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BOND ADMINISTRATION DEPARTMENT

A bank's assets include three broad
categories

cash loans and investments and the letter is the pri-

many
concern of the Bond Administration Department After

cash reserve requirements have been met, all funds

not locued are
placed at the disposal of

the Band

Administration
for

investment in securities at the best

possible interest return consistent with
safety

and
liqui-

dity

the Bond Administration Department also underwrites and

deals in municipal securities, trades Federal
funds,

assists clients with their investments and advises

corporations on their
financing problems. Re tated to

its several activities responsibilities
the

Department is

divided into three sections :
governments

Mum-

cipals, and the
Corporate Finance Advisory Service.
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Permissible investments
for

a commercial bank

must
qualify from

the standpoint of werkshability

and investment quality Regulations specifically prohibit

the
purchase of common or preferred stocks Bonds

G
any

other evidences of debt must be free of any

element of speculation. The Bank is
portfolio

is there-

fore chiefly
invested in U.S.

Treatury
securities

for

maximum
security

and
manKetability

and in
high

grade
state and municipal bonds which provide

the best net investment
earnings

because
of exemption

from
Federal tax

Holding
in corporate

fonds are

limited in amount since the net return after

taxes are
relatively

less attractive

the
partfolio of any

commercial bank

may be thought of as a reservoir to which funds

flow and
from

which
they

are withdrawn depen

cling upon the condition
of

the
economy

and the

resultant rife and fall
in demand for Cans.

By
the

very
nature

of
the investment

function
the bond

portfolio frequently
must operate

at a
disadvantage

because usually funds
are not

available for investment when credit is tight

and bond
price attractive - the

money
then

being

Committed to the loan
partfolio Conversely funds

are
usually

in
good supply

when foud prices

become cheap To anticipate changes
in the



/ . 
J 

cw~£~ i ~ ~~ ~ GA·~ a/ tfu ~J 
-- _Jl~ .~l<.0t~ ~ --t!e &>-Mt~ C'~ 

_ _d.~ it,, --e~·c e-o-dt·f;;;~ 
7
_ ifu ~c.t;;i;; _ __!:f _ 

f-ed.£-1.P..i 1~ v._ed(j- _~-~ -~ ~ r~'#=-l_J _ 

~~ ~~~ r1~ ~ a4 ~.u ~ -~~ 
~ -li:i ~ff od ~~ . ~ A~ /'1 ~-~ 

_ ~ _ i-.v~~ -µ~. fie ~ _([ fo~ ~~ 
/ 

-- - . -- - - - _fip0f'~ _ w--l_~ ile r-<~~-~~~ ~~ 
CL _4fG.l- / ~ d ~ ~PA~ _6-i- ih ~ 1-

- ------- rt~~ .4?.€.~~ 7- 4 · lL~~~- \,~ -~ --

- --- - (JwtM>i.d .#~ 4-- -~ ~~ ~·d vr~-T 

- - -- ~ ~ ·r~--2--~ -ef~~ ~ 
__ &1~1 . LL ~~ In- ~~- r - L ~ 
-~ 1 ~~{_-t~ ~-~- d~-~~-~ 
---~~-~- (h-,,~ -ft~ _if~ c'/ ~-JE.P-

________ -~~~,,, 1 J~ . a.J 1f·CL ~'.f4r I c:~ 

_ ___,4_tr:Ji ~-~·u;vJ F~~ 4 -d~~ -tj/i~7r-
- ~ __Q_ttu,._ ~c M/u:& Aeflu.N ~ ~-~. ___, 

----- c~~~ ~~- -#~ ~-~ -t~ 
-- - - ii. -tt; f~·- 04 a,J_ ~ ~ ~-

cl<-r- -4f- ·~ of ~ fi__a,.Jo_fl_. __ _ 

----------~---
___ I~~ th -H. ~-c~ p-v~i-~ 

__ IL ~~~ 1--~ Ui IL _ ~dc_i; ~~_L __ 
--~~;M- _M~r- rf ~-~ fV,~ _, ._u-1\.bJL­

r-·l;V ft~ ~~- ~ -; fo ~ a4 t< -if~~~ 

-~ ~~ ~ ~OAA- ~~ ~ ~ -

3

avaibility of funds
and the action of

the
market,

Bond Administration must be
constantly alert to

changes
in economic conditions, the direction of

Federal Reserve credit policy
and the

Treatury's

probable financing program
as well as shifts

in the
supply

and demand
for savings

in all

major investment fields the nation is fiscal policy

specifically
whether the Fedual Budget entails a

surplis

or
deficit,

has a direct impact on the
supply of

government securities but the bearing
on the

various tectors
of

the market will
vary depending

on the
Treamy's

choice
of maturity for

new

issues the demand
for

borrowed
funds

in the

form of bank loans and new bond
flotations

by business corporations the volume
of mortgage

financing of homes and
office buildings,

and

state and
municipal financing of schools,

highways,
and other public works require careful estimates

Consideration of
these

factors requires close liaison

with the Economics
Department and the semior ten-

ding officers of
the Bank

Probably
the first consideration governing

the investment of funds is the needs to establish

sufficient holdings of short term Treaturies where

price fluctuations
are minor to serve as a

liquitity

reserve
against rising

loan demands and
deposit



w-r 1t d_(),W~-~ IL_ ~ c~ ~ 1--e;v.r~ ·&.,t,..l fo ~---e__ 

--1-~U<A ~ !,.,, 1./-u_~ - 7 -~ (£.,.. ~WA._~ c/._ t; 

-----~+-"--. . w~ ~-~ ~ £~ f:l_ . Ad- t--4'm 
--------~-~-1--0-V I;: ~- c...: /~~~~ • c.-.t:{ -t;' Gi ' fu_ 

/ 

-------~ / Co-t._f~4 ~ . Jil~~ ~ u_.qM~ ~~e-

______ -t_:uft~· -t J;U,. 

--------~ __ de-_, ~ u kf.~tt.ed£w Cl ~ f o,.J- ~ ·t: 

-----~~Ir - ·{;fu C~ek- ad_ ~ 1 -jh_ - -

-------~·f..c..twJ!"-'--"'-'-"-rs ~~ _lvr o-....4 -t. ~....r,Wr /~ 
-------~7""'"'1 ........ 1.Q=l,~-bL w. !3:___ ~q ~14 °" _t: ~_ LJ!.. __ 

--------~~t~ -(;;; 4/V\.R-CA~ ~ a ~-; ~141:. 
a W? §?u,._,/~ lk ~ ~~ . .,.; __ ttg k:d 

