ThlS year, 2011 5 marks the 60th anniversary of
Arizona’s modern securities laws—the 1951 Securities Act.! That
law was slow in coming and followed a colorful history.

The securities laws that preceded the 1951 Act were enacted
between 1909 and 1921.% The centerpicece of these was the 1912
Investment Company Act,® which was copied almost verbatim
from the 1911 blue-sky statute in Kansas.* The 1912 Act was
enacted after Governor George W.P. Hunt urged the Arizona
Legislature to enact securities laws to stop wildcat promoters and
others from selling worthless stock. After the Act passed unani-
mously, Hunt publicized it as one of his administration’s main
accomplishments. Yet despite Hunt’s enthusiasm, the 1912 Act
was crude legislation by today’s standards.’
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Prosecutors found the Act’s criminal provisions too weak to
use. It did not provide civil remedies. And the red tape and
expense created by its registration provisions discouraged legiti-
mate companies from attempting registration.

Despite these shortcomings, legislative change was slow to
come. It was not until 1948 that two events precipitated interest
in new securities laws.

The Postwar Boom

The first event leading to a movement toward a new law was the
interest in business and economic legislation that followed the
explosion of Arizona’s economy after World War I1.° With the
stimulus of the government’s unprecedented defense and research
spending, Arizona’s population
increased by 50 percent
between 1940 and 1950, and
companies like  Motorola,
AiResearch, Alcoa and
Goodyear Aircraft moved into
the state” Manufacturing and
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service industries developed that did not
exist before the war, and business, legal
and government leaders who were com-
mitted to building the state emerged.®
These business-minded leaders formed
committees to plan for postwar growth
and recommend legislative changes.
Among these were special legislative
committees to study state operations and
Arizona’s securities laws.

The Riccardi Stock Swindle
The second catalyst for new securities
legislation was a series of stock swindles
in the late 1940s that the Corporation
Commission was incapable of control-
ling. One of these schemes, involving a
disbarred attorney and career criminal
named Constantino Riccardi,” accelerat-
ed interest in new securities laws.

During 1948, a group of Arizona
investors whom Riccardi had defrauded
in a mining swindle pressured the
Corporation Commission to investi-
gate.”” By then, Riccardi had at least a
dozen arrests and had served prison time
in California and New York." When the
Commission’s investigation began,
Riccardi was in New Jersey under arrest
on new fraud charges involving a
divorced princess who, before that, was
the wife of the Kresge chain-store
owner."” Riccardi had proposed to the
princess despite being married."

The Commission’s investigation was
front-page news."* It focused attention
on the weaknesses in Arizona’s securities
laws and revealed that the Commission
lacked the personnel to screen securities
dealers and stock offerings like Riccardi’s
scam.

Riccardi’s scheme and a 1949 stock
fraud involving a company named Road-
O-Scope attracted the attention of the
Arizona Attorney General’s office. At
the time, Edward “Bud” Jacobson and
Joseph P. Ralston worked together in
the AG’s office. Both were recent graduates of the University of
Arizona College of Law. In 1949 they occupied adjoining offices
in the State Capitol, where their work as assistant attorneys gen-
eral included securities matters. Jacobson would later become a
longtime Snell & Wilmer partner; Ralston later would join with
Francis Ryley and Read Carlock to found Ryley, Carlock &
Ralston. A 1949 Securities & Exchange Commission (SEC)
memo described Edwards and Ralston as young “fire balls” who
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A smiling Edward “Bud” Jacobson through the years.

were exasperated with Arizona’s securities
laws.

The Road-O-Scope investigation was
ongoing, and the company claimed to
have developed a mirror device that
helped drivers see vehicles approaching at
intersections. The device did not work
and was incapable of producing sales.
Ralston called Road-O-Scope a “gold
brick scam from start to finish” that was
“just as bad and maybe worse” than the
Riccardi fraud on which he had worked
the year before.” But despite flagrant
fraud, Ralston and Jacobson concluded
that Arizona’s securities laws were so
weak that it was impossible to prosecute
the promoters for more than a misde-
meanor.

The Special Securities

Committee
As a first step toward new laws, Jacobson,
working ~ with  the  Corporation

Commission, invited business leaders to
participate in a conference to study solu-
tions. Invitations were sent to commercial
bankers, securities brokers, the Arizona
Chamber of Commerce and the Better
Business Bureau.' This led to the forma-
tion in January 1949 of a Special Securities
Committee to draft new legislation for a
Securities Division within the Corporation
Commission.” In addition to Jacobson
and Phoenix attorney Joe Walton, the
Committee included two securities profes-
sionals from leading Phoenix brokerage
firms and five businessmen whose experi-
ence spanned the mining, oil, real estate
and banking industries.

