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FOREWORD

This is a report of the activities of the Securities and Exchange
Commission during the fifteenth fiscal year of its existence. While
the report is in no sense as ambitious a survey of the Commission’s
work and its problems as was undertaken in its Tenth Annual Report,
some trends are noted herein for the five preceding years.

The statutes entrusted to the Commission give it a wide range of
responsibility for protection of the investor. We have frequently
stressed the fact that the generally applicable legislation administered
by the Commission places its main emphassis on disclosure. That
legislation is based on the theory that business, on the one hand, and
the investor on the other, should retain a full range of individual
responsibility for financial and investment decisions.

However, the statutes go further. For example, in regulating the
conduct of securities professionals who do business with investors the
statute imposes certain minimum capital requirements and provides
that customers shall not be unduly prejudiced by practices in regard
to the hypothecation of securities by professionals for their own
borrowings. Since, in the ordinary course of business many firms
handle cash and securities belonging to customers it is important for
the Commission to help prevent loss to investors occurring as a result
of violation of such restrictions. Further, many of the rules evolved
under antifraud standards applying to such professionals have the
effect of requiring obedience to certain business practices; an example
is the doctrine, announced by the Commission and judicially affirmed,
that dealers in the over-the-counter market may not, without dis-
closure, charge a customer a price not reasonably related to current
market prices. While adequate disclosure and consent of the customer
may avoid the charge of fraud when a firm has exacted high markups
in its sales, the fact is that most firms obey the limitation on pricing
inherent in the doctrine without regard to disclosure.

We have tried to show further in this report the importance, when
dealing with securities frauds and manipulation, of prompt and pre-
ventative action. It is of little comfort to an investor to suffer loss
through a firm which is, in effect, judgment proof. The best pro-
tection of the investor is to prevent the harm before it occurs.

For these reasons it is fallacious to think of the Commission as
merely an information clearing house. It has duties which, in order
to be fully borne, must carry the Commission’s work into the books,
records, practices, and financial conditions of thousands of securities
firms scattered all over the country.

The “passive” activity of the gommission——the receipt and proc-
essing of filings—is activity over which the Commission has no
control. It must be performed as the demand for the work arises.
The Commission cannot, for example, delay work on a registration
statement covering an issue of securities under the Securities Act of

p et



X1v FOREWORD

1933 without either subjecting investors to the risk that an inadequate
statement has been filed or unduly interfering with financing pro-

ams. On the other hand while the enforcement or “active’” work
1n the examination of the records of securities firms by the Commission
can be rationed according to available manpower and facilities it is
no less significant to millions of investors than is the work of a super-
intendent of banks to depositors.

The Commission has long felt that its enforcement activities need
to be strengthened. We are now considering streamlined procedures
of examination to increase the number of inspections, and we hope
that with additional funds we will be able to devote more manpower
to this work.

An additional development worth commenting upon is the recent
introduction by Senator Frear of S. 2408, a proposal to safeguard
investors in securities not listed on national securities exchanges. The
Securities Exchange Act contains several cardinal provisions whose
purpose it is to change blind trading into informed investment by
requiring corporate management to meet certain standards in its rela-
tions with investors. As a condition of listing its securities on a
national securities exchange the law provides that each issuer must
register and file initial and periodic information about the company
and its financial affairs; it subjects those who solicit securityholders’
proxies to the requirement that information be disclosed sufficient to
permit an intelligent exercise of the vote; it contains provisions re-
quiring disclosure by insiders—officers, directors and large holders of
equity securities—of their holdings of equity securities o% the corpor-
ation and contains provisions designed to prevent such persons from
using inside information to profit from short term trading in equity
securities of their companies. With limited exceptions these require-
ments do not exist with respect to securities not rgfistered with the
Commission under the Securities Exchange Act although many of
their issuers are of substantial size and have substantial numbers of
securityholders among the public.

S. 2408 would extend to certain large companies not now registered
under the Securities Exchange Act the standards of that act relating
to filing of information, the solicitation of proxies, and trading by
corporate insiders. Not all companies would be so covered, but only
those having assets of 3 million dollars or more and 300 or more
securityholders—size limits selected because they indicate the exist-
ence of sufficient public interest in the company to warrant the exten-
sion of these standards.

This proposal was first contained in a report to the Congress by the
Commission submitted in 1946 and entitled “A Proposal to Safeguard
Investors in Unregistered Securities.”” That report showed how
freedom from regulation permitted unregistered companies with large
public stockholder interests to withhold from their securityholders the
minimum information necessary for intelligent understanding of the
investors’ position and informed exercise of the investors’ rights.
The President endorsed this proposal and commended it to the Con-

ess. Soon after the introduetion, on August 8, 1949, of S. 2408, the

mmission undertook to bring its 1946 report up to date. Such a
revision should be ready soon. -
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The bill represents no departure from the basic philosophy of the
existing law—that the securityholder who risks his money, who is the
ultimate owner of the enterprise, is entitled to have a proper accounting
from management of its stewardship of the company’s affairs—but
simply seeks to fill gaps left by piecemeal adoption of legislation
affecting securities in 1934, 1935, 1936, 1938, 1939, and 1940. The
bill would avoid the anomaly whereby the disposition of management’s
fiduciary duties depends, not upon the extent of public interest in a
given company, but upon the accident that its management at one
time listed the company’s securities for trading on the exchange and
registered them under the Securities Exchange Act.

Administration: of the geographical integration and corporate
simplification requirements of the Public Utility Holding Company
Act of 1935 has continued at a rapid pace. During the fiscal year
covered by this report 44 companies with assets of $1,748,878,827 were
divested by registered holding companies through compliance with
these standards. All of these companies thereby ceased to be subject
to the Holding Company Act. Divestments since December 1, 1935,
resulting in complete divorcement from jurisdiction under the Act
were thus increased to 661 companies with assets of $7,964,764,537.
Of the 2,152 companies subject at one time or another to the act, 1,510
have been eliminated through divestment, dissolution, mergers, and
other means.

In addition 206 companies with assets of $3,781,000,000 have been
divested by one or more holding companies, but remain subject to the
statute by reason of their relationship to a registered holding company.
One hundred forty-three of these companies with assets of approx-
imately $3,355,000,000 are expected to continue under the Commis-
sion’s jurisdiction indefinitely as members of systems which will
become fully integrated. It is estimated that these integrated
systems will control from 6 to 7 billion dollars of assets.