/ 
~~~~~J/4_.;,~--~~ ~-L_J~.~~~~~~~~ 

_,__I}-!--"'-~ ~~5=-=-=· ~ ;; ;;c., 
---------~If--< 7~~ /:L-., Z4 i- dre f- <~cf4,r 

~"'"'~ --<kU<AA--6,,, /r;, /J,y·ry f-"h~ ~ --
----------' -__...i_· _/{,.,.__c;~--i· ',,,__'/_~ i~ 1.S [> (. r -t ~~ /va~ 

~J<~ /.,(;~ c--.A C, ~~~ ,di !t-t ~!4/ i,,_-~· 

__________ ·1_-_~f-o~· _...,.i~a _.l.. __ tV-<_· l!lN vt. a; ~ ~ it-< F-e~a.-1 b d 

~/4 w,-t:?.. ~;~k.J- -Lw< ~-lit 711iac~ ~ 

,;<,.,. ~ rJad: t,..<q,u.d 1 · ~ 1-~ ~ -t& _u r~ d ~ ~ 

--------~lh---'---~'--"-'u.J<~r~(. e.:>~J ~ J\EY'fu 01. ~~'k -~ --=r---=--- I o · / 

--~-~ 1 ~~1~~----
----- ----~-_-l_ a~{/./.< ~ ~ ~<-Jr ~ ~ 

it:.e A... A Ill • I - , . - -f J J . . . -rlJ" 
'.5L~~ ~ ~ ~ - ~ 1~ (.£.(I ~- c..t:U. 

~ - ~'«.µff;., ~/ld- µ,,~ ~ ~ 0\. -·~ ~ 

4

withdrawals the remainder available for
more

permanent investment, may
be then committed to

government
maturities due

beyond
the short. term

range,
or to municipal securities, and to a been

extent, corporate bonds While it is
often infrac-

ticable to alter commitments
radically

when once

made, there is neverthe less a constant
effort

to

shift the character and
maturity range of

the

Bank's investments in order to
washmige profit

opportunities
in a

rising
market or to reduce

exposure to
depreciation

in a
falling

market

Let us examine the three Section
of

the fond

Administration
Department

A. government
Section

The
government

fection is in
change of handling

government
securities Its

primary functions
are

1- to manage the Bank's $ 1.5 billion
Treasury

obligation portfolio
and to execute all the market

hading
2- to trade millions

daily
in the Fedual fund

market with correspondent bank in the Fedual

are
infortant means of maintaining the required level in

the Bank's
legal

reserve
position

or
amouning full

employment of tempurary
excess

funds
3- to advise customers and execute orders

from
the swelled denominations up at net

prices in the

counter
market, without commission or other

changes
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1. the
government

Section has as its
primary responsibi-

lity
the active

management of
the Bank's

Treasury

obligations portfolio
and the execution

of
all

market
trading

Every
week, the

Money
Committee

of
the Bank

composed of its sever
officers

has 6 make

decisions
concerning

the amount and
type of

inves-
marklable

twent in A Treasury obligations
the wanketable public

issues include
Treasury bonds Treasury notes,

Treasury certificates of indebtedness and bills

Postal
Savings bonds,

and Panama bonds

a Bonds Treasury
bonds represent long-

-

term
obligations

and have maturities of five years

and above The variation in
coupon

rate
reflect

the
Treasury practice of selecting

a rate at the

time
of

incue which in accordance with the we-

turity permits offering
the bonds at par

l. Notes
Treamy notes, which nature in

one to
five years represent

medium- term
obliga-

tions Unlike
Treatury bonds, the notes nold to

the public or banks are not callable before water

uty They
are haded

enclusively
over the coun-

ten where the
principal buyers

are commercial

banks

C-
Certificate

and bills --
Treasury certifi.

cates
of

indebtedness and
Treamy

bills are
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short term
obligations

which nature in one
year

or less the
certificate of deftedues,

which

bad been the
principal

means
of

that Trea-

they financing
was

completely relaced
in 1934

by
the

Treamy
bill which had been first into

luced in
1929

Treasury
bills are sold at auction on a

dis count basis at
prices

set
by

the market

Since the bills
usually

mature in
gl day

there

is a 13- week it
cycle of

issues New immes
of

Treamy
bills are obtained

only by
tender to

the
Treamy through

the Federal Reserve banks

Public ankour cement
of offerings of Teamy

fills

is
usually

made on
Thursday,

tenders are lecei-

ved
up

to 2:00 p. m. (Sastern Time)
on the follow

ing Monday ,
and the bills are

usually dated

and issued on
Thursday of

that week

the fills are
bought chiefly by

commer-

cial banks for secondary reserve
purposes, by

working corporations for working capital
or in come

tax
payment jun/uses

According
to the bank's need in cash

and the condition of
the

money
market the

Money
Committee of the

City
Bank decides the

amount and
type of Treamy obligations

to be

invested in ,and
the

government
fation is

by
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changed
with the execution

of
the Com millee is

policy.
To do he -

buying
or selling Teamy

obligations - the fection contacts with
many

dealers in order to
get

the best
juice

The
govern

went fection also specializes in

the
buying

and
selling of Federal

Agency issues

such as territorial bonds Commodity
Credit Capo-

ration securities Fedual
Deport

tutuance Corpora

tion securities Federal
Housing Administration secu-

rities, Federal land bank securities etc

2- the second important function of
the

government
Section is to trade daily

in the

Federal funds market with banks

and others To illustrate
suffore

the
City

Bank
today

has an excess reserve
of

ten

willions Then the
government

fution higs
to

get
in touch with other banks in the New

York
area or banks throughout

the
United

States in order to bud its excess reserve

to there banks that
temperarily

are the about

of reserve In the other hand when the
City

Bank is short of reserves
for

a
few days

its

will ask
for temporary

loans to other banks

which have excess reserve
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Thus banks that are
temporarily

short
of

reserves can make up
their

deficiencies without

increasing
the over-all level

of
reserve which

happens when banks forrow direct
from

The

Fedual Reserve is discount window Moreove

trading
in

fedual funds makes it proxible

for
the

banking system
to use its reserve

more
efficiently

and makes sudden
changes

in the
money supply

less likely
this

hading
is

beneficial
to the forrowing banks

too because
they

interest rate applied to

their loans is smaller than the Federal

Reserve's discount rate
for

the same transactions

In
performing

this hading, the
government

fection maintain a record
of

all its sales and

or purchase during
the

day
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Manicipal SectionB

the Municipal Section watches over the
City

Bank's $500

million
partfolio of state and municipal securities, and

also
plays

a
major

wh in the
underwriting

and

distribution of state and municipal bonds originating

throughout
the U.S. As manager, it participates

in syndi-

cater which have underwritten about one- quater of all

the
long

term general obligations annually issued by

the states and their hebdivisions the department carries

an
inventory of fouds

for
sale to investors. and

It is
interesting

to
study

on minicipal bonds,

and the
procedure of underwriting

and
reoffering them

Broadly speaking,

Municipal Bands A Municipal Bonds are issued
by any of the

49 States, cities, towns, countres, villages, school
districts

other political subdivisions in short, by any domestic

taxing authority
below the level

of the Fedual
govern

went a Municipal Bond is, in
effect,

a
long.

term

loan made
by

the bondholder to the issuer for

the
purpose of providing public improvements such

as roads schools waterworks public buildings,

sewers and other essential services

Types of Municipal Bonds there one
four

main
types of ununcipal

bonds

1- general Obligation
Bonds- These bonds are

secured
by full faith

credit and are
payable from
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the
full taking power of

the
municipality

2. Limited Tap Bonds Sometimes an
authority

forrows

funds
and does not pledge all its taxing power They

are
payable for example, from

a there
of

the state's

gazoline
taxes and/or motor vehiles

fees

3 Revenue Bonds These are secured by
the

revenues of
a

particular department of
the

municipality
or

of
a

special authority
created to

operate
a

project
which is hoped

will be self supporting

the authority
to be set

up
mayA have a multitude

of

purposes
water sewer, gas,

and electrical
facilities,

port faulihes, ferry systems bridges, and toll roads

4. Housing Authority
Bonds - truth These bonds are

issued
by the federal government agency called the

Public
Housing Authority

to finance the construction of

low. rent houses all over the U.S. Rents changed

in these
projects way

not be sufficient
to

pay off

the fonds; so the PHA each
year

makes
up any

deficit
with finds granted by Congress

Forms of Municipal Bonds

there are two
forms of municipal bonds, coupon

and
registered

the
coupon

is transferrable by
deli-

very
to bearer, whereas a

registered
bond is

registered
on the books

of
the

municipality
and

title can
only

be
transferred by

endorsement

therefore,
one

of the
advantages of a

