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FOREWORD

This is the 19th Annual Report of the Securities and Exchange
Commission to the Congress summarizing the work of the Commis-
sion during the fiscal year July 1, 1952, to June 30, 1953. Occasional
references are made for the sake of completeness to developments
after June 30, 1953.

During this period the Commission was composed of Donald C.
Cook, Chairman (resigned June 17, 1953); Richard B. McEntire
(resigned June 1, 1953); Paul R. Rowen; Clarence H. Adams; J.
Howard Rossbach (resigned February 14, 1953); the present Chair-
man, Ralph H. Demmler, took office June 17, 1953.

Following the period covered by this report Commissioners J.
Sinelair Armstrong and A. Jackson Goodwin, Jr. took office July
16, 1953.

xt
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COMMISSIONERS
Ralph H. Demmler, Chairman

Chairman Demmler was born in Pittsburgh, Pa. on August 22,
1904 and has been a lifelong resident of that city. Chairman Demm-
ler received an A. B. degree from Allegheny College in 1925 and an
LL. B. degree from the Law School of the University of Pittsburgh
in 1928. He was admitted to the Pennsylvania bar in 1928 and
thereafter specialized in corporate and banking law. Between 1928
and 1930 he was associated with C. E. Theobald, Esq. and between
1930 and 1938 with the firm of Watson & Freeman. He was a part-
ner in the firm of Hirsch, Shumaker, Demmler & Bash from 1938 to
1941. Between 1941 and 1943 he served as trust officer of Common-
wealth Trust Company of Pittsburgh. Between 1943 and 1953 he
was associated with the firm of Reed, Smith, Shaw & McClay, having
been a partner in that firm since 1948. On June 17, 1953, he took
office as a member of the Securities and Exchange Commission for a
term of office expiring June 5, 1957 and was designated Chairman of
the Commission by the President.

Paul R. Rowen

Commissioner Rowen was born in Brighton, Mass., October 7, 1899.
He received an A. B. degree from Georgetown University in 1921,
attended Harvard Law School from 1921 to 1924, received an LL. B.
degree from Boston University Law School in 1925, and was admitted
to the Bar of Massachusetts in 1926. From 1926 to 1932 Mr. Rowen
was engaged in the general practice of law in Boston. From 1932 to
1936 he served successively as assistant district attorney in Boston, as
assistant counsel, regional litigation attorney, N. R. A., in Wash-
ington, D. C., and as legal consultant, Federal Coordinator of Trans-
portation, in Washington, D. C. In 1936 Mr. Rowen became a
member of the staff of the Commission at its office in Washington,
D. C., and served as an attorney on the staff until 1939. There-
after, Mr. Rowen was appointed regional administrator of the Com-
mission’s Boston regional office and served in that capacity for over
6 years. On May 28, 1948, he took office as a member of the Secu-
rities and Exchange Commission and on June 14, 1950, was reappointed
for a term of office ending June 5, 1955.

Clarence H. Adams

Commissioner Adams was born in Wells, Maine, on November 1,
1905, and resides in Bloomfield, Conn. In 1925 he moved to Con-
necticut where he entered the investment banking business. In
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COMMISSIONERS XV

1931 he organized the securities division of the Banking Department
and became the first Securities Administrator of Connecticut, responsi-
ble for the administration of the Connecticut Securities Act, which
position he held until 1950. In 1945 he served as President of the
National Association of State Securities Administrators. His business
background includes membership in an investment banking firm in
Hartford, and he headed a lending institution in that city. On May 8,
1952, he took office as a member of the Securities and Exchange Com-
mission for a term of office expiring June 5, 1956.

J. Sinclair Armstrong

Commissioner Armstrong was born in New York City on October 15,
1915, and resides in Chicago, IIl. He received an A. B. degree from
Harvard in 1938 and an LL. B. degree from the Harvard Law School
in 1941, being admitted to practice in Illinois in that year. Between
1941 and 1945 he was associated with the firm of Isham, Lincoln &
Beale. After approximately 1% years military service he returned
to that firm, becoming a partner in 1950. On July 16, 1953, he took
office as a member of the Securities and Exchange Commission for
a term of office expiring June 5, 1958.

A. Jackson Goodwin, Jr.

Commissioner Goodwin was born in Anniston, Ala. on October 18,
1911 and resides in that city. He received an A. B. degree from
Princeton University in 1934 and an M. B. A. degree from Harvard
Business School in 1936. Between 1936 and 1940 he was associated
with the investment banking firm of Dillon, Read & Co. Between
1946 and 1952, after 5 years military service during which, among
other duties, he served as an assistant and aide to Undersecretary of
War Robert P. Patterson and in the European Theater of Operations
as a Lieutenant Colonel, became associated with the Anniston Na-
tional Bank of Anniston, Ala., as vice president and director. In
1952 and 1953 he was a Director of the Federal Reserve Bank of
Atlanta, Birmingham Branch, and a Director of the Life Insurance
Company of Alabama. On July 16, 1953, he took office as a member
of the Securities and Exchange Commission for a term of office expiring
June 5, 1954,






PART 1
ADMINISTRATION OF THE SECURITIES ACT OF 1933

The Securities Act of 1933 is designed to provide disclosure to
investors of material facts concerning securities publicly offered for
sale by use of the mails or other instrumentalities of interstate com-~
merce, and to prevent misrepresentation, deceit or other fraudulent
practices in the sale of securities. Disclosure is obtained by re-
quiring the issuer of such securities to file with the Commission a
registration statement, and related prospectus, containing significant
information about the issuer and the offering. These documents are
available for public inspection as soon as they are filed. In addition
the prospectus must be furnished to the purchaser at or before delivery
of the security. The contents of the registration statement are the
primary responsibility of the issuer and the underwriter; the Com-
mission has no authority to dictate or control the nature or quality
of a security to be offered for public sale or to approve or disapprove
its merits or the terms of its distribution.

DESCRIPTION OF THE REGISTRATION PROCESS

The Registration Statement and Prospectus

Any security proposed to be publicly offered may be registered
by filing with the Commission a registration statement on the ap-
propriate form. The Commission has adopted several such forms
designed to disclose appropriately for the class of issues involved the
types of information prescribed in Schedule A of the Act. In general
these forms must reveal the names of persons who exercise control
and direction of the business enterprise; their security holdings,
remuneration, options, and bonus and profit-sharing privileges; the
character and size of the business; financial statements, certified by
independent accountants; the capital structure; underwriters’ com-
missions; pending or threatened legal proceedings; and the purpose
to which the proceeds of the offering are to be applied. The pro-
spectus constitutes part of the registration statement and summarizes
the more important items of the registration statement proper.
Examination Procedure

The Commission is charged with responsibility of preventing the
sale of securities to the public on the basis of inaccurate or incom-
plete information. The staff of the Division of Corporation Finance
examines each registration statement for compliance with the stand-
ards of disclosure and usually notifies the registrant by an informal
letter of comment of any material respect in which the statement
apparently fails to conform to these requirements. The registrant is

279900—54——2 1



2 SECURITIES AND EXCHANGE COMMISSION

thus afforded an opportunity to file an amendment before the state-
ment becomes effective. In addition, the Commission has power to
issue, after notice and opportunity for hearing, an order suspending
the effectiveness of a registration statement. No such orders were
issued during the 1953 fiscal year.

Effective Date of Registration Statement

Because speed in the processing of a registration statement is im-
portant to industry, the Commission completes its analysis in the
shortest possible time consistent with the public interest.

Congress provided for a lapse of 20 days in the ordinary case be-
tween the filing date of a registration statement and the time it may
become effective. The waiting period is designed to provide investors
with an opportunity to become familiar with the proposed security
before it is offered to them. In order to achieve this objective im-
mediately upon the filing of a registration statement the information
therein is made available by the Commission to representatives of
financial news services, financial writers, and newspapers generally,
who disseminate such information to the public.

The Commission is empowered to accelerate the effective date so
as to shorten the 20-day waiting period where the facts justify such
action. In exercising this power, the Commission is required by the
statute to take into account the adequacy of the information already
available to the public, the complexity of the particular financing,
and the public interest and protection of investors.

Time Required To Complete Registration

The median time which elapsed between the filing and the effective
date for the 596 registration statements that became effective during
the 1953 fiscal year was 23 days, divided among the three prineipal
stages of the registration process approximately as follows: (a) from
date of filing registration statement to date of letter of comment, 12
days; (b) from date of letter of comment to date of filing first material
amendment, 6 days; and (c) from date of filing first amendment to
date of filing final amendment, 5 days.

VOLUME OF SECURITIES REGISTERED

The amount of securities effectively registered during the 1953
fiscal year was $7,507,000,000, the second largest amount for any
fiscal year since securities have been registered with the Commission,
the high being $9,500,000,000 in the 1952 fiscal year.! Figures are
presented below on the volume of registrations for each fiscal year
since 1944 and the extent to which these registrations were for cash
sale for account of issuers. More detailed information for fiscal year
1953, including monthly figures, is given in table 1 of the Appendix.

1 A discussion of all securities offerings, including issues registered under the Securities Act of 1933 and

unregistered issues, appears on pages 115-17 of this report, while statistical data thereon appear in tables
2-4 of the Appendiy, - T



NINETEENTH ANNUAL REPORT 3

Effective registrations !

X For cash sale for account of issuers
Fiscal year ended June 30 ‘g};{iﬁ
Total Bonds Preferred | Common
1953._. $7, 507 $6, 328 , 093 $424 $2, 808
1952 .. ... 9, 500 7,529 3, 346 851 3,332
B L ) 6, 459 5,169 2,838 427 1, 904
1950. .. 5,307 4,381 2,127 468 1,786
1949-—C . - 5,333 4,204 2,795 326 1,083
1948-— 6, 405 5,032 2,817 537 1,678
1947 6, 732 4,874 2,937 787 1,150
1946 =< ppnn 7,073 5,424 3,102 991 1,331
1945__ 3,225 2,715 1,851 407 456
1944C == 1,760 1,347 732 343 272

1 Figures in millions of dollars. Bonds include face-amount certificates. Common stock includes certifis
«cates of participation. Earlier years are shown on p. 5 of the 16th Annual Report.

Number of Statements

The amount registered in the 1953 fiscal year was represented by
593 statements covering 775 issues, compared with 635 statements
covering 881 issues during the previous fiscal year. The number of
statements differs slightly from that shown on page 5, as explained
in table 1 of the Appendix, note 2.

“Type of Registration

Of the dollar amount of securities registered in the 1953 fiscal year,
84.3 percent was for cash sale for account of issuers, 2.3 percent was
for cash sale for account of others than issuers, and 13.4 percent was
-for other than cash sale. Comparative figures for the 1953 and 1952
fiscal years are as follows: ’

Regstered for 1953 1952
‘Cash sale for account of issuers_..______.___ $6, 325, 580, 000 $7, 529, 287, 000
Cash sale for others than issuers.___._______ 172, 433, 000 209, 673, 000
Other than cash sale__ . _________________ 1, 008, 804, 000 1, 760, 623, 000
TObA) - - e e e 7,506, 817, 000 0, 400, 583, 000
Type of Industry

Securities registered for cash sale for account of issuers classified
according to industry of issuer are shown in order of magnitude in
fiscal year 1953 with comparable figures for 1952:

1958 1952

Financial and investment_____.____________ $2, 151, 970, 000 $1, 553, 637, 000
Electric, gas and water-_______________.___ 2,042,795, 000 2, 246, 560, 000
Manufacturing. . _________._____ 1, 461, 637,000 1, 819, 300, 000
Transportation ! and communication_____.. 376,124,000 1, 536, 633, 000
Foreign government_ . . ___.___.__________ 102, 886, 000 166, 141, 000
Extractive_ . .o 96, 199, 000 131, 993, 000
Merchandising -« « oo oo o= 81, 150, 000 59, 825, 000
SerViCe o oo e 5, 351, 000 9, 800, 000
Construetion..._ ... 4, 552, 000 2, 948, 000
Realestate. ... 2, 915, 000 2, 450, 000

Total oo eeeae 6, 325, 580, 000 7, 529, 287, 000

1 Does not include issues, primarily railroad securities, subject to Interstate Commerce Commission
-filings and therefore exempt from registration,



4 SECURITIES AND EXCHANGE COMMISSION

Type of Offering

About 64 percent of the securities registered for cash sale for
account of issuers in the 1953 fiscal year were to be sold through
investment bankers pursuant to agreements to purchase for resale.
Over 26 percent were to be sold on a best-efforts basis. The term
“best-efforts’” as used here means all offerings through investment
bankers other than through agreements to purchase for resale. The
remaining 10 percent were to be sold directly by issuers to investors.
Comparative figures follow:

Through investment bankers: 1958 1852
Under agreements to purchase for resale. $4, 029, 756, 000 $4, 373, 737, 000
On ‘“‘best~efforts” basis_.____________ - 1,654,290,000 1,390,517, 000
By issuers to investors- - oo . oo __.____ - 641, 533, 000 1, 765, 034, 000
Total - - oo .. - 6,325,580,000 7,529, 287, 000

Investment Companies

Data on securities registered for cash sale by investment com-
panies, although included with data on all securities registered for
cash sale, are presented here separately. This group of securities
amounted to $1.6 billion in the 1953 fiscal year and $1.4 billion in the
1952 fiscal year. The registrants of these securities are divided into
three main categories: (1) Open-end companies, (2) closed-end
companies, and (3) issuers of unit and face-amount certificates.
Comparative data for the 2 years are shown:

1958 1952
Management open-end companies_..._..__ - 81,112, 893,000 81,079, 261, 000
Management closed-end companies_ .._.__ - 35, 851, 000 20, 559, 000
Unit and face-amount certificate companies. 458, 368, 000 274, 515, 000
Total_ oo 1, 607, 112,000 1, 374, 335, 000

Purpose of Issue

About 64 percent of the net proceeds of the securities registered
for cash sale for account of issuers was for new money purposes,
including plant, equipment and working capital. Almost 6 percent
was for retirement of debt and preferred stock. Over 28 percent
was for the purchase of securities, principally by investment com-
panies. The remaining 2 percent was mainly for foreign governments.
The figures are shown in detail in Appendix table 1, part 3.

REGISTRATION STATEMENTS FILED

During the 1953 fiscal year, 621 registration statements were filed
covering aggregate offerings of $7,399,059,928, compared with 665
statements covering an aggregate of $9,045,035,056 in the 1952 fiscal
year. The 621 statements filed in 1953 included 152, or 23 percent,
by companies which had not previously registered securities under
the statute.
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Particulars regarding the disposition of all registration statements
filed are summarized below.

Number and disposition of registration stalemenis filed

Prior to July 1, 1952 to Total as of
July 1, 1952 June 30, 1953 June 30, 1853

Registration statements:

Filed 9,748 621 10, 369

Effective-net. 8, 250 1 596 28,85

Under stop or refusal order-net...._..___...... 184 0 184

‘Withdrawn 1,233 26 1,259

Pending at June 30, 1952 ______ . ________. 72 j---

Pending at June 30, 1953 73

Total__ 9,748 | ceeeeae 10, 369

Aggregate dollar amount:

As filed $78, 600, 187, 638 $7, 399, 059, 928 $85, 999, 247, 566

As effective_ 75,399, 791, 494 7, 506, 817, 000 82, 906, 608, 494

1 This figure does not include three registration statements which were withdrawn after becoming effec-

tive during the current year: . . .,
3 This figure does not include two registration statements which became effective prior to July 1, 1952 and
were withdrawn during the current year as they are counted mn the total number withdrawn (26).

Additional documenls filed in the 1953 fiscal year under the Act

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

effective date of registration_ - ____ . _____.. 1,114
Formal amendments filed before the effective date of registration for

the purpose of delaying the effectivedate ... .. ____________._ 839
Material amendments filed after the effective date of the registration

statement - — _ o 757

Total amendments to registration statements_ _ ... __._____.__ 2,710
Supplemental prospectus material, not classified as amendments to

registration statements_ _ . __ o _.__ 1,277

EXEMPTION FROM REGISTRATION UNDER THE ACT

The Commission is authorized under section 3 (b) of the Act to
adopt rules providing exemptions from the registration requirements
for security offerings not exceeding a maximum of $300,000. The
Commission has adopted six types of exemptions of small offerings,
including the exemption provided in new Regulation D made effective
toward the close of the 1953 fiscal year, as enumerated below:

Regulation A. General exemption for small issues up to $300,000 for issuers
(limited to $100,000 for controlling stockholders).

Regulation A-R. Special exemption for notes and bonds secured by first liens
on family dwellings or commereial property up to $100,000.

Regulation A-M. Special exemption for assessable shares of stock of mining
companies up to $100,000.

Regulation B. Exemption for fractional undivided interests in oil or gas rights
up to $100,000.

Regulation B-T. Exemption for interests in oil royalty trusts or similar types
of trusts or unincorporated associations up to $100,000.

Regulation D. Exemption for Canadian securities up to $300,000 for issuers
(limited to $100,000 for persons other than issuers).
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For a description of changes made during the year in certain of
these regulations reference is made to the discussion under Changes.
in Rules, Regulations, and Forms appearing below.

Exemption from registration does not carry exemption from the
civil Habilities for material misstatements or omissions imposed by
section 12 or from the criminal liabilities for fraud imposed by section 17.