A great deal has been accomplished under the Holding Company
Act. However, despite serious attrition in personnel the case work-
load today in the important categories is actually greater than it was
in 1941. Average employment in the Division of Public Utilities
had dropped from 234 in 1941 to 150 at the end of the 1949 fiscal
year. Yet, at the end of the 1941 fiscal year we had only 37 voluntary
and involuntary reorganization proceedings pending—at the end
of the 1949 fiscal year we had 138. Total proceedings regarding
reorganization and the acquisition and sale of properties and portfolio
securities pending at the end of 1941 was 163—at the end of 1949 it
was 265. In 1941 we disposed of 192 applications and declarations
concerning financing out of 257 current for the year. During 1949
we disposed of 317 out of 434 current during the year. At the end of
1949 we had 117 of such proceedings pending, whereas at the end of
1941 we had 65.

This report is intended to inform the Congress of the activities of
the Commission. The Commission’s facilities are always available
to supply further information about its work.
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PART 1

ADMINISTRATION OF THE SECURITIES ACT OF 1933

The purpose of the Securities Act of 1933 is to provide full and fair
disclosure and to prevent fraud in the sale of securities in interstate
and foreign commerce and through the mails. To this end, the act
requires that issuers of securities to be offered for such public sale must
file with the Commission registration statements setting forth pre-
scribed information about the securities; that investors must be fur-
nished, at or before delivery of the security purchased, a copy of a
required prospectus containing the more significant items of such infor-
mation; and civil and criminal penalties are provided for securities
frauds. The act does not authorize the Commission to pass on the
investment merits of securities and it makes representations to the
contrary unlawful.

THE REGISTRATION PROCESS

Purpose of Registration

Unless exempted from the Securities Act, securities offered for sale
in interstate commerce or by the use of the mails must be registered.
Securities for which such exemption is provided consist, in general, of
government and municipal securities and the issues of banks, railroads,
cooperatives and other organizations and associations specified in
section 3 (a) of the act or covered by exemptions in rules and regula-
tions adopted by the Commission, as discussed elsewhere in this report,
pursuant to section 3 (b) of the act. In addition, while the act con-
tains no exemption for securities of governmental or other foreign
issuers as such, Public Law 142, 81st Congress, approved by President

an on June 29, 1949, extended a specific exemption to securities
issued or guaranteed by the International Bank for Reconstruction
and Development from the registration requirements of both the
Securities Act of 1933 and the Securities Exchange Act of 1934.1

An integral part of each registration statement is the prospectus,

which sets forth the more pertinent information about the security
offering. As a basic method of direct disclosure to investors, the pros-
pectus plays a vital role in carrying out the purpose of the act.
. The registration statement as a whole discloses material facts deal-
ing, among other things, with the character, size, and profitableness of
the business, its capital structure, the uses to which the company
intends to put the proceeds realized from the sale of the securities,
options outstanding against securities of the issuer, remuneration of
officers and directors, bonus and profit-sharing arrangements, under-
writers’ commissions, and pending and threatened legal proceedings.
There must also be included in this document certified financial state-
ments of the business enterprise.

1 For comments of the Commission made upon the proposal to exempt issues of the World Bank, see letter
from Chairman Hanrahan incorporated in Senate Report No. 504 and House Report No. 708, to accompany
8. 1664 and H. R. 4332, respectively, 81st Cong., 1st 8085, calling attention to the fact that the provisions of
these acts prohibiting outright fraud are applicable to “exempted securities,” and under this enactment
would continue to be applicable to securities ssued or guaranteed by the World Bank.

1
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The information contained in registration statements filed with the
Commission is not only made available immediately for public inspec-
tion at the offices of the Commission but also forms the basis of wide-
spread publicity released by financial news services, financial writers,
and newspapers throughout the nation, which further accelerates the
process of getting this information rapidly before a greatly enlarged
field of potential investors.

Recently, therethas been a marked trend, encouraged by the Com-
mission, toward use of smaller prospectuses than had commonly been
customary. As & result, in place of the cumbersome and somewhat
formidable document, printed on a heavy stock of legal-size paper,
which was commonly furnished to prospective investors during the
early years of the administration of the act, in recent years many regis-
trants used smaller and simpler prospectuses furnishing the lay investor
with a more convenient and more readable document than heretofore.

Examination Procedures

One of the Commission’s most important undertakings has been
its development of procedures and techniques, which are constantly
undergoing improvements as dictated by experience, for the fast and
thorough examination of registration statements to determine com-
pliance with the disclosure requirements of the act. The need for
speed in the examination process arises not only from the statutory
prescription of an effective date of the registration statement, in the
ordinary case on the twentieth day after its filing, but also from the
Ciommjssion’s desire to avoid unnecessary interference with financing
plans.

Where examination shows the registration statement to be inac-
curate or incomplete in disclosure of material information, the Com-
mission may resort to its power under section 8 of the act and issue
an order preventing or suspending the effectiveness of the registra-
tion statement. However, the Commission has, during the past five
years, continued its policy of exercising this power sparingly. In-
stead, it has relied for enforcement mainly upon the long-standing
practice of securing an amendment to the registration statement.
Accordingly, registrants are informally advised, as promptly as
possible after the statements are filed, of any material misrepre-
sentations or omissions found upon examination and they are af-
forded an opportunity to file correcting amendments before the
statements become effective. This advice is furnished by means of
an informal ‘“letter of comment” which indicates what information
should be corrected or supplemented to meet the disclosure standards.

Another informal procedure that has proved effective in speedi:é
the registration process is the “pre-filing conference” between st
members and representatives of registrants and underwriters. In
this manner registrants are encouraged to discuss problems in con-
nection with the proposed filing for the purpose of determining in
advance what types or methods of disclosure may be necessary under
the circumstances of the particular case. Considerable use is made
of this procedure, which has contributed to the marked reduction in’
the number of instances where the Commission has found it necessary
to resort to stop-order proceedings or other formal action under
section 8.
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Neither the Commission, the issuer, nor the underwriter desires a
statement to become effective unless it complies with the act. Often,
the staff will ascertain that deficiencies exist in the registration state-
ment as filed, or the issuer or underwriter may wish either to amend
the statement or simply to delay its effectiveness because of changes
in the securities market or for other business reasons. In such cases,
if there is a danger that the registration statement may become
effective in -defective form or prematurely for the purposes of the
issuer or underwriter, it is customary for the registrant to file a
minor amendment, called a “delaying amendment,”” which starts the
20-day waiting period running anew.