registered
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bond is that in case it is stolen or lost there is

a certain
protection for

the
registered

owner. on

the other hand, the advantage of the coupon bond

is that it is more manKetable and is easier to

use for collateral.

Quality Ratings of Municipal Bonds

as Municipal bouds are of different types,

they
have

different quality The quality ratings
are

given
to municipal bond issues by

two
recognized

independent advisory
services which

specialize
in

collecting
and

publishing financial information these

two
services, Moody's

and Standard & Poor's do

not deal in securities at all. their
ratings, from

the top quality down are as
follows:

Aaa Aa A Baa Ba B Caa Ca CMoody's

Standard & Poor's Alt A1 A Bit Bi B Cit C, C

Most investors in
municipal

bonds
favor

those

isness which are rated Baa or Bit or better.

Exemption of Municipal Bonds from Federal Income Taxes

the interest on
municipal fouds is

fully exempl

from federal
income taxes both normal and

Memicipal bonds enjoy freedom from federal taxation

under the doctive of reciprocal immunity whereby

the
federal government way

not tax the
governmental

functions of
the states, uor the states the functions
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of
the

fedual government

The
tax
exemption of

the municipal securities are

not written into the fonds if is inherent in the U.S.

Constitution as
interpreted by

the Supreme Court under

the doctive of reciprocal
in

munuity,

Since they are tax
fee, municipal bonds are

very
attractive for individual in

high tax brackets

If
an investor is in the

87% bracket / unmarried

and annual
earnings from $90,000 to 100 000,

tax-free
-

yield of 4% is equivalent to a taxable

yield of 30.11%
Even if

an unvester is
only

in

the 53% bracket
/earnings from $18.000 to 20,000), the

exempt 4% is
equivalunt

to an 8. 51% talk

taxable
yield

It is hand to
find

such a return

on capital elsewhere

Fluctuations in
Municipal Bond Prices -

If
an individual sells a municipal bond

during

its
life lie, before maturity be

may
do to of a

profit
or a loss depending

on the
money

market at

the time he sells For
example, suppor that several

years ago
a bond was issued with a 3-percent

interest rate In the
meantime the

money
has become

harder to borrow and therefore
interest rates have

increased so that
they

how
average &percent It stands

to reaton that an investor who can
buy

a new mum

upal bond that will
pay

him 4% is not
going

to
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buy
au older boud that will

only pay
him 3%

To make the older 3-percent bond attractive to buyers

in a 4-percent market, the boudholder has to cut

its juice. In other words the older bout is
offered

for
sale at a discount i.e, at a price lower than

its par
or face value

of
# 1000

On the other hand, if money
has become eather

during
the

period the individual holds the bond,
he

might make a
profit by selling

at a
premium But

if
he

Keeps
his bond until its

maturity date, he can

expect to collect its
full face value regardless of

interish fluctuations

the
MarKetability of Memicipal

Bonds

There are two markets
for municipal fonds the

primary market and the
secondary market the

Mimay
market is the maket for new fonds just sold

by

the com
munity

and offered for the first time to

the
general public by

an investment banking firm

or a
syndicate of

investment bankers the
secondary

market is the market in which older issues are

bought and sold before their
maturity

date.

market
Neither market is a

rplace
in the stute

of
the New

York
Stock Exchange, for example. almost

all municipal fonds are taded in the over the

counter market, which is a
countrywide

network

of
dealers in touch with each other

by telephone
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or teletype
In the over-the counter market prices

are arrived at by informal negotiation among dea-

lears instead of
on an

exchange floor by
the

auction system.

Distribution
of Municipal Bonds

The distribution and sale
of municipals to fur

chesers is done
by municipal bond dealers G banks

with bond departments They
act as underwriters or

principals purchasing
bonds

for
their own account,

and then
reselling

them at a
higher price if poth-

ble.

One
of

their wos important functions
is to

bring together
the

municipality
that not wishes to

sell the fonds and the in vestor who has
money

to

bud

the
difference

between dealers and dealer banks

is that the dealers can handle all
types of

mum

cipals
whereas dealer bank can

only
handle general

obligation
bonds

the second important class
of

house which

handle municipals are the municipal bond brokers

they
act

principally
as the contact between dealers

and act as
agent

rather than as a
principal

Procedure of Municipalities in the Issuance and Sale of Bonds

the
authority for the issuance of municipal bond

stems
from

the constitution of
the state or a vote of
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its electronic A
very important feature of

an she

is the
maturity the rule

of
sound municipal finan-

cing
is that no bond should run

beyond
the

life

of
the improvement.

with respect to the intrust rate, the bidders
way

name it

the biddus
usually prefers

to
Keep

the premium

down to the lowest
possible figure.

It is permitted to split interest rates, ie., to

submit two or more
different

rath on the same issue.

the reason
for

this is that a bid for all 4 percent

bonds might produce
a

large Memium whereas a

combination of 4 present, 3-1/2 percent
and

3 1/4 percent

rates would
produce

a bid of approximately par and

persuet
a

reoffering
at a small premium

After
the details of

the issue have been deter

wined the next step for
a

municipality
is to advertise

its bonds for sale The
request for

bids way
be

made in a local newspaper or in some trade paper,

such as the
Daily

bond Buyer

It is also
customary

to
prepare official

notices

of
bond sale

giving
the

description
of

the bonds the

amount of the issue, the
maturity date(s),

the interest

rate whether or not more than one interest rate

can be bid and if so, whether there is
any

limit

to the
size of

the rate there is also a
financial
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statement released
by

the
cumbicipality

in questions. These

notices are
usually

sent to all the to bond dealers

and banks that might be interested in
bidding

on the

bonds
and Banks

Procedure
of

bond Dealers
4

in
Purchasing Municipals

If a deeler is interested in issues
from

certain

sections
of

the U.S., he has to decide whether the

size of the
financing

is much that he
requires partners

or whether he is
going

to bid alone In the

first case, he will look for partners to form an

Account, and the members
of

the account (dealers and/or

banks) have to
appoint a

Manager
in

change of
bidding

reoffering the
bonds and

settling
the account

the account is
usually

set
up

to run for thirty

days during
which time the

offering Mices cannot be

changed
without the consent of the

majority of
the when

here
If,

at the end
of thirty days,

the ims has

not all been sold the account can be renewed and

extended for
another

period of thirty days by mutual

agreement
or

if the
majority of partners do not wish

to extend the account, the
remaining

bond are

divided
up among

the members in undance with

their morata share

Procedure after Account is Formed

after the account has been set
up,

a form

letter is sent out to the municipal officials request ting
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an

official notice
of

sale which contains an
official bidding

form then
the

Syndicate proceeds to(i)
the

analysis of
the

municipals, (2) the decision
of

the scale
of

the
price, (3)

the bid

ding procedure,
(4)

and the
woffering

/ Analyais of Municipal Bonds

there are
four general

counderations in deter
miling

the condit
standing of menicipals especially gene-

ral
obligations

:

a- the economic background

b. the ad ministrative and
legal factors;

e the debt structure

a the current
operating procedure

and record.

a Economic
background

Under this
heading

are considered such items

as the
growth of in dustry

and
population

the

occupation of a
the

people who inhabit the
community

the

source from
which

they
obtain income to

pay
local

taxes, etc. the aim here is to
gauge

the Communi-

ty
is ability to

pay
its

obligations.

a
good

wedt risk will have
among

other
things,

adequate transportation facilities

giving
its access to naw materials needed

by
its

industries and to markets
for

its
finished /wo-

docts It will have also a
diversification of

industing within
itself

or its nerrown
ding

areas.
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financification
does not

mcenamily
wear that a

