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LETTER OF TRANSMITTAL

SECURITIES .AND EXCHANGE COMMISSION,
Phtladelphta 3, Pa., Aprtl 21, 1945.

Sir I

I have the honor to transmit to you the Tenth Annual Report of the
Securities and ExchangeCommission~in accordance with the provisions of
Section 23 (b) of the Securities ExchangeAct of 1934~ approved June 6~
1934~Section 23 of the Public utility Holding CompanyAct of 1935, approved
August 26~ 1935, Section 46 (a) of the Investment CompanyAct of 1940,
approved August 22~ 1940 and Section 216 of the Investment Advisers Act of
1940~ approved August 22 1940.

In addition to reviewing the principal developments of the past fiscal
year~ the report includes a ten-year survey of the Commission'swork. This
sw'vey sets forth the results of the Commission's operations under the vari-
ous statutes committedto its charge. At the end of a decade it seemedmost
desirable that the Commissionshould render to the Congress such an account
of its activities. Because of space limitations no attempt has been made to
detail the entire development of practices and policies as refiected in our
orders rules and regulations as they have becomeestablished and exist today.
Since this course has been followed in the hi-storical exposition contained in
the report~ I think it only proper to point out that the survey is one of
results and not one of step-by-step development. In reading these pages one
should bear in mind that they do not describe all of the difficulties which
have been encountered or all of the problems which remain unsolved. While
I do not wish to minim;ze the iJIIportance of the results obtained during the
ten years of operation under these statutes, I should not like to give the
impression that no mistakes have been made. Wherethey have been made, we
have endeavored not to repeat them.

Let me assure you that the Commissionwill continue to review the
steps already taken and~.in dealing with newproblems as they arise, will
exert f1Veryeffort to reach sound conclusions and results and perfect its
administration of the tasks Congress has assigned to it.

Respectfully,

Ganson PurceLl.,
Chainaan.

THE p~mENT OF THE SENATE~
THE SPEAKER OF THE HOUSE OF REPRESENTATIVES~

tlashin~ton. D. C.
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fOREWORD
'!he Securities imd Ex'Cbange ~~i created by Act c4 Conge=S8 in 1934., On 'JuDe 30,

19)4, thePre81dent appcdnteicfthe-or1g1Da1 'fi'Y8 m8mbers of the CoIIIIIiBsion. In ita first year,
the C~B1on, W88 charged Wlth edId.nister1ng two statutes: the Securit1e8 Act 'Of' 1933, which
W88 adII1n18terecl. bT the F~al, C~~on unt-U ,September 1934, ~t~ Ex-

'~ Act Of 1934. ''1'he8e-two 1.ai1IB:~"~ ..~tia1.,Bteps 1Jl"a c.,elumsive jJrognDa'tor the
c ~~:ot' :biveStora in'corporate secur1~., :rn the t~0W4, ~" sCope ~: the

ee-d.8Id.cm's dUtiee 1DCreaHd a8,~V far the eD!arcement of D8Ir l.an_
~wi~'~ ~B1on. ~s1aI)'DOIr au statutes.:, '-~. ~.

, 8ecdriU8a ACt of 1933~
,BzcbIJDge Act at ~934,

Pab11c'utmV-H91C11Dg,~ Jet or 1935,
1'1"wrt ID:IiDture ~'or'l939" "

CaIIIpan,;f' A9t of "19~,
1'nY88ta8Dt AdY:lMr's-'~ of 1940 'i

aDd, in addition, pertoms var10as 1'uDct~cms 'dDd8r Chapter 1: of the -NatiOnal Ban1a"aptcy Act (the
Ctrimd1sr Act). ,

All or these ~'8Dd the ~8 UDder thSl are" deScribed in this Report,
in W1ich1l8 have g1.ven '~ _account Of ~'~~on 'is wa:$ over. the past ~ade.

,
Reference ,18 III8d8 ',in the to ~ conditi.' which led _the enactment, at the Un ad-

lII1D18ter8d by the CaB18si-aa;, , Long be.t'ore the passage, of the Securities ACt 1n 1933' and the Se-
curities Exchange ACt,tIl 1934, i~'had bee_ 'clear to caretul observers, including the '1lOl"8 d18-
cern1ng eJ 8"8Ita :in the ~s aDd finaDc1a1 cCllllDUD1ty, that the lax f1DaDc1al aDd ethical
8taDrIard8 '~ ,in the~ nndimrin11lg the, in1;e.-lt;y health, Qt oar, capj.-
tal iIIaz'kWtS" _1IIlire ~g 'investor' c~ .SId ,leading tL-bwsjnesa 8Dll r,DaDci~.

, (j.t'tlI1;8' cciantr.r'w disaster.' 1: .,,'Oue ~ ~~lt appra:1.8ed the B1tuati~ 8ppl'8C1-
ated 1;h8 pi'ess1Dg Deed for :t;Pe pi"l!1~ .a~on 'of h1i1l, BtaDdards or cCD1:uct' if the h8r1can s,at8B
of private capital and cBloarac;y ... to 81U'91ft. PrcDoters 'of new 8Dterprisea and those 8Ol1clt-

additional. capltal.1lI81"8 8eeJdng o1ib.er people's JIlC:lII87 :in ;LDcreasiDg 8IIIOUD.ta. Corporate '!
were c<m~ 1Ri8me8Ses rizum,C8clb1':JI1ni;ns co 'had l1ttla or no '

,vOles 1n tIie~.' ~'~ us1ng otber Peol'la'8 '~'to 1IIIIII1pa1at8:Barket8 tor 1
their 0IIi1 ,sel.tiBh eDds w the c:fstr.tJIIsDt ijm~~. It 18 trite but true that 'there I

was 8n iirr;r or 8peculation" cm'jr[nated :fD: the d18a.StrOU stock JIIlIri:et crash or 192911 j
Of' a '~ade otf8vsriBh aati:dW 8tJb3eCted, to l1ttl.e or im 1'8gn1atiem bT the rederal.

peiiMiA\' Ci18ar:q ~ed the for 1.giBlat1.~ that 1roalcl curb financial ~act1oe aud
thoee umg 8bd 8O~.c1:t1Dg'. Of peOple',S..v to oClllfora'atJ.eaat to the

*fiIip'iItaIidards or .tfduc18io1ea or 'trastees all to the eDd that 1nv8Btor8 JI1gb.t be proteoted
8Dd 1ibe pabUO'~ ~ered.. 1!Je _eeftraJ.' entraated to the ~tie8 md Bl'chqe

...... cl8ii&d8il to accCllp11ab these obJeetift8 :in the l'88p8Ctb8 .ti81d8 to 1lb1Ch theyfIIlPIt'. ' , , ' ,

, !be pr:ta8i, 'objeCtlft of tile Secur1t1e8 Act of 19D 18 to protect ~'~ ~,
:fallIlbll'h,1r ~' cd' llatiriat iaatii caiCirD1iii 'NCarit1U publio1,y offered for Bale :in

, 111.'" CO .' roe' or by u8e Of the JI&11e' and by prennt:1ng Jda1oepreBeDtation aDd .tzaud in the
8&le Of 88CUr1t1e8. lJDder i.'t. the _cc.dJJB1ClIl does not_ pasS GIl. the -ntis of Becar1t1ea. c:a.
aD au.... 1IecuriV ~or:8a1BU it is ~ecti~ reglatered aDl all tbe trat.h 1,s told abont
i:t.. 'WbUe' the 'IWC8881ty or d1B'c1.D8ing the truth ccacerD:ing proepecti.... aecur1ty o.r.t~ ..,.
8d Bhca1d aUect both the deterJdDat1CIIl -to ..n the atfer1J1g aDd the reception accorded It# the
dec1B1C11l to taka tile r1Bk reate with the 1m'eBtor aDd i8 DOt ,JI8lIe for b1a bT the ee-d.B-

'Acme the C~CD doeiI not. d1reot or cCDtrol tb8 110Ir or capital.

Dar1Bg the decade adiDg JaDe 30. 1944. 4337 reg1Btrat1ClD atat.PT\a bee-. etfeat1n 1d.th
reepect to aecar1t1eB aggregating .... tha ta4 Mllion. lia tb1B p8l'1od adII1D18trat1:ve prooe-
__ .... ad8ptiecl to the .... -.4 pract10ee or the bu1DeB. ccaaw1.foy. BegJ.strat1ona 1I8l"8
aped1ted,~'" poe81b1e. 8JDce. the Augut 1940 ' it; of Sect:1CIIl8 <a> or tbe Seour1t1eB

" Act" reg:l.8\rallt8 who ... to with the of the Jet aad the, ra1eB of the CCD-
m.aa1CD .... obtdDecl et.tect1n re((18trllt1CD of their 88CII1"J.~ BabHm~ leu tba
kwto dip &tt8l".t11.mg. Jnadecpac1ee 111reglstration statB.suts han .... cel'" to tbe
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attenticla of 18auerB tbroIl. the wediml of the flex1b1e aDd informal Bdet1.c1.8I:JeTI l.etter ratIMr
than b7 atop order proceecUngs. tecbD1qae has had aarked success a1d in no small. .-are
:1.10accounts for the fact tb.at for JICI"8 thaa. two ,.,ars, the CcIIIniss:l.ClIlhas not fOUD1 :I.... DeC88
BarT to 18sue ars:r -stop orders- as prescr:l.bed b7 the statute nth rupect to 1Jipruper reglsWa-
ticla stat wants. .

'Ibea the Secur:l.t:l.es Act was passed aDd short4 thereafter, there was w1d8spread pl"8d:I.cti1aD
that 'the ci:ri1 1:I.ab1lity prov1.s:I.ClIls of the Act 1IOIIld result 1n a fiood at lair sa:l.ta aga.1nsto CGI-
pmdes and their oU:I.cers, directors am experts 1Ib.ohad 8:l.gaed reg1strat.:l.ClIl stat 1 rtB. J.
search of the court records covw:lng a period of e:l.ght. J'88l"8 reveals that tb8re .... leBa thm
10110 dozen act:l.cas UDder all three or the c:l.vil. l1abU:l.ties of the .Act. Ilareover, 80 r. as coald
be deterII1Ded, not .are tJum five suUs resuRed in recemJl'7 by" the pl.a1DtUfs.

Frca the beginning of :l.t.s adw1nistra101cla of tbe Secur:l.t:l.es .Act, the C<wd881em, :1.\8
Secar:l.t:l.es V:l.olat:l.aa Serrice, has Cooperated nth the several state security autilior:I.ties, Better
Bus1neas Bureaus, aDd (lb""-" at CmmSZ"C8 in utab1:l.shing a nati<mal clearing house of iDfCD.'l&-
ticla ccmcern1ng fraudu1eDt securities transact1clDs. As of JuDe 30, 1944, the ee.aiss:l.ClIl bad
ue-.bled in its f'1l.e8 data ccmcern1ng an aggregate or 44,399 per8C118 against 1IbcIIl Federal or
Sf.ate actiClll had been taken 1dth regard to securities violations. 'n1e CaamissiCll1's ea.tarc .t;
act:l.v:l.ties have resulted in ...be 1Dd1c'tIBent or 2316 1Iid:I.v1duals and f~ for secur:l.ties frauds
..u.palat:I.ClIl, aa1.es of UIIl'8g18tsred securities, perjury" aDd treum1lent operatiOIDS or brobrage
fims. '!'be tJpes of fraud lIh1ch the ee-d.ss1C11 has encomrt.ered have been as varied as bam iD-
pm:I.ty coald devise. or the cr1miDa1. cases which have been cCl1cluded, 95 percent were aaccess-
tal:q prosecu1;ed as to ems or mere at the defendants named in the indictments. In cases at
appeal verdicts or guilt;y were reversed as to all defendants in six cases, and in five of
these ccav1ct1cms were obta1Ded after retrial. In civU suits instituted by the Ccmdssion,
permanent; 1nj1mct:l.ons have been entered against 1057 firms and 1nd1viduals.

ODe or the important resuUs or the disclosure requ1rement.s or the Securities Act and the
Securities Exchange .Act has been their effect em accoant1Dg pract:l.ces. The admini stratiClll of
these statutes by' the Ccma1ssion has been 1.nstnlIIen1oa1. in bringing about DQIII8l'OU8 1lllportant re-
t01'Bl8 in accounting and auditing techn1quea. It has a1.so had a benefic:l.al iD1'lueDce ClIltbe
character of the financiaJ. statemen10s iDclDded 1n ammal reports to stockholders.

1JJIder the Securities Exchange Act or 19~ siga1f1can'" ach1evemen1os have been made in the
regulation of tradiiig 1Ji securities bOth on organized exchanges and in the ONl"-t.be-coanter
markets. As developed in mare detail. in this Report, these include the adopt1.on b;y 'lobe excbange8
or suggested rules for the regulation or various phases or trading; the reorgani Nlt:1.ClD or the
administrative structures of the exchanges; centrol or the use of credit in secur:l.t.;y transacoo
tiems; the systematic surveillance or the 1;rad1ng and the movement or secar1t:les pr1ce8
100eliminate manipulative practices; tbe cCllJtro1 or short selling; the d1scl.osure transact.1cms
in e. c~'a stock by' its officers, directors aDd principal. stockholders; the regl.straticlll or
brokers dealers; and 1mpJ:'OV'8III8Ilt in the staadards ot cODduct in 0V81"-'the-c0a basiDeas.

tbrOQ~ the Camdssionts praq regulati0D8, aft"ect1ng carporat:l.ems with secur1t1es l1Bted
on exchanges, important advalces have been made toward a:taller degree or corpora1oe demcraq.

!be Secur1:t1es Exchange Act was amended in several :bIportant respects in 1936 a1d in 1.938.
The __ '_ots or 1938, kDoIm as the Valcme,y Act, permitted the format1Cl1l ad reglst;rat.1m or
nati<mal secur1'ties assoc1aticas which would 8Up8l"ri8e the standards or conduct or tbB1r T mzbera
UDder C~8ion regul.at:l.Clll. In Aupt 1939, the Jlat:l.onal Assoc:l.atiClll or Secar1:t1es Dealers,:me., wb1ch nOW'has appMrhurt4 2lOO JllElllbers, was registered under the Act. A major part.1ql
or :l.ts act:l.v:I.'ties has been devoted to raising the bas1ness standards or over-t.be-coanter br .... a
aDd dealers.

Part m or the Report deals with the administration of the Publ1c Ut1liKl~C<!p!q"
Act or 1935. 1JJIder that .Act there are registered SCIIIe 53 el.ectr1c and gas ut ty 0 g ce.-
pany systems, with aggregate COl1Solidated assets or near4 $16 b1ll:l.on. A major part or the
CcIIID1ssicll's work for the past five ;years has been the task or passing upon the reorganizat1clD
or the cClllp1ex tinanc1al. aDd corporate structures or these systems as required by' SectiClll 11. or
the Act. By the ead or the past fiscal year DIOSt of the lang-protracted hearings to deterJdDe
the nature or the Sect:l.ClIlII issues in the Tarious had been held aDd all.
or the mare 1JIportant orders spec:I.f.y1ng the act:l.on that IR18t. be taken to cCllp1T with the
geograph:I.cal integrat1.ClIl requ1reaBrts at tha ... section had been issued. 1heioe has beeD a
proce88ion or appl1eat:1.ClII8 b;y the holding c<wpa1ies to give effect to tbeae outstanding ord8ra.
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Sufficient progress has been made to indicate both the practicability and the beneficial effects
of ccupl1ance with the s1mp1.i:ticationrequirements of the Act. or course the CCIIIIlissionwill
not order dissolution or any holding ccupany1Ih1chholds together what can realisticaJ.ly be re-
garded as a system the continued existence or which is justified by" genuine economicor physical
eonsiderations

Under this program cCllllplexcapital structures are being replaced by simple capital stru~
tures. Holding c~ debts are being paid off, rislq' holding ccupanypreferred stocks, nth
their huge accumulations or divideIld arrearages, are being converted to CCIIIIDonstock so as to
permit once again a now or incometo the security holders. But what is more importanli, the
holding canpanies are going thrOUf:1la shrinking process. '!hey are being reduced in size be-
cause they must slouf:1lorf their seattered holdings, a:ld their security holders are receiv1ng,
either in exchange or as liquidating dividends, the CCllllD011 stocks or:sound operating ccupanies.
This is a factor or great significance both to the operating ccupanies themselves and to the
investors whothought they had an equity interest in the utility industry but found that all
they had 'WaS a speculative interest in a holding company. Under these conditions in the years
to come, the operating utility industry will have a greater ability to raise equity capital on
a sound basis to finance its eveI'-grOlrlngneeds; and the investors whofurnish that capital
will receive their dividends direct, without being subjected to the eJq>enseand the risk of sup-
porting an outmodedholding cOOlp8DY'organization. Also worthy of mention is the fact that
managementand supervision fees paid by the operating utility subsidiaries have been reduced many'
millions or dollars annually.

In addition to the program or reorganizing the holding CCllllpanies,the COIIIIIission,acting
under the Holding Compan;yAct, has passed upon the issuance of more than $6 billion of securi-
ties of registered holding c<Dpani.esand their subsidiaries. Under the applicable standards of
the Act, this afforded the opportunity to blprove the financial structures and policies of the
operating utility companies. Inflation is being taken out or their balance sheets. Their debt
is being reduced by" every legitimaw means to establish c~ative debt ratios. Depreciation
accruals have been increased and their depreciation reserves are being built up to good health.
Amongthe more blportant benefits haw been the ~s taken by the Camn1ssionto eliminate
banker domination of utility caopanies. One important measure to accanplish that result was the
adoption by the COOIIIIissionin April 1941 of a ru1e requiring canpetitive bidd1ng in the sale of
public utility securities. These benefits are helping to build a better future for the operat-
ing utility companies, their investors and their consumers.

Chapter X of the Bankruptcy.Act

Under a provision in the Securities ExchangeAct, the Camnissionwas directed to makea
study of reorganization camnittees and to report its recOllll1endationsto Congress. The CCIIIIIis-
sion's report on this matter, in eif:1lt volumes"deserdbed serious abuses in the functioning of
these camn1ttees as well as other defects in existing reorganization procedures. These dis-
closures gave impetus to a reform of the National BankruptcyAct in 1938. Under that legisla-
tion" the Camnissionhas the duty to serve as adviser to United States District Courts in con-
nection with proceedings for the reorganization of debtor corporations in JIhich there is a sub-
stantial public interest. It participates as a party to these proceedings, either at the request
or with the approval of the courts. It renders :independent expert advice and assistance to the
courts with respect to plans of reorganization. Of primary ~rtanC8 is the COJIIIl1ssion's
assistance in the financial rehabilitation of debtor canpanies and in the formulation of reorgani-
zation plans whichwill provide fair and equitable treatment to the various creditors and other
security holders and which will assUre that the corporations 1rill. emergefrCD bankruptcy in a
Sound financial ccmd1.t1on. Fran. September 1938 to June 1.944, the CCIIIII1ssionparticipated in 243
reorgapization proceedings under Chapter x.

Another consequeDCeof the CClmnission's investigation of reorganization procedures was the
enactment of the Trust IDdenture Act or 1939. Prior to 1939 most or the average indenture was
devoted to excUlpating ,the trustee. Th18 Act a:1ms to bring all indenture trustees up to a high
level or diligence and layaltyaDd to place theIIlin a better position to protect security
holders. The II88nS adopted is a requirement that bcmds, notes, debentures and s1milar debt se-
curities exceeding $1,000,000 in principal amountmq not be offered for sale to the public
unless they are issued. UDder a trust indenture which conforms to spec1.tic statutory standards
and has been duly qual1fied with the C<lIIIIdssion.The sphasis is upon an effective and independ-
ent trustee, 1lhoseinterests do not conflict with those or the investors. Under the Trust In-
denture .Actthere has been no litigation and on.ly two refusal order proceedings have been
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1D1tiated. In each or tbese C8.888 the indenture was qual1fied after appropriate aendment. From
I'ebru.ary' 4, 1940 to June 30, 1944~ 304 trust indentures, cover1ng more than $.4.-1/4billion prin-
c1pal 8IIIO\U1tof securities, ..... quaJ.ified UDder this Act.

Iznoeatment CC!IP8D.T Act of 1940

In the years 1936 to 1940, the CoDm1ssianmade an extensive study of investment trusts and
e1mUar cQllpan1esas IJ1rected in Section 30 ot the Public utility Holding CClllpau,yAct. The in-
"feBtigation c<mf1rmedwidespread S11sp1cionsconcerning existing abuses and revealed case attar
case in which investors I .taDds had been used to serve the selfish interests of investment CaapalQ"
prcmoters. The CClIIIIII1ssiont s studies 1Dd1c ated that the honest and respectable elements in the
1nve8tment trust bua1neS8 reeogni.zed that these abuses had also cast c.ti.scred1t upon their opera--
tiCl18 and they joined in urging the passage of remedial legislation. Accordingq, the terms and
provisions of the Investment C<:IIIp8IVAct were worked Ol1tin conference by representatives of the
COIIIIIissionand or the investment trust industry and. the Congress. '!be Act passed both houses or
Ccngress without a dissenting vote.

As more fuJ..4 set forth in Part VI er this Report, the Act provides that investment canpan-
ies IIIDSt register with the COIIIII1ssion;their affairs JDIlSt be conducted in accordance with the
applicable provisions or the Act; and. various transactions, including transactions between
affil1ates~ are prohibited ar made subject to apprOV'alby the CCllllllission. The CCllllllissionalso
is authorized to apply to the Federal courts far orders removing or suspending from office
d1.rectars~ officers~ and other fiduciaries of registered investment canpanies 'Whohave been
gu:Uty of gross misconduct ar gross abuse of trust. The CClIIIIII1ssionhas exercised the authority
in a IIWDber of instances. At June 30, 1944 there were registered with the Commission371 in-
natment companies having eatimated assets aggregating appraximateq $3 billion.

The Investment Advisers Act of 1940 was enacted at the same time as the Investment Company
Act. This statute prOVides far the regLstration of all persons engaged in the business of giving
investment advice, requires investment advisers to make full disclosure of their interest in
transactions executed for their clients~ and makes unlawful practices lIhich consitute fraud ar
deceit. At June 30~ 1944 there 11'81"8 registered with the CCIIIIII18sion719 investment advisers.

The Ccmnissiont s eJq>erience in the administration of the Investment Advisers Act over the
past four years impels the conclusion that it cannot be enforced effectively' in its present form.
The cases of Robert J. Boltz and Albert K. Atk1nBon~outlined in Part VII of this report, illus-
trate the type of fraudulent activities in wbich certain unserupuJ.ous investment advisers are
able to engage at present without affording this Commissioothe slightest overt evidence of their
occurrence. The Ccmnission is unable to detect or prevent such activities principally' because
it lacks the power to iDBpect the books and records ot inmstment advisers-a power which it has
in the case of bmJlcers and dealers UDd8r the Securities Exchange Act of 1934. To remedy this
s1gnal weakness as well as other related weaknesses in the Investment Advisers Act the Commission
8Ubm1tteda report to the Congress on January 31~ 1945 recommendingcertain amendmentsto the Act.

Since the substantive provisians ot the several statutes are interrelated in many ways, it
has been feasible to effect a high degree of standardization and uniformity of forms, procedures,
and interpretations. Far example, as more tully c.ti.scussedin the Camu:i.ssion'sNinth AmJuaJ. Reo-
pcnot~ -the CCIIIIIIi8sionhas effected a canprehensive simplification of a number of registration and
reporting requirements to eliminate duplicate filings by canpanies subject to more than one Act.
lJi:l1.tormregulations have been prescribed as to the form and content of financial statements
tued UDderthe Securities Act, the Securities Exchange Act and the Investment Compau,yAct.
S1DIilarly uniform practices, interpretations and forms apply' to proxy solicitations under the
Securities Exchange Act, the Holding CanpanyAct, and the Investment CompanyAct; this is al80
true as to ~t indentures under the Trust Indenture .Act and the Holc.ti.ngCtlllpaDyAct. Further
adm1nistrative advantages stem from the uniformity of procedures, law and interpret&ation under
the reorganization provisions of Chapter X, Section 11 ot the Holding CompanyAct and SectiCll 25
or the Investment Compan;y Act.

In the adoption ot rules, regulations, forms, and accounting principles and policies, it is
the practice of the Cc:mDiasionto submit them priar to adoption to all interested persons and
imi.te their criticiams ad suggestions. This procedure 1s followed provided the subject matter
1.8 of .-raJ. importance, 1.8 not or a temporar;r nat1Zr8~and is not due to an emergenq- demanding
early' actien. Often such matters are discussed with those affected ar interested 1n informal.
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conferences with the statf or the Commission,and sometimesin public conferences. Whenthe
Commissionmakesits decision under such circumstances, it usually states the reasons for its
conclusions.

In carrying out its adjudicatory functions under the Acts it administer., the C~ssion
bas developed.procedures designed to afford lBnjpnup information and assistance to all interested
parties and to assure full safeguards of their rights. Interpretative and advisory services are
rendered. by the Cc.aission's staff to persons contemplating activity dealt with by those Acts,
and preUminary consultation betweenlIlElDIbersof our staff and interested parties is employedto
expedite disposition of issues raised.

Most of the cases which the Commissiondecides involve applications by private parties
seekiDgpe1'IIIissionto undertake or contirme specified activity, or seeking exemptionfrom require-
ments imposedby the Acts or rules and regulations thereunder. The Commissionalso decides is-
sues in various proceedings initiated by it pursuant to statutory direction, and it reviews cer-
tain actions of a registered association of securities dealers.

In all cases to be decided by it, the COIIDissionissues to the parties a notice and order
for hearing swmnarizingthe pertinent facts which are then before it and delineating the issues
that appear to be involved. Unless confidential treatment is required, the notice and order
for hearing is madepublic and provides that any interested person mayseek leave to be heard
or intenene.

Hearings are held bef'ore trial examinars designated by the Commission. The trial examiner.
have no other function than to preside at hearings and in certain Cases to file an advisory re-
port. Theyare instructed to and do observe strict impartiality. In all cases the parties and
the interested division of the Commission'sstaff;where it takes a position, are afforded op-
portunity fo file exceptions to a trial examiner's report, to file briefs and requests for
specific findings and to present oral argumentto the Commission.

Wherethe interested division of the COlIIIII:issionI s staff has taken no adversary posi.tion,
the Commissionwill normallyavail itself of the assistance of the division in the prepara-
tion of findings and opinion. However,where the division has taken an adversary position,
and in other cases in which the Commissionconsiders it desirable, the Commissionemploysthe
assistance of its OpinionWriting Office, which reports directly to the Commissionand func-
tions independently of the division wb1chbas participated in the proceedings. After thorough
analysis of the evidence and the contentions of the parties, the Commissiondirects the prepara-
tion of findings and opinions in whichthe Commissionstates its decision and its reasons f'or
it. All final orders of the Commissionare subject to judicial review.

TheCOIIIIIIission'sfiles have becomea tremendousreposi'tory of information with respect to
the corporate enterprises of the nation. This information is digested by representatives of
financial and statistical services, banks and insurance cOJllpaDies,1IIves'bnenthouses, industrial
corporations, membersof stockholders cOlllll1tteesand by individual investors, and is passed on
to the public in IBmerousways. TheCOIIIII1esionitself issues to all whoare interested statis-
tical releases and reports of surveys. At the request of a numberof goVernmentwar agencies,
the Com1seionrecently pnblished a tour-volume rJlport on the profits and operations of American
corporations, and other work is being done on similar projects. TheCommissionalso issues
quarterly releases on savings by individuals and on the workingcapital position of corporations
in the United states. The accumulationof financial information and the services of technical
experts on the CC8l18sion's staff are available to and have been frequently employedby the
Co~ress. In addition, the Congresshas availed itself of the personnel of the Commissionin
connection with numerousinvestigations, the most important of whichwas the 1IIvestigation con-
ducted by the Temporary National EconomicCClIIIIII:itteeon which the COIIIIIIissionwas represented.

--':::::Dur1ng the tiret decade of its activities, the Commissionissued more than 2,000 formal
orders under the several Acts, and while all the Acts provide for judicial review of COIIIIIIi.ssion
orders, cmly'1OOpetitions for review have been filed. Of these 84 resulted in either denial
of the objections raised on the merits or dismissal ot the petition by stipulation or on motion
of the petitioners. 'fOedecisions in three concluded cases set aside the COJIIIIIisslon'sorders
in whole or in part and thirteen cases were pending at the end of the past fiscal year. In
addition to the proceedings for judicial review of eOlllP1ssionorders, the record of civil ac-
tions in Federal district courts instituted by or against the Cc..1ssion (including Cases in
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which the Cozmnissionappeared as intervener or participated as amicus curiae} comprised more
than 500 cases, of which only 10, or less than two percent, resulted in decisions adverse to
the Commission.

An outstanding result of the enactment and administration of these statutes has been the
establishment of a higher standard of ethics in the handling of other peOple-ISmoney. New
standards prevail in the business of inducing investors to part with their moneyand in the busi-
ness of managingthat moneyonce it has been t'ntrusted to a particular enterprise. There now
prevail newconcepts of fair dealing, of adequate disclosure and of the duties of managementand
insiders. The general acceptance of these ethical standards by" the business communityis re-
Dected not alone in the policies and outlook of those SUbject to the Commission's'jurisdiction,
but it is also evidenced in ma.ny respects in the practices of businesses not within the juris-
diction of the Commission..

Proposals for Amendmentsto the Securities Act of 1933 and the Securities ExchangeAct of 1934

In 1940 bills were introduced in both Houses of Congress to amendthe Securities Act of
1933. Y The HouseCommitteeon Interstate and Foreign Commercerequested the Commissionto
commenton these bills. As a result of this request, and nth the approval of the chairman of
that Committeeand the chairman of the Senate Committeeon Bankingand Currency, the Cozmnission
undertook to study thoroughly with representatives of the securities industry and others the
advisability of amendingboth the Securities Act of 1933 and the Securities ExchangeAct of
1934.

In the course of this study the Commissionconferred at length with 11epresentatives of the
Investment Bankers Association of .America,Inc., the National Association of Securities Dealers,
Inc., the NewYork Curb Exchangeand the NewYork Stock Exchange. The views of all the regional
stock exchanges were also invited, and proposed amendmentswere discussed in detail with repre-
sentatives of thirteen of those exchanges. In addition, the Commissionsought and received the
views of executives of corporations which had had experience in registering securities with the
Commission,executives of many life insurance companies, and numerousindividuals from all parts
of the country.

The results of this comprehensivestudy were submitted to the cCllllllitteesof the two Houses
in a report filed by the Commissionon August 7, 1941. Y All of the proposals madeeither by
the representatives of the securities industry or by the Commissionwere then canbined in a com-
prehensive committee print for purposes of convenience. 'J/

As to ma.ny of the proposals the Commissionand the representatives of the iildustry were in
agreement. In the area o£ disagreement, however, were someproposals which the Commission0p-
posed as serious threats to the protection of the investing public and as a retrogression
toward evils which had impelled the enactment of the two statutes in 1933 and 1934.

The nature of the proposals as to which there was disagreement was varied. For example,
peraaps the two most important suggestions under the Securities ExchangeAct involved the regu-
lation of proxy solicitations under Section 14 and the provisions of Section 16 governing trad-
ing by corporate insiders. On one hand, the two NewYork exchangesproposed.extending the
coverage OIO those two sections general13 to the securities of large national corporations not

bl S. 3985, S. 4006, H.R. 9807 an~ H.R. 10013, 76th Cong., 3d Sess.

V "Report of the Securities and ExchangeCommissionon Proposals for Amendmentsto the Securi-
ties Act of 1933 and the Securities ExchangeAct of 1934", HouseCommitteePrint, 77th Cong.,
1st Sess. (Aug. 7, 1941). A separate report had been filed on July 30, 1941, by the repre-
sentatives of the four groups of the securities industry referred to above; "Report on the
Conferences with the Securities and ExchangeCommissionand its Starf on Proposals for Amend-
ing the Securities Act of 1933 and the Securities ExchangeAct of 1934 by the Representatives
of Investment Bankers Association of America, National Association of Securities Dealers, Inc.,
NewYork Curb Exchange, and NewYork Stock Exchange"(July 30, 1941).

2/ "ComparativePrint ShawingProposed Changesin the Securities Act of 1933 and the Securities
ExchangeAct of 1934" (Oct. 18, 1941).
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listed on exchanges. On the other hand, the representatives of the securities industry (includ-
ing those exchanges) urged the repeal of Section 16 (b), which provides for the recapture of
profits madeby insiders .fromtrading in the securities of their companies.

The HOIl8eCcmnittee on Interstate and Foreign Commercebegan hearings to consider the pro-
posed amendmentson October 28, 1941. The hearings were conducted cont1.nuous~ until interrupted
by the outbreak of war on December7, 1941. Reconvening in January, the hearings were terminated
during that month. !!I The proposals were then referred to a subcommittee of the House Committee
and no further action was taken up to the close of the session.

Significant statistics concerning the work of the Commissionand its activities during the
past fiscal year and C1DlI111a.tiveto June 30, 1944 are set forth on the 1aet page of this foreword.

Since the COIIID1ssionwas organized the following Commissionershave held office for the
period indicated:

Joseph P. Kennedylt
George C. JIathews
James M. LandiB*
Robert E. Healy
Ferdinand Pecora
J. D. Ross
William O.Doug1as*
Jerome N. Frank*
John W. Hanes
Edward C. Eicherii'
Leon Henderson
Sumner T. P1lce
Ganson Purcell*
Edmund Burke, Jr.
Robert H. O'Brien
Robert K. McConnaughey

* Served as Chairman.

From

J~ 2, 1934
J~ 2, 19.34
July 2, 1934
J~ 2, 19.34
July 2, 19.34
October 5, 19.35
January 31, 1936
December27, 1937
January 14, 19.38
December3, 1938
May 18, 1939
June 4, 1940
June 17, 1941
J~ 31, 1941
February 3, 1942
December29, 1943

To

September 23, 19.35
April 15, 1940
September 15, 19.37
TermExpires June 5, 1946
January 21, 19.35
October 31, 1937
April 16, 1939
April 30, 1941
June 30, 1938
February 2, 1942
J~ 8, 1941
TermExpires June 5, 1948
TermExpires June 5, J.947
October 19, 1943
December28, 1944
Term Expires June 5, 1949

The COlIIIIissioners, Starf Officers, and Regional Administrators at the close of the past
fiscal year were as follows:

Commissioners

GansonPurcell, Chairman
Robert E. Healy
SUJIID8r T. Pike
Robert H. O'Brien
Robert K. lloCormaughey

Starf Officers

Orval L. DuBoiII, Secretary
BaldIfin B. Bane, Director of Corporation F1naDceDivision
Milton H. Cbben, Director of Public Ut1J.1ties Division
James A. Treanor, Jr., Director of Trading and Exchange Division
Roger S. Foster, Solicitor
W:l.lliamW. lIerntz, Chief Accountant
Robert Jl. Bl.a1.1'-Smith,Head of Opinion Writing Office
Peter T. BJrne, the Assistant to the Chairman
Leslie T. Fournier, Special Assistant to the Camnission
Hastings P. Avery, Director of Administrative Division
James J. Riordan, Assistant Director of Administrative Division and Budget Officer
Philipp 1. Charles, Director of Personnel

y 1he hear1Dg8 are reported in a CommitteePrint (77th Cong., 1st and 2d Sess., 1941-1942) COlD-
sisting five volumes plus an index volume.
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Regional Administrators

James J. Caffrey, NeW'York Regional Office-Zone 1
Paul R. Rowen, Boston Regional Office-Zone 2
William Green, Atlanta Regional Office-Zone 3
Charles J. Odemreller, Jr., Cleveland Regional Office-Zone 4
Thanas B. Hart, Chicago Regional Office-Zone 5
Oran H. Allred, Fort Worth Regional Office-Zone 6
John L Geraghty, Denver Regional Office-Zone 7
HowardA. Judy, San Francisco Regional Office-Zone 8
Day Karr, Seattle Regional Office-Zone 9
William M. Malone, Baltimore Regional Office-Zone 10

The states comprising the zones served by the respective regional offices are as foUows:

Zone I-New York, NewJersey, and Pennsylvania
Regional office-Roan 2006, Equitable Building,
120 Broadway, NewYork 5, N. Y.

Zone 2-Hassachusetts, Connecticut, Rhode Island, Vermont, NewHampshire, and Maine
Regional office-Roan 426, ShawmutBank Building,
82 Devonshire Street, Boston 9, Mass.

Zone 3-Tennessee, North Carolina, South Carolina, Georgia, Alabama, Mississippi, Florida,
and the portion of Louisiana east of the Atchafalaya River

Regional office-Roan 415, Palmer Building,
Forsyth and Marietta Streets, Atlanta 3, Ga.

Zone 4-Ohio, Michigan, Indiana, and Kentucky
Regional office-Room 1608, Standat'd Buildinr,
1370 Ontario Street, Cleveland 13, Ohio

Zone 5-Minnesota, Wisconsin, Iowa, IllinoiS, Missouri, and Kansas City, Kans.
Regional office-Roan 630, Bankers Build:1ng,
105 West Adams Street, Chicago 3, Ill.

Zone 6-Oklahoma, Arkansas, Texas, Kansas (with the exception of Kansas City), and the por-
tion of Louisiana nst of the AtchafaJ.aya Hiver

Regional office-Dnited States Courthouse,
Tenth and Lamar Streets, Fort Worth 2, Tex.

Zone 7-Wyoming, Colorado, NaIr lfexico, Nebraska, North Dakota, South Dakota, and Utah
Regional office-Roaa 822, Jf1dland Sav1ngs Build:1ng,
444 Seventeenth Street, Denver 2, Colo.

Zone 8--CaJJ.fornia, Nevada, Arizona, and HaIra11
Regional office-Roam 1301,
625 Market Street, San Francisco 5, Ca.1if.

Zone 9-Washingt;on, Oregon, Idaho, lleutana, and Alaska
Regional of1'ice-l.4ll Fourth ATeIJD8,
Seattle 1, Wash.

Zeme lO-Virginia, West Virginia, Maryland, De1allare, and District of Columbia
Regional off'ice-Roc. 24lO O'Sullivan Building,
Baltimore, lfd.

