Commission will prescribe with respect to periodic reports from 
foreign issuers° For the time being, I think forelg n issuers will 
have to rely upon Rule JD2(e) as a safeguard against what they 
might consider too drastic requirements under Section 13~ 

Proposed forms were sent out for comment to interested parties~ 

Ho%~ver~ because of the absence from the files of the forms ms drafted~ 

it is difficult to make any conclusions concerning the reasons for 

particular items except in the few instances cited below and eKcept for 
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the general context of the for~.s as adopted which followed closely the 

items of the appropriate registration form by updating the prevLously 

filed information, The public release adopting the forms states the 

same theme (Release NOo 34~i058° February I0, 1937): 

These forms are designed to keep c~rrent for investors the 
information and docume=ts previously furnished in connection with 
filing of applications for registration on Forms 18~ 19~ 20 and 21~ 
respectively. Each of these annual report forms follows closely 
in scope and arrangement of material the related form of appli- 
cation for registration~ The requirements are based upon the 
principle of obtaining the changes that have occurred during the 
period of the report° 

In Form 18=K, the only item which goes beyond For~ 18 is Item 4 

which calls for the amount of bond~ reacquired by the issuer~ an estimate 

(if practicable) of the amount of the Issme t~Id by nationals of the 

registrant and the method bY ~£nich the registrant reacqulrled any sub° 

stantial ~mount of the issue° This item was stronaly objected to by 

several commentators (See File 102=67) and although modified to some 

extent~ was insisted upon by the Commissiono 

Form~oK= as in the case of Form 18= was criticized because the 

tone thereof was too mandatory and s~ggestlons were made to mare the 

i=ems and instructions more tactful and polite because they were directed 

to sovereign natlons° The proposed forms were retained° 

In Forms 20-K sad 21-E~ the item requiring changes in control of 

the registrant was changed by substituting "persons or government" 

e~ercising control for "owned or controlled by another corporation or 

foreign government°" Over objection that private individuals controlling 

such registrants would resist: such disclos(~re the Commissi0n re=ained the 

word "person" in the annual report formso 



<~- . . . . . .  A~s--~[n the case of Forms 20 and 21.~ certified financials were not 

required in Forms 20-K and 21--K~ although several ~ugges~ions were made 

along this llneo Presumably, the Coma,ission did not wish to ,oafle an 

issue of this point because of t.he recognized difference in accounting 

practices andc~stoms of the several coun£rles involved° 

Forms 18°K and 19-K are presently in effect ip. the identical form 

as originally published° A minor change in .the exhibit i,structions 

was made to Forms 20wK and 21-I< on April 14. 1938 (Releases 34o1652 and 

34-1653), and otherwise these forms as initially adopted are still in 

effect° 

In 1962~ Mr. Sheppe drafted revisions of these ann~el report forms 

but no action ,~as taken° No attempt will be made he-reln to detail these 

proposed changes° 

While no concentrated effort has been made in this area.~ it appears 

~.~%st a sizable number of issuers have been delinquent in the filing of 

annual reports and consideration has been given from time to time to 

bring delisting proceedings against delinquent issues° l{oweve~ for the 

~ost part it seems that informal efforts toward compliance in the form 

of letters requesting the [iling of such reports have been the only method 

of attempting to seek compli~nceo 

Foreign iEsuers registered on Forms 18, 19, 20 and 21 were exempt 

fTom the requirement to file Jc#~r~ent reports on Form 8oK ~om the initial 

adoption of that form but no reason ~as cited in =he promul~ating release 

/ 
and no comments can be found in the files (R~!e KA7, Re!~se No, 34-925, 

. /  
November l!~ 1936)= Rule !.3a-ll presently continue.,; ~fiS exemption° 

F 
Similarly, the re#orts of quarterly earnings ~tab~ed in 1945 and 1946 

(later designated Fcr~ 9~k) and the oresent~orm 9..};. provide e~:e~mptions 

for'foreign issuers (other than privat.~ #;orth American ar, d Cuban issues) 

(F.u'I e][ 3a-- 13) ,  
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Foreign issuers required to report under Section 15(d) of the 

Exchange Act by virtue of a Securities Act registration are required 

to file annual reports and ~hile no special form !~s been adopted for 

this purpose~ the practice appears to be to permit such reports on 

Forms I8oE through 2!o~ even though Form IO~K is applicable. If such 

is the ease, this practice~ if retained, should be made a part of the 

rules. As pointed out in a memorandum dated August 29~ 1963 by Kenneth 

Vaughan~ this situation is somewhat reversed since listing of its 

securities by a foreign 15(d) issuer reduces the technical burden of the 

annual reporting requirements because of the certification and other 

differences in the forms° Rules 15d--it and i5do13 provide exemption 

from the 8~K and 9-K filings by foreign issuers (other than North /~aerican 

and Cubanv and in the case of Form 8oK Philippine, issuers)~ 

The differences in the phrasing of these reporting exemptions also 

create one other curious si~uation~ tb~t of issuers of ADRso Rule 13a~ll 

eKempts issuers which have registered securities on Form 19; and Rule 15d-ll 

specifies an exemption for issuers of ADRso However, Rule 13a-I3 and 15d-13 

would appear to require 9-K reports from ,&merlcan issuers of ADRs since 

the exemption do. not specify or incorporate these persons. While I have 

not checked the practice, I doubt that any 9..k reports are filed for these 

persons~ in any event the rules should be revised to clarify this situation° 

No.explanation or rationale for the treatment of foreign issuers 

with respect to tl~se current reports could be located in the public 

releases or private files of the Commission. 
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• he Indivldual @arts of this ~e~rand~ c,~a~.n ~he b~s'Ic c~c~t:si~a~ 