During the 1953 fiscal year the exemptions most frequently sought
were those provided by Regulations A and B, which call for a brief
disclosure of pertinent information which is far less complete than
that prescribed by the Act for a registered security. Under the re~
vised Regulation A, the issuer must file with the nearest regional
office of the Commission, 10 days prior to the offering, a notification
on Form 1-A, and a brief offering circular containing certain basic
minimum information, including financial data, which may be un-
certified. Under Regulation B an offeror must file with the central
office of the Commission, eight days prior to the offering, an Offering
Sheet containing the prescribed basic information. Any sales litera-
ture must be filed in advance of its use.

Exempt Offerings under Regulation A

During the 1953 fiscal year 1,528 notifications were filed under
Regulation A to cover proposed offerings of $223,350,026, compared
with 1,494 notifications covering proposed offerings of $210,672,596
in the 1952 fiscal year. Included in the 1953 totals are 235 notifica-
tions covering stock offerings of $38,797,997 with respect to com-
panies engaged in the oil and gas business. In addition there were
filed 1,562 amendments and 2,199 copies of sales literature.

For 1,521 of these small offerings, information is available to show
their size, sponsorship, and particulars regarding the underwriting, if
any. Thus, 746 covered offerings of $100,000 or less, 257 over
$100,000 but not over $200,000, and 518 over $200,000 but not over
$300,000. Issuers made 1,287 of the offerings, stockholders 227, and
issuers and stockholders jointly the remaining 7. Less than half,
scattered through all size groups, or 686, were underwritten, mostly
by commercial underwriters who marketed 608. Officers, directors
or other persons not regularly engaged in the underwriting business
handled the remaining 78.

Exempt Offerings under Regulation A-M

During the year five prospectuses were filed under Regulation A-M
covering assessable shares of stock of mining companies having an
aggregate offering price of $199,170. All were filed in the Seattle
Regional Office.

Exempt Offerings under Regulation B—O0il and Gas Securities

During the 1953 fiscal year 126 offering sheets and 31 amendments
thereto were filed with the Commission under Regulation B. These
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filings were examined by a specialized Ol and Gas Unit which col-
laborates with the staff of the Commission generally in the solution
of the technical and complex problems peculiar to oil and gas securi-
ties. The following formal actions were taken with respect to the
filings under Regulation B.

Action taken on filings under Regulation B

Temporary suspension orders—Rule 340 (&) __._____________________ 6
Orders terminating proceedings after amendment. . ________________._ __ 4
Order consenting to withdrawal of offering sheet and terminating proceed-

IO e ceceemcce e 1
Orders terminating effectiveness of offering sheet. ... __________________ 3
Orders accepting amendment of offering sheet (no proceeding pending).._ 24
Order consenting to withdrawal of offering sheet (no proceeding pending). 1

Total number of orders._ . __ L .. 39

Confidential reports of sales.—As an ald in determining whether
violations of law have occurred in the marketing of securities exempt
under Regulation B, the Commission obtains confidential reports of
actual sales made pursuant to such exemaption. During the 1953 fiscal
year, 2,389 such reports covering aggregate sales of $1,678,898, were
filed.

DISCLOSURE PROBLEMS IN EXAMINATION PROCESS

Following are a few examples of disclosure problems arising in the
examination of registration statements during the 1953 fiscal year.

Latent defect in seller’s title to interests in o0il or gas rights—The
issuer, an individual, filed a registration statement under which he
proposed to offer participating interests in the production of two wells
which were being drilled for the production of gas. The prospectus
stated that the issuer had exclusive drilling rights to certain property
and merchantable title to the gas and petroleum to be conveyed to
purchasers of the interests. It was not disclosed that the issuer had
purportedly acquired the rights to be transferred by assignment from
another person, who held them under an agreement which provided
that neither the agreement nor any privilege thereunder could be
transferred without the consent of the grantor, and that the grantor
had refused to consent to such assignment. In a letter of comment
the Division of Corporation Finance took the position that the pro-
spectus should disclose these facts. Following discussions between
the Division's stafl and representatives of the issuer the registration
statement was withdrawn.

Ezcessive reserve estimates of oil and gas gfferors—Separate registra-
tion statements filed by an oil company and a gas company were
.alike in that both contained estimates of reserves which appeared to
be unreasonably high on the basis of an analysis made by the Com-
mission’s petroleum engineer. The registration statement of the
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crude oil producer, as originally filed, stated the company had an
estimated total of 3,081,516 barrels of crude oil from its present wells,
its undrilled locations, and secondary recovery methods not currently
in successful operation. By amendment the portion of reserves
allocable to secondary recovery methods was deleted and the other
reserves were reduced, showing a revised total estimate of 1,032,189
barrels.

The registration statement of the gas company, as originally filed,
stated that the company had consolidated net natural gas reserves
of 267,276,707,000 cubic feet and natural gas liquid reserves of
2,322,220 barrels. After receipt of the staff’s comments the company
filed an amendment revising those overall natural gas reserves to
134,000,000,000 cubic feet and 848,000 barrels, respectively.

Misleading summaries of earnings.—The summary of past earnings
is one of the most important items in the prospectus. In the course
of its examination the staff makes appropriate inquiry with respect
to all uncertified interim periods in such summaries to determine the
existence of any unusual conditions affecting the propriety of the
Ppresentation and the necessity for inclusion of an appropriate previous
period. If it appears that a significant decline in earnings may have
occurred, unaudited interim figures to the latest practicable date
and for the same interim period in the previous year are requested.
In one case the prospectus, as originally filed, included a summary
of earnings for nine fiscal years and a statement that the figures
for the subsequent 2-month period would be furnished by amendment.
As a result of staff inquiries the summary of earnings was revised to
state that estimated net earnings for the quarter ended January 31,
1952 was approximately $1,000,000, compared with a net loss of
between $1,000,000 and $2,000,000 for the quarter ended January 31,
1953, before adjustments for refund of prior years’ Federal taxes on
jncome, and between $500,000 and $1,000,000 after such adjustments.
The importance of this disclosure was heightened by the fact that
net earnings in the three previous full fiscal years had dropped from
$15,136,000 to $9,786,000 and then to $7,049,000 successively in those
years. In addition the summary of earnings was revised to state that
the company’s sales for the quarter ended January 31, 1953 approxi-
mated $13,300,000 whereas comparable sales for the same quarter in
the preceding five years ranged from a low of approximately
$15,200,000 to a high of approximately $40,400,000.

Inadequate accounting records.—Companies in the promotional
stage present problems resulting from the indifference of the typical
promoter to the need for adequate accounting records. The following
is an extreme example of this type of situation.

A company proposing to engage in locating, exploring, and pro-
ducing mineral ores in a foreign country filed a registration statement,
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from which financial statements were omitted with an explanation
that the company was new, had not been operating, and had no books.
At the insistence of the staff, financial statements examined by
independent certified public accountants were furnished. These
statements and the accompanying certificate of the certifying ac-
countants reflected a contract of the registrant to issue 600,000 shares
to the promoter. They also disclosed that 497,500 shares had been
issued, and that action was being taken to cancel 215,000 shares
because of the failure to deliver title to mineral rights under the
agreement pursuant to which the shares were issued.

Property acquisitions from promoters in exchange for stock—The
balance sheet of a corporation in the promotional stage disclosed
that land and construction in progress had been acquired for capital
stock of the registrant, and recorded substantial appraisal increases.
of each of these items. The text of the prospectus and notes to the
financial statements disclosed that the promoters had acquired the
properties at a cost of $257,000. Ten days later they exchanged the
properties for 249,000 shares of $1 par value stock and a few days there-
after sold 180,000 of these shares at their cost of $1.06 per chare. The
properties were recorded on the books in the aggregate amount of
$514,750 with offsetting credits of $249,000 to capital stock and
$265,750 to appraisal surplus, reflecting an appraisal made by the
executive vice president of the company. The independent certified
public accountants recited the facts with respect to the appraisal in
their certificate and stated that they were not in a position to render
an opinion in regard to such revaluation. At the request of the staff
the financial statements were revised to eliminate the writeup of the
properties to the extent of the excess over the promoters’ cost. The
revised statements were certified, without qualification, as being in
conformity with generally accepted accounting principles.

CHANGES IN RULES, REGULATIONS AND FORMS

During the 1953 fiscal year important changes were made in the
rules, regulations, and forms used in the administration of the Se-
curities Act. In all cases the adoption of such changes was pre-
ceded by the publication of proposals inviting public comment.
Consideration was given to all suggestions received.

Identifying Statement

On October 27, 1952, the Commission adopted rule 132 under the
Securities Act of 1933, and a statement of certain related policies.
having to do with acceleration of the effective date of registration
statements. This action was designed generally to provide a means,
consistent with the statutory prohibition against selling effort before
the effective date of the registration statement, for achieving more
widespread dissemination of information during that period and to



10 SECURITIES AND EXCHANGE COMMISSION

further the aim of obtaining prospectuses which are reasonably con-
cise and readable.

Rule 132.—This rule permits the use of a brief ‘“‘identifying state-
ment,” which is intended for use as a screening device to locate per-
sons who might be interested in receiving the proposed form of
prospectus pursuant to rule 131 (the “red herring prospectus’) or the
final prospectus. The identifying statement is not intended to be a
selling document. The rule is in the form of & definition of the
terms ‘“‘sale’” and “offer” for purposes of section 5 only. The anti-
fraud provisions are not affected.

Among other things, the identifying statement may set forth, in
summary form, the title of the security, and certain other salient
facts regarding the offering. It must state from whom copies of the
prospectus or proposed prospectus may be obtained.

Changes in Rules Providing Exemptions

Reviston of Regulation A.—On March 6, 1953, this regulation was
amended in material respects. One of the principal changes effected
is the addition of a requirement that an offering circular containing
certain minimum information, including financial information, must
be employed in the distribution of securities under this regulation.
This new requirement makes possible more effective enforcement of
the anti-fraud provisions of the statute. The revised regulation
contains an innovation in the Commission’s rules providing exemp-
tions by permitting the use of limited written advertisements or other
written communications prior to sending the offering circular. This
provision permits persons to obtain inguiries from persons who may
be interested in receiving the offering circular.

Provision is also made in the revised regulation for denying or
suspending the exemption in certain cases, such as where the Com-
mission finds that the terms and conditions of the exemption have not,
been met or that the offering circular is fraudulent.

The revised regulation exempts offerings by an issuer up to a
maximum of $300,000. However, in computing this amount there
must be included all securities of the issuer and its predecessors and
affiliates currently being offered under this regulation or sold pur-
suant to an offering thereunder commenced within one year as well
as all securities sold in violation of the registration provisions of the
Act within one year. Offerings on behalf of any one person other
than the issuer are limited to a maximum of $100,000 but, subject to
this limitation, a number of persons other than the issuer may offer,
in the aggregate, a maximum of $300,000.

The revised regulation also provides for the filing of semiannual
reports showing the progress of the offering until the offering has been
completed or terminated.
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Adoption of Regulation D for Canadian offerings.—On March 6,
1953 the Commission adopted an exemption from the registration re-
quirements of the Securities Act of 1933 for offerings of securities, not
exceeding $300,000 in any one year, made by Canadian issuers or by
domestic issuers having their principal business operations in Canada.

The recently ratified amendments to the extradition treaty between
the United States and Canada, which are designed to cover fraud
offenses of the type indictable in this country under section 17 (a) of
the Act or under the Mail Fraud Statute, has made feasible the pro-
mulgation of this exemptive regulation.

The provisions of this new Regulation D are essentially the same as
those incorporated in the revised Regulation A as described above.
However, in order to give full effect to the civil liability provisions of
the Act, the regulation requires that each nonresident connected with
an offering made thereunder must file a written irrevocable consent
and power of attorney which would authorize the commencement of
any civil action arising out of any offering under the regulation by
the service of process upon the Commission, which forwards copies
thereof to the appropriate person.

Regulation D requires the filing with the Commission at least 15
days before any offering is made, of copies of a Notification on Form
1-D and an offering circular. If the offering circular is thereafter
revised or amended, copies of the revised or amended circular must
be filed with the Commission.

Amendment of Rules 314 and 334 of Regulation B.—~—Under rule
314 of Regulation B as previously in effect, no exemption was avail-
able under the regulation for any oil or gas interests unless it appeared
that the operating lessee would own an unincumbered 40 percent
working interest in the tract at the conclusion of the sale of the issue
to be offered. The result of the rule had been to require registration
of some very small issues in which no substantial public interest had
been involved, merely because the operating lessee at the conclusion
of the offering would not own a 40 percent working interest in the
tract. Accordingly, the Commission amended the requirement, effec-
tive December 12, 1952, to make it inapplicable to issues not in excess
of $30,000, provided the smallest interest separately offered is not
less than $300.

Rule 334 of Regulation B under the Securities Act of 1933, as pre-
viously in effect, provided that oil or gas interests involving non-
contiguous tracts of land may be included in the same offering sheet
under the regulation only if the interests offered were producing
landowners’ royalty interests and if certain other conditions were
met. The purpose of this rule was to guard against investors being
misled through the inclusion in a single offering sheet of interests in



12 SECURITIES AND EXCHANGE COMMISSION

different tracts which might vary greatly in present or prospective
value due to their location with reference to other tracts. However,
it had been found that in certain instances the rule had operated with
unnecessary stringency and had resulted in the filing of separate
offering sheets with respect to nonproducing interests in different
noncontiguous tracts in order to obtain the exemption. Where, for
example, all of the tracts involved are located a considerable distance
from any tract tested or proposed to be tested, there may be no dis-
cernible difference in the value or prospective value of the several
tracts and consequently in such a case it appears appropriate to in-
clude such tracts in a single offering sheet. Accordingly, the Com-
mission amended the rule, effective May 25, 1953, so as to provide
that nonproducing landowners’ royalty interests in noncontiguous
tracts may be included in a single offering sheet where it appears that
all of the tracts have equal possibilities.

Revision of Regulation A~R.—The Commission amended, effective
May 25, 1953, Regulation A—R under the Securities Act of 1933, which
exempts from registration under the Aet certain notes secured by a
first lien on real estate. The previous exemption was available only
for notes secured by liens on residential property, whereas the re-
vised regulation applies to notes secured by liens on either residential
or commercial property. The maximum amount of notes which may
be offered uuder the revised exemption has been raised from $25,000
to $100,000. The revised regulation provides that the priucipal
amount of each note to be offered thereunder shall not be less than
$500 and the total number of notes on any single property shall not
exceed 125. The revised regulation also provides that the aggregate
unpaid principal amount of all indebtedness secured by all liens on
the property shall not exceed 75 percent of the appraised value of
such property. The revised regulation, like the previous one, does
not require the filing of any papers or documents with the Com-
mission.

Other Changes
Amendment of Rule 427.—This rule had provided that information

contained in a prospectus used more than 13 months after the effec~
tive date of the registration statement should include certified financial
statements as of a date not more thar 12 months prior to the use of
the prospectus. That requirement compelled the preparation of
audited financial statements more than ouce a year in those cases
where an offering was involved which continued beyond the 13-month
period. The rule was amended effective June 3, 1953, to permit the
use of unaudited financial statements as of the latest practicable
date, and certified financial statements as of the end of the preced-
ing fiscal year, if the fiscal year of the registrant has ended within 90
days prior to the use of the prospectus. In such case certified financial
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statements as of the latest fiscal year, when available, must be sub-
stituted for the unaudited financial statements or added to the
prospectus.

Adoption of Form §-8.—On June 16, 1953, the Commission adopted
Form S-8, a simplified form for registration under the Securities Act
of 1933 of securities offered pursuant to employees stock purchase
plans. Many such plans provide an opportunity for the accumula-
tion by employees of securities of the employer upon favorable terms
and provide for some form of contribution by the employer for the
purpose of assisting the employee to participate in the plan. In con-
sequence, the investment decision to be made by the employee is of
a substantially different character than is involved where securities
are offered primarily for the purpose of raising capital.

The new Form S-8 is available to companies which file reports
pursuant to sections 13 or 15 (d) of the Securities Exchange Act of
1934 and which have created stock purchase plans providing for
periodic contributions by the employer for the benefit of participat-
ing employees. The form may not be used, however, unless partici-
pating employees may at any time withdraw at least the cash and
securities representing their contributious, nor may it be used for the
registration of securities offered primarily for the purpose of raising
capital. Registration under the new form involves the filing of a
short prospectus consisting, in the main, of a brief description of the
plan and the securities offered thereunder, and certified financial
statements which include a summary of earnings, a balance sheet as
of the close of the issuer’s latest fiscal year and an income statement
for such year. The employer company sponsoring the plan will be
required to deliver with the prospectus a copy of the most recent
annual report to stockholders and, thereafter, to transmit to em-
ployees participating in the plan copies of all material distributed
from time to time to stockholders. This material, other than the
prospectus, however, is not deemed to be ‘‘filed”’ under the Act except
to the extent incorporated by reference in the prospectus.

LITIGATION UNDER THE SECURITIES ACT

Injunctive Actions

It is sometimes necessary to resort to the courts to obtain compliance
with the Securities Act. Such action is generally taken when it
appears that continued violations and resultant damage to the public
ig threatened.