Washington, D. C. Liaison Office-Twe1f'th noor, Tower Building,
Fourteenth and K Streets D., Wasb1ngt;an25, D. C.
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Significant Statistics Concerning the Workof the COIIIIIissian.

During
F:i.scal. Year

Ended JuDe 30, 1944
Securities Act or 1933

CnwJl ative to (...)
or as or (**)
JuDe 30, 1944

Humberof registration statements effective under
the Act-net

Amountof securities effectively registered under
the Act-net

Numberof stop orders effective under the Act

Securities Exchange Act of 1934

22l

$1,759, ?SO,000
o

°

4S8H
178H

2,285, 763,088H
$21,358,063,564**

$].5,m,108,778H

$ 6,015,167,9]211-
?()It

17

$8, 792, fIJ2,ooo
1,946,296,000

328

Numberor national. securities exchanges registered
under the Act-net

Numberor security issues registered on national.
sec"l1rl.ties exchanges-net:

Stocks
Bonds

Securities registered on national securities
exchanges-nat :

Stocks (shares)
Bonds (face amount)

Npmber of security issues admitted to unlisted trading
privileges on registered exchanges:

Stocks
Bonds

Amountof securities admitted to unlisted trading
privileges on registered exchanges:

S'tocks (shares)
Bonds (race amount)

Dollar amount or security trading on national.
securities exchanges:

Stocks
Bonds

Numberof broker-dealers registered under the Act
Numberof brokel"-dealer registrations l'8VOkBd,

suspended and denied
Numberof a~g quizzes" made to check on market

manipulation

Public Utility Holding Ccmpan,yAct or 1935

Numberof holding canpanies registered under the Act
(51 systems)

Assets or registered holding cClllpaniesand subsidi-
aries (December31, 1943)

Securities issued by registered holding canpanies and
their subsidiaries pursuant to Sections 6 (b) and 7
of the Act 1985,981.951

Proceedings instituted by the COIIIIDissianunder Secti.on
II (b) of the Act (62 pending as or June 30, 1944) 2

Voluntary plans of reorganisation sulmdtted by registered
holding canpan1es or subs1diar1es thereof (45 pencUngas
of Juna 30, 1944) 22

Chapter X or the National Bankruptcy Act

Numberor corporate reorganizations in wbich the Ccwu1ss1.on
has becC1118 a party under Chapter X (106 active cases r&-

ma:ined as or JuDe 30, 1944) 19
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Daring
Fiscal Year

Ended June 30, 1944
Trust Indenture Act of 1939

C1DmlatlT8 to (*)
or as of (**)

June )0, 1944

Numbero£ trust indentures qual1.fied UDder the
Act

Face amount o£ securities quaJ.1f1ed under the Act

Investlll8nt CCI!!Ip8DlAct o£ 1940

Number o£ investment companies registered

Number o£ investment companies which have ceased to
be registerad

Investment Advisers Act of 1940

Number of investment advisers registered
Number o£ investment advisers lIhich have eeaaed to be

registered

Enforcement Statistics

Number o£ firms and individuals enjoined for violation
ot Acts administered by the Commission

Number o£ defendants indicted !:OF violation ot Acts
administered by the CClIIIIII1ssion

Number of defendants convicted for violation ot Acts
administered by the Commission

Number of persons docketed in Commi.ssion1s Securities
Violation fUes

(xx)

70
$7l6,5)O,756

s

27

66

93

as
960

1,083*



PART I
ADMINISTRATION OF THE SECURITIES ACT OF 1933

The Securities Act of 1933 provides for f'ul1 disclosure of pertinent information regarding
securities public~ offered for sale in interstate commerceor through the mails, but does not
confer upon the Commissionthe power to approve or pass upon the merits of any security. The
Act is also designed to prevent misrepresentation, deceit and other fraudulent practices in the
sale of securities. Issuers of securities to be public~ offered and sold in interstate
connnerceare required to file registration statements with the Commission. These registration
statements must contain specified information on the proposed offering and are available for
public inspection. An integral part of the requirements of each statement is a prospectus
setting forth in condensedor summarizedform the more essential information contained in the
registration statement. The Act provides that the prospectus must be made available to in-
vestors to whomthe secur1t1.-esare sold.

ENACTMENTANDSCOPEOFTHESECURITIESACTOF1933

The reasons for the enactment of the Securities Act ot: 1933 are stated in the Presidentls
messageto Congress on March29, 1933, as follows:

"r recommendto the Congress legislation for Federal supervision of traffic
in investment securities in interstate commerce.

"In spite of state statutes the public in the past has sustained severe
losses through practices neither ethical nor honest on the part of manypersons
and corporations selling securities.

"Of course, the Federal Governmentcannot and should not take any action which
might be construed as approving or guaranteeing that newly issued securities are
sound in the sense that their value will be maintained or that the propertie s l'Ihich
they represent will earn profit.

"There is, however, an obligation upon us to insist that every issue of IlBW
securities to be sold iil interstate .commerceshall be accompaniedby f'I1ll publicity
and information, and that no essenti.alJ.y-iJDportantelement atteI¥iing the issue shall,
be concealed from the buying public. .

"This proposal adds to the ancient rule of caveat emptor, the further doctrine
Ilet the seller also beware. t It puts the burden of telling the whole truth on the
seller. It shou1dgive impetus to honest dealing in securities and thereby bring\
back public confidence.

"The purpose of the legislation I suggest is to protect the public with the
least possible interference to honest business.

"This is but one step in our broad purpose of protecting investors and
depositors. It should be followed by legislation relating to the better supervision
of the purchase and sale of all property dealt in on exchanges, and by legislation
to correct unethical and unsafe practices on the part. of officers arid directors of
banks and other corporations.

"Whatwe seek is a return to a clearer understanding of the ancient truth that
those whomanagebanks, corporations, and other agencies handling or using other
people's money are trustees acting for others.'

Following the first WorldWar, the Americanpeople purchased corporate securities in \1J1-

precedented amounts. During the period from 1920 to 1933 approximately $50,000:000;,000of new
issues were sold to Americaninvestors. In a majority of eases the public purchasers were not
turnished adequate information upon which to base an informed judgment to buy or not to buy.
By'1933, some$25,000,000,000 or 50 percent of those seourities had becomeworthless.

state blue sk;yl.a1rs, which were on the statute boolas of practically all the states, had. not
f'ully met the situation, since it was difficult for a state to protect its citizens from the
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depredations of UDScrupulouspromoters operating across state lines in interstate commerce.
Even if the l1mi tat ions of the state's own statutes and of the commerceclause of the Federal
constitution presented no obstacle to the prosecution of such a promoter, he ...as physically
outside the state's jurisdiction and extradition was seldom feasible. Accordingly, responsible
federal protection of investors in corporate securities, supplementing that afforded by the
state blue sky' authorities, was an essential need.

As Louis D. Brandeis had emphasizedso vigorously twenty years earlier, those whomanaged
corporations were managing other people's moneyand those whoere seeking De'II' capital were
seeking other people's money. There arose an insistent demandthat, in order to reduce hazards
to investors, the fiduciarY. character of the financial process be accorded legal recognition.
So, whenPresident Roosevelt asked Congress, as part of the administration's programof reform,
to enact the Securities Act and the Securities ExchangeAct, he initiated a series of conserva-
tive steps to cope with an unhealthy situation that had long festered and could no longer be
ignored.

The Securities Act,often referred to as the Iltruth in securitiesll act, was designed not
only to provide investors with adequate information uponwhich to base their decisions to buy
and sell securities, but also to protect legitimate business seeking to obtain capital through
honest presentation against competiti.on .!rom crooked promoters and to prevent fraud in the sale
of securities. At the sametime its purpose was to encourage the productive employuentof
capital which had been frightened. into hoarding, and to aid in providing employmentthrough the
restoration of buying power. The Act was administered by the Federal Trade COJJDD1ssionfrom
May27, 19~3, the date of enactment, until september 1, 1934, whenresponsibility for its en-
forcement was transferred to the Securities and ExchangeCommission.

REGISTRATION
The principal objective of the Securities Act is to protect investors by requiring a f\l1l

and accurate disclosure of the material facts regarding securities offered for sale in inter-
state COJllllerce or by the use of the mails. In order to accomplish this, the Act provides that,
before non-exemptsecurities maybe offered or sold to the public through the mails or in
interstate commerce,a registration statement must be filed with the Commissionand must become
effective. In general, governmentand munici.pal securities and the issues of banks, railroads,
and cooperatives are exemptfran the provisions of the Act.

In order to register securities the issuer must file a registration statement on the par-
ticular farm prescribed by the CCIIIlIl1ssionas appropriate to the tJpe of security proposed to be
offered. Whena registration statement is filed it becomesa public documentdesigned to set
forth all the material facts known to the issuer and the underwriters nth regard to the company
and the securities to be so~d. These include, amongother things, statements with regard to the
character, size and profitableness of the business, its capitalization, the purpose of the
issue, options outstanding against securities of the issuer, remuneration of officers and di-
rectors, bonus and profit-sharing arrangements, underwriters1 commissions,and pending or
threatened. legal proceedings. Certified financial statements must be included. In order that
investors ma.y have in convenient form the basic material contained in the registration state-
ment, the Act also requires that they be .furnished a prospectus containing at least the more
1JIIportantinformation in the registration statement. In addition to providing the public infor-
mation on which to reach an informed judgmentwith regard to whether or not to purchase securi-
ties, the registration statement and prospectus serve as a record of the representations made at
the time the securities 1Iere sold, and thereby sjmpli1'y'the prob~emof proof in any legal pr0-
ceedings which ma.y arise with regard to whether the registration statement or the prospectus
contains untrue or misleading statements or aDits material information.

Experts were drafted from specialized. classes of issuers to assist in the preparation of
forms and rules suitable to the specialized needs of their particular fields. It has been the
Cammission'sestablished practice from the outset to submit every proposed registration form to
those persons to whomit wouldapply and to seek their commentsand criticisms. Through this
system improvementhas been made from time to time in the process for registering securities.
It has been the constant aim of the Commissionto devise additional ways of siJDplifying the
mechanics of registration that could be madeeffective without foregoing the protection of the
public and investors. It should be beme in mind, honver, whenit is asserted. that scmeof the
di8cl.osures required appear to be needless:Q' searching, that the evaluation of a corporate se-
curity by the p1Jbl1c is difficult under the DI08tfavorable circ1Dll8tancesand it is rendered
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unneoess~ hazardous if it must be done without all the relevant facts. It is not a simple
thing to draft, a registration form to meet the needs of vast corporations which are not siJllple"
whi.oh have ~icate capital strucutures" scores of subsic:l:iarycompaniesand far-flung and
varied business activit:1.es. Late in 1942 the Commi.ssioneff-ected a comprehensivesiJapl1f:ication
of a mrmbe1"of registration and reporting requirements under several of the statutes" including
a DeW general form for registration of commercial.and industrial corporate securities. This
form" B-1" permits the fi.ling of the prospectus as a principal part of the registration state-
ment" thus el1miDatingmuchduplication between the prospectus and the registration statement
proper.

The examination of a registration statement by the Commiasionlsstaff does not involve and
is not concernedwith an appraisal of the merits of the security as an investment since the
Commissionis not authorized to and does not pass judgmentupon the soundness of any security.
Underthe Act" speculat~ apparently unsound issues can be registered and sold provided the
whole truth is told. It follCllf'Sthat the Cl)IIDDissiondoes not direct the flow of capital or try
to do so" although" of course" the necessity of disclosing the truth concerning the security
flotations may affect their reception. The basic polley is not to attempt to protect the in-
vestor by insulating him from risk but to make available to him the information with which to
gauge the risk.

The COIDID1ssionhas no authority specifically to require an amendmentto the registration
statement. However"it is authorized by Section 8 of the Act to issue an order preventing or
suspending the effectiveness of a registration statement if" after notice and opportunity for
hearing, it fiDds that the statement is inaccurate or incomplete in any material respect.
Orclinarily this procedure is unnecessary and the COIIJIIIissiondoes not .resort to it except in
those cases where there has been a definite or intentional effort to conceal or mislead.

In the interest of good admjnj stration" fair treatment of registrants, and mjnjnmminter-
ference nth busineSS" a procedure not specifically spelled out in the Act was adopted early in
its administration. Registrants are informally advised of any material misrepresentations or
omissions as promptly as possible after the statements are filed, thus affording an opportunity
for the fi.ling of correcting amendmentsbefore the statements becomeeffective. Throughthis
-letter of deficiencies. the Commissionis able to advise the registrant of the information that
must be corrected or supplementedin order to meet the disclosure standards prescribed by
Congress. Another informal procedure that has proved useful is the pre-filing conference in
which representatives of registrants and underwriters discuss problems in connection with the
J'rOpo8ed filing with the CommissionIS staff for the purpose of determining in advancewhat types
or methods of disclosure -1I'OU1d be necessary under the circumstances of the individual case.
This informal methodof handljng cases has injected an element of .f'l.exibility into the registra-
tion procedure which has proved 80 satisfactory that it has not been necessary to issue a stop
order since 1941.

The time required to exmn1neand clear a registration statement depends largely on whether
a siJaple or complexsituation is involved. The original Section 8 (a) of the Act required a
twent~ 'Waiting period after fil.1ng before the registration statement could becomeeffective.
lloreover" any amendmentfiled prior to the effective date starts the twenty-day period running
&neW' unless the Commissionaccelerates the amendmentby dating its filing back to the original
f1l:ing date of the registration statement. The principal objectives of the waiting period are
to give the public an opportunity to absorb the information in the prospectus or registration
statement and to get array from the hasty methods of distribution previously in voguewhich
pract1caJ.J3 CCllllp8lled minor distributors and dealers to makecommitmentsblindly.

The CCDIIiss1.onhas endeavored to adapt its procedures to the accustomedpractices of busi-
DeSS menand dietrilmtors of securities in so far as this is consistent with the intent of
Congress and the protection of investors. Whenthe COIIIIJIi.ssionfound~ therefore, after a study
of the D88ds of the business~ that a twenty-day waiting period after the filing of amendment.s
would" in many cases, involve an unnecessary hardsh1p~ it adopted the policy, whenamendments

not too important and complicated" of permitting registration to becomeeffective on the
tw8nt1eth day ai'ter the original filing date or as soon thereaf'ter as possible.

On August 22, 1940~section 8 (a) 1I'8.S amended,nth the support of the Commission,to give
the Commissiondiscretionary authority to accelerate the effective date under certain circum-
stances lI'1thout regard to the origiDal t1rent~ period. In other words" the amendedsection
provides that the effective date shall be the twentieth day after the fi.ling of a registration
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statement or such earlier day as the Ccsrmission m y  detenains but the Comiasion is required t o  
give due regard t o  such matters as the adequacy of the information respecting the issuer nfiich 
has previously been made public and the ease d t h  which the rights of the holders of the secu-
r i t i e s  to  be issued can be understood. The C d s s i o n  cooperates with registrants i n  expediting 
registration as much as possible consistent with the public interest and the protection of 
hvestors. Registrants who are able readi ly to  meet the standards of the Act and the rules of 
the Commission obtain effective registration of their securities in substantially less  than 
twenty days after  filing. 

Since Section 5 of the Act prohibits offers or sales t o  be made prior to the effectiveness 
of the registration statement, issuers and underwriters ware, a t  f i r s t ,  reluctant t o  send out 
any information to  potential investors during the waiting period for fear such circulation muld 
be construed as an offer to  s e l l  securities. Early in i t s  historg, therefore, the C d s s i o n ,  
in order t o  make infomahion available to  potential investors, published s m a l  opinions of its 
general counsel to the effect that distribution of information contained in the registration 
statement prior t o  the effective date of the registration statement would not constitute an 
i l legal  offer provided it were very clearly explained that the circulation was not intended as  
an offbr of the security. This has resulted i n  the more or less  ccnmon practice of underm'iters 
and dealers circulating, prior t o  the effective date of the'registration statement, the so- 
called "red herring" prospectus which derives i t s  name from the practice of printing i n  red 
let ters  either diagonally across or  along the mar& of each page a clear stateoosnt that the 
document is not intended as an offer of the sscurity and directing attention t o  the prohibitions 
in the Act against offers prior t o  effective registration. 

VOUJN3 OF REGISTRATIOIG UNDER THE SEC7JRlTIES ACT 

From the date of its enactment to  June 30, 1944, there Irere f i led under the Act 5,420 
registration statements, of which 4,510 beoame effective covering securities of a t o t a l  value of 
$25,345,392,003. Of the statements which had become effective, 173 were la te r  withdraun or E&-
Ject t o  sto: order so that the ultimate disposition of the 5,420 registration statements f i led  
nras as  f o l l m :  4,337 became effective and were not subsequently subject t o  stop order or mith-
dram; 855 were withdrawn; 182 were subject t o  stop or refusal orders; and 46 were pending a t  
the end of the period. For the f i sca l  year ended June 30, 194,  221 registration statements 
became effective, covering 301 igsues of securities in the aimunt of $1,759,780,000, nflich was 
nearly three times the volume o f t h a t  category in the preceding f iscal  year. Appr0ximtel.y one- 
half of the new issues registered in the past f iscal  year fo r  cabh sale were debt securities. 
Detailed s ta t i s t ics  relating to  new issues of securities offered for cash sale, the proposed 
uses of net proceed from the sale of a l l  new corporate issues, and the issues effectively 
registered under the Securities Act, rncluding data on costs of flotation of equity issues 
registered by small companies, n i l l  be f o d  in the Appendix Tables 1t o  4, inclusive. 

The following table indicates the disposition of registration statements f i led  under the 
Securities Act of 1933 as amended: 

Disposition of Registration Statemants 

TO : 	 I 
June 30, 1943 :July 1, 1943 to  :Total 

r June 30, 1% a 

Statements f i led 	 5175 245 5420 
Statements effective 	 U (a) 216 (a) 4337 (a) 
Statements withdrain - net 	 831 2L 855 
Stop c r  refusal orders - net 	 182 0 182 
I n  process of m t i c n  or awaiting aroendmentst 

A t  clase of year ended June 30, 1943 	 0. 
A t  close of year erded June 30, 19U 

(a) 	 Daes not include effective statements which ?rere l a t e r  withdrawn or on which a stop order 
had been placed which *as still in effect a t  the end of t.he per id .  For the fiscal. year 
ended June 30, 1944, four registration statements which became effective i n  the p e r i d  
were later withdrawn and rrere therefore not iooluded in the number of statements effective 
in that year. 
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Atotal of 734 amendmentsv to registration statements were also filed and examined.

during the past fiscal year, comparednth a corresponding total of 471 during the preceding
year.

Certain registrants under the Securities At of 1933also filed during the year, pursuant to
Section 15 (d) of the Securities ExchangeAct of 1934, .348 annual reports 2/ and 47 amendmeuts
thereto, and 250 quarter~ reports Y and 5 amendmentsthereto, all of whiChrequired
examination.

In addition, the follOlling supplemental prospectus material was filed and eTaminedduring
the past fiscal year under t.he Securities Act of 193.aI

222 prospectuses punJ118lltto Rule 800 (b) which requires the f1l1ng of such
information nthin 5 days after the cOJllll8ncementof the public offe~.

107 sets of supplemental prospectus material showingmaterial changes occurr1Dg
after the canmencementof t.he offer1!1g.

222 set.s of so-called l,3-monthsprospectuses pursuant to Section 10 (b) (1) of
the Act.

Thus during the past fiscal year there were filed in the aggregate 551 additional prospectuses
of these three classes.

At the sametime, 213 supplementary'statements of actual offering price were filed as re-
quired by Rule 970; and there were 11 instances where registrants voluntarily filed supple-
mental financial data.

EXEMPTIONS

Securities of the following issuera are exempted from registration under the prov;1.aionsof
the Securities Actl The United states, 8'lJY state, territory, municipality or polit1cal sub-
division thereof, a national bank or banking institution organized under the laws of 8'lJY state
or ten'itory or the District of Columbiaand supervised by a state or territorial banking com-
mission or similar official; railroads the issuance of whose securities is subject to approval
by' the Interstate CommerceCommission;persons organized and operated exclusively for re
religious, educational, beQ8Volent, fraternal, charitable or reformatory purposes and not for
pecuniary profit; building and loan associations and farmers' cooperative associations as
defined in specified sections of the RevenueAct. Securities issued in the following transac-
tions are also exemptedfrom registration; securities which are part of an issue exchangedby
an issuer with its existing security holders exclusively where no commissionor other remunera-
tion is paid or given for the solicitation of the exchange; securities issued in exchangefor
one or moreoutstanding securities, claims or property interests, or partly in such ~e
and partly for cash, where the terms and conditions of the issuance thereof have been approved
by a court or regulatory body of the United states or arty' stat.e lIhich is authorized to approve
the issuance after a hearing upon the fairness of the tenns and conditions of the offer at
'$ich all parties have a right to appear; and securities which are part of an issue sold
to persons resident within a single state or territory where the issuer of such securities is
incorporated in and doing business within such state.

In addition, the Act provides exemptionsfran its registration and prospectus requ1.remeuts
for transactions by 8'lJY person othe:r than an issuer, undenIriter or dealer} transactions by an
issuer not involving public offering; and dealers' transactions made more than a year after
a registered offering except in situations where the dealer is performing the functions of an
underwriter of the securities.

'!/ These amendmentsinclude 4S6 classed as lIpre-effect1veft and 248 88 lIpost-effect1vell I and do
not take into account 361 others of a purely formal nature classed 88 IIdel.ayizlgn ameDdments.

y ?6 of the above ammal reports and the 250 quarte:r~ reports were f1led pursuant to
section 30 of the Investment CompaD.y' Act of 1940 also.

~ 
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Moreover,section 3 (b) of the Act gives the Commissionauthority to exemptfrom the

registration requirements any class of securities issued in an amountnot exceeding $100,000,
subject to such conditions as the Commissionmayprescribe. In accordancewith this section,
the Commissionhas issued rules and regulations which enable an issuer to sell securities
without registration in an amountnot exceeding $100,000. These rules merely require the
filing of a br-ief letter of notification with the Commissionat least 24 hours prior to the
offering, together with copies of any prospectus proposed to be issued in connection with the
offering.

Private Placements

For the ten-year period ended June 30, 1944, $22,272,641,000of new corporate securities
were offered for cash in the United states. Of that amount, approximately $14,757,530,000 or
66.3 percent were registered, and nearly $7,515,000,000were exemptfrom registration under the
Securities Act. Slightly over half of the exemptsecurities were privately placed, and most of
the balance were issued under the authority of the Interstate COJIDIlerceCommission.

The substantial amountof corporate bond issues sold privately to institutional buyers in
recent years is attributed by somecritics of the Securities Act to a desire on the part of
issuers to avoid the registration requirements of the Act. In the Commission'sopinion,
however, the real causes for the growth of private placements will be found in the unfolding of
certain broad economicforces totally unrelated to the registration requirements of the Securi-
ties Act. They include the combination of a great expansion in the assets of legal reserve
life insurance companieswith a material decline in the volumeof corporate bonds available for
investment. It was primarily the resultant pressure of institutional f'unds for investment
which led to the large increase in private placements. Moreover, as a result of the decline in
interest rates in recent years, coupled nth increasing individual incometax rates, high grade
corporate bonds have been less attractive to individual investors and the market for corporate
bonds has been predominantly amonginstitutional investors. Since 1941, whenthe Commission
adopted its rule requiring competitive bidding in the sale of securities by registered public
utility holding compan:iesand their subsidiaries, the relative volumesof private placements of
utility securities has greatly declined.

small Financing

As a meansof facilitating small financing, representatives of the securities industry
have urged that the present exemptionlimit of $100,000be raised and the Commissionhas given
serious consideration to the suggestion. In the hearings before the HouseCommitteeon Inter-
state and Foreign Commercein 1941 on various proposals for amendingthe Securities Act of
1933 and the Securities ExchangeAct of 1934, the Commissionstated that it would not object
to raising the exemptionlimit specified in Section 3 (b) of the Act to $300,000, if the pre-
visions giving the Commissionauthority to :imposeterms and conditions essential to protect the
public interest and the interest of investors were retained. y

The exemptionpermitted by Section 3 (b) of the Act is not complete exemptionfrom all
provisions of the Act. It is limited by express provisions in Section 12, which :imposescivil
liability on persons whosell securities in interstate camnerceor through the mails by means
of untrue statements or misleading omissions, and in Section 17, which makesit unl.mrful to
sell securities by such meansor by other types of fraud. Each of these sections by its own
terms is applicable to transactions regardless of whether the securities involved have been
exempted under Section 3 (b). The principal effect of a section:3 (b) exemptionis to permit
the sale of securities on the basis of a less complete disclosure than that required by the Act
in the case of a registered security. Moreover, civil liabilities wil1 be incurred only by the
seller and the person controlling the seller, while in the case of the sale of a registered se-
curity, the full and fair disclosure described in the Act is required to be madeand the civil
liabilities of Section 11 run against all the persons specified in that Section. This latter
sanction against practically all persons concerned in the distribution of a security is one of
the most important of implementsin carrying out the policy of the Act, since it results in a
concerted effort on the part of all concerned to provide full and fair disclosure of the
character of the securities offered.

'J/ OnJanuary 6, 1945, senator Vandenburgintroduced 8.62, to amendSection 3 (b) of the secu-
rities Act of 1933, as amended,so as to permit exemptionof security issues not exceeding
$300,000 from the registration provisions of the Act.



-7-
It has been urged that the proposed amendmentto broaden the exemptionpermitted by'

section 3 (b) will be helpful to small businesses that seek financing through public offerings
of securities and for that reason the Commissionhas concluded that it merits a trial. Yet the
Commission'srecords of the cost of smaJ.l flotations of issues indicate that the major part of
such costs is compensationto underwriters and distributors, and only a relatively small part
is represented by other expenses, :inCludingthose affected by registration requirements. This
would seemto indicate that the registration requirements of the Securities Act have very
little to do nth the high flotation costs of small issues.

Statistics showingthe flotation costs of equity security issues of small companiesduring
the period from January 1, 1938 to June 30, 1944 are presented in AppendixTable 2. There are
included all commonand preferred issues filed separately for primary distribution by companies
haviDg less than five million dollars of assets, other than issues of investment trusts and
extractive industry companies. The &&ysis showsthat the total flotation costs of equity
issues of companiesreporting less than one m:i.ll:i.ondollars of assets amountedto 21.6 percent
of the expected gross proceeds, which included 19.7 percent as compensationto underwriters and
dealers and 1.9 percent for other expenses. Comparablefigures for the companiesreporting
assets of between one and £ive million dollars were 15.6 percent total flotation costs, which
included 14.0 percent as compensationand 1.8 percent £or other expenses.

Of course only a part of the "other expense" category is attributable to registration.
Such expense items as issuance taxes, registrar' 8 fees, trustee' 8 fees, the cost of complying
nth State securities laws, and the cost of printing certificates and the preparation of
underlying documentssuch as charter amenchnentsand mortgages must be paid even though securi-
ties proposed to be offered are exemptfrom registration. Furthermore, even though registra-
tion were not required, there would in most cases be certain fees for legal and accounting
services and expenses for the preparation of selling literature. It seemsclear, therefore,
that any measure designed to diminish that portion of the 1.8 or 1.9 percent "other expense"
figure attributable to registration costs alone maynot afford very substantial relief to en-
terprises that must pay in addition from fifteen to twenty cents out of every dollar as com-
mission to underwriters for selling their securities.

In connection with security issues for which exemption from the registration requirements
of the Securities Act of 1933 is provided by the COJIIIDission'srules and regulations promulgated
under Section 3 (b) of the statute, there were filed with the COIIIIIIissionduring the past fiscal
year a total of 427 Letters of Notification, pursuant to Regulation A, and 209 amenchnents
thereto, representing an aggregate offering price of $21,933,994 of lIhich 40 Letters of Notifi-
cation with an aggregate offering price of $1,413,252 related to offerings of oil and gas
leases and securities of companiesengaged in various phases of the oil and gas business.
During the past year also the Commissionreceived and examined362 Offering Sheets, filed pur-
suant to Regulation B, and 376 amendmentsto such Offering Sheets, relating to fractional
undivided interests in oil and gas rights. The following table indicates the action taken with
respect to these Offering Sheets I

Various Actions on Filings under Regulation B

Temporarysuspension orders (Rule 340 (a» •••••••••••••••••••••••••••• 69
Orders terminating proceeding after amendment ••••••••••••••••••••••••• 56
Orders consenting to withdrawal of offering sheet

and terminating proceeding •••••••••••••••••••••••••••••••••••••••••• 4
Orders terminating effectiveness of offering sheet

(no proceeding pending) ••••••••••••••••••••••••••••••••••••••••••••• 34
Ordere consenting to amendmentof offering

sheet (no proceeding pending) ••••••••••••••••••••••••••••••••••••••• 231
Orders consenting to withdrawal of offering

sheet (no proceeding pending) ••••••••••••••••••••••••••••••••••••••• -!Z
Total orders

A1s0 during the past year the CCllllllissionreceived and exam1Md confidential written re-
ports concerning sales from a broker-dealer or offeror to an individual, or from one dealer to
another, required under Rules 320 (e) and 322 (d) of Regu1ation B. Of these reports, 31237
were on Forml-G 8nd S99 on Form2-0, representing sales aggregatiDg $1,7.39,153and $95717.311
respectively.

•••••••••••••••••••••••••••••••••••••••••••••••••••••••• ~
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CHANGES MADE IN RUIES DURING PAST YEAR

The principal change in rules and regulations of the Commissionadopted under the Secu-
rities Act of 1933 during the past year consists of amendmentsto Rules 5-04 and 12-06 of
Regulation S-X. On December22, 191.2the Commissionadopted comprehensiveamendmentsto Regu-
lation S-X designed to simplii'y' -andshorten reports required to be filed by registrants by
permitting under designated conditions the omission or partial omission of certain schedules.
The CODIIIissionlsexperi.eooewith those amendmentshad not been entirely satisfactory. The
revisions of December9, 1943 are designed to secure with a m:i.ninu:m burden and expense certain
information deemedessential relating to property, plant, and equipnent. While the rules as
amendedcall for the filing under certain circumstances of information with respect to
property, plant, and equipDent not previously required, the new requirements relating thereto
are less than those existing prior to Deceui>er22, 1942.

As amended,Rule 5-at. permits the omission of Schedule V, Property, plant am equipment,
if the total of such assets at both the beginning and end of the period does not exceed 5
percent of total assets (exclusive of intangibles) and if neither the additions nor deductions
during the period exceeded 5 percent of total assets (exclusive of intangible assets). The
amendmentto Rule 12-06 provides, that, in case the additions and deductions columns are
omitted from Schedule V, as permitted by Note 3 of Rule 12-06, the total of additions and the
total retirements and sales shall be given in a footnote to the schedule.

During the past year the Commissionalso amendedthe Instruction Bookfor FormA-2 for
Corporations so as to eliminate unnecessary and obsolete matter and to clarii'y several of its
instruetions.

ENFORCEMENT AND COMPLIANCE

The enforcement of the statutes which it administers is, of course, one of the Commission's
most important functions. Prior to the reorganization of its staff in 1942, this duty was per-
formed by a separate Legal Division. Since the reorganization, the enforcement of the pro-
visions of the Securities Act of 1933 has been condueted by the Office of Counsel to the Cor-
poration Finance Division. That office also investigates violations of Seetions 14 (a) and
16 (a) of the securities ExchangeAct of 1934, governing the solicitation of proxies and the
disclosure of stocldloldings of officers, directors and more than ten percent owners, the
various disclosure requirements contained in the Trust Indenture Act of 1939 and the Invest-
ment CompanyAct of 1940, Section 10 (b) of the securities ExchangeAct of 1934 and-Rule
X-10B-5thereunder, prohibiting fraud in the purchase or sale of securities, and of Section
12 (h) of the Public Ut.ility HoJ.dingCompa.11YAct of 1935 wh:1.ch prohibit.s polit.ical contribu-
tions by utility holding companies or subsidiaries. The enforcement of these provisions and
the litigation wit.h respect thereto are diseussed under the respective Acts.

Enforcement under the securities Act of 1933 is generally of a twofold nature, i.e., the
prevention of fraud and the enforcement of the disclosure requirements.

Section 17 (a) of the Securities Act of 1933 makesunlaw1'u1 the use of 8:n7 misrepresenta-
tions or fraudulent schemesin the sale of securities. A very considerable part of the Commis-
sionl s litigation involves injunctive actions to restrain violations of this section. For
example, in S.E.C. v. Timetrust, Inc., 39 F. Supp. 145 (N.D. Calif. 1941), an :injunction was
obtained where representations were madethat Timetrust certificates were similar to a savings
sccount, whereas the solicitation to purchase such certificates was merely a device for selling
Bank of America stock on the i.natalment plan. 4/ In S.E.C. v. Investors ~icate (D. MinD.
1943), an injunction was obtained where representations were made tJiit tcer£il'icates sold
were better or safer than United states.. war Bonds, that the purchase of such certificates was a
patriotic duty and aided the war effort, that the yield was higher than WarBonds, am that the
certificates were guaranlieed by the United States or the Securities and ExchangeCommission. A

!!I On appeal, the Ninth Circuit Court on July 31, 1942, remandedthe case to the trial court
for ep8cific fj nd1 ngs of fact as to whether or not the defendants devised a fraudulent
schemewithin the prohibitions of the statute. on October 24, 1942, the trial court re-
turned its additional find1ngs of fact in which it found that all of the defendants em-
ployed T1metrust.as a device, schemeand artitice to defraud. The Circuit Court on Yay 8,
1944 af1'1rmedthe judgment as to TimBtrust Inc., Parker, Woodand Blanchett, and reversed
the judgment as to Bank of .America,A. P. G::tanninj and L. Mario Giannini.
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deta1led description of this case will be found under the discussion of the Investment
COIIIp8Dy" Act of 1940.

The disclosure requirements have been discussed in somedetail above. Whereit appears
attar investigation that any of such requirements has been or is about to be violated, the
necessary action is instituted by the CClIIlIIIisaion.It may be noted at thi.s time that Section 23
at the securities AC'tof 19.3.3(as well as Section 26 of the Securities ExchangeAct of 1934 aId
section .35at the Investment CCJllI.P8IlYAct of 1940) prohibits any representation that the COIIlIIlis-
sian has passed upon the merits or given approval to any security for which a registration
statement has been filed. Wheresuch statements were made, the Commissionhas :instituted the
necessary injunctive action to halt such activities.

The provisions of the securities Act authorize the Commissionto refUse to pe:rnd.ta regis-
tration statement to becomeeffective if it appears on its face to be :incompleteor inaccurate
in any material respect, and empoII'erthe Commissionto issue a stop order suspending the effec-
tiveness of any registration statement which at any time is found to include any untrue state-
ment of a material faC't or to omit to state any material fact required to be stated therein or
necessary to make the statements therein not misleadiIlg. These provisions of the Act have been
construed by the courts in several iJIIportant cases. 21 In,Jones v. S.E.C., 298 U.S. 1 (19.36),
a majority of the SUpremeeourt (Justices Cardozo, BrandeisanaStone dISsenting) held that the
C<lIIIIII8DC8JJInt of stop order proceedings by the COIIIIIIissionprevented Jones' registration state-
ment 1'rom ever becomingeffective and that amee none of the securities sought to be registered
had been offered or sold there was no public interest lIhich could be prejudiced by its with-
dranl in accordance with Jones' request. On this basis the Court held that the Caomissionhad
erred in denying withdrawBlof the statement. This decision has been considered as l.arge];:r
limited to the procedure wh1ch the SUpreme Court deemedproper for the COJIIIIIiIlsionto emp1o,y' m
connection with the suspension of the effectiveness of registration statement8. In a J.at.er
case in 19.39,Oklahoma-TexasTrust v: S.E~ 100 F. (2d) 888, the C1rcuit court of AppeaJ.s tar
the 10th circUli tJNIjriillliiS1i 8l'.f1i'medan r of the COIIIIli.ssionsuspending the regist;r&tioD
securities because of traudnlent misstatements contained in the registration stateMnt. There
it appeared that all of the securities registered had been sold prior to the CODlllSDC8lll9nt of
the stop order proceedings and the Trost contended that under the authority of the Jones case
the COIIIIIissionhad lost its power to isl!R18a stop order. The court dist1ngui.shed tlii'"'JOnes
case, however, on the ground that here the public interest wouldbe prejudiced by perm'IitIiig
the registrant to withdraw its registration statement. Immediateand subsequent purchasers of
the securities were entitled to be apprised of the fact that the registration statement, a
matter of pllblic record, upon wh1ch they"had relied, was false and misleading, and to have the
benefit of the civil liability provisions which gave themvarious remedies for the losses 1Ibich
they sustained on the securities. In other cases the courts have hel.d that a stop order sus-
pending the effectiveness of a registration statement is not reviewable by the courts after it
bas been lifted upon the filing of amendmentsin accordance with the stop order (Austin Silver!if!Co. v. S.E.C., 1.S.E.C. Jude Dec. 7.32, App. n.c,; 19.39), and that an order aeIij1Dg a

on lor periiI88ion to withdraw a registration statement without prejudice to reoewal at the
cooclnsion of the heariJIg then penctiDg in connection with the stop order proc~s is me~
1nterlocutor,y and not reviewable under the Act (Resources Corporation v. S.E.C., 97 F. (2d)
788, C.C.A. 7, 19.38).

The queS\;ionof the enforceability of contracts relating to the issuance or sale of secu-
rities which have bot been registered. as required by the Securities Act has been considered in
two cases. In Frost & Co. v. Coeur d'Alene Mines C0airation, .312U.S .38 (1941), the SI1p1emB

Coart held that an option to sell securities iii V10lat on of the securities Act was not void
and could 1.awfu1ly" be the subject of an action for damagestor its breach. In that case the
CClIIIIl1ssion,withOl1ttak:lng ersy position as to the disposition of the particu1ar case, ft.1ed a
brief as amicus curiae in the SUpremeeourt, urging that, as a general proposition, the
question ihS1iliersuch agreements should be enforced ought to dependupon whether or not in
the circumstances at the particular case the public policy in favor of the protection at
vestors would be served hindered by enforcing the agreement between the parties. In a later
case, Judson v. Bun 130 F. (2d) 174 (C.C.A. 2, 1942), the COlIIIIIias1onfiled an amicus
curiae Dl9JllDraDdttiii CirCuit Court at Appeals for the SecondCircuit, explai.ni.ng its v:ie1r
or the principle enunciated in the Coeur d~Alenecase and contending that the agreement in the

21 See Append1xTable .32for list of citations of court cases i.IIvolvingthe various statutes
adm1n1stered by the COIIDission.