w~th t°espec~ t.o ~.he r~su!~s @£ ~y research ~ a~:udy ~u ~e ~:~spec~i~'e 

~¢@le.e a~ well aa cer~aln ~ec~ndatloma ~cez~Ing part.~cular ph~se~ 

~ ehi~ a~ea+ O~er rec~da~i~ cam be ~e by ~he u~e ~f. ~he 

mmk~ ~ ~.e wh~le s~dy ~f f~re.%gm ~e=ur!~iea of w~ch Chls is a p~r~, 

The h~o~ory o~ ~he legit.far,we am~ ~d~miscre¢%~e ~.~ztdllmg @f li~e~ 

-~-relgu se~,ri=les a~ 't~e raCi~a~,le f~r su=h ac~¢~ cam Serve in par= 

recognized £b.~.= ~he ~iss~,~s basic ~licies is =e~pe¢~ ~e =he re:g~%~,- 

~ @f foreigm ~i.s~ed se¢~It%es ~re se~ i~ ~he f~s~ years ~f ~he 

~xis~emce of ~he age~ ~d than ~i=¢e ~u=~ ~i~e %here have ~_en f~ 

¢ha~ges ~n ~he rules and fO~m~ a~d f~'~ a ~ s  ~ ~e a~y dew.ailed 

~,~u~y ~.  analysis of ~he s~i~.=i~o Du~img th~.s ~:~.e~ the pr~bl~s 

.~r%sing were eIKher ~et=led imf@~lly ~r ~rgo~en em a~ ad h== baslao 

The ~.a~i~ely smell ~er o f  fsrelgn issuer~ w~h se~%~les lls~ed 

~r s~o~2& ex~.ha~ge6 is u~d~edly Z.he p'¢ac~i~i r~s~ ~@r £he i~ti~i~)~ 

ID. ~hls a=eao Ore=_ ma~@g- ~g~p~ ~o ¢~ge ~he ~ies amd f~as~ Ir~la~ed 

ser~@usly in !9"~B by ~. ~a~he~ a~d theu la~er in i958 ~y ~he ~r~p~a61 

~.© ~e~4 ~h~le ~a12o.3~ he,amuse Of £he ~d~! ~f iseuers ¢~n¢.erned~ was 

in~@i%~£mg f@rei~ se~rIZiee ~a8 ~h~ia c.~e.e~-£~'~g ADR°s ~ 1".954 bu~ ~hls 

~as priw.~z~ly a .~robl~ ~nder she  Se~u~i~le~ A~ .~f ~.97~5 %~h~eh .% have 
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Si~=e 1935 ~he e=~n=~,i= s=r~e~,u=es~ aud pol~.'~'i=al-s~.rength and 

~Ivati~ of this c~un~ry ~g ~he Eur~ean~ Asi~l~c amd ~u~h ~eri=an 

¢.st~,ries ~h~se securities are ~is~e6 - ~  ~he ragls,~e~.~ed st~ch exchanges 

-~m~ ~ra4e~ ever. ~he ¢~amte~ a~ ghe prasent ti~e bare g~e ':.h~ough ~ras~i¢ 

changes esd ~. is q~i~.e llke~y ~ha~ .~he policies set In 1935 and a.dhe~e~ 

~o u~il F.he presen~ ~m~e ~2~ay h~we ~I! appli~i~ ~o ~ur ~resem~ 

Yme ¢m~m~ss~sn~a missi~ i= 1935 t - o  see ~heee policies was am 

~ff.-ha~d ~¢!4e~t ~f ~he ~es%~. of Zhe fede,ral g~ve~'~em~ t o  regulate 

~he sz~k exchanges an~ ~he se~le~ llste~ zhe~-e~ £er an effeetg.ve 

~ d  @£ ImcZeasi~g ~he ~ z ' ~ e e ~ . o ~  aff~'aed ~e ~n,~lea~ i~ves~ozs,. The 

swe~ts "%~h~h p~e~i~i~a~.e~ ~,he ¢:mz4~em~ ~f ~he F~Kc;~g~ Ac,.~ and Zhe basic. 

stu~le~ ~hlch ,fers~le~..'ea ~he p~ev!sion Of ~;h,e A~-t h a a  v~r~) l%t~.~.e ~0 ~O 