A substantial number of cases requiring injunctive action relate to
oil and gas and mining promotions. A characteristic illegal promotion
was that involved in S. E. C. v. Charles William Crader and Ol
Hunters, Inc.? The Commission’s complaint charged that a high-

3N, D, Texas No. 2438,



14 SECURITIES AND EXCHANGE COMMISSION

pressure fraudulent mail campaign to tens of thousands of persons
throughout the country was being employed in the sale of stock of
Oil Hunters, Inc.; that defendants made references to ‘200-to-1
profits” realized on investments in successful oil ventures, suggesting
a similar expectation in the purchase of Oil Hunters, Ine. stock; and
falsely stated that the company selected only high class drilling proper-
ties which would have a real chance of producing oil and would yield
“king-size, grand-price profits’” and that the drilling of a well on the
company’s leased properties offered possibilities for the finding of
“gigantic, stratigraphic entrapments of oil”’ similar in size to the
famed East Texas oil field. The defendants consented to a final
judgment enjoining them from further violating the anti-fraud
provisions of the Securities Act.

S. E. C.v. C. C. Julian Associates, Inc. and Harry Arthur Penn ®
was another oil and gas promotion in which an extensive mail cam-
paign was used. The complaint alleged that the selling literature
being used contained incomplete, ambiguous and deceptive statements
concerning services previously rendered to such persons by the
defendant Penn and the opportunity for recoupment of losses and
for profit through the purchase of the stock of the defendant corpora-
tion. A final judgment by consent was obtained.*

Other actions brought by the Commission for injunctious for viola-
tion of the Securities Act dealt with various other types of securities.
In 8. E. C.v. E. P. Floren ® the Commission’s complaint charged the
defendant with selling shares of Baby Care Pharmacies, Inc. and
Baby Care Institute, Inc. without having a registration statement in
effect, and with making false representations concerning tne source
of the stock, the use to be made of the proceeds, the prices at which
such shares could be resold in the future, and the profits to be expected
from the investment. A permanent injunction was entered by
consent.

In 8. E. C. v. Thomas W. MacKenzie and Automatic Telephone
Dialers, Inec.,® the defendants were charged with selling MacKenzie’s
personally owned stock without complying with the registration pro-
visions of the Securities Act and with making false representations
concerning the ownership of the stock, the proceeds to be received by
the company, the listing of the stock on a stock exchange, the extent
of the development of the product, the existence of contracts for the
use, production and sale of the product, and the experience of the
promoter. The defendants consented to the entry of a preliminary
injunction.

3 N. D. Texas, No. 2493,
¢ A similar case involving oil and gas securities, S. E. C. v, Glenn F, McButney, N. D, W. Va., No. 365-F,

was pending at the close of the year,
§ N. D. 1L, No. 52C2501¢
¢ D. N. J., No. 38-53.
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In S. E. C. v. Stanford E. Phillips” a judgment was entered by
consent permanently enjoining Phillips, individually and "doing
business as Attorneys Messenger and Process Service, from further
violating the anti-fraud provisions of the Securities Act in the sale of
promissory notes to finance a messenger service.

The Commission also obtained a final judgment and decree by
consent permanently enjoining Ewvergreen Memorial Park Association
and Zhomas A. Morris,® its president and controlling stockholder-
from violating the registration provisions of the Securities Act. The
defendants had sold cemetery lots in wholesale quantities for invest-
ment purposes. To induce these purchases by the investing publie,
defendants had undertaken to resell these lots at retail on behalf of
wholesale investors at stated prices which would yield large profits on
said investments within relatively short periods. The court found
that the transactions involved sales of securities in the nature of
“investment contracts’’ subject to the provisions of the Securities Act.

Defendants were also required by the decree to make good their
previous undertakings to resell the lots of prior wholesale investors
without making any charge for the service and to repurchase non-
salable lots, to deposit specified amounts of money in a perpetual care
trust fund for the maintenance of the cemetery property in accordance
with the requirements of applicable state law and the defendant
corporation’s charter and sales agreements with wholesale investors,
to maintain necessary books and records in accordance with accepted
accounting principles, and to submit to the Commission semi-annual
reports showing compliance with the court’s decree.

Injunctions were also obtained in several other cases for sales of
securities without registration. Among these are S. E. C. v. E. H.
Rucker and Wabash Oil Company,® S. E. C. v. Silver Bell Mines Co.,"°
S. E. C. v. Francis J. Swendeman,** S. E. C. v. Magar Home Products
Inec., John R. Kauffman, and Thomas E. Myers,** S. E. C. v. Robert
L. Burch,®®* S. E. C. v. Jack Haskins and Fred M. Haley.'*

Several actions brought under the Securities Act of 1933 which
are discussed in the 18th Annual Report !® were the subject of further
proceedings during the current fiscal year. In 8. E. C. v. Chinchilla,
Ine.'® an injunction was entered restraining the defendants from
violation of the registration and fraud provisions of the Act. In
S. E. C. v. Mines and Metals Corp." the Court of Appeals for the

7W. D. Wash,, No. 3342,
1E. D. Pa., No. 11821.

1 W. D. Okla. No, 5580.

1 E, D. Wis., No. 5787.

1t D, Mass., No, 53-600-5.
# N, D, Tl No, 5202238,
1B N, D. Texas, No, 2455,

4 E, D. Tenn., No. 2069.

1 Pp, 2529,

1 N. D. I1l,, No, 52C387.
17 200 F. 2d 317.
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Ninth Circuit affirmed the order of the District Court for the Southern
District of California requiring the defendant to produce certain
books and records in connection with a pending Commission investi-
gation. An application for certiorari was denied.'

In S. E. C. v. Ralston Purina Company, the Commission sought
an injunction prohibiting the company from selling its stock to its
more than 500 employees without registration under section 5 of the
Securities Act. The district court denied the injunction, holding
that such sales were exempt under section 4 (1) of the Act, as not
constituting a public offering, and the Court of Appeals for the Eighth
Circuit affirmed.’® The Supreme Court reversed the action of the
lower court,? holding that the number of persons to whom an offering
is made is immaterial, that the crucial test is whether the offerces are
persons who “need the protection of the Act,” that “employees are
just as much members of the investing ‘public’ as any of their neigh-
bors in the community.” The opinion concluded with the statement
that “The employees here were not shown to have access to the kind
of information which registration would disclose. The obvious oppor-
tunities for pressure and imposition make it advisable that they be
entitled to compliance with section 5.”

Participation as Amicus Curiae

Appellate court rulings involving significant interpretations of the
Securities Act were handed down during the fiscal year in two cases
in which the Commission participated as amicus curige. In Black-
well v. Bentsen ! a complaint, which asserted civil causes of action
under section 12 (2) of the Securities Act for fraud, alleged that
defendants had sold plaintiffs 20-acre tracts of purported citrus land
in an 800-acre development in the Rio Grande Valley of Texas to-
gether with management contracts pursuant to which defendants
undertook to cultivate and develop the acreage, and to harvest and
market the crop. According to the complaint, defendants had
represented that plaintiffs would be getting into an 800-acre unit
which would be developed uniformly by defendants’ citrus experts
for the joint benefit of all investors, that defendants would take care
of everything, and that plaintiffs would “only have to sit back and
reap the dividends.” The Court of Appeals for the Fifth Circuit,
agreeing with the views expressed by the Commission, held that the
complaint alleged sufficient facts to establish that the transactions
involved sales of “investment contracts,”’” which are “securities”
under the Act, and not merely sales of realty. The court ruled, also,
that the alleged uses of the mails to deliver the warranty deeds and

18345 U. S, 941,

1 18th Annual Report, p. 29:

2346 U. S. 119.

1203 F. 2d 690 (1953), reversing the judgment of the United States District Court for the Southern Dis-
trict of Texsas, previously discussed in the 18th Annual Report, p. 29.
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management contracts and to obtain the payments contracted for
were sufficient to bring the case within the purview of section 12 (2).

In Wilko v. Swan,?? a majority of the Court of Appeals for the
Second Circuit, disagreeing with the Commission, upheld a compulsory
arbitration provision in a form agreement between a securities firm
and a customer. The court action brought by the customer against
the securities firm under section 12 (2) for alleged fraud in the sale
of securities, accordingly, was ordered stayed, and the customer’s
claim was referred to arbitration. The Commission, as amicus
curiae, supported a petition for a writ of certiorari which was granted
on June 1, 1953.2 The case was pending in the Supreme Court at
the close of the fiscal year.

22 201 F. 2d 439 (1953), reversing the order of the United States District Court for the Southern District
of New York, previously discussed in the 18th Annual Report, p. 30,
2345 U, S. 969.

279900—54——3



PART II

ADMINISTRATION OF THE SECURITIES EXCHANGE ACT OF
1934

The Securities Exchange Act of 1934 is designed to insure the main-
tenance of fair and honest markets in securities fransactions on the
organized exchanges and in the over-the-counter markets. Accordingly
the Act provides for the regulation of such transactions and of matters
related thereto. It requires that information as to the condition of
corporations whose securities are listed on & national securities.ex-
change shall be made available to the public and provides for the
registration of such securities, such exchanges, brokers and dealers
in securities, and associations of brokers and dealers. It also regulates
the use of the nation’s credit in securities trading. While the author-
ity to issue rules regarding such credit is lodged in the Board of
Governors of the Federal Reserve System, the administration of these
rules and of the other provisions of the Act is vested in the Commission.

REGULATION OF EXCHANGES AND EXCHANGE TRADING

Registration and Exempiion of Exchanges

At the close of the 1953 fiscal year the following 16 exchanges were
registered as national securities exchanges:

American Stock Exchange Philadelphia-Baltimore Stock Ex-
Boston Stock Exchange change

Chicago Board of Trade Pittsburgh Stoek Exchange
Cincinnati Stock Exchange Salt Lake Stock Exchange

Detroit Stock Exchange San Francisco Mining Exchange
Los Angeles Stock Exchange San Francisco Stock Exchange
Midwest Stock Exchange Spokane Stock Exchange

New Orleans Stock Exchange Wazhington Stock Exchange

New York Stock Exchange

Four exchanges were exempted from registration at the close of
the fiscal year:
Colorado Springs Stock Exchange Richmond Stock Exchange
Honolulu Stock Exchange Wheeling Stock Exchange
Information pertinent to the organization, rules of procedure,
trading practices, membership requirements and related matters of
each exchange is contained in its registration or exemption statement,
and any changes are required to be reported promptly by the ex-
changes. During the year the various exchanges reported numerous
changes, the more significant of which included the following:
The New York Curb Exchange changed its name to the American
Stock Exchange effective January 5, 1953.

18
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The New York and American stock exchanges permitted corpora-
tions engaged in the securities business to becoms regular members
of the respective exchanges effective May 1, 1953. Theretofore such
corporations had been entitled to the privilege of becoming associate
members of the American Stock Exchange. This action marked the
first time in the history of the New York Stock Exchange that corpora-
tions have been eligible for membership on that exchange.

The New York and American stock exchanges each put into effect
& plan to add to the breadth and liquidity of their markets by at-
tracting blocks of securities to the exchange market. Under the plans
& specialist may, subject to approval by the exchange, purchase for
his own account, off the floor of the exchange, a block of a stock in
which he is registered, without executing the buy orders on his book
at or above the price per share paid by the specialist for the block.

The Salt Lake Stock Exchange adopted a new constitution on
December 15, 1952, as a step towards strengthening the financial
responsibility of its members, and to improve ingpection and sudit
requirements. As of June 30, 1953, the formulation of new rules was
still under consideration by its Board of Governors,

Disciplinary Actions by Exchanges .

Each national securities exchange reports to the Commission any
action of a disciplinary nature taken by it against any of its mem-
bers, or any partner or employee of a member, for violation of the
Securities Exchange Act or any rule thereunder, or of any exchange
rule. During the year five exchanges reported disciplinary action
against 33 members, member firms and parthers of member firms.
The actions reported included fines ranging from $1 to $5,000 in 18
cases, with total fines aggregating $11,104; expulsion of 1 individual
and suspension of another from exchange membership; cancellation of
the registration of 6 members as specialists; and censure of individuals
or firms for infractions of rules. The exchange rules violated in-
cluded those pertaining to conduct inconsistent with just and equi-
table principles of trade, handling of customers’ orders and accounts,
floor trading and specialists, capital requirements, and the keeping
and filing of records and reports,

REGISTRATION OF SECURITIES ON EXCHANGES

Purpose and Nature of Registration .

The Securities Exchange Act provides for the filing with the Com-
mission and the exchange of applications for registration and annual
and other periedic reports disclosing pertinent information concern-
ing each issuer having securities registered on an exchange, its capital
structure and that of its affiliates, the terms of its securities, the control
and management of its affairs, the remuneration of its officers and
directors, and financial data.
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Examination of Applications and Reports

Applications for registration of securities and periodic reports are
examined by the staff of the Division of Corporation Finance to
determine whether fair and adequate disclosure has been made.
Where examination shows a need for correcting amendments, they
are requested. The results achieved by these examinations may be
illustrated by reference to a few filings reviewed during the 1953 fiscal
year.

A Canadian mining company filed an application for registration
to which were attached as exhibits two engineering reports containing
an optimistic dollar estimate of the value of total future production
based on unacceptable procedures in valuing mineral content per ton
of ore and in estimating reserves. The company had not yet pro-
duced any commercial ore but was nevertheless constructing a mill
costing $1,500,000. The stock of the company, which was traded
on two Canadian exchanges, had shown an extraordinary price rise,
apparently resulting from the publication of such engineering reports.
Objections were raised by the staff of the Commission to the reports,
and the company proposed to overcome them by filing an amended
application deleting the reports. However, in view of the previous
widespread dissemination of the informsation contained in the reports
the company was advised that the amended application should
nevertheless indicate that the conclusions of the engineering reports
were not justified by the exploratory work, should state unequivocally
whether or not commercial ore reserves existed on the property and
state that the construction of a mill under the circumstances would
be contrary to accepted mining practice. The company was un-
willing to make these disclosures, the exchange withdrew its certifi-
cation of approval and the application was withdrawn,

In an application for the registration of additional shares a registrant
described a merger resulting in the acquisition of the assets of another
company by the issuance of preferred stock of the registrant in
exchange for all of the common stock of such company, which was to be
dissolved and its plant operated as a division of the registrant. The
net assets to be obtained after assumption of liabilities amounted to
$1,667,000 less than the aggregate par value of the registrant’s
preferred stock to be issued. The registrant indicated it would
charge off this difference of $1,667,000 to earned surplus. The
registrant was advised that the proposed accounting treatment ap-
peared to be inappropriate in the circumstances since it appeared
that the plan was developed primarily for the purpose of acquiring
additional plant. Accordingly the registrant filed an amendment
in which it was stated that the difference would be added to the
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cost of buildings. The registrant stated that the other company was
acquired in order to obtain urgently needed building space and that
the past earnings of the acquired company did not justify capitaliza-
tion of any part of the consideration as having been paid for goodwill
or for any other intangible. Acceptance of the originally proposed
accounting would have resulted in an understatement of the assets to
be acquired and thereafter in an understatement of depreciation
charges, with a corresponding overstatement of income.

The balance sheet included in an application by an oil company
for registration of its shares showed the stockholders’ equity in the
company at $4,365,383. Comparison of this balance sheet with one
as of a year earlier indicated that the property account and capital
surplus had each been increased by some $2,100,000 during the year.
In a letter of comment this apparently unjustified property write-up
was questioned. Thereafter revised financial statements were
prepared by a new firm of certified public accountants in which the
property accounts were restated at more realistic values as of the date
of inception of the company, and depletion and depreciation reserve
provisions and balances were computed on the basis of revised valua-
tions, showing the stockholders’ equity at $1,099,571, approximately
one-fourth of the amount shown in the application as originally
filed.

Statisties of Securities Registered on Exchanges

At the close of the 1953 fiscal year, 2,210 issuers had 3,653 security
issues listed and registered on national securities exchanges. These
securities comprised 2,651 stock issues totaling 3,904,577,424 shares,
and 1,002 bond issues totaling $23,509,748,966 in principal amount.
These figures reflect net increases for the year of 18 issuers, 27 stock
issues, 233,722,158 shares, 38 bond issues, and $2,099,644,615 in
principal amount of bonds over the corresponding amounts at the
close of the 1952 fiscal year. During the fiscal year 71 new issuers
registered securities on exchanges while the registration of all
securities of 53 issuers was terminated.

The following table shows for the fiscal year the number of applica-
tions filed under section 12 and of reports filed under section 13 and,
pursuant to undertakings contained in registration statements filed
under the Securities Act, under section 15 (d) of the Securities
Exchange Act:

Applications for registration of securities on national securities exchanges_. 779
Annual reports_ ... _.-..T 2,959
Current reports.. _ oo mceecc e mmmmmmeeeas 13,126

Amendments to applications and annual and current reports. ___._____ -~ 1,072
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MARKET VALUE AND VOLUME OF SECURITIES TRADED ON
EXCHANGES

The unduplicated total market value on December 31, 1952, of all
securities admitted to trading on one or more of the twenty stock
exchanges in the United States was $241,697,600,000:

Number Murket value
Stocks: {s8ues Dee. 31, 1052
New York Stock Exchange_ .- ____ .. ________ 1,522 $120, 536, 200, 000
American Stock Bxchange_ . __ . ______._ 793 16, 911, 300, 000
All other exchanges . . ___ 731 3, 060, 500, 000
3,046 140, 508, 000, 00O
Bonds:
New York Stock Exchange _ _______ . ______._ gh8 100, 255, 735, 000
American Stock Exchange_ ... ___.__._ 83 772,314, 000
All other exchanges._ . ... _____ . __._.____ 33 161, 551, 000
1,074 104, 189, 600, 000

Total stocks and bonds. .- _ ..o ____ 4,120 241, 697, 600, 000

The New. York Stock Exchange and American Stock Exchange
figures are as set forth by those exchanges. There is no duplication
of issues between those two exchanges, but many of the issues traded
on them are also admitted to trading on one or more of the 18 other
exchanges in addition to those shown for such other exchanges. The
number of issues includes & few which are suspended or inactive, and
whose market value, if any, is not computed.