Effective Date of Registration Statement

The 20-day waiting period was provided by the Congress in order
to permit widespread publicity among investors of the information
contained in the registration statement before it becomes effective.
The Commission is, however, empowered at its discretion to acceler-
ate the effective date where the facts justify such action so that the
full 20-day period need not elapse before the registration statement
can become effective. In the exercise of this power, the Commission
must have due regard to the adequacy of the information about the
security already available to the public, to the complexity of the
particular financing, and to the public interest and the protection of
investors. ) '

Time Required to Complete Registration Process

The Commission seeks to accomplish completion of the registration
process within the statutory 20-day waiting period, and to that end
it has enlisted the cooperation of representatives of the securities
business. Studies of the amount of time required to complete the
registration process in all cases during the past three years show that
the median elapsed time has been shortened from 30% days in 1947
to 24% days in 1948 and to 22% days in the 1949 fiscal year.

Time elapsed in registration process—1949 fiscal year

1048 1949

July | Aug. | Sept.| Oct. | Nov.| Dec. { Jan. | Feb. | Mar, | Apr. | May | June

Total registration state-
ments effective during -
month (number)..._.... 26 27 31 34 40 27 26 38 43 59 32 38

Elapsed time (median
number of days):

_From dste of flling

- registration state-

ment to first letter

of comment. . _______ 10 10 10 10 10 10 10 10 10 10 10 10
From date of letter of
comment to
amendment by reg-
) RN 7 9 7 8 7 9 10 7 7 6 6 L]

Istran

From date of first
amendment to the
effective date of reg-
istrati

Total median
elapsed time
(days)--coooeo-. 2 25 23 23 p<3 25 24 21 20 20 20 20
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The table covers all statements processed, including those where
voluntary delays were sought for reasons extrinsic to the examination
process. The detailed figures for each month of the year show that
no more than 20 days in total elapsed time has been required to obtain
effectiveness of the typical registration statement during each of the
last four months of the year.

It will be noted from the table that the Commission has maintained &
median of 10 days between receipt of filings and staff comment on the
registration statement. Variations in time for the total registration
process are due in large part to variations in the time taken for cor-
rections by those who file statements and to the lapse between correc-
tions and effectiveness. Many factors enter into the duration of the
latter period; among them are the necessity for further corrections
and variations in the time necessary for analyzing supplementally
filed amendments.

THE VOLUME OF SECURITIES REGISTERED

Volume Of All Securities Registered in Fiscal Year

1849 1948
Total registered. c e oo o= $5, 333, 362, 000 $6, 404, 633, 000

The amount of securities effectively registered during the 1949
fiscal year was 17 percent less than the amount registered in the 1948
period. For the five-year period ending with the 1949 fiscal period 2
the amount was $28,768,306,000, 226 percent greater than the $8,819,-
902,000 for the 5-year period ended June 30, 1944, and 82 percent
greater than the $15,280,021,000 for the 4-year and 10-month period
ended June 30, 1939 adjusted to a 5-year period.

The volume registered in the 1949 fiscal year was distributed over
429 2 effective registrations covering 588 issues, as compared with 435
statements covering 559 issues for the 1948 fiscal year.

Securities Registered for Cash Sale

A. ALL SECURITIES

1849 1948
Registered for cash sale for accounts of issuers. $4, 204, 008, 000 $5, 032, 199, 000
Registered for cash sale for accounts of others

than issuers ... . _____.____ 193, 870, 000 209, 102, 000
Total registered for cash sale_._______ 4, 397, 878,000 5, 241, 301, 000
Total registered for other than cash

sale__ ... 935, 484, 000 1, 163, 332, 000
Total of all registered securities__ ... 5, 333, 362, 000 6, 404, 633, 000

1 For 5-year summary see appendix table 1, pts. 4, 5 and 6.
3 This figure differs from the 415 shown in the table on p. 9 due to difference in the classification as to
the time of effectiveness of registration statements. See appendix table 1, footnote 2 for details,
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B. STOCKS AND BONDS REGISTERED FOR CASH SALE FOR THE ACCOUNTS

OF ISSUERS
1949 1948
Equity securities other than preferred stock. $1, 083, 117,000 $1, 678, 127, 000
Preferred stoek_ ... ___ . _____ 325, 854, 000 536, 942, 000
Total all 8106K . _ oo oomemeees 1,408, 971,000 2, 215, 069, 000
Allbonds el 2, 795, 036, 000 2, 817, 130, 000
Total e o oo s 4, 204, 008, 000 5, 032, 199, 000

It should be noted that while the volume of bonds registered by
issuers for cash sale decreased only slightly in the 1949 fiscal year,
stock so registered showed a marked decrease.

From September 1934 through June 1948 new money purposes
represented 33 per cent of the net proceeds expected from the sale of
issues registered for the accounts of issuers. In the 1949 fiscal year
new money purposes represented 76 percent of the expected net pro-
ceeds for the year—large enough to raise the 15-year average by 4
points to 37 percent.’

The table below shows the amount of each type of security regis-
tered for cash sale for the accounts of the issuers in each of the fiscal
years 1935 through 1949 as well as the three 5-year totals. In addi-
tion to the totals of the new issues for cash sale, all registrations are
shown for the same periods,

*

(Millions of dollars)t
Cash sale for account of issuers
Al regis-
Fiscal year ended June 30 trations Total | pondsand Preferred ggﬁzggﬁ
face-amount 3

certificates stock | certificates of
participation
19353 o 013 636 490 28 168
18836 == e eemTTEIeoo 4,835 3,936 3,153 252 531
1937 p—— b 4,851 3,635 2, 406 802
10885 = 2,101 1,349 209 474
1939_. . 2,578 2,020 1,593 109 318
1936392 oo e 15,280 11,626 8,328 1,003 2,203
1840....., . 1,787 1,433 1,112 110 210
1041 = 2,611 2,081 1,721 164 196
1042 p— 2,003 1,465 1,041 162 263
1943 - o 486 316 32 137
1944 SToooo-TeemesT-tiiiIe - 1,760 1,347 732 343 272
104044 e 8,820 6,812 4,922 812 1,078
1045 - TemmmeeITeToooo 3,226 2,716 1,851 407 456
1046000 7,013 542 3,102 991 1,331
1947 gt 6,732 4,874 2,937 787 1,150
1048, —. 6,405 5,032 2,817 7 1,678

1949 o 5,333 4,204 2,706 326 1,
1045-49. e 28,768 | 22,249 13, 502 3,047 5,698

! Dollar amounts are rounded to millions and will not necessarily add to totals.
*For 10 months ended June 30, 1935.