~Ith.f~e$.gm seeur~£eso ~"ae i~,~ere~ i~ regula~Img ~he @ver"-the-e~:e~ 

~ar~e~.s a~d ~he Special S~.~dy wbai~h finally led t o  ~he @ver=.Zhe-~.er 

reg~.~eti~ ~,~vi~im ~f ~ha Se.~%',~i~ies A=~ A~enm o f  1964 likewise 

had li~le ~ 6 0  ~i~h fo~elg~ geeuri.~!eSo So, ae ~.~ 1935~ the C~%ssio.~ 

has few g~Ide li~es or d£~e¢~i~es fr~. ~,he C~ress upom which ~:o base 

~ha ulZi~a~e policies t~ be fe~,aned i ~  the regulation o f  fe=elgn 

=e=uri~ies ~ra4ed eve~-~he-ec,~.~x: amd ~/~e rev~si&:a @f the regulations 

s~d fo~jm f~r l.i~ed ~ere~ se~.ri~:iaso 

~e C~,~ssiom a~. p~'ese~£ has 2:he s~:e hasi~. ~.,~da£e'as it did [ n  

1935~ n~ely, ~:0 use :i~:s best a~sere~9,.e~ after a =~_~gy ,~f ~he ~cactical 

g~p ef '~ ~" " p o x ~ c ~ . s  ~cu;:,~i4~re6 in !935 are ze,.e~.~ issue~So ScmI, a O f  £he  [, "~ ~= 
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deg~ee t h a  t e a . t  ..~£ =~.~2:e~ 

8 e a e r a l x a ~ . ~ ,  ~ h e  ~ t ;~ . t  ~.~i*,~.,¢~: ¢.ud ~ u ¢ ¢ e s a , ~ : !  p~" t t¢" ,  , a d ~ e ~ t  

am-d a~.ere,~ ~o by the f~.rs~ ~,~.~.'~er~ wa~ ~~t ~£ .i~t£ng ~.'po~ ge~-*i~.,g 

- , - r  "e- - • :~f 



[4hetheF. ~ n~Z ~he i~ves~m~ ~9~bli~ ~.uld 1,,:;Se i ~  ~:b.~a ¢ z ~ . ~ e s t  ~ a d  if 

~.~e~al-iy~ £he C~m~Isa has ~he ~ ~e~ee ,~f au,the~y ~.~ ush 
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SecC~o~ 3{~) {12)  defines an "e~ted ~ u r £ ~ y "  to Include any 

security ~hlch the Cc~issi~o~ by rule as i~ ~ee~s necessary ~r appro- 

~r ia~e tn t h e  p u b l i c  ~ t e r e s ~  ~ f o r  ~he ~ z o ~ e c t l ~  o f  t ~ v e s ~ o r s  e t&he~ 

u n c c ~ d i t i o n a l i y  o r  upon ~peclflc ee~ an~ c o n d i t i ~ n s  o r  for erased 

~e~Ic4~, desires ~:o include as .  ~-~ ~ e d  sec~i~jo C~n~res~ .cc~- 

ie~plaCed tb~ forei~ ~ecur$¢ies be g~ven ce~as~era~ioc ~-~$.Chi= ihls 

exe~p~ao The Cer~ "ocher ~han a n  exe~-pted ~ec~rl~y" appear~ in 

several places in the Ac~, including Sec~cus ~ 8~ 9~ Iio 12~ 14, 15 

and 16o ~c~-ever~ ~ ~ale~ ~he ~. ss~c~ has e~ted forei~ ~ecu~it£es 

as a class o~ly fr~ ~be pr~slens ~ $e©~c~s I~(~) and 16 (bu~ ~ 

S e c t i o n  1~(c )  a s  ~ i l l  be cc~n~;ed on belc~o).~ 

The au tho r i t y  fo~ e x ~ i ~ g  fo re ign  iss~ezs in  Section 12(g)(3)  

Is ~e~: up in a ~uch diffelen~ fasbi~o Sicilian 12(8)(1 ) requires cer~in 

@ve~-¢he-cc~n~er.issuers ¢o ~eg~s~er= Once reg~s~:e~ed~ these, issuers 

bec~ne subJec~ o n l y  ~ Sec¢£cm 13, 14, ~ and 16o Section 12(g){3)  

a l l c~s  ~h~ Ccm~isslon Co e ~ ¢  any fo le ign  issue~ f~cm the Section 12(g) 

~eglstra¢i~n z e ~ u i ~ e n ~ s  i f  i t  finds ~hat Zhe ~blic intezes¢ is served 

and i~ i s  c~nsls~ent wi~:h ~:he ~ms~ectl~ of Invest~rSo This is an a l l  o r  

uo~hlng auth©~i~y and exe~p~a fz~ ~his section resul~s in ~he ~o~al 

i~pl~cabili~y of Sec¢ic~s 13~ 14, 15~/ and 16o The Cd~m!as~on camso~ 

under S e a , t o n  12(g)(3) make a p a r t i a l  e x e ~ l ~ a  f~¢~ ~e o f  the ©~be~ 

sections or specify ~ez~s and c~ndi~@ns ~ ~h~ eae~y~Io~ ¢~ce allc~,edo 

I¢ c~ld, of cGn~se~ ¢ema~e ihe exem~tion at any ~i~e° .Hc~ever~ Section 

12(h) provides ~haz ~he Ca~zaissi~n can g~an~ e par¢ial or whole exe~p¢i@ns 

fr~ sections 139 14~ ~ aa~ 16 under certain s~eclfled c~nditi~n~ 

oZ" oZhe~seo This section is applicable t~ all se~r~les re.quire~ 
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t o  x : s g i ~ e ~  under  S e c t i o n  1 2 ~ )  and does  no~ , . ~ e  a~y p ~ i c u i . ~ r  , ' - , ~ i o n  o f  

