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ANY ATTEMPT to write an exact and
final recapitulation of “the USAMCO
affair’’—the meteoric rise and equally
meteoric decline of United States Auto-
matic Merchandising Co., of Redondo
Beach—clearly must await the outcome

of the several lJaw suits now pending in
federal and state courts, the official
findings of the Securities and Exchange

Commission, and inquiries now in prog-

ress by two private bodies: the National
Assn, of Securities
Dealers and the New
York Stock Ex-
- change.
As the first eight
- articles in this series
‘have documented,
" the creation, growth
) and activities of
USAMCO — and the
‘distribution and
+price. gyrations of its stock — have
brought the eompany and the men sur-
ro!mdmg it within the public gaze.
; » This:is not fo make judgment upon
& dmpany or the men surrounding it,
since’ Such judgments necessarily-—and
i propegly, within the framework of our
herlbage of ‘Anglo-Saxon law—must be
¢ gmade’ by officially constltuted bodxes
' hias the courts.

v IT, IS SELF EVIDENT, however, ‘that

- Mthe USAMCO affair” raises some ques-
*tions profoundly significant to this
‘country’s .economic system-—questions
distirict from:the sharply defined i issues
covered by law, or even by the rules of

~agencies such as the SEC, the NASD or
the New York Stock Exchange.

They are questions that may be asked
all participants in the American busi-
ness process: the investing and buying
public, the securities profession, the
business cammunity itself, and the pub-
lic at large.

USAMCO, for example, came into the
pubhc gaze as a small, new company.
Of the more than 1 million corporations
in this country today, approximately
three-fourths are small companies with
fewer than 20 employees and assets of

* less than $300,000. And perhaps one out
of every 10 is a new company.
- Moreover, new corporations are being
added to the roster of U.S. business at
the rate of perhaps 15,000 a month.

IN RECENT YEARS these young, un-
tried corporations have been entering
the realm of public-held companies at
the rate of more than 100 a month. Yet,
according to Dun & Bradstreet, 56% of
all the businesses that failed last year
had been in business less than five
years. ,

Some of these youngsters are built
upon important new products or bus-
ness ideas, have excellent management,
and in time perform impressively in
terms of their return to investors.

- Conversely, some have fared miser-
ably. Their managements have been im-
mature. Their basic product or service
has been little short of hare-brained.

" And both owners and investors have
lost their shirts.

All this is one area for pondering
brought to mind by the events involving
USAMCO.

And it’s an area of fundamental im-
portance to the United States and 1ts
whole concept of economics,
~In the past, one of this nation’s shin-
ing strengths has been its capacity to re-

~ ceive new ideas, develop new products

and services—and to reward the inge-

. nuity of the men and women who helped
: Create and develop them.

THE PROBLEM ARISES in finding
some means of encouraging this growth
while at the same time finding some
means of protecting the investing pub-
lic—to find some means to alert the pub-
lic to the risks inherent in new and un-
proved companies, and seeing that those
who put up money for new ventures
can afford to take the risk.

The National Assn. of Securities Deal-
ers, for example, reveals its awareness
of the problem in its “Rules of Fair
Practice”—the rules of ethica! conduct
expected of every representative of -
every brokerage firm belonging to the
NASD, which is the principal profes-
sional organization of over-the-counter
firms. Two sections of this code are of
special interest here.

Section Two of Article IIT states:
“Recommendations to a customer cov-
ering the purchase, sale or exchange of
any security must be based upon rea-
sonable grounds for believing that the
recommendatmn is suitable for the cus-
tomer upon the basis of -the facts as to
his financial situgtion and needs.”

In brief, a responsible securities deal-
er will not sell risk stocks to “unsophis-
tmated" mveetorq of only moderate
means.

;Section 16 of Artxcle Ol states:

 “When participating in the primary or

secondary distribution of an issue which
is not traded on a national securities
exchange, no representation may be
made that the security is being offered
to a customer ‘at the market’ or at a
price related to the market unless there
are reasonable grounds to believe that a

market for the security exists other

than that made or contro]led by the
member.”

THE VOLUMINOQUS CODE of the New
York Stock Exchange has numerous
provisions aimed at the same ends, and
its constitution begins, in its second ar-
ticle, with an even broader statement of
ethics: the object of the exchange shall
be, among other things, “to maintain
high standards of commercial honor and
integrity among its members and allied
members, and to promote and inculcate
just and equitable principles of trade
and business.”