# Bee also appendix table 1, pts. 3 and



6 SECURITIES AND EXCHANGE COMMISSION

C. ALL SECURITIES REGISTERED FOR CASH SALE FOR THE ACCOUNTS OF
ISSUERS—BY TYPE OF ISSUER

Type of issuer 1949 1948
Electrie, gas, and water companies._____.__ $1, 796, 709, 000 $1, 606, 551, 000
Transportation and communication com-
pamies !_ . _ . _______ L __.__.T 989, 911, 000 1, 674, 528, 000
Financial and investment companies. ______ 680, 600, 000 780, 542, 000
Manufacturing companies. .- _.___._____ - 679, 447, 000 872, 471, 000
Extractive companies_ ... __________- 33, 495, 000 26, 238, 000
Merchandising companies.__...___.___.___ - 14, 675, 000 51, 333, 000
Service companies_ ... ___.___.__.__.___= 9, 171, 000 20, 498, 000
Construction and real estate companies____ 0 39, 000
Total _ . . 4, 204, 008, 000 5, 032, 199, 000

1 Does not include companies subject to regulation by the Interstate Commerce Commijssion and there-
fore exempt from registration. ,

Registrations of securities for cash sale by electric, gas, and water
companies in the 1949 fiscal year established a new high for the
group, exceeding by 8 percent the previous high established in the
1946 fiscal year and by 12 percent the amount for the 1948 fiscal
year. They accounted for two-fifths of the total for the year. Trans-
portation and communication companies, with 24 percent of the
total, registered 41 percent less than in the 1948 fiscal year, which’
represents their peak year for the 15 years. Companies classified as
financial and investment companies and manufacturing companies
registered almost equal amounts of securities, 16 percent of the total
each, decreases of 13 and 22 percent, respectively, from the amounts
for the 1948 fiscal year. No registration statements were filed by
foreign governments for cash sale during the 1949 and 1948 fiscal

years.

D. USE OF INVESTMENT BANKERS AS TO SECURITIES REGISTERED FOR
CASH SALE FOR THE ACCOUNTS OF ISSUERS

Amount registered to be sold through

investment bankers: 1949 1948 -
Under agreements to purchase for resale.__ $2, 758, 454, 000 $3, 016, 544, 000
Under agreements to use “best efforts’” to

L 557, 361, 000 759, 791, 000
Total registered to be sold through
investment bankers___ ... _______ 3, 315,814,000 3, 776, 335, 000
Total registered to be sold directly
to investors by issuers___._.._____.. 888, 194, 000 1, 255, 865, 000
Total . oo e 4, 204, 008,000 5, 032, 199, 000

In the 1949 fiscal year, investment bankers were used for the sale
of 79 percent of the total securities registered for cash sale for the
accounts of issuers as compared with 75 percent in the 1948 fiscal
year. Commitments by investment bankers to purchase for resale
involved 66 percent of the total registered for cash sale for the accounts
of issuers, as compared with 60 percent in the 1948 fiscal year.®

¢ See also appendix table 1, pts. 2and 5,
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During the five fiscal years ended June 30, 1949, investment bankers
underwrote for cash sale or exchange 1,821 registered issues amounting
to $17,325,874,000. Of this amount, $10,957,543,000 represented
bonds, $3,706,520,000 represented preferred stock, and $2,661,812,000
represented common stock.

That part of cost of flotation represented by commissions and dis-
counts to investment bankers, but excluding other expenses, is shown
for each type of security for each of the past 10 fiscal years. The table
below covers securities effectively registered for cash sale through in-
vestment bankers to the general public for the accounts of the regis-
trants, but does not include securities sold to existing security holders
of the issuers, securities sold to special groups, and securities of invest-
ment_companies.

Commissions and discounts to investment bankers

[Percent of gross proceeds]
Preferred | Common
Year ended June 30— Bonds stock stock
1.9 7.2 16.4
1.8 4.1 14.4
L5 41 10.1
1.7 3.6 9.7
1.5 3.1 8.1
1.3 3.1 9.3
.9 3.1 8.0
.9 2.8 9.3
.8 4.5 10.2
.8 3.8 7.1

ALL NEW SECURITIES OFFERED FOR CASH SALE?

Registered Securities
Securities effectively registered under the Securities Act of 1933 and
actually offered for cash sale during the 1949 fiscal year still were at a
high level, although lower than in any of the postwar years which have
been characterized by a record volume of new capital issues. The
zfa.nlllountsa of such offerings, valued at actual offering prices, are as
ollows:

1949 1948
Corporate (excluding investment companies) . $3, 443, 000, 000 $3, 758, 000, 000
Noncorporate (International Bank)_____.___ 0 249, 000, 000
Total registered securities offered_____. 3, 443, 000, 000 4, 007, 000, 000

Unregistered Securities
CORPORATE

Some $3,436,000,000 of unregistered corporate securities are known
to have been offered for cash sale by issuers in the 1949 fiscal year as

T See appendix table 8 for a detailed statistical breakdown of the volume of all secunties offered for cash sale
in the United States. Footnote 1 of that table gives a description of the statistical series.

# The figures given in this section exclude securities sold through coatinuous offering, such as issues of
open-end investment companies and securities sold through employee purchase plans, because complete
data are not currently available.
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compared with $3,644,000,000 in the 1948 fiscal year. The basis for
exemption of these securities from registration is as follows:®

Basis for exemption from registration: 1949 1948
Privately placed issues_ __._______.._._ $2, 657, 000, 000 $3, 006, 000, 000
Railroads and other common carriers..._ 621, 000, 000 452, 000, 000
Commercial bank issues.__.______.____. 25, 000, 000 25, 000, 000
Intrastate offerings_ . _ .. ______.__._. 2, 000, 000 9, 000, 000
Offerings under regulation A1_________. 121, 000, 000 141, 000, 000
Other exemptions. .- .. ______._ ... 10, 000, 000 11, 000, 000

Total. oo oo emeceeae 3, 436, 000, 000 3, 644, 000, 000

1 Includes only offerings between $100,000 and $300,000 in size. See p. 11 for a more detailed discussion of
regulation A offerings.