foreisn ~ecurlZie~o ~o%,ever0 it =us~ be under ~hls section ~har. foreign 

issuers could be given partial relief from ~.he perti~ea~ port,ors of ~he 

ace o 

The procedural differences may mo~ be of any importance excep= ~h~t ~he 

Commission ha~ to be precise in citi_ng the proper section if and whe~ any 

partial o r  full exemption is adoptedo Ho~ever~ since ~he arEumen~ could be 

made that Congress~ by specific ~ b  section 'named foreign issuers as candldaZe~ 

for full exempt lon~ while n o t  specifying foreign securities ae candidates for 

paz~lal exemption in Section 12(h)~ ~hat she CoEmission mus~ make ~he e2=em~ion 

complete or no~ a¢ all~ this point is briefly discussed herelmo The repo~ 

of the House Commlt~ee. in explaining ~he pzowlslo~ on foreign securities 

handled such am argument in fairly clear terms {p II~ EoRogepto Nee 1418~ 

88 ;COn~o 2d Sees o ) : 
/ 

By g i v i n g  t h e  Com~_~slon b r o i l  e ~ . ~ t i v e  a ~ h o r £ t y  
e ~ o w e r i . ~  i~ ~.o deal f l e x i b l y  w~h She p r o b l e ~  ~he C~miss~on 
will b~ able ~;o welsh the various consldera~.~ons an~ t o  exemp~ 
I m r t i ~ l l y  o r  compleCe ly ,  f o r e i ~  s e c ~ r l t E e s  and c ~ : : ~ I c a t e s  o f  
deposit Zherefor ~ classes of such eec~rlzies and certificates) 

%n addi=ion~ the Senate Repor¢~ a~though comment lug on a prior version of the 

~orei~n securities e~emp~ion~ which ~ould have exempted all foreign issues 

unless the C~mnmlssion after no~Ice and opportunity+ for hearin8 ~evoked the 

exee%p~len for a Class or Claases of foreign issuers~ indlca~ed ~ha~ the 

Commission should have flexible power ~Sena~e Repro Nee 354~ 88~h Co~ Is~ 

S e s s  ~) : ,- 

S h o u l d  t h e  Com~ssion deem thaZ a ~o~al e ~ t ! o ~  is 
unuarran~ed for a class or cl~s~es of foreign securitieu~ it 
could e ~ i l l  exempt any such s e c u r i t y  from one or  ~ore  or, ~he 
provisions of the bill and make appropriate modif£catione o~ 
o~her disclosure requ~.~emen~s as i~ has done wi~h respect to 
fereIEm securities lis~ed on ~a) na~ion~l securities e~chaz~eo 



: "~a~mughJ~e~erally ¢he.power of  the C~mmisslon ~o ~esul.~:a foret@;~ 

sec~£~les ~mder Section IZ~g) appears t.e ~e as b~vad ~ .~b.~,: 4a.'..egar.ed ~i~h 

legislative h£~$or~  of Sec~£oa 12(5) vh£ch mtgh~ cause ~v~e.thi~g of a 

hurdle sheuld ~he ~o,~misaion desire ~o ~-~:~d the scop~ og ~'e~L~;~o~ as 

presen~iy in effect aa ~o listed sec~i~!es ot te p r e y ! d e  f0c :~ul!er v e ~ i a . -  

tlon o f  over khe o~un~er securiEies~ The C~'e~s gave ~aei~ eppzoval o f  

th~ s~a~us qu~ Om fo~elg~ !Is~ed 8ec~rlZkes and aa%d {im so .m~.~y words) tha~ 

ove~-.Z~e-co~e~ sec~L~iZies should 5e ~rea~ed aimila~iyo 7t~ addi~iom~ ~he 

Co~res~ i~doraed ~he ~llc~es of ~he Co[~issi~n -~.~/%4 ~he basic pri~c~ple~ 

sad  ~ r a c ¢ i c a l  f a c t o r s  w h i c h  ~-,~-Ee c o n s i d e r e d  h~ ee~t ,~-~ up t h e  I~ t a d  ~aqu~ve 5 • 

mem~so T~a~ zhe Senate C ~ e e  s~ated ~p 2~3G~ Senate Nept No. 3~ 

88 CO~o~ Isa Seas): 

Yo~r Cosmi~ee recog~ize~ ~ha£~ ~ p~Imctp!e~ United 
$~te$ i~estoze i~ ~oret~l,  securities o~h~ ZO ~e ag~o~ed 
• he a~me pro~ecti~ms as are p=o~ded for "ia~2e~ers i~ ~!~mee~ic 
sec~r££~e8o As a praettca~ ma~er~ ~wev%~; em~e~c~mem~ ef Zhe 
~eg&s~atlo~ ~d ;epor£img ~equi~emem~s of So I~ 8.~alms~ go~rei~ 
isa~s ~tside ~he ]uriadic~e~ o~ ~hs Um£~ed S~a~es wh~ d~ ~ 
%~I~a~I~ seek £x~dS i~ ~he ~hmer~¢a~ ca~&~a~ ~-~2ke~Bor list~ 
s~ em e~cha~4~e weul~ pzeaex~t sezioua ~fflCUl£~eA~o Te p~e~esZ 
~he securities of ~uch issuers f~om 5ei~ s ~waded tn Zhe Uui~ed 
S~a~es ma~ts ~.ould sez!o~alyagfec~ ,.%mazle.a~ hmldezs Of m~lloms 
of 4o~s of such ~ozei~ seeL~i~ieSo l~deed~ .e~'e,~ i~- ~he case 
of ~Iste~ s#cu~i~ies~ ~he Ge~ss~ has fo~d i~ ~ecees~x~, ~o 
p~ovi4.e  a~ e~mpt~m f=em the p~o~y ~ d  i ~&de~  p~vvlsloms o f  
Section I% and 16 fo~ forelg~ ~sm~e~ o~her th~ Ne-rKh @m~ca 
a~4 C ~ d ~ ~  lea . . . .  

