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A preiiminaxy investigatlon of recent marvket solivity in newly
issued securities raplskered under the Securities fuk of 1333 h&s
vesantly besa @smpiﬁtado

Genexally apa&kfngs the pudy related ko offeriuvgs of maeuri&i@a

- which had ap sveiliable wserker prior to thelr public sffering within

the past =iz moncha, ¥& sppesrs thet over onesthivd of sueh offer-
ings indicated subetsntla) price vises within the fivst- swenty-fonr
houre after the repistration steteant bectme. effective. As the
axtached chart shows, invwsaser uf 150 perpent to 200 psreoent on the
flmee duy of tvading wers not sheommen, Host of the new sfferinge
wore the go-called glamour stocks snd weve widerwerifien by 8 varlety.
of underwriters, '

Ten eteiking esaeples of significant price viges lunediately
after or At fhe tlme of ¢the leltial public offering follow:
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Effective
Piling Date & Price Underwriter Firat Dav Current
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_ In addition to the foregoing, thrase cfferings becoms sffective within
the last ten dave and lmmediately vose in price,

On July 21, the vegisteation statewent of Trane Boniesn, Too. bo-
cane effestive with ¥dder-Peabody namad 88 wederwritvers the offaving
price was $L2.950 per sheve, ‘the fivst gquotstions noted in the pilak
sheets appeaced vu the effactive dake s 16 /0 bids 17 172 asked.

On July 20, the registration statswent of Rahels Company, Ine,
bacane gffective for an offering of securities at $5 per shave with
Aotoe Securities nemed ss underwritar. On July 23, the fivst day
gustatlions were noked in fthe pink sheets, shares wers sffered at
9 145 bidy 9 3% asked.

On July 30, che regleseation statement for Hexcel Producte, Inc.
becane effsevive for an offering of securities ac $17.30 per sharae,
with ¥. 8. Smithers & Cu. nemsd as undevwriters. Loss than thras
bours luter the shares wers offered at 24 242 hidy 27 472 askad.

Poseible HManipulative Tochalgques

£ in vome Imstenses menipulative techiniques bave beeo ceployed
£o ereate lmmedisce submtantisl price incrvesses, through means designed
£o dxy up the aveilable suapiy of securities offered andfoy &o permig
the woadgrwriter to vevain control of the distribotisn for & piven periocd,
the Commiesfon should be informed frowm tha poeint of view of infoxmativn
gensrally., Further, if wethods of diptribution ave Belng followad which
refleck upon the adequacy sud ascusascy of the prospectus’ disclosures,as to the



propogsed offering end price, there should be modificseions in pur
handling of the ecurrent fLlings, .

It is possible that s wuewnber of different rechnigues might be
exployed desigred to create op £o profid by a price rise. For ekample:

Hold Baclk

This iz s device whexeby the wndexrwriter and doslers hold bask
the pecurlities prior to and immediately aftar the effective date.
They tell prospective purchasars that no stoek 1w avallebis, that
it is all wowmitted or sold, when in faet vhe distribution has nob Baen
conpletad., :

Profexred Subscxibers Lise

Coupled with, or inegtead of, the hold back, the underwritesr mesy
eomnie all of the sharves ¢o be offerad &0 2 emsll 1ige of selected
cugtomers. 1L is possible that the preforved List may include parg-
ners pf the underwricing flem {ov their nominees), inglders ov PETIOLS
connected with the Lssuwer, or other persons who stand ko profis by
4 quiek turn and who in faut way be regavded ag parfomming an undere
wriverts fusction.

Frag RBiding

This practice may be 2 factor in some of the Lseues avd 3 so a
disclosure problem is presented as well ap a violation of N&SH vules
aad the 34 set.

Varivus combinations of the forepoing teshulgues ss well as
viheve may be avploved by poderweivers and dealers to stimulote
publie appetite and creste n quizk vise in price.

Some of these situations, of vcourse, Bey not lovolve any vislztion
of federal sssurities lews and the rules and vegulations wromulgstad |
thareunder. In some cases it mev ba that the undexyriter hes marely
mlsiudged the mavket in prileing the lssue.

FPousible Couvgun of Tuvegtdeatdon

It is oer thought thst et this point theve zve fhree proebileag
vhieh must be comsiderad. Firsg, 1t pust be decermised feom whow
ko obteln avidence in oxdar o assevtsin what actunily happens;
secondly, the investigatory vehicle ko be used o obtoin such
evidence must be determined. snd ehirdly, which issues, if any,
siwould be used as guinen pigs.



reigking to tribuiion of the new lesuae wely afbew the vegige
Eratlion atas % becomes effective. inereafter, 1€ the clveunsisncas
warranit, i wight be advigabls to inteyviaw tha indeial digkributana

of the new fssus Co determine avackly when sgreoments ko purchize

the shares wers mede, the naCure of such agreswents, whoe wers the
beneficial puners of the stosk purchasad, vho pald for tha prosk,

and to whom and when the sharss weva subsequently roid, ¥n this con-
nection, $¢ would seem more frodtful to limit the ivvestigation o
exemination of the "purchasers™ of laxge blochs of ohe new offariog.,

I gddicion, av ewemination could be wade of the recorvds of 21l brokev-
dealers making the market during the fwo-day period imm@dia&ﬂly_foﬁiowimg
the cleavance of the veglstration sateman? in order fo determine their
holdings in the subject sscuritieg. '

Yrocedursl Davicaes

CEn wondd appear that an inguizy sould be conducted nnder Baction
20{a} of the Securitics snt and Section 24 of the BEuwchauge Act. AC thig
Juncture it doos oot seem aperosiste to institule any publie proceedings,
partisula®ly sinee we are only hypothesizing as o the ftechaigues
amploved which $uadeed ey, in sertain slreuwnstaneas, wot even ba in
contreventiog of the dck ov wiles Cheveunder,

Heavings snder BSeations 3{ay aud B{d) would appeny Lo ba Inappeo-
priate unless 18 ghould appask that the prospectus’ Qiselosures wewe
inadequato or wisleading.

Llessen of Dasas Awallable for Joventigation

The: casas can be divided into 2hres cakegovias:
{a} those which heve cleaved during the pase 2dy montha g
(b} those whish beve clopved during the past week: -
£e) Shose whieh have been FLled bup G08 yat glearsd.
Hith vespecs to Claag L23s the older sasse, there would be av advantsss
in hoving & fovger mudor of cnoces from which 2o chogss for investigatoey
purpesas. ia addition, sives soveral wonths bhove panged, the verioss
patierns 4 pad dfeagrib i i be were enally
racogninabi Z. FTho books o &, v ke slder
cases, @il shar sendition fov emsminasion than dn &he BaET
saaen, sin cheskns bave elesred god o e = dlatviburions
have been recovded.
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Hith_respect to the newey ¢asss, Class {b), 1f the facks justified
proceedings against the veglstrant, we could move promptly for a siop
. orday proseeding or am dnjuncilon.

With respect to pending cases which have not yet become effective,
the staff might inguire im selected cases ss to the nature of any under-
gtandings, vontracts or commitments and/or the proposed mode of distribu-
t:ion to be employed in the fultisl distribution iacluding the names and
addrasses of participents in the proposed offering.
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