community

must have a
large

number
of industrial plants

morn-

facturing
a broad range of products Diversication may

also wear 400 various activities such as
banking

and

finance
commerce wholesale and retail distribution

receational
facilities etc

A high
-
grade credit risk will also have a

record of steady rather than
spasmodic growth

the
general

level
of

wealth
of

its inhabitants is

expressed
in home ownership salaries in come tax

payments stembigh percentage
of

skilled workers,etc.

b Administrative and
legal factors

this heading
relates to the

type of govern

ment, the
legal restrictions

upon
the insurance

of

bonds and the
buying of takes,

the
political

his

toy of
the

community
and the elutive but

vital factor of willingness
to

pay
its debt.

c- Indebtedness

a
high grade

credit water
ally

will have

a moduate debt.
Ordinarily

the
analyst

relates a

community
is debt to that of

other Limitar common-

nities He also attempt to determine how
heavy

the debt is in relation to the issuer's wealth
by

determining
the ratis between the net tax- supported

overall debt and the assessed valuation the

assessed valuation is the
aggregate of

the assess-
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-wents of
the various pieces of property

in the

for determination
of

the
boying ofcommunity

the annual tax the wet tax-
supported debt

of the

city represents
the

gross debt
of

the issuer less the

water debt and other debts
deriving from

the munici-

pally
owned utilities ,

and the
sinking funds

which

have been accumulated
for

the
payment of

debts.

To the debt of
the

city
must be added a

proportion of
the debt incurred by overlapping govern

mental units because such debt is an
obligation of

the inhabitants
of

the
city 1f, for example,

a
city

includes one
helf of

the assessed valuation
of

the

county
in which it is

situated
the

property
owners

within the
city

are liable for
one half of the

county debt.

the rule
of thumb is that

if
a comme-

wity
is overall debt does not exceed 107 of

the

assessed valuation the debt is assumed to be of

reasonable fize

another item to be considered are the rate

of
retirement of the

outstanding
debt and whether

the retirement schedule might be considered
likely

to pose
a

problem
in the

community
is annual

budgets

do Current
Operating

Record

In mannicipal finance
the

analyst
is can
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determinethe
average

selling
priceofthe

issueand

isnecesarytoconvertthescaleintodollarprices,to

Afterthescalehasbeendicideduponit

MathematicalProcedures

bers

theirshare
is

usuallydividedamong
theother

wen-

havethenighttodropoutoftheaccountand

thansomeofthemembers
are

willingtogo,they

Ifthescalewhichis
finally

agreedtois
higher

range,inwhichcas
consideablediscussionisnecessary

be
verylosetogether

ormaycoveraverywide

pricesatwhichthebondshouldsellthese
may

andeachmemberattendswithhisideaas
tothe

calls
a

meetingusuallythedaybeforethesale

willbeofferedtothepublictheaccountmanager

todecideon
theofferingpricesatwhichthebonds

A
fewdaysbeforethesaleitisnecessary

MeetingoftheAccountMembertodecide
on

theScaleofPrice

or
theirfundinginto

longtermbonds

andtheircarryover
from

oneyeartothenext

collectionstheaccumulationofoperatingdeficits

accounts
are

suchitems
as

widelyfluctuatingtax

Thefactorsofweaknessthat
occurinoperating

terminology

inmunicipalaccountingeither
inprocedures

or
in

frontedwiththefactthatthere
isno

uniformity

20
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to arrive
thereby

at a bid
nice

the table below permits to compute the average

selling price of
an

offering scale and bid price

Dated
May 1959

he
Mayl ,1960-70

PieceDueAmount
yield

$ 50,000 40 % 101.101960

1968 .5050,000 101.99
305.76x50 = 15,288.0060196250,000 102.67

60,000 1963 103.3565

60,000 1964 103.9270
60.000 1965 .75 104.39
60,000 1966 416,42X60 = 24.985.20.80 104.76

198775,000 85 105.02

1968 105.1875,000 90
315.43x75 = 23,657.251969 105.239575,000

105.73x100 = 10,573.0095 105.731970100,000
74,503.45

74,503.45 = 104.20 Average selling price
spread92

103.28 Bid

the table consists
of

an
offering

scale for
a

hypothetical issue of $ 715,000, 1/2 percent fonds

date
May , 1959

and due
serially May i, 1960 to 1970.

In this case the dollar
price for each

maturity

has been
computed,

and the
average selling juice

has been computed themeform

Bidding Procedure

After
the

price
has been set the west

step
is to submit the bid to the

municipality.

this
way

be done in
any

one
of

several
ways
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Sometimes the bid is mailed However it is

infrequently
done how because most dealers do

not like to have a bid
standing overnight

Usually
on

important sales, the bidder will either

send one
of

bes own when as a representative to

attend the sale or will
arrange to have a local

dealer of a a local banker submit the bid

for
him In the both cases the bidder

gives
the

banker or his
representative

the bid over the tele

phone
this is filled in on the bidding blank

and then submitted to the municipality at the

last moment

The
municipality usually requires from each

bidden a
good faith

check
ranging

in amount
from

to 5% of the par value
of

the bond being sold

Speaking generally
the bid showing the lower

net interest cost to the issues usually is
accepted

when the sale is over the unnicessful fidder's

good faith checks are returned to them and the

successful bidder's check is retained
by

the kie-

nicipality
until the contract is completed

Legal opinions

It is
customary

in
bidding municipal bands

for
dealers to

require from
the

menicipality
the

form of ofinion delivered
by

a
boud

allowey
this

form
states that the bonds are

legally and
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regularly
issued. this

practice grew
out

of
the wide

spread defaults
which occured in the late nineteenth

century

Method
of Payment

when the bouds are
ready for delivery the

deala bank
put up

the
money for

the
group.

Bonds are sold plus accrued in treat, either

from
the date

of
the issue which is

usually
the

case
of

a new inne
/

or from
the lash interest

paying
date

if
one has

passed
the reason for

the
payment of

accrued interest is obvious The

purchaser
is

only
entitled to interest from

the

time he makes
payments

and the
previous

owner

is enhitted to it
of

to the time he receives
pay

went

Occationally
bonds are sold

flat,
which

wears that there is work accuuded interest paid

Reoffering
For the bidder who

fun chases the fonds, the next

step is to
reoffer

them the bonds are
offered

at

bans
juices

with
few exceptions Sometimes the

longer

maturities
may

be
offered

at a dollar price

From the
offering juices there is allowed to other

dealers what is Known as the dealer's concession
In other

words if
the

syndicate is
offering

a new

issue
of municipals

and some dealert who is
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not in the
syndicate

wants to
buy them, be will

take them at the
offering juice less the

concession

and then sell them to his customer at the
offe-

ring price,
his

profit being the amount of
the

conception

In addition to the concession the members

of
the

syndicate
take the fonds at the

offering

prices less what is called the take down this is

generally
more than the dealer's concession

the net
profit

over the take down
goes

into the account and is divided
among

the members

at the termination of
the account

C.
Corporate

Finance
Advisry

Service

this
group

is available to amist the Bank's

Loaning Officers
and their customers with problems in the

general area
of corporate finance that does not fall

into the
customary pattern of bank

lending
In

many

ways
the

group's
activities are fimilar to the investment

banking field /but on a
consulting Pasis) and are

helpful
to customers who do not have a

strong banking

connection

Most
of

the
problems refered

to the
group

fill
into the

following general categories:
1. Analym of

a customers's capital requirements,

and recommendations as to the
form of any financing
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that
may

be involved the letter includes such problem

as debt or
equity public

or
private financing,

and

often
the questions

raised relate to terms loans which

may
involve the Bank participation

2- Problems involving refinancing corporate

reorganizations mergers
and acquisitions. Studies invol

ving merges
and acquisitions bring

about another acti-

city of
the

group,
that of its "President

Clearing House"

In acur dance with the Bank
policy,

the Business Uea-

ring
House has

operates
on a

uferal basis with no

attempt to suck out companies
on one side or the

other

3. Valuation studies to determine the economic

value
of

a butiness
enterprise ,or of

securities
of

a

corporation