~ 
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instant controversy should not be judicially enforced because there was no investor 1nterestJ
iJnIIsdiate~ or othenrise, to be served by enforcement. The second Circuit accepted the
reasoning of the Commission but held that on the basis of facts in the record which neither the
district court nor the Commission had considered, the parties were not equally guilty of
violating the Act and that, acc~, recovery should be allowed.

It must be remembered that in enforcing either the fraud or disclosure provisions, it is
necessary that a sale of a security be involved. Not o~ is the Commission presented with
instances of fiagrant disregard of the statute in the sale of ordinary securities without
compliance with the statute, but more subtle efforts have been made to evade such provisions.
sales of securities have been disguised and camouflaged so as to appear to be simple sales of
real or personal property. The scheme usually adopted is to execute to the investor what
appears to be an ordinary bill of sale. Coupled with this is an oral. or written uDierstanding
that the property sold is to remain in the possession and control of the promoter who is to
distribute the profits to U1e purchaser. In S.E.C. v. pare' 35 F. Supp. 873 (S.D. N.Y. 1940),
tbe security was disguised as a purported sale of silver axes. In S.E.C. v. Cultivated Oyster
Farms, 1 S.E-C. Jud. Dec. 672 (S.D. FJ.a., 1939), it was oyster bottom acreage. In S.E.C. v.
Tung Corporation, 32 F. Supp. 371 (N.D. Ill. 1940), and S.E.C. v; Bailey, 41 F. Supp. 647
(s.b. Fla. 1941), it was interests in tracts for the development of tung trees. Other cases of
the same nature were S.E.C. v. 33 F. SUppa988 (D. Mass. 1940), shares in fishing boats,;
S.E.C. v. Bourbon Salesc-orp., '7lIF. Supp. 70 (W.D. Ky., 1942), whi.skey bottling contracts;
S.E.C. v. Universal service C0E:e!.,106 F. (2d) 232 (C.C.A. 7, 1939) cert. den, , 308 u,s, 622
(1940), contribUtions to a scientific crop growing enterprise; S.E.C. v. Crude Oil Co~ation,
93 F. (2d) 844 (C.C.A. 7, 1937) crude oil; S.E.C. v. Joiner, 320 U.S. 344 (1943), oil gas
l~es; S.E.C. v. City Keter Service (D. N.J., 1939) and S.E.C. v, Parking Meter Corp. (N.D.
Obio, 19'9), parki.Dg meters; S.E.C. v. Santenal (S.D. Ohio, 1941), popcorn iiiacliinesjS.E.C. v.
Gilbert, 29 F. SUPPa654 (S.D. ohio, 1939), shiires in cargo boats; S.E.C. v. George miShIiiiton
Ceoetery (D. N.J. 1942), cemetery lots; S.E.C. v. Monjar (D. Mass. 19m; npersonaI loansn
SUChefforts to evade the statute are due usually to 'ETieinherent unaoundness of the securities
sold. In the case of the sale of tung tree land, for instance, it was shown that the acreage
being sold was not suitable for such production.

The Commission, of course, does not take the position that an ordinary sale of real or
personal property involves the sale of a security. But where a purchaser has no intention of
assuming any control of the property purchased, but is really bulying o~ an interest in a
business enterprise and looks solely to the efforts of the promoter to earn a profit for him,
the courts have sustained the Commission's position that the substance controls the fonn and
that there is involved the sale of a security and in the use of misrepresentations and
fraudulent schemes an injunction should be issued, As the SUpremeCourt recent~ said in the
Joiner eaaes

n ••• the reach of the Act does not stop with the obvious and COJIDnOnplace.
Novel, uncoDlDOnor irregular devices, lIhatever they appear to beJ are also
reached if it be proved as matter of fact that they lfere widely offered or
dealt in under terms or courses of deal ing which established their
character in cOlllllleI'Ceas 'investment contracts' or as 'any interest or in-
strument cOJlllllOn1yknOlll1 as a nsecur~tyn ' "

In several cases the courts have defined the statutory term sale of a security to include
the stamping by a COJl!P8Di1 of securities previously issued by it a legend reciting an
agreement of the holders to an extension of maturity (S.E.C. v; Associated Gas & Electric Co.,
24 F. Supp. 899, S.D. N.Y., 1938), the solicitation of SUbscribers to an investment adVisory-
service to sign statements that they would or nmaya accept stock in a corporation not yet in
existence (S.E.C. v. StanDont, 31 F. Supp. 264, E.D. Wash., 1939), and an exchange of property
for stock (U.S. v. Rim, 126 F. (2d) 8lJ C.C.A. 7, 1942). In n.s, v. KO~d-Quinn & Co.,
1 S.E.C. Jur15ec. '11 (Il.D. Ga., 1937), a dealer's confirmationBIrps were ld part of the
securities tr8IISactions and the final step in their sale for the purpose of determini Dg
whether the mails were used in the sale of a security. In National SUPPQrCo. v. Leland
stanford Junior Universi!' 134 F. (2d) 689 (C.C.A. 9, 1943), the COIIIIlIissl.onis interpretative
ruIe excIUdiDg h'Cliii the finition of a sale the issuance in a statutory merger or consolida-
tion of II8lI' securities exclusively to the security holders of the constituent corporations was
upheld.

~ 
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Libra!"""
In two cri.miDal. C888S the courts have included within the definition of anISsu'er liable

for using the Ells to sell securities without a registration statement being in efl'ectJ
p1'QIIIOtersand stockholders 11110completely dominated the corporations conc:ermd (~v.
U.S." lD8 F. (2d) 698" C.C.A. 6J 1939" and Shaw v. U.S." 131 F. (2d) 476, C.C.A.~42).

In S.E.C. v. Chinese Benevolent As8D., Inc.J 120 F. (2d) 738 (C.C.A. 2, 1941), the court
held that a OODevoIeIIt88socli'EiOii acted as an Underwriter where it solicited offers to buy
bonds of the Republic of China and received tuDdS tb8refor which it traDSll1tted to that
country, and accord1Dg1y was not entitled to the benefit of the statutory exemption pemitting
the sale of unregistered securities by any person other than an issuer" underwriter or dealer.
So" too" in llerger }lines Co;poration v; Grismer" 137 F. (2d) 335 (C.C.A. 9, 1943), it was held
that the pres1deiit of a mimng corporation occupied the position of an underwriter in public-
ly offering stock issued to him in replacement of stock previously loaned to the corporation;
and persons who purchased-S8QUl"ities with a view to distribution from a corporation under
COllllllOD control with the issuer were held to be underwriters as defined by the Act and their
sales of stock through use of the mails and facilities of interstate commercewere in violation
of the registration provisions of the Act (S.E.C. v. saphier, 1 S.E.C. Jud. Dec. 291, S.D.
N.Y., 19)6).

While the securities Act contains a mnnber of provisions exempting various types of secu-
rities and securities transactions !"romthe registration provisions of the Act, only a few of
these exemptions have been considered by the courts. Perhaps the most important of the cases
dealing lIith this probl8lll in S.E.C. v. SunbeamGold Kines Co., 95 F. (2d) 699 (C.C.A. 9, 1938).
That case invol.ved the :interpl'eta£IOn of the Pi'OVi8!on of section 4 (1) of the Act which
excepts !"rom the registration prov1aions "transactions by an issuer not involving any public
offering.- The question was 1Ibether the solicitation of loans !"rom stockholders of two mining
companies for the purpose of cQllPleting the purchase by one of the assets of the other and of
ra:181ng enough 1M1DIfJY 1;e register a contempla1;ed DeW' issue of stock with the COIIIIIissioninvolved
a apubllc offeriDg.a DIe 'total. mmber of stockholders of both companies was 530. The court
held 1;bat the dist:iDct1on between -public" and -private- depends upon the circWIIStances under
which the di.stincticm 18 SOllght; to be established and the purposes sought to be achieved by t.be
distinction. In accordance with the legislative h:is'tary of the Act, the court held that an
offering to stockholders other than a very- small. number was a public offering. To the S81118

effect is Corporation Trust Co. v. Logan, 52 F. Supp. 999 (D. Del. 1943).

The securities Act, like the other statutes admj ni stered by the Caumission, authorizes the
COIlIIIissionto conduct investigations for the purpose of determining, upon cauplaint or othe~
wise" whe1;ber 8.'DY provisions of the Act or of any rule or regulation issued thereunder, have
been or are about to be viola1ied.. For the purpose of such investigations, the Commission, arry-
of its JII8lIi>ers,and any officers designated by it" are statutorily empowered to administer
oaths, subpoena witnesses, take evidence and require the production of books, records and other
doeument;s lIh:ich the COIIIIIiBsiondeems relevant or material to the inquiry. Information dis-
closed through investigations ma:.y- be made public by the COlIIIIission, and may serve as the basis
for formal hearings conducted by the COIIIDi.ssion,for injunction actions instituted by the Com-
mission or for reference to the Department of Justice to institute criminal proceedings.

Considerable litigation has arisen !"romre:t'u.sals to appear in response to Commission's
subpoenas. In such situations, applications are made to the appropriate United states Court
for enforcement. The subpoenaing of witnesses and documentary evidence in the course of in-
vestigations instituted by the Caumission has resulted in nearly 50 legal actions brought for
the most part by the COIIIIIission for the purpose of obtaining judicial enforcement of the sub-
poenas and in a few cases against the Commission for the purpose of enjoining enforcement of
the subpoenas. The Jones case discussed above was actually a suit by the Commission to obtain
judicial enforcementOl'"'i subpoena requiring Jones to appear and testi1'y in the Commission's
stop order hearing. Jones' challenge of the constitutionality of the registration and in-
vestigation provisions of the 5ecur:ities Act was rejected by the NewYork District Court and by
the Second Circuit, which upheld the CCDIIIissionls right to obtain judicial en:forcellmlt of the
subpoena in that case. AlthoUgh the Supreme Court reversed the judgments of the courts below,
for the reasons previously stated, it did not disturb their holdings sustaining the constitu-
tionali1;yof the Act. NoteIrorth7 in this connection is the case of Newfield v. ~, 91 F. (2d)
"}OO (C.C.A. 5, 1937) J cart. den. 302 U.S. 729 (1.937), a consolidation of three siiItS brought
against the Commission's representativesJ and the western Union and Postal Telegraph Compe.n1es
to enjoin compll.ance with subpoenas calling for the production of certain telegrams. .After the
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Supreme Court denied certiorari, the subpoenas were ordered enforced. A similar situation
arose in llcKann v. ~, 16 F. Supp. 446 (S.D. N.Y. 1936), affd. McMann v. S.E.C., 87 F. (2d)
371 (c.c.l. 2, 193~rt. den. 301 o.s. 684(1937), where an effort was unsuccessfUlly made
to prevent a brokerage f:irJn from complying with a Commission subpoena. In these cases and in
Consolidated Yines of Californ:ia v; S.E.C." 97 F. (2d) 704 (C.C.A. 9" 1935)" the courts
unaramouaIi upheld the proprre:ty and leg810ity of the Comm:issionls investigations against
charges of IIsnooping" and IIfishing expedition", as being adequately justified by facts in the
possession of the Commission; and found the subpoenas to be properJ:y issued and reasonabJ:y
limited so as not to constitute an unreasonable search or seizure or invasion of privacy. In
three recent cases, S.E.C. v. Penfield Co., 143 F. (2d) 746 (C.C.A. 9, 1944), S.E.C. v. Gulf'
States R~tl (S.D. JI(.ass. No. 615, 1943), and S.E.C. v; McGarry (D. Colo. 1944), the coUrES
in connection nth Securities and Exc~e Commission subpoenas have followed the ru1e in
Endicott-Johnson v. Perldns, 317 u.S. 501, in which the Supreme Court held that the secretary
of tabOr was entit1ed to eiiforcement of a subpoena upon a showing mereJ:y that it was not
plainly incompetent or irrelevant.

The circumstances of the Penfield case have brought to the fore a lI8akness in the Commis-
sionl s statutory investigation procedUre 1dli.chwas undoubtedJ.y not foreseen by the framers o£
'the Commission's Acts. Although the COIlDIIissionwas doubtless given the power to conduct in-
vestigations .for the purpose o.f discovering whether viol.ations of the Acts have occurred, in
order to provide a 1aw-en.forcement. weapon that would be more effective than the CUIIilersome
grand jury investigation procedure, it has been the Commission's experience, drawn fran the
Penfie1d case and other cases" that suspected wrongdoers d.esignedJ:y may seek to the dis-
covery of their viol.ations by forc:ing the Commission to go through lengthy court proceed:ings to
obtain enforcement of i'ts subpoenas. The decision in 'the Penfield case :iJ.l.ustrates the pr0b-
lem. As 'the coart pointed ou1;, the Commission began an inveStigation Bourbon Sales
CorporatiaD _-~ in:lividua1.s on Hq 14, 1942. The purpose of the;~ation 1188 'to
determ1De they had violated the registration and fraud provi.sion&~;Jtbe s8curities Ac't
in the sale of 1Ihiskey bottling contracts. A subpoena issued by the COIIIIIit88lt.cm1188 not obeyed
and the Ccwp1inri.on1I'8S obliged 'to apply to a .federal district court for an fmforcemen't order,
which 1I'8S issued on October 15, 1942. The enforcemen't of that subpoena disclosed a hitherto
unknown rela'tionship between Penfield and Bourbon Sales. The Commission fcnmd'that Penfield
had been acting as agent for the Bourbon Sal.es Corporation in sel.llng bo't1iJ.ing contracts
through the mails 'to persons to whomBourbon Sal.es or PenfieJ.d had previously sold whiskey
warehouse receipts and that Penfield had subsequently sold i'ts own bot'tl1ng contracts through
the mails in exchange for such receipts. The Commission also 1earned .for 'the first time 'that
stock of Penfield was being so1d to the public through 'the mails in exchange for bottling .con-
tracts previously issued either by Penfie1d or Bourbon Sales. On April S, 1943, the CClIIIDission
expanded i'ts investigation to name the Penfield C~ and 'to cover the sale of Penfield
stock. On April 9, 1943, a duJ:y authorized officer of the Commission served a subpoena dnces
'tecum upon one of Penfield's official.s requiring the produc'tion of specified i'tems conta:rnea in
NIiHe1dl s books and records. Penfield refused to compJ:ywith 'the subpoena and the COIDIIli8sion
was again obliged to resort to a federal distric't court for i'ts enforcement. The district
court issued an order enforcing the subpoena on June 1, 1943. The appeal to the Nint.b Circui't
Court of Appeals followed, and on June 30, 1944 it affirmed the district court's enforcement
order. Shortly thereafter the mandate o.f the Ninth Circuit was stayed to pennit the Penfield
Company'to apply to the Uni'ted S'tates Supreme Court.

Thus more 'than two years had el.apsed and the Commission had not been able to obtain
certain facts sought; in its investiga'tion. The .fact 'tha't prosecutions are barred three ~ars
after the offense, makes i't apparent 'that such d.e~ may often prevent proper enforcemen't of
the law. 6/ A possible remedy for this si'tuation would be an amendment to the general sta'tu'te
of limitat'ions 'tolling the statu'te for the period during which an administrative investi~aUon
is in progress with respec't 'to enforcement. proceedings or at the very least whi1e proceed1ngs
to enforce subpoenas are pending in 'the courts.

As an of.fshoot 'to SaDe of the above types of actions are the cont.empt actions brougb't by
the Ccmn18sion .for viol.ation of court decrees. These actions have been chiefly for disobedience
to 'three types o.f decrees; those enjoining the illegal. sale of securities; tnose relating 'to the
improper solici'tation of proxies, and 'those ordering enforcement. of subpoenas.

PI Since the cl.ose of the period covered by this report, the Pentie1d COJDP8.I\1and severa1 of
its officials have been indic'ted.

~ 
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At the direction of the President of the United states, investigations have been madeof

certain corporations holding important war coutracts. Confidential reports of such investi-
gations have been fol'll8.l'dedto the White House.

Thousandsof compIajuts are received from the public each year in addition to matters
brought to the attention of the Commissionby the several state securities officials, Better
Business Bureaus and other federal and state authorities. All of these receive carefUl atten-
tion and where it appears that the statutes have been violated, an investigation is instituted.
The bulk of the investigative work is performed by the ten regional offices which are strategi-
ca.1ly located in financial centers throughout the country. Whereviolations have occUlTEld
legal action is instituted by the CODmIission.Suchaction maybe either civil or crindnal.
The civil actions consist primarily of actions for injunctions aga:inst the continuance of the
violations. Such actionS are instituted in the appropriate United states District Court and
permanentinjunctions are obtained in the great majority of cases. These are usuaJ.ly preceded
by preliJni.nary injunctions, and in instances where serious and immediateviolations are
threatened, by a temporary restrsJ.ni.ng order. During the la-year period ended June 30, 1944,
the COIIIIIIi.ssionhad instituted a total of 508 civil proceedings and disposed of 478. Permanent
injunctions had been obtained against 1,057 firms and iOOividuals. Of 516 terminated cases
brought by or against the COIIIIIlission,it was successful in 98%of them, only 10 cases being
adversely decided. JI

Themost stringent remedypossessed by the Commissionis its powerto refer cases for
crimi.na.lprosecution to the Department of Justice. Whensuch action is warranted aft,er a
thorough investigation, a detailed report is madeand submitted to the Attorney General.
Membersof the Commission'sstaff work in conjunction with the Departmentof Justice in pre-
paring the case and presenting it to the Grand Jury and also frequently participate in the
trial.

Recognizingthe advantages to be realized from cooperating with other federal and state
agencies and certain private organizations such as Better Business BureausJ Chambersof
Commerce,etc., interested in the prevention of fraud in the sale of securities, there has been
established in the Division, in connection with its enforcement duties, a securities Violations
File. This serves as a clearing house for information concerning fraudulent securities trans-
actions. Law enforcement officials and cooperating agencies throughout the nation forward in-
formation and data to the Counsells of:f1cewhere it is classified and compiled and becomes
available to such officials and agencies in the cooperative purpose of suppressing illegal.
practices in the sale of securities. As of JUDe30, 1944, these fUes contained data conce~
ing 44,.399persons. During the past fiscal. year alone, additional items of information re-
lating to 4,069 persons were added to the :files, including information concerning 960 persons
not previously identified therein. '

INVESTIGATIONS OF OIL AND GAS SECURITIES TlW1SACTIONS

Because of the techn1caJ. nature of securities representing oil and gas interests and the
apec1al1zed knOlrledgenecessary in order properly to apply the statutory requirements to
offerings of such securities, the CClIIIIIissionestablished, on July 1, 1936, a separate Oil and
Gas Unit. It also adopted separate regulations, under Section.3 (b) of the Act, providing
exemptions from registration for offerings of securities of this character not in excess at
$lOO,ooo. The Oil and Gas Unit admjnisters these regulations and registration statements
covering the securities of oil and gas caapanies are referred to this Unit f()r examination and
where necessary for field investigation.

11 There have been a number of private suits by investors to enforce the civil liabiljties :im-
posed by the Act for the sale of securities which 1Ierenot registered, in violation of the
Act, and for the sale of securities by meansof registration statements or prospectuses con-
ta1ntng false statements of or omitting to state material facts. The Commissionhas no
statutory duties with respect to such suits and is DOt :fully advised of their DUDberor out-
come. However,a search of the court records covering a period of eight ,ears reveals that
there were less than two dozen actions under all three of the civil liabilities of the Act.
Moreover, so far as could be determined, not more than tive suits ,reSillted in recovery by
the plainti1'fs. see al.so 50 Yale Law Journal, 90, 1940, :aCivil Liability under the Federal.
securities Act. a
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During the past fiscal year investigations were made with respect to a total of 12.3oil

and gas properties or proposed securities offerings. Mostof these investigations arise out of
complaints received by the Commissionand are conducted primarily to ascertain whether the
transactions in question \ver~'effected in violation of either Section 5 or 17 of the Securities
Act of 1933. An increasing numberof such cases, however, relate to possible violations of
Section 15 of the Securities ExchangeAct of 19.34. 'wherethese investigations showevidence of
cri."'Uinalviolation, the results are transmitted by the Commissionto the Departmentof Justice,
and criminal proceedings are instituted in the discretion of the Attorney General of the United
States. In the event such proceedings are instituted, the Commission'sattorneys an1 engineers
whoparticipated in the investigation leading up to the proceedings assist the United States
attorneys in the preparation of the cases for presentation to the grand jury and for trial.

A tabular summary of the oil and gas investigations madelast year follows:

Oil and Gas Investigations

Status

Pending 6/30/43 ••••••••••••••••••••••••••••• 
Initiated 7/1/4.3 to 6/30/44 ••••••••••••••••• 

Total to be accounted for

Prel:iminary

22
11
".=

Informal

44
11;;
=

FOI'maJ.

31
4

==
Changedto Informal or Formal ••••••••••••••• 
Closed or Completed ••••••••••••••••••••••••• 

Total disposed or
PendiIlg 6/.30/44 ••••••••••••••••••••••••••••• 

1
16
'I'1

16

8

=

ADVISORY AND INTERPRETATIVE ASSISTANCE

Fromits inception, the Commissionhas realized that the technical nature of the statutes
administered by it requires the maintenanceof an interpretative and advisory service to pro-
vide attorneys and the general public with promptadvice concerning problems arising under
thOse statutes. These requests embracea wide variety of subjects and often involve inliricate
factual situations. Aknowledgeof the legislative history of the statutes and the application
of the statutes to practical business situations is required of the attorneys engaged in this
work.

Many of the general inquiries pertain to smaJ.l business enterprises seeking capital. The
Commissionis fully aware of the problemsconfronting such concerns and endeavors to assist
themby furnishing upon request detailed advice as to the procedure for registration and the
possibility of exemptionfrom the registration and prospectus requirements. The morecompli-
cated situations are studied and an opinion by the Counsel to one of the Divisions is rendered
as to the applicability of the various statutes administered by the Commission. These opinions
are gener~ sought by care.ful attorneys and securities houses in situations which might in-
volve duties under the various Acts. Counsel's opinions are not rendered with respect to
possible private civil. liabilities since the Commissionhas no jurisdiction over these matters.
Althougha caupilation of interpretations has been prepared to assist in according uniform
treatment in recurring situations, the great variety of problemshas DOt made it feasible to
publish a glossary of annotations. Nevertheless, a numberof interpretations of general
application bave been madepubl.ic in release form as opinions of the Counselto the Division
stind"i staring the statute to which the interpretation relates.

One of the problems frequently presented for interpretation is whether or not a stockholder
whointends to offer a security to the public tl>.roughan underwriter is in "control" of the
e~ lIhich has issued the stDck. If a control relationship exists the securities may be re-
quired to be registered under the Securities Act. As there is no fixed. statutory definition ot
.control" the determination o.tten dependson a study of all the facts relating to the history
and operation of the colllp8DY'~its officers and chief stockholders, and their bwJinese affili-
ations. If there is a dispute on this question, the only wayto settle it is to go to court,
tor J while the COJIIII18sionhas the powerof investigation, there is no provision in the statute
tor administrative proceedings to reach such determination. During a recapitaliZation or re-
organization the question is frequently asked at lIbat point when, as, and if issued trading in

••••••••••••••••• ~ 
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the new securities maybe commenced.Various types of option agreements and trusts for the
benefit of close relatives give rise to questions with respect to the duty of an officer,
director or 10%equity stockholder of a listed companyto file reports pursuant to the Secu-
rities ExchangeAct ahOiring changes in the bene£iciaJ. interest of such officer, di.rector or
10% stockholder in the securities of the listed company.

In order to assure uniformity, the offices of Counsel to the Corporation Finance Division
and Counsel to the Trading and Exchange Division review the interpretations rendered by" the
staffs of the ten Regional Offices of the Commission. The NewYork Regional O£f1ce alone
handles about 20,000 inquiries a year which it receives from attorneys, brokers, investnent .
companiesand other membersof the public.

PROPOSAIS FOR AMENDwmrs TO THE SECURrrIFS ACT
OF 1933 AND THE SECURITIES EXCHANGEACT OF 1934

The status of this programhas been described in the foreword to this report.
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PART II
ADMINISTRATION OF THE SECURITIES EXCHANGE ACT OF 1934

The Congressional investigations and hearings in 1<)34had demonstrated that widespread
aDd i'lagrant abuses, including the excessive use of credit, existed in the securities markets
which materially impaired the economicuse.t'ulnes8 of these markets and which adversely affected
the stability and orderliness of the economiclife of the nation, precipitating, iJltensifyiDg
and prolonging emergencies in that area. In order to insure the maintenance of fair and honest
securities markets, and to prevent the undue use of credit, the securities ExchangeAct of 1934
was promulgated. It is designed to eliminate manipulation and other abuses in the trading of
securities both on the organized exchanges and in the over-the-counter markets, which together
constitute the nation's facilities for trading in securities; to make available to the public
iDformation regarding the condition of corporations whose securities are listed on any national
securities exchange; and to regulate the use of the nation's credit in securities trading. The
authority to issue rules on the use of credit in securities transactions is lodged in the Board
of Governors of the Federal Reserve System, but the adrn1 nistration of the rules and all pro-
visions of the Act is vested in the Commission. The following is a rmri.8trof the major phases
of the COJIIIlIi.ssion's administration of the Act.

REGULATION OF EXCHANGES AND EXCHANGE TRADING

Registration of Exchanges

Section 5 of the Securities ExchangeAct of 19,34requires that all exchanges in the United
States either register with the CODIIIIissionor obtain exemption trom such registration. Accord-
ingly, the Commission's first task under the Act was to set up the machinery for registering
securities exchanges and for handl :fng applications for exemption.

Pursuant to the Act, 28 exchanges have filed applications for registration as national
securities exchanges, practically all of them filing in 1934. Before granting registration to
certain exchanges, iIwestigators were sent into the field to examine them, and reports were
filed by trial exami.nersbefore whQlll hearings were held. In connection with these applications
for registration, the constitution, b,...laws, and ru1es and regulations of each exchange were
examined and analyzed. Moreover, as the statute required, agreenents were obtained tram each
exchange to complywith the provisions of the Act and a.rrsr rules and regulations thereunder, to
enforce compliance with such provisions by its JDSJIbers"80 far as is within its power, and to
supply the Commissionwith copies of amendmentsto its rules. In confomity with the provi ..
sions of the Act" each exchange was also required to include in its rul.es provision for the
disciplining of JDeDi>ersfor conduct inconsistent with just and equitable principles of trade,
and to declare that any w1.l.lful violation of the Act or the Rules or Regulations adopted
ttlereunder shall be considered :inconsistent with just and equitable principles of trade.

On October 1, 1934, 22 exchanges were registered as national securities uchaDges. Three
exchanges were registered on later dates after baring operated as exElllpt exchanges for perioda
of time. These latter were the StaDdard stock Exchangeof Spokane, the C1rlcago curb Exchange
Association" and the San Francisco Vining Exchange.

S1nce OCtober 1., 1.934, Jll8rgere and disso1.utions have redl1ced the number of registered ex-
cbqes to 19. The Buffalo Stock Exchange, Denver Stock Exchange, Chicago curb Exchange A8sooj.-
~t1on, and NewYork Real Estate securities Exchange" in that order, we.re granted permission to
withcn-.1'roJD registration. The Los JDge1ee Curb Exchange Jl8rgeci with the Los Angeles Stock
Exchange, and the San Francisco curb Exchange merged with the San FraDc1sco Stock Exchange. It
is to be noted that all sU: of the exchanges which tem:1Dated tbeir ex::i8tence bad opened tor
trading during the years 1.928-1929.

The fo1lolr1ng exchanges are DOIf registered &8 naticmal secor1tiea embangesa

Baltimore stock Exchange
Boston Stock ExchaDp
Ch1.caIo Board or Trade
Chicago Stock Exchange
C1DcimJat1 stock Exchange
ClnelaDd stock Exchaage

Detroit Stock Excba •• 
Salt Lab stock he.....
sa Francisco tiDing Blchqe
sa ll"raDD1sco stock bnbange
Los ADge1es stock Bx'change
flew Or1eans ~k Bmhange

-




st. Louis stock Exchange
standard Stock Exchangeof Spokane
WashingtonStock Exchange
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NcnrYork Curb Exchange
NewYorkStock Exchange
Philadelphia stock Exchange
Pittsburgh Stock Exchange

Section 5 of the Securities ExchangeAct of 1934 provides that exemptions tram registra-
tion be available for an exchangewhenthe limited volume of transactions renders it un-
necessary and impracticable to require registration. Pursuant to this provision, 22 exchanges
have applied for exemption since 1934. Ten exchanges have been granted permanent exemption
from registration as national securities exchanges: The Honolulu Stock Exchange, Milwaukee
Grain and Stock Exchange, Ilinnesota-st. Paul stock Exchange, RichmondStock Exchange, Wheeling
stock Exchange, Co1oradoSprings stock Exchange, seattle Stock Exchange, Sta.rxiardStock Elt-
change of Spokane, Chicago Curb ExchangeAssoc:IAtion, and San Francisco Yining Exchange. The
last three subsequently becameregistered exchanges and the MilwaukeeGrain and Stock Exchange
and Seattle stock Exchangesubsequently suspended operations as securities exchanges, thus
leaving but five exempted exchanges.

)lost of thE. remaining exchanges 'll'ithdrewtheir applications and dissolved. These exchanges
were typically small, bad a J.1mitednumberof members,and had brief trading sessions. In SOllI3

cases, the quotations arrived at and published on these exchanges were s1mi.lar in character to
those prevalling in the over-the-eouuter markets. In other easea, the rule;; of the exchanges
W'e!'S altogether inadequate.

The rules, practices, and organization of t..lJ.evarious l'€g:l.stered and exemptedexchanges
have been S'.mjected 1;0 consioantistudy by t.he Commission. The first. of these st.udi.es was made
~ursusnt to tha direction of Congress eJlbodied in Section 19 (ci of the Securities Exc~e Act
of 1934which directed the COIIIIdssion

lito make a study and investigation of ithe rules of national securities exchanges with
respect to the classification of members,the methods of election of officers and
committees to insure a fair representation of the membership,and the suspension, ex-
pu1.sion, and discipJ.ini.ng of membersor such exchanges."

This repo!'t was madeon January 25, 1935. Y Numerousother studies have since been made
whi.ch r..J.l be referred to from time to time below.

As a result of the Commission's recommendations; as well as on their own initiative, the
various exchanges have madema.I\1 changes in their rules, practices and organization which have
been refiected in amendmentsto their application for registration or exemption. The exchanges
have fUed, on an average, about 230 amendmentsand supplements to these applications each
year during the past ten years. Each of these amendmentsand supplements has been studied and
~ed for its effects upon the public 1r.terest and its compliance with the relevant regula-
tory provisions.

Reorganization of Securities Exchanges

The COIXllission'sear~ stu~ of the rules and organization of the exchanges, referred to
ab07e, had disclosed certain serious defects which were hindering the exchanges' effective as-
sumption of a substantial degree of responsibility for the conduct of their business. There-
fore, the Commission'Sreport to the Congress recommendedthat governing committees and other
committees of the exchanges be more truly representative of the membersand members'partners,
that nam1nat-ionsbe by petition instead of by nominating committees, that the public be repre-
sented on the governing cOJl1lllitteesand in executive offices, and that expenses of arbitration be
redu.cedo

:Attar numerouaconferences with representatives or the exchanges, the Commiasit:lnin 1937
publi~ requested the NewYork Stock Exchangeto 'WOrkout a aat1ai'I:.~tor.vp1.&nof reorge.iz£l.ti.on.
In ucordance with this request, the NewYork Stock Exchange appoinwd an 1ndependent cOll!l11ttee
to stud;y and report on the need of reorganization. This committee, headed by" Carle c. C~,

!I-Report on the GoYermDent of 5e<:urities Exchanges,- H. R. Doc. No. 85, 74th Cong., let SeSSa
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Chairman of the Board of Directors of the Continental Can Company,submitted a report to the
exchange on January 'Z7, 1938. The report recognized the fact that national securities exchanges
are public institutions, and it provided a plan for a modernadministrative organization.

Six weeks later, Richard Whitney & Companywas suspended for insolvency. The facts regard-
ing the admj n1stration of the NewYork Stock Exchange which were disclosed as an aftermath of the
insolvency emphasized the pressing need for a thorough reorganization of exchange affairs; this
ease is discussed more fully below. On May16, 1938, a radically revised constitution was
adopted and a newly elected administration assumed office. The first paid president of the
exchange, as provided for in the revised constitution, was elected on June 30, 1938.

This reorganization provided for direct representation of the public on the Board of Governors
and increased the representation of exchange firms doing business with the public. It greatly
simplified the administrative structure, reducing the number of standing committees from 17 to 7.
It created a paid president, who must be a nonmembe:r,and executive staffs were created to carry
out functions formerly conducted by the Governors sitting as committee members.

The NewYork stock Exchange's constitution was amended on January 1, 1939, to classify as
"allied membersll all general partners of memberfirms who do not individually hold seats on the
exchange. This resulted in an extension of the exchange's direct disciplinary powers to such
partnet:s.

The Chicago stock Exchange effected a revision of its constitution in 1938, and the Detroit
Stock Exchange materially amendedits constitution and rules in the same year following in
various respects the revision undertaken by the NewYork Stock Exchange.

Effective February 23, 1939, the NewYork Curb Exchange adopted a plan of reorganization,
following special committee reports and conferences with officials of this Commission. This
reorganization reclassified the constituency of th~ Board and altered the nominating procedure
60 as to give a more equitable representation to members and partners of memberfirms doing
business directly with the public, to out-of-town firms, and to the public itself. This plan,
too, provided for three governors not identified with exchange members to sit as representatives
of the general public.

The fact that a thorough revision of exchange administration had been long overdue was
illustrated not only by the Whitney cag'e, which involved the NewYork Stock F.xcbange, but also
by the so-called Cuppia case, involving the NewYork Curb Exchange. In the latter case, the
COJIIIII1ssionreviewed disciplinary proceedings of the NewYork Curb Exchange with respect to
violations of the exchange's ruJ.es by various of its members, including J. Chester Cuppia. 2/
Cuppia, a leading memberof the NewYork Curb Exchange and active in the exchange government,
had for a long period violated an important provision of the exchange constitution prohibiting
the splitting of commissions. For eight years, Cuppia pursued the demoralizing practice of
soliciting floor brokers, whomhe was in a position to favor with a share of his firm's ex-
tensive business, for rebates of their commission.

The practice was not confined to one or two floor brokers but was pursued on an extensive
scale and went unchecked until a falling out between Cuppia and one of the brokers led to
litigation. It was only then that the NewYork Curb Exchange's Business Conduct Committee
undertook to investigate the practice. The investigation took place in 1940, after the New
York Curb Exchange had determined to reorganize but before the reorganization was completed.

Although .cuppia and his associates were found guilty of the charge of coJlllllissionsplitting~
the punishments provided by the constitution for such an offense were not invoked. Cuppia was
permitted to sell his seat and resign from the exchange. Punishment of his associates was
confined to a private reprimand.

In the course of the Businness Conduct COJIIII1ttee' s investigat1on~ various membersmade
deliberate and proven falsifications to the COJIIIII1.ttee,an offense punishable by suspension or
expulsion. Again, punishment was confined to private reprimand.

see "Report on Investigation," The DiSCiP~ ProC8rM's of the
t to Section 21 (a) of the securities c e Ac 0 1934,
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All ot the exchange's proceedings were conducted with the utmost quiet and a complete
absence or publicity. Indeed, so greatly concerned was the exchange with the possibility that
Pllblicity might be harmful that William J. Plate, the memberwhohad instituted the litigation
which lIbroke" the case, was severely condemned,in his first appearance bei'ore the Business
ConductCOIBittee, tor resorting to the courts and not to exchange arbitration.

The Ca.1asion' 8 investigation of the affair disclosed facts which the Business Conduct
C~ttee'8 1Jmlstigation had tailed to unearth and tor the first time implicated a numberof
other aembers in the ccsdssion-splitt1ng practice. In the light of these facts, the NewYork
Curb Exchangestiftened its disciplinary practice by expelling five ot the brokers involved.
The CODI1asion,in its ~eport of the case, said:

-This COIIIIII1ssioncannot help but question at least the efficacy ot the Curb's investigatory
procedure. The subsequent handling of this case by the Curb also compels us to doubt the
adequacy ot its disciplinary procedure."

The report concluded:

"Existing legislation gives this COIIIIIIissionno express power to compel compliance nth
exchange rules. The record in this case, as well as its experience in the Whitney case,
convinces the COIDl1ssion,that in order that the public interest be safeguarded, there
should be appropriate power tor it to take direct action where an exchange fails to enforce
its own safeguarding rules of such 1JIlportancethat their violation entails the penalty or
8U8pensionor expulsion. II

On August 7, 1941, as a part of a joint program of the Commissionand the industry for
ameDdJllentsto the securities Act of 1933 and the Securities F.xchangeAct of 19.34, the Commis-
sion proposed 8118ndmentato Clauses (1) and (3) ot Section 19 (a) ot the latter Act. These
proposals, which have never been acted on, would empowerthe Collllllissionto suspend or withdraw
the registration of an exchange for tailure to enforce compliance with the exchange's rules
and would _power the COIIII1ssionalso to suspend or expel an exchange memberfrom his exchange
tor wilful violation of an exchange rule which SUbjects a memberto suspension or expulsion.