&s already =o~ed~ zhe O~eslo~ has a -~ai.~i~Zexe~ the 
Kxc ~hamge Ae~ 8~ as ~o avoid umdue i~erfezce~nce %~lah ~he ~ra~i~g 

ass,ume~ ~ka~ ~he C~mmissio~, ~.rl!l ,3~:ea~ ove~ ~he cO:~S~.e.~- fo~ei~ 
~ssuer~ i~ esaa~ially the ssxae we7 .... -~emp~s~.s adZeS) 

.~hls leg!sla~i'~a cov.me~t i~e,.s ~pec~a~io~ ~ ~Jong~esa ~hat (i) 

oyez ~ha c~t, er securi~.£e8 st'~u~d ~e trea+-~i ~mo~e ~a~[-a'~!y .perhaps t~an 

• ¢ ,  4 o r  t h e  pro.,~y and ~ ..... d e r  £:rad~mg ru~.es be~oad  ~o~.th Aw.e:¢:;,c~?,~.~ o~ Cfft~a,n l ~ u e . r ~  



.3a12°3 on c o n ~ e s s £ o = a l  ine:e~:  u t~ch  I have conc luded  a~e unfounded D ~ y  

a t t e ~ , ~  o f  t h e  ~ s s i o Q  ¢o ext:end she  p re sen¢  lis~:e,J r equ l~emenes  o~" 

~appl~caeio~ o f  ~ r e  e ~  t h e  l i s~eA r e q e ~ r e ~ e ~  ~o O ~  ~ssue~s o f  f o r e t ~  

~ e c u r ~ t i e ~  ~bLtch me¢ crJL~£c~s~ o f  e x ~ u ~ i o ~  o£ c o n f e s s i o n a l  LuP.~ut uould  

hsve  |:o be esken  v e r y  s e r i o u s l y  ~ d  such  ac¢~Lou~ ~ u l d  a e c e ~ , ¢ ~ r . e  8¢rong 

sube~:an~:Ca~:~n o f  ~:he seed  f o r  such  ac~:iOno 

OCher rece~r,  po1£cies of Che Cor,~ce~s¢ ~n~. Un£¢ed S¢aees  g ~ v e r ~ ¢ ~  

such  ~ She sa~ on ~ore£~n In~esCm~:~  sh~'~Id ~ l s o  b~ c~u~£dered  as  p~r¢ 

o£ ~he l e g l s l ~ v e  ~ e ~ g  fo~ lw~h ~ s S e d  a~d ~TC regu la~£ons~  and as  i~  

t h e  c a s e  o f  she  1935 problem~ ~h~ S~mte Depa~gmsst ~ud o~he~ egencges  o~ 

~he 8 o v ~ ¢  s h o u l d  be c o ~ e u l s e d  ~u co ,neck : ion  ~r~h Che p o l i c i e s  ~o be 

~iop~:ed o r  cha~sed  i~ eespec~: to fore i l~n s~cu~'£~:ieSo 

In  p~nc~ple~ she C~agress and She Commission ~sco~p~Lse t ~  UniSed 

Seaees £nves¢o~s oush¢ ¢0 be af forded she s ~  Froeec¢¢ons as are p¢oveded 

£or  ~ e s ¢ o ~ s  ~n domss¢£c secur~¢~es bu~ res l£¢e  ¢!m¢ as a pr ice,ca1 m~¢¢e~ 

che  e ~ o r c e ~ :  o£ chese p~o~$.si~o~s ~ l d  be e .~¢re~ely  d¢£f~cul~0 The o.~e~-- 

~¢ve sueho~¢y h~s been ~ r ~ t e d  so ~ ~:o pegm~J: ~:he Comm~ssCon ¢o deal f l e s h l y  

~,¢¢:h e h ~  p~oblemo Essayers che ~ o ~ e  repor t :  po~n~ed ou~ eha¢ £ai lu~e of a 