4- Studies relating
to less well known or

new
financing

medium much as sale leaseback

equipment learning
natural resources

production pay

ments

5.
Analyais of particular companies

or indus-

this
usually

to determine
any change

in their
long

term credit
standing
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BOND CAGE DEPARTMENT

The Bond Cage
is the

operating
arm

of the Bond

Administration Its duties are as
follows:

1.

Processing purchases
and sales of securities made by

the Bank for Investment Account, Acaber Account Syndicate

Account and
occasionally for

account of customers

2
Receiving

and
delivering

securities

3,
Effecting

and
receiving payments for

securities

4.
Lending

securities

5.
Pledging

securities

6.
processing subscription to U.S.

Government offerings,

including weekly
issues of Treasury Bills for

the Bank's and

customers' account

7. Maintaining
records and

making reports of
those

various
operations

The Bond
lage

is divided into four sections

Delivery, Syndicate Special
Services and

Decometing

A-
Delivery

Section

Contract All transactions are
authorized by

a
pre-mumbered

purchase or sale countrat and approved by
two semiras

offi-

cero The Bond Administration
provides

the Bond lage

with a contract for each purchase
or sale transaction. this

contract
gives

the name
of

the
party

with whom the trade

is made date
of trade, amount and description of

securities juice
or

yield
method of payment, delivering
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instructions

Operating
tickets Number-controlled

operating
tickets are

typed

from
the data contained in the contract

They form the

been
for confirmation security movements receipt

and

payments
and

accounting
records

Confirmation
- the

City
Bank confirms all trades

except those

with dealers in New
york City

and disclose whether it is

acting
as

principal
or

agent Generally,
the Bank receiver

confirmation from
all there with whom if has made

trade including
dealers in New

York City
These confir-

nations are checked
against operation

the
proper operating

tickets

Deliveries Incoming
deliveries are received over the counter,

through
the Hock

Clearing
Corporation and

from
the

Incoming

Registered
Mail Apartment They

are counted and
examined

for
contract and ticket

conformity, After entry
in the

vault blotter the securities are
forwarded

to the Bond

Vault

Outgoing deliveries, meviously requisitioned from

the Bond Vault, are
similarly

counted and examined

before delivery by
armed

messingers,
anmoved trucks,

or
Outgoing Registered

Mail Department but of town deli

veries in excess
of $500,000 one reported to the

Immane

Department before shipment

Uhless therwise specified
U.S. government off

gatious
are deliverable on the next butiness

day after
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the date of hade. all other securities are diliverable on

the
fourth

business
day after

the date of trade

Payments- Payment for incoming deliveries is made
by

cashiers'
check,

departmental credit, credit to an account or credit to Stock

Cleaning Corporation

Report a
report of

the Bank's U.S. government holdings
is made

daily
to the Bond Administration this report,

broken

down
by maturity classification,

include
pan value, amor-

lize d cost, market value and
affneciation

or depreciation

The Bond
lage

maintains a complete file
on all

issue held

B.
Syndicate

Section

this fution
processes

and handles all issues
of State

and
Municipal general obligation

fonds purchased by
a

group

of
fond

deelers, of
which the Bank is the

Manager.

Formation - the
formation of

each account, the allocation of

numbers
participation,

submission
of

the bid and
authority

to the Bond
lage

to make the
good faith depont are

th initiated
by

the Bond Administration there are two

types of
accounts the Bond Syndicate Account is

formed to

bid on and market an
original

issue
of

fonds a

Joint
account is

formed
to handle a

secondary offering

of
bonds All transactions are anthonyed by

the Bond

Administration
either

by
contract or

Take down
If the

group's
bid is

successful the members

of
the account contact the Bond Administration and
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specify
the amount and

maturity of
the bonds

they
deave the Bond Administration confirms by

letter all

take down, and
forward

a
copy

to the
Cage together

with a contract
covering

the total amount The take

down are
given

to the
Cage

in three divisions:

Members group Sales and Designated Sales / for dealer)

Delivery by
Issuer - In the

offering of sale , the issues she

cifies
the place of delivery, Relivery

in New
York

is

is
usually

made at the Signature Company If out

of
- town the

Cage makes
arrangements

with a local

bank to act in the Bank's
behalf

Each new issue must

be examined in detail as to
signature coupons

and

seal The
Cage should ugune a Signature and No-

Litigation Certificate, Treasurer's Receipt
and a

signed

approving legal opinion
when examination of the

bonds and relative
fefus

is
completed

and
found

in

order payment
is then made to the isouer the

ticketing
and

security handling follow
the pattern of

the
Delivery

Section

Delivery
to Members After payment

has been made to

the issuer a detailed confirmation is
forwarded

to

each member
of

their take down
by maturity

delivery
date and amount if payment

due
from

them. Simular confirmations are
forwarded

to all

the
group

and
Designated Sales the fonds are

then blocked out, numbered and
packaged

on
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delivery
date, each member must

arrange
to

pick up

his bond gainst payment
the

ticketing
and

security

handling
are the same as in the

Relivery Section

Settlement of Account-
after

all the bonds have been

sold and delivered designated
sale concession disture

buted and all expenses
in connection with the account

have been settled the account is then closed a

statement is repared detailing
the distribution to each

member of
the

profits or the amount due to the

manager if the account ended in a loss the Roud

Administration distributed the checks or bills as the

Case may be

e
Special

Services

lending
Securities - the City

Bank bunds securities from

its
portfolio mostely

U.S. government issues, to
appro-

ved dealers and dealer banks
for

the
purpose of

eua-

bling
them to

fulfill delivery
commitments. These

loans are
for

short periods,
not in excess of three

weeks, and are seemed
by

cash loans are made

on a par basis while
ha orgins

are calculated on

man Kut value.

the Bank is Com mission
charge

is 1/2 of per

an um Each Can is
generated by

a letter
agreement

outlining
the loan terms,

including
the night of recall

without prior notice.

the ticketing and
security handling follow the
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same
pattern

as in the
Delivery Section

A
daily report of outstanding

loans
by

dealers

and issues, is made to the Bond Administration and the

District

Pledging
Securities

Dollar deposits of
the US.

government
and its

Agencies,

and certain
deposits of States and Municipalities and other

governmental bodies, are required by
statute to be secured

Securities are also
required for

trust
deposits

with the
City

Bank

The Bank is also required
to

Medge
collateral to

secure
borrowings from

the Federal Reserve Bank
and

for

laws
of federal funds

made to the Bank
by correspondent

banks with
temporary

excess reserves

For all
of

the Bank's
pledge

it uses US
govern

went securities most
of which are in coupon form.

Pledged securities are
deposited with the escrow

agent specified
in the

pledge agreement
These even

agents

include the Federal Reserve Bank, the
lily

Bank
Cerporate

Trust

Department
Since

deposits fluctuate
it is

necessary
to

follow

them
losely of all times to see that

they
are

adequa-

tely seemed when an account is closed or balances

decline steps are taken to close out or reduce the

Bank is
pledge.

the
ticketing

and
handling of H unities follow the
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pattern of
the

Delivery
Section

Cash and
Exchange Subscriptions

From time to time the
Treasury Department invites

subscription for various issues of U.S. obligations,
the

issues and terms
of

the
offering

in
luding

the
good faith

deport required are
fully

detailed in a consolidated circular

of the
breaminy Department and its fiscal agent,

the Federal

Reserve Bank These
offerings

can be either in a iscash

basis or an
exchange

basis".

Com mercial banks
may

submit subscriptions

to cash
offering for

their own account. These nuls
cuptions

are
usually restricted to a

percentage of
their combined

capital and undivided profits
and no

good faith

depont is required Subscriptions for the account
of

custo.

mers must be
accompanied by

