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REGULATI 'JN OF SECURITIES 

J anuary B , 1972 
Professor T. H. Jolls 

I. 15 points 

You are couns~l for the Co llege of Walter and Mildred . There has just 
been tendered to 1 t by Geo rge Ge nerous, a pr ominent alumnus , as a gift to 
its perma.nen t end \V!l1e n t f und ,a certificate f o r 50no s hares of COlTl.IDon s tock 
of Data Devices, Unlimited, registered in his name and dulv endorsed for 
transfer. On the certificate is a legend as follmolS: ' 

These securities have not been registered unde r the 
Securities Act of 1933. They may not be sold or offe~ed for 
sale in the absence of an effective registration statement as 
to the securities under that Act, or ~n opinion of counsel 
satisfactory to the Company that such registration is not re
quired. 

T\-7o or three dealers make a market in the stock at around $2 per share. 
Com!lany has 600 stockholders. 

You cannot undertake an investigation of Geor~e's holdinRs, or the cir
cumstances of his acquisition of the stock, because the coller.e does not 
\Tant to irritate him by inquiries "looking a ~ift hors e in the mouth II ; at the 
same time there is a college policy to hold its endm·nnent funds, where nOS91-
ble, in !lblue chip" securities (which this stock clearly is not). 

In his letter transmitting the gift George states that he must get this 
stock out of his name right away for gift tax purposes, and that he has been 
told by the la"lYer for Data Devices that the college should send in the certi
ficate for transfer as soon as possible and that no transfer will be considered 
unless accompanied by an "investment letter" from the College. 

As best you can, ~ive the college some prac~ical advice as to the course 
of action it should nursue for the short term and lonp; tenn, and, regardless 
of your advice on the fore~oing , nrepare a brief version of an Irinvestment 
letter. " 

II. 20 points. Select for answer any combination of the following which 
will total 20 points: 

l?oints 

5 1. Discuss the risk in relying on the exemption from registration 
of intras tate issues. (3 (a) (2) (11) 

5 2. Distinguish permitted " stabilization" from forbidden "manipula_ • tion". Use examp les if possible. 

5 3. In the Chinese Consolo Benev. Assn. case Hhere the association 
was merely assisting the Chinese Government in raising funds from 
persons of Chinese descent, exnlain \vhy its activities in using 
the mails were enjoined as violative of the 1933 Act. 

5 

5 

5 

5 

5 

4. Anyone or 
the Texas Gulf 
1968 opinion. 
the holdin~ in 

more of (a) ~ (b), (c), (d ) may be selected. In 
case you need not go beyond the CCA Second Circuit 
Comment briefly on the pros an~ cons . and state 
the f ollowing situations: 

a) culpability of ~he cornoration for ~rlthho lding information from 
the public during drilling period. 

b) Fogarty, Hollison et. a1. (officers ~olho Here buyin~ durin?, the 
drilling period. ) 

c) CraHford (officer) ,,'ho put in sale order at midnight Anri1 15 
to be executed at exchange opening April 16. 

-d) Darke for IItipping" friends and acquaintances during the drill
ing period. 

NOTE: aDrillin~ periodll is November 12 to April 9. First press release is 
April 12; second is April 16. 
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III. 50 po~nts 

Henr y Bumble, for 20 year s oene r a l couns e l for E B 
~ ager eave r 

passed avay suddenly . You have jus t been 0 f fered his -job and Company, has 
overcoming your grief a t his demise, have accepted. ' , 

In many ways Eagcr Beaver, a small conce rn 20 ye ars ago but a $50,000,000 
business t oday, out gre~ Hr . Bumble . Thi s fact is stron~ly brought home to you 
on your first examina tlon of his f i l es. Hhile t he Comp any has 50 s tockhold~rs 
of rOGord J t hQfC :is nothin~ Gft}'1.;rherg to itldi eat e tha t Ht. BUfIlble was evet 
aware of any laHs (other than the general corporation la'l7 of the State) r egu-
lating the pur chase or sale of secur ities. . 

From study of files, and conversatimls with officers and accounting staff, 
you have l earned t he following: 

1. 
2. 

3. 

4. 

The Company has never employed in-lependent pub li c accountants. 
Five years ago the Comp any (then havin8 45 stockholders) offered by 
mail and s old 50,000 shares of its stock at $20 p.er share to its 
stockholders . Every holder subscribed pro-rata so there was no change 
in holders o r in relative interests . The corporation act 'was complied 
with but there is no evidence of inquiry or compliance as to any ot her 
laws. 