~ore~ ~s.~ ~o re~CsSer ~{£f ~equ~red) ~uld uo~ me~ Shs¢ ¢~adlng of the 

:secur~.les u~uld  be ¢lle~al O r g i v e  use ~o c£~1  IL~b11~C£es e~s~ broRer~ 

dealers° The Comm~ss~os~ in  e f£ec~  ~s £~htCng ~£¢h ~ s  scron~e~¢ a~m ¢£edo 

The £o~e£~ reg£sera~¢on problems £n ge~eral ~ e  ¢uo- fo ld :  F~.ra¢, ~h¢ch 

. fore ign Lssuers shouId be compleSely e~emp¢~ ~nd seconds ehsl~ should be ~.he 

scop~ and m e c b ~ c s  o~ ~he reguls¢oz7 p~o~r~s~O~So As ¢o the Is~er~ the 

co~¢e~¢s of she £ormz ~d rsporcs ~d ~he appI£cab£1£¢y o£ proxy a~d h~slde~ 

¢radLn~ pzovis~ons ~ 1 1  be discs~sed ~m veparn~e p~rts helots As ¢o boch 

proble~.~ ~here ~ s ~  be a d~f£eren~L~.¢on m~de aa~g 1~¢ed secur~£es~ over 

the courser ~ec~i~ies~ and see%,ri~ies ~he Issuer o£ which are ~ J e c ~  ~o 



~-~-==J-~Sectio~:°lS~(d), and i8: ~.s proposed ~o c~sc~ss s u c h  classes herein in ~h~t 

o r d e r .  

I n i t i ~ l y 0  i t  ~ g h C  be c o ~ c e ~ d  ~ C ~  l>olicy ~o c l ~ l ~  p r t v ~  

f o r e i g n  I s s u e r s  o£ ~he ~ o r t h  A ~ r i c ~  sphere so  as  t o  r e q u i r e  i ~ e n ~ e a l  

d ~ s c l o s u r e s  o~d p r o c e d u r e s  ~ d o m ~ c  I s s~¢ r~  s h o u l ~  be c o n t i n u e d  s i ~ c e  

~ h t s  c ~ a s s ~ £ 1 c ~ i ~ n  a f f o r d s  ~ p~o~ec~Io~ t o  Uo So £n~¢8~o~  and 

e h c r e  has  been no appsrent  e f f o r t  ~o c h ~ n ~  ehe pol~cyo I do ~oc ~ ~h~ 

s ~ t u a ~ i o n  w~th ~ e s p c e t  Co ~ b ~ n  s e c ~ r l C i e s  bu~ s o ~  s p e c ~ l  r u l e s  m~ghe b¢ 

a p p l l e a b l e  i n  v~ew 0£ .~he p o l ~ I c a l  e v e n t s  t~'eo ~e ~e~so~s ~ I c h  gave 

r i s e  co t h e  ~o=~h ~ e ~  ¢:~,cep~:£ou co ~he £ o ~ ¢ i ~  8 ¢ ~ r ~ 1  r ~ l e s  m y  ~ 1 1  

be  a p p U c a b l e  ae  ~he p~esene  e i ~  eo a d d l e l o ~ a l  e o u n t r i ~  o r  a r e ~ o  Ce r -  

~ a l u l y  ~he ~c~o '~  of  p r o ~ a n ~ y  Co ~h£s, count~c~ ~nd ~he fae~l£~:y £n t h e  

po~.n¢ o f  ~ o£ £ ~ t ~ h ~ n g  r e ~ £ ~ e d  ~ u f o ~ ¢ ~ o ~  h ~  ~ m i n s l ~ d  b e c a u s e  o f  

~ e  a d v a n c e s  ~ C ~ n ~ p o r e a e l o ~  ~ d  c ~ i c ~ £ O ~ o  X o ~ r ,  the ~ r e  b a s i c  

factors s~ch  es  d~f£e~s~ces ~u orga~i.¢ c o r p o r a t e  s~rucCu~es0 a c c o ~ n ~ 8  

and b~s~ess cus~oms~ and ~¢ la~r-~Io~ o£ ¢api~al ~rkees ~All ~ to 

be s t u d i e d  ~n ~ c ~ i c ~ a  wt.~:h e a c h  ~ t : ~  or  ~ ' eao  

~ o ~ h e r  p ~ e l i m i u a r y  ~ec~s~ou ~ t c ~  ~f~ec~s  a l l  p o r ~ o . ~  o£ ~he r e ~ -  

u l a ~ b '  schem~ ~oncerns the ~ r t c ~  {UoSo )b~sed ~ s s ~ e r s  ~ h ~ h  .~e~re 

prlnclpal ~bJecte of ~he proposal zo a~nd I~le 3a-12-3o There is llr~le 

reason ~:o e~m~ companies ~hlch~ e 1 ~ h o ~  ~hcy happen ~:o ~e ~ncorpo~a~ed 

o r  o r g a n i z e d  ~ r  £ o ~ e i ~  l a ~  ~ e  p~c~z~a~na~ly  o ~ e ~  ~ d / o r  o p e r a t e d ,  i~  

~ l s  c o u m : ~ ,  f r c ~  ~ ~ 1 1  ~eg£ecraC~.o~ ~e~ z ~ p o r e i ~ g  p r ~ s t o ¢ ~  o r  p roxy  

and i n s i d e r  ~a~ng rules o ~ ~:hese cs~es ~ ~he ~nforce~nC p~oblcm £s l e s o  

onerous hesse so~a of. ~he ~rsonuel and prol~r~y are located he~e.~ usuo  

a~y buslness a~ accou~i~ pE~ct~ces ~e mo~e ~ conform~:y ~rl~h 8ta~l~rd 

U o So pract~ces~ ~nd ~he desire to ~i~Ea~n a ~ So ~raai~g ~mr~ for 

chelr sec~£f;.~es Is  m~ch stronser a~ essential tha~ in ~he case o f  the 
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a v s r a ~  f o r e i ~  I s S ~ r o  While  I t  I o  d ~ £ 1 e ~ 1 ~  Co ~ r ~ l l z e  ~md ~ o ~ =  