a
specified good faith deps-

st not subject
to with diawal until after allotment

CityBack
The securities allotted are delivered to at the Fedual

Reserve Bank
qualified department

one
permitted to make

payment by
credit to

Treasury Tax and Loan Account

Reimbursement
by

customers is obtained in the same manner

as
Treamy

sills

the amount
of

the Bank's subscription or customers'

subscription
is anthonized by

memoranda from
the Bond Admi_

initiation

All
subscription for

the customers are
confirmed

by
the Bank Later the customers are

notified of Their
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allotments and the amount of payment
due.

the taketing
and security delivery follow the

A a me
proce

dene as in the
Delivery

Section

Exchange subscriptions are somethat similar

except
that no

payment
is involved the securities for

exchange
are surrendered with the subscription toThe

new issue(s)

Treasy
Bills

Weekly,
the

Treasury Department invites tendus,

on a discount basis for their
90/92 day Treatmey Bills.

These tenders can be either on C: competitive or non.

competitive basis the letter
being

restricted to an a-

hount not to exceed $ 200,000 No good faith deps

sit is
required Subscription for

the Bank is account

and
for

account
of

customers are
usually

entered on

Monday
and the wext business

day
the Bank is not

fied by the Fedual Reserve Bank of
the amount and

basis
of award Non

competitive
tenders are accepted in

full
at the

average price of accepted competitive

fids Customers are
notified of the allotment and

of
the amount

of payment
due. The bills are delivered

to the Bank at the Fedual Reserve Bank usually
on

Thursday against payment by charge
to the

Bank is Lawful Reserve Account Reimbursement is

obtained
by

the Bank for customers
allotments,

and
by charge

to its Bond Account for its
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own allotment

All subscriptions are channeled to the Bond

Cage by
the Bond Administration and the competitive

bid price is
specified by

them letter, unless a us-

tower
fires

his own
juice

the
ticketing and security delivery follow the

provedine of
the

Delivery
fection

D-
Accounting Section

this section
Keeps

word of
all the transac-

tions
performed by

the Bond Cage Here are the worl

usual accounting entires:

Customer's Purchase from Dealer through
the Bank

CreditDebit

Customer's Account $ 10,000 Cashier's check or

$10,000XYZ healer's Acct

Customer's Purchase from Portfolio

Debit Credit

Customer's Account $ 10,000 Bond Account 9, 900
Interest Acct

50
Bond Profits

50
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THE NEW YORK STOCK EXCHANGE

the New York
Stock Exch ange is a market place

for
securities

It do is not like the conventional auction where

only buyers compute
and there is one seller In

the
Exchange

there is a two
way

auction market

bidders compete
with each other to purchase at

the lowest possible price the shares
they

want to

own
fimultaneously,

those
seeking

to sell complete

with each other to
get

the highest price for the

shares
they

are
offering

The buyer bidding
the

highest price
and the seller

offering
the lowest

price agree
on a

figure
which is acceptable to

each and the transaction is made.

The
Exchange

is a market place
where

prices reflect
the bahi law

of supply
and demand

It is a market place where shares in American indus-

readily

try can ber bought
and sold, no matter how

far
the

buyer
and seller live The mechanic

of and witting
their order to the Exchange

and the

machinery for executing
the order are the same

in either case The seller does not have to search

for
a After

buyer
and does not have to adver

tise
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let us examine the
organization

and
functioning

of
the NYSE

I
Organization of

the NY Stock
Exchange

The NYSE is a
voluntary

association of

1,366 brokers and dealers in securities

A. Members of
the NYSE

There are
four categories of members

/- Commission House Brokers are Exchange Men -

bers
affiliated

with Member organizations doing
a

butiness with the
public. they

execute

customers order to
buy

and sell on the Exchange

and received the commissions on those transactions.

2 $ 2 Brokers execute orders for other Members

who
may

be absent
from

the floor or who may be

very busy

Odd lot Dealers sewe investors who
purchase

or sell a
few shares at a time rather than

in the conventional 100 share unit, Known as

round lot The odd- lot teetonmember acts as a
deale

not as a broken, i.e. be
buys

and sells sto Ks

for his own account

4.
Specialists so called because they specialize

particular

dealing
in a

few A stocks.

The main
function of a specialist

is to
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maintain a
fair

and
orderly

market of
the stocks

in which he
specializes

the specialist
must

often risk his own
capital by buying

at a

higher price
or

offering
at a lower price

than

the
public may

be to
pay

or accept at that moment

For instance, the last sale in XYZ stock was

at $35 a share the lowest offer to sell is 35

a share and the best bid to
buy

is at $34.

Depending
on conditions in the market the special

list might bid $3412 in order to narrow the

temporary spread between
supply

and demand In

a
iting

market the specialist frequently
sells

stocks
from

his own account at a lower price

than that at which the public will sell In

so
doing

be
stabilizes

the price fluctuating

The
Exchange

set specific requirements for spe

cialists
regarding

market experience
their dealer function,

and the amount of capital they
must have

Ao a
specialist,

his but is concentrated

on a
particular group of

stocks at one
trading post

thus he can also act
for other brokens who cannot

remain at one
post until

prices specified by
their

customers are reached. He must subordinate his
per

somal interest in the market to the
public's

the

specialist cannot
buy

or sell at
any price for

his

own account until he has executed all
public
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orders held

by
him at that price

B Board of governors

the rules and
regulations governing

the conduct

of
members are set

by
the Board

of governors which

is elected by
the members the Board exercises

rolly

making
and

disciplinary powers Departments
include

the
following

1-
Department of Stock Rust which examines corpo-

rations'
listing applications Melinsinary

to
final Board

Consideration

2-
Department of Member Firms which administers

rules and policies Concerting
members' conduct and

financial stability

3- Department of
Public Relations and Market

Development
which

explains
the stock

Exchange's func

tions to the public
and assists member

organiza-

tions in their relation with investors

4 Department of Research and Statestics

5 Department of Floor Procedure which adminis-

ters rules
regulating trading

on the Exchange

In addition there are

- the
office

of the
Secuetary

which
processes

applications for membership

1 the Stock
Cleaning Corporation

which expedites

the receipt
and

delivery of securities
following

transactions on the
hading floor;

- the Quotation Company
which operates

The
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stock and fond ticker
systems

- the Building Company
which operator

the Ex-

change's
real

property

The Exchange
has

nearly

1,300

employees.

The
Exchange

is an unutual form of entreprise

It does not
try

to make a
profit /because it does

not own any stock and does not sell
any),

and it

is not a charitable organization
It is a

voluntary

association of brokers

C. Local and
Foreign Offices

linked with the Exchange
is

mactically every
afford

city
in the U.S. If

a
community cannot

an
office of

a Stock
Exchange,

member firm
has

access to the
facilities of the

Exchange through the

local bank

there are also member
firm offices

in
Argentina

germany Hawaii lauama, Puerto Rico, Canada

Cuba, England France Holland, Monaco, Switzer-

land Venezuela

D. The Securities and
Exchange Commission

the SEC have the
duty of administering

the

1934 Act which makes
compulary

-
Adequate

disclosure of information about a his

ted security

-
Registration

with the SEC
of

all securities

listed on national securities exchanges
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there are about 1, 200 listed stocks traded at the NSE.

the Act also bans all manipulative operations such

as
pools misleading statements raising

or
dequesting

the price for
the

purpose of inducing
the

purchase

or sale of securities
by

others

In addition the SEC
requires officers

directors and
principal

stockholders
of companies

with securities listed on an
exchange to report any

transaction
by

them in the stock of their
company

these reports are made
public by the SEC

E. The Federal Receive Board

the FRB