Lorna Lockwood assisted the
Committee in drafting the Securities
Division legislation."” Like Jacobson and
Ralston, Lockwood was a University of
Arizona College of Law graduate, and she
was the first woman appointed in Arizona
as an assistant attorney general. In 1949,
Lockwood, Jacobson and Ralston all were
working as assistant attorneys general. Lockwood left in 1951 to
become a Superior Court judge and in 1961 was elected to the
Arizona Supreme Court.

The 1949 legislation set statutory qualifications for an experi-
enced securities director with supporting staff to enforce the state’s
securities laws. Before that, securities enforcement had been han-
dled by an Investment and Securities Department whose only staft
was a part-time stenographer.”
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TURN G

Expectations for the new Securities
YT Division were high. As one newspaper put it,
.

Commission’s  Securities  Division
“would attempt to put the Iron Glove on
such stock swindle schemes as the Riccardi
Affair.”* To do the work, the legislation budgeted for a director
and assistant director of securities as well as supporting staft.”

After the legislation passed in carly 1949, the Commission
appointed Earl Hastings, all of age 41, its first Director of
Securities. Hastings, whom Jacobson supported for the position,
had studied business and engineering in college. Afterward, he
worked in managerial and consulting positions for a variety of
companies, many in the mining industry, where he became certi-
fied as a mining and metallurgical engineer. His business back-
ground and familiarity with Arizona’s mining industry, in which
frauds like Riccardi’s scheme were frequent, made him a sound
choice.

Once appointed, Hastings, with Jacobson’s assistance, quickly
expanded the Securities Committee’s work into preparing an
entirely new securities act. Hastings wanted to start with a draft
bill to show the Committee what he and Jacobson had in mind.
His first step was to contact the SEC to get the federal agency’s
views on how best to draft a new act. He
told the SEC that Arizona’s existing laws
“were inadequate in every way.” What was
needed, he said, was a “stiff law” to pro-
tect the public and help legitimate pro-
moters.

Correspondence between the SEC and !
Hastings shows that the SEC had not |
developed a position on how state securi- |
ties legislation should be written. But the
SEC was willing to provide comments. By |
the end of 1949, a preliminary draft of the
bill had been written and commented on
by the SEC. After that, Hastings presented
the bill for study and comment by the
Securities Committee and other interested
parties.

By soliciting differing views in this way,
Hastings garnered wide support for the
new act. In addition to the business and
securities-industry representatives on the
Securities Committee, the bill’s supporters
included the State Bar of Arizona, the
Arizona Bankers Association, the Arizona
Small Mine Operators Association, the
state’s new Legislative Committee on State
Operations, and the national arm of the
Investment Bankers Association (IBA).

The IBA's Influence

The preliminary draft that Hastings pre-
sented to the Securities Committee largely
tracked model legislation prepared by the
IBA the year before. The IBA, whose

members in 1949 included most of the Hn-l-p:!.'m r——
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country’s principal underwriting firms, advocated simplified state
securities laws written to deter fraud and streamline registration.
It opposed Kansas-style registration laws like those in Arizona’s
1912 Securities Act. It considered laws of that type poorly draft-
ed and unworkable.”? As an alternative, the IBA drafted its own
model securities laws.

These IBA-drafted laws were the only model securities legis-
lation that existed when Hastings and Jacobson decided to pre-
pare a new securities act. A uniform state act did not exist; the last
uniform state securities law had been withdrawn in 1944 as obso-
lete,” and a replacement act was not finished until 1956.>* In the
interim, the IBA promoted its model legislation,” which Arizona
and four other states used as templates for new securities acts.*