1see  s p e c i f i c  c r l ~ : e c l ~ ,  t h e  s e a c e ~  c o ~ d i ~ l o n s  ~ be ~ r e d  by ~ ~p~ 

por tuu£C~ £ ~  ~ p ~ i o n  f o r  l u ~ ~ 1  ¢ o ~ p ~ l e e  on ~ :~ i~  a p p l i ~ : ~ . o ~ 0  

Io l ~ s r ~ d  ~ t e e  

l ~ n b ~ : e ~ y ~  t h e  s c ~ l ~  o f  C ~ s s : ~  ~ f ~ l ~ t l ~  o f  f o r e J ~  ~ 

t h e  c o ~ .  ~ s e c ~ £ C ~ e s  ~r111 h ~ e  s o ~  e f£ecC o~ f o ~  l ~ s ~  s e ~ r t -  

,Yor~ 180 16 ~ F ~  19~ 10 on F o ~  ~0 ~ ~0 ~ Form 21 {of  ~ t c ~  7 ~ e  

of '  1 ~ ~  ~ . ~ C  F o ~ s l b l y  i ~ e ~ s e  s ~  ~ s ~ r ~  ~ d  o b & ~  ~ z  ~ m ~  

C~slc~'e ~t~s~" potmC~. &be lls&~ o~ settles ~dd~ ~ ~ ~eal 

e f f o r t s  ~o e n f o ~  ~ se~uri~ I~'~ ~ ~ h r ~  o f  loss o f  l~st~u~ ~ras 

1963 c ~ e d  ~. 50~ ~ l i ~ q ~ c y  ra~£o~ ~ u  h~he~ fo~ ~re~-~ ~ve~s )'o 

~hrea~: of ~Ist~r.g ~ese sec~&Ees ~Sh~ ~ove ~e e~~s ~o ~e 

~he~r ~es~ effo~&s ~o cause ~ese re~c~ ~o be ~iledo 
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I f  OTC a~d leered re~Arem~Cs ~ e  to be b ~ s i c ~  ~ e  e ~  F~mha~ 

s ~  pz~c~d~¢~ fo r  ~ r e  e f £ e c t £ ~  ~ f ~ r c ~ c  ecnald ~ ¢ . ~ 1 ¢ ~ d  ~ s - s  £a~ 

s~er8 seek gim p r ~ l e g e  of  ~ _ , g ~  c ~ a d ~ o  ~ e  s~gges t i ~  Is gha¢ o£ 

appl£ceriou so ~ C  r~e "34 Act Wcr~.sio~s ~ d  be j ~ d t c i a l ~  ~£o=c~d  

,2, o~r~, ~ C ' , ~ a ~ C ~ ~ ~ e A  

respscC~ ~ ~ they are ~.~ce~estad smmBh ~,~ a~ ~m~ric~a ~'~ad~ ms~a~ 

co~cr~c~l re~~gs of the e~ch~ a~ ~he sec~vAcCes ~'~laCi~ of 

t~ . s  co~n~o Th~ ~8~Ee ¢~ ~a~nEa~n a ¢~r~dln 8 ~rke~ ~d.l~. undoubtedly be 

~J~ ~ l y  ~o~-¢e ~ i c h  c ~  make ~o~e~Su £ssu.~re. s~b,~l.~: Co any ~o~n o~ OTC 

¢"eSs~.at~o ~ c ~ ,  ~;he eJcl~rf .~c~ uu,:~r Ch~ lis¢lu~ pz~is~ is of 

~o~e~ settles m~s¢ not be ~bol~shed0 ~se factor8 ~d~cag~ C2mg 

becm~ of, ghel~:" ~ l l ~ s s  ¢0 do so and s ~  ~ l ~ i u ~ e s s  ~111 be based 

~pa~ ~Ir o'¢~' ~i~ Co mal~ta t~  g ~ d  r e l a ~ i o ~  '~c~  ~ z " A c . ~  £~vesCc¢~o 

~ s S  be L,m~di~-ecc~ elCh~r ¢ h ~  the  S ~  X ~ r ~ n ~  or th~ s~¢~c_£~£~ 

iudustCyo The Comm~sslo~'s ~ly ~l~'ecC s~p ~.,I~ ~pp~a~ to ~ ~bccr¢~ 

~he pToz~IEa~io~ o~ ~n~les ~equir£~ ~I:e~ dea~e~:s " " ~ ' 
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~v~IXobXeo £oeo ~ r e . p o ~ s  ecc~v  ce  p~o~E~ecC~ve t c ~ s C ~  o~ t o  