The WhitneyCase and Brokers' Solvency

On Karch 8, 19.38, it was announcedfrom the rostrum of the NewYork Stock Exchangethat
the firm or Richard Whitney& CClIIlJl8ll3'had been suspended for insolvency. Whitney, senior
partner of the f1rmJ had been a memberof the exchange since 1912. He had been a memberot
the govem1DgcOlllllittee of the exchange cont1nuously since 1919 and its president from 19.30 to
1935. At various t1Jles, he had been chairman ot the COIIIIitteeon Business Collduct, a trustee of
the Gratut1y FuDd ot the exchange and a director of the Stock Clearing Corporation, and had held
IlUIIerouB other positions of 1aportance and responsibility. His position, prestige and power
were eDhancedb7 the tact that his brother, GeorgeWhitney, was a partner of J. P. Morgan&
CClIIlp8Il1'

Investigation disclosed that the tirm had been insolvent for at least three and one-halt
)'ears. The tirm's insolvency had resulted largely from the personal speculations of Richard
Whitaey in ventures entirely wsrelated to his brokerage business and involving such widely
diverse products as applejack, peat ~, and JIl1neralcolloids. To meet the need for funds in
these ventures, Whitue1' began m.appropriatiDg a customer's securities as far back as 1926;
beg1Dn1Dg in 19.36JBdsappropr1ations becamehis regular practice. 3/ Eventually, Whitney
misappropriated Dot only the securities- of his customers but also 'those of the exchaDge's
Gratuity FaDd, or which he was a trustee.

'J/ Shortly after his suspension fro. the exchaDge, RiehL--dWhitneywas arrested on two separate
lDdictamts returned b7: a HewYork state grand Jury charging him with grand larceny in the
tirst degree. He pleaded guilty t-o these 1ndic::tments am was sentenced on April llJ 19.38,
to an 1ndetel"lll1nate tera of the to ten years on each 1ndietment.

-
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In the last four months prior to his 8U8pen8ion, Whitney's need for funds to cover cOlllDl1t-

ments was so great and so continuous that he negotiated ill loans aggregating $27,361,500. In
addition to borrowing from commercial banks, he borrowed from exchange members, memberfirms and
partners of member firms on at least 42 occasions. On at least 21 occasions, he made futile
efforts to negotiate loans from individuals or firllls connected with the exchange.

Manypersons highly placed in the exchange administration, including a former president,
were mrare of Whitney's financial difficulties for a considerable t1me before his suspension.
TIro partners of J. P. Morgan & Companywere also aware of Whitney's embezzlement of Gratuity
Fund securities. Adhering to an UDIIJ'itten code of silence, none of them reported his knowledge
to the exchange authorities. !tI

These circumstances, coupled with the fact that no disciplinary action was taken by the New
York stock Exchange against RlA;baJ:d Whitney until :March 1938, made it apparent that there should
be a reconsideration of the adequacy of the then existing machinery of the exchange for the
supervision and surveillance of its members. The COIIIIIissionand the nn Jllanagementof the
exchange jointly considered the entire problem. Round-table conferences were held by ol'fic1als
of the Conmd.ssionwith officers and representatives of the NewYork Stock Exchange, and certain
other representatives of that exchange. These conferences, begun in June 1938, were continued
at frequent intervals during the 8UDIIIElrand l'all. Although the statutory powers of the CODIIII1s-
sion were also reexamined in the light of the Whitney case, the discussions primarily emphasized
the need of the exchange to be more vigorous in the enforcement of its own rules and the regula-
tion of its members.

The Board of Governors of the NewYork Stock Exchange approved on October 26, 1938, a program
of 1mDediate reforms which had been drafted in cooperation with this Commission. This program
proposed to permit member firms 01' the exchange to organize "affiliated companies" which would
carry on dealer and underwriting activities separately trom brokerage activities, in order to
reduce the risk to customers inherent in the combination of brokerage and underwriting business
in the same organization. The program also provided for more frequent filings by members..Jdth
the exchange of financial state_,nts and for an annnal audit by independent accountants of all
member firms doing business with the publiC. The extent and frequency of the exchange's sur-
prise examinations of its member.finDs and partners were to be increased. The minimum capital
requirements to be met by member1'i~ were to be streng~ and methods were to be studied
whereby, to some extent at least.~, .customers m1ght be in.nJ a:ted against risks incident to the
dealer business conducted by mau,y brokerage l'irms for their own account. The program further
provided that all members, member fil.'ms, and partners, wiUl certain exceptions, must report to
the exchange all substantial loans.. Furthermore, with but minor exceptions, all. loans by and
between official.s of the exchange aDd Us members were to be prohibited. Weekly information as
to underwriting positions was also to be filed with the exchange by its members.

The program provided also that the exchange was to undertake to study the feasibility of a
central securities depository which the President of the exchange had then anticipated could
serve as the first step toward the ultimate formation of a "Central Trust Institution." Such
an institution would constitute a depository into which customers' credit balances and securi-
ties could be p:llced in such a manner as to remove them from the hazards of brokerage in-
solvencies. Follcndng the disclosures or the Whitney case, the creation of such an institution
had been proposed by Willlam O. Douglas, then Chairman or the COllllll1ssion.

Somemonths later, the President of the exchange appointed a cOJlllllittee of non-members to
study the broad problem of adequate financial protection to customers, and particularly the
question of the feasibility of a "Central Trust Institution." On August 31, 1939, the coJllllittee
published its report, 5/ urging a IlUJIlberof detailed improvements in brokerage practice but
expressing the view that certain objections to the suggestion for a central institution made it
"undesirable in the present situation." Jlany or the specific recOllllllendations were reiterations
or proposals previously agreed upon between the exchange and the Com18sion 1Ib1cb had yet to be
carried out. Some of the proposals were subsequently adopted but many have not as yet been
carried out. As pointed out in the Camrlssion's Sixth Annual Report, although the Exchange
raised the 'ni'PDD capital requirements of memberfirms carrying customers' accounts and required

g .'Report on Investigation,. In the Matter of Richard Whitneb at al., Government Printing
ottice (19~.

11Report or Public hamni, Board on CuatoJDerProtection, Augqst 31, 1939.
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that the annual independent audit of member firms be made on a_surprise basis, no action has been
taken to require segregation of free credit balances of customers, or the separation of under-
writing risks from brokerage business or fidelity insurance. The Commission is giving consider~-
tion to the question whe'ther present conditions in the securities markets require that additional
steps be taken to protect customers' funds and equities in the hands of brokers and dealers
who are also engaged in underwriting or day-by-day trading for their own account.

The Whitney case gave rise to a suit by former customers of Richard Whitney & Company against
the New York Stock Exchange to recover damages allegedly sustained as a result of the exchange's
failure to enforce its rules governing the conduct of its members. 6/ The Commission filed an
amj.cus curiae brief in that case, taking no position on the facts but pointine out that the New
York Stock Exchange, as a national securities exchange, is under a duty to enforce its own
rules, that civil liability may exist as a result of the breach of a statutory duty even if the
right of such action is not specifically granted under the Act, and that the purpose of the Act
is to protect investors not only against abuses in security market transactions but also against
insolvent and embezzling brokers. The court's decision established the legal liability of the
exchange under such circumstances although it held also that the plaintiffs in the suit were
unable to prove damages.

Not content with the adequacy of the measures adopted by the exchanges for the protection of
customers' securities, the Commission promulgated two rules in November 1940, Rules X-8C-l 7/
and X-15C2-1 under the Securities Exchange Act, governing the pledging of customers' securities;
the two rules are substantially identical. 8/ Generally speaking, the rules prohibit brokers and
dealers from risking their customers' securIties as collateral to finance their own trading,
speculating or underwriting ventures. First, brokers and dealers are forbidden to commingle the
securities of different customers without the consent of each customer. Second, a broker or
dea.ler may not commingle customers' securities with his own under the same pledge. And finally
a broker or dealer may not pledge customers' securities for more than the total amount which
such customers owe him.

This rule was followed in November 1942 by the adoption of Rule X-17A-5 requiring brokers
and dealers to file with the Commission annual reports of their financial condition. This rule
arose out of the request of representatives of the i~ustry for assistance from the Commission in
t.he development of uniform financial statements to be used by all members of the security in-
dustr.r for reporting their financial condition to regulatory bodies such as the Commission, the
various state commissions, national securities exchanges, and the National Association of
Securities Dealers, Inc. It was the consensus of everyone who worked on ,the subject that the
most feasible way to get a uniform statement would be for the Commission to promulgate a rule
and adopt a form which others might adopt. After extended conferences with representatives of
all the interested bodies, a form was agreed upon and is now in use.
Margin Regulations

For the PIl-"'POseof preventing the excessive use of credit for the purchase or carrying of
securities, the Federal Reserve Board was directed by Section 7 of 'the Securities Exchange Act
of 1934 to prescribe rules and regulations on the extension and maintenance of credit on

6/ Baird v; Franklin, 141 F. (ze) 238 (C.C.A. 2, 1944), cert. den. U. S. (October
- 9;"W44). - - --- ---

1/ Rules promulgated pursuant to the Securities Exchange Act of 1934 are designated by an "X"
followed by the section and subsection of the Act pursuant to which they are promulgated, and
by a number designating the chronological order of the particular rule in relation to other
rules adopted pursuant to the same section and subsections.

y Section 8 (c) of the Securities Exchange Act gives the Commission authority over "any member
of a national securities exchange, or any broker or dealer who transacts a business in securi-
ties through the medium of any such member." Section 15 (c) (2) applies to brokers and
dealers who use the mans or any instrumentalities of interstate commerce to effect over-the-
counter transactions in other than exempted securities or commercial paper. In order to give
'thewidest possible coverage to the new mea8U1"e8 for protecting customers' securities, it was
deemed advisable to promulgate rules under both sections.
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registered securities. Under this section the Board adopted Regulation T governing the exten-
sion of credit by membersof national securities exchanges aDd brokers or dealers transacting a
business in securities through such membersj and Regulation Uwhich governs 19811S by banks for
the purpose of purchasing or carry1ng stocks registered on a national securities exchange. The
COJIIIIIissioncooperated closely with the Board in the formulation of these regulations.

AIthough the Board formulated these rules, the CoJlllllissionhas undertaken to conduct routine
inspections of the books and records of brokers and dealers for the purpose, amongothers, of
assuring proper compliance with Regulation T. During the initial stages of this work the
efforts of the COIIIIIl1ssionts inspectors were directed largely to studying the effect of such
regulation on the extension of credit on registered securities aDd assisting dealers in arriving
at a better understanding of the requirements of Regulation T. Later these inspections were
directed toward the enforcement of the Regulation and of the rules and regulations promulgated
by the Ce-aiasion. In the first several years, most margin inspections are of firms which
were membersof national securities exchanges since finns in this category more cOllllllOnlyextend
credit on securities than do others. However,beginning in 1938 more emphasis 1I'8S placed on
the inspection of non-memberfirms and the inspection of memberfirms was left largely to the
exchanges. This 11'88 in conformity with the COIIIIIl1ssiontspolicy of delegating to exchanges in-
sofar as practicable the supervision of their own members.

The margin requirement proviBions of the Act were held constitutional in a criminal case,
United States v. McDermott,d1seussed in the section on cr1minal proceedings.

Inspections of the booka and recorda of over 4,000 .firms have been madeduring the la-year
period through June 30, 1944. liuerous violations of Regulation T have been found. Where
these violations were ot a Jd:nor nature they were merely called to the attention of the firm.
aOll8ver, where these violations have been more serious, other remedial steps have been taken.
The cooperation or exchaDges in this enforcement activity has resulted in a number of dis-
cipl.1nary actions by the exchanges against memberfiJ'lls for violations of Regulation 'l'. B7
~ement, the exchanges report such cases of d1sciPl.inar7 action periodically to the
Cc:adssion.

Trad1Dg Rules ReCOJl\lllendedto the Exchal!ges

Early in 1935 a comprehensive esurvey was undertaken by the Coadssion ot the activities
of specialiats, fioor traders aDd odd-lot dealers on the Jew York Stock Exchange and the New
York Curb Exchange aDd of trading on other exchaDges. On the basis of this study' sixteen
suggested rules tor the regulation of trading on exchanges were formulated and in April 1935
these were sent to all natioual securities exchanges with the CCIIIIId.ssiontsrecCllllllendationthat
th8T be adopted as exchange rules. This coarse pendtted greater flex1b1l1tJ' in the adapta-
tion aDd _dpd n1stration of the rules according to the varying circwll8tances ot each exchange
and 1I'8S parauant to the Ce-issionts pollcyor permitting the cooperation of the exchanges in
their own regulation to the greatest degree possible.

The rules placed certain restrictions upon trading for their own account by membersof
national securities exchanges. 21 These restrictions included a prohibition against effecting
transactions which are excessive in view of the financial resources of the JDeIIberor in view of
the market for the secur1t;n a prohibition against joint accounts in which both membersaDd non-
memberswere intereeted, without the prior approval of an exchangej and a requirement that
transactions effected tar joint accounts and interests in joint accounts be reported to the
exchange. I:oreoqr, -.bers on the fioor were proh1bited by the proposed l'I11e8from effecting
d1screticmal7 transactions in which the discretion exceeded the r1gbt to choose the t1Jlleand
price -or the securit,. iDvolYed. other provisions of the propoaed rules 1bd.ted the right ot a
-.ber,1Ib1le aotiDg .. a broker, to effect transactions tor hie 0lIl1 account in a securit7 for
1d:aich he held a cutclEr's order. At the eae tDe, the rules provided that .. bers hol.d1Dg
options 1D secar1t7 should not effect transactions in a secur1t7 on the exchange.

S1x or the proposed rules dealt epec1ticaU7 with spec1a1.Uts aDd provided that no EIIber
shall act .. a spec1al1et in &D7 _security unless registered .. by the exchange, that a
speoial1at's tnDeact1au 8boa1d be lHd.ted to those reasOll&bq' aecessar;r to pe1'II1t

jJ After the c10H or the put t18cal ,ear, the Trad1Dg aad Exchange DiY181ca 1"eCC8I8nded to
the C,..,881011 the proh1bitiOll or tloor tndiDg in stocke emthe .... York St.ock BmhaDge
and the .. York Curb bcb..... see -Report on Floor Trad1Dc-, Janaar;r lS, 1945.
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the spec1al1st to 1I81nta1n a fair and orderlY' JII8l'ket; that the specialist should not partici-
pate 1n any joint account except with a partner or another JII8IIIber; that the specialist should
keep a legible record of his orders for a period of at least 12 monthaJ and that the spec1al1st
should not hold puts, calls or other options in any security in which he is registered as a
specialiat. S1m:1larrules were proposed to govern the conduct of odd-lot dealers.

All national. securities exchanges adopted the rules either in their entirety, as recQIl-
mended, or in a form JDod1fiedto meet the individual trading practice of someof the exchanges.

Short selling

Problems relating to short selling received particular attention from the COSIIIII1.ss1onafter
its organization in 1934. It was not until the sharp drop in stock prices in the fall of 1937,
however, that an opportunity was afforded to study at first hand the elfects of short selliDg
in a rapidJ,;ydeclining market. The study madeat that time included a detailed analysis of
transactions in twenty selected stocks traded on the NewYork Stock Exchangeduring two
separate periods in September and October 19'Yl.

As a result of this studY', the Commissionissued Rules I-lOA-I, I-lOA-2, and 1-3B-3,
effective Februar;y8, 1938. The effect of these rules was to prohibit any short sale of a
security except at a price above the last preceding sale price. Odd-lot transactions and
certain round-lot transactions of odd-lot dealers were exemptedfr<lmthe rules. On February
10, 1938, the Commissionexemptedcertain short sales on a domestic u:change effected for
the purpose of equalizing prices between that exchange and .another national securities ex-
change. On April 8, 1938, certain short sales effected in arbitrage transactions between
securities were exempted.

In order to check the adequacy-and effectiveness of these rules, the COIIIIIIissionconducted
another detailed study of the trading in the S8118 twenty stocks during the period of price
decline f'rCllll lIarch 2l to April 2, 1938. Following the study, and upon the recOllllll8ndationof
the NewYork:Stock Exchange, the CClIIIIlission,effective Jlarch 20, 1939, JIIOdi.t1ed the short
sell1ng rules 80 as to permit short Jales at the price of the last sale instead of above the
last sale price, provided that the last sale price 1IU itself higher than the last different
price which preceded it. The rules were further amendedali that time to exempt certain short
sales made1n the course of international arbitrage.

~pecial Offering P1aDs

Prior to the enactment of the 5ecur1ties ExchangeAct of 1934 distributions to the pu.blic
of' large b10cks of stocks which were listed on exchanges were frequently- accompaniedby a
man1palation of the market. The object of such JD8l1ipnlationwould be two-fold-to raise the
price of the security and to stbmlate activity to the point where a demandwould be created
large enough to a1lowr the sale of the offered security. Af'ter passage of the Act, a method
waa developed and widely used whereby- ca.paratively large blocks of listed stocks 1I8re
di8tributed to the Plblic over the counter. These blocks, which emanated f'roIII estates,
1.nvestllent ccapan1es, corporate officials and others, were offered to the public through
organised distributing groups after the close of the exchange market. The offerings were
u.oat 1.Dvar1ab1y madeat 3:00 p.m., iDl""diately after the close of the exchaDgemarket, and the
securities 1mol.ved were offered at or about the closing exchange price on that day. )lost of
these offerings were ccmpleted prior to the opening of the I181'keton the succeeding dan it not
cc.pleted by that tt., they were unall7 withdrawn. Since I118111berf1l'118 participated in these
distributioaa along with noa-meaber finis, the exchanges particularly- the Hew York Stock
Ezchange eurcisecl a --.sure of control over the distributi<m*. !!:.,/

'1'heae offerings becae especially frequent and large. after Septeaber 1, 1939, as the
British Govvaent sought to dispose in this comrt.ry of the .u.rican securities which it had
sequestered .trca its nationals. '!'he'" York Stock Exchangeand NewYork Curb Exchange, con-
cerned with the gronh of' ltoff-the-boardlt sales of securities which had trading privileges on
their respective noon, sought for ways and M8D8 to facilitate offerings of comparatively
large blocks of stoclc directly on the noors of their respective exchanges. In 19.41, after
I1UII8rou conferences with representatives of the Co.dssion, the .special offeringn was evolY8d.

For a detaUed account ot these operati0D8, see -Report to the C~ssion by the 'lrading and
Exchange Dirle1011 on Secondary D1etl"ibut.1ou of Exchange Stocks,. published by the C~s-
don on FebrnarT 5, 1942.

-
-
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On February 6, 1942, the Commissionamended its Rule X-IOB-2 to permit special offerings of

blocks of securities on national securities exchanges where such offerings are effected pursuant
to a plan filed with and declared effective by the Commission. Brieny, these plans provide
that a special offering may be madewhen it has been determined that the auction market on the
floor of the exchange cannot absorb a particular block of a security within a reasonable time
without undue disturbance to the current price. The offering is made at a fixed price which is
set within the framework of the existing auction market. Membersacting as brokers for public
buyers are paid a special commission by the seller which ordinarily exceeds the regular commis-
sion. Buyers obtain the securities without paying any commission. Full disclosure is made to
the buyer of all of the details relating to his purchase, including the commission paid to his
broker by the seller.

Pursuant to the terms of the exemption, the Commissiondeclared effective as of February
14, 1942, a plan submitted by the NewYork Stock Exchange. Similar action was taken subse-
quently with respect to plans of six other exchanges. These plans varied in minor respects
from one another and from the NewYork Stock Exchange plan. The plans of the San Francisco
Stock Exchange, NewYork Curb Exchange, Philadelphia Stock Exchange, Detroit Stock Exchange,
Chicago Stock Exchange, and Cincinnati Stock Exchange were declared effective to that order.
Several exchanges have since amended their original plans in the light of experience.

The first special offering was effected on the NewYork Stock Exchange on February 19,
1942. Since that time, through June .30, 1944, a total of 182 offerings have been effected OR-
that exchange involving 2,325,582 shares at a value of $68,406,000. During the same period a
total of 23 special offerings have been effected on the other exchanges having plans. These
ofrerings involved l4l,253 shares having a value or $2,019,000.

In the year ended June 30, 1944, special offerings were erfected on only four of the
seven exchanges with special offering plans, the number of such offerings totaling 80. Data
with respect to these offerings appear in Appendix Table 6.

The "Multiple Trading Case"

Section 19 (b) of the Securities Exchange Act of 1934 empowers the Commissionunder cer-
tain conditions to alter or supplement the rules of an exchange in respect of certain matters,
if the exchange itself refuses to make such changes. The only proceeding under this section
was instituted on January 2, 1941. In this case, the Commissionserved notice on the NewYork
Stock Exchange of a hearing on the so-called "multiple trading rule" of that exchange.

Over the years, various regional exchanges had developed so-called "multiple trading"
methods for effecting transactions upon their noors in securities which also were traded on the
NewYork Stock Exchange. By these methods, the prices established on the floors of the regional
exchange are determined by the prices on the floor of the NewYork Stock Exchange as reported
upon the ticker of the latter exchange. In this connection, various membersof the NewYork
Stock Exchange who also are membersof the regional exchanges have undertaken to participate in
"multiple trading" by setting themselves up as odd-lot dealers or specialists on the regional
exchange noors in the issues in which such trading is effected. The NewYork Stock Exchange,
by interpretation of Section 8 of Article XVIof its constitution, !!Ibarred its members
from such activities. The staff of the Trading and Exchange Division undertook an analysis of
the effects of the NewYork Stock ExchangeIs action and recommendedto the Commissionthat the
exchange be required to rescind its action. W

On December20, 1940, the COIIIIIIissionformally requested the exchange to:

III This section provided that "whenever the Board of Governors, by the affirmative vote of
seventeen governors, shall determine that a memberor allied JBel1'Iber deals publicly
outside the Exchange in securities dealt in on the Exchange such memberor allied member
may be suspended or expelled as the Board may determine."

121 For a description and history of multiple trading, see IlReport to the COJIIII1ssionby the
Trading and Exchange Division on the Problem of Multiple Trading on securities Exchanges,"
published by the Commission in November1940.

- • • • 
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•••• e1'tect such changes in its rules, as that tel'Jll is detined by Section 6 (a) () or
the Act, 88 _y be necessary to makeit clear that the rules ot the exchange, or their
eDtoree.ent, Bhall not prevent &nT membertrOJJ1acting as an odd-lot dealer or specialist
01" otberIr1se dealing upon any other exchange OIlts1de the City ot New' York ot which he 18a~.. .

The Pre8ident or the If_ York Stock Exchange, by letter dated December V, 1940, informed the
C<WR1-s1on that the exchange refused to complylfith this request. Thus it tollowed that on
January 2, 1941, the COIIID1ssioninstituted a proceeding to determine whether the COJIm1ssion
should by rule or regulation or by order alter or supplement the rules ot the exchange insorar
as neceNaJ7 or apPNPJ"1ate to ett'act the changes requested on Decellber 20, 1940. Pending a
tiDal deterJd.Dation of' the question, the New York Stock Exchange extended exemption t'roa the
rule's prorlsioaa to those ot' its meabers wholI'OUldhave been d1rectlJ' at't'ected by its
prori.aicms.

Hearings were held :fr<a Janual'T 21 to January 30, 1941. Witnesses f'raI the regional
acbangea, called by the COIIIIiss1on,ottered test1moDTon the history, _thods, and extent ot'
IImul.tiple tradiDga and on the ccmaequeuceBot' the amultiple trading rule". At the 881118 t~
the .. York Stock Exchange ava1led itself of' the opportun1t;y to cross examine such lfitnessea
and to present 1ta on case in tulle 011»arch 17, 1941, the trial examiner's report was tUed
and on JIq 8 oral &rg1III8I1twas held bet'ore the COIIIIIl1ssion.The proceeding was Closed by an
order of' the C~ss1on on October 6, 1941, and no appeal was taken by the exchange. This
order required that section 8 ot Art1cle XIV(t'ormerly Article XVI) ot' the Constitution of' 'tbe
... York St.ock bc!bange be 8MDied to contain the tollowing proviso:

.... notb1Dg herein contained shall be construed to prohibit any member, allied member
01" -.her t1nl :tram, or to penalise any such firm f"or.. acting 88 an odd-lot dealer or
speci.al1at or otIIerw1aepabl1cly dealing tor his or its on account (directly or iDd1rectq
t.broagh a jo1lrt account or other arrangement) on another exchange located OIlt81dethe C1.t7
of ... York (of 1Ih1ch such -.ber, allied -.ber, or meaberfira is a .-ber) in eecur1t188
listed. or traded on such other exchange.a

REGISTRlTIOIf OF SECURITIES Olf EXCHANGES

Section 12 of the securities ExchangeAct torbids trading in any security on a national
aecur1t1es ezcbange UD1essthe security is either registered or exempt. The purpose ot this
proviai.on 18 to make available tor the 1n~estor adequate and current inf"ormation regarding the
at'taira of' the cCll})BD1eswhose securities are listed, or are to be listed" on a national
aecar1t1ea exchange. These 1Dclude II08t of the nat1onal1y known companies as well as JI8D7 who.
-etiY1t1ea an of a eect10nal or local character.

Section 12 also specifies- the general nature and scope of"the information to be :turn1shed.
The initial task ot getting the securities reg1stered was a strenuous one both for the companies
concemeci aDd the CCXJIIII1ssiOl1.Specific requirements for reg1stration were adopted af'ter langtb;y'
conferences with representatives of those to be affected thereby. Valuable ideas were received
f'raa representativea of eEbanges, Corporation of"ficials" accountants, and others on hOlfto
carrr Ol1tthe purpose ot the statute without undulY' burdening industry.

Sneral t'oms ban been deYeloped and adopted t'or basic registration. Each registrant is
requ1red to file an application on the tora appropriate to the part1cular t;vpe or issue or
1aauer 1Ilvol.ved. llon-f1nancial 88 11811as financial intormation is requ:lred. Pertinent in-
t'~tiClll Est be reY88led with regard to the b1atory ot' the caapan;y, the control aDd manage-
..m; ot' its atf'a:1rs, and the remuneration of" its otficers and directors. Data are required
concern1Dgthe capital structure of the ccapau;yand of' its aftiliates, the amount ot eecur1-
ties or other corporations that it JUT have guaranteed, its position with reterence to out-
st;.aJdlng Btock options and the tull teras of' the securities be1Dg registered, together nth
fiDaDc1al ~ts and supporting schedules brealdDg downthe IIOre s1gn:1.t1cant8CCOIUlta
refiectecl there1.n.

The cont:"IQ8nce of"reg1stration upon an exchange is dependent upon the filing ot (1) cur-
rent reports in the eYent that certain 1I&ter1al changes occur in the att'a1rB ot the c~ and
(2) annual reports within 120 days (unless an extension is granted) after the close ot' the
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company's fi8Cal year. Theee reports are designed to bring up to date the information con-
taiDed in the appllcaUon tor permanent registration.

A detailed eymrIn-t,ion is Jl8de or each of these app1.1caUona tor registraUon, annual
reports, and current reports to determine whether or DOt the;y prorlde adequate disclosure of
the required intorutiOll. When it is di8Covered that -.terial information has been OII1tted
or that sOWldaccOUDtiDgpractices have been violated, the reg1straut is so inf01"lll8dand correct-
ing amend... nts are required. Such 81Iendments, in turn, are exawlned as were the original
applicaUons or reporta~ U the examination l'8Y8a1s am.saions ot an t-ater1&l nature onl;y,
the COBI1ssion E.7 not insist upon the tiliDg o£ a c1ar1tJ1ng ....,ndwent but merely otter
suggestions to be tol.1oRd in the preparation o£ fUtoure l'8pOrts. The Act provides that, in
general, an applicatiOll tor registration shall ettective 30 da1'8 after the COBII1asion
receives a certification ot approval 1'rom the exchange, except when the COJIDission grants a
request tor acceleration. In practice, most o£ the appl1caUons are accelerated.

Pursuant to the registration requirements of the Act, the securities of 2,196 issuers
are listed and registered on national securities exchanges. During the tiscal year ended June
30, 1944, 218 applications for registration, 1943 ammal reports, 13/ 2,572 current reports,
and 632 ameDdmentsto appl1.cations and reports were t1l.ed with theCo.d.ssion.

Pursuant to section 24 ot the Act, the ee-188ion bas prescribed procedures whereby
persons filing &nT docaent with it II&;Y appl;y for cont'1dential treatment of the document.
Shortl;y after the passage ot the Act, the Ce-1asion' s denial s ot confidential treatment of
various reports gave riee to a group of more than 30 peUt.1ons by" various corporations for
court review of the C~s1on orders involved. Object.1ons to d1aclosure for the most part
related to sales and ite-hed breaJmOlll1of the cost of eales and, in aaDy other instances, to
the plblication of ealar1es and other reauueration paid. to officers and directors. In nearly
all instances the petition for review challenged the general constitutionalit;y of the securi-
ties Exchange Act, as well as the val1d1t;y of its reg1strati-on requirements. Most of these
review proceed1ngs were later disaissed on motion of the petitioners and the material involved
as made plbl1c. Only ODe caee, AMrican Sumatra Tobacco C0rr!ratiOll T Securities and Exchange
COIIIII1ssion,llO F. (211) ll7 (App. b.c. 1940), 11&8 actUalli dec1ded on the merits. In that case
the court sustained the ee-iss1on's order denying conf1dential treatment on the ground that the
purpose and intent of the statute require a full aDd cc.plete disclosttre of each registrant's
financial condition in order to protect public investors against the manipulation ot securities
b;y llinsiders.1I 'l'he court held that the C~s1on had properl;y exercised its discretion b;y
considering the cJaiwed danger of harm and by 118igh1ng it in the scale of public interest.

Pursuant to Section 19 (a) (2) of the Securities Exchange Act, the COJIIIIIissionhas the
power, if in its opinion such action is neces8817 or appropriate for the protection of investors,
to suspend or withdra1r the registration of a securit;y if the issuer fails to comply with any-
provision of the Act or the rules and regulations plUm1gated thereuDder.

A realistic approach to the administration of the Act baa caused the C01IIIII1ssionto recognize
that in cases the eftect or delisting securities held b;y tbe poblic and actively traded on a
nat10nal securities eu:hange is to penalize priJIarily the public secur1t;y holders rather than
the mrmagementwb1ch is responsible for the failure to meet the standards of the Act. On the
other hand, the ee-ission cannot permit its files to contain materiall;y false and JII1s1eading
information which lIOU1dserve as a snare for present and prospective inYestors. Accordingly,
in cases where the C~s1on finds that the reports are lIa:ter1.al.l.;ydeficient or Jlislead1ng,
its practice tJme tar bas been to order the security del1sted unless the issuer corrected the
detect. In the great -.jorit;y of instances, however. once the deticiellCY' has been pointed out,
it has been corrected.

Dar1Dg the period tna .Ja17 1, 1935 to JuDe 30, 1944 1ncl.us1ve, 76 proceedings ot th1a
ld.nd were iuUtuted. Appl'Ql:blately 90 percent of anach proeeed1nge was started as a reeul.t of
the fallure of 18nera to tile required reports and the r-einder reeul.ted trca the tiling of
reports containing -.ter1al. deficiencies. In 25 1Dstancee the required report or DeDdllent
correct1la& iDllieated det1c:!8Dcbs was tUed aDd the proceeding .... d1a1.esed, ill 49 instances
no ncb report or "'-at was tiled with the renl.t tbat the C~sion bAed 0I'dera
withdrawing reg1atraUoa, aDd two proceedings 1IV8 pend'. at the aDd of the period.

11/ A 118jor part of the d1tterence between the DDber ot iaaers whose securities are llsted
and those trca lIhca annnal repbrts were received 18 8CCOQDtedfor b7 18nere 10catecl ill
tmeJQ' aDd occupied coaJJtr1es. ,
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Substant1.ally all of the 49 cases in which registration was withdrawn involved small companies
possessing negl1gibl.e assets and c()JlJ!!!8ndjnglittle or no investor interest.

Registration of the securities of six issuers was ordered tennina:ted by the COIIlIIIission
during the past fiscal year because of the failure of these issuers to rue annual reports in
accordance with the requirements of Section l3. There were 6 such proceedings pending at the
beginning of the fiscal year and 2 instituted during the year. WbUe 7.re tenninated during
the year, 2 of these involved securities of the same issuer. One proceeding was pending on
June 30, 1944-

Proceedings involving the :Missouri Pacific RaHroad Company, 6 S.E.C. 268 (19.39), A.
Hollander & Son, Inc., 8 S.E.C. 586 (1941) and Transamerica Corporation are illustrative of
section 19 (a) (2) proceedings pertaining to reports containing def'1ciencies.

Early in 19.31Missouri Pacific (YOP)entered into contracts to purchase certain securities
for a consideration of $15,965,201 plus interest, and an additional $4,.369,062, the latter
amount'to be derived from the income and liquidation of part of the securities. Moreover, even
if the Interstate CommerceCOIJlIIIissionwithheld approval, lIOPwas to be liable for the purchase
price, to the extent that a sale of the securities after II>P's failure to complete the purchase
resulted in the seller receiving less 'than the price at which MOPhad agreed to make the
purchase.

No attemp't was ever made by IDP to obtain the approval of the Interstate CommerceCOIIIIII1JJ.o
non for the acquisition of the securities under the agreement, and on llarch .31, 19.3.3MOPfiled
a voluntary pe'tition in bankruptcy under Section 71 of the Bankruptcy Act.

Financial statements filed in 19.35by WP in support of its application for registration
of securities and those filed in 1936 and 19.37 in connection with annual reports for 19.35 and
19.36 failed to mention the fact that MOPhad contracted to pay any defiCiency arising out of a
sale of the securities in the event that l.'OPdid not complete the purchase. Since, in the
opinion of the Commission, the contingent liability bad material implications wilil respect to
the financial and operating conditions of MOP,registration of its commonand preferred stock
was ordered withdrawn unless its application for registration and annual reports were appro-
priately emended within 30 days. MOPfiled the appropriate amendments and the proceeding was
dismissed.

The Hollander case was concerned, among other things, with whether Puder & Puder, who
cert1:fied the financial statements of A. Hollander &: Son, Inc., were independent of the regis-
trant. The record indicated that certain important items had been hamled in a questionable
manner in financial statements prepared for the public record in contrast with complete and
accurate explanation of the iteDlS in an audit prepared for private distribution to registrant's
management and to banks and other financial institutions but not made available to the public
security holders; that two principal members of the accounting firm and their wives owned sub-
stantial amounts of stock of the registrant; that one of the Puders, through various brokerage
accoun1;s in his name, had effected transactions for Jll8Jli)ersof the Hollander family and had
helped a Canadj an oompanywhich was owned entirely by three members of the Hollander family to
conceal its market operations in the registrant's stock. In addition the Puders had loaned to
and borrowed .tram the Hollanders. The Commission found Puder &: Puder were not independent
public accountants with respect to financial statements filed by the registrant and registra-
tion of the Hollander stock was ordered withdrawn unless, within 90 dayB, the issuer filed
amendments making the public record accurate and complete, mailed a copy of the Commission's
opinion to each of its stockholders of record, and undertook to file quarterly reports which
would be available to the public summarizing the material. transactions effected during the
preceding three months between the registrant, on the one hand, and its officers and directors
and the controlled corporations of such officers and directors. The company complied with the
COIIJIIIiBsion'sorder.

Proceedings, In the Matter of Transamerica Corporation. were commencedby the Commission
on November22, 19.38by the issuance of an order for hearing under Section 19 (a) (2) of the
securities Exchange Act of 19.34 to determine whether Transamerica Corporation had failed to
comply with certain sections of the Act and the rules, regulations and forms promulgated
thereunder and, if so, whether it was necessary or appropria'te to suspend or withdraw the
registration of Transamerica stock on the NewYork, San Francisco and Los Angeles Stock Ex-
changes upon which exchanges such stock is registered. On January 16, 19.39 public hearings
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began on the above order and cont1nued with someinterruption until Yarch 28, 1939, on which
date they were inde1'in1tely adjourned for the purpose of enabling the Commission's staff to
examine the relevant books and records of Transamerica, the latter companyhaving offered the
Camn1ssionaccess to such books and records.

Wh1le DUJllBrouB auditing investigations had been made of brokers and dealers charged with
violating the securities ExchangeAct of 1934, this was the first case of any magnitude in
lIh1ch the Cc:muiss1onmade an independent. investigation of the affairs of a compan;yhaving se-
curities listed on a national securities exchange. The examination, which ~s made at the
offices of Transamerica, principally in San Francisco, involved approx:iJDately40 companies for
a period of several years and required the semces of a rmmberof meDbersof the Commission's
starf for more than sa months. As a result of this examination, the Commission,on NoveDber
22, 1940, amendedits order for hearing and public hearings were resumed on Deceni>er9, 1940
and cont.iJmeduntil December16, 1940 when once again they were indefinitely adjourned. W

Onllarch 10, 1941 agreement was reached by representatives of Transamerica and the Commis-
sion as a result of lIhich Transamerica filed, on September 29, 1941, certain amendment.sto its
application for registration and the COJIIIll1ssion'sorder was amendedto eliminate the items
affected by the amendments. Thereafter, representatives of Transamerica and the Commission
-.ere engaged in preparing stipulations of facts as to the principal issues and on November29,
1943 public hearings were resumed on those charges in respect of which stipulations were not
arrived at. The hearings were completed on February 4, 1944 and the case is under considera-
tion by the COJIIIIis8ion.

Fromtime to time, the Commissionhas found it necessary to amendits rules and regulations
under Section 13 of the Act in order to provide for the publication of more timely or more
deta1led infor-.tion with respect to the affairs of the issuers of registered securities. OIl
.July 7, 1944, the CCIIIIlissionannouncedthe }romulgation at Rules X-13A-6(e) and X-15C2-2. i'ba
DBW ru1.es were based largeJ.y on the trading experiences in the stocks of several l1qaor __
facturers which had recently declared dividends payable in whiskey. Theywere intended to pre-
vent potent.ia1 abuses in trading before adequate information was avallable as to the nature and
amount of the whiskey to be distributed.