regulates the use of credit in

the
Securities market It

regulator
the

flow of

credit in the
banking system

Brokers way
borrow

only from a source
approved by

the Fedual

Reserve which also determines how much credit a

broken may
extend to a customer to

purchase

listed securities

anyone purchasing
a listed stock can

pay
the

full
amount involved, thereby buying outright

or be can make partial payment
and borrow the

balance from
his broker, thus

buying
on

margin

At
present,

the
margin

rate set
by the FRB is

90%
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II Description of
the New York Stock Exchange

The NYSE is located in a
big building

at the

corner
of wall and Broad sheets in Manhattan the

hading
wore have a

high ceiling
and a

hading floor

about half
the

size of
a football field

All around the edge of the
hading floor

are telphone booths where clerks
representing

various

brokers work There are telephones connecting
them

with their house
office.

these phones are the basic

instruments of the securities business for it is through

them that all the
public orders to sell or

buy

stocks come to the
floor of the

Enchange.

Spaced at
regular

intervals on the
trading

floor
are eighteen hading posts Each

trading post

or station is a house shoe.
shaped counter , wide

of
which there is room

for
a

dozen
clerks and

for
several employees of

the
Exchange

All
buying

and
selling

is done around

the outside of the
hading post.

About 75
different

stocks are
bought and sold at each

post.
Little

Macards
on the counter show the names

of
the ship

at a
particular portion,

and below each
placard

is

a
price indicator

showing
the last

price at which a

transaction in that stock took
place

and whether this

price represented
an increase or decrease

from
the

last transaction - a plus sign if it represented an
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increase,
a milus

sign for a decrease

III Functioning of the NYSE

First, it must be borne in mind that the

Stock
Exchange itself weither

buys, sells, nor sets

prices of stocks The Exchange pwo
vides the market

place for
individual

buyers
and sellers

Regulations for hading
on the

floor of the

Exchange
shess the importance of the

open market,

i.e senet deals are impossible

all transactions reflect the basic law of supply

and demand i.e., the
highest

bid and the lowest

offer
have

precedence Bids and
offers

must be

called aloud Transactions are
promptly reported

over the Stock
Exchange

is nationwide
system

No

trades are allowed on the
Exchange floor before or

after hading
hours

To show how the Stock
Exchange works

let us take an example Suppose
that Dr.

John

Jones of
Maine has sold his nummer

cottage.

After
a consultation with a Stock

Exchange member

firm,
he decides to buy

Com won shares in US

Steel Corporation
He asks the member

firm's

representative
to

find
out for him what Steel

shares are
selling for

on the
Exchange

Over a wire to his New York office
the

requestative asks
for

a
quote

on us.
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Steel a clerk in the firm
is New

York office dials

the
Guestation Department

at the
Exchange

to obtain

the current
questation

on U.S. Steel Current quotations

on all listed securities are received by
the

quota-

tion
Department

over direct wires from each
trading

post
on the

floor

the cluk in the New
York office

immediate

by relays
the

information
to Maine that US. Steel

Common is
quoted

65 to a quarter" this means

that at the moment, the highest
bid to

buy

Steel Combinn stock is $ 65 a shares and the lowest

offer
to sell is $ 65.25 a share

Order Enters the Market

A
Jones tells the

representative
to

go
ahead.

the latter writer out an order to
buy

100 shares

of
U.S Steel "at the market and hat it wired

to her New
York office

where it is
phoned

to his

firm
is

partner
on the floor of

the
Exchange

"At

the market means at the best price possible at that

time The floor partner
burries over to the tha_

ding post
where U.S. Steel shares are haded

about the same time a San Francisco

tailor, Robert Smith decides to sell his 100 shares

of
U.S. Steel to

get funds to
enlarge

his store

He calls his broken, gets a
"guste",

tells his

broken to sell That order is also relayed to
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the
floor by

a direct wire. Smith's broken hurries

to the Steel
post just

as he enters the Steel

" nowd" he hears
government

broken
calling out, "How's

Sted 3" The specialist audience
" 65 to a

quarter"

Every
broken is

changed
with the responsibi-

lty of getting
the best

posible price for his customer

He must expecise his
experience Knowledge

and

holverage
skill

joness
booker

say
to

himself
" I can't

buy

my
100 at 65 Someone has

already
bid at

65 and no one sell at that price
I'd better

bid 65% ( If of
a

point
is the minimum

fluctuation
in the

price of most
stocks.)

Smith's broken thinks
a

looks like I can't

sell my
100 at 65% someone has

already

tried to
get

that price I'd better
try

to
get

65/f
"

so, when Smith's broken heard
jones'

broker bids 65 f , instantly he shouts ' Sold 100

at 65's" They
have

agreed
on a

juice
and

the transaction takes
place

The two brokens
complete

their verbal

agreement by noting
each other is firm name

and
reporting

the transaction back to then phone

clerks so that their customers can be notified

In the meantime an Exchange employee
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has sent a record of the transaction to the Ticker

Department for
transmission over the ticker network

The report appears like this X 65 1/8 - X
being

the ticker
symbol of

U.S. Steel

If 200 share instead
of

100 shares has changed

hands the transaction would be noted this way
:

X 65's

If 1000 shares have been involved, it would

appear
on the

tape

X 1000 S 6518

the number of shones in a round bt hansac

tion is
specified only

when more than 100 shares

are haded To keep
traders abreast of the market

action, the
exchange

resorts to flash writing,

and at
half

minute intervals it flashes the latest

prices of 30
Key

stocks
representing

a
variety of

industries on the tape.

thus within a few minutes to Jones

has arranged
to

exchange
the

proceeds from
the

sale
of

his summer
cottage for

100 shares in

the world
largest

steel company. of
South has

sold his shares in that
company for money

to

expand his own business.

other
Types of Orders

1- A Limit Order specifies
a

price to
buy

or

to sell a stock
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2- GTC Order
If

the customer wants his

order to hold
good indefinitely

he
gives

his broker

a
good

till cancelled order

3. Stop Orders or
Step-

- loss order are
designed

to limit losses and
protect profit

To illustrate :

if
a

person bought stock of $35 a share,
be would

enter an order to sell at "30 stop In the event

the stock declines to $30 ,his order
automatically

becomes a market order and is executed at the

beat price possible

or of
stock

fought
at $35 a share should

rise at $ 55, for example,
the customer could

give
a stop order to sell at $50

less than 100 Shares

The 100 shares unit is known as a round lot

From / share to
99

shares are odd lot which are

bought and sold
by

the odd-lot fooker

the fee paid to the odd. lot broken is
higher

than that of paid
to the round - bt broken.

Short felling

Short
selling

in the securities market is

the
selling

shares that a
person does not own

and he has to forrow the same number of share

in order to make
delivery

to the
pun chaser

when he
buys

the stock later to return to the

lender he hopes
to to so at a lower

price,
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thus
making

a
profit.

that
selling way

not be

used as a device to dequess security prices

artificially
and there are

rigid
rules to

enforce

this
prohibition

No short sale of
a stock is per-

milted except on a
rising price For instance, there

might
be six separate

transactions in a
given stock

at a
price of

$ 45 a
shared

but no stock could

be sold short at $ 45 unless the price before
the

his transaction at $ 45 has been $44 7/8 or less

Essentially,
short

selling
is a normal business trausac

tion just
as a farmer sells his that

crop before

harvest time.

The Dow
Jones

Industrial
Average

Basically,
stock prices obey

the law
of apply

and demand when most
people

want to
buy

the
general

market will use when wost people

want to sell the make will decline Individual

sto of course, may
move in

independently reflec-

ting
development peculiar

to a
company

or an
industry.

when if is reported that the market advanced or

declined it
usually

means that one of the market

averages
has

gone up
or down Most

of
the

popular

averages
are based on a limited number

of isnes

for instance the well known Dow Jones Industrial

Average