I 

Thr ee year s ago Grandma Ri ch died ; her estate had 15,000 shares but 
needed money f or taxes. Her son Chauncey, an avant-garde artist wi t h 
lit t l e knm171edge of business , acted as administrator; he '"as per
suaded t o s ell the 15,000 shares back to the Company at $22 per share; 
i t appears that two months later the Company bought a smaller holdin~ 
from ano t her stockholder at $25 per share . 
Jus t befor e Bumble's death, E ~gar Beaver had arranged to obtain a 
transfer to Eager Baaver of all of the assets of Dullsvi l le Company 
in exchange f o r shares of Eager Beaver; e ach Dullsvi lle s t ockholder 
to recei ve one s hare of Eager Beaver for each two shares of Dullsvi lle 
mmed. Dullsville stock was widely held by the public and listed on 
the Pacific Coast Stock Exchange, with control in Dennis and Daphne 
Dull holding 30% . Consummation ~Ubject to approval by the Boar d 
of Directors of e ach company , and by a 2/ 3 favorable vote of the 
stockholder s of Dullsville. ~ k 

Now that you have t hes e ~acts, answer the follow~ng in order : 

(a) Consider (1) What securities laws and regulations Eager Beaver mus t 
comply with in carrying out the mechanics of this acqui s ition and 
What , if anYt cons traints any or all of the Dullsville stDckholder s 
will be s ubject e d to by reason of their ne,,7 owne r ship of. Eage r Beaver 
shares . 

(b) 

(c) 

Consider what ma tters of lai'1 and . fact in Eager Beaver' s J Iis t ory , as 
recounted above, must be investigated and evaluat ed and pos sibl y dis
closed in order to give Dullsville Stockholders all i nfoniation t hey 
should receive under federal laws (whi ch cite ) to enable them to j udge 
fair l y of Eager Be aver' s as s ets and liabilities, fixed or cont i ngent. 
A suspicion crosses your mind that the Eager Be aver officials may be 
a little bi t gullible or careles s on t hi s deal -- tha t the Dullsvill e 
properties may no t r eally be worth the amount of stock Eage r Beaver 

" (d) 

is gi ving . Bear i ng in mind that as a l a~er the evalua tion of the 
asse t s is not your j ob, i s there any threat t o your client Ea~e r 
Beaver, or i ts officials , under the Federal Securities Laws that re
quires you t o s pe ak up? Discuss. 
Now assume the acqui s ition of Dullsville is abandoned by mutual . con
sent because of anti-tr us t problems . Is i t s till desi rable t o 1n
vestigate Eager Beaver 1 s history? tfiho might pos sibJy sue i t by r ea
son of the pas t events ment i oned and on wha t p, rounds, ci ting t he 
possibly applicable statu tes and rules as i nterpreted by the courts2 

. ,.> . 

- " , 

.: 
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IV . 15 points', 

Your growing list of corporate clients now includes Faithful Bank & Trust 
Co . It s senior officers have been talking ~.,ith you about possible sale of the 
collater al for the de linquent personal loan of ~~r. Bixby, Vice- President of the 
Bixby Barr e l Company . The loan, secured by his 10% of the outstanding stock of 
the Company, vIaS orir;ina11y made for 6 months, to furnish func1s for lir. Bixby 
to invest i n a real estate syndi c a.te, which so far has done badly : the p1e1a,ed 
stock is \o1orth jus t abou t the amount of the loan, and the bank Hould like to 
sell it out tel avoid leH~8; Th~ Batr~l COtnl'Hlny stock tri=!de!'j oV~t the counter 
(600 s t ockholders) . Or igi nally, it had been mmed entirely by I·hs. Bixby;s 
father ; she and he r s i ster together OHn 15% \vhieh is the only lar~e holding 
other than Hr . Bixby' s. 

Your s t rictures on the subject of such loans fill your listeners Hith 
grave concern. Fi n a l ly the bank president, Hr. Gottrox, says, " The plain fact 
is that our compe t itors are making loans to company officers secured by their 
company stock every day. I want you to "7rl.te us a letter, explaininl?; so that 
we can under s tand i t, j ust vJh at the area of legal concern is. You Rre going 
to have to give us some room t o t urn aro und in for the purpose of our future 
loaning policy, and if you can't then despite your e rudition and personal 
charm, v1e are q; oin~ to ge t u s another lawye r who wi l l be mor e easy- go i n g. II 
Write the letter, beginning wi t h "Dear Hr. Gottrox:", b u t don' t b other t o 
polish its style as you would if y ou we re bein f! paid . 
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