Rule X-13A-6(e) provides that, whenever a companywith a security registered on a national
!Securities exchange declares a dividend or distribution in a form other than cash or securities,
it shall promptly file a telegraphic report with the Commis~ionJcontaining a full and accurate
description of the contemplated dividend or distribution. If the Commissionfinds that -the
available information with respect. t.o the contemplated dividend or distribution is inadequate to
permit investors to makea proper appraisal of the value of the security, it mayexercise its
authority under Section 19 (a) (4) of the Act to order a temporary suspension of trading in the
security on the exchange on which it is registered, peIding the availability of more adequate
information.

Rule X-1SC2-2provides that lfhenever exchange trad1Dg is 1IUBIlal'il.;rsuspeDdedb;r the ee.-
cesion UDder SeCtion 19 (a) (4) aDd such swspenaion is for the purpose of preTent1Dg
fraudulent, cleceptin or manipl11ati'98acta or practices~ &n7 act of a broker or dealer dea1gDed
to effect or induce an over-the-coanter transaction with a custoMr in the securit;r dur1Dg tba
period of suspeD810n is a fraudulent, decepti'98 or man1pulatin act.

OWNERSHIP REPOlll'S

Prior to the enactment of the securities Exchange Act, profits from nSU1'8 thing" speculation
in the stocks of their corporations were more or less genera1.ly accepted by the fiDancia1.
communi.tyas part of the emolument.for serring as a corporate officer or d1rector notwithstanding
the flagrantly 1nequitable character of such trading. Partly to cope nth this situation and
partly to inform other stockholders as to the transactions of insiders, Section 16 of the secu-
rities ExchangeAct provides that (1) each officer and director of a corporation whose securitiee
are registered, and each beneficial owner of more than ten percent of 8rr¥ class of registered
equity security, shall file with the Comm:1.8sionand the exchange initial reports showiDg his
holdings in the company's equity securities and reports tar each 1IIOnt.h thereatter in which

'l:!!/ Sectn"ities and ExchangeAct R~l.ease No. 2718.
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changes occur in his ho1d1ngs; and (2) profits obtained by B.n¥ of these persons !'rom transac-
tions cC8p1eted within SU: months in equi.ty securities of corporations with which they are so
associated may be recovered by the corporation or by any security holders in its behal1'.
The latter provision 1B based on the po1nc1p1e that the confident1al information which a COl'-
porate 1Dsider automatically obta1ns by T1rtue of his position belongs. in a real sense. to the
corporation, s1Dce he acqujred. it confident1al1y in his capacity as an oftic1al or principal
stockholder of the corporation. There 1B DO doubt but that short-term trading by :insiders has
becaE Yer7 mnch less cC1lllllOn than ~01"II!rly.

Corresponding ownership reporting requirements are included in section 17 (a) of the
Public utUity Holding. CompaD;y Act of 1935 and section JO (f) ot the Investment Compally' Act
of 19'0. The reports filed during the 1881' are cl.ass1f'1ed below.

NmOOerof ownersh1p reports ot ofticers, d1rectors. principal
security holders. and certain other attu1ated persons filed

and ma.".' during the past fiscal year.

.Description of Report;

8ecarities Emhange Act of 19341

0r1g1nal. reports-Form 4, 10,521; Form 5, 284; Form 6. 1,642
.beDded reports-Fona 4, 691; Form 5, 12; Form 6. ))

Pabl1c utUity Hold1Dg CClIIIp8D;y.Act of 19)5:

0rigiDal reports-Fora U-17-J.. 117; Form U-174, 390
.bft1ded reports-Form U-17-J.. 5; Farm U-174, 27.

J:nvestasnt CClmpan;y Act of 1940.

0ri&1JI81 report;e-Form ll-3OF-1. U2J Form N-3OF-.2, 847
AJWMJed reports-Form N-3OF-l, 6; Form H-~, 48

Fiscal ze&r 1~

S0732

989
54

B7 t.he end of the Conpn1smOD's tenth fiscal year an aggre~ate or IIIOr8 than 35,000 persona
c~ 1dentif1ed with the JDBDageII8Dt or control ot 1ndustrial., utUity, aDd :lDvestment enter-
pr1Bea bad tUed altogether abc:Rtt 2l5,OOO security ownership reports under these three statutes.

In SIIIol.ae v. Delend0p~orpora1.ioIl, 136 F. (2d) 231 (C.C.A. 2~ 1943), cart. den., 320 U.S.
7S1 (194j), fJi8 coUrt ~tutional1ty ot that portion of sect1Oii"'l6()l the Act
1Ih:1ch al10n the recovery tor the benefit ot the corporation ot profits realized by officers and
directors :trcm trad:lDg in the corporation's securities. In that case the United.
statee 1Il'tergened to defend the coutitutionalit;r of the statutory prorision and the Coqn188'lClll
.t1l.ecl a briet as amicus curiae desl1ng with the question of the method of determ:1n1ng the 8BnInt
of Jr011;ta reeoverab18.

PBOXIES

UDder three ot the Acts it adIdn18ter8-the securities Exchange Act of 1934, the Publ1c
ut1l1t;r Ho1d1ng GaI.PImT Act ot 1935 and the Investment CClIIIp8D;yAct of 1C)40-tbe Cazmd.881on baa
the dIlV to prescribe rales aDd ccmcern:1ng the solicitation of proxies. cOD88Dts
ad mtbor1a&t1Cl1J8 in cODDeCt1onwith securities ot companie8 subject to those Acta.

Prior to the develop8lt of the ea-ission's proxy rules, the average shareholder recei.Yed.
mmna11;r 1'.rca his CCBIp8D;f a presq card 1D 8DIa1l 'tlPG lIhich he was urged to sign and return.
~, the prar;r _t.horised __ pereon or perscms to 'VOte the stockholders' shares to
electi a board of directors and to take CIT other action 1Ihich was considered desirable, Too
f'1<equ8atJ.;r the oner ot the sbares was giyen DO assurance that the ll;ems meatiODBd in the DOt1ce
of -.t1Dg wre the 0D1;r 0D88 1ddch the -.agement a:pected to bring up for consideration at the
meet1.ag. The stoc1cboJcter was inrlted to sign his name and return his prax:;r withoUt being
turni .... the 1n:tOl"lat1on es88lltial to the intelllgent exercise of biB right of 1'ranchise.
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!be ee-1sa1GIl proceeded a1.oIrq 1n ita deve10pleDt ot rules wh1ch woal.d place the 8Olici-

~ClII ot Jiradaa 011 a 8OUDd8r aDd mre equitable basis. !be tir8t set ot ra1ea, lIhich was DOt
Mopted untU 5epted)er 24, 1935, required ooq a briet deacr1ptioD or the _~ters to be acted
upon G the .-t1ng aDd tha~ the prolE;J mater:la1 shoul d DOt CClIIta1n tal.8e or .1sl earl1ng state-
-.uta. Wbil.e the CClIIa1aaion reaJ1zed that these rules were DOt apec1t1c eDOUgh 'to au~ secu.-
r1ti7 holders with the infona~1.on D8C88881"1' to tormalate an int01'lll8d deci81Dn on hair to cast
their 'YO""", addi~1oDal. stud;y or the IJl'Obl- 1188 needed betore a mre deta:11ed set; or rules
coald be aucces~ tomul.ated. B a resu.l.t ot such stud;y aDd or ita exper:lence 1n the asuper--
'f181OIl ot eollcitation, the C~ on August 11., 1938, anmaDCed rules or a more
positive Datura, etf'ective october 1, 1938. substant1.al4 lDcreasUg the _omIt or 1ntarmatiOll
'to be hrniabed the persons soll.cited, tbe spec1.f1cat1.oDs as to such intarmat1.on T&ryiDg
.ccord1.ng to the cbar8cter ot the .. tters invo1ved. '!'be rules were amended sl.1gh1;~, ettective
1'ebruar;y'15, 1940, to reqn1re tha~ proJ:;y sollcit1Dg material. be f'lled with the Cmmissim G
least teD dQB betore the 'begjnning or 8Ollci~ation. Prerl.~, the rules d1d not require tba
t1ling ot the _t.er1al. UDtU eol.1c1tation started and JII8DI1 col'pOl"&ti0D8 were seriou.a1.y'
-.barraased when required to send oat 811ppl emeBtal. material. to correct def'icieDcies which the
Ccww1uioD's ~t cOllld I'8adi.q have pointed oat in advaD:e. 'the ten-day' waiting pei-iod,1Ibich
M¥ be sharteDed b;y the Commiss10n upon a shoring of nmsnal circu:llstances, bas
el1w1nat;ed this d11'ficulV.

!be ~st recent 8II8Ddment to the praQ' rul.es 1r8B 8Dnmnced 011 nec-Der 1.8, 1942, aD1 JI8de
et:tective Jazm.ary 15, 1943. These changes were desigDed. to correct deficiencies reveal.ed b;y
8ddi~1onal experience. !if

The esaence or the rul.es DCIIr in force is that :it is un1.mIf'U1. to make a solicitation 'IdW:h
18 tal.se or misleading as to material. .tact or 1Ihich cm.ta to state 8lJT mater1.a1 tact
aecessar;y to make the statementa al..read)- made DOt tal.se or misl.eadiDg. Each person solicited
.at be t\1rn1 sbed the 1nfOl"lll8.tion 1Ibich will enabl.e h:ia to act 1ntel.ligently upon the _tter in
respect ot 1Ih1ch h1a vote or ccmseut. 18 sought. For 8J'BWIPle, it a is aoJ.icited tor 'the
election ot directors, tbe person sol1citing the pl'OZiJ' Jm81; state 1IIhaabe and -.to
1'Urn18h, amIg other intomat.1on, the na. and secur.i.t)" holdings or each ncwdnee. the at
tbe 1'ICX!lnee's r8II1DBr&tion and. &IV" wiJus1dell Vansact1a:l betaUD the ncwinee and. the CCIIIp8JV.
IUrtbermore. when the JII8D8g8III8Dt ot a CCBP8DiY solici:ts praz:1es tor use at an anmal -.t1Dg G
1Ih1ch d1rectars are to be elected, it.st 88Ddout ita enmal report 1I'11ih ~be eol1c1~iClIl or
betorebaD:l. U the solici1iatiClll is with regard to other corporate ac~um. the proposal. 1Ib1ch
is to be acted upon JIIIlSt be ful..q deacr1bed., ita PlJ1"P088 and -ettect stated, aDd the interest or
the ottl.cers and. directors and. their associates in the proposal. 1Ibetber because ot their po8i.-
t.1Dn in part1cul.ar claaae8 or secar1t1es or otbenr1se-tmst be d1acloeed.. The rules also
~'&te certain spec1!1.c intozmatioD 1Ibich .ast be g1'W81l tor specified t;ypes of }a"Opoeala and
in certain C8888 where 1Dtell1gent act1.on OIl the proposal. depends upon the 1'inanc1 al coDd1.t1cID
at the ~, t1nanci.al statementa are required to be turuhmAl!.

The rules also require that the tam or prm;y pend.~ the person solicited to i DJi cate h1B
des1rea on each seplD"&te matter upon wb1ch action is to be taken so that be will be abl.e to
8pI4'Vt8 certain proposals whUe disapprorlDg others, if be so wi8las.

The rules contain proris1oas 1IIdch enabl.e secur1~)"ho1derll who are DOt allied with
tile to C'~D1cate with other eecur1t)" hol.deZ's when tbe is sol.1citing
proz:lea. tJD:Jer the rules, DO JItIIT -.ke a solicitation unless i~ UDiertakes to
~, at the a:peuae or the securi~7 bolder involved, arq so11ci~ lIIater1al. which the
88CQZ'1Vholder .. IAlblldt tor to the securiV holders being 8Ol1c1ted b7 tbe
~. 'l'b1s prori.a1on e]1w1netes. the d1U1cal.t)" wb1ch aecur1ti7 holders tOl"ller~ acoan-
tend 1n GteIIpt1Dg to obtPD a stock l..1.at.-4. ditticul.~)" 1Ib1ch 1188 orten 0V'81"CClE too late tor
., 8GU.cD 1io be taJam.

YI Hear:lJJga em the rerie:l OD8 were held betore a aub-cClS1~tee or the House ee-i.~tee 011
IDterstate and Foreign C> free in ClDI8Ct;1on with a bm to repeal. the rerl.a1cas bat DID
.turtb8r action 'DB talam. III t.ba- opinion of the ee--t mOD, the rul8s are opsrat1:a&~.
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Non-managementstockholders may also have included in the managementts f11XJQ" solicitixlg
material the text of a proper proposal which they intend to submit to the meeting 88 well 88
a briet statement in support of the proposal. Under this requirement" it is DOlonger possible
for the managementto vote proxies obtained from security holders in opposition to a proposal
of minority security holders" without first affording the body of security holders an 0ppor-
tunity to decide 'ilhether the minority proposal should be approved or disapproved.

The Commission's proxy rules under the securities Exchange Act were first brought ~are
the courts in Securities and Exchange COIIIIDissionv. O'Hara Re-Election CClmIIlittee,28 F. Supp.
523 (D. Mass." 1(39). There the court pre' 3m3 narUi eDjo1ri8d a p~ cCiiliiilitt88from using

. the mails to solicit proxies from stockholders by means of letters or solicitation 1dUch djd
not cCllDp1ywith the rules promulgated by the cClIIIIIIissionunder authority of the statute and frail
exercising proxies thus obtained at the annual meeting of the corporation.

In another case" im'olving the American Beverage Company"16/ proxy material distriblted
by the managementin connection with an election of directors hi({ falled to disclose tllav the
president" a majority stockholder" had given an option on his stock to a th1rd person with
knotrledge that the holder of the option intended to assume control of the corporation to its
detriment. The Commissionin an amicus curiae brief" 'IIithout going into the mer1u of the
private lit~ation" argued that the prox;ymaterial used had not met the di8cloSlU'8 requ1rements
of the COIIIIDissionlsprcac;yrules, and this vieW'1I8S upheld by the lower court, 1Ih1chgave judg-
ment for the plaintiff. On appeal the judgJDentof the lower court was revers8d without" h0w-
ever, disturbing the ral1.ng as to the disclosure which the CClIIIIDissiondeemed to have been re-
quired by the prox;y rules.

Recentq" in an election contest between the managementand an outside group of stocko-
holders of Certa1.n-Teed Products Corpcration" the Commissionparticipated in various state and
federal. court suits 1JJstituted by the opposing parties to contend that the management"
solicited proxies Wlder the COIIIIIiseion's f11XJQ" roles for the stated purpose of holding a meet1Dg
to elect a board of directors" cou1d DOtproperly direct its pro:x;yagents to retrain .from
attending the corpcrate meeting in order to avoid harlDg their proxies counted tor the purpose
ot dete~ whether a quorum existed. The llt~ation culminated. in a state court decision
uphol.<l£ngthe Commission's view. 'Ei Thereafter, the managementIS prox;y agents a1itended the
adjourned corporat.e meeting" the voting at lIh:ich resulted in the defeat of the managementls
ncminees aDd the elecUon of the directors proposed by the outside g1"Ol1p.

In another case, Securities and~e COmmissionv. 'tlat1.Qnal Rubber ~1n17 Co.
(N. D. Ohio" 1944), a 't8JIiPOraryre~oraer was secured 1ib!Ch is 8Eill e eo' enjoining
the use of proxies illegally obtained by a minority group.

From its experience in reviewing filings, the CCllllDissionhas been able to obtain a
broad vjew of the effect and operation ot 11;21 rules. For exsup1e, during the tiscal ,.ar ending
June 30, 1944, the statf of the Commissionexmn1ned prEll1m1nary and definitive mater1al with
respect to some 1501 proz:y solicitations. ot these, 1472 were made by the management or the
corporation and 29 by security holders not connected with management. It is the CClIIIIDission's
concl.usion that the rules have already made a contrib1Ition to a revitalization of the democratic
process in the conduct of corporate affairs. The protection received by inveators under 1iheee
rules and the opportunities afforded them for active participation in the aftairs ot the CCD-
pany maywell be the occasion for the deve10plllent among stockholders themselves ot the leader-
snip necessary for turther advances along these l1De8.

Al!ENDMENrS OF REGISTRATION AND OIIN!BSHIP POH15 AND RUIES

In liDe with its ppogram ot s1Dlpl.U;y1Dgt:ll1ng reqa1reme:ats" the CClIIIIIissiondurhlg the year
adopted an amendmentto Form 18, the tom for app11cations tor registration under the 5ecUritiea
Exchange Act of 1934 of securities of tore1gJ:l goveu.entB and political subdivisions ~reot.
Under this amandment"it securities ot such a regiatrant are currently registered UDder the

v. Fe., 29 N.Y.S. (2) 550 (8. ce., 1st De, 1941)" reversed" 38 N.Y.S. (2) 51.7
~D. 1St ." 1942).

EJ Lizars v. Dahlberg, unreported" Super. ct. ot Balt1more City, Docket 1944, Folio 264,
IIii22" 1944.
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5ecUr1tie8 Jet 1933 the regi6trant 18 peI'II1.ttecl to t1le :ita securities .Act prospectus :in
lieu or 8IJllPlnug 1Dtormat1on in reapon.ee to tile ftriaaa :itas Form 18. U a description
the secu.r1t1es being reg1lrtered 18 not oouta1D8d in tbe prospectus, such description must be
.fl1l'D1shed with tbe prospectu.

The ce-muton aleo adopted duri.DI the put; J8U' muor aeDdmeDtis to ita aDuna1 report;
Forms l2-K aDd l2l-L COPlp!urle-s 1lb1oh report to UJe Interstate CQIIIII8rce Ccad8a1on on Form J.
are perll1;tted, in c0DDB0t1on with reporte 1;0 the secarities aDd Exchange C~sion on Forms
l2-X and l2l-l, to file certain 88l8cted acbednlu in l1eu or a oompJ.ete Fora J.. The purpose
of the D8W 18 to rev:1se the II81ected lICbeclgles 80 as to conform to certain cbaDg ..
made in Fora J. the Interstate C. roe cc-m.....ClIJ ror'tlle 7e&r aDded DeceIIIber 31, 1943.

'!'be ce-mNion also 8DIIOQDCecl duriDg the J8&r an ..-w-ntto Rule X-24B-3 UDder the seeu-
rit1es Ercbaage Jet or 1934 aDd the repeal or BIlle X~. Bule X-:24B-4 reqg1red each nat1cmal
securities ~e after the receipt or a .....-rr, prepared b7 the CC8I18s1on, .ecurit7
ownership reports ftled UDder section 16, to __ anUable to the publio a COW or each
and the reports .tiled with the earclumgewb:1ch are tae1uded in ROh s..-ry. B7 repea11ug
Rule X~ aad .-eodiug Rule X4G-3 :it is .-de plain that the original reports tUed with the
achaDge lIN pIbUc lIMn 1'1led.

Rule X-24B-3 aa .-oMd requires a.clumgee to uke publ1.c reports ftled UDder Section 16 in
the same ....... thq ..u pabl:1c reparte ftled 1I:ith UDder sect1cms 12 aad 13 the se-
CV:1tie8 Jet 1934. !heCowl _OIl 11111 cont1Jme to prepare offic1lll 81IBII8r1es
reports ftled with it UDder section 16 aDd w:lll __ such 8UIIIIIIBr1espublic u soon u possj))J,e
attar the tenth dq each.cmth. Copies thereo.t will be furD1shed b7 the Cc.Di8s1cm without
charge to each II&t1oDal secur1t1es embenp. It 18 mt:lc1patecl that such RZlCbaDges wm, a.tter
receipt ~. __ aDd keep thea ... 1'eble to 1M pab11c. Copas or these .-r:les ue
also avail ebl8 ror publ1.c 1Dspeot1on at all reglma1 att1ces or the CClIIIII1asion.

IBLISTI1I'i OF SEC1JB1'1'IIS ,.. JIlUODL SBCORITIBS BXCIWIOBS

8ecUr1t18s n.J.i8tecl br Awllcat10n
sectiClD 12 Cd) the 5ecur1ties Bmbup Jat or 1934 detiDes "the eo-1g1on~. ponr8 with

reepect to epp11cat1OD8 b7 au l8saer or an ....... -to del1at securities b'oIa an a.cbange. It
prori.des tbat a _oarit,. 'IIIq be witbdralm or stri.cbD 1raa l1atiug and reg:1strat1on in accord-

with the rales or the excbauge aDd 1JPClIl 8ach tems as the CClIIIII1H:1on -.:r dNa M08S881'7 to
1IIpose ror 1ibe protect1on :l.Imtstor:a.

Pm'8DaDt to tb1a section, and in acccrdaDce with the procedare prescrlhecl b7 Ccwn1.. ion
rules, del1atings 158 1Bsuea 1J81"8 e1'1'ectecl1lpClll appl1catioD 18suer& aDd deli.st1Dp of 268
1ssues W8I'e et:teotecl upon app11cation a.clutnps b'ca Jaq 1, 1936 to the cloee the 1944
.fiscal J8ar. JJJ/ Dar1Jlg the 1944 r1acal J8&r, 18 ~. were deJ.1Bted upon appUoat:1clll or
1Bsae1'8 aDd 2O'"upclIl appJ.1cation o£ ~. In ... cases the 881118 :1.nae ... del1ated tz,a
several ~, 80 that the total lWIOYW 1uc1nd1nc th1a clapl:l.cat:1on mIIIIbered 169 1IpCIIl
appl1oat1oD Uma1'8 aDd zn upon appl :tcatiOD or .......... daring the e1Ft .t18caJ. J8ar8
1'8Vi8Rd.

Jpp1.1caUaas b7 acbengu to del1at m1t1es are ooo.....cmect b7 ...
neut lIb:lch bas had the effect prect1.caJ4 pabUc 1Dterest 1A tile seoari~,.in-
wlnd. !he.-t tzeqaent rea8CIII8 g1'f81l in lIJII'licat:1.clll8 ftl.ecl bT ezcba .... ror del1at1ug _
issue are that tile greater part au :luae hIlS be8D «IDbqecl ror other seoar:ities or the _
1uuerJ that tile 1s8aer 181Dprooeaa ]19'''''", or tbat the MOUriv upeat:q redaoed.
in aoaIlt or bas bees-. DMrq ~ ID nail OUN tile pabUo iDtere8t 1D
the c~ of l1A1Dg 18 ueglig2b1•• 

st.rJ.ct.q CJClIIIPU'8b18 data IIl"8 DOt. "'1"~ ~or tile ear;J.1est ,un the OClW1 OD'. a:i8-
teDoe beoaue IIPP11cat1OD8 ror ~ __ ftClIIh'ed ror a w1dc" .... or daI'1.Irc the
ear~ perJ.od.
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«tb8 158 Unee de1.18tecl dariDc the put e1ght ,ears upon issuer app11cat.i0ll~ about 62

are _ l-..r 'traded to 8D7 degree~ bT reaecm o~ l1.qu1dat1oDlt, red8llpt1oD8, coDC8lltrated hold-
1Dgs, Gl" :rract1oD81 ftl.uee, end abaat .u reta1n a statue on S<lIII8 other acbange. IIo8t o~ the
r-Rin1ng 55 1uuea 1Ih1ch have lost t.be1r embauge statue by del1stiDg l'8I81n act1'1817 quoted
:in markets. A.t cl11'1'8lltquotations, about 28 of these 55 issues are valued at
emil' IJ,:,ODO,ODO each~ the :J.argeR be1Dg ft1.ued at about $43,OOO,OOOJ sbareholdere or these 28
is-. JILUIber w1l. 0Y8I' sao :in .oat 08888 8Dd 1"QIl into several thOU88Dd 1n 80118 1DstaDce8. In
8UChC8888, 'the publ1c mterest 18 often involftd in applications by issuers to
del1et 88CUrit:lee, aui, .. a reeu1t, ee--tlUl'lon pol1c)" 1n 1ibis neld baa UDdergcme cClDBider8b1e
~. CbaDges ban 0CC1II"l"8d botb :in the CcIIa1ee1on's ~0l'mU rule8 nth respect to such
app1.icat1.claB ad in :it"8 pol1q with reprd to 'the1r d1epoll1ticm.

OIl I'ebraar,y 12~ 1935, pa1'IIUIIt to sect1ml 12 (d) or the 1ot~ the CCIBlsld.on adopted IDle
.JI)o4, paoagraph (b) or wh1ch ..... ~I

a (b) An appl1catioD ~ar 1d.'Iibdl..-J. ar etr1ldDg 1raIl l1et:1J:lg, purewmt; to sect1cm 12 (d.),
U __ by tbe 18.... , IIba11 be __ to the CC8dasion in 'tr1pl1cate, copies o~ 1Ib1.ah
IIbal.1. be f'arn1AIhed the excMnge, eetotiDg ~arth the rea8OII8 far such w1thdraRl.

Parsu8Id; to th1a na., A.l.1eD lJIdDstriee~ Inc., whose stock was l:1sted on tbe H_ York CUrb
ExeJwwa aDd the Detro1t end Clne1IIIId stock Bzcbange8, applied to del1et 1ts stock the two
later excbage8. In grentiDg the appl1cat1on OIl JIDlI817 19, 1m, the CCIIIIII18sion1ll"Ote 1.ta
first op1D1oIl 881;t1Dg forth 1ts "f1en GIl tb8 eubjeot or del181;1Dg. -191 In this opinion tbe
Cowf~ beld that~ eYen 1Ilbere certa1n ~1a advantages exISted in ret-a1n1ng lID
em ..net ~ar stockholders, the ee:-d8s:1on bad DO ponr to deD;y the appl.1cat1oll to de1.:1.at.
JJo t8l"a 1JIpoeed 1ZpCID cJe1.1.st!Dg other than a week' a dela,.. It w:Ul be DOted that in tb:1e
cue tile grant1Dg o~ the IIpp1i.cat1GD left the app11ca1lt' a stock l1ated aui registered OIl tb8
..... Yark curb Em.......

'!be Jllen ~i::mIDe., cue .... ~o1]CW!tCf a1JIlost ~'t.eq by a case 1nv01.'Y1Dg the
de11Bti1Dg~ upon appJ.:1cat. Of the 1aaer, o~ the cosmectiout Ra1JJra7 aDd Lighting ee.pu;y
stock. 21Jl In tb1e case~ the IIeIr Tarle Stock Ezc)"p~e alreadiT bad euepeaded the stock boca
t1'ed1ngbec81188 o~ the likelihood that :it luId _ Ta1De. IIoreover~ the iBsaer nen after ..
1.:1st1Dc .... to be Abject to the or the Pabl1c UtWt,. Bolding Jet. or
1935. !'1DalJ;T~ the 188U8l" bid obtaiDed IstocJrhold8l"8' ratU1cat1OD of the appl1cation to de11st.
UDder the euca-taDces~ the Ccww1""an Mot that DO tens were neceasary in g:raut1.Dg the
app11catilaa, althoagh~ po1ntiDg to 1.ts to iJIpose 1;ens, 11; wtateda

a • • • tile ee-1e1d.0Il caD ad does iJIqabe into the ~1~8 that pr'OJIIPt an 1B8aer 1;0
br.lng about a tend.Da1;1on or ........ tnd1ng in 11;8 88CUrit1e8•• 

OIl tile theory" tba1; 1.ta to DpI8e tens coald be d1.ecbarged 1ID1e8s :it luId aU the
1"8lnIaIt facts, the ee--t .... OIl october 15, 1m..~ i1;s rule OIl del1Irt1Dg to 11;.,
preeeat ~GlWe In eabstaDce, the I'a1e _ nqa1ree an usaer to set ~arth 1n ita appl.1cat1oD
1;be 1"8.... ~or the de1.1sting 8Dd aU the _terial. facts relating thereto, .. ..u. ..
8D7 1'8ct8 :it lI1.8be8 1;0 oU.. 1I11ih rupee' to the adrl.sab1l1t,. of Unpoa1ng te:ms. JIureo •• , the
u.a.- ., be reqa1I'ed to .. u:r holden or its 88CU'it,. of 1ta proposal to delis1; end or tIle:lr

1;0 1;be1r v1en to tale ecwwt ... cmwith reepect to the bIpo81t.ion tens. '!be
.1

'
pf;1m u .coepted pI'OQf or the 1Mtoe COJIt.a1ned therein UDl.eu it 18 objected to b7 lID

~part;y.

In ita :tbwt opin1clIl1lDller the ... 1'a1e, W the Cawt -ton dj wt sBed the awueat10Il o~
tile JI:Icb11eld 011 carparat1all 1;0 de1181; l.ts 1I1iiTeDta t'n8 'the Lo8 AIIge1es .m sa FnDcueo
Stock ~, bud.DB l.ta GIl tile poad tba1; the appllcaUClll .. 1Dcc.pl.ete :in that; :it
h1l8d to 8tate the s..-r' • .at1.w8 ~ardeU8t.SDg. In th:1s opiDion, 1;be cam8s1oD reat1'1rIed
l.ts rJab', :1D oa:mectiaa with tile 1J11P081t1al .... to 1Dqu1re into the 1uu8I',., .ot1n8.

'£1/ AJ:a- ~, IDe., 2 S.LC. 14 (193'1).

Y ~ Ja1'!w,r - I.tgh'i!I Col'l!!pIV. 2 S.La. 2l (1937).

!!I1III1a X-l2D2-l, pu'•. (b).

?Y !!!!C1a1d 011 3 9.LC. 99 (1938).
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!'be ee-t"".,.., has aiDce d1.a18sed appl:lcat1oDs in Tar1A:Iu8 cases :in 1Ibich it appeared

that the app11cat;icm .... 1"ODdez'ed msleading by the 8ppl1.cant's fa:il.ure to state the true
1'8a8OD8 far 'the delist1ng .. by other statements wb1ch 1IUUld han the effect of meleading
Btockboldera. W ID -u:. ~ F'1DaDce CCl!p8IIl caee the ee--s-ajou aa1cll

-the ;tact that the atockholdera .. re errcmeoaal7 adriaed ... -.y well haTe deterred
8ClII8 of thea b'ca preli8lS1ng to the CClIIIII1saion their objectiODe to del1at1.Dg CIlr'
f8Cta 1"8l..aU:ag to tenia 1Ib1.ch aboald be 1mpoaed for the protectiGD of 1nvestore.-

ID aother cue, Allen Electric and Eqnipnent~, .. S.B.C. (1943), secu-
rities BD:hage .Act Ba'LNute 10. jj96, 't&cmriCIiuHiiiI.eea _ 8ppl1cat"1OIi--on-the grOIJDda
that C'erta1D OR1..D:1cms of the B8Dlg8IDBut coata1ned tbere:in wr6 DOt; aubstaDtiated by the facts.
!be ca.la81aD, hmever, baa COD81stent~ he1d that l.t 18 DOt 88pOH1'Vd to dismias an app11.ca-
t10n 011 the grouDd that the judgment of the manag8lDlmt appears quest1.0D8b1e or ita reaaoDS
trivial. y!/

In all tbeee caaea, 1.t ahoaJd be noted, the C~1IIdm either d1aIIi888d the application of
the ia8Uer or granted the application without terms, except for a term del.apng the eUect1.ve
date of the del.:1.t1ng for a brief' period. Up to 1944, 1.t had nner 1JIIpoeed any material term
upon a dellating.

BORV8I', 1n llB:aahctur1ng~, S.BeC. (1943), S8cur.1:ties Bxcbange
Jet Be1ease Ho. 3SJ3, £b8 cm:a8lOil1iid1CiE8d "£hi-£-it" had. "UDde--r-cons-1deration propoaala for
a1'ford1ng Jm'8 adequate prot;ect1oD for stockhoJ der8. While l.t granted 1ihe appl1cation of the
1.8_r, l.t II81.da

-It mq 1Il8llbe that oar preseut. raJANI under tbat aect.1AID /!ect1on 12 (d) of the do
DOt proride 8deqaate protect1cm to stockholders. !'be probIems presented 1n this
e1"'lar oases han us to direct our statf to atud;y the question and to JIIIk8rec~.-
InSh-1;~ S.E.C. (1944), S8c:Ur1.t1es Exchange Act Release Ho.

3564, tbe~~ 58 -m--'t1M" reqU1red---tba"t the applicant 8l1bJait the del1at1ng pro-
poeU to ita stockholders for their consent aDd that such sabmsa1cm sbould be 8CC'O'I.P8""ed by'
the ee-1sa1.cla'. -cmcJue1ap11 :in the utter as carr18d :in :1ta opinion. S1Dce the caae seta
a precedent. in the ee--t .... CID.S adIdD1.stration of sect1GD 12 (d), the Ce.aus1clll's .tJ.ndinga in
the cue abonJd be

The ......-at or Ja8OC1at1.on, a vasNcbu8etta trut, had applied to del.iat its
Btock 1'1'aIl -u:. Boetcm stock BmJwnge on the following groauda.

-For a could8rah1e period of tiDe there baa been, in the opinion of the trustees, IIICh
too gl"8G a bet'lleen tbe asset value of the ebares aDd their quoted arIIet.
n1De. ftB aaeet __ todq is apprax1mateq 119.65 per abare aDd the market price
ca:q IlL75. I't 1.8 fe1t -that if the share. were dealt in over the counter a hroeder
-.rk8t would be pl'Orided aDd that, UDder the 8pOIIIIGI'81dp of h1gh-grade .. cur.l:~ dealers
the ..nat 'nlue of the 8bare. woald be 1D:reaaed ad brought uterial:q closer to the
ueet Yala, 1Ib1ch would of course be to tile adnDtage of tile cd.ating 8bareholdere.-

!'be ee-i8B1a1 ~CIIID1 that a portion of the apparmd; betneD aseet nlDe ad
..n.t. value ...... 1;0 the anhod lIbereby the appl1c8llt had determined its asset nlue. 'l'he
Os 'uUm also 88t fartb. :in 1.ta opinion the ruul.ta of a 1Ib:lch ahond that the
panq in the eue of the 81lP'1crmtl stock was DOt; lar&e b7 ~ with that ez1.Bt1ng far
the stocke ef 0QiiPIl'IIb1e COIIPntM wbo8e secar1t1ea 1nIl'W 10nded onr tile cOUDter. "
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'fb8 Ccwd mOIl alBo n.arised the resu1t8 or a 8tud;r or the over-t.he<ounter market tor
the app11cant'. at.ocJc. 'lb8 op1n1on said 111part.

8T11e studlT f'Urtber revealed that ot the pab11c 'ftre obliged to pay IIOre
tor the shares 1Iben plU'Cha81Dg trom or through d8al.er8 ewer the counter than current
E1cbange pr1cesJ aDd that 111sell1Dg, they receiY8d l.ess ...

8In scme ot the OV81"-the-counter transact10Ds wbere ot the pub11c sold, it wu
tOUDd tibat in the course or ODSday' the llbares puaed through the baDds or two, ~,
or tour deal.er8 (at suocessive protita) betore be1Dg ~. 801d to other JII8IIIbers ot
the PJhU,o.8

In ooDClDsioR, the CaIIIII1s8ion sa1d.

-In OOD81der1Dg the application tor witbdraa1_ -.t detel1l1D8 1Ibat ter.B IIhould be
:JJIposed tor the protection or 1Dnstors. we ha'n deterIdDed to reqa.1re the Aaeoc1atian
to abait the question ot witbdraal to stockholders tor their cOli88d.

8sneraJ. tactors :in the cue have led us to this conr:Jns1ou. JIo8t s1gD1:tiaUltl:r, there
are preseuted grave quest10ns u to whether the proposed withc:tra1nU ot the trwIt 8bares
:b'aa l1st:lDg aDd registration 1IOlIld depr1:n the abareholder8 or 8I1bstaDt1al. adYantages
w1:thout giving them or the trwst itself cc.penaatclr7 beDefita. Tbe shareholders are
the p8rsane whose 1nterests 1IOUld be attected, aDd the choice should be put up to them
together with adequate information euabl:mg them to -.Ice an 1Dtelli.gent choice.8

'!he Auoc1at1an fllad a petition to reY1Anr the C~s1on' a order in the C1rcu1t court or
Appeala tor the Firat C1rcu1t, which .... pend'. at t:b8 close ot the :t1aca:l ;,ear. ?:2/
8ecar1ties Del.1.ated bz cert1t1cation

'!'he ea-t .. ton earl:r prolID1gated a rule, DOW dea1gDated Rule X-l2D2-2 (a), 1IberebT a secu-
r1V 1Ih1ch baa been paid at maturity or otbenr1ae or retired in tun a;y be dellated
1IpOIl cert1t1cation by the exchange to the Cc.dssion that th1a retirelllent baa occurred. Del1at-
1Dg beocmea ettect1ve automat~, after the 1nternl. ot time set torth 111the rule.

Bttect1Te 1Iq 29, 1943, this ru1e was ameDded to pe1'll1t an ax:~e aJ.8o to l'8Ilcmt bz
tu1caticm i8aaea aabauged tor otber eecur1t1es, euch u occurs 111stock spUts, recapital1sa-
Uaaa ad uergera.

Dar1Dg the past tuoa1 year, del:l.at1Dgs ot 198 1aaau were ettected upon certification by
IlIDbangu 1IDder this rul.e. Sa. or these issues wre deJ.1ated trca JIOl'8 than ODSezcba.e, the
total. -.bar or raovala, 1Dc1.l1d1Dg da.p11cat1ona, beiDg 218. In ~1'OU8 C888S, the 8I1CC888or
i8aaM beca8 1.1ated 111due ~aurse.

