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"EQUITY FUNDING" RULE PROPOSED. The SEC today published its opinion (Release 33-4491) that the offer 
or sale of aecurities under a program which usually contemplates that the aecurities sold to the customer 
will be used aa collateral for a loan, the proceeds of which are to be used to pay the premium on a life 
inaurance policy sold to the customer at or about the same time (an activity which in various forms has 
come to be known aa "equity funding," "aecured funding," or "life funding") generally involves the offer 
and aale of an additional security, i.e., an investment contract, which is required to be registered under 
the Securities Act of 1933. 

The Commisaion also announced a proposal (Release 34-6809) for the adoption of a new Rule 15c2-5 under 
the Securities Exchange Act of 1934 which would prohibit a broker or dealer from arranging a loan for a 
customer to whom a aecurity is sold unless, before the transaction is entered into, the broker or dealer 
reasonably determines that the transaction, including the loan arrangement, ia suitable for the customer, 
and delivers to him a written atate~nt setting forth certain material information which the customer 
should bave before he decides to enter the transaction. The rule would not apply to extensions of credit 
or loan arrangements by brokers or dealers subject to Regulation T where the credit is extended or the loan 
is arranged in compliance with that regulation only for the purpose of purchasing or carrying the security. 
There is reason to believe, the Commission stated, that some dealers have been offering the investment 
program referred to above without adequate consideration of whether it is suitable for the particular custo
mer, and that they have failed to furnish to the customer adequate information concerning the nature and ex
tent of his particular obligations, the specific charges which he will incur, the risks involved in the 
transactions. and the commiaaions and other remuneration which the dealer. and othera in a control relation
ship to him. will receive in connection with the tranaactions.(Commenta on Rule Proposal due June 20. 1962).

It has been sUlle.ted that if cu.tomers of broker-dealers are to be afforded adequate protection, and 
if the potentiality for fraud in the.e situations is to be reaaonably controlled. the customer to whom this 
type of arrangement is offered should receive, before any of the tranaactiona is entered into, a written 
statement aa to the exact nature and extent of his obligations, of the risks involved, and of the commis
sions and other remuneration to be received by the broker or dealer and by other persons in a control re
lationship to him. There should also be some assurance that the broker-dealer has given adequate considera
tion to the customer'a personal financial situation and needs and has reasonably determined that the entire 
transaction, including the loan arrangement, ia suitable for the customer. Accordingly, the proposed rule 
would make a fraudulent practice for any broker or dealer to offer, sell or attempt to induce the purchase 
of any security by any person if the broker or dealer arranges a loan for such person unless, before the 
transaction is entered into, the broker or dealer (1) delivers to such person a written statement setting
forth the exact nature and extent of his obligationa, the risk. involved. and the commissions and other 
remuneration to be received by the broker or dealer and by other persons in a control relationship to him, 
and (2) obtains from such peraon information concerning hi. financial situation and needs, reasonably deter
mines that the entire transaction. including the loan arrangement is suitable for such person, and delivers 
to such person a written statement setting forth the basis upon which the broker or dealer made the deter
mination. 

Since the rule would not be intended to reach the traditional sale of .ecurities on margin it would 
specifically provide that it is not applicable to an extension of credit, or the arrangement of a loan. by 
a broker-dealer subject to Regulation T if the loan is made or arranged in compliance with that regulation 
only for the purpose of purchasing or carry ins the security. 

In discussing the application of the Securities Act registration requirement, the Commission also ob
served that such programs of the type discussed may result in the creation of an investment company as de
fined in the Inve.tment Company Act of 1940. Accordingly, the requirements of that Act, including particular
ly Sections 7, 26 and 27 thereof, should be considered by the spon.ors of these plans. 

PRUDENT REALTY FILES FOR STOCK OFFERING. Prudent Realty Inve.tment Trust, 1324 Walnut St., Philadelphia, 
filed a registration statement (File 2-20388) with the SEC on May 21.t seeking registration of 100,000 shares 
(certificates of beneficial interest in the Trust). to be offered for public sale at $10 per share. No 
underwriting is involved. 

Prudent Realty was organized under Pennsylvania law in March 1962 a. a business Trust, and intends to 
provide investors with an opportunity to own, through transferable ahare. in the Trust, an interest in diver
sified income producing properties consi.ting principally of real estate intere.ts. The Trust is designed 
to qualify as a "real e.tate investment trust" ..nd ..r th .. Tnt.r ...1 o..v .......en"" Tf" l'r..sently owns no real 
property and has no contracts to purchase any property; and it ia expected that the holdings of the Trust 
will consist principally of apart.ent house., office buildinga, indu.trial and coaaercial buildings and chain 
retail establis~nts located initially in the area known as the Delaware Valley or metropolitan Philadelphia. 
The prospectus states that no commitments have been made for the acquisition of any specific properties 
with the proceeds from this stock sale, and there is no plan for allocation of the funds of the Trust among
the various types of properties. 
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lbe Trust bas outstanding 14,250 shares of beneficial interest, all of whicb are owned by tbe trustees 
as a group. Such shares were purcba.ed at $10 per share, of which $1.50 were paid in ca.h and $8.50 by
the purcha.er's non-interest bearing demand promissory note. held by the Trust. Richard 1. Rubin is 
president. 

SEC ORDER APPROVES FEES IN NEW ORLEANS P.S. CASE. The SEC bas iaaued an order under the Holding
eo.pany Act (Releaae 35-14640) authorizing the payment of $41,660 of legal and otber fe~s and expenses in 
connection with the proceedings culminating in the November 1961 order of tbe Commiasion approving a plan
providing for the issuance by Middle South Utilities, Inc., New York holding ca.pany, of its common shares 
in excbanse for the 3.1st publicly-beld minority interest in its subsidiary, New Orlean, Public Service Inc. 

MEDICAL SECURITIES FUND ORDER. The SEC bas iasued an order under the Investment eo.pany Act granting
an application of Medical Securities Pund, New York investment company, for an exemption from provisions
of tbe Investment Company Act to tbe extent tbat .ame requires approval by .barebolders of investment ad
visory agreements, election of directors, and selection of certified public accountants, sucb exemptlon to 
be effective until the first annual meeting of tbe Fund in Marcb 1963. 

SBCURITIES ACT REGISTRATIONS. Effective May 22: IPCO Hospital Supply Corp. (rl1e 2-19967); 
McWOOd Corp. (rl1e 2-19759); Rosenau Brotbers, Inc. (rile 2-19913); Seaway Food Town Inc. (File 2-20098); 
State Bond and Mortgage Co. (File 2-19600). 
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