NONCORPORATE

The total of unregistered governmental and eleemosynary securities
offered for cash sale in the United States during the 1949 fiscal year
was $13,823,000,000 as compared with $11,879,000,000 in the 1948
fiscal year. These totals consist of the following:

Issuer: 1949 1948
United States Government_._.__.___._____ $11, 135, 000, 000 $9, 349, 000, 000
State and local governments. ___ . - 2,513,000,000 2, 526, 000, 000
Foreign governments__.._.___________ 166, 000, 000 0
Miscellaneous nonprofit organizations._ 8, 000, 000 4, 000, 000

Total. - . 13, 823, 000, 000 11, 879, 000, 000

Total Registered and Unregistered Securities

The volume of all corporate securities offered for cash sale amounted
to $6,879,000,000 in the 1949 fiscal year, somewhat lower than the
1948 ficure. Offerings in the noncorporate category were moderately
higher than in the preceding fiscal year, reflecting increased sales of
United States savings bonds and notes and a large offering in this
country of Canadian Government bonds. Comparable figures for the
1949 and 1948 fiscal years are:

1949 1948
Corporate. . e $6, 879, 000, 000  $7, 402, 000, 000
Noncorporate. . oo oe . 13, 823, 000, 000 12, 128, 000, 000
Total securities. ... .__.___.___. 20, 702, 000, 060 19, 530, 000, 000

New Capital and Refinancing

Proceeds from corporate securities flotations, both registered and
unregistered, applicable to expansion of fixed and working capital
amounted to $5,779,000,000. This may be compared with the
$5,887,000,000 in the 1948 fiscal year, which was estimated to be
the largest amount of money ever raised in the securities markets
for new capital purposes. As between money allocated to fixed and
working capital purposes in the 1949 fiscal year, there was an increase
of $200 million in the amount for new plant and equipment expendi-
tures, offset by a decline of 300 million dollars in proceeds for working
capital purposes. Public utility companies (including telephone) ac-
counted for 52 percent of the new money financing, industrial and
miscellaneous firms for 38 percent, and railroad companies for 10

§ Where a security may have been exempted from registration for more than one reason, the security was
counted only once.



FIFTEENTH ANNUAL REPORT 9

percent. The volume of refinancing through new issues of securities
declined further to $777,000,000, compared with $1,136,000,000 in
the 1948 fiscal year and a peak volume of $5,310,000,000 for the 1946
fiscal year.” Refunding of outstanding bonds fell to $151,000,000,
the lowest amount for this purpose since the beginning of the series
in 1934. However, funds used for repayment of other debt, prin-
cipally bank loans, increased and amounted to $600,000,000 as com-
pared with $360,000,000 in the preceding fiscal year.

REGISTRATION STATEMENTS FILED

Four hundred and fifty-five registration statements were filed in
the 1949 fi.cal year covering proposed offerings in the aggregate
amount of $5,124,439,119.

Number and disposition of registration statements filed

PriortoJulyl,| July 1, 1948, to| Total as of
1948 June 30, 1949 | June 30, 1949

Registration statements:

Filed- - 7,588 455 8,043

13

Effective—net 6,258 1415 16,663

Under stop or refusal order—net__. .. _____...___... 182 0 182

Withdrawn 1,083 52 1,145

Pending June 30, 1948 == === 55 -

‘Pending June 30, 1949 .- 53
Aggregate dollar amount:

Asfiled_ $52,838, 232,030 | $5,124,439,119 | $57, 962, 671, 149

Aseffective..___ ... _|$48, 780, 336,063 | $5,333,362,000 | $54, 113, 698, 063

! Excludes 13 registration statements which became effective and were subsequently withdrawn.
2 10 registration statements which became effective prior to July 1, 1948, were withdrawn during the year
and are counted in the number withdrawn.

A long-range comparison shows that during the 5 years ended
June 30, 1949, 2,623 registration statements were filed covering pro-
posed financing In the aggregate amount of $29,792,518,627, or an
amount three times greater than that for the preceding 5 years, as
shown below:

Registration statements filed 1940-49

Fiscal year— Number Amount

1040__ 338 | $1,056,841,248
1041 e e e 337 | 8,412, 087,877
M 235 ] 1,825,433, 469
1043 == 150 959, 326, 793
B r———————————— 245 | 1,774,316,982

6 years ended June 30, 14— .o 1,305 | 9,928,008, 360
1945= P 400 | 4,182,726,108
Q46 . 752 | 7,401, 260, 809
1947 N 567 |  6,034,388,303
148 449 | 6,149, 704, 288
1gd T T i 455 | 5,124,439,119

& years ended June 30, 1949 : 2,623 | 29,7902, 618, 627

19 8ee appendix table 4 for statistics in greater detail as to the use of net proceeds from the sale of securities,
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Additional documents filed in the 1949 fiscal year related to Securities Act regisirations

Nature of document: Number
Material amendments to registration statements filed before the ef-

fective date of registration_.____ . ______ . __.__ R 706
Formal amendments filed before the effective date of registration for

the purpose of delaying the effective date._ ---c--n-- e mennaa 754

Material amendments filed after the effective date of registration_-_. 542

Total amendments to registration statements_-_---_-=-__-__ 2,002
Supplemental prospectus material, not classified as amendments

to registration statements_____________z-_.=t-_--_______-__ 1,063

Reports filed under sec. 15 (d) of the Securities Exchange Act of
1934 pursuant to undertakings contained in registration state-
ments under the Securities Act of 1933:

Annual reports_ - _ . ._____ . ___IIIIT._._I_._Z 744
Current reports_ . .. __________ e e 1,013
Total filings__ . 4, 822

EXEMPTION FROM REGISTRATION UNDER THE ACT

The Commission is authorized under section 3 (b) of the act to
provide, by rules and regulations, exemption from the registration
requirements for issues of securities whose aggregate offering price to
the public does not exceed $300,000.

The Commission has adopted five regulations pursuant to this
authority: Regulation A, a general exemption for small issues; regula-
tion A-R, a special exemption for notes and bonds secured by first
liens on family dwellings; regulation A-M, a special exemption for
assessable shares of stock of mining companies; regulation B, an
exemption for fractional undivided interests in oil or gas rights; and
regulation B-T, an exemption for interests in oil royalty trusts or
similar types of trusts or unincorporated associations.