Stocks on Exchanges

The $140.5 billion aggregate market value of all stocks available for
trading on the exchanges at the close of 1952 ' compared with $129.2
billion at the close of 1951 and with $82 billion at the close of 1948,
Stocks on the New York Stock Exchange accounted for about $53.5
billion, and on the American Stock Exchange for about $5 billion of
the increase since December 31, 1948, while the market value of
stocks available for trading only on the remaining 18 stock exchanges
remained about the same.

The number of stock issues listed on the New York Stock Exchange
has shown a tendency to increase over the years, as contrasted mth
the number of issues on the other stock exchanges:

1 A5 of June 30, 1953, the New York Stock Exchange reported aggregate market values of $113,300,500,000

for all atocks snd $99, 454 004,000 for all bonds listed thereon. Reports as of that date are not avax]able for
the other exchanges.



NINETEENTH ANNUAL REPORT 23

Net number of stock issues on exchanges

Admitted to trading only on other | Undupli-

n§§3§¥n exchanges cated total

June 30 New York hsteld tal(11d

Stock ot

Exchange Listed Unhsted Total exchanges
1, 250 1,516 515 2,031 3,281
1,270 1, 405 504 1,909 3,179
1,293 1,377 469 1, 846 3,139
1,351 1,323 432 1,755 , 106
1,377 1,304 402 1, 706 3, 083
1,425 1,248 389 1,637 3,062
1,462 1, 210 380 1, 590 3,052
1,484 1,187 367 1, 554 3,038
1, 495 1,183 354 1, 537 3,032
1, 528 1,192 342 1, 534 3,062
1,539 1, 207 331 1,538 3,077

Listed stocks include issues registered, issues temporarily exempted from registration, and issues listed
on exempted exchanges. Unlisted stocks are those admitted to unhsted trading on registered and exempted
exchanges without listing and registration on any other exchange. Stocks listed on the American Stock
Ezxchange numbered 455 in 1943, 433 1n 1950, and 498 in 1953, all as of June 30, reversing a downward trends

New listings only on the regional exchanges are not sufficiently
numerous to balance the losses of local issues while new admissions
thereon of stocks also listed on one or the other of the New York
exchanges continue in heavy volume. The new listings only on the
regional exchanges during 1952 included 5 preferred stocks, with an
aggregate market value of about $30 million, listed on the Phila-
delphia-Baltimore Stock Exchange to qualify them for the invest-
ment of trust funds in Pennsylvania, and 5 common stocks whose
aggregate market value was less than $15 million. In the same pe-
riod, 124 stock issues listed on the New York Stock Exchange or the
American Stock Exchange were admitted to trading on one or more
of the regional exchanges. The aggregates were as follows, shares
and market values being computed as of December 31, 1952:

Stock admissions on regional exchanges during 1952

Issues Shares Market value

New listings only on regional exchanges. 10 3, 339, 760 $44, 637, 000
Bimultaneocus New York and regional listings 16 17, 746, 597 326, 363, 000
New regional listings of stocks already hsted in New York. - 15 30, 278, 628 519, 000, 000
New York listed stocks admitted to unlisted trading on regional
exchange: 93 | 460,021,422 | 18, 497, 385, 000
134 511, 386,407 | 18, 387, 385, 000
Portion only on regional exchange: 10 3, 339, 760 44, 637, 000
Portion also on New York Stock Exchange. . ooooocceooooo oo 104 | 454,861,643 | 18, 863,474,000
Portion also on American Stock Exchange 20 53, 185, 004 479, 274, 000

134 | 511,386,407 | 19,387, 385,000

Duplication in the above table amounts to 1 issue of 4,015,598
shares and $46,681,000 market value, which appears as a new listing
on one regional exchange and a new unlisted admission on another.
Otherwise, the figures show the net additions of issues newly listed
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or admitted to unlisted trading on the regional exchanges during
1952. Of the issues shown, 109 were newly admitted to trading on 1
regional exchange, 22 on 2, 2 on 3, and 1 on 4.

The consolidation of industry into units of national importance
and the growing availability of their shares for trading on both the
New York and the regional exchanges have brought about a heavy
concentration of trading volumes in a small proportion of the total
available stock issues. At the close of 1952, 179 stocks listed on the
New York Stock Exchange were also available for trading on 4 or
more of the 8 largest regional exchanges: Boston, Cincinnati, Detroit,
Los Angeles, Midwest, Philadelphia-Baltimore, Pittsburgh, and San
Francisco. The dollar volume of stock sales on these 8 exchanges
during 1952 was reported at $1,323,000,000 or 98.6%, of the total on
all 18 regional exchanges. Of this $1,323,000,000, over one-third was
accounted for by 29 stocks available on all 8 exchanges, over one-half
by 79 stocks available on 6 or more of the 8 exchanges, and over two-
thirds by the entire 179 stocks available on 4 or more of the 8 exchanges.

Stock volumes and their percentage distribution on the stock ex-
changes were shown for the years 1935-51 inclusive by tables and
charts on pages 41-43 of the Commission’s 18th Annual Report.
Comparative figures for the calendar years 1951 and 1952 and for
the first six months of 1953 are set forth below.

Percentage distribution of stock volumes on exchanges

1951 1952 1st half 1953
Total shares sold 1= 2 Lo L 863, 918, 401 732, 400, 451 409, 762, 362
Percent Percent Percent
New York Stock. - 74.40 71.21 74.20
American 14.60 16.08 15,37
2 New York exchang es====] 89. 00 87.29 89, 57
Midwest .—‘ 2.10 2.43 2.22
San Frangisco Stock. ====] 2.12 2,50 2.33
Boston—. - .70 .73 .62
Los Angeles: == 1.42 135 1.40
Philadelphia-Baltimore - 72 .82 .70
Detrott. .58 .85 .52
Cincinnati . .08 .09 .09
Pittsburgh . .18 .16 .13
All other excha 3.12 4.09 2.42
18 regional exchanges 1100 1271 10.43
Dollar volume $21, 306, 087, 000 ; $17, 395, 116,000 $9, 346, 204, 000
Percent Percent Percent

New York StocK——ei==ez===t 85.48 84. 8l 85.
American s “7.56 7.39 7.02
2 New York exchar 93.04 62.25 92.43
Midwest. 2.30 2.67 2.70
San Franeisco Stock 1.07 1.18 1.15
Boston 1.06 .11 1.01
Angeles : ] .99 1.04 .94
Philadelphia-Baltimore_ .. _.._____.__.._.__ .86 .96 .97
Detroit_ . .36 .43 .4
Cincinnati A1 .12 12
Pittsburgh - L1 .15 .16
All other exch .10 11 .09
18 regional exct 6.96 7.5 7.87

1 Includes warrants and rights,
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Bonds on Exchanges

The New York Stock Exchange is the principal market for bond
trading on the exchanges. The relative proportion of bond volumes
on that exchange has risen over the years, from less than three-
quarters of the total on all the stock exchanges in 1935 to around
97% in 1952. The course of bond volumes, other than in United
States Government bonds, on the New York Stock Exchange in
recent years has been as follows:

10-year bond record on the New York Stock Exchange

[Face and market values in $ billions]

Face value | Face value { Market Average

of bonds | of bonds value of | sale price

listed sold dur- { bonds sold | per $1,000
Dec. 31 ing year |during year bond

e 17.6 2.92 1.83 627
1045 16.5 2.51 172 685
19467, o oen, s s sy e o o] 16.7 149 111 748
1947 e —— 17.7 118 .87 744
1048 == 18 5 111 “80 719
1949 S — = 19.5 ‘88 166 752
1950 = == 19.7 123 1.00 814
1951 = = = 201 .92 -80 871
1952 21.6 .87 77 886

The “face value of bonds listed” excludes United States Govern-
ment and subdivision issues, amounting, for example, to approxi-
mately $79.8 billion United States Government and $1.1 billion State
and City of New York securities as of December 31, 1952. The
annual volumes as shown exclude sales of United States Government
bonds, reported at $46.2 million on the Exchange for the decade, but
include sales in the subdivision issues, of which, however, only the
issue of New York City Transit Unification 3s of 1980 is active on
the Exchange.

Domestic corporation bonds are the principal components of the
amounts shown in the table as listed. These have risen from $16.4
billion face value at the close of 1943 to $19.1 billion December 31,
1952.2

OVER-THE-COUNTER MARKET

An estimate of the value of stocks traded over the counter in
various categories has been developed by the Commission and is
referred to at page 40 of the 18th Annual Report. Supplementing
this information, it has been estimated that at the close of 1952, some
3,500 domestic issuers whose stocks are traded over the counter and
who reported having or appeared to have more than 300 stockholders,
had outstanding stocks having a value of approximately $28 billion,
divided among $10 billion industrial, $7 or $8 billion bank, $4.5 billion
utility, $4 billion insurance and $1.5 billion finance, real estate and

2 As of June 30, 1953, the amount was $19.6 billion.
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miscellaneous. About 500 of these issuers had outstanding stocks in
excess of $10 millions and 34 had stocks in excess of $100 million.
These totals are exclusive of investment companies, stocks admitted
to unlisted trading privileges on stock exchanges and Canadian and
other nondomestic issues.

SPECJAL OFFERINGS ON EXCHANGES

The origin, mechanics and amounts of special offerings on stock
exchanges have been described in previous annual reports. Current

data follow:
TWELVE MONTHS ENDED DEC. 31, 1952

NUMBER OF SHARES Value of A;“gregflm
Number shares sold |, SPeclal
Exchange made | In | g (thousands | CQMmImISsion
original | goripeq | Sold | of dollars) | ot Goptgrs)
All exchanges*
Total . ___ L ___ 22 | 394,838 | 421,733 | 357,897 9, 931 203
Completed 18 | 346,438 | 410,788 | 346,952 9, 626 197
Not completed 4 48, 400 10, 945 10, 945 305 6
American Stock Exchange:
Completed ... ... 0 0 [} 0 0
Not completed. ... ocee ... 1 20, 000 2,275 2,275 11 1
Midwest Stock Exchange:
Completed. ... __.____.... 1 4, 890 4,890 4,890 145 2
Not completed..___.____.___.____. 1 10, 000 5, 000 5, 000 193 3
New York Stock Exchange
Completed._____.._.. ... 16 | 338,478 | 402,828 | 338,992 9,372 192
Not completed.__..._.__.______ 2 18, 400 3,670 3,670 101 2
San Francisco Stock Exchange:
Completed .. _______________._____ 1 3,070 3,070 3,070 109 3
Not completed___________________. 0 0 0 0 0 o
SIX MONTHS ENDED JUNE 30, 1953
All exchanges: .
otal -————=—= = 12§ 334,360 | 274,669 | 273,411 6, 034 148
Complete 10 | 169,369 | 173,069 | 173,969 5, 658 140
Not comple 2| 165000 | 100,700 99, 442 376 8
New York Stock Exch:
Completed.....______ 91 164,869 | 169,469 § 169,469 5,628 138
Not completed._ ... .ol 1 5, 000 6, 000 4,742 335 5
San Francisco Stock Exchange: |
Completed —————=—cccc=s====== 1 4, 500 4, 500 4, 500 30 2
Not completed 1 160, 000 94, 700 94, 700 41 3

SECONDARY DISTRIBUTIONS APPROVED BY EXCHANGES

The following table shows the amounts of secondary distributions
which exchanges have approved for member participation and reported
to the Commission. The mechanies of such secondary distributions
and amounts thereof in past years are shown in previous annual
reports.
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TWELVE MONTHS ENDED DEC. 31, 1952

NUMBER OF SHARES

Numb IYalue olfd
umber shares 50l
Exchange made | yp oo | Avallable (thousands
oﬁgr for dis- Sold of dollars)
tribution
All exchanges . .
Total. — == - mm=———a = 76 | 4,145,508 | 4,346,348 | 4,223,258 149,117
Completed. o 69 | 3,910,611 | 4,099,761 | 4,102 001 145, 898
Not completed — 7 234, 897 246, 587 121, 257 3,219
American Stock Exchange:
Completed — e A 8 378,620 392, 843 393, 483 11, 096
Not completed N 1 21, 160 21, 160 5, 000 23
Detroit Stock Exchange
Completed . 2 2,700 2,700 2,700 4
Not completed — 0 0 1] 0 0
Midwest Stock Exchange: .
Completed— = 12 89, 594 91, 394 91, 394 1,852
Not completed ... .. 1 10, 000 10, 690 10, 281 115
New York Stock Exchange .
Completed. . = o 47 | 3,439,607 | 3,612,824 | 3,614,424 132, 906
Not completed ————xc——eereeeremerem=aman 5 3, 737 214, 737 105, 976 3,081

SIX MONTHS ENDED JUNE 30, 1953

All exchanges: . .
Total. e e e 36 | 1,931,014 | 1,981,302 | 1,807,933 50, 954
Completed —— 30 1, 622, 946 1, 661, 439 1,678,054 47,199
Not completed 6 308, 068 319, 863 229, 879 3,755
American Stock Exchange
Completed ————— 6 123, 550 129, 550 129, 550 896
Not completed ———————-—— 2 178,125 188, 120 181, 560 2,168
Cincinnati Stoek Exchange:
Completed ——2 1 9,015 9,772 9,772 98
Not completed— [ N 0 0 0 0 0
Detroit Stock Exchange:
Completed — - 2 3, 500 3, 500 3, 500 67
Not completed ——————————— 0 0 0 0 0
Midwest Stock Exchange
Completed___ i 2 7,700 7,700 7,700 174
Not completed =] 1] 0 0 1] 0
New York Stock Exchange
Completed. bR A g 19 1,479,181 1, 510, 917 1, 527, 532 45,964
Not completed: 4 129,943 131,743 48, 319 1, 587

UNLISTED TRADING PRIVILEGES ON EXCHANGES

Number of Issues Admitted to Unlisted Trading

Securities are said to be admitted to unlisted trading on the stock
exchanges when the admission to trading is approved by an exchange
without application by or agreement with the issuer. Such admis-
sions are governed by section 12 (f) of the Securities Exchange Act,
whose respective clauses are referred to in the following text and tables.

In the tables, the “Clause 1’ stocks are those admitted to unlisted
trading prior to March 1, 1934, and they are shown in two categories,
those which are ‘‘unlisted only” and those which are also listed and
registered on a stock exchange other than that where they are admitted
to unlisted trading. The “Clause 2’ stocks are those admitted to
unlisted trading pursuant to applications by stock exchanges con-
ditioned on an existing listing and registration on some other stock
exchange. The “Clause 3” stocks are those admitted to unlisted
trading pursuant to grants of applications by stock exchanges con-
ditioned upon the availability of information substantially equivalent
to that filed in the case of listed issues. The following table, for
comparative purposes, also shows the number of listed stock issues
on each stock exchange.
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Number of stock issues available for trading June 30, 1953

On an unlisted basis pursuant to the following
clauses of section 12 (f) of the Securities Ex-
change Act of 1934:
On a
Stock exchange é’asstgd, Listed and registered
Unlisted on another exchange
only 2
Clause 1
Clause 1 Clause 2 | Clause 33
American_ . o caaccaaoo. 498 249 54 3 3
Boston o oooacioooe- 103 1 157 148 1]
Chicago Board of Trade. 8 3 2 0 0
Cmewnati- - caens 57 0 0 69 0
Colorado Spring 14 0 0 0 0
etroit_______. H PR = 122 0 14 96 0
Honolulu.._ 57 31 0 0 0
Los Ange]es_ 165 1 39 144 0
Midwest__ 403 0 0 98 0
New Orleans_. 3 9 4 2 0
New York Stock_.._. 1, 539 0 0 0 0
Philadelphia-Baltimore______._________.._ 116 4 263 140 0
Pittsburgh. 61 0 16 57 0
Richmond 27 0 0 ] 0
Salt Lake_. 97 3 0 0 1
San Francisco Mmmg____....___._._______ 41 0 0 0 0
8an Francisco Stock. . 211 36 68 78 0
Spokane.._.._ Scz=======e—=— 25 5 1 1 0
Washlngton, D.C 41 [1] 0 2 0
‘Wheeling. -583- - E50ass - FEEE e 16 0 0 3 0
Total 4= 3, 604 342 618 841 4

1 Includes issues registered, issues temporarily exempted from registration, and 1ssues listed on the 4
exempted exchanges.

3 None of these 1ssues has any listed status on any domestic stock exchange, except that 9 of the 36 San
Francisco Stock Exchange issues are also listed on an exempted exchange.