based on

only 30 stocks / have are about

/, 200 listed stocks at the
NSE) Actually,

an
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average may be
misleading

The now Jones Industrial Average
is

compiled

by adding
the

prices of 30 stocks This total is divi-

ded by
a divitor which is intended to com-

paisate for past stock splits
and stock dividends

In other word the total is not divided
by

30 An

average might decline, say,
6

points
with no indi

vidual issue in the
average declining

more than

$2 a share The main value
of

an
average

is

gauging
the course of

the market over a
period

of
time rather than as a meature of daily

fluctuations

Matched and Lost

One of
the rules

governing hading
on the

floor
is that where there is more than one bid

at the same price,
and it is not possible to deter

mine the order in which such bids were made,

the brokers " match coins to determine who shall

participate
in the transaction For example, three

brokers all bid
for

stock at 50 a share at the

same time, two of
them

bidding
for200 shares each

and the third
fidding for only

100 shares then

another broker with a sell order decides to sell

200 shares at 50 the two brokens
fidding for

200 shares each would match to see which one

makes the purchase. the third broken
bidding at
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50 would not be entitled to
"match" because his

bid is not so
large

as the amount offered

If
the customer

for
whom the

losing
broken

was
acting

asked
enquiy,

he would receive the

message
matched and lost "from

the floor

Most match situations occur as a result of

a basic and auction market rule which provides that

every
sale clears the floor" and starts a new

auction For example a broker luters a crowd with

the market 49 1/8
- 50% and bids 50

for
100

shares A
few

winutes later another member enters

the crowd and bids 50 for 100 shares another broken

comes in
five

minutes later and makes an iden-

tical bid
Any willing seller at 50 would tell

to the broken
making

the
first

bid at 50 However,

if another member enters the crowd and fids 50 //

for
100

shares,
be can

buys
this stock at that price

This transaction at 50/8 clears the floor
and places

the three bookers bidding
at 50 on

parity
to

that
they

will have to "match"
against

one

another in the event that 100 shares of stock come

into the market to sell at 50.

Monthly
Investment Plan

Until 1954 the smallest amount
of stock that

anyone
could buy was one share In that year,

however, member
firms of

the NYSE created the
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Monthly
Investment plan (M.I.P.) under which it

is
possible

to buy
a factional share of stock

It was
designed

to
permit people

to invest a

jum of money every
month or

every quester
and to

acquire full
or fractional shares

of any
stocks les-

ted on the N.Y.S.E.

By
this method of systematic investing, a

person would not have to wait tell he had acquired

several hundred
dollars, to

enough
to

buy five or ten

shares
of

some stock the M.I.P. plan
is

glared

to the
tempe of life today,

nice most American

families
are used to settle their bills on a

mouthly budget basis

Under this plan, the
buyer figure

a contract

with a
regular

broken, a member from of
the Ex-

change, thereby he
agrees

to accumulate shares
of

a
particular

stock listed on the
Exchange

and to in

vest a
regular

sum of money every month or
every

quarter
toward the

purchase of that stock M.I.P con-

tracts
may be cancelled

by
the

buyer
at

any time,

and the
buyer

can
skip payments

without
any penalty

Commission Rates

Here is the bani schedule of rates made
effect

tive June 1959

on a
purchase

or sale
amounting

to & 100.00

or less : as mutually agreed, usually 67
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on a
purchase

or sale between 100.01 and
$399.99

:

2% plus P3

On a purchase
or sale between $ 400.00 and $2,399.99

1% plus $7

On a purchase or sale between $ 2,400.00 and $ 4, 999.99:

1/2 % plus $19

On a fun chase or sale between & 5000 or more:

1/10% plus$39

These rates
apply

on the
perchase

or sale
of

100

shares
of

a
given stock

Stock
Cleaning Corporation

All settlements between member
firms

are

arranged through the Stock
Cleaning Corporation so

that a minimum
of

cash and securities are exchan

ged Thus,
a

form way have sold 1,100 shares

of general
Electric

for its customers on a
given day

and
bought only

1000 To settle its accounts in

that stock on that
day

the
firm

would have

to send
only 100 shares to the

cleaning corporation

the
delivery of

the other 1000 shares from
its custo

were who sold that stick to the buyers is
purely an

internal
bookeeping procedure Dollar balances the

net amounts owed and the net amounts due,

are handled in the same
way

x
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the NYSE is a
wonderful institution where

people
can

acquire demonatic ownership Many

people think the
Exchange

as a catino for the

rich In
fact

the
Exchange

is accessible to
every

with
theperson even to those low income as

M.I.P. indicated at the main entrance
of

the NYSE the
following legend reads,

u
Here is where

people buy
and sell ownerships in America's

leading

corporations.

the NYSE is a
place through which

most
of

the industrial enterprises can obtain new

equity capital by selling
their new issues If there

were no Stock Exchange capital would soon become

sluggish
and the

financing of
new ventures, no

matter
of

how
promising

would be
heavily

cur-

tailed
Today
A, when we flip the switch which turns

in the U.S.
on the electric

light
we are

unknanding machiney

which cost millions
of

dollars , and this machin

thousands
ofvery is

financed
and owned

by

shareowners

providesThe stocks A an
efficient hedge against

inflation for
those who invest in Handsthem Past espe-

vience has
always

indicated that the stock market is

going up over a
long period of time, of

course Price
of

food
and

clothing
and almost everything in the

country-

including stocks- have steadily gone up
and the
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purchesing power of
the dollar has

gone
down.

/

x

THE TORONTO STOCK EXCHANGE

(My field trip
in Torouts, Canada

from july 6-g, 1959)

The Torout Stock Exchange foasts the best

mechanical faulities of any Exchange
in the world,

facilities
that enable it to enable a volume excel

ding 12, 1000,000 shares a
day

without undue strain

In the main stocks are haded on the

Townto Stock
Exchange very

much as they
are in

the New
york

Stock Exchange
and American Stock

Exchange
but there are several

significant differences

1. Floor
hading

is not restricted
inclusively

to

members broken Thus, on the Towouts
Exchange, every

member is
permitted

to
appoint as

many
as

five

"attorneys"
to execute orders

for him Such atter-

heys must be
approved by

the
Exchange

as
qua-

lified for
their

jobs
2. There is no

formal system of specialists

who make markets in various stocks
by buying

or
selling

them
for

their own account such as

there is on the NYSE .

3. there are also
significant differences

in the units
of hading Thus on the Townto
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Exchange,
oil and

wining
stocks selling

at less

than # 1 a share called
"penny

stocks" -

are haded in units
of

500 shares, and
if

the
price is $1 or more,

the
hading

unit is

100 shares On industrial stocks
, different

units

of hading
are

employed
Ou of such stocks

selling
at less than $ 25 a share the unit is

100 shares between # 25 and $ 100
/it is 25

shares
,and if

the
price is over $100 it is 10

shares all
of

these
different units are known

as broad lots rather than round lots

4- Odd lots can also be bought
or sold

Canadian Exchanges but they
are noton

handled by special
odd lot brokers as

they
are

on the NYSE, and the price of
an odd lot

is not
automatically

determined
by

the
price that

prevails
on the next broad- lot trade Each odd

lot order is subject
to

separate forgaining
bet

ween two or wore brokers on the floor

5 Canada does not have a national

agency
like the American

Security
and

Exchange

Commission to
police

and
regulate

the securities

business but every province
has its own securities

com mission

Many of
the com won stocks listed

on the Torouto Exchange
are on a dividend-
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paying
basis the

average
return on them is

generally
a little lower than it is

for
those

listed on the
NYSE But the

typical buyer

of
Canadian stocks is not to interested in

dividends

He
buys

Common stocks because he wants to share

in the
dynamic growth of

the country
and its in

dustry,
and he

refeets his shares to
pay

him a

handsome
profit

over the
years

ahead as a result

of
an increase in price
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