The act originally imposed a maximum limit of $100,000 upon the
amount of an offering which the Commission was thus empowered to
exempt from registration until by amendment of the statute effective
May 15, 1945, this limit was raised to $300,000. Following this
amendment of the law, the Commission revised its regulation A
insofar as it applies to issuers (as distinguished from controlling
stockholders) so as to extend the general exemption from the registra-
tion requirements provided thereby up to the ceiling of $300,000.

Small offerings of securities may be made and sold to the public
pursuant to a section 3 (b) exemption on the basis of a less complete
disclosure than that required by the act in the case of a registered
security. For example, regulation A provides for the filing of a simple
letter of notification, containing limited information about the issuer
and the offering, with the appropriate regional office of the Commis-
sion, and provides further that the offering may be made five business
days thereafter.

It should be emphasized, however, that any exemption from regis-
tration permitted under section 3 (b) carries no exemption from civil
liabilities under section 12 for misstatements or omissions, or from the
criminal liabilities for fraud under section 17. For the proper en-
forcement of these sections, the conditions for the availability of the
exemptions provided under section 3 (b) include, with the exception
of regulation A-R, the requirement that certain minimum information
be filed with the Commission and that disclosure of certain information
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be made in sales literature, if any sales literature is used. While no
prospectus need be used, selling literature must be filed in advance
of its use.
Exempt Offerings Under Regulation A

There has been a marked increase in the amount of small financing
by means of offerings made under regulation A since the maximum
permissible amount of such an offering was tripled to $300,000 in
May, 1945. The striking character of this increase in offerings can
be noted in the following table:

Number of

Aggregate
. letters of f
Fiscal year— notification 05"'{“‘3
filed price

578 $38, 845, 803
1,348 181, 600, 155
1,513 210, 791,114

209, 485, 794
1,392 186, 782, 661

The figures for the 1949 fiscal year include 127 letters of notification
covering offerings aggregating $18,355,308 of securities of companies
engaged in some phase of the oil and gas business. This represents an
increase of about 25 percent in the number and 50 percent in the
dollar amount of these particular offerings over the 1948 year.

Of 1,389 letters of notification filed in ﬁe 1949 fiscal year (omitting
three that were incomplete and subsequently withdrawn), 726 covered
proposed offerings of $100,000 or less; 276 covered offerings of more
than $100,000 and less than $200,000; and 387 covered offerings of an
amount between $200,000 and $300,000. Issuing companies made
1,238 of these offerings, stockholders made 142, and both issuers and
stockholders made the remaining 9. Commercial underwriters were
employed to handle 396 of the offerings, officers and directors or other
persons not regularly engaged in the underwriting business marketed
195, and no underwriter was used in connection with the remaining 798.

The Commission’s procedure for making an exempt offering under
regulation A is simple. All that is necessary is to file the prescribed
letter of notification and such sales literature as the offeror intends to
employ with the appropriate regional office of the Commission five
business days before the offering is to be made. In processing by the
Commission this material is examined in the field and reviewed by the
staff at the Commission’s headquarters. This review involves a search
for pertinent information in the Commission’s extensive files and an
examination to determine whether the exemption provided by the
regulation is applicable to the particular case and whether the infor-
mation filed discloses any violation of any of the acts administered by
the Commission. The results of this review are made available
promptly to the regional office. The Commission also follows the
practice of cooperating with the proper local authorities in the states
in which the securities are proposed to be offered by furnishing them
significant data about the proposed offering.

Exempt Offerings Under Regulation A-M

During the 1949 fiscal year the Commission received and examined

four prospectuses covering an aggregate offering price of $375,000 for
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assessable shares of stock of mining corporations exempt from regis-
tration under this regulation.
Exempt Offerings Under Regulation B—O0il and Gas Securities

To help deal with the special problems arising in oil and gas financing
the Commission maintains a specialized unit in its central office. 'This
unit not only administers regulation B but also gives technical help
and advice with regard to offerings of oil and gas securities under other
provisions and rules of the Securities Act. Where oil and gas securi-
ties are significant in the portfolio of broker-dealers undergoing inspec-
tion by the staff of the Commission, inspection reports are submitted
to this unit for advisory assistance. Last year, in addition to its
examination of 85 offering sheets filed under regulation B, this unit
was called upon to render technical advisory assistance in connection
with the examination of 127 letters of notification filed under regula-
tion A covering securities of companies engaged in various phases of
the oil and gas business; 54 registration statements and 58 amendments
thereto; and 33 broker-dealer inspection reports. It assisted also in
the examination of 7 applications for registration of securities on ex-
changes, 3 filings of proxy soliciting material, and 1 annual report on
Form 1-MD, under the Securities Exchange Act of 1934, all raising
some technical problem concerning oil and gas securities.

As a further means of coordinating its work dealing with the sale of
oil and gas securities, the Commission maintains a petroleum geologist
in Tulsa, Okla. This field officer is a source of up-to-date information
on wells and tracts located in the Mid-Continent and Coastal regions.
He not only makes examinations of actual tracts involved in specific
invest%ations conducted by the central or various of the regional offices
of the Commission, but also conducts a considerable amount of research
pertaining to oil and gas production and development for use of the
staff charged with examining offering sheets filed under regulation B
and sales literature filed for the information of the Commission under
regulation A.

The oil and gas unit maintains an extensive reservoir of pertinent
information about various companies and wells now consisting of
between 30,000 and 40,000 catalogued items. This information comes
generally from all the oil-producing states in the United States,
Canada, and Mexico and, in as yet a more limited way, from other
oil-producing countries throughout the world.

The Commission’s examination and investigative procedures are
designed to protect investors in oil and gas securities, while saving
needless time, effort and expense for all parties concerned, by avoiding
insofar as possible any necessity to resort to legal proceeding. Most
problems are disposed of directly and informa%ly in the ,ﬁjd before
they would mature into litigation.

During the past 5 years the Commission has participated in only
17 oil and gas investigations which have led ultimately to court
convictions or injunctions; and there have been only 204 preliminary,
informal, and formal oil and gas investigations during this period.