The question in this area suggested by
the USAMCO case is not merely wheth-
er these rules of ethical conduct were
violated or skirted, but more important-

‘ly: how can such rules or codes be im-

plemented?

The great body of seeurities dealers
and registered representatives are men
and women of both experience and in-
tegrity. Their peers within the profes-
sion—and the forces of competition—
would not let them remain in business
long if they weren't.

Yet it has.been no secret in recent
years that the over-optimism of the Bull
Market and the general affluence of
Americans resulted in unusual expan-
sion of the securities business—and with
it, the employment of many new, and
sometimes, inexperienced salesmen. -

The problem of old, established firms
-and veteran branch managers has been

_ —and still is—to maintain some reason-

able control over what these salesmen
say to the public.

BUT HERE ARISES still one more
question: What is the responsibility of
the public itself? How far should the in-
dividual investor go in delegating to
someone else his responsibiiity to inves-
tigate before investing? And if the in-
vestor does delegate such investigation
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pressed only when prices
began to fall.

Although several aspects
of the USAMCO case sug-
gest this particular stock
may not have been typical,
In the course of his testi- iengi?f\:x(s)e f;:uiii:stézs

TS
mony before the SEC hear- g " hoed 10 make their
ing, John B. Dunbar, the owy inquiry into any issue,
Shearson, Hammill partner The courts and other
who was one of USAMCO’s age&(l:ies 8;;8 gtufiydingdw'f;)eth-

i is. €r there had, indeed, been
d}re(,:tors, eal.led the comm_ls misrepresentation or fraud.
sion’s attention to the point gyt many of the investors
in this way: concede they bLought their

“It is amazing that no one stock merely on the say-so
ever says to me, ‘Why is of a given brokerage repre-
the " market always going sentative, or on the tip of a
up? But they say, ‘Is the friend.And according to tes-
market going down?’ They timony before the SEC, even
don’t have a complaint when some registered representa-
they have a profit, but they tives who admitted to rec-
have a complaint when they ommending the stock over
have a loss.” the phone conceded they

The long rise of the post- based their recommenda-
war Bull Market suggests tions on unsubstantiated re-
that Witness Dunbar ports from USAMCO. offi-
touched a major truth: the cials.
investing public had not Finally, there are the ques-
been particular about inves- tions centering on the na-
tigating the origin of the ture of a corporation and
profits so long as stock its obligations and respon-
prices spiraled up. The sibilities.
public concern was ex- Any corporation, in the
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to someone else, can he rea-
sonably hold his agent re-
sponsible if things go wrong?

eyes of the law, is a unique
creature of the law and it
can be dissolved only by an-
other act of law.

An unsuccessful corpora-
tion often takes on the.char-
acteristics of a derelict ship
jat sea, floating with the cur-
rents of the business world
— a hazard, as it were, to
navigation,

What are the respon-
sibilities of the government-
al bodies who authorize the
formation of new corpora-
tions? To. what degree
should these bodies pass
upon the experience of the
men who form the new cor-
'porations? Indeed, can stat-

\utes be. written to assure:

the competence of corporate
leadership? Or put another
}wqy, in attempting to mini-
jmize the risk to the publie,
can government really pro-
ftect the enterprise motive
that brings new ideas to the
‘market place — and new

}capital into the economic
bloodstream? .
These are the real issues
behind those raised by the
unhappy chronicle of United,
States Automatic Merchan-
dising Co. .
No doubt the stock losses
of public investors, the de-
cline of the corporation it-
self, and the legal embroil-
ment of the securities peo-
ple who sold the stock are
specific issues of concern.
But the implications of
their difficulties are reason
for even more concern. This
‘nation needs new businesses
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to create the employment
demanded by a growing pop-
ulation. It needs new capi-
tal to get these businesses
started. And it needs a pub-
lie with confidence in the
economic system and in the
business community, a pub-
lic willing to enter into the
economic life of this coun-

try.

Finding the answers isn't
simple — and.when they
are found,: they-arc likely
to be -seen’ “in‘blends of
gray rather than the sharp
contrasts of black and white.

Reproduced with permission of the copyright owner. Further reproduction prohibited without permission.