UNLISTED TRADIBG PRIVILEGES Off SICtIRl'1'IIS EICHUDES

.}:. OIl B!&l!t!!'!d Bz'ob8D,es

ja ar1giDaJ.q euacted, seot1on 12 ot the S8cUr1t:laa E1cbange .Act ot 1934 proh1h1ted trad1Dg
1D MaaI'1tiaa, CJt,Mr than exapted securities, an uat1GDal. aecur1t1ea exc""nps unleaa such
8ICar1~ wra daq llated and reg1st;ered :in aocordaDce nth the prot'1a1oD8 ot tbat HCt1aD.
I'll ..m.ct1ClIl (t). honver, a l1II1ted exemption 1188 .... tor certain aecur1tiea al.read;y adII1ttecl
1;0 1ID1.18ted trsd:lng pr1T11ages. 2i>j That exempt10n authorised the C~1.cu to preacr1he tema
ad coad1t.1Am8 WIIlIIr 1Ih1ch an exiDange migJrt cont1Dae 1IIItU J1me 1. 1936, unl1ated trading in

'@ fbi coart baed dGml e op1n1aD att1m:1Dg the Co-1.... m•• dec18lo11, Sbaant .&uociaticm
~. 8eeari\1ee _!!!hanp ee-1aB1C!!!, F. (2d) (C.C.A. 1, January is, 19451.nbiiBiii _,ea, ---,; (24) (1IiiCli 12. 1~- -
.. ""'YW"7 prvpoRd. the Act coat«! god DO pIl'O'I'1a1aD ~or lIIi11ated trad1Dg. sennl __
....... ad the .. York CUrb !!!Mnge, 1Ibo8e :1Ilt.enN 1DIIII.1J:Ita.1n1 unl1atecl
tnd:IDg ..... wrr RroDI. attaoked the bU1 OIl that.core. ja a re8l11t, 5ect1cm. 12 (t) as

paued .. 1111'8I11t7 a OOiIPl'om.. see 8eoar1t1es Exobenge .Act Bela .. Bo.
3658 (194.5).
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securi't1ea 1Ih:1ch bad been admi't'ted to such 'trad1ng on 'tha't exchange prior 'to Jtarch 1. 1934. The
C0JIIII1n1on1IIUJ alao eIIIPO'ftU'8d to pel'lll1t lUI1i.sted tradiDg priri.legea upon an exchange lDXt;ll Jul;y
1, 1935. pl'OY1ded such was registered on auother excbange aDd bad been l1sted there on
)(arch 1. 19.34-

In add1~ the or:i8iDB1 secUon 12 (f) d1zected the C0lIIII:I81on to mallB a study ot 'trad1Dg
in unl1Jrted eecur1ties on exchanges. At the conclusion ot th1a study, the Coam' es10n pre-
sented 1:t8 proposals to Ccmgreae. The proposals were adopted with SOIII8 ~1cationa b;y C0n-
gress and 1181'8 eIIbodied in the .form o.f an _DdMnt to the securities Exchange Act o.f 1934.
on KaT Zi, 1936, CODgressamended Seoti:1cm 12 (.f) ot that Act to provide, among other things,
tor three categori.ea o.r UD11.sted trad1Dg prirlleges. Clause 1 ot Section 12 (t) persl.'ts a
D&t1oD8l88C'l1r1tiea exchange to continue unl.isted trading pr1vUeges to 1rhi.ch a aecur1ty had
been adII:1t'tedon 8DCh exch~ prior to Karch 1, 1934J Clause 2 perII1ts an exchange to exteDd
such privUeges to a security listed and registered on another nat10nal securities exchangeJ
aDd Clawte 3 pem1ta extension o.f such pr1rll.eges to a securitY' in respect ot which there 18
avaU.ab1e, .trca a reg:lstration statemeut and periodic reports or other data .f1J.ed UDder either
the Securities Act ot 1933 or the securities E:lamange Act ot 1934, intormat1on eubatant~
equiYa1ent to tha1; anllabl.e in respect ot a securitY' duly l.1s1;ed and registered. There is no
time limitation OIl the ettectiveness ot .privileges ccmtinued UDderClauBe 1.. Pl'ivileg8s 8lt-
tended UDder C1WBe 2, hCM8Ver,J1IIJ::f last cmq 80 1q as the securitY' remains l.1s'ted and regis-
tered on a aat1oDal. securi'ties excbatlgeJ and Clause 3 priv1l.eges may 1ast onlT 80 1cmgas the
registration sta~t l'8IIIllins e.f.fective and the periodic reports are .filed.

Under all tbN8 clauses. an um"mge JIlIq act only on ~ation to the CCIIIII1ssion,and
the Ccmm1 Mion IS approval. may not be giTen unless it is .foand to be necessary or appropriate in
the pab1.ic 1Jltereat or tor the protection o.f :lnre8tors. Kareaver. the CCIIIIII18s1onJIlIq appron
Clau8e 2 and Clau8e 3 appl1catiOll8 after appropriate DO't1ce and opportUDitY' tor hearing
have been gi'98Il to aU pel'SODll baring a bona tide :Jntere8't in the proceedingS. In appUcatioDs
l1DderCladaea 2 aDd 3, certain cODditions, PrIiiCIpaJ.ly as to the adequacY'o.f publlc distribu-
tion and pabl.ic trad1ng actiYity in the vicinitY' ot the exchange, must be sat1s.fie.d-

In detendning the adequacy' o.f distribution and trad1Dg in the vicinity ot an appl.icaDt
exobenge UDder Clause 2 or 3, the CClaaission necena.r1q Jll&kesa tim1ng as to the area which
cODllti'tutes that exchange's -vicini'ty.- The COIIIIi8sioD&180 100ka into the trad1Dg D8chamcs
and practices o.r app1.1cant exchanges to the extent that they JIJAY' have a bearing on hOll'the
pub1:1c interest -..ald be at.fected b;y the grant o.r trading privileges. Thus, in a DUJi)ero.r
ear~ cases, tbe CaIa18sion approved unlisted 'trading priYil.egea in odd l.et8 but nat in rouDl
10ta on the grouDd'that the rules o.r the app1.1cant exchange were not adequate for tradiDg in
round lata. 29/ However, after the appl.icant exchanges had adopted rules pe:mdtting and
8DCOurag1Dg l.'Iie -.iDtenaoce or an 1DdepeDdent market for roUIJd!',.lottrading on their tloors. the
CoIIIII1ss1on peDIi. 'tted UD1isted trading in both round 10ts and odd 1ots. "J2/

In Cl.alIae 3 caaea, in addition to the cODd1tioDsmentioned above" section 12 (f) prolUbi'ts
the appronl an appllcatiDn b;r the O<-d881.on except uPon such terms and conditions as will

W See -Report CII1 Trad1Dg in Unlisted securities upon Exchanges,- January 3, 1936.

Wsee aTr8d1ng in Unlisted securi'tie~ upon Exchanges,- 89. before tbe CCltllllittee on
aDd Currenc on S.4023, 74th Cong., 2d Sess. , ana nUii118'ted SeC1irtt18s,-

ore e on rstate and Fare CCIIIIlerceon S.4023, 74th Cong., 2d

~_ Q~ BoRon stock ~!uuJe, 3 S.E.C. 693 (1938) J App11cations of fbH.delpb1a
~, 4 s.l.c. 364 ~ -------
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subject the issuer, its ofticers, directors and ownersot more than 10%of the security :in
question to duties substantially equivaJ.ent to those which wouldarise if the security were
duly listed and registered on an exchange. These duties arise frcxJSections 13, 14 and 16 of
the Act, deal.ing respective~y w1:thcorporate reports, solicitation of proxies and :insiders'
trading. Section 12 (f) provides further, hc.sver, that such terms and conditions need not be
imposedif it appears to the COIIIIIIi.ssionthat the public interest and the protection of
investors would nevertheless best be served by approval of the application.

At the close of the period covered by"tM.s report unlisted trading privileges had been
granted under Clause 3 to five equity securities, all of them preferred stocks. 31/ At that
t1me six consolidated applications were pending which had been filed by the New TOrkCurb
Exchange. Theywre the t1rst Clause 3 applications to involve commonstocks and they were
opposedby the National Association of securities Dealers, Inc., an association of over-the-
counter brokers and dealers registered with the COIIIIIissionunder Section 15Aof the Act. On
February 19, 1945, the C<mIIDissionhanded dorman opinion :in which it considered at length the
provisions ot Clause 3. 32/ The opinion concluded that, absent duties substantially equivalent
to those imposedby sectIOns 13, 14 and 16 of the Act, a Clause 3 application could be approved
only if the case presented unusual, exceptional or emergencyfeatures. In the case of the
single application which 1188 approved, that reJ.at1ng to the commonstock of Northern Natural
Gas Company,the Commissionfound that, by virtue of Northern's status as a holding company
registered under the Public utility Holding C<>mpaDy'Act of 1935, the test cr "substantially
equivalent duties" was completely satisfied except for the prohibition of short sell:ing by
officers, d1rectors and J.o.t stockholders (Section 16 (e» and the :insider trading provisions of
Section 16 generally as to 10% stockholders (as distinct fran officers and directors).
Northern's only ~O% stockholder was itself a registered holding company,all of whose sales,
short or othend.se, were BUbject to the Ho1d:ingCompanyAct, and compliancewith the prohibition
against short sales was 1mposeduponthe officers and directors of Northern by a condition in
the Commission'sorder. As to the other five applications the Commissionfound that there was
failure to meet the test of "substantially equivalent duties" to a greater or lesser degree and
that the Exchangehad not made out a sut.f1ciently exceptional case to justify waiver of the
requirements.

As of June 30, 1944, the numberof stock issues admitted to unlisted trading on the several
national securities exchangesunder Clause 1 was 908 and the numberof bond issues so admitted
was 173. Of these, the I1UIIIberof stock issues not listed and registered on any other national
securities exchangewas 453, and the numberof bond issues was 151, comprising respectively
382,436,.309shares and $1,357,978,046 principal. amountof bonds. About80.4 percent of the 453
issues and 8L9 percent of the shares were traded only on the NewYorkCurbExchange; 3.3
percent of the issues and 8.5 percent of the shares were trarled on this and other registered
exchanges; and the remaining 16.3 percent of the issues and 9.7 percent of the shares were
traded o~ on the other registered exchanges. All of the 151 bond issues, with the exception
of 4 small issues, were traded only on the NewYorkCurb Exchange. Canadian stocks and Ameri-
can depositary receipts tor foreign stocks comprised 105 ot the 453 issues and about 37 percent
of the shares) nearly all such stockB are listed and have their principal markets on Canadian
or British stock exchanges. A few of the issues are those of' companieshaving other issues
listed on registered exchanges.

The reduction, since June 30, 1937, in unregistered securities admitted to trad:ing privi-
l.eges under Clause 1 bas been substantial" amountingto 284 stock and 399 bond issues. This has
occurred partly through the dissolution of several stock exchanges and partly through reorgani-
zations, recapitalizations and consolidations ot issuers. Sir-ICe1934, DllUly issues have become
listed or have been 8J'Changedfor listed secur1:ties, and a JIlllCh smaller DUlli>er(or their
successors) have become the subject of active trading 10 the over-the-counter markets. Some

BI tt~:tions ot the Hew York CUrb Exchange, securities ExchangeAct Release No.. 3658
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have becomeworthless or have been extinguished 1n li.qu1dation. This reduc1;ion 1n securities
admitted to UDli8ted tradiDg privileges only is 1n line with the expectation ot Congress when
it authorised the continuance ot such prin1eges under Clause 1. W

On JuDe 30, 19.44, 168 stock issues and 1 bond issue were admitted to unllated trading
privileges pursuant to Clause 2. ot the 168 stock issues, 80 had already been admitted to
unlisted trad1Dg privileges on one or several exchanges under Clause 1, and 88 bave been ad-
mitted exclusively under Clause 2. A number ot the stock issues bave been admitted to trading
on more than one exchange under this clause so that the total number ot extant grant;s under
this clawse parsuant to which stocks were being traded on June 30, 1944, amounted to 280.
Applications tor 409 stock and 11 bond issues were tiled pursuant to Clause 2 up to June 30,
1944, 'J!!I a period ot eight years since the amendmentot Section 12 (t).

Unlisted trading privileges under Clause 3 existed on June 30, 1944, with respect to 5
Preterred stock issues aDd 27 bond issues, the shares numbering 1,196,071 and the bonds am0unt.-
ing to $629,038,900 1n pr1nc1pa1 amount.

yost ot the stocks admitted to trading UDderClause 2 are on regional exchanges, only 5
issues being on the 1811'York Curb Exchange, while all ot the bonds and stocks under Clause 3
and the bond issue under Clause 2 are on the NewYork Curb ExchaIlge.

The total stock and bond issues admitted to unlisted trading on the registered exchanges
under Claueea 1, a, and 3 wre 1,001 and 201, respectively, at the close ot the last fiscal
year. W This total ot issues is exclusive ot all dupl1ca.tion arising out ot situations 1n
1Ih1ch a given issue is admitted to unli.sted trading privileges on more than one exchange.

The termination or 8118p8ns1onot unlisted tx-ading privileges may be brought about either by
application ot a person having a bona fide interest 1n the security, upon motion ot tb:l COJIIIIi8-
sion, or by the exchange in accorO'iiiCe1i1th its own rules. In considering an application to re-
move a security troa UD118tedtrading privileges, the CCllllllissionmust take into consideration
not only the adequacy ot trading and distribution bIIt also the operating mechanics ot the
exchange.

Since Yay 27, 1936, when the amendment ot Section 12 (t) became ettective, there have been
nine proceedings tor termination ot unlisted trading privileges. Three wre on applications by
issuers, one ot which was granted; tour were on applications by broker-dealers maJdng a markst
tor the security, three ot which were granted; and two were instituted by the CQJIIIIission,'IIoth
ot which were diSlllissed after hearing. 'J2/

W sen. B8p. No. 1739, 74th Cong., 2d Sess. (19)6) and H. R. Rep. No. 26Ol., 74th Cong., 2d
58ss. (1936).

Di8pos1tiOll

'J!!I see Appemix Table 15.

W See Appendix TabJ.e 11.

'J2/ Applications by the issuer.

5ecuriqr-F1rst National BaDk ot Los Angeles 1 S.E.C. 923 (1936)
Providence Gu CCIIIpIUV'4 S.E.C. 395 (1939)
Chicago Rivet aDd IIachine Co. securities E:mhange Act Release No. 3395, (1943)

App11.cations by brok8r-dealers.

Piedmont &: Northern Railway Compan.;y 1 S.E.C. 916 (1936)
City and SUburban HomesC~ 2 S.E. C. 3 (1937)
American District Telegraph CClIIIp8DiV'(Nell'Jersey) 2 S.E.C. 450 (1938)
American District Telegraph Campan;y(liElll' Jersey) 2 S.E.C. 455 (1938)

Proceec!ings instituted by C<lIIIlIissiona

Chicago Rivet and Machine Ccmpan;y 7 S.E.C. 26S (1940)
CrownCork International Corp. 9 S.E.C. 235 (194J,)

Gt'8lJted
Denied
Denied

Granted
Denied
Granted
Granted
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1Ihere certain changes occur in a security admitted to unlisted trading priv1leges, as in
title, interest rate, par value, or 8DIOUIlt outstand:1ng, the exchange may cont1Dlle such
pr1"t'1leges upon not1t1cation to the C01IID1s8ionpurswmt to subsection (a) of RuJ.e X-l2F-2.
Where the changes are more fuDdamenta1, hoIrever, the pr1rll.eges JIJq be cont1Dued only if the
ComIII1asiondetel"lll1nes, upon application by the exchange pursuant to subsection (b) of that
rule, that the altered or substituted security is "8I1b8tant1al.ly equivalent- to the security

admitted to unlisted trading. DuriDg the past fiscaJ. year, applications under
subsection (b) were filed by registered excbaD&e8with respect to 11 1ssues. Of these, seven
1II8re granted, 0D8 was denied, and three 1nYo1"fiD8 more than ODSclass of security, 1I8re granted
in part and deD1ed in part.

The past fiscal year also marked the tirst court test ot a CCIIIID18siondec1s1on in any
unlisted trading case. On a petition by the National Aasoc1at1on of secur1t18s Deal.ers, Inc.,
tor review ot an order or the COJIIIII1asionapproving the grant of UDllsted trading pr1rll.eges to
two bond issues upon appl1cation of the HewYori: Curb ExcbaDge, the United states Circuit Court
of Appeals for the Third C1rcU1t susta1Ded the COIIIIIl1s8ion'B acbion. W
On EDmpt;ed Exchanges

On JUDe 30, 1944, 47 Aock aDd 3 boDdissues bad unlisted trading privileges on tt.
Houo1uluStock Exchange under Clauae 1, of which ODe stock isB1J8was listed and ODe was traded
1ID118tedon a registered exchange. There 1181'8 two stock issues under Clause 1 on the
V1.DD8apol1s-St.Pau1 Stock Exchange, ot which ODe was listed on a registered exchange. There
were tour stock issues admitted to unliated trading privileges under Clause 2 on the Wheeling
stock Exchange, 0D8 of the usues hav1Dg been adIIIitted during the past fiscal year.

THE SEGREGATION STUDY

Pursuant to section 11 (e) of the securities Exchange Act ot 1934, the COIIIIII1Bsionconducted
a study ot and prepared a report to the Congress on the teasibility and advisability of the
complete ~!~gation of the fUDctions _ot dealer and broker-tbe eo-called -segregation
Report." 'JY

Through the med1U11lof special report torms which the CCIIIID18siondevised tor the purpose,
detailed analyses were II8de of the trading activities of membersand partners of membersof the
HewYork stock Exchange and the HeIr York Curb Exchange during the period fran June 24, 1935 to
December21, 1935. S1Jpplemental information with respect to trading practices on other
exchanges and the broker and dealer fnDctions as exercised in over-the-counter markets was
deriTed from the exmnination of the appl1cations filed by exchanges for reg1J!tration as
national securities acbanges or tor exemption from registration and fran the examination of
the registration statements fUed with the Ca.1ss1on by over-the-counter brokers and deal.ers.
lDtomat1on for the study wo was obtaiDed throagh conferemes with _mbere of the investing
public, cmn-the-counter brokers and deale", ~nt bankers, exchange offic1als and
members, aDd other persons engaged or :interested in the securities business.

The report submitted UDderdate of JUDe 30, 1936, presented the results of the CCIlIID1ssionls
BtUAt'" of the broker and deaJ.er fUDctiolUlU exercised on ach.angea; a survey of the broker and
dealer fUDctions as emrcised in over-the-counter JllU'kets; a 8U1"geyof the ponr ot tOe Ccma1e-
sion to deal. with the problems arising. traa the cOJIbiDationof fUDctioDl!l;an appraisal. of the
ecODClll1c1JIIplicat1ons ot segregation; aDd a statement of ccmclusions and recOJllllendations.

The report included DO rec.....mation for D81r leg18lat1on. It was concluded that UDder
existing 18 the CClIID1saion could take substantial. steps to develop an administratiT8 program
directed tanrd the improVeMDt of oerta1D aspect. of dealer 8CtiT1t,. and trad1Dg b.1 .mer. CD
exchanges. of the steps :lD th1a program haTe been d18cuued above, ~, tho. 8DIbocti8d
in the sixteen trad1Dg rule •• 

-
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In the developaent of the program, the C0aai8sion 1D8tltuted a series of weekly reports,

begjJming with the week ended April 4, 1936, on the voluM of tradiDg in stocks by excbange
members. Through the cooperation of the NewYork stock Exchange and the NewYork Curb Exchanp,
reports were turn1shed weekly of the daily volume of all parchues and sales made for their CJml
account by specialists, odd-lot dealers and by other JIIlIIIberslIhUe on the noor and wbll8 ott
the noor. This series alao provided, tor the first time, figures on the total round-lot
volume ot trading in stocka on the two exchanges as d1atiDgaiahed from the 8OIII8Whatleu-than-
complete volume reported by the tickers. Beginning with the week ended september 9, 1939, tor
the NewYork stock Exchange and Januar;r 13, 1940, for the NewYork CUrb Exchange, t1gures on
the total short sales ot stocks, except sales exempted from restriction by the C9JmD1ss1.on's
rules, were added to 'this series of published data.

As another part; of the program and to further the CClIIIIIII1ssion's policy of affording the
exchanges an opportunity to cooperate in regulatblg the trad1ng activities ot their own JII8JIben,
the COIIIIDiasionin February 1937 sent to all national securities exchanges a series of suggested
rules des1gned to put into effect the recODllll8Ddationof the nSegregation Report" that trading by
membersof the exchange and firms and their part;ners be fu11.y margined at all ~s. In _
essence, the rules require Dl8Dlbersof the exchange to deposit at the close of each trading dq
an amountwhich wou1drepresent su.ff1cient margin, under the tel'Jl1l!l of the Federal Reserve
Board's Regulation T, for the marh". position taken by the memberduring the trading dq.

In lIarch 1937, the Comm:1ss1onacted to effectuate another of the proposals contained in
the segregation Report concem1ng membertrading. Tb1s took the form of an interpretation by
the Director of the Trading and Exchange Division of the specUllst rule adopted in 1935 on the
recQDlllendationof the CODIIiasionby all exchanges having a specialist system. The interpreta-
tion BOUghtto makemore 8pec1f1c the general lUIitations 1Ib1chhad been placed upon
speeiaJ.ists' tradiDg by the earlier rule.

STABILIZATION AND JlANIPULATION

Sections 9, 10, and 15 of the Securities E:lcbangeAct of 1934 prohibit or empowerthe COIIl-
mission to prohibit manipulation and to regulate manipulative devices. Section 9 of this .lct
prohibits certain specifically described. t01'llB ot manipulative activity. Transactions which
create actual or apparent tradiDg activity or 1Ih1chra1ae or lower prices, if they are effected
for the purpose of :inducing others to blQ' or sell, are declared to be unlawtuJ.. certain
practices designated as "wash sales' and "matched orders" effecte4 tor the purpose ot creating
a false or misleading appearance of active trading or a false or misleading appearance with
respect to the market for a security are declared to be illegal. Persons selling or offering
securities for sale are prohibited from d18seminat1ng fuse information to the effect that the
price of the security will, or is likeq to, rise or tall because of market operations
conducted for the purpose of ra1BiDg or depressing the prices of a secur1 ty. Persons selling
or purchasing securities are prohibited from. making false or misleading stateusnts of material.
facts, with lmowledge of their falaity, regarding securities for the purpose of 1nducUlg the
purchase 'Jr sale of such securities. sections 10 and 15 empowerthe Commissionto adopt rules
and regulations to define and prohibit the use of new forms of manipulation which the CCIIlIIII1asion
might encounter from t1me to t1me. Honver, there is one type of activity, c~ reterred to
as "stabilizing," which is not prohibited .!! by the Securities Exchange .lct but is left to
regulation by the COJIIlIiss1on.

Pursuant to statuto17 authority, the Commissionhas adopted rules and regulations to aid it
in carr;y113gwt the expressed 1dll of Congress. The three above-mentioned sections, as aug-
mented by rules and regulations, attt8pt; to free the security markets from artificial 1Dtluence.,
thus 1n8uring the ma:1ntenanceof fair aDd. honest mar1c8tsand allow1ng prices to be eBtabU8bed
by supply' and demand.

The CCIIIII1aa1on1sparpoae in its adyp1nistrat1on ot the provisions of the 5ecurities Exchange
Act of 1934 aga1Dat stock market manipulation is to provide polieiDg of the stock exchange
markets aDd the ovel-the-coanter markets sufficient to accompl1eh the el1m1Mtion ot man1puJ.a.
tift practice. without 1.nterferiDg with the legitimate fttDction1ng of these markets. In order
to accclIIIPl1ah thia, the ee-d.8a1on has cont1Jm.oue17 and eought to 1ip'ove its procedure
tor the syBteut4c nrve1llance of trading in secur1t1ea. The lII8thodsused to detect EzJ1pQ-
lat1.on have, of n8Ceseity, been elutic in character s1Dce techD1ques emploJed br an1palatOrs
baYe cbaDged C~, 1Doreu1Dg 1Il1lQbtlety ad Oc.pJmt7.

~
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In order to keep .breast of all situations, the COIIIIIIiasion'sstatf scrutinises price

."eMJIts in appl'CXldate~ 6,000 securities, 3,500 of them traded on exchanges, and 2,500 in
the OV'8~the-c01JJ1WrIl81'kets. The information maintained lIith reSPeCt to these securities
includes DGtonl.;r data reflecting the market ~tion ot such securities but alao iDc1udes nns
iteJll8, earnings ~s, diridends, options, and other data 1Ih1.ch might explein price a11d
W~\DIl8 changes. When no plausible expJ enation can be tOUDdtor an unusual movement;in 8DY se-
curity, the mat'ter ma:r be reterred to the appropria'te regional ot.fice ot the CCDDis81Dntor a
tiel.d investigation. For reasons of polic;r, the COIIIIII1ssionkeeps coDti~i81 the tact that
trading in a given security is under investigation, last know~edge ot the ex:I.8tence ot such in-
vestigation UDdul.y aftect the market or ref1eot lmfair~ upon iDdiv1.dnaJ.swhoee 8Ctivities are
being investigated. As a resuJ.t, the CClIIIID1ssionoccaa1oDall;y receives criticism tar ta1l1.Dgto
1n'1estiga'te situationa when in tact it is act~ engaged in intens1n 1nveatigat1on ot those
very matters.

The COmmission'sinvestigations in respect of _ttars 1nvo~viDg unusual. -.rbt activity
take two farms. '1'he.f'111ng qu:lstl or preJ1m1n&1"1' :1nvestigation is designed to detect ad d1a-
courage 1Dcip1ent -.n1pa].at1on by a p%'CIIIPt deterJll1.nation of the :reaaon far UID181J81 .-rut
behaYior. Often the results of a .f1y1Dg quiaw ar pre]1m1nar;y investigation point to leg1ti-
ma'te reason for the activity UDder review and the case is c~osed. Frequently fact. are 1m-
covered. which require acre extended investigation and in these cases fomal orders of 1me.,t1-
gation are sought of the ee-d.asion by the staU. In a formal 1nYe8tigation, B8IIIbel'8 of tbe
CODD1Bsiont8 statf are 8mpClIII8red to subpoena pert1nent Jll&ter1al and to take teet~ under
oath. In the course of nch investigations, data on purchases and sales are otteD .-pjled far
substantial. periods of t1JDe 8Dd trading operations 1nvol:ring considerable quantities of aharee
are scrut1n:lsed. .

The COJIIIl'18sionoperates on the ~e that san1puJ.ation should be suppressed at it. in-
ception. of the C8888investigated never cometo the attention ot the pabllc because the
prompl;Il8SS of the C~8iontl investigation, through the .f~ quiz. techn1q,ue, 8top8 the
manipulation before it is tully developed. It 18 bel.ieved_ that the 1mestigatory _thode
adopted DOt afford greater protection to the publ10 but WO lave the ti.- and JlJtDMy' of
:security dealers and the ee-1ss1on.

In the ear1;y ,ears of 'the CClRI18siontS 8X1steDCe, a f ... large BOW MD1pI1at1OD8 1I'81'e
detected. Sc:Jme of these ftal ..ted 1n ja1l eeutence8 or other peD&1t1es tf1r the operatora. -1'M
manipll1.at1on of the Be1'auca Aircraft Corporation COJIIIlQD stock on the liEnr York CUJ'b BmJutnge 1n
1935 was an outstamding «I"J'I!IP1e. )(. J. Jleehan, a well-known t1gure on wan S~, cODtroll.ed
30,550 shares ot this stock. Between June S 8Dd June lS, 1935, Keehan succeeded in ra1e1Dg tbe
price of that stock b'oII 4 to 5-l/2 by a process ot matching order. and broadcutiDg adY1ce to
others to ba:y'the stock. aue ra1s1ng the price, he managed to sell 29,150 llhares GIl the
smhImge. 'IIOZM'8Z', he sold ~,OOO add1ticmal. sbare8 over the counter at .5 per 1Ihare. Keehan
ma:lntain8d the price of the stock at a COJIP8r&tiv~ high leveJ. trca June 18 to OCtober 24 b7
Tar1cRuJ legal. ed illegal. transact10D8, but on october 25 Keehan lIithdrelr hie .upport, b'ca the
lII&rk8t,and the next; day tbe stock fell to 2-3/4. As a result of the CClIIIIIl1ss1on'.Kt1on,
lleeh8n was expelled from the HeIr York stock Exchange .. the New York Curb Exc ....... and the
Chioago Board of '1'rade.

Another 11lutrat1Cl11 of a .-n1pulatiw operation 1tU that effected in the Clue -A. stock
or Tastyeast, Inc., :1D the 1.atter part of ~935 and ear1;y part of 1936 which is 1n
the eect10n on crbdDal proceedings.

In 8DOtber cue, tile ee:-1a81on tOllDd that Charles C. lI'rlght had DIID1palated the CJCP"'OD
stock of K1JmerA1rp1aDI & Jlotor COrp., :Ltd., and ordered hie ex:pa1aion troa the HeIr Yark stock
E=hBDge other _t1GDal. securities ezeb or 1Ih1ch be 1188 a ...... 1fr1&h1i appealed to
the second circ1l1t CC\IIIrl,W 1Ib1ch IIUta1De4 the om8titutlonal1ty of the anti-manipalat1w
pl'O't'iB1on8 of the secar.t.t1is Elcbup Act as 11811 as the COI1ll!i.asiontI tiDd:ing tbat Irlght had
'riolated S8Ct1on 9 Ca> (2) of that Act. The 0GIIIrl held, how8'ver, that the eri&mce ....

~!right T. ~., 112 'F. (24) 89 (e.C.ll.. 2, 1940).
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insufficient to support a fiDding that Wrjght had violated section 9 (a) (1) of the Act, as
charged. The case was remandedin order that the Commissionmight determine, in its discretion,
whether its order should be modified. After reconsidering, the Commissionagain ordered
Wright's expulsion from the various exchanges on which he held membership,and the order was
subsequently affirmed on a second appeal. !!E/

During the years of the CommissionIs operation, the Commissionand its staff have rendered
formal and informal opinions regarding the anti-manipulative provisions which have aided in the
elimination of artificial and fictitious forces responsible for excessive market activity and
umrarranted price changes. It is believed that the Commission'svigilance, together nth this
gradual process of education of persons 1nvolved in security deal1ngs, has effectively curbed
pool operations and large-scale manipulations.

During the period between July 1, 1934 and June 30, 1944, the Commission'sstaff conducted
1,137 "flying quizzes." In a large numberof cases, manipulations were "nipped in the bud" and
in many' cases references of the activities were made to the Departmentof Justice or to the
exchanges 'Wheresuch securities were traded. During this sameperiod, the Commissioncommenced
166 formal. :investigations resu1ting in many instances in injunctions, jail sentences, and sus-
pensions from activities as security dealers.

One of the outstanding cases in which the Commissionsought an injunction to restrain
persons from violating various provisions of the Securities Exchange Act involved the dealings
of the firm of Torr & Co. in the stock of the Translux Daylight Picture Screen Corp. listed on
the NewYork CUrb Exchange. The Commissionsued to enjoin the secondary distribution of that
a,tock on the exchangeon the ground that the defendants had employedmanipulative practices to
%raisethe market price of the stock to a point at which it might profitably be distributed to
the puplic and bad employedtipsters to reconunendthe purchase of the stock without disclosing
their .;inancial interest. The District Court sustained the constitutionality of the anti-
manipuhtive prov1si.ons of the Act as a v&lid exercise of the federal power and issued a
preliJn1nary injunction.

Onappeal, the second Circuit Court set aside the preliminary injunction issued by the
District Court on the ground that, although the defendants had not halted their practices until
after the CCIIIIll1ssis>Ji'sinvestigations had begun, they had stopped before the hearing on the
preliminary 1njuDction, and it did not appear that there was s.rry likelihood of renewedviola-
tion in the fUture. !if! However,following the hearing on the merits before the Dist~ct Court,
a permanent injuDct10n was granted which the dei'endants accepted without further appeal. !J3/

The problem raised by the Torr and several other early cases arising under the Securities
EltchangeAct of 1934 and the SecurIties Act of 1933 as well, as to whether and under what eu-
cumstances the Commissionis entitled to an injunction on the basis of evidence as to violations
which have ceased before the fUing of the complaint, was considered by the Circuit Court of
Appeals for the S1xt;hCircuit in otis & Co. v. Securities and ExchangeC01!Dllission.In that case
the Court of Appeals held that the trIal court did not lack authority to issue an injunction
merely because the defendant had discontinued the prohibited activity before the Commission
brought suit, since, as the court observed:

aAdealer who smr the challenge of his activities that is implied in an investigation
lfOuld probably discontiJ:lue them pending the investigation. It would seldom, if ever,
be possible to show that a dealer was engaged.in or about to engage in prohibited
acts or practices whensuit began, since the necessary investigation would nearly
aJJrays have 'WBrD8d the dealer to desist.. 43/

!!E/ ~ Y. S:-J..C. 134 F. (2d) 733 (C.C.A. 2, 1943).

f}j S.E.C..... Torr, 81 F. (2d) 41th (C.C.A. 2, 1937).

!iY S.E.C. v. Torr, 22 F. SUpp.602 (S.D.N.Y., 1938).

W 106 F. (2d) 579, 583 (C.C.A. 6, 1939). A similar result was reached in the Circuit Court
of Appeals for the Tenth Circuit in Securities and ExchangeCOJIIIIIissionv. Thomasson
Panhand1.e CaJ!P8Dl, 145 F. (2d) 408 (1944).
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Although the Securities Exclumge Act contains a general prohibition against manipulation,

it does not prohibit certam lc:iJlds of manipulation. Thus, Section 9 (a) (6) forbids the
"pegging, f:ixi.ng or stabilizingll of security prices 0%JJ.y if in contravention of such rules and
regulations as the COIIIIIIissionmayprescribe as necessary or appropriate in the public interest
or for the protection of investors. The Senate Committeeon BaDk:1ng and Currency in discussing
the regulatory powers conferred on the Commi.ssionstated a

"Practices such as pegging, fi:dng, or stabilizing the price of a security are
subjected to regulation by the CClIlIID1ssion,1Ibich is authorized to prescribe such
ruJ.es as mayb8D8Cessary or appropriate to protect investors and the public
from the vicious end unsocial aspects of these practices."!t!I (Emphasis supplied)

In Yarch 1940, the COQIIIIiBsionissued a rel,ase on this subject in which it stated, in parta

.The CODIIDiBs1onis nMnimous in recognizing that stabilizing is a form of
manipulation. The statute itself so recognizes. The Commissionalso agrees
that stab1l1.zing in man,y respects is undesirable. That, too, is iJDpl1eit in
the statute. Nevertheless, the majority of the Camm18sionconsiders that
mere~ to po1Jlt to the evUs attendant upon stabil.1.zing poses the problem but
does DOt answer it. The question of hOll'to deal with stabilizing as it exists
today cazmo1; be answered by theory aJ.one. It is all'' iDtensely practical problem
1Ibich, for tbe preseut;, JIIl1S1; be solved in terms of the existing financial
machinery ... the CaDlllissionis not JlOIr prepared to say that, under existing
conditions, aJ.l stabUizing should be wholly prohibited. Nor is the majority
of the Camm18sioncontent to allow' stabilizing to contiDUe unregulated ••• 

Prel1ll1nary studies by the CCIID1asion'sstaff led to the adoption on March15,
1939, of rales and regulations of the COIIIIIIissionrequiring the filing of
deta:Ued reports respectiDg all stab1l1zing operations conducted to fac1l1tate
the distribution of security offerings in respect of which a registration
statement has been fUed UDderthe 5ecur1ti88 Act of 1933 ••• 

liThe area in which abuses have been aDd can again becC1D8 DIOstprevalent is
'stabUising in cozmection with eo-called 'market offerings' where the price 18
represented to be at, or based upon, open markBt prices established by the ebb
and fioIr of supply and demand. Before the Act, operations to tac1l1tate this
t;vpe of 'pool ~pulat1ons' nOW'outland by section 9 (a) (2) of the statute.
Since 1934, stabillzing of the type 11011' covered by Regulation X-9A6-1["adopt,ed
February 15, 194pJ cont1mled to be subject to various abuses DOt otheri1se
prolUhited by the Securities Exchange Act. It was because of the Tery SU8ce~
t1b1l1ty of this kind of stabilizing to grave abuses that the Commissiondete:no-
JII1Dedto. the first test of substantive regulation of stabilizing to this
.tield..

COIIII1ssionerHe~, in a separate statement, was ot the opinion that the CCIIIIIIl1ssion1188 at
liberty to prohibit stab1l1s1JJg aDd was opposed to permitting stabUizing in connection with an
offeriDg at the JD&1'ket.

Regulat10n X-9J6.-l prohibits a:q "mark-up" ot prices. It also prohibits rigid
.pegg1Dgllof the arkBt. SiDee stab1llzers on each day can b1Q" only on a scale do1rn untU the
price has dropped by a .ti:md 8DIOIUlt,the rules in «feet permit no more than the maintenance
ot an onlerq JUrat duriDg the distribution. The regulation requires stabilisers to gift
DOt1ce o.t their :l.nteuI;1on to stabilise. If stabilising has actua.1.q been cODllllenC8d,that fact
-.at also be disclosed. Stabil1zers may D8ither supporl the market nor profit .trail its 1Dde-
peudent rise beJond azq price wh10his JIOrethan ODe point &bon the level at which stab,l1• • ,
18 cCDllBDC8d.Of course, the regulation also prohibits a:lIY stab1l1z1ng at prices to 1Ihioh tbe
8tab111M1"8 han reuon to bel1eve the security has been prev1ou.s~ raised by Ulegal
..m.pulation.

'W .Stock ERbuge ~ic88,. sen. Rep. Do. 14SS, 73rd Cong., 2d 888s. (1934) SSe

W secur:L:t;us EBbanp Act Release 10. 2446, JIarch 18. 1940, pp. 2, 3, 13-l4. CawI'.1oner
seaqt. aeparate 8tatel8lt appeare at pp. 19-33.
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Persons rectu1redby Rule X-17A-2and Rule X..fJA6-6to :tile reports with the Commissionhaft

filed approximately 70,000 stabilising reports during the past 5 ~ars.. Each of these reports
has been analyzed, thereby enabling the staff' to follOil' the progress of a distribution am to
determine whether the stabilising activities were lDful.

In November1943, in order to assist underwriters and distributors of securities to ad-
here to the provisions of the Securities ExchangeAct, two releases were issued by the Trading
and ExchangeDivision, clarifying the distinction between legitimate stabilizing transac-
tions and unlawful activities of underwriters prior to the termination of stabilization or dis-
tribution.!id The Releases have had a salutary effect in providing the securities !Dd1lst17
with guides developed in the course of nine years I experience under the Securities Exchange
Act.