As we have noted, examination of letters of notification and related
sales literature filed under regulation A is concerned with aiding the
Commission in the enforcement of section 17 of the act. Often the
information needed for such examination does not require the expense
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of a field trip but merely a reference to the technical files alread
catalogued by the Commuission’s oil and gas unit, or consultation wit.
experts in other agencies of the Government. In a typical case, the
Tulsa representative of the Commission, through his personal local
contacts in the industry and expert information on most producing
areas in the Mid-Continent and Rocky Mountain fields, is able to
take any action indicated before the expiration of the five business
days of waiting provided under the regulation before the securities
may be sold. Where, for example, sales literature filed with the Den-~
ver regional office appears to be misleading, that office sends a copy
immediately to the Tulsa office. If the material is found to be untrue
or misleading, a report to that effect is communicated to the originating
office before the waiting period has expired, so that the offerors may be
informed and thus enabled to correct their sales literature before 1t is
distributed to the public. Since sales campaigns of many of the
regulation A issues extend over a period of many months, with new
sales appeals being prepared for such issuance under the regulation
sometimes as often as once every week or 10 days, these technical
examinations and reports have become increasingly numerous and
continuous. As evidence of the growth in this particular work, it
may be noted that in the 1948 fiscal year the Tulsa Office prepared
a total of 89 technical memoranda and investigative reports, of which
20 related to sales literature filed under regulation A, whereas last
year the corresponding total had increased to 136, of which a very
much larger number, 84, related to such sales data.

The exemption from registration provided by regulation B for
fractional undivided interests in oil or gas rights is limited to a maxi-
mum aggregate offering price of $100,000. Regulation B requires
that an offering sheet be filed with the Commission summarizing
pertinent information regarding the security being offered. In the
1949 fiscal year a total of 85 such offering sheets, and 76 amendments
thereto, were received and examined by the Commission. The follow-
ing actions were taken on these filings:

Various actions on filings under regulation B:

Temporary suspension orders (rule 340 (@) - - oo ... 28
Orders terminating proceedings after amendment________________________ 17
Orders consenting to withdrawal of offering sheet and terminating proceeding. 2
Orders terminating effectiveness of offering sheet (no proceeding pending) . 1
Orders accepting amendment of offering sheet (no proceeding pending)_____ 30
Orders consenting to withdrawal of offering sheet (no proceeding pending)__. 1

Total orders_ . - el 79

Confidential written reports of sales under regulation B.—The Com-
mission also received and examined during the 1949 fiscal year 1,262
confidential written reports of actual sales made under regulation B
and filed on Forms 1-G and 2-G, in the aggregate amount of $460,935.
The reports are required pursuant to rules 320 (a) and 322 (c¢) and (d)
of regulation B concerning sales made by broker-dealers to investors
and by dealers to other dealers. Where examination of these reports
indicates that a violation of the law may have occurred, the Com-
mission makes an investigation or takes such other action as may be
deemed appropriate.

uring the past 5 years the proportion of nonproducing interests
offered for sale under regulation B has more than doubled. These
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nonproducing interests accounted for 22 percent of total regulation B
filings in the 1945 fiscal year and for 55 percent of the total filed last
year in the 1949 fiscal year. ) ) L ) )

0il and gas investigations.—Nineteen new investigations involving
oil and gas securities were instituted by the Commission in the 1949
fiscal year and 25 such cases closed. This brought the total current
during the year to 150 and the number pending at the close of the year
to 125. Most of these investigations, conducted by the regional
offices and reviewed by the technical staff of the central office, arise
out of complaints from investors to the Commission. They are under-
taken primarily to determine whether the transactions in question
were effected in violation of section 5, which requires registration, and
of section 17, which prohibits fraud in securities transactions.

As a result of the evidence developed in some of these oil and gas
investigations the Commission has filed complaints in the courts seek-
ing injunctions restraining violations of the law, and has cooperated
with the Department of Justice in undertaking criminal prosecutions
where the facts warrant such action. During the 1949 year two per-
sons were enjoined from violations of the registration provisions of the
Securities Act and another was enjoined from further violations of the
antifraud provisions of the act in the sale of oil and gas securities. In
the same period indictments were secured in two cases developed by
the staff, charging violations of these antifraud provisions, and one
defendant whose transactions had previously led to his indictment for
such offense was last year sentenced to imprisonment for 2 years.

FORMAIL ACTIONS UNDER SECTION 8

The purpose of the Commission’s informal procedures in processing
registration statements is to get registration statements which comply
with the requirements of the act before the statements become effec-
tive. In almost all cases conference and comment by letter are suffi-
cient both for the needs of the registrant and for the adequate protec-
tion of investors. It is sometimes necessary, however, for the Com-
mission to exercise its powers under section 8 in order to prevent s
registration statement from becoming effective in deficient or mislead-
ing form or to suspend the effectiveness of a registration statement
which has already become effective.

Under section 8 (b) the Commission may institute proceedings to
determine whether it should issue an order to prevent a registration
statement from becoming effective. Such proceedings are authorized
if the registration statement as filed is on its face inaccurate or incom-
plete in any material respect. Under section 8 (d) proceedings may
be instituted at any time to determine whether the Commission should
issue a stop-order to suspend the effectiveness of a registration state-
ment if it appears to the Commission that the registration statement
includes any untrue statement of a material fact or omits to state any
material fact required to be stated or otherwise necessary to make the
statements included not misleading. Under section 8 (e¢) the Com-.
mission may make an examination to determine whether to issue a
stop-order under section 8 (d).

Examinations under section 8 (¢) may be held in public, or the
record may be made public after the close of the hearing. However,



FIFTEENTH ANNUAL REPORT 15

to insure that no injury shall be done to a registrant by means of bad
publicity if the examination should reveal no violation of the law, the
Commission makes it a practice to hold such examinations prelim-
inarily in private. On the other hand, all stop-order proceedings
under section 8 (d) are held in public.

Examinations under Section 8 (e)

At the beginning of the past year one private examination under
section 8 (e) was pending and three were authorized during the year.
The examinations were discontinued and the registration statements
withdrawn in two cases and stop-order proceedings were authorized
in a third case. The registration statement was withdrawn and the
ieclsord of examination was made public in the fourth case, described

elow:

The First Guardian Securities Corporation—File No. 2-7664.—The
company filed a registration statement proposing the sale of nearly
$2,000,000 of preferred and common stocks. The information con-
tained in the registration statement indicated a willful attempt to dis-
tort descriptions of both the business of the company and the back-
ground of the company’s promoters, who were also its principal officers
and stockholders.