2 One of the American Stock Exchange 1ssues and the issue on Salt Lake Stock Exchange became listed
on a registered exchange, leaving 2 1ssues with only an unlisted status.
in‘ Igupélcatlon of issues among exchanges brings the figures to more than the actual number of issues

volved.

Volume of Unlisted Trading in Stocks on Exchanges

The reported volume of shares traded on an unlisted basis on the
stock exchanges during the calendar year 1952 aggregated 48,931,973
or about 8 percent of the total share volume reported on the 20

exchanges.
Unlisted share volume on exchanges in 1962

Listed and registered
Reported | Unlisted on another exchange
Stock exchange unlisted only
total Clause 1
Clause 1 Clause 2 | Clanse 3

American... 30, 507, 592 | 23,611,427 | 6,243,765 629, 500 22, 900
Boston_. 2, 857, 046 10,5673 | 1,825,449 | 1,021,024 0
Chicago Board of Trade 0 0 0 0 0
Cincinnati-__ 274, 505 0 0 274, 505 0
Colorado Springs 0 0 1] 0 0
Detroit. 1, 426, 507 0 207,424 | 1,219,083 0
Honolulu 48, 472 48,472 0 0 0
Los Angeles. 2,392, 202 4,720 895,661 | 1,491,821 0
Midwest. ... _ . zzzoz- zzscaszozasscs szzaazz=-za| 3, 887,466 0 0| 3,887,466 1]
New Orleans-———----. 45,230 33, 261 2,114 9, 855 0
New York Stock. s 0 0 0 0 0
Philadelphia-Baltimore......coaooo....__-2of 3,115,184 37,020 | 2,033,616 | 1,044,539 0
Pittsburgh_ 395, 095 1] 208, 991 186, 104 0
Richmond 0 0 1] 0 )]
8alt Lake..___._ 960 347 0 0 613
8an Francisco Mining. 0 0 0 0 0
8an Franeisco Stock. . 3,795,805 | 2,075 227 917, 741 802, 837 0
Spokane_..._____ scemme=eee—— 171,107 168, 087 3, 000 20 0
‘Washington, D, C 13 974 0 0 13,974 0
‘Wheeling ssores-ssn sze-zz 0 0 828 0

48,931,973 | 25,989, 143 | 12,337,761 | 10, 581, 556 23, 513
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The volumes are as reported by the stock exchanges or other re-
porting agencies, and are less than actual in some cases, particularly
with respect to the American Stock Exchange figures, which exclude
odd lots and other items not reported on the stock tickers. The
figures are exclusive of volumes in short-term rights. The volumes
shown under Clause 3 include 11,060 shares ‘“‘unlisted only’’ and 12,453
shares in stocks which are listed and registered on another exchange.

Applications for Unlisted Trading Privileges

Pursuant to applications filed by the exchanges under clause 2 of
section 12 (f) and approved by the Commission during the fiscal year,
unlisted trading privileges were extended as follows:

Stock exchange: i\fri.%bdg
BoSton Lo e 20
Cineinnati. o 10
Los Angeles. e men 27
Midwest. . e 16
Philadelphia-Baltimore._ . _ . .l 18
Pittsburgh_____ s 3
San Franceiseo._ o o e 12
SPOKaDne. - - o e ———m 2

Total o e emcccccm——————— 108

Changes in Securities Admitted to Unlisted Trading Privileges

The usual considerable number of notifications of minor changes in
securities admitted to unlisted trading was received during the fiscal
year from the stock exchanges pursuant to paragraph (@) of rule
X-12F-2.

Applications for continuance of trading in unlisted issues after
more important changes than those contemplated under paragraph
(a) of rule X~12F-2 are made under paragraph (b) thereof, and were
limited during the fiscal year to 2 by the American Stock Exchange.
An application with respect to stock of Simpsons, Litd. was granted
in full, and an application with respect to Arkansas Natural Gas
Corporation successions was granted in part.

DELISTING OF SECURITIES FROM EXCHANGES

Securities Delisted by Application

During the fiscal year ending June 30, 1953, the Commission
granted 20 applications filed by various national securities exchanges
and issuers of listed securities pursuant to section 12 (d) of the
Securities Exchange Act and rule X-12D2-1 thereunder to strike
securities from exchange listing and registration. The applications
included 12 by exchanges, covering 13 stock issues, and 8 by issuers,
covering 9 stock issues of which 1 was on 2 exchanges. In many of
the cases, the amount of securities available for trading had become so
reduced, by reason of the concentration of holdings in the hands of
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controlling stockholders or the exchange into new issues, as to make
continuation of listing undesirable. In other cases, such as open-end
Investment company stocks, exchange trading had become inactive
over the years. Some of the applications by exchanges were based on
the failure of issuers to file reports and their prospective liquidation.

Securities Delisted by Notification

Securities which have been paid at maturity, redeemed or retired
in full, or become exchangeable for other securities, may be removed
from listing and registration on a national securities exchange by the
exchange filing a notification with the Commission to that effect.
Notifications effecting the removal of 132 separate issues were filed
and, since in some instances the same issue was removed from more
than one exchange, the total number of removals, including duplica-~
tions, was 164. Successor issues to those removed became listed and
registered on exchanges in many cases.

In accordance with the provisions of rule X-12D2-1 (d), the
American Stock Exchange removed 5 issues from listing and registra-
tion when they became listed and registered on the New York Stock
Exchange.

MANIPULATION AND STABILIZATION
Manipulation

Provisions to eliminate manipulative practices in the securities
markets are included in the Securities Exchange Act. The Com-
mission’s analysts continuously watch the tickers of the leading
exchanges and the quotation sheets of the exchanges, newspapers and
other media for unusual market activity and unexplained price
deviations. Activity in the over-the-counter market is examined as
it is reported in a national quotation service. Less obvious changes in
price or volume are revealed by charts which are kept on all securities
which have an actively quoted market.

Investigations are undertaken when unusual price movements
apparently bear no relation to the published news or when unusual
market behavior indicates the probability of manipulative practices.
The Commission’s investigations are private in order to prevent any
unfair reflections upon individuals or securities.

As soon as unusual market activity is observed, all the known in-
formation regarding the security is re-examined and a decision made
as to the necessity for an investigation. Investigations take two
forms. The “quiz” or preliminary investigation is designed to de-
tect and discourage incipient manipulation by a prompt determina-
tion of the reasons for unusual market behavior. When the “quiz”
discloses no violations of the anti-manipulative or fraud provisions of
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the securities acts it is closed. If any violations are revealed, the
information obtained in the ‘“quiz”’ is made available to the proper
division of the Commission or to the appropriate outside agency for
punitive or corrective action. When facts are uncovered which re-
quire more intensive investigation, formal orders are issued by the
Commission. In a formal investigation, members of the Commission
staff are empowered to subpoensa pertinent material and to take tes-
timony under oath. The following table shows the number of
“quizzes” and formal investigations initiated in the fiscal year 1953
and the number closed or completed during the period:

Trading invesiigations

Formal

Quizzes | investis

gations
Pending June 30, 1952_ ... : s mmmccmmmmeeee | 116 10
Initiated during fiscal year_ = 81 4
Total to be accounted for——_ : 8 197 14
Closed or completed during fiscal year._. = 114 . 3
Changed to formal during fiscal year. . oo looollll 4 -
Total disposed of. : e e mmmnm 118 3
Pending at end of fiscal year. - . 79 1

The markets for securities about to be sold to the public are watched
very closely. In this connection the markets for 1552 issues in the
amount of $225,275,000 offered pursuant to Regulations A and D
under the Securities Act were carefully checked for market groom-
ing. Over 500 other securities having a market value of more than
a billion dollars were kept under special daily observation during the
1953 fiscal year for periods of 10 to 30 days, largely because a public
offering under a registration statement was proposed with the right
to stabilize reserved by the underwriter or issuer.

Stabilization

The Act vests In the Commission the right to regulate stabilizing
practices. The Commission has permitted various stabilizing prac-
tices to facilitate the raising of capital. Because of the high manipu-
lative potential inherent in stabilizing operations, however, all such
operations are kept under most careful observation by the Commission.

During the fiscal year stabilization was effected in connection with
registered stock offerings aggregating 29,340,046 shares with an aggre-
gate public offering price of $623,525,000, and bond issues having a
total face amount of $19,644,500. To accomplish this stabilization
460,635 shares of stock were purchased at a cost of $9,429,938 and
bonds having a face amount of $103,500 were bought by the stabilizers.
More than 12,000 reports of stabilizing transactions were received and
examined during the year.
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SECURITY OWNERSHIP OF CORPORATION INSIDERS

Description of Regulation

Section 16 (a) of the Securities Exchange Act provides that every
person who is directly or indirectly the beneficial owner of more than
10 per cent of any class of equity security which is listed and regis-
tered on a national securities exchange, or who is an officer or a
director of the issuer of any such security, shall file with the Commis-
sion and the exchange a statement of his beneficial ownership of all
equity securities of the issuer and additional statements indicating
changes in such ownership. The Public Utility Holding Company
Act and the Investment Company Act contain similar provisions.
Publication of Data Contained in Reports

Recognizing that a vast majority of public stockholders do not
have ready access to the statements filed with the Commission and
the various exchanges, the Commission summarizes and publishes the
data contained in the reports in a monthly Official Summary of
Security Transactions and Holdings which is sold to interested persons.
VYolume of Reports Filed and Examined

The number of ownership and transaction reports filed during the
1953 fiscal year increased by more than 1,200 over the previous year.
The volume has steadily grown from 14,972 reports filed during the
1943 fiscal year to 22,333 in 1953.

The following table shows the number of reports filed during the
1953 fiscal year.
Number of ownership reports of officers, directors, principal security holders, and

certain other affiliated persons filed and examined during the fiscal year ended
June 30, 1953

Original |Amended| .o

Description of report reports | reports

Securities Exchange Act of 1934: !

Form4_ ... =| 18,259 318 18, 577
Form 5 7] 708 0 708
Form 6.._ Z 2,228 3 2,231
Total 21,185 321 21, 516
Public Utlity Holding Company Act of 1935. 2
Form U-17-1_ o 31 0 31
Form U-17-2_ - 362 0 362
Total Z 393 0 393
Investment Company Act of 1940: 3
Form N-30F-1 - 75 0 75
Form N-30F-2 memme——————— - 348 1 349
Total - . = 423 1 424
Grand total . 22,011 322 22,333

1 Form 4 is used to report changes in ownership; Form 5 to report ownership at the time any equity se-
curity is first listed amf(;eglstered on a national securities exchange; and Form 6 to report ownership of
persons who subsequently become officers, directors, or prineipal stockholders of the issuer.

2 Form U-17-1 is used for initial reports and Form U-17-2 for reports of changes of ownership.

3 Form N-30F-1 is used for initial reports and Form N-30F-2 for reports of changes of ownership.
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Preventing Unfair Use of Inside Information

For the purpose of preventing the unfair use of information which
may have been obtained by an insider by reason of his relationship
to his company, Section 16 (b) of the Securities Exchange Act, 17 (b)
of the Public Utility Holding Company Act, and 30 (f) of the In-
vestment Company Act provide for the recovery by or on behalf of
the issuer of any profit realized by the insider from certain purchases
and sales, or sales and purchases, of securities of the company within
any period of less than 6 months. The Commission is not charged
with the enforcement of the civil remedies created by these pro-
visions, which are matters for determination by the courts in actions
brought by the proper parties. The Commission has participated as
amicus curige in a number of suits instituted under these provisions
where questions of statutory interpretation are involved.

SOLICITATION OF PROXIES, CONSENTS, AND AUTHORIZATIONS

Nature of Proxy Regulation

Pursuant to sections 14 (a) of the Securities Exchange Act, 12 (e)
of the Public Utility Holding Company Act of 1935, and 20 (a) of the
Investment Company Act of 1940 the Commission has adopted
Regulation X-14 relating to the solicitation of proxies, consents
and authorizations in connection with securities of companies subject
to those statutes requiring the disclosure of certain information at the
time proxies are solicited. The regulation also contains provisions
enabling security holders to communicate with other security holders
when management is soliciting proxies, either by arranging for the
distribution of their own proxy statements or through the inclusion
of their proposals in the proxy statements of management.

Copies of proposed proxy material are required to be filed with
the Commission in preliminary form at least 10 days prior to the date
of the proposed solicitation. Where preliminary material fails to
meet the disclosure standards, the management or other group re-
sponsible for its preparation is notified informally and given an
opportunity to avoid such defects in the preparation of the definitive
proxy material.

Statistics Relating to Proxy Statements

During the 1953 fiscal year the Commission received material re-
lating to 1,817 solicitations of security holders’ proxies as well as
“follow-up’’ material used in 99 of these cases. These figures show
little change when compared with 1,818 solicitations and the use of
“follow-up” material in 158 instances during the preceding fiscal
year.

Much more detailed information about proxy solicitations has
been compiled on a calendar year basis. The total number of

279900—b4—4
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solicitations made in 1952 was 1,803. Nearly 99 percent of these, or
1,776 were made by management and the remaining 27 by non-
management groups. Of the proxy statements filed by management
45 included, as required under the regulation, 70 proposals of 29
different stockholders who were not connected with the management.
In 1951 there were 40 such minority stockholder proposals.

The business of electing directors is the purpose for which proxies
are most often sought. In 1952, there were 1,623 stockholders’
meetings where such election was an item of business, and 160
meetings not involving such election, while the 20 remaining solici-
tations sought consents and authorizations which did not involve
any meeting or any election of directors.

The wide range and frequency of items of business other than
election of directors on which stockholders’ action was sought in 1952
are shown below.

Number
. of prozy
Ttem of business other than election of directors statements
Mergers, consolidations, acquisitions of businesses, and purchases and
sales of properties. . _ .. 65
Issuance of new securities, modification of existing securities, recapitaliza-
tion plans other than mergers or consolidations..____________________ 228
Employee pension plans_ . . __ . ___._ 108
Bonus and profit-sharing plans, including stock options.________________ 145
Indemnification of officers and directors_ _ .. __________________________ 7
Change in date of annual meeting__._________________________________. 10
Approval of independent auditors_.__________________________________ 441
Miscellaneous amendments to by-laws and other matters_..____________ 321

REGULATION OF BROKERS AND DEALERS IN OVER-THE-COUNTER
MARKETS

Section 15 (a) of the Securities Exchange Act requires registration
of brokers and dealers who use the mails or instruments of interstate
commerce to effect transactions in securities on over-the-counter
markets. Exemption from registration, however, is provided for
those brokers and dealers whose business is exclusively intrastate or
exclusively in exempt securities. Jurisdiction to deny or revoke
registration is vested in the Commission under section 15 (b) of the
Act; to suspend or expel brokers and dealers from membership in a
national securities association under section 15 A; and to suspend or
expel from membership on a national securities exchange under section
19 (a). In proceedings ordered to determine whether any such sanc-
tion should be invoked, the respondent is given notice of the specific
charges of misconduct and afforded opportunity for hearing thereon.

The following tabulations reflect certain data with respect to
registrations of brokers and dealers and administrative proceedings
involving the various sanctions above referred to.
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Broker-Dealer Registratron Stalistics

Effective registrations at close of preceding fiscal year__._____._________ - 3,997
Registrations suspended during preceding fiseal year_ . ________________ - 1
Applications pending at close of preceding fiscal year_.________________ - 35
Applications filed during fiscal year_____________________________._._ - 1532

Total e 4, 565
Applications withdrawn during year_..______________________________ - 11
Applications cancelled during year__________________________________ - 1
Registrations withdrawn during year______________________ .. ___..___ - 311
Registrations cancelled during year_ . _ . ______________. - 97
Registrations revoked during year_ _______________________ . _.__.__ - 35
Registrations effective at end of year_.__ . __________________________ —~ 4,053
Applications pending at end of year__ ... ____________ .. ______ - 57

Total_ el 4, 565

1 This includes applications of 49 Canadian and 2 Japanese brokers and dealers.

Statistics of administrative proceedings to deny and revoke registration, to suspend
and expel from membership in a national securities association or an erchange

Proceedings pending at start of fiscal year to:

Revoke registration___ ________ . ___ 7
Revoke registration and suspend or expel from NASD ! or exchanges_ 9
Deny registration to applicant._ - __ __ .. _________________ 0
Total proceedings pending_ - _ __ . . _________ 16
Proceedings instituted during fiscal year to:
Revoke registration______ . __ . _____________ . _______. 67
Revoke registration and suspend or expel from NASD ! or exchanges._ 9
Deny registration to applieants_____ . ______________.__ 4
Total proceedings instituted_ _ . . . _____ . _.__ 80
Total proceedings current during fiscal year___._________________ 96
Disposttion of proceedings
Proceedings to revoke registration:
Dismissed on withdrawal of registration_.________________________ 8
Dismissed on cancellation of registration__________________________ 4
Dismissed—registration permitted to continue in effect_______.______ 2
Registration revoked.. . . ____ .. 31
Total - - - e 45
Proceedings to revoke registration and suspend or expel from NASD or
exchanges:
Registration revoked and firm expelled from NASD_______________._.. 3
Registration revoked—no action taken on NASD membership..____ 3
Total . e 6

1 The National Association of Securities Dealers, Inc. 1s the only national securities association registered
with the Commuission,
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Statistics of administrative proceedings to deny and revoke registration, to suspend
and expel from membership in a national securities association or an exchange—Con.