• o f  d~c~o~e8 ~ e d  o f  ~ s ~ : ~ . c  c ~ n c e ~ e o  

cuI~T o f  ~~~ng ~ ~oi~ o f  ee~u~les~ ~m~ber o f  A ~ c ~  hol~ 

m~y haee semm ~ t g  ~o~" the heave= sha~e problem~ 
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X e + e ~  ++mbJee~ mo ~e z~p~ ~ £ ~ n ~  o f  Sect~Lom XS~d)h~ 

d~st~ated ~hei~ ~e£~e ~o see~ ~ ~  c~piP.:el me+d ~he ~ll~@~ss 

su!m~ ~t Ee~t a~ ~hs ~Ime of ~he "33 ~t ~la~Ic~.~o ~e ~ s ~ " s  

~ha~ ~h~y ~ u l d  aga~x~ eeek cap~.~aX ~.~ ~/~.s ¢~mn~:ry~ ~hese ~s~ eho~Xd 

pm~bably be ~he object:  o f  r e ~ r e ~ n ~  ~:e ]keep s~ch or~.~na~ ~ ~ ~  

'as  l o ~  ~ ~:heee ~eeuezs ~ e  r e g i s t e r e d  ~ Sec~to~ 12~ b ~  £f  cb~ 

~eusws~ ~hi~ ~la ~ ~.~:~:le d l f ~ e z ~  ~ ~h~ d~sclosuz~ ~eq~~so 

~ e r  S e c ~  12(~)  ( ~  ~ e c ~ a ~  S e c ~  12b)  sb~Xd be p r o ~ e d  £ ~  

no~ed ~ ~ e  ~ e p o ~ t c ~  , : l ~ l ~ . ~ c y  r ~ f ~  fo r  l ~ ( d )  ~ 0 ~ l e s  ~.s f~Arly 

~ e ~  ~ ~mo d~'~ba ~b~C the  e~cP.  scope o£ ~ = f o ~ i ¢ ~  ~:equi~+ed i~ 

Lhe re~s~a~ and ~e~r~In E fezes, ~ 1~di~aCed by ~e 193~ e~e~e~ 

~ill ~ ~ s~:rz~; i~fXuence i~ ~he ~e~z~a~ion of ~ore~ Iseuews ~o 

comply or~ z~o~ Co ~ l y  ~h ~he re~ulsc~mm re~uiremmmtSo + X~ ~ e  foz~s 



are li:~¢ed ~o t ~ f o ~ i o ~  um~ally ~ ¢ l e ~ e ~  bF ~ i s s u e r s  ~ :em~cu= 

~se D ~pon ¢he p~e~ent a¢co~£~ aud flucnci~l ~a~.~i~zs ~ o ~ £ ~  

l ~ m  and cu~J~s o~ each o f  che s~jec¢ ua~iOnSo C e ~ a ~  ~ u ~ , ~  ~ u ~ d  

80 ~urCher I£ ~heLT ~n~eres¢ ~n m~L~ta~nln~ a ~r1~e~ for i ~  8ecu¢~i~ 

1~¢~ ~ a ~ m  ¢a~uo¢ o£~e~ a~y c o ~ . ~  ~ g ~ e s ~ o ~  ~£~e~ ~o ~ a ~ l e d  

seato Cha~ ~ ~p~ rCs  sh~ald be ~¢oSg~ed ~rely ~o up ~ ¢ ¢  ¢ ~  i~= 

f o ~ l : ~ . ~  i ~  ~he o~i?~al regis~ra¢io~ an~ Chat c~x~e~¢ ¢eFo~s ~ 

probably be i~ap~roW~aCeo 

fo~ l l a C e d ~ $ ( d ) ~ n d  1 2 ( g ) ~ s s ~ r s 0  o~ ~h,.~d~e~ s ~  ~i£fe~eB~ mhocld  

S.e¢~::Lou 12@)  ~dte~Ce~ Cha~ ~he po l i c~  d s ~ ~ i e m  ~.~ obese  r e ~ p s c ~  

, ~ e s  ~0~Id be  ~illlag ¢o cc~p ly  ~ le~  ~ ~ e~e ~ a : ~ t o ~  ¢0 ~ e  

by ~oe fully believln s the seron~ c~ieici~ m~ dire pee4ieei~o~ 
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Form lO=K~ ~:e lls~ed ~ss~ers can ~le ~s F o ~  iS~K ~:hzl% Z ~  D v~h 

~he =esu1~: I:~ ~£s~mS a~a~ly ~a~s ~he s~spe cf 4~sc~ue~Teo X~ 

~m~u:d Seem ~ha~ i~s~.ed Kssue~s should ha~e ~h~ ~ cxm~e~e m~i~e~m~s. 

z~les° ~ P/~ ~8e o~ 4e~t se~+~Kes~ i~ %ms ~e~ ~haz ~ze often ~ha~ 

~es~ary0 ~ 4~ ~ ~ ~h8 % ~  of OTC ~ssusrs of £o~i~m e~y 

~:o ~ p z c ~  ~mies ~Imm8 ~s ~is~ed Issuers ~e~e ~ e  ~ e a ~ e d  ~he s~ 

~es a8 ~s s~4~s~ed ~oz' ~s~o4 ~sS~S ~m~e~ ~h~ p~ops,Sal ~ea ~ 4  

P~Xe 3s12.o30 Amm~h~r ~s ~o ~o~ca~ ~:~e ~r&~a~. ~ra~'~ o f  R~ie A~18 ~4 