The prospectus stated: (1) That the company would deal in securi-
ties for the purpose of investment and trading and that funds not so
used would, up to 50 percent of the company’s assets, be used for
making collateral or factoring loans or for any other types of profitable
opportunities; (2) that during its period of operations the company
had invested 1ts money principally in collateral loans and had, in one
case, charged the borrower a factoring rate of 2 percent a month,
implying that this was the maximum rate; (3) that the management
planned to operate the company in such manner as to enable it to
qualify under section 361 of the United States Internal Revenue Code
as a regulated investment company, which would entitle it to certain
tax benefits; (4) that the company intended to pay a dividend on
Common Stock of 20 cents per (iua,rter and that initially the dividend
would be paid from capital surplus; and (5) that the company did not
intend to invest in real estate.

The prospectus also sought to convey the impression that the pro-
moters had extensive business experience. In describing their experi-
ence the prospectus stated that ‘“after successfully accumulating
sufficient capital’”’ they “organized a distributing agency for soft
beverages during 1929;” that ‘“they subsequently organized” a com-
pany “for the manufacture of textiles and integrated products from
the raw yarn through a nationwide retail distribution;” and that
“during 1943 and 1944 they liquidated their operations in the textile
field and principally engaged in trading and investing in stocks, bonds
and debentures for their own account and for the account of the
members of their immediate family.”

Investigation disclosed that the registration statement was in fact
false and misleading. For example, the investigation disclosed that,
contrary to the statements contained in the prospectus: (1) The policy
of the registrant would be to place its monies primarily in collateral
loans, which would be generally secured by non-liquid collateral such

862940—50——3
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as second mortgages on real estate, personal endorsements, chattel
mortgages and shares of stock of privately owned corporations, and
that the promoters had little experience in making such loans; (2) the
company received fees and interest on collateral loans at rates as high
as 12 percent a month; (3) the normal operations of the company
would be such that it could not claim the tax benefits made available
by section 361 of the Internal Revenue Code; (4) assuming that it sold
aﬁ of the shares of stock offered, the company could not meet its stated
dividend policy of 20 cents a quarter on the common stock payable
out of earnings unless gross earnings were at least 15 percent on its
capital, and that by reason of the asset coverage required with respect
to the preferred stock by provisions of the Investment Company Act
it could not pay such dividend out of capital surplus for more than 2
years at the most; and (5) the company did in fact intend to investin
real estate. Furthermore, the investigation disclosed that the finan-
cial statements included in the registration statement were certified
by an accountant who owned shares of stock of the company during
part of the period covered by the audit. The independence of the
accountant was questioned for this reason.

Regarding the experience of the promoters, the investigation dis-
closed that the beverage business in which they had engaged consisted
of the sale of soft drinks to factory workers when they were still no
more than 13 years of age. The company which was engaged in the
business of “manufacturing textiles and integrated products from the
raw yarn through a nationwide retail distribution” was in fact a small
enterprise engaged for the most part in the business of selling ladies’
blouses. The reference to their trading in securities was no less mis-
leading. It sought to convey the impression that they had experience
in trading in securities but did not show the results of their experience.
The investigation disclosed that during the period referred to in the
prospectus the promoters traded extensively in securities and suffered
a net loss as a result of their operations.

Subsequent to the investigation the Commission granted the com-
pany’s request to withdraw the registration statement. At the same
time the Cominission ordered that the investigation pursuant to sec-
tion 8 (e) be made public.

Stop-Order Proceedings under Section 8 (d)

Three stop-order proceedings were authorized in the 1949 fiscal
year and public hearings were held in the cases during the year. In
one case the registration statement was withdrawn and the proceedings
d}ilsmissed. The remaming two cases were pending as of the close of
the year.

American Oil Ezplorers Inc.—File No. 2-7886.—This company,
newly organized for the purpose of engaging in speculative oil explora-
tion, filed a registration statement on March 17, 1949, covering
5,000,000 shares of its 1-cent par value common stock to be offered to
the public at & purported price of $1 per share, for an aggregate of
$5,000,000. At the time the registration statement wasfiled the com-
pany’s entire capital amounted to $1,000. Each purchaser of stock
was to receive a paid-up life insurance policy in an amount equal to
the price of the total number of shares purchased by each shareholder,
but not less than $250 nor more than $2,000 for any one investor.
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Such policy was to be purchased by the company from a specified
insurance company for a single stated premium, the amount of which
would vary with the age of the particular investor.

On April 5, 1949, the Commission ordered the institution of stop-
order proceedings under section 8(d), alleging misstatements and
omissions to state material facts in regard to numerous items of re-
quired information. Issue was taken, among other things, with the
misleading nature of the proposed offering which combined life in-
surance and a speculative stock in one package. The company
represented in the prospectus that by applying a major part of the
proceeds from the sale of the issue to the purchase of fully paid-up
life insurance having a face amount equal to the sum paid by investors,
the scheme would provide investors with long-range protection against
loss of the capital invested in the speculative program of oil explora-
tion. The Commission attacked this deliberate attempt to imply the
absence of risk in an investment in this highly speculative venture,
since life insurance alone could have been bought elsewhere for the
same or a lower premium without the need of subjecting a substantial
amount of additional money to the hazards of the promoters’ enter-
prise.

A second issue raised was the legality of a combined offering of life
insurance with stock under pertinent State law. Additional issues
included: (1) The accuracy and adequacy of the disclosures regarding
the insurance company; (2) the failure to disclose properly the rela-
tionship between the registrant and another company, controlled by
the registrant’s promoters, which was to provide management ad-
visory services; (3) the nature of the emoluments the promoters
would receive through such arrangement; and (4) the failure to state
that the price of the shares would vary as between investors by reason
of the fact that a portion of the amount paid in, variable with the age
of each investor, was to be invested in life insurance, and the resulting
balance, representing the actual price of the stock, would differ materi-
ally for different purchasers.

After the Commission’s order for a public hearing was issued, the
registrant filed a request for withdrawal of its registration statement
and no sale or offering of the securities was made. The request was
granted by the Commission on April 19, 1949,

DEFICIENCIES DISCOVERED IN EXAMINATION OF
REGISTRATION STATEMENTS

The examination of registration statements during the waiting
period brings to light many deficiencies in the registration statements
which would, if undiscovered, be published an