Proceedings to deny registration to applicant:

Dismissed on withdrawal of application._ - - _______________________ 3
Dismissed—registration permitted - ___ ____ . ___ . _________._____.__. 1
Total - e 4
Total proceedings disposed of - . ___________._________ 55
Proceedings pending at end of fiscal year to:
Revoke registration. . . e 29
Revoke registration and suspend or expel from NASD or exchanges.. 12
Deny registration to applicants. . - oo e eees 0
Total proceedings pending at end of fiscal year. ... . ___._.__. 41
Total proceedings accounted for. . oo .. __ 96
Registration

The problem of registration of brokers and dealers with principal
offices outside the United States raises important questions both with
respect to the enforcement of civil liabilities arising out of violations
of the Act and with respect to the enforcement of sanctions which the
Commission may invoke against such violations.®? At the year-end
51 nonresident firms were registered, 49 of them being Canadian firms.
Rights arising because of violations may be unenforceable against
non-resident broker-dealers or individual partners in such firms where
it is impossible to obtain service upon such persons. In order to
afford to the Commission and others the same opportunity to enforce
rights or duties against such persons as they have in the case of
resident broker-dealers and resident partners in such firms, the
Commission promulgated rule X-15B-7.* This rule requires each
non-resident broker or dealer, general partner, and managing agent
to file with the Commission a written irrevocable consent and power
of attorney, designating the Commission as an agent upon whom may
be served any process, pleadings, or other papers in certain civil suits
or actions brought in the United States.

The Commission also adopted four forms, designated as 7-M,
8-M, 9-M, and 10-M, to be used for the filing of irrevocable consents
to service by the various persons subject to the rule.

3 The Comimission’s investigative work with respect to the antifraud provisions of the Acts has included
many investigations of msail and telephone campaigns by Canadian brokers and dealers to sell unregistered
securities to residents of this country. While many of the investigations disclosed gross misrepresentations
and the employment of other fraudulent schemes and devices the enforcement of criminal penalties against
the wrongdoers was a ‘““catch as catch can’” matter. Criminal indictments were obtamned in many instances
but apprehension and arrest of those indicted was possible only when they could be found within the bor-
ders of the United States. However, followwng prolonged negotiations by our governiuent an smended
extradition treaty between the United States and Canada was ratified by both governments and became
effective on July 11, 1952, The amended treaty permits extradition of persons indicted for securities frauds
in this country.

4 Securities Exchange Act release No. 4825 (April 22, 1953).
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All but two of the 49 Canadian firms mentioned above filed appli-
cations after the adoption by the Commission of Regulation D dis-
cussed at page 11, above. Fifteen of these firms became registered
before the close of the year, one withdrew its application after the
Commission had instituted proceedings to deny registration, and two
others withdrew their applications shortly after they had been filed.
Administrative Proceedings

Four proceedings on the question of denial of registration were insti-
tuted during the year. Three of these proceedings were dismissed on
the withdrawal of the applications. In the fourth, the order for pro-
ceedings charged that I. Nelson Dennishad transacted business in viola-
tion of law without being registered as a broker-dealer pursuant to sec-
tion 15 (b) of the Securities Exchange Act, that he had sold unregistered
stock of Ameranium Mines, Limited, in violation of section 5 (a) of
the Securities Act of 1933, and that Dennis was enjoined under New
York law from the further sale of Ameranium stock. Since Dennis
admitted these allegations, the only question was whether it was neces-
sary in the public interest to deny registration. The Commission’s
opinion concluded as follows: “Experience has demonstrated that
promotional appeals to our investing public made from Canada by
means of the mass mailing and telephone techniques have most fre-
quently provided a medium for over-reaching. We must approach
such cases with the utmost caution and, therefore, have searched this
record carefully. However, we find no showing of actual fraud has
been made. We note further that the Ameranium stock distribution
was applicant’s first and only venture in the securities business. Ap-
plicant has not been charged with any infraction of Ontario’s securities
regulations, and since May 2, 1952, he has not engaged in the sale of
securities in the United States. Ameranium has since filed a registra-
tion statement with us pursuant to the Securities Act covering the
shares previously sold by applicant in the United States and additional
shares, and this statement is now pending. Moreover, applicant has
stated that, if his application for registration is permitted to become
effective, he will make every effort to comply with Federal and state
requirements, and to that end will retain counsel to advise him with
respect to such requirements. Accordingly, we do not believe that the
public interest requires denial of registration.” ®

A total of 45 proceedings on the question of revocation of registra-
tion were disposed of during the fiscal year. In 30 proceedings regis-
tration was revoked because of the failure of the firms to file financial
reports pursuant to rule X-17A-5, and 6 revocations were based on
_ findings of fraudulent conduct.

3 After the close of the year registrations of 14 additional firms became effective; denial proceedings were
instituted against 13 of the remaining applicants. Two of the latter subsequently withdrew their appli-
cations,

$ Securities Exchange Act release No. 4769 (November 20, 1952).
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Two administrative proceedings decided during the year involved
charges of manipulation of the market in anticipation of the distribu-
tion of an offering of stock on the over-the-counter markets. In
proceedings against Floyd A. Allen & Co., Inc., the Commission
found that the respondent and certain of its associates had artificially
raised the price of the outstanding stock of Loven Chemical Company
by publishing bids at successively higher prices and effecting purchases
at such higher prices. Subsequently, respondents sold the new stock
to customers at the raised prices by means of false and misleading state-
ments. The Commission revoked the firm’s broker-dealer registration
and expelled it from membership in the National Association of Se-
curities Dealers, Inc.?

The other proceeding was brought against R. L. Emacio & Com-
pany, Inc. on similar charges. The Emacio firm had negotiated with
Silver Crescent Mining Company for the sale of new stock of that
company. In anticipation of the distribution of the new stock, the
Emacio Company, through its president Emacio and another associate,
acquired control of the market for the old shares and raised the market
for such shares. The Emacio Company then sold the new shares at
the raised prices. The Commission found that in addition to carrying
out this manipulative scheme to raise the price for the purpose of
distributing the new shares at the higher prices Emacio and his asso-
ciate made many false and misleading statements in the sale of the
stock. The Commission revoked the registration of Emacio & Com-
pany and expelled the firm from membership on the Spokane Stock
Exchange.®

Broker-Dealer Inspections

Under section 17 (a) of the Securities Exchange Act, which author-
izes the Commission to make reasonable periodic, special, or other
examinations of the books and records of brokers and dealers, the
Commission makes inspections to determine whether brokers and
dealers are complying with the requirements of the securities acts.
During the fiscal year, the Commission’s regional offices reported on
686 such inspections, 525 of which were inspections of members of the
National Association of Securities Dealers, Inc. As has been the
experience in previous years, a substantial number of violations of
the rules and regulations were uncovered. These violations included
noncompliance with the Commission’s capital and hypothecation
rules and with Regulation T prescribed by the Board of Governors
of the Federal Reserve System. In a limited number of instances
brokers and dealers were taking secret profits. As in other years,
there were transactions in which the reasonableness of the price
charged to the customer in relation to the current market price was

7 Securities Exchange Act release No. 4881 (June 16, 1953).
§ Securities Exchange Act release No. 4880 (June 16, 1953).
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open to question, and miscellaneous violations in large number which
would be difficult to classify because of their variety.

The Commission does not necessarily take formal action against a
broker or dealer who appears from these inspections to be violating
the Acts. If the violations appear to be inadvertent or the result of
misinformation, the Commission affords the broker-dealer an op-
portunity to correct his practices if possible or to assure the Com-
mission that he will not persist in them.

Investigations

Investigations of brokers and dealers may result from the inspec-~
tions, complaints from customers, or information received from sources
such as state securities commissions, securities exchanges and associa-
tions, and better business bureaus. After the completion of an in-
vestigation, the staff analyzes the evidence developed and where
appropriate recommends that the Commission institute injunctive
action, proceedings to revoke registration or to suspend or expel from
membership in a national securities exchange or association, or refer-
ence to the Department of Justice for criminal prosecution. The
following schedule shows the number of such investigations during
the fiscal year.

Pending July 1, 1952 e eCee-. 181
Commenced during year_ . . .o o= 162
343
Closed during year. ..o oo 158
Pending July 1, 1953 - .- 185
343

Financial Reports

Rule X-17A-5 under the Securities Exchange Act requires brokers
and dealers to file annually reports of their financial condition.
During the 1953 fiscal year, 3,936 reports of financial condition were
filed. These reports are examined and analyzed to determine whether
the broker-dealer was in compliance with the capital requirements
prescribed by rule X-15C3-1. If a broker-dealer is found not to com-
ply, he is generally afforded a reasonable time in which to correct his
financial condition so that it meets the requirements. If he fails to
do so the Commission takes such action as may be appropriate for
the protection of customers.

SUPERVISION OF ACTIVITIES OF NATIONAL ASSOCIATION OF
SECURITIES DEALERS, INC.
Membership
The National Association of Securities Dealers, Inc. (NASD) con-
tinued as the only national securities association registered as such
with the Commission. Membership increased by 84 during the fiscal



40 SECURITIES AND EXCHANGE COMMISSION

year to 3,034 at June 30, 1953 as a consequence of 284 admissions to,
and 200 terminations of, membership. At June 30, 1953 there were
registered with the NASD as registered representatives 35,577 in-
dividuals, including generally all officers, partners, salesmen and other
persons associated with or employed by member firms in capacities
which involve their doing business directly with the public. The
number of individuals so registered increased by 2,524 during the
fiscal year as a result of 5,127 initial registrations, 2,079 reregistrations
and 4,682 terminations of registration.

Disciplinary Actions

The Commission received from the NASD, in the 1953 fiscal year,
reports of final disciplinary action by the Association in 68 cases in
which formal complaints had been filed against members. These
cases fell into three broad categories. The first category included 45
complaints filed against various members on the grounds that they
had not offered to the public, at the public offering price, shares
acquired in an initial public offering. Three of these complaints
were subsequently dismissed on findings by the appropriate committees
that the firms concerned had not violated the Association’s rules, as
interpreted by the Association, designed to prevent this practice of
“free riding.” In the remaining 42 cases the Committees found
violations by the respondent firms. One of these firms was fined
$500; the others were censured and some were also required to submit
a statement pledging future compliance and observance of the Rules
of Fair Practice.

The second type of case included 14 complaints against members
only on charges of violations of various other rules, 2 of which were
subsequently dismissed on findings that no violations had occurred.
In the remaining 12 cases violations were found as alleged in the
complaints and various penalties were imposed. Five members were
expelled; 3 were suspended for periods of 1, 2 and 3 weeks; and 4
firms were fined an aggregate of $2,310.

The remaining nine disciplinary actions involved complaints against
members as well as their registered representatives. One such case
was subsequently dismissed on findings that no violations were
involved. In four cases complaints were dismissed against the mem-
ber firms; but the registrations of the firms’ registered representatives
were revoked. In other cases one firm was fined $1,500 and its
representative $500; another firmm was fined $1,000 and its representa~
tive $500; another firm was fined $1,000 and the firm and two of its
representatives were suspended for 30 days. In the last of these
cases fines aggregating $15,000 were imposed upon one firm and five
of its representatives; in addition the registrations of two represent-
atives were revoked and one representative was suspended for 2 years.
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The decision in this case was appealed to the Commission pursuant
to the provisions of section 15A (g) of the Securities Exchange Act
by Earl L. Combest who was fined $2,500 and suspended as a registered
representative for 2 years. At the year-end, the matter was peading
before the Commission.®

The Commission referred to the NASD facts concerning the
business practices of members which tended to indicate possible
violations of NASD Rules of Fair Practice. At the beginning of
the fiscal year there were seven such matters pending before the
Association, and four such cases were referred during the year.
Reports on the disposition of nine cases were received from the Asso-
ciation during the year. In two, formal complaints were filed by the
Association, violations were found and penalties were imposed. The
remaining seven cases were disposed of by informal means, without
formal complaint procedure. Two cases were unreported at the
year-end.

Commission Review of NASD Disciplinary Actions

Section 15A (g) of the Act provides that disciplinary actions by
the NASD are subject to review by the Commission on its own
motion or on the application of an aggrieved party. The Commission
disposed of three such petitions during the year and at the year-end
two were pending.

Petitions for review in one such case were filed by Geo. J. Martin
Co., which had been expelled from the NASD, and by Irving A.
Shayne and Alfred Shayne, two salesmen of the firm whose registra-
tions as registered representatives had been revoked. Alfred Shayne
later withdrew his petition,® and the firm and Irving A. Shayne
failed to perfect their appeals.!’ Accordingly, the three petitions
were dismissed.

Anpother review arose from the expulsion of Tyson & Co., Inec.
from membership and the revocation of the registration as registered
representative of Albert B. Tyson, Joseph Tyson, and Gilbert Parker.
Albert Tyson filed an application for review but failed to perfect it
and accordingly it was dismissed.”? On review of Parker’s petition,
the Commission concluded that he had violated designated NASD
rules and that such violations constituted eonduct inconsistent with
just and equitable principles of trade and that the sanction imposed
on him was not excessive or oppressive.’® The petition was therefore
dismissed.

The other petition disposed of during the year was filed on behalf
of Standard Bond and Share Co. and its president and controlling

¢ Securities Exchange Act release No. 4892 (July 8, 1953).
¥ Securities Exchange Act release No. 4736 (July 28, 1952).
1 Securities Exchange Act release No. 4728 (July 1, 1952).

1 Securities Exchange Act release No. 4742 (August 19, 1052).
13 Securities Exchange Act release No. 4781 (December 17, 1952).
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person, William G. Stien. The firm had been fined $500, suspended
from membership for 30 days and Stien’s registration as representative
of the firm was suspended for the same period. On findings that the
member and its representative had engaged in business conduct
inconsistent with just and equitable principles of trade and that the
penalties imposed by the NASD were not excessive or oppressive,*
the Commission dismissed the petition.
Commission Review of Action on Membership

Section 15A (b) (4) of the Act and the by-laws of the NASD provide
that, except where the Commission with due regard to the public
interest approves or directs to the contrary, no broker or dealer
may be admitted to or continued in membership if he or any
controlling or controlled person is expelled or is currently under
suspension from such an association for violation of a rule prohibiting
conduct inconsistent with just and equitable principles of trade, or is
subject to an order of the Commission denying or revoking his broker-
dealer registration, or was a ‘““cause’”’ of any such order of expulsion,
current suspension or denial or revocation. The Commission disposed
of two petitions seeking ‘“‘approval or direction’” pursuant to this
gtatutory provision during the year and at the year-end two such
petitions were still pending.®®

Such a petition was filed by the NASD for approval of the continu-
ation in membership of Delaware Fund Distributors, Inc. notwith-
standing a disqualification arising from action by the Commission
against Van Alstyne, Noel & Co., which controlled Distributors.
The petition was later withdrawn, with notice to the Commission of
the dissolution of Delaware Fund Distributors, Inc., and the proceed-
ing was dismissed.’®

Another petition was filed by the NASD on behalf of an applicant
seeking to retain membership while employing George T. Anderson
as a controlled person. Anderson had been a partner of Junger,
Anderson & Co. and a “cause’” of the order of the Commission re-
voking that firm’s broker-dealer registration. On review of the
record, and after notice and opportunity for hearing, the Commission
concluded that it was necessary in the public interest to deny the
relief requested and by order disapproved the application.”

CHANGES IN RULES, REGULATIONS, AND FORMS

Amendment of proxy rules—Effective December 11, 1952, the Com-
mission adopted certain amendments to its proxy rules for the purpose
of clarifying the rules in certain respects and providing certain new

1% Securities Exchange Act release No 4761 (October 15, 1952).

it The pending cases concerned petitions filed on behalf of- (1) Franklin Distributors, Inc. (See. Exch,
Act release No 4818) and (2) a member firm seeking approval of its continuance as a member with William
A. Spanier as an employee and controlled person. Securities Exchange Act relesse No. 4811,

18 Securities Exchange Act release No 4807 (February 24, 1953).

17 Securities Exchange Act release No. 4782 (December 29, 1952).
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requirements where previous requirements had proved to be inade-
quate.

Under the amended rules, the form of proxy must include a spe-
cifically designated blank space for dating the proxy. They also
prohibit the solicitation of any undated or postdated proxy or any
proxy which provides that it shall be deemed to be dated as of any
date subsequent to the date on which it is signed by the security
holder.

The previous rules permitted the management of a company to
omit from its proxy material stockholder proposals which are sub-
mitted primarily for the purpose of enforcing a personal claim or
redressing a personal grievance against the issuer or its management.
The amended rules also permit the omission of stockholder proposals
submitted primarily for the purpose of promoting general economic,
political, racial, religious, social, or similar causes.

The requirements with respect to showing remuneration in the
proxy statement have been revised generally. Under the revised
requirements, salaries, fees, and commissions may be combined with
bonuses and shares in profits so as to show the aggregate remuneration
for specified persons or groups. The requirements as to showing
deferred remuneration have been made more explicit as to the infor-
mation required.

Where action is to be taken with respect to a bonus, profit sharing,
pension, retirement or other remuneration plan or with respect to
the granting or extension of options, information is required to be
given which will show adequately what similar provisions have
already been made for the benefit of directors, officersand employees.