OVER-THE-COUNTER REGULATION

The Orlginal statutory Provisions and Their Adm1D1stration

As orig1nally enacted, section 15 or the Securities ExchangeAct of 1934, dea11ng with the
C01IIIII18sion'8poer to regulate the -over-the-ccnmter markets, was couched in the most general
and broadest terms. It stated.

alt shall be unlawful, in oontravention of such rules and regulations as 'the Commiseion
mayprescribe as nece8S8.17or appropriate in the public interest and to insure to
investors protection comparableto that provided by and under authority of this title
in the case of national Securi.tie8 exehanges, (1) for an;r broker or dealer, singly or
with any other person or persons, to make use of the malls or arry meansor instrumen-
tality of iJxterstate cOlllll81"Cefor the purpose of making or creating, or enabling
another to make or create a market, otherwise than on a national securities exebange,
for both the purchase and sale of any security (other than an exemptedsecurity or
cOlDlll8rCialpaper, bankers' acceptances, or CQIIIIl8rCial bills, or unregistered securi-
tis s the market in which is predomi nantl;y intrastate and which have not previously
been registered or l1sted), or (2) for aIq' broker or dealer to use any facility of an;r
such market. Such rales and regalati0D8 fDIq' proride for the r~tion of all trans-
actions by brokers and dealers on any such marDt, tor the registration with the C~
mission of dealers and/or brokers ma1dJJg or creating such a market, and for the
registration of the securities tor which the;ymakeor create a market am mq make
special provision with respect to securities or specif"ied classes thereof listed, or
entitled to unlisted trading privileges. upon any exchangeon the date of the enact-
ment of this title, which securities are not registered under the provisions of
section 12 of this title."

In contrast to other areas in which the CODID1ssioncClllllSncedits administrative duties in
June 1934, there were little or no reliable data concerning the scope or nature ot the abuses
to which the directives of Section 15 of the Securities ExchslIgeAct of 1934were intended to
apply. The long legislative history of the Securities Act of 1933 provided a rich source ot
information concerning the practices of underwriters and the evils encountereclin connection
tdth public offerings of new securities. The hearings betore COIIIIII1tte~of Congress and the
Committeereports on bills to ~gulate securities markets, resulting in 'the enactmeul;of the
securities ExchangeAct, con:lia1neda wealth of basic data concerning the practices and abuses
1Ihichhad perD:lated the exehaDgemarkets during the preceding decade. But, as to over-the- .
counter markets, the legislative history ot the securities ExchangeAct y:lslds l1ttJe iDtorma-
tion and sheds little light on the directifts of Section 15 relating to over-the-counter regu-
lation, beyond the obvious facts that unique opportunities tor abuse existed in that market aDd
that regulation ot exchangemarkets made necessary the regulation ot couut.er markets, since
bus1Des8tends to now fraa regulated to uuregulated areas.

M!/ 5ecUr1t1es Exchange Act Release Nee. 3505 aDd 3506, Bovuber 16. ~943. see a1ao 8ecar1Uu
Embage Act Rel.eue No. 3056, october 27, 1941.
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'l'hns the CcadsB1on' s .f:lrst task was to obta1n the requisite data !rom which a program
might be dev81.pped. S~8)s 1I8re 1D1t1ated on numerOl18 subjects bearing on problems of the
cmn-tbe-counter arkets. Because section 15 expressly' authorized nles requ1r1ng registration
of 0V81""'t.be-c brokers and dealers and registration of D securities tor which they make or
create a market,- the feas1b1l1tyof such rules became the first subjects of 1ntensiTe stud1'.
CCllllll8DC1J!gin RcmlIIiJer1934, 11'eqtIent conferences were held with representatins of the industry
on the genera1 problem and JJBDY 1ntel-rel.ated questions.

COOClU1"8lltJ.ynth these studies, the CouIn1Bsionts 1nveatigating activities yielded valuable
1Dformat.1on coucem:1bg rrawiulent operations ot bucket shOps and tipster sheets as well as
concem1Dg the JIIQl'8 eubt1e types of .fraudul.ent practices rampant in over-the-counter markets.

F.ram the8e beginnings the program tor regulation of over-the-counter markets has deTeloped
gradualln DOiJIlportant step which would affect the iDdustry generally has been taken without
aUorcl1Dg its repreeemati'ges opportunity to express their v1e1rs.

In the stud7 ot the feasibility of a rule to require registration ot brokers and dealers a
cc.rpreheDei'W8sutfey was made ot all. state eecurl.ties laws and ot rules and regulations promul.-
gated by state agencies adm1n1ster1.ng them, with special emphasis on broker-dea1.er licensing
prorisions and standards. After caretul consideration the COIIIIlissiontentatively decided to
tollOlr the geD8r8l. pattem of the state regulatory acts, and the proposed rules, released to the
indu8tr;y on Karch 16, 1935, tor C<llllD8nts and suggestions, included qual1:Cications tor registra-
tion aDd alao proposed staDdard.s ot bue1neee conduct. There was little opposition to the
g8II8ral. scbae of registration. After fUll consideration of all COJIIII8ntsreceivedt the !inal
rules 1181'8 pl"ClIIIII1gated on IIaJ' 6, 1935. Registration became the ot over-the-counter
rep1atioa. On J811D8r7 1, 1936, when this requ1reJI8nt became etreeti've, 5,325 brokers and
dealAtrs wre reg::l.etered. A tabulation ref18ctiDg broker-dealer registrations tor the f'iecal
J8&1" ending Jlme 30, 1944, and tor the entire period !rom May 6, 1935 to June 30, 1944, will be
toaDd on a subsequent page.

BHOKER-IEATEB REGISTRATIONS UNDER SECTION 15 (b)
OF THE SECURITIES EXCHANGE ACT OF 1934

For Entire
Period

May 6, 1935 to
June 30, 1944

Appl'eat1OD11 pending at beg1Dning of period ..........••........•..•.....•..........••..•
Jppl1cat10D8 wit~ ••••••••••••••••••••••••••••••• 
~,eatioDs c~l]ed ••••••••••••••••••••••••••••••• 
ae~t1aDawithdra.D •••••••••••••••••••••••••••••• 
~tiODS cancelled •••••••••••••••••••••••••••••• 
Registrations denied ••••••••••••••••••••••••••••••••• 
Re~
~tions revoked •••••••••••••••••••••••••••••••• 
R8giJJtratiODS effecti .... at beginning ot period!iY ••• 
Reg18trat10D11 e1'tecti'W8 on 6/30/44!!l/ •••••••••••••••
App11cat1oaa pe~ng on 6/30/44 ••••••••••••••••••••••

•••••••••••••••••••••••••••••••••••••••••• 

13,498
43217

7,832
634
35
20

155

4,364-29 __

13,498 13,498

6-892
49

2
15

4,364
-2l
5,3S7

24
339

I

I"

£!/ ElClud1ng t.bree registrations 1Ih1ch were UDder susp&:UJionon the eDIC'tMrrt date or the
1;0 section 15 (Publlc 62l) and which were therefore mtClllat1.cal.q cancelled b7

op8I'&1;ioD ot:lalr. Section 10 of IAJCh amBndmentpreserved only registrat1on8 ettect1'Y8 on
tbe eaact.nt date, lfq 27, 1936.

!!!/ I:Dc1lld8881. brokers aDd dealers whoee registrations have been placed on D1mo1untary
iDIlct1Te etatus. bee... , despite careful inquiry, no 1nto1'll8tion baa been obtained as to
'Ulau- preeent 1Ibereabou.te.

!J:2/ I:DclDde886 on -inYobmtar;r 1DactiTe status- tor Nason g1'W8nin preceding tootnote.
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section 15 (d) of the securities Exchange Act

It 1dll be recalled that Section 15 or the securities ExchangeAct of 1934 as origina1ly
enacted speci.f:l.cally author:lsed the CClIlIDi8sionto adopt rules and regulations p1'OV1ding for
the registration of securities for which over-the-counter dealers madeor created. market.
I..l:though the COIIIDi.ssionrecognized from the beginning that registration of over-the-counter
securiti.es Wjl8 extremely desirable, i.t rea1iZed that such registration involved vastly greater
difficulties than the registration of ove:t-the-eounter brokers and dealers.

This problem was discussed at length by the CClllllissionin its "Report on Trading in
UDlisted securities upon Exchangesll, transmitted to Congress on January 3, 1936, pursuant; to
Section 12 (f) of the securities ExchangeAct of 19)4. In that report a J1UIIber of suggestions
were considered for achieving the registration of' securities which were traded exclusively in
the OV8:t-the-eoUIIliermarket as well as those which were admitted to unlisted trading privileges
upon certain national securities exchanges. The COJIIIIissiondid not rec<:JllDlend any of these
suggestions as the solution f'or the problem. It presented them to Congress in the hope that
public discussion thereof would make judgDent as to the desirability of the various suggestions,
both by Congress and the COlIlIIIission,more certain. Following the JMld ng of' this report Congress
adopted one of the suggestions contained therein by enacting Section 15 (d) of' the securities
.Exchange,Act of' 1934 which provides in part:

llEachregistration statement hereafter f'i1ed pursuant, to the securities Act of 1933, as
amended,shall contain an underta.lrilJg by the issuer of the issUe of securities to 'Which
the registration statement relates to file with the COJIIIIission,in accordance with such
rules and regulations as the COIIIIIIi88ionmay prescribe as necessary or appropriate in
the public interest or f'or the protection of investors, such supp1eIIIentary and periodic
information, documents, and reports, as may be required pursuant to section 13 of this
titlB in respect of' a security 1:iBted and registered on a national securities exchange;
but such UDdertaldng shall becaDe operatiTe only if the aggregate of'feriDg price of'
such issue of securities, plus the aggregate value of all other securi"ties of such
issuer of the same class (as hereina.ft;er defined) outstanding, canpu.ted upon the basis
of such offering price, amounts to $2,000,000 or more."

The provisions of' this section have served to make available to investors periodic informa-
tion concerning JII8.Dy issuers of securities 'Whohave registered under the Securities Act of 1933.
Nevertheless there are JII8IIY securities now dealt in in the DVe:t-the-eounter market concerning
lIhi.ch very little public information is available 8IJ3'Wbere. Moreover, there is substantial
evidence that the DDIIlberas well as the importance of unregistered securities dealt in in the
ove:t-tbe-eounter market has increased in recent ~ars. The problem of obtaining adequate in-
formation on cmn-the-courrt.er securities is being actively considered by the CClIIIIDission.

Subsequent Regulation of Brokers and Deal.ers

At the same that it adopted section 15 (d) the securit:les Exchange Act, the 74th
Congress also adopted D8Ir subsections (a), (b) and (c) of section 15 to replace the f'ormer
text of thai; section. 50/ The first 1ilfo subsections deal. with registration of ove:t-the-counter
brokers and. dealers ""-in effect cod:ity the "schematic device for the reg1s1;ration of'these
brokers aDd dea1srsa 2Y developed by Ca.ission rule under the original statute. ';2/ Umer
the 8J1IA1ldment~ brokerS and dealers, other than those whose business is exclusively'"'1Dtrastate~
JmBt register with the Camn1ssionin order leg~ to make use or the IIails or other instru-
-malities interstate CClllll8rcein c<bI8ct1on with cmt:t-the-counter transactions in any
eecurity, ucept an exempted security.

Approved lIq:n~ 1936.

~ see testimoD;r or James ll. LaDdis, lIay 6, 1936, in ~s before the CClIIIIIIitteeon Inter-
state and Foreign COIIIII81'Ceon S. 4023. 74th Cong•• ~8. (1936) 10.

2!:/ It should be noted thai registrations in effect when the amendmentswere approved were
preserved, thereby obviating the necessit,. re-reg1atration of abo1lt ';,800 brokers and
deal.ers.
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In the revision of Section 1.5 the ro1.e-tDa1dng poII8r8 of the CQllllllisslonwere mademore
definite by the 8D8C~ of subsection (c) 1Ihich makes unlawfu1, in over-the-counter transac-
tions, the use of manipulatiw, deceptive, and other :fraudulent devices and contrivances, and
grants to the CCIIIIIi8sioDthe authority to de.f1De such devices and contrivances. While the
criterion of affording to iJNestars in these JBBrkets protection caaparable to that provided in
exchaQge trading was pbysical.1;y frClm the Act, the hiator,y of subsequent 8DlBndD8nts to
section 15 shan that it 1188 the intent of Cougresa that this etandard should DBVertheless be
followed. W

Two years later, section 15 (c) of the securities Exchange Act 1188 amended. The 81118Dd11ent 
extended the COIIIIII1Ba1onIs ponrs 80 that it was not empowered to def'ine and prohibit acts
of :fraud and deceit in the over-th&-Couuter markBts but was also emponred to prescribe means
reaso~ designed to prevent such acts, except it exempted securit1as 1I8re 1m'OJ.ved. The
ro1.e-tDa1dng pClII'erof the ca.i8s1on was also mended to afford protection against fictitious
quotations and safeguards with respect to .t1DanciaJ. responsibility of over-the-counter brokers
and dealers.

The :initial nles of bus1Desa condoct directed against :fraudulent practices in OV'er-the-
counter transactions, .topted in )lay 1935, were repealed. upon the enactment of the 1936 amend-
ments to the 8ecur:itiea Excbange Act, and attention was thereupon directed. to rules under the
new Section 15 (c) defin1ng manipulative, deceptive and other :franciu1ent devices and contri-
vances. The f"air practice rales estab11 abed by the Investment Bankers Code COIIIIll1ttee which bad
operated umer the National Indnstrial Recover,y Act and the l"ll1es of various state securities
c6mm1ssi0D8 were ermnined to deterIIi.Da the extent to which the UDder~ pJ"inciples of such
rules could be 8IIIP101&de .After d18cusaiDg preHmill8.rJ' drafts with tbe 1.ndustry and we1.gh1Dg
the cOllll8l1ts aDd BUgg88t1ons ~i~ tbe fiDal rules, eight promalgated UDder section 15 (e),
cCllllP1emented by \110 under sectiOn 10 (b) aDd ODe under section 17 Ca), were 8ImOUDC8d on
August 4, 1937, to beccBt effective October 1, 1937. 541 The JIBlI'roles, while retajn1ng the
substance of the 1935 rules, exteDded the pr1nc1ple ord1sclo8ore to additional phases of
business condDet. SUbsequel:lt;q, aeven add1.tioDal rules affecting onr-the-cOUllter brokers and
dealers were pramlgated, one umer sect1.on 10 (b); one each under Section 15 ee) 0), C2} am. (3) and
3 under Section 17 Ca).

Broker-dealer I!I!pect1cm Progr8a

EYen before the CcDd.eaion had adopted tbe over-tbe-eOUllter rules effective October 1,
1937, the D8ed. tar the P8l'Ci8e of visitor1a1 power granted under Section 17 (a) of the Securi-
ties Excballge Act bIId -mtest. Tbe a.c1opt1.cln of comprehensive rules empbuiHd tb1a
need. A l1Jdted progr_ of 1Dspection of brokers aDd deal.ers on an exper1mlmtal. basis 1188
COJlllllmCed in 1937. !he data assembled in these inspections deterIII1.ned the scope of the broader
program cODIIeDCedin 1940. Broker-deal.er inspections, made by accountants attached. to the
COJIIIII1ssionlsreg1oDal. o:f'fices, are designed in general to educate brokers and deaJ.ers in the
legal. requ1.reBmte of the federal. eecurit1as len aDd the C<nri-e1OIll rules promulgated pur-
suant breto 88 well 88 to check ccnpUanoe tberwith, aDd to detect and preV8Dt :fraudulent
practices. They are a1ao an aid in the correct1on of pract10es wh1ch, though DOt ;f'l'8udnlent,
fall short of represeutiDg good bwI1Deea staDdards. Kore<J9'8I, tbeT afford intQl'lll&tion uaetul.
in appraising the D8ed. far JIJIr regulat1on8 or for ch8Dge. in ez:1stiDg regul.ations in order to

W See .Regol.at1on of Over-the-counter Karata,- sen. Hap. Ho. 14SS, 7Sth Cong., 3rd Bess.(1938) 4.
-Sect1on 15 (of the 1934 .let), in I.ta oric1DBl form, contemplated the adoption
by tile Securi:ti8. IIIIdKmb8ng8 CCIIIIl.u1.on ru1es and rega1ations eemcem1Dg the over-
the-coanter.ar11Bt8 'uecell88Z7 or appropriate in the p1bl1c interest ••• to insure to
1Dnstors pro1;ecJt1aD C<lIIpU'able to that prorided by and under authority of this title in
the cue ot D&t1.oDal. aec;urit1es «mbangeal ... lJl the of the CCDlittee. this
bill, l1ke tbe .... .-mt section 1S (ot the 1934 Act) enacted in 19)6, ... repre-
sante the 8888Ilt1al P1'OC888 of m aDd 1JIpl_ntiDg the origi ne) 0I1tl.1De in order
to make poss1ble the reel1.zation of the or1g1nal objective.-

21 These ralu under the JIDIIIber1Dg 8)'1!Itea 8Ub8equen1il¥ 8d.opted 1I8re designated 88 X-1501-1 to
X-1501-8, X-:u&4, X-lJm-3, aDd X-17A-1. Rule X-17A-1, hOll8V8r, was repealed upon adoption
of the ee-pNheos1.'W8 bookkeep1ug rules X-17A-3 aDd X-17A-4.
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carr:r out the purposes of the Act. The folloring is a tabulation of inspections by" fiscal
years made UDderthe de1'1D1tive program.

June 30, 1940
June .30, 1941
June 30, 1942
June 30, 1943
June 30, 1944

646
1,087 W
1,054

830
74h

The decline in the DlJIIIber ot inspections in 1943 and 1944 is due largely to limited
personnel aud to the II88d to shift 1nspection personnel to the exami nation or reports of
fiDancial condition filed under Rule X-l?A-5 during each of the last two fiscal. years.

It is worth noting that on only three occasions bas it been necessary' to institute actions
in United states Di8tr1ct Court tor mandator,- injunctions to compel firms to make their books
and recorda available. In each case consent judgments were obtained. '12/

The improper practices discovered in inspections range trom relatively minor infractions
of rules to ser:l.ou8violations of law. Failure to keep adequate records, to make the required
d1sclosures in conf'indDg transactions, or to complywith the requirements of Regulation T
with respect to extension of credit is usually" due to untam1] 1arity nth the rules; correctiw
mea1RU"8S are generally taken by the firm when the infractions have been discussed with it. But
wi'th respect to IIID1"8 _riona situations the CCJIIIIIissionbas frequently found it necessa;rl to
:iJNoke the 88DCtions or the Act; thus, in the public interest, the COIlIIIissionhas from time to
101mB mved to enjoin .trandulent practices, to revoke registration, or to suspend or expel a
ftra rro. ~ersh1p in the NatioDal A880ciation ot securities D8al.ers, IDe., or !'rom member--
IIb1p on a D&tioDal BeCUriti88 acb-.e. It baa .and to :iJNoke crt .. nal. saDCtiona by referring
the facts to the D8partIIIent of Justioe for cOD81deration of cr:iJllinal.pro88Cution, and to state
authorities in 80118 instances where violation ot State law 18 involved. Without enumerating all
or the types ot 1JIproper practices which have been discovered in these reports, attention is
directed to the .... flagrant abases.

Improper use. ot CustoIDer' 8 Propertl.

Although UDder the statute the c01!!lllingl1ngof customers' securities without the consent of
the customers 18 UD1.aIrtul., such' cOlllllingliDgis occasioDally discovered. instances of even
Il101'8 serious Jdauae .or oustc.ers' securities h..... been uncovered-for instance, their unl.awtu1
hypothecation. Such wrongtu.l use ot custOllll8rs' eecurities is often directlJ related to a poor
:fiDancial ccmd1tion aDd UDdersuch c1rcuEtances custClII8rs' losses have sometimes been
substantial.. rJI
secret Profits

Another tn>e ot .trandnl.eDt conduct sometimes discovered 1nvolves the taking of secret
profits by brokers. This is accoaapJi.bed by mierepreseuting to the customer the price paid tor
the securities puchased, or the price receiwd for securities sold, for his account. For
G8IIlPle, the reg1.stratj.on ot Hope &: COIIIJ)8D,y58/ 1188 reYOked for such unl.mrhl conduct. Its
secret profits in such transaet:ioDs had aceea8d $9,000 in a relatively short period ot t~.

W Revised figure.

'j2f S.E.C. v. Gerber co~t~ S.D.N.Y., April 1, 1942, unreported. S.E.C. v. Harlcnr Kays &:
Co., D. Mass., m~ i , UDl'eported. S.E.C. v. Jloonan, D. Mass., Kirch is, 1943,
iiDreported.

W For 1nstanceB invol:rlng :lmproperuse of customers' property, see Seventh Ammal Report,
p. 156 and Eighth Annual Report, pp. 13-l.4.

i!/ 7 S.E.C. lOO2 (1940). see also Geo. w. _ 9 S.E.C. 158 (1941); Bond&: Goodwin, Inc.,
_ S.E. C. _ (1944), Secur!'t18s EiC Act Release No. 35-'3.
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Transact10DB at Unrea8onabJ.e Prices

Doug the most serious violations ot l.a1r discovered in the course of 1nspections are cases
invo1-dDg the 8ale of securities by dea1ers to customers at prices 1Ih1chbear DO reasonable
rel.ation to the prevailing market. price. The doctrine that it is f'raudul.ent tar a dealer to
sell securities to custoJDers at prices bearing no reasonable relation to the preva1li:cg market.,
without disclos1ng the market, was first established in a proceeding in which the registration
ot Duker &: Dukerwas revoked; W in a 10ng series ot subsequent proceedings invo1v1ng s1m1l.ar
business conduct, the CamD1ssiOnhas reiterated and c1.ar1f'ied the law in such cases. ixJl In
substance, the holding ot the CCIIIIII1ssionis that spec1a1 obligations upon the deal.er ?row f'ran
certa1n 1Dherent characteristics ot the business ot dealing in securities. The deal.er holds
hi ...... 1f oat as ODS 'With specialized know1edge and sldll in securities markets and investment
-.ttars generaJ..q. He cu1tivates his custaDer's trust and confidence in hill and invites
rel.1aDce 011 biB 8k1ll and honesty. That there is an inherent representation that he will dea1
:tairly is plain f'rcm the con1'1dentia1 relationship which he establishes, and the very price at
which be se11s or buys a security, in the absence of express representation to the contrary,
carries with it the implied representation that the price is close1y related to the current
I118rket. The duties ot the dealer, under such circumstances, are not to be measured by the s..
zUl.eB which aw17 to 8l1Il'IS 1ength bargaining; he is b01md to higher staDdard8 because ot the
UD1que position which he occupies.

This ri8w ot the doctrine ot .fraud has bean applied ch1etly in cases invo1ving trandn] ant
pricing ot corporate securities, but nth somelIIOd1f'icationsit 11'88 a1so applied in a revocation
proceed:1JJg in 1Ib1ch aa1es or oll royaJ.ties were the subject of the Commission's comp]ajnt. 6l/
In that proceedi ng the CCDDission'8 order revoJdDg registration ns baaed on the t1Di1ng tha~
the :t~ :in :its 1iran8actions 1I1:thtwo WOIII8D CU8taDere, wu charged with the high .fiduciary
ob1igation or an agent and that this obligation had been rlolate.d repeatedl.1' in tak1Dg eeoret
prof"its at the u:p8D8e ot these cuatCll8rs. In the ... case the Coaa18s1on alao held that the
duty or :tair dealing at tair prices rests on dealers in oU rOJ&1tiea a8 it does 011 deal.ers in
the ..-e ccmventioDBlt;ypes ot securities. SirJce oil. royal.ties do not have a market CClIIIPU'able
to that wb1cb eadats :tor corporate securities, it was D8C88sarytor the COIIID1sslonto resort to
other teats to deterIII1ne the tairness ot retail prices charged tor oU royaltie8; and the
ee-dasion CODC1.uded, 'With certain rell8rrati0D8, that -the hast requ1red ot a dealer by the
standards or tair dealing 18 that, UD1essapecia1 circUll8taDces appear, he JIIQS~ charge a price
bearing a ta1r relation to the current whoJ.e88le m-The COUlll1ss~ held that in charg1Dg
retail pr1cea hariDg DO tair re1iUOIi to fJii curren 01eaa1e prices, withoat disc1os1ng the
EgDitude or its ~, the t1rm OIIitted to di8c1ose mater1a1 facta necessary to make its
general. repzeeentat10n as a dealer DOt IlialsadiDg and that its coDdnct operated as a traud on
the c:usto.ra.

Li.t1gat.1.oD .Ir1aiDg Out or Enforcement;

DuriDg the past Dine ,ears the CCIIIIII1ss1onhas issued 2lS orders 1nvo1ving denial, suspen-
sion or rnocatiAm or reg1etration o:t brokers and dealers, or expul.sion or auapension f'roIm

Daker & DaIa!:; 6 S.LC. 386 (1939).

!!!/ see J8D8S1 aDd CC!IP8Dl, 6 S.E.C. 391 (1939)J G .Al.ex Ho~, 7 S.E.C. l.O82 (1940)J AlleDder
Cc!IpPiiDb IiiC~_~. 1043(1<)4].); Jack m D.c. 975 (191t2); scott ItCIiffie &:

li~ S.B.C. (1942), Seoutinn&Cb8iig8 Act Release No. 3235. Willi ... J.
~, --s'.E.C. (1942), 8ecur1tus ExcbengeAct Belease No. 3261; Trost~ --n.c. --'tI942)~ 8ecur:1\»s Exchange .Act Bel.aue Ho. 3345; TheOCIOri

'l. -S.E.C. ----rJ,.943), securities Exchange Act Release No .3404; L8Iii'iDC8 it.-n.e. ~), 8ecur1t.1es Exchange Act Release No. 3450; GuariiiEZ_____ ,_Inc_._, === S.E.C. _ (1943), Securities ExchangeAct Belea8e No. 34BL

Lar8Dce Be Leebz, _ S.E.C. _ (1943), securities Exchage Act Release No. 3450.
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membershipin the HASD.0Il:q two of these orders have been taken to a Circuit Court of Appeals
for review, and in each case the Commission's order has been affirmed.

The most significant case was an appeal. by' Charles Hughes& Co., Inc., from a Commission
order revoldDg its registration for violating the securities ExchangeAct. In this case, the
COJIIIIi8sion's application of the fraud doctrine to sal.e8 of securities at prices bearing no
reasonable relat1.on to current, market prices 1188 subjected to jud1.cial review for the f'irst
time. 63/ The Conwrh's1.on had tound that this finl had viol.ated the fraud provisions of the
Securitres Act and the Securities ExchangeAct in its dealings nth certain lIOJIml customers to
whomit had 8Ol.d securities at prices from 16.1 percent to 40.9 percent in excess of the pre-
vailing market, withoUt.disclosing the prevailing market prices to them. In i1;&opinion the
Camn1ssionsaid:

"In the eett1ng in:which respondent effected the toregoing and other transact1.ons
'Withthese customers, the approach and entire conduct ot respondent were intended
to induce an atlllosphere of trust and confidence, of lIhicb the respondent took
gross advantage •••• 

"Fundamental to the issue before us is the premise that any person, regardless of
his kno1rledgeor the market or his access to -.rket information, is entitled to
rely on the 1mpl:1ed representation, made by" a reg1.stered dea1er in securities,
that customers will be treated fairly. n

The Circuit court sustained the Commission'sorder on an independent interpretation ot the
statutes and the ea-1asion's rules. In reaching i1;&conclusion, the Court did not have re-
course to the doctrine that the consistent and contemporaneousconstruction of the statute by
an administrative body'should control unless plainly erroneous. In its opinion the Court said:

"An ovel'-tbe-eounter firm which activel:y sol1cits customers and then sells them
securities at prices as far above the market as were those 1Ihich petitioner
charged here JIII18t be deemed to commita fraud. It holds itself out, as competent
to advise in the premises, and it should disclose the market price if sales are to
be made substantially above that level. Even considering petitioner as a princi-
pa1 in a simple vendor-purchaser transaction ••• it was stlll un4er a speciAl. duty,
in view of its expert knoIrledgeand preferred advice, not to take advantage of i1;&
custanera' ignol"llDll$ of market conditiona. The key to the success of a1.l of peti-
tioner's dealings 1IU the confidence in itself which it managed to instlll in the
customers. Once that confidence was established, the failure to reveal the mark-
up pocketed by" the firm was both an omission to state a material fact and a
fraudulent derlce. Whennothing was said about markst price, the natural implica-
tion in the untutored minds or the purchasers was that the price asked was close to
the market. The la1r of :h-audknows no difference between express representatiol1 on
the one hand am implied misrepresentation or concealment on the other •••• 

Concluding that the Commissionhad "correctly iJIterpreted its responsibilities to stop such
abusive practices in the sa1.e of securities,- the Court placed special. emphasis on the 1mpol'-
tance of price in securities transactions.

@ The Commissionbecamea party in other litigation, however, brought by GuarantY' Under-
writers, Inc., in an attempt to stop hearings in the proceedings instituted under section 15
in August 1942 against that companyto deterud.newhether its broker-dealer registration
should be revoked and whether the firm should be BUBPendedor expelled :from membershipin
the NASD.This litigation, which 1ncluded an action before the C:1rcuit Court of the Fourth
Judicial C1rcu:it of the state or Florida, another action before the SupremeCourt; of
Florida~ and var10us actions before the United states District Court :£or the Sou.thern
District of Flor1da and the Circuit Court of Appeals, Fifth Circuit, 1Bdescribed in the
Ninth Annual Report.

W Charles ~~s & Co. Inc., v. S.E.C., 1313 F. (2d) 434 (C.C.A. 2, 1943}, cart. den. 321
U. s. 786 944). - -

-

~ 

" 



-51-
-The useuli1al objective ot securit1ss l.eg1.slation is to protect those who do
not kDow' market conditions traD. the overreachiDgs ot those who do. Such FO-
taction 1rlll .an little it it stops short of the point ot ultimate consequeoce,
naDBly, the price charged for the securities. Indeed, it is the purpose of all
legislation tor the prevention ot fraud in the sale ot securities to preclude
the sale ot securities which are in tact worthless or worth substantially less
than the ask1Dg price.' Peop1.e v. Federated Radio Corp., 244 N. Y. 33, 40, 154
N. E. 6SS, 6SS. It af'ter several years of expert8iiCe Under this bigb1y pub-
llc1l18d legis1.at1on we should tind that the public cannot rely upon a COIIIIIissi.on-
l1ceos8d broker not to charge unsuspecting im'e8tors 25 percent more than a
market price eas~ ascertainable by iDs1ders, 118 should leave such legislation
little mare than a snare and a delusion.-

The Canprl8sion's order of June 13, 1942, revok1ng 'the reg1.atration ot W. K. Archer & Co.,
and expe1l1.Dg tbat t11'!I traD. membership in the HASD aDd on the Chicago Stock Exchange, was
taken to the Eighth Circuit Court tor rerlBw and the COIID1ssion's tindings and order were
sustaiJJed. 2!!/

There have been several cases bo1d1Dg that secti.on 29 ot the Secur:l.ties Exchange Act gives
a purchaser of securities the right to rescind the purchase or to recover damages tor fraud in
an over-the-couDter sale ot seCurities. 651 In each case the CoDmission appeared as amicus
curiae to argue that the statutory r1ght""'tO reacind the transaction was clear.

Cr:iJdna1. Proceedings AriaiDg Out ot Enforcement

From time to tiJIB, criminal proceedings have been losti:tuted by the Department ot Justice
which have been baaed upon Co-ias:lon inYest1gati008 of violations ot section 15 (c) of the
5ecurities Exc~ Act. These C8S88 are dl.8C11888Ci in the section on cr1m1Dal proceed1.Dgs.

The !!aloneT Act and the HASD

On Novaber 27, 1933, the President of the United states, ectiDg pursuant to the pro-
v1s1ons ot the Ilati.oDal Indu8tr1al Recovery Act, awroved a Code ot Fa1r ~t1UOD tor
investJll8IIt baDkere. 'fbi8 code embraced al1 brola!trs and dealers who transected business in the
over-the-counter II8l'ket. By an ameDdDmt to the Code approved by the President on :March 23,
1934, certain rules ot fair practice became a part thereof. After the National 1Ddustr1.al
Recovery Act was declared uncoostituticmal. in the spring ot 1935, representatives of the in-
dustry discussed with the CoaD1ssion the f'easibllity- of a new organization of over-the-counter
brokers and deal.ers 1Ib1ch would UDdertakB to perpetuate the objectives sought to be attained by
the Code of Fair Cgapetit10n by regul.at1.Dg brokars and dealers in a manner oamparab1e to the
regulation by sumsups of their JI8IDers.

On J8DI181"T 5, 1938, the late senator ValOlMlT :introdIIced 1J1 the senate a bill, join~
sponsored by the ee-i8sion and tbe !Jlvest.nt BaDkers Conference, 1m., to ameod the S8curi-
ties Exchange .Act of 1934 in order to prorlde for tbe establ18bment of a mech811i1m! tor the
regulation ot ~tbe-coanter brokers aDd dea1ers. 'fbi8 aaeodMnt, which added a new section
15A to the Act, gave leg181ative sanction to the tarmat10n and registration of stional. secu-
rities 88sociatioDs 1Ibich lIOUld supervise the conduct of their ueJlbers under C<ma1ssion regu-
la1;~ Thereafter, the Rational A880cia~ionot 5ecur1tJes Dealers, IDe., applied to the CCD-
mission for regi8tntion as a national. securities associatioD. On August 7, 1939, after a
pobl1c beariDg, the ee-dasion granted tbe applicatiaD of the .Association on tindings that the
sta'tutory were sat1st1sd. JIBIIbersb1p in the HASD,which was about 1,500 at t1JII8
registration "*'- ettect1ve, subseqtl8l1t:q rose to a b1gh of approxiaatel7 3,000 in Jdd-1941
but thereafter declined to a current figure of 2,100 lII8IIbers. It is the only
natioDal securities usociation registered with the ca.:Lss1an. The tollOlling tables shawthe
record of broke1"-dealer proceedings since 1935 aDd reg1strations revoked in the past year.

Archer T. S.E.e., 133 F. (2cl) 795 (c.e.A. 8, 1943), 319 n, S. 767 (1943).

Geismar v. BoD:l &: QoodIrin~:.-! 40 F. Supp. 8?6 (S.D.H.Y., 194J.h H~arlen v.~J
s.b.fl.!., JIOi. ft, 1942, iiiii'ePortedJ ~T. S.D.H.Y., \iDa 25, 19 , unre-
portedJ ~. v. l44 (c:c;I; 2, 1944). ct. also Baird v.::r~ em 2, 1944), cert. U. S. -=- (OC~, 1944),
0C8IQII law action for violation of 5ecur1t1e~ rcrot 1934.
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REGISTRATIONS REVOKED

OORING FISCAL !EAR ENDING JUNE .30, 19M.

Charles Hughes &: Co. Inc. Securities Exchange Act Release No .3464

Guaranty Underwriters, Inc. .. " II " .. .348l

Patrick A.. Trapp .. " II " " 3527
Brentlinger &: Hosea, Inc. II " .. .. " .3460

Frederick A. Peter80n " " It .. • 356S
Patrick H. McClellan " • • .. • 3463

Earl Porter Beck1r:i.th It • .. • .. 3466
'!'he Renaud Corporation " • n ., " 3499
Henuazm Graen &: Co. Inc. • II • " " 3SOO
Samuel Segel. • • • .. • 3492
Kurt H. Schur1g &: Co. • • " .. • 3S1.7

Fred F. Peteraon &: Co. Inc. • " • • • 3453
Larson, Honaban &: Co. (Not Inc.)* II .. • II II .3476
Frances J. Lubbe* " .. " .. " .3456
lJDited Securities CarporatiODll' It II • " • 35S7

* Also expelled frau NASDmembership by' order of the Commission.

SUSPENIED FROM NATIONAL ASSOCIATION OF SECURITIES DEALERS
HI ORDER OF COJ.IJAISSION roRING FISCAL YEAR ENDING JUNE .30, 1944

Bond &: GoodIIin, Incorporated
(Suspended tor a period of :30 days
c~ng_ JIarch 24, 1944)

Securities Exchange Act Release No. 3643

filliam J .Adams, d/b/a
Transatlantica Exchange &:
Securities Campau;y

18.l11am R. Carver

REGISTRATIONS SUSPENDED
DURING FISCAL YEAR ENDING JUNE 30, 1944

Securities Exchange Act Release No .3491

Seour1t1es Exchange Act Release No. .3462
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The major portion of the NASD'sactivities has been devoted to raising the business
standards of over-the-counter brokers and dealers. In that connection" the NASDadopted Rules
of Fair Practice which" amongother things" prohibited certain unfair and fraudulent acts and
required various disclosures under certain circumstances. In general" the fraud and disclosure
provisions of the Rules are patterned after the Commission's Rules under the Securities
Exchange Act of 1934.

I,
I,

To enforce its Rules of Fair Practice" the NASDhas put into operation a method providing
for the annual questionnaire examination of the business practices of each of its members. By
the close of the fiscal year" this program had resulted in the institution of more than 330
formal disciplinary complaints against members"the majority of which were concluded by the
imposition of a penalty such as censure; fine" suspension or expulsion from the membership. A
tabulation summarizing -the disciplinary activities of the Association follows:

DISPOSITIONSBYTHENASDOFFORMALCOMPLAINTSAGAINSTMEMBERS

:~:
1-1 : 7-1-40
to: to :

6-30 : 6-30-44 :

No. of Complain-tson WhichFinal Action was
Membership Reported to Commissionin:

as of 12-31-43 1941 1942 1943
: 7-1 : 1-1 : 7-1 :1-1 : 7-1 : 1-1 : 7-1

Number: Percent: to : to : to : to: to : to: to:
: 12-31 : 6-30 : 12-31 : 6-30 : 12-31: 6-30 : 12-31 :

District

19 1432!/ 63

1
2
3
4
5
6
7
8
9

10
II
12
13
14

Totals

67 3.0
138 6.3
36 1.6
40 1.8
41 1.8
44 2.0
54 2.4

321 15.1
123 5.6
112 5.1
82 3.7

168 7.6
764 34.8
203 9.2

5

2

2
7

16

48 6
1

14
2

1
6

2 29

51 8
6

3 50
4 12

2
7
5

1
16

1
2
9

14
6

3
1

1

4

1
2
2

15
2

31

4
1
2
2
3
S
1

21

3

1
4
4
1

1

14

4

1

6

1
1

II
4
3

31

9
34

6
15
3
1
S

67
5

II
16
31
97
35

338

Another phase of the NASD'swork has been devising a Uni!onn Practice Code designed to
eJ.:indllate disputes and misunderstandings bet1reen members. For the most part the Code gave
sanction to practice" custom and usage in technical matters such as deliveries of securities"
computation of interest" claims for dividends or interest and simiJ.ar matters.