But Hastings did not blindly accept the IBA’s views. As he
told the SEC, he wanted a “stiff law” that gave him discretion to
regulate securities offerings. To that end, section 8 of the prelim-
inary draft allowed the Corporation Commission to evaluate the
merits of proposed offerings and deny registration if an offering
was “unfair or inequitable.” This type of merit review was
opposed by the IBA, but it was retained in the Securities
Committee’s final draft and became a defining feature of the
1951 Act’s regulatory provisions.”
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Revisions to the
Preliminary Draft
Many other departures from
the IBA’s model legislation
were made during the study-
and-comment process that Hastings used to pro-
duce a final bill.* Reports on the bill’s drafting
were sent to the Corporation Commission during
what Hastings summarized as “days of discussion,
unlimited contribution of time by the Special
Securities Advisory Committee and legal counsel
of firms and individuals interested in the eftects of
such legislation.”” The resulting new ideas and
improved drafting can be fully appreciated only by
carefully comparing the preliminary draft with the final bill.*” But
the quality of the drafting is suggested by a comment from
Harvard’s Louis Loss, the draftsman of the 1956 Uniform
Securities Act. Loss described the securities-registration provi-
sions of the 1951 Arizona and 1953 Illinois acts as “perhaps the
best drafted” of the pre-1956 securities acts.™

Federal-state coordination provisions in the 1951 Act illustrate
Loss’s comment. Under Hastings’s direction, the Act included provi-
sions that provided for cooperation with the SEC, allowed issuers to
use SEC prospectus materials in parts of Arizona registrations, and
created a registration exemption for securities listed on exchanges reg-
ulated by the SEC. In 1951, SEC-coordinated legislation like this was
only beginning to appear in state securities laws.
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Another noteworthy innovation for the time
was prompted by the SEC’s comments. The pre-
liminary draft of Hastings’s bill, like other state
securities laws, provided civil remedies only for
securities purchasers. The SEC recommended
that the proposed act’s civil-liability provisions
protect both securities sellers and purchasers. In
this way, the SEC noted, the civil-liability provi-
sions would track the act’s antifraud statute,
which made it a crime to defraud either a seller or
a purchaser. The drafters accepted these recom-
mendations and revised the civil-remedies section
to provide remedies for sellers and purchasers. As
a result, Arizona became the first state to provide
damage and rescission remedies for securities sellers?—remedies
that were omitted even from the 1956 Uniform Securities Act that
Professor Loss drafted.

Passage of the Act
In a March 1950 letter, Hastings urged the governor to intro-
duce the proposed legislation in a special session. He was unsuc-
cesstul that year but was able to introduce the bill in 1951. The
bill passed with only one “No” vote and was approved by the
governor on March 6, 1951.

Hastings summarized the Act’s effect in reports filed after its
passage. He described the Act as well received by business, secu-
rities dealers and public investors. ¥ He reported that because of
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Lorna Lockwood.
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improved registration laws,
out-of-state securities offer-
ings that were previously
unavailable were rapidly
becoming available to local
investors.*

Within a year, the dollar
volume of newly registered
securities nearly doubled¥—a
trend that accelerated in later
years.* By 1954, he reported
that new issues by local com-
panies that were funded by
Arizona  investors  were
becoming relatively common.” Simultaneously, trading in public
securities increased at a greater rate than could be explained by
population increases.®

In short, with benefit of the continuing postwar economic
boom, the 1951 Act opened Arizona’s securities markets to
increased capital formation and trading in securities.

The Act also expanded criminal and civil remedies. Felony
prosecutions for securities violations that Jacobson and Ralston
would have been unable to bring became possible under the Act’s
new criminal statutes.” The Securities Division used the Act’s reg-
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ulatory provisions to bring
administrative actions in which
the Corporation Commission’s
hearing officers interpreted the
Act as remedial legislation that
was broader than federal secu-
rities law.** In civil actions, the
courts read the Act to relax
common-law fraud rules* and
concluded, like the
Commission, that the Act was
more protective of investors
than was federal law.*

Today, 60 years later, the 1951 Act’s provisions have been
improved by many amendments.* But the original Act’s core pro-
visions continue to anchor it. Last year’s decision in Grand ».
Nuocchio* is an example. Grand was the Arizona Supreme Court’s
first decision on civil liability in 30 years. In a testament to the
1951 Act’s longevity, the Court began its statutory analysis by
quoting the 1951 intent provision, which describes the Act as a
“remedial measure” that is to be “liberally construed” for the
“protection of the public.”* These were Hastings and Jacobson’s
views when the Act was drafted, and they continue to inform the
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Act’s interpre-
tation in mod-
ern  securities
litigation.

€pilogue

In 1956, after serving seven years as
Director of the Securities Division,
Hastings was appointed an SEC com-
missioner. He continued with the SEC
until 1961, when he fell ill and suffered
an early death at 53. Jacobson became
a noted arts’ patron and partner at
Snell & Wilmer, where he practiced law
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Joseph Ralston (bottom, second from left) with Phi Delta Phi fraternity, 1941-42.
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