Amendment of Form 10-—The instructions as to exhibits in Form
10 for registration of securities on exchanges under the Securities Ex-
change Act were amended, effective December 12, 1952, to stimplify the
requirements relating to the filing of copies of options, warrants or
rights under certain circumstances. Since the exhibit requirements of
Forms 8-K and 10-K are keyed to those of Form 10, the amendment
also effected a similar simplification in the filing of exhibits to reports
on those forms.

Amendment of Rule X-12A—/ and rescission of Form AN-4.—Rule
X-12A-4, providing an exemption from registiation under section 12
of the Securities Exchange Act of 1934 for certain short term warrants,
was amended, effective December 29, 1952, for the purpose of simpli-
fying the exemption procedure. The rule as it was previously in effect
required the filing with the Commission of a statement on Form AN—4.
The amendme 1t substitutes for this requiremen. a provision that the
exchange on which the warrants are to be traded shall notify che
Commission when the warrants have been admitted to dealing. Form
AN—4 was rescinded. The amendment also deletes from the rule a
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requirement, applicable in certain cases, that the exchange’s quota-
tions of transactions in the warrants and members’ confirmations to
purchasers shall indicate that the security subject to the warrants is
neither admitted nor in process of admission to dealing on any
national securities exchange.

Amendment of Rule X~12A-5 —Rule X-12A-5 under the Securities
Exchange Act of 1934 provides that whenever by operation of law or
otherwise any instrument evidencing a security listed or admitted to
unlisted trading privileges on a national securities exchange has come
to evidence another security in substitution for or in addition to the
original security, the substituted or additional security shall be exempt
from registration pending the effective registration of, or the granting
of unlisted trading privileges for, such exempted security on the ex-
change. Among the securities temporarily exempted under this rule
are new securities, or additional amounts of the original security,
resulting from the reclassification of the original security by charter
amendment or the declaration of stock distributions and stock divi-
dends, and securities resulting from reorganization plans. Securities
sold for cash or securities issued under voluntary exchange offers are
not entitled to the temporary exemption provided by this rule.

Previously, transactions on the exchanges in securities temporarily
exempted by this rule could be made only on a ‘“regular way’’ or
“when distributed’’ basis because, by its terms, the rule was applica-
ble only to issued securities. The rule was amended, effective March
20, 1953, so that any unissued security may be admitted to “when
issued” trading on a national securities exchange provided that upon
the issuance of such security trading therein would be lawful under
this rule and that all necessary action, other than the filing or record-
ing of charter amendments or other documents with the appropriate
state authorities, has been taken to authorize and assure the issuance
of any such security. This amendment makes it unnecessary ror
issuers or exchanges to effect registration urder Regulation X~12D-3
on Form 2-J to permit “when issued” trading in such unissued secu-~
rities. Form 2-J will continue to be used for the registration for
‘“‘when issued’ trading in certain unissued securities not entitled to
the temporary exemption under rule X—12A~5.

Amendments to Instruction Books for Forms 12-K and 124-K.—The
Commission adopted certain amendments to the instruction books for
annual report Forms 12-K and 12A-K under the Securities Exchange
Act of 1934, discontinuing the provisions of those forms which per-
mitted companies reporting to the Interstate Commerce Commission
on its Form A to file certain selected schedules of such form with
their annual reports on Forms 12-K and 12A-K, in lieu of filing
complete copies of their Form A reports. The Commission found
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that this procedure had been followed by a very limited number
of companies.

Amendment of rules under Section 16.—During the 1953 fiscal year
the Commission made extensive changes in the rules issued under
section 16 of the Securities Exchange Acs. These changes were de-
signed to clarify and enlarge the requirements relating to the report-
ing of transactions by directors, officers and 10 per cent siockholders
and to grant exemptions where experience with the administration of
the section indicated that exemptions were desirable. The changes
made were as follows:

Rule X-16A—~1 was amended to require holders of options, puts,
calls, spreads and straddles to file the reports required by section
16 (a). Rule X-16A-3 was amended to require any person who is a
member of a partnership which owns securities of an issuer of which
he is an officer, director or 10 perceat stockholder to report all hold-
ings and all changes in the beneficial ownership of equity securities
of that issuer held by the partnership. The former rule permitted
the person filing the report to elect whether he should file such reports
or reports reflecting his individual interest only. Rule X-16A—4
was amended in order to clarify the prior rule, and to reduce the
period of time during which the exemptions specified in the rule
were effective from two years to one year. Rule X-16A-8 established
for the first time a complete set of instructions to guide trustees in
filing reports. Rule X~-16A-9 is a new rule providing an exemption
for transactions in which the amounts involved are so small that
there appears to be no public interest in requiring reports of the
transactions when they occur. Rule X-16A-10 was adopted in
order to exempt from section 16 (b) those transactions which need
not be reported pursuant to the requirements of sectiox 16 (a).

Rule X-16B-2 was amended to broaden the prior rule governing
distributions of securities by providing that the exemption would
be available for transactions of purchase and sale in the course of a
distribution of a block of securities on behalf of a security holder not
standing in a control relationship to the issuer. The prior rule was
applicable only when the distribution was on behalf of the issuer or
a person standing in a control relationship to the issuer. Rule
X-16B-3 was amended to broaden the exemption applicable to
acquisitions of stock pursuant to a bonus or similar plan so that
nontransferable options might have the benefit of the rule. Rule
X-16B-5 was amended in order to clarify a rule that had been the
subject of many requests for interpretation. The clarification was
not intended as a change in the substance of the rule.
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LITIGATION UNDER THE SECURITIES EXCHANGE ACT OF 1934

Following is a summary of the more significant aspects of the civil
litigation in the courts in which the Commission participated during
the fiscal year.

During the fiscal year the Commission obtained a preliminary
injunction against the broker-dealer firm of J. Arthur Warner and Co.
and others.”®* Defendants were alleged to have obtained the trust
and confidence of customers who were unfamiliar with securities and
finance by falsely representing that the customers would receive
impartial investment advice with respect to the purchase and sale
of securities and that the defendants would at all times act in the
best interests of customers, whereas defendants grossly overtraded
the accounts of the customers for the purpose of taking large com-
missions and large profits for the defendants, to the great financial
loss of customers.

It was also charged that the defendants, without the knowledge
or consent of customers, arranged for collateral bank loans to finance
the purchase of additional securities for such customers, and induced
the customers to sell high-grade, conservative securities, to withdraw
funds from savings banks, and to sell United States savings bonds,
to entrust the proceeds and funds to the defendants to purchase other
securities on the false representation that they were as safe as govern-
ment bonds and deposits in savings banks and to purchase specific
securities on the basis of numerous fraudulent representations as to
safety of principal, capital appreciation, and increased income.

At the request of the Commission, the court entered an order
restraining the defendant J. Arthur Warner & Co. Inc. from per-
mitting the withdrawal of capital from the corporation pending the
further order of the court. The Commission asked the court to
notify the customers of the firm, at the proper time, of the manner
in which the affairs of the customers were handled by the defendants
and to give the customers an opportunity to establish any claims
they may have for redress.!®

Injunction proceedings were also instituted against Lawrence .J.
Raymond, Maleolm L. Saunders, and James J. MacKnight,® partners
of Raymond & Company, a registered broker-dealer. Defendants
organized and became the sole trustees of a Massachusetts voluntary
trust operating under the name of Collective Trading Fund. The
customers of Raymond & Company were induced to purchase shares of
the Fund on the representation that they were purchasing shares of
an investment trust, the assets of which would be invested in sound,
marketable securities and that the Fund was entirely separate from
the partpership of Raymond & Company. Defendants commingled

1¢ Cyvil Action No. 51-1036, D. Mass

1 See part VIII for a description of the criminal action 1nstituted in connection with this case,
2 Crvil Action No. 52-1181, D, Mass.



NINETEENTH ANNUAL REPORT 47

the assets of the Fund with the capital of Raymond & Company.
The investors were not told that the capital of Raymond & Company
was substantially impaired and that, without appropriating the
assets of the Fund, the broker-dealer firm would be insolvent. Pur-
ported dividends were paid to shareholders of Collective Trading
Fund which, the Commission charged, were a return of capital and
not income. Pursuant to the Commission’s request a temporary
restraining order was entered and a receiver appointed for Raymond
& Company and defendants were restrained from disposing of the
assets of the Fund. A decree permanently enjoining Saunders
and MacKnight from further violating the provisions of the statutes
was entered and the case was dismissed as to Raymond, who died
during the pendency of the litigation.

Failure to maintain and keep current the books and records as re-
quired by the Commission’s rules and the failure to permit a repre-
sentative of the Commission to have access to such books and records
for the purpose of examination led to the filing of a complaint against
Edward H. Martin, individually and doing business as E. H. Martin
and Co., a registered broker-dealer.® In addition, the complaint
charged that a report of financial condition required by the Commis-
sion’s rules and filed by Martin was false and misleading in that it
failed to disclose certain liabilities. Upon motion of the Commission
the court entered a temporary restraining order and appointed a re-
ceiver to conserve the assets of the defendant. The defendant failed
to answer the Commission’s complaint and a final judgment was
entered upon such default and the receivership continued.

The Commission, filed a complaint against W. Fawle Lutts, doing
business as W. E. Lutts & Company,? a registered broker-dealer,
charging that the defendant had been soliciting and accepting the
deposit of money and securities from customers and representing that
he was ready and able to accept customers’ orders and to make prompt
settlement, without disclosing that his liabilities exceeded his assets
and he was unable to meet his current liabilities. The complaint
further charged that the defendant had not made and kept current
books and records relating to his business as required by the rules of
the Commission, that he submitted false financial statements to the
Commission, and that he converted to his own use securities which had
been entrusted to him for safekeeping. The defendant consented to
the entry of a final judgment permanently enjoining him from further
violations of the statute.

In 8. E. C. v. Zippin & Company,® the Commission charged that
Zippin & Company, a registered broker-dealer, had engaged in a
course of business which operated as a fraud and deceit in that its

21 Ciwval Action No. 2245, D. N. Mex.
22 Civil Action No. 1081, D. N. H,
22 Civil Action No 83C53, N. D. Ill.
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liabilities exceeded its assets and it was unable to meet its current
liabilities, and it had made untrue and misleading statements concern-
ing its financial condition. At the request of the Commission a
temporary restraining order was entered and a receiver appointed.
Subsequently, the defendant consented to the entry of the final judg-
ment permanently enjoining the company from further violations of
the statutes.

In S. E. C. v. Stanley Pelz & Co., Inc. and Stanley A. Pelz,* the
complaint alleged that the defendants permitted the firm’s aggregate
indebtedness to exceed 2000 per centum of its net capital in violation
of the Commission’s rules. The defendants had been warned several
times to bring the firm’s financial condition into line with the Com-
mission’s requirements but failed to do so. The defendants consented
to the enfry of a final judgment.

In a broker-dealer revocation proceeding against Henry P. Rosen-
feld and others, Samson Wallach, Sr., a salesman of Rosenfeld, had
been found by the Commission to have violated the antifraud pro-
visions of the Securities Act and Securities Exchange Act and to have
been a cause of the order revoking Rosenfeld’s registration. He filed
a petition for review contending that the Commission had no jurisdic-
tion to name as a respondent a salesman pot registered as a broker-
dealer. The Court of Appeals for the District of Columbia sustained
Wallach’s petition for review.?® On remand the Commission dis-
missed the administrative proceeding as to Wallach. While the
matter was in litigation, Wallach became sales manager for another
registrant, Securities National Corporation. After a further proceeding
the Commission, relying on the record and findings in the Rosenfeld
case and certain additional evidence, revoked the registration of
Securities National Corporation because of Wallach’s association with
it.® Securities National and Wallach filed petitions with the Court
of Appeals for the District of Columbia to review this action. These
petitions were dismissed on procedural grounds, the court holding,
among other things, that since Wallach had declined to become a
party to the administrative proceeding he could not invoke the
review jurisdiction of the court.®

Participation as Amicus Curiae

During the fiscal year the Court of Appeals for the Ninth Circuit
handed down its decision in Fratt v. Robinson ® in which the Com-
mission participated as amicus curige. The court, agreeing with the
views expressed by the Commission, held: (1) that rule X-10B-5

# Civil Action No. 79-188, S. D. N. Y

25202 F. 2d 462 (1953)

2 Secunities Exchange Act release No. 4866 (May 29, 1953).

21206 F. 24 486, 488 (1953).

28 203 F. 2d 627 (1953), reversing the judgment of the Unuted States District Court for the Western District
of Washington, previously discussed in the 18th Annual Report, p. 77.
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under section 10 (b) of the Securities Exchange Act applies to all
fraudulent and deceptive securities transactions involving the use of
the mails or instruments of interstate commerce, and is not limited,
as defendants contended, to transactions in securities traded on
exchanges or traded over the counter by professional brokers and
dealers; (2) that a private civil action for damages may be main-
tained by a seller of securities injured by a violation of rule X-10B-5;
(3) that alleged uses of the mails to effect payment for, and to obtain
delivery of, the purchased securities were sufficient under rule X~10B-
5, and that it was not necessary that the mails or instruments of
interstate commerce be used to transmit the particular misrepresenta-
tion complained of; and (4) that the statute of limitations reference
in a rule X-10B-5 action for damages is the statute of limitations of
the forum jurisdiction applicable to actions for fraud.

In Falco v. Donner Foundation, Inc.® an action was brought pur-
suant to section 16 (b) of the Securities Exchange Act to recover
profits resulting from certain purchases and sales of Pittsburgh Steel
Company equity securities by the defendant, a 10 percent stock-
holder. Both the purchases and sales involved in the litigation were
executed simultaneously. The stockholder plaintiff in the action
computed substantial profits by adding dividends which had been
declared to the price at which the securities were sold. The Com-
mission filed a brief amicus curiae taking the position that, although
the transactions were subject to section 16 (b), the prices at which
they were executed gave rise to no profit. The court agreed with
the views expressed by the Commission. An appeal to the United
States Court of Appeals for the Second Circuit is pending.

In Pellegrino v. Wright the Commission argued, emicus curiae, that
section 16 (b) did not impose a penalty, and that therefore the right
of action survived after the death of the defendant. The District
Court for the District of Maryland agreed with this construction and
refused to dismiss an action brought under that section against the
estate of an officer who had engaged in short-term trading in the
securities of his company.®

Further proceedings were had during the 1953 fiscal year in two
section 16 (b) cases discussed in the 18th Annual Report® In
Jefferson Lake Sulphur Co. v. Walet the United States Court of
Appeals for the Fifth Circuit affirmed the decision of the District
Court granting judgment in the full amount claimed by the plaintiff.?
In Pellegrino v. Nesbit®® the United States Court of Appeals for the
Ninth Circuit reversed a decision of the United States District Court

 Civil Action No. 76-284, 8. D.'N. Y
% No. 5840,
an Pp. 78,

32202 F. 2d 433,
8203 F. 2d 463,

279900—54——b5
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for the Southern District of California which refused to permit a
security holder to intervene in a section 16 (b) action. That_ case
was remanded to the District Court for appropriate proceedings. -

Kaiser-Frazer Investigation and Litigation with Otis & Co.

The Commission’s investigation into the circumstances surrounding
the failure of a stock offering by Kaiser-Frazer Corporation in early
1948 has resulted in an extensive series of administrative and court
proceedings. Accounts of prior proceedings appear in the 15th,
16th,® and 18th®*® Annual Reports of the Commission. At the
beginning of the present fiscal year there were pending before the
Commission an administrative proceeding to determine whether the
registration of Otis & Co. as a broker-dealer should be revoked and
whether it should be suspended or expelled from the NASD, and an
appeal by Otis & Co. from an order of the NASD suspending it from
membership for 2 years.

After the United States District Court for the Southern District of
New York had entered judgment in favor of Kaiser-Frazer in that
corporation’s suit against Otis & Co. for breach of its underwriting
contract,® the Commission sought and obtained & temporary restrain-
ing order from the United States District Court for the Northern
District of Ohio restricting various activities by and with respect to
Otis & Co.3® Shortly thereafter, Otis & Co. filed a petition in the
same court for reorganization under chapter X of the Bankruptcy
Act.® In its order approving the reorganization petition, the court
restrained all persons from commencing or continuing any actions or
proceedings against the debtor. The Commission, appearing spe-
cially in its capacity as the agency charged with the administration of
the Securities Act and the Securities Exchange Act, sought clarifica-
tion or, if necessary, modification of this order so as to preclude any
question of the propriety of its continuing the prosecution of the two
administrative proceedings pending before it and the injunction action
pending in the District Court. In an order dated April 7, 1952, the
reorganization court construed its previous order as prohibiting the
prosecution of all three proceedings, but modified the order to permit
further prosecution of the Commission’s injunction action. The Com-
mission filed a notice of appeal to the United States Court of Appeals
for the Sixth Circuit insofar as the order restrained the Commission
from continuing the prosecution of the two administrative proceedings
pending before it.*

3 pp. 58-59. o - -
3 pp. 79-80.