Early in its history the Association concerned itself with the development of uniform
methods for the compilation of over-the-counter quotations for newspaper publication which
theretofore had been handled in different ways in each locality. The Commissionhas had recent
occasion to study and cr~cize the I1Ethodsemployedby the Association in this field and has
advised the Association that" in its opinion" improvement in the character of such quotations
is both desirable and necessary. Discussions between the Commission's staff and the Associa-
tion' 5 National Quotation Committeewere in progress at the close of the tuca! year.

Includes some 92 .PSIJI and related cases.
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CcwrIu:1OllS!peni81on HASD.Activitl

secticm l5.l of the secarities Exchange .Act requires the CC8Iiss:!on to exercise geneJ'&! supe~
ri81Dn onr certain ot the actiTities ot a national seca.r1t1es association. Examples of the
CcIIIIliss:1Oll'ssupen1.eorT activities are the fono.1Dgz

!he ProfO!!d C!pital Rule.

;rn JUDe 1942, the Board of aonrnors of the HASDproposed and the JDeJDbersh1p approved a
IlUbstalrt1al. rerisioD ot its By-Laws and the Rules ot Fair Practice, iDeJ.ud1ng a requ1rement that
.-beJ'8 ma:lnta1n a ""zdmnm net capital of '5,000 ar I2,SOO, depending upon the character of' the
JIlIIlIIIber'sbasiDe88. Beoause of the controversial. uature a .'n1mnJD capital requirement, the
CC'JII!III1 Mion he1.d a pubJ.1c hear1ng to determ1De 1Ibether the proposal. was :in the pub11c interest or
tar the protect1on of' 1nvestors and whether it was cODS1Btentwith the purposes of the Mal.cmey
Jet.

In its cOD81deratlon the CaIIa1ssion a.f't'1rwed the DeCessit,' of :ru1es on solvency and re-
cal1ed tb.frt;, :in approdng registration of' the HASD, it had pointed to the laclc of' SllCh prov18lons.
It stated that when the propo88d ru1e hid t1rst been 1nt~ d1acussed, the CClIIIIIissionbad
been to v1sIr it favorab~. These tactors to the contrar;r, the CCDII1ssionfound the pr0-
posed ameDdDeJdilDeonsistent with the general. purpoee of the Act. Recogniz1Dg the gravity

the p1'Obla tor lIb1ch this proposal was de81gDed, the CCIIIII1ssionpre.ugated its own Rule
X-15C3-1, referred 1;0 above.

!be !!rlt-UP Policies.

On october 25, 1943, the Board ot GoverDars of the Anoc1ation announced to the
that; it -1uu1 arP'oted 811 1uterpretation of secticm 1 ot Article m of the Rules of :Fair Practice
tbatt

-It shall be dee.d conduct :inconsistent with just and equitable principles ot trade for
a JIIBlIi»er to euter into 8D¥ transaction with a customer in artY security at any price not
reascmab~ related to the current market price of the secur1t,'.-

In making this announcement, the Board reterred to statistics on the pricing practice of the
membership. Specifically, the Board reterred to a f'ind1ng that, ot more than 50,000 ove~the-
counter transactions reported by the members as a part ot the 1943 inspection program tor which
sClllecCJlDPU1;at1oncould be made, 7l percent bad been effected at a gross spread or mark-up over
the cUl"1'elXtmarket of not over S percent. SUbs8Q.UElll'tlT,on November9, 1943, a letter was sent
to the d1str:l.ct business conduct cOlllDittees of the Association which stated among other th1ngst

-Tbe general import ot th18 sta't8m9nt and the construction that should be placed upon it
is that, when transactions show a mark-up of over S percent on the part of a member, it
raises the question as to mether there is a violation or the RI1le and inioerpretation. In
8l1Cha 81.tuation, a duty is imposed upon the memberto shaw to the satisfaction 01' the
Bus1nees Conduct CClIIIII11;teethat no viola1;1on has occurred. a

By subsequent letters and br1ets it was made plain that the November9th statement did not in-
tend to iJDpose upon an accused member the burden of proving his iJmocence mere~ because b18
spreads -.y bage uceeded tive percent.

Two eepsrate groups attacked the Board's action as 1Dproper, arguing among other t.h1ngs
that the interpretation was :in 1'801;a rule and as such was a DU1l1ty siDee it bad not been sub-
llitted to the JEDbersh1p tor approval. Each group f'1led a petition with the COJIIIl1ssion

&2/ one ot the first such matters to come betore the ea-1sa1on concer.oed the application. ot
J. A. Sisto It Co. for an order approving or directing admission at the 1'1rJIl to Jll8lllbership
:in the HASD. The appl1cat:1Oll .... denied. See J. A. Sisto It Co., 7 S.E.C. 647, ll92 (1940)
and secur1.ties Exchange Act Release No. J6:L4, HOriliiIb8i'2, 1941:

Y Securities Exchange Jet Release Ho. 3322.
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irequestiDg a public hearing on the matter. A hearing was held before the ee-dssion on JUDe13,
'1944. Permission to file briefs was granted and tbereatter the CClllllission took the matter under
:ccms1deration. 'EI

Tbe SberIIIan Gleason aDd COIIP8DlCue.

Two d1ac1pl1M17 actions by the Association against a JII8IIIber have come before the COIIIIIission
'for review on application or the member (in addition to a case pend1Dg at the close of the fiscal
,,ear). Both cases concern the same member and. were joined tor the purpose of bearing and dis-
position. The tirst ot these complaintis alleged that Sherman Gleason and C~ of Boston,
)(assachusetts, bad failed to maintain required books and records, had :lmproperly c0!llll1ng1edcus-
tomers' securities aDd bad charged customers unfair prices. The second was based on the f1rlll's
,refusal to suP,Pl.7:information an its busiDess practices in reapoD&Seto a quest1onnah"e circulated
by the District Business Conduct COIIIIII1ttee.

In the first case, the District Business Conduct C<IDIIl1tteetOlmd violations or the RW.es of
Fair Practice and 1JIIposedthe peDa1ty ot severe censure aDd t1DB ot 1250. In the IIeCODd case,
the COJIIII1tteefound a violation and expelled the finl traa Mllberab1p. Gl.eason sought revi81r of
,both these cases before the NASDlsBoard ot Governors. b Board __ ~~reviewed each
l0&8e, found v1olatloD8 cd at£1rJaed the penalties. Gleason tha pet1t1oDeCl the CCIIIIII1ss1onfor
rev:lB1r. The Coan1uian a!n.r-d the penalty ot severe censure and .t:lne or 1250 1mposed in the
first action but cancelled the penalty of expulaion :1JDpoaedin tb8 HCoDd. iEj

The IpsI casea.
At the eDd ot the fiscal year, the so-called IpsI easel was betore the CClIIIII1.asionfor deter-

,mnation. on October 8, 1941, the COJD1sslon announced that it lIIDuld call up for review, on
its own motion, six representatiTe cases or disciplinary actions by the NASD against some
seventy members. W 'these act10D8 iDvolved !indings by vari0118 d1str1ct business cqnduct cc»-
Jllittees and the Board of Governors actiDg 88 an appellate bocJ1" that the members had violated h1gh
standards of COIIIID81'C1al honor and just and equitable pr1Dciples of 1;rade in transactions in the
First Kortgage Bonda ot the Public Serrlce CCIIIp8D;yof Indiana dur1Dg an original d:1Btribution
or 138,000,000 of such securities in a public otfering made December 7, 1939. The decisions
rested on a.!1ndiDg that the failure ot a memberto observe a contract volunt;~ entered into
tor the purpose of maintaiD1.Dga UDitorm offering price during the course of a d1str1bution was
a violation of Section 1of Article III ot the Rules of Fair Practice which requires observance
of h1gh of COJIIIISrCial honor and just am equitable princ1ples ot trade.

The Department of Justice was admitted as a party in interest over objection by the As8OC~
atlon, its interest in the case ariBiDg out of the po8sibility of violations of the Sherman Act..

Extended hearings in the atter were held after which the CClIIIIII18sionheard oral ~nt.
The decision was peDdiDgat the close of the !iscal ,ear.

Em'ORCElIENT OF SECTIOllO (b)

UDder section 10 of the securities Exchange Act. it is un1aIrtul for a:q person to employ,
in connection with the purchasa or sale of any security, JIIBn1.pl1lativeor deceptive device
in contravention of the CCDIi8sion's rules and regulations. In lIay 1942, the COIIIIIi8sion
adopted Rule X-108-5, general.ly prohibiting the employmentof manipulatiTe and deceptive
devices by any person in the purchase or sale ot securities.

']}j On Noveaber 25, 1944, the CClIIIIIIissiond1.eadssed the petitioD8, holdiDg that the llASD's
8DDOUDC8IlI8nts... re e1JIIply policies and not rules, and that the COIIIIiss1.oncould not
prohibit or them on their merits. apart .tram iDdiT1dual cases wherein such
policies ... re given spec1.t1c application. securit18s Exchange Act Relsase No. 3623.

\'E/ securities Exchange Act Release Ho. 3550.

W 8ecur1ties Exchange Act Release Ho. 3035.
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From t:1meto t:1mes:lDce the adoption of that rule, the CClIIIII1asionhas detected in8tances
in which persons other than brokers and dealers have resorted to .fraud in the purchase of se-
curities .tran others. By virtue of Rule X-lO.B-5,such persons were guilty of violating the
securities Exchange Act. The leading case 80 far reported in detail in a Commissionreport,
1.8 -The Purchase and Retirement of WardLaFrance Truck Corporation stock." 73/

In that case, two officers whowere in control of WardLaFrance entered into negotiations
with another corporation with a view to selling their interest and merging WardLaFrance with
the purchasing corporation. The two officers, a£t~ it appeared probable that the deal would
be cOnBWllllated,and well aware of the figures at which it probably would be made, authorised a
broker to buy the ward LaFrance shares in the over-the-counter markBt for WardLaFrance' 8
account. Shares were obtained £rom the company'8 stockholders at prices ranging £rom approxi-
mately .3 to t6 a share. Noneof the stockholders who soJ.d their shares was advised that Ward
LaFrance was the ultimate buyer. Nor were they told of the negotiations to sell the controlling
shares at approx:iJllately$45 a share, or of the proposal to liquidate WardLaFrance at a figure
which lfOUldgive shareholders $25 a share on liquidation. AlBowithheld from them 1I'8S the fact
that the company's earnings had improved since the last pnbJ 1sbed statement from $2.75 to
$15.75 a share.

There 1I'8S a clear necessity for the issuer and those in control to make timely and
adequate disclosure of these facts. The Commissionstated that the purchase of securities
under such circumstances unaccompaniedby appropriate disclosure constituted a violation of
Rule X-lOB-S.

Whenthe C~sion brought these facts to the attention of the parties involved, arrange-
ments were madeto pq the stockholders who had sold their shares the difference between
$35.98 per share and the price they had received in selling their shares. Such payments
amounted to approximately $165,000.

While this is the only case aris1.ng under Rule X-lOB-5 in which the CommissiQnhas issued
a public release, others have occurred and the number of alleged violations is increasing.
llthough the Commissiontook no action in several such cases when rescission 1I'8S extended
shareholders by the violators of the rule, the need for more drastic action to prevent viola-
tiOns of this type is becoming i.ncreas1Dgly apparent.

W 5ecUr1t1es Exchange Act Bale... No. 3445, June 12, ~9-"
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PART III
THE ADMINISTRATION 0' THE PUBLIC UTILITY BOLDING COMPANY ACT 0' 1935

The Public utility Holding CompanyAct of 1935 dea1B with holding caupanies having subsid1.-
aries which are electric utility companies or 'Which are engaged in the retai.1 distribution of
natural or manufactured gas. The Act was passed for the express purpose of eliminating certain
evils and abuses 'Which the CODgl'esshad fOUDdto exist in connection with the activities of such
companies, and was intended for the protection of both investors and consumers. It provides for
the registration of holding cCGpaDies (Section 5); supervision of security transactions of hold-
ing canpanies aDd their subs1diaries (Sections 6 and 7); supervision at acquisitions of securi-
ties and utility assets by' holding canpanies and their subsidiaries (Sections 9 and 10); the
supervision of papent of d1.'V1dends, solicitatioo of praxie&, 1ntereeDpaD;y loans aDd other intra-
SYstem transactions (Section 12); the supervision of service, sales, and. contruction contracts
(Section 13)j and the supervision of acconnting practices (Section 15). The key provisions of
the Act, however, are contained in Section 11, 1Ibich requires the limitation of holding caopany
systems to an integrated system or systems and related. other businesses and the corporate
81mpl1f'1cation and equitable d1.stribution of voting paller of companies in holding caupany systems.

NECESSITY FOR FEDERAL REGULATION OF INTERSTATE HOLDING COl!PANY SYSTEJ05

The Act was passed by Congress a1'ter a thorough study of electric and gas utility and hold-
ing ccmpanies conducted by the Federal Trade Commission fran 1928 to 1934 pursuant to Senate
Resolution 83, 70th Congress, 1st Session. The resulting 101 volUJDesof reports made to the
United States Senate have been characterized as nthe most thorough investigation of an American
1Ddustry that has ever appeared.-!I The House CCllllIittee on Interstate and Foreign CClIIIIIIBl"Ce,
pursuant to H. Re2t. 59, 72d CoDgress, 1st Sess. and H. J. Res. 572, 72d Cong., 2d Sess., also
caoducted an extensive study of the practices of holding caupaDy' systems. This study, conducted
by Walter W. Splalm, consists of six volumes aDd was submitted to Congress shortly before passage
of the Holding CClIIIpanyAct.

A brief description of the excessive concentration of control of the utility industry which
led to many of the evils aga:1Dst which the Act is directed and the need for financial rehabi.li-
tation of maI\V' of the public utility holding ccmpau;ysystems is given in the fo110111ngsections.

Concentration of Control of the Electric and Gas utilities

The electric utility :industry, unlike many other major industries, is essentially local in
its operations and markets. By e:xisting means, power can be transmitted economically for only
limited distances. In the manufactured gas industry ectmalic transmission is mach more limited.
Consequently, there are no operating economies in the organization of these industries on a
national scale. Regional groupings on an integrated basis correspond to the ecancmic
needs o':f such public uti11.tiee and appear to be the appropriate OImerShip pattern in the pres-
ent state of the arts. These are the find1ngs o£ Congress in Sections 1, 10 (e), and 11 (b) of
the Holding CcupaD7Act.

To the extent that canceutration of control in the pabl:ic utllity industry reflected the
merger or competing plauts serving the same areas, the absarpticm of small plants in 01II;~
toIms, and the coord1nation of 1J1"ban and rural plants into intercannected regional systems, the
public interest appears to have been definite~ served. During the period 1920-1930, hc.ever,
holding cCllllp8llies, irreapective of econCDic or f'oDcticmal. rel..ation to other properties in
the system, acquired utility properties all over the country' in order to bni.ld extensive utility
empires. These empires grew enormoas~ in the speculative period preceding 1930. For example,
the consolidated assets of the Associated Gas and Electric system, now in bankruptcy, grew frclIIl
apprarlmately 86,000,000 in 1923 to 11,000,000,000 in 1929.

!IBarnes, The EconClll1.caof Public utility Regu1ati.ClIl (1942), p. 71.
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The realization" by banking" engineering and promotional interests of the variety and
magnitude of the ..available gains and emolumentsof contro~ led to a race for the acquisition of
utility properties, in the course of which prices were driven up to fantastic leve~. 2/ Hold-
ing cClllpanyexpansion was stimulated in maJ:V instances" on the cme:hand by investment bankers
whowere eager for ccmnissions and profi-ts in the sal.e of securities" and on the other by hold-
ing cClllpanypromoters whodesired to increase the sources fram which they collected fees for
managementand engineering serrlces. It has been estimated that, from 1924-1930"utility hold-
ing companiesnoated some$5 billions of securities" the great bulk of which went not to build
or 1mproveutility properties" but to purchase aJ.ready outstanding voting securities of operat-
ing utility caupanies. 'J/ Part of the to~ represented the securities issued by super holding
cOllIpanies"such as the United Corporation" which was organized in 1929 by J. P. Morgan& Co.,
Drexel & Co." and Bonbright &: Canpany"Incorporated.

By 1932, according to the data presented by the Federal Trade Commission"the holding com-
panies had obtained control of the great bulk of the electric and gas utili ties of the country.
Of the electric power produced (privately owned plants) in the United states in 1932, the
operating companies controlled by the eight largest utility holding companysystems generated
72.7%. Of the national production of manufactured and natural gas, the holding companysystems
accounted for 66.4%and 25.3%" respectively. Of the trunk line mileage ot natural gas pipe line,
four bolding companies controlled 56.3%and 15 holding companies controlled 80.3%. !tI

Among the subsidiaries in the holding companysystems were .companies engaged in one or more
of a variety of enterprises--coal mining" production, refining, and transportation of 011; wood,
coal and oU retailing; foundries; textilis; farming" irrigation" orchards; taxicabs; ice and
cold storage; tOIling and lighterage; real. estate, finance and credit" water, street rail.ways"
railroads" bus transportation" and te~ephone canpanies. Obviously the reasons for p~ing such
heterogeneous collections of enterprises under a camnoncontro~ did not have to do with func-
tional interdependence or witb operatiilg economies.

The scramble of rival. bolding companysystems to acquire loc~ operating utilities also
impededthe deve~opmentof integrated systems. In this connection" the Nation~ PowerPolicy
Camoittee found:

"The grOlfth of the bolding cCllllp8Uysystems has frequently been primarily dictated by
promoters I dreams of far-nung power and bankersl schemes for security profits" and has
often been attained with the great waste and disragard of public benefit which might be.
a:pected from such motives. Wholestrings of companies with no partic~ reation to"
aDd often esBeilti~ unconnected.nth, units in an exiSting system have been absorbed
frail t1me to time. The prices pa:id for additional units not only have been based upon in-
flated values but £requentlJ" have been run up out of reason by the rivalry of contending
systems. Because this growth has been actuated primarily by a desire for size and the
ponr inherent in sue" the controll.ing groups have in many instances done no more than
pq lip service to the principle of b1J11d1ngup a system as an integrated and econom1c
whole" lIhich might bring actuaJ. benefits to i-ts canpcmentparts from reated operations
aDd unified management. InsUwl" they have too tZ9quently given us massive" over-
capitalized organizations of eur-increasing complexity and Bte~ d1m1nisbing coordina.-
tion and efficiency. II

These huge :systems prond -bey'ond the POll81"of any single state to regulate. As the
President said in b18 message to Congress of :March 12" ~935 (quoted in S. Report 10. 621" 74th
Cong." 1st Seas. at p. 2):

y .Ftmdarnent~, the holding compan;yproblem bas been, and still is" as mucha problem
of regalating investment bankers as a problem of regulating the power industry. If Report of
the National PowerPol1cT <:Cllllllitteeto the House of Representatives, 74th Congress, 1st Sess:
(~935)" H. Doc. 337, p. 56.

'}/ Senate Report No. 62~" 74th Congress, 1st Sess. (~935)" p- ~5.

!!I SUIIIIII8ryReport of Federal Trade COIIlIIIissionto the Senate, No. 72-A" pp. 38-9" 47. Figures
adjuSted to include. the electric output produced by Pacific Ge8 & Electric Co.,' Detroit
Edison Co." and Central Hudson ClBs & Electric Co., being companies then controlled by the
large systems through OIn181'Shipof ~7.9'1."35.8%" and 29.7%, ~tively" of their voting stock.
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"Regulation has BJDall chance ot ultiJiate success against the kind of concentrated
weal:th and econOJll1.cpower which holding cClllpameshave shownthe ability to acqlire
in the utility field. No Governmenteffort can be expected to carry out etfective,
contimlous, and intricate regulation ot the kind of Private empires 1I1.thin the Nation
which 'the holding caupany device has proved capabl.e creating."

'!'he Need tar Financial Rehabilitation of Hol.dingCcmpanySystems

The vast concentration of control of the public utility industry was accClllplished by'methods
which led to the creation ot unsound and top-heavy financial structures, many of which coold not
weather slight declines in earnings. The pyramided capital and corparate structures and the
arbitrary "write-up" 0.1" the assets of' operating and holding ccmpanies were two devices which en-
abl~d the promoters and bankers to acquire utility properties all over the country with a
miniJIDDDof investment and these devices are 1:1kerlse reponsible for many of the present .finan-
cial di.f.ficulties of holding ccmpanysystems. These cClllplexovercapitalized structures resulted
in huge losses to American investors and the bankruptcy of many holding companySYstems.

Write-ups were sometimes based on appraisals made by' closely at.filiated interests, fre-
quently on sketchy evidence. Very few of them were subject to any check by' governmental
8l1thority. They were usually based on an est:imate of what it would cost to reproduce the pr0p-
erty. That application of the doctrine Of~ v. .Ameshas cost American investors many
mUlions 0.1" dollars. In the first place, v .Ameswas not authority tor the consideration
of reproduction cost in anything except ra: e cases, and in the second place, even in a rate
case, it was but one of several elements to be weighed. Write-ups alone, or excessively
pyramided structures al.CQ8, were highly dangerous .financial practices, but their canbination
could have no other eftect thaD catutrophe.

The -t,pic&l holding c<llllp8Di1.~ consists of pyramids ot cClllpani.es,as well as of wram1d8
of.. aecur1.ties within a cClllpaDy, all X'eBting chiefly on the CCllllllOD stocks ot operating COlD-
panies. The pyramids are held together by'the stock of the top holding c~. '!be debt secu-
rities and preferred stock of the systems are held by' 'the public. This technique aftorded a
JII8X1mn1D area of economic control. with a minimum of investment. Y

The pyramiding device resulted in the highly 8P8Culative quality attached to the holding
caupany securities through "leverage" known as "trading on the equity" or lithe lilting power of
other people' s money'I. ABa result ot leverage small changes in the earnings of the underlying
cc.paniea beccae Jlago1tied into large changes in the earnings applicabl.e to holding cCllllpaDiY
securities} during the 1929 bocm, the profits thu8 appeared to be huge but 'Whenthe bocm co1-
lapeed, leverage worked in reverse and III8IJY holding cCIIlpaniesand their subsidiaries were forced
to detault on their obligations and to cease dividend payments to stockholders. The cClllplex
capital structure al.so aftorded many opportunities for the manipulation o£ accounts and finances,
and tor diversion of pro.fits or l.osses through iDtercClllp8D;Ychannels, to the detriJDent ot in-
veetora and or the public. The corporate pyramids had the turther etfect of enabling holding
cClllpaniesto defeat ar obstruct local regulation ot operating cClllpanies.

Y An extreM example is afforded by the capitalization of Associated GBB&: Electric Ccmpazr;y
1Ib1.ch i.sBued 3 classes of CClllllOl1 stock. l> classes of preferred stock, 4 classes of preference
stock} a1Bo 24 claases or debentures (8C1118of cmmtrtible at the optian of the c~
into equity securities), 7 issues of secured DOtes, 4 issues of investment certificates, as
well as Tar10as warrants and rights. These securities rest on securities or under~ COlD-
pamea.

Y For exawp1e. the ~sion recent~ toaDd two sub-hoJ.d1.DgcCIIIp8DieB, American Ponr am
Light C~ aDd Electric Panr aDd Ii1gbt Corporation. with CODSOlldatedassets of about
1851,000,000 and $'750,000,000, respect1~, nre controlled by Electric Band and ShC'8 c~
p8Dy, lIhase interest represented only 3.42% and 8.72% of the total capitalization of the
sidiaries of the sub-hol.d1n~ cClllp8ld.es.betore adjustment tar write-upIJ (Holding CCIDp8D.YAct
Release Ro. 3750, pp. 65-66J. The FecI8r&LTrade CClDI1ssionreported othsr striking instances,
e.g., the St8Ddard GBBand Electric Cc.pau;f had pyramided ccmtro1.lmtil. an investment of less
than $1.,000,000 exercised dami.n1.on aver a 8J8ta with a repnted.1IlvestDmt of 13?O,000~ooo.
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'!'be wr1.te-up permitted holding CC8p8Dies to acquire valuable properties on a -shoestr1.ngl'

1.I1ve8t.nt by infiating the value or the assets acquired, selling sufficient senior securities
't. the public to recoup the cash OlItl.q, and retaining the controlling COlllDOn stock for itseU
at little or no cost. As long as the pabl.1c would buT the securities, there was every iDcent1ve
to sapl.or the scheme to acquire arJT propertoy no matter where located and irrespective of the
clear advantages of the propertyls integration with adjacent properties. 11

'!'be fa.:ir-weather capital. structure8 of the systems were ill-adapted to withstand t1D3 sudden
decl1De in earnings. The data onbankruptcies and defaults indicate in part the scope aDd
character or the task of recanstroctiem facing the Ccmmd.ssian. FrOlll September 1, 1929 to April
15, 1936~ 53 utility holding canpame8~ nth aboat t1.7 billions of securities outstanding, 1IIDlt
into receivership or bankruptcy. Sale of these were liquidated and present no further problem;
others, reorganized in ba.nkruptcy proceedings, subsequentq began to default on their preferred
stocks. An additional 23 holding c<BpaD1es,with shoot $535 millions of outstanding securities,
def"aul.ted on interest and o!!ered read.just.-nt plans. The corporate 1nc0lll8 of maw of the hold-
ing ccwpan1eswas insufficient to serrice both their debt securities and preferred stock, and
arrearages on the latter were mounting. As of December 31, 19M>,the registered holding Call-
panies had aboat $2~501/723~OOOof preferred stock outstanding of which $1,442~1B8,OOO was in
def"aul.t, the total. arrearages as of that date being appraximateq $476,OOO~OOO.

!be f1DaDcial practices of the bo1Mng cOIIIp8nieshad also resulted in serious injury'to
JI8D,Y of 1;he1r operating subsid1.arie8. Frca September 1, 1929 te April 15, 1936, 36 utility
s1d1ar1es, 1d.th oatstanding securities or $44s JIIil.lions, went into bankruptcy or receivership.
An addit1Cl11&1. 16 cCllp8D1es,with $l52 .ul1ans of securities outstanding, offered readjustment
or exteqs1em p1aDs after defau1t;ing emiJIterest. Mau,y other operating companies escaped bank-
ruptcy or receivership by deferr1ng D88ded replacements, stinting on maintenance, and by stop-
plDgdiv1de:Dds em the publiclT held preferred 88 11811as the control stocks. or preferred stock
or operatiDg subsidi aries aggregating about; $1..6 billion at December31, 1940, same $453 millions
1I8l"8 in detau1't, such acCUDllllatedarrearagea then amounting to about $l65 millions.

1'be .tacts and financial. data paiDted oat above indicate that the nation's vital. interest
in Us electric and gas public ut1l1V clWl,P8D188 had been ser10usq jeopardized by fj nanc1 al
practices coaducted in the interest or a small group of pr(llloters and bankers, that Public in-
wstora and ccmsumersof such i.Ddustr1es had sntfered heavily as a result of such practices.,
and that a caostructive program of rebaM11tating and simplif'ying the corporate struc'tures or
bolding cCIIIp8D;fsystems 1I8S h1gbJ.Tdes1rabl.e in the national. interest. Such a program was pro-
v1ded by CoDgress in the corporate aiwplif1caticm -.aDd integration provisions of Section 11 of
the Hol.d:fng CcIIpD;y Act.

nm:(JU1'I(JI AID SDI'LD'IC.l'f.IOJI QlP HOImlfG COIIPAliY SISt'.8E

1'he prorls1cos or Secticm 11 or tile Bold1ng CompaD;y Act are care!ul.1OY'designed to strengthen
the capital. structures of utilit}" 8OY8"- aud to return cCllDtrolover the nation IS utilities 1;0
l.ocal. Jl8Dage-nt and state aDd l.acal regulation. SectiCllD11 (b) (1) or the Act requires the
liIdtat1em or each holding c<:IIIp8IV's,ystea 1;0 a single integrated public utility system with pro-
UdaD8 ~or the retention of additiClDa1utilitT systems and r-elated incidental. bu81nesses UDder
certain designated circumstances. It is, in effect, a speciaJ.1zed anti-trust act desigoed to
E8t the problea or the s~0Q8 aDd 1ID8CCDDII1c cClIDCentratianof ccmtrol of public utilitT
cO'PIl'es. Sectiem 11 (b) (2)- provides ~or the siIIIp11.f1cation or the structures of holding CCB-
pau;y qstems~ 1nclud1ng the eJ1wfnat!em or UDD8C8SSar,y aDd agrea't-gr-8Dd!athera holding cCllp8D1es
aDd the reorgaDisation of holding cCWlp8D:1es1dd.ch an mda.q cc.pl1cated and O'f'8l'-C&jd.tel1Md.
aad the red1str1bution or voting pOIIel" a.mg security l;lolders of holding and operat~ c<Bp8ID.es.
i'he ba8:1c prorlaions for can-ying oat Sectiem 11 (b) are to be fOUDdin Section 11 (d), which
peralta recourse 1;0 the courts by the ee-18sion, it DeCe8Sar,y, to enforce the CClIIIIlI1ssiemls

71 i'he -....,~. took place at the level. or the operating, 811b-holding, and tap or apex
cc.pan:1es. In an examination or 'the capital. 88Sets of 18 s;ptem8, the Federal. Trade CCB-
ld.88iem ascertained write-ups or near~ 11.5 b1ll1aas, or which about 1854 m1ll1cms 1181'8
.t00lld in the operating subsidiaries. !be capital 88sets of the operating subhold1ng and
bo1d1ng cc.paD1es contained write-ups, emthe aTerage, of 22.1%, 16.5% and 9.6%, respectiveq.
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orders, and in Section II (e), which permits the filing of voluntary p'Lana for compliancewith
the standards of Section II (b). To a large extent, Section ll'results in the Holding Com-
P8D1'Act being self-liquidating, for, as utility companiesare freed from holding companycan-
trol, the Commissiongenerallly loses jurisdiction over them under this Act.

The problem of conformingthe electric and gas utility holding companiesto the requirements
of Section II (b) is a task of great magnitude. Progress under Section II was slow in getting
underway. Althoughthe statute was enacted by Congt"essin August1935, the Cormnissionwas
directed to enforce the integt"ation and simplification provisions only ". • • as soon as prac-
ticable after January I, 1938." In the intervening period holding companieswere given an oppor-
tunity to take voluntary steps to complywith Section ll. However,the companiesdid not avail
themselves of that opportunity but chose instead to test the constitutionality of the Act. After
the decision of the SupremeCourt in Ilarch 1938upholding the constitutionality of the registrar-
tion provisions, the COIIIIIliss.1ongave all holding companiesa further opportunity to ~t to
the COIIlIII:issiontheir plans for voluntary compliance. Theyresponded to the Commissi-on'sinvitar-
tion by submitting tentative plans which on examination were clearly impractical and not in
conformity with the statute. In general their plans amountedto little moret..hanattempts to
justify the retention of existing scattered holdings.

It thus becameclear to the Commissionthat compliancewith the Act could be achieved only
by the institution of affirmative proceedings, pursuant to the statutory direction in Section
II (b). Accordingly in the spring of 1940, the Canmissioninstituted integt"ation proceedings
with respect to nine major utility helding companysystems and corporate simplification pro-
ceedings nth respect to three major systems. The two classefl of proceedings are interrelated,
since action taken to cauply nth the geogt"aphicalstandards mayalso .facilitate corporate
simplification, and steps taken in the direction of corporate simplification may serve to
eliminate substantial problems which would otherwise require determination in proceedings under
Section II (b) (i),

Onceproceedings under Section II are instituted by the COIIIIIlission(or are initiated by the
filing of a volUD'haryplan), full hearings are held in which all interested parties are given
the opportunity to present evidence and voice their views be.fore the COIIIIlission.On the basis
of the record before it and the contentions madeas to the applicability of the la1r to the facts,
the Comission issues its findings and opinion and order. All such orders are subject to .f'ul1
judicial review in the federal courts.

The CCllllllission's decisions to date under Section II (b) have clarified most of the im-
portant interpretative problemswhich arose under that section. In the ColumbiaGas & Electric
Corporation 87 and TheUnited Gas Improvement 21 cases, the cc:mnissionheld that gas and
electric ut1t1ty cOlllpaniescannot be considered8S0gether constituting a -single integrated
public-utility system" nthin the meaningof the Act. Thus a holding companymust satisfy the
requirements prescribed by Congress for the retentian o.f additional systems it it desires to
retain both an electric and gas utility system.

In a subsequent case, En~S Public Service Companyand its Subsidiarz Companies,10/
the Ccmnission's opinion settle<1e most important interpretative issue arising UDderSectron
II (b) (1). The caDp8D1'had contended that it was not precluded UDderclause (b) of Section
II (b) (I) .fromhaving one integt"ated system in Virginia and states adjoining Virginia, and
another in Texas and states adJoining Texas. Intel'l>reting clause (B) in the light of its
legislative histar;y, and in the light of other provisions of the statute, the CClIIIIIIissioncon-
cluded that additional systems are retainable under clause (B) only it they are located in the
state or states in which the principal system operatea or in states adjoining thereto. The

Y Holding CaIIpany' Act Release 50. 2477.

21 Holding CcDpany' Act Release Ho. 2692.

-gy Holding CClIIIp8D1'Act Release No. 2J397.
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-cc.m.ss1on's dec1a1011 in this respect was upheld b7 the Court ot Appeals for the District of
Columb1.a. W DdJJ case is DOW pending before the United States Supreme coart. BI

1'he appl.1.ca'Uon of the st8Dd8rds of Sect:lon 1.1 (b) (1) to the retentiCll by' holding compan-
1ea of JUlIlo-llt.1llty buB1J1888es~bas led to such canc1us1.ons as that coal mines which do not
eappJ:.r the ut1.1:1't7mar DDt be retained, nor mq traD8partation systems unrelated to the opera.-
Ucms of the utllity system; whereas coal m1.ne8 the output of which is consumed by' the ut:ll1ty
and even railroads U88d to carry such coal. to the ut:ll1't7 may be retained. Whenever the problem
of retention of gas and electric appl1aDce businesses has been presented to the CaJIII1.ssion, the
CCID1.ssiOl1has permitted retention. In JII8DlY 1nstances~ the CaJIII1.ssionhas been unable to find

ice aDd water businesses have been &hOlm to be reaaoaab~ incidental or econOlJlica1J¥neces-
sary or appropriate to ut1l1ty operatians. In several cases~ the Coami.ssion has permitted the
retention of :lee and 1I'8ter businesses where statutory requirements were satisfied. Each situa-
tiCIDhas to be CQDS1dered on-its awn merits and in the light of all the relevant evidence.

In the entorcement of Section 11 (b) (2), the CCDIIi.ss:i.onorders have required numerous
holding cClllq)"'desto d1S801ve~ III8DiY others to recapitalize so as to achieve a simple structure,
and certa1.n operating companies where controlllaB exerc:i.sed by a class of Btock which had an
1D8utfic1ent 1JrIestment in the cOJllP&D1"in relation to the investment of all the security holders
'to change the1r capital structures so as to achieve an equitable distribution of voting rights.

The orders issued by" the Cc:ad.8sion under section 11 have carefully guarded. against any
f'orced liquidations ar dumping of securities on the market. llthougb it is the COIIIIl1ss1on's
Usw that it has the to spec1ty l1118thods of compliance, its practice in most cases is to
issue a general order spec:i.tying the objective to be achieved, but without detailing the manner
in 1Ih1ch the c<llllp8qyshould c~. Th1Bis intended to encourage voluntary caapliance, assist
the comp81J7by" :JDHcating the goal to be reached, and gi.ve the oompanya reasonable opportunit7
to wark oat the specif'1c Ethods of cOllpl1ance. Recent~, the Circuit Court ot Appeals tar the
1'b1rd Circuit, in ~th and Southern Corp. v. S.E.C., W unanimously upheld this method
of entQl"C1DgSect:1CID

In the AppeDcUx to this report there is blc1uded a group of tables whieb indicate SCllll8 of
the progress that has been made in cazT11.ngout the objectives of Section 11 (b) of the Holding
COIIIp8D7Act. 'lbe iDtOl"llatiOl1 gi.ven in Parts 1# 2 aDd 3 of Table 17 relating to the electi"i-c,
gas mxl JlODo4lt1ll.V subs1d1ar1es wb1ch have been divested by" regi.stered holding companies freD
Dec.... r. 1935 to JuDe 30, 19'4 is au.ar1zed below:

W 138 PO. (24) 936.

W I'D the JIcIrI;h ..... cue, the C1rcu:lt Court of' Appeals for the Second C1rcu1t also upheld
the C"-'N1cm'8 interpretatiClD of' Cl8ase (B) or Sect:1ClD11 (b) (1) (133 F. (2d) 148). This
cue 18 pending before the UDited states Sup1"9llB Court but the CClllJp8D.7 requested and was
gNDted certdarari aa1¥ on the 18trae or CClD8t1tutiClD811't7.

W 134 F. (24) 747.
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SU1lMARY

ELECTRIC,GASANDNON-UTilITYPROPERTIESSOLDOROTHERWISEDIVESTED
BY REGISTERED PUBLIC UTILITY HOLDING COMPANIES

December 1, 1935 to June 30, 1944

Assets of CompaniesDivested
Numberof cN;ianies (000,000 anitted)

Elec- on- Elec- Non-
tric Gas Utility Total tric Q!! Utility

Divested by Exchan~ or Distribu-
tion of Securities a Security
Holders

No longer subject to Holct'.ngCom-
pany Act 8 6 1 15 $ 649 $43.0 .$ 2 $1,061

Still subject to Holding CaDpany
EIActy 5 5 1,285 0 1,285

Divested by Sale of Property or