3 Kaiser- Frazer Corporation v. Otis & Co., CCH Fed. Sec, L. Serv., par. 90510.

8BS E. C.v.0tis & Co etal, Civil Action No 28371,

® In re Otis & Co., Bankruptey No. 68511.
# S, E. C.v. George Hazlett, Trustee, et al., No, 11596.
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Before the appeal was argued, the United States Supreme Court
denied a petition by Kaiser-Frazer Corporation for a writ of certiorari
to review a decision by the United States Court of Appeals for the
Setond Circuit which reversed the judgment against Otis & Co. in the
New York breach of contract action®!. Thereafter the reorganization
court granted Otis’ motion for dismissal of the proceedings under chap-
ter X and removed the injunction provisions contained in its order ap-
proving the petition for reorganization as modified by its order of April
7. On January 8, 1953, the Commission filed a motion in the Sixth
Circuit to vacate or reverse the April 7 order of the reorganization
court on the ground that the controversy was moot and, on February
2, 1953, the Court of Appeals entered an order vacating the order
appealed from. On May 6, 1953, the United States District Court
entered an order dismissing the Commission’s action for an injunction.

Meanwhile, on March 23, 1953, the Sixth Circuit had issued its
opinion affirming the approval of the settlement of the stockholders’
actions which had been instituted against Kaiser-Frazer after the
collapse of its stock offering in 1948.4

On March 25, the Commission directed the resumption of its
broker-dealer proceedings against Otis & Co. and, at the same time,
ordered a further public investigation into the 1948 Kaiser-Frazer
stock offering, such investigation to cover the facts and circumstances
surrounding the preparation, filing and review of the registration
statement. After motions by Otis & Co. in the broker-dealer proceed-
ings to direct Commission counseél to incorporate testimony previously
taken and to quash subpoenas or to dismiss the proceedings were
denied, the hearings were resumed on May 5. After a brief session on
that date, the hearings were adjourned until May 26 and thereafter
several days of testimony were heard.

On June 10, 1953, James F. Masterson and D. Bernard Heffernan,
who had been subpoenaed to appear as witnesses in the proceeding
against Otis & Co., filed an action in the United States District Court
for the Eastern District of Pennsylvania in which they sought to
quash the subpoenas and to stay all proceedings pending the disposi-
tion of their complaint.*® The court issued a rule, returnable on
June 24, to show cause why the application for a stay should not be
allowed and ordered all proceedings to be stayed meanwhile. On
June 16, the court issued an order clarifying the rule to show cause to
stay only the return date of the subpoenas served on the plaintiffs in
the action. On the same date, the Commission filed a motion to
dismiss the action and an answer to the rule to show cause.*

41195 F. 2d 838, certiorari denied, 344 U. S. 846,
42 Masterson et al. v. Pergament, 203 F. 24 315. A petition to the Supreme Court for a writ of certiorart
was denied on October 5, 1953:

4 Civil Action No. 15372
# On August 21, 1953, after the close of the fiscal year, the court ordered the complaint dismissed for

lack of jurisdiction,



PART III

ADMINISTRATION OF THE PUBLIC UTILITY HOLDING
COMPANY ACT OF 1935

The Public Utility Holding Company Act of 1935 provides for three
areas of regulation of public utility holding company systems. The
first embraces those provisions of the Acet which require the physical
integration of the public utility and related properties of a holding
company system and the simplification of intercorporate relationships
and financial structures of the system. The latter includes the re-
moval of unnecessary holding company complexities, the correction of
inequitable distribution of voting power among security holders, and
the strengthening of the financial position of the system. The second
area covers financing operations of holding companies and their sub-
sidiaries, acquisitions and dispositions of properties and securities by
such companies, their accounting practices and servicing arrangements
and other intercompany transactions in holding company systems.
The third includes a group of provisions of the Act designed to insure
that newly created holding company or affiliate relationships shall
meet prescribed standards and certain other provisions of the Act
requiring a very limited degree of surveillance over exempt holding
company systems.

INTEGRATION AND SIMPLIFICATION—SUMMARY OF DEVELOPMENTS

At the beginning of the fiscal year 1953, there were forty active
registered holding company systems. In addition, there were five
registered holding companies which had disposed of all of their utility
subsidiaries and were in the final stages of liquidation. These com-
prised a total of 437 companies of which 57 were predominantly hold-
ing companies, 192 were electric or gas utility companies and 188 were
engaged in various other businesses. The 57 holding companies were
registered as such and, in addition, three utility companies and one
other company were also registered as holding companies.

By June 30, 1953 the number of active registered holding company
systems had been reduced to 35. In addition there were 12 registered
holding companies which no longer had any utility subsidiaries. Eight
of the latter number were in process of final liquidation. The aggre-~
gate of all companies included in the foregoing totaled 385, of which
48 were holding companies, 173 were electric or gas utilities and 164
were nonutility companies. =

The fiscal year 1953 witnessed substantial progress in clearing up the
remaining problems under section 11 of the Act. Forty-six companies
with aggregate assets of $788 millions were divested by registered
holding company systems.

52
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Electric, gas and nonutility companies divested as not retainable under the Public
Utility Holding Company Actof 1935 and not subject to the Act as of June 30, 1953

Dec. 1, 1935 to June 30, 1953 | July 1, 1852 to June 30, 1953
Type of companies Number Number
of | Assets t of Assets 1

companies companies
Electrie utility .. 251 | $9,071, 553, 596 11 $619, 349, 751
Gasutility ... 2151 738,171,238 5 77,494,197
Nonuatility. 410 | 1,687,812,137 3130 91, 646, 645
Total. 812 | 11, 497, 536, 971 46 788, 490, 593

1 As of year end next preceding date of divestment and before deduction of valuation reserves.

2 5 compantes (Southern Natural Gas Corp and subsidiaries) with assets of $92,803,147, previously classi-
fied as gas companies divested but still subject to the Act, ceased to be subject to the Act as of Apr 8, 1953,
and these cumulative totals have been adjusted accordingly:

3 Assets of 10 small companies are not available,

INTEGRATION AND SIMPLIFICATION-INDIVIDUAL SYSTEMS
American Power & Light Co.

Since the Commission issued its order on August 22, 1942, requiring
American Power & Light Co. to dissolve, numerous plans have been
filed by the company under section 11(e) of the Act for the purpose
of compliance with this order. These developments are described in
previous annual reports.

During the past fiscal year the company filed a plan providing for
its final liquidation by means of the distribution of its remaining assets
totaling approximately $7,000,000 to the holders of its common stock,
the only securities of the company remaining outstanding. These
assets consisted of cash, United States Government securities and 10
percent of the outstanding common stock of Portland Gas & Coke
Company. The Commission approved the plan on March 31, 1953,
and on May 15, 1953, the United States District Court, District of
Maine, also approved the plan and directed its enforcement.? No
appeal was taken.

On September 2, 1953, the company distributed to the holders of
its common stock $0.95 per share in cash, plus one share of Portland’s
common stock for each 43 shares of Power & Light’s stock held. This
resulted in the disposition by Power & Light of all of its holdings of
Portland stock.

American Natural Gas Co.

On September 3, 1952, the Commission ordered hearings recon-
vened ? for the purpose of taking testimony on the question of the reten~
tion of the Milwaukee Solvay Coke Company in the American Natural
Gas Company System. In its order dated December 30, 1947, ap-
proving a plan for the reorganization of United Light and Railways
Company and American Light & Traction Company (now American

1 Holding Company Act release No. 11797,

3 Civil Action No. 731, umeported.
3 Holding Company Act releases Nos. 11464, 11512,
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Natural Gas Company) the Commission had reserved jurisdiction to
pass upon this question, because it was anticipated that Milwaukee
Gas Light Company, the immediate parent of Solvay, would convert
to natural gas in which event the retainability of the coke and gas
manufacturing facilities of Solvay might become questionable under
the standards of section 11(b)(1) of the Act.* The matter was pending
at the end of the fiscal year.

American Water Works & Electric Company, Inc.

As described in the 18th Annual Report, the United States District
Court, District of Delaware, entered its order on September 17, 1952,8
approving and directing enforcement of the Commission’s order of
March 17, 1952.° approving the payment of a premium of $10 per
share, plus compensation for delay, on the $6 Cumulative Preferred
stock of Water Works. The company had previously liquidated and
dissolved in compliance with section 11(b). The additional payments
were made on November 12, 1952,

Central Public Utility Corporation

This system had consummated four reorganization plans under
section 11(e) prior to January 1953. In brief, this accomplished the
liquidation of substantial amounts of system debt, the retirement of
the publicly held preferred stock of Consolidated Electric and Gas
Company, a subsidiary holding company, and the recapitalization of
the top holding company on a one stock basis. These plans and the
United States district court enforcement proceedings in connection
therewith are described in the 18th Annual Report. Following the
consummation of these four plans the Commission granted applica-~
tions for orders under section 5(d) of the Act declaring that Consoli-
dated Electric and Gas Company;? and Christopher H. Coughlin,
W. T. Crawford and Rawleigh Warner, Voting Trustees under a voting
trust agreement dated August 1, 1932, for the common stock of Central
Public & had ceased to be holding companies.

During the past year Central Public Utility Corporation, the top
holding company, filed another plan which provided for the distribu-
tion to its common stockholders of all of its holdings of the common
stock of Central Indiana Gas Company and for the dissolution of two
wholly owned subsidiaries, Central Natural Gas Corporation and
Islands Gas and Electric Company.® Hearings were held on the plan
in June 1953, but at the end of the fiscal year the matter had not been
determined by the Commission.

¢ Holding Company Act release No. 7951:

$ In re American Water Works & Eleciric Co., Inc., et al., 107 F. Supp. 350 (D. Del. 1952).
$ Holding Company Act release No, 11085.

7 Holding Company Act release No. 11694,

$ Holding Company Act 1elease No. 11732
* Holding Company Act release No. 11898.
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On February 2, 1953 the Commission approved a plan under section
11 (e) which provided for the dissolution of Central Securities Transfer
Company, an inactive subsidiary of Central Public.!®

v

Cities Service Company

Previous annual reports of the Commission have summarized the
numerous proceedings under section 11 which had as their ultimate
objective the disposal by Cities Service Company of all of its public
utility interests. The 18th Annual Report described the plan for the
reorganization of Arkansas Natural Gas Corporation (‘““ARKNAT?”),
a registered holding company subsidiary of Cities, which was approved
by the Commission on October 1, 1952. Subsequently, the Commis-
sion applied to the United States District Court, District of Delaware,
for an order approving and enforcing this plan.

Objections were filed with the court by the Public Common Stock-
holders Committee and the Class A Stockholders Committee, who
attacked the Commission’s findings approving the terms of the settle-
ment of claims against Cities, particularly the claims arising out of the
marketing of ARKNAT’s Class A stock in the years 1929-30. The
court was called upon to decide whether it was appropriate for the
Commission to dispose of the claims controversy in its consideration
of the amended plan rather than through the processes of litigation
and whether the fairness of the settlement provided by the amended
plan was supported by substantial evidence. The district court
affirmed the Commission’s determinations with respect to both ques-
tions and directed enforcement of the plan.® Upon appeal by the
Public Common Stockholders Committee, the order of the district
court was affirmed by the United States Court of Appeals, Third
Circuit, which pointed out in its opinion that the stockholders had
not been affected adversely by the plan and that they should not be
heard to complain.’* A petition for certiorari was denied.®

In connection with the effectuation of the plan the Commission acted
on a number of subsidiary matters. On May 4, 1953, the Commission
approved an application of Arkansas Fuel Oil Corporation, formerly
ARKNAT, to sell to the public $23,000,000 of debentures.'* Subse-
quently, due to failure of the company to receive any bids, the
application was amended to propose the issuance and sale of
$23,000,000 of 60 day notes.’* The Commission approved the amend-
ment, and its order was approved by the district court.!®

10 Holding Company Act release No. 11603,

1 In re Arkansas Natural Gas Corp., 109 ¥. Supp. 522 (D. Del. 1953},
12 In re Arkansas Natural Gas Corp., et al., 204 F, 24 797 (3d Cir. 1953).
1 — 7. 8. — (Octoher 26, 1953).

4 Holding Company Act release No. 11891,

18 Holding Company Act release No. 11969.
16 Holding Company Act release No. 11998,



56 SECURITIES AND EXCHANGE COMMISSION

A similar problem arose in connection with the proposed offering of
$25,000,000 principal amount of bonds by Arkansas Louisiana Gas
Company, formerly & subsidiary of ARKNAT. The company offered
these bonds at competitive bidding pursuant to the provisions of the
original plan but rejected the two bids received because of high
interest costs. Subsequently it made application to the Commission
to approve the elimination of this provision from the original plan
and indicated that it was considering alternative methods of obtaining
funds to retire its funded debt and to finance its construction program.
The Commission approved amendments to the plan covering new
financing proposals on July 22, 1953, and its order was approved by
the district court.'”

On October 7, 1953 the Commission issued an order pursuant to
section 5 (d) of the Act declaring that Arkansas Fuel OQil Corporation
had ceased to be a holding company.’

After the close of the fiscal year, Cities sold its entire interest of
33,746 shares of common stock of Republic Light Heat & Power
Company, Inc. to National Fuel Gas Company, & nonaffiliated regis-
tered holding company,” in compliance with the Commission’s Order
of October 12, 1944 directing Cities to dispose of its utility invest-
ments.”® In addition, Cities has advised the Commission pursuant
to rule U—44 (c) that it had sold its entire interest in the capital stock
of Tri-City Gas Company on July 16, 1953.

Cities had pending at the close of the fiscal year an application for
approval by the Commission of the proposed sale by competitive
bidding of its holdings in The Gas Service Company. Because of
unfavorable market conditions, Cities has requested that the Com-
mission defer action on the matter.?

Derby Gas & Electric Corporation

Following the divestment by Ogden Corporation of its contrelling
interest in Derby Gas & Electric Corporation in 1943, Derby Corp.
has functioned solely as a holding company over The Derby Gas and
Electric Company, Wallingford Gas Light Company, Danbury and
Bethel Gas and Electric Light Company and Derby Gas and Electric
Corporation of Connecticut, all of which subsidiaries are public utilities
under the laws of the State of Connecticut.

During the past fiscal year Derby Corp. filed a plan under section
11 (e) of the Act providing, among other things, for the merger of all
the companies in the system into a single operating utility company,
incorporated in Connecticut, whose name is proposed to be changed
to The Housatonic Public Service Company. Housatonic will have

17 Holding Company Act release No. 12070,
18 Holding Company Act release No. 12166.
¥ Holding Company Act release No. 12061.
3017 8. E. C. 5¢

31 Holding Company Act release No, 12014,
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authorized capital stock of $10,000,005, divided into 666,667 shares
with a par value of $15 each, and an authorized funded debt in & prin-
cipal amount not exceeding $10,000,000. Upon completion of the
merger Housatonic will have no public utility subsidiaries and tbere-
fore will not be subject to the Act. Hearings on the plan were held,?
and on October 9, 1953, the Commission entered an order approving
the plan.® The United States District Court, District of Connecticut
approved and enforced the plan on November 16, 1953.%

Eastern Utilities Associates

Except for increases in stock ownership in its subsidiaries, no changes
have occurred in the organization of the Kastern Utilities Associates
holding company system in the past fiscal year.

By order dated April 4, 1950, the Commission directed EUA either
to terminate its existence or to acquire a minimum of 90 percent of
the outstanding common stock of each of its subsidiaries and reclassify
its common and convertible shares into a single class of stock. In
the event the latter alternative was chosen, EUA was also directed
to cause Blackstone Valley Gas and Electric Company, one of its
subsidiaries, to dispose of its gas utility properties.*® As described
in the 18th Annual Report, EUA elected the second alternative in its
Amended Plan No. 4, which the Commission approved in its order
dated December 18, 1952. The plan was approved and ordered en-
forced by the United States District Court, District of Massachusetts,
on February 10, 1953.%2 No appeal was taken. Subsequently EUA
increased its holdings of the common stocks of all of its direct sub-
sidiaries to amounts in excess of 97 per cent as required by the plan.
To finance the acquisition of publicly held stock of one of its subsid-
aries EUA borrowed $9,000,000 from commercial banks. It is ex-
pected that these loans will be refunded with $7,000,000 of collateral
trust bonds and other funds as provided by the plan.

The plan also provided for certain supervision over the selection of
the initial Board of Trustees of EUA to take office following the recap-
italization of the company. However, after approval of the plan by
the district court, the parties to the proceedings did not agree to the
nominations to the new Board of Trustees submitted by EUA to the
Commission. Accordingly, the Commission denied a supplemental
application on February 26, 1953, for approval of the new Board.?
Subsequently, upon petition of EUA, the district court entered a
further order which suspended, among other things, the operation
of the plan’s provision for the selection of EUA’s reconstituted Board

21 Holding Company Aot release No. 11834.

3 Holding Company Act release No. 12165.

%: In re Derby Gas & Electric Corporation, unreported (D. Conn. No. 4624, 1953).
# Holding Company Act release No. 9784.

# In re Eastern Utiities Associates, unreported (D. Mass. No. §2-1457, February 10, 1953).
2 Holding Company Act release No. 11733,
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of Trustees and granted the company leave to file an amendment with
the Commission proposing to increase the size of EUA’s board and to
omit the regular annual meeting of shareholders in 1953. The Com-
mission’s order of May 14, 1953,2 approving this amendment was
ordered enforced by the district court.?

Electric Bond and Share Company

As a result of numerous plans of reorganization, Electric Bond and
Share Company had reduced its holdiags by the beginning of the
fiscal year to interests in four companies, Ebasco Services, Ine. (100
percent), Two Rector Street Corporation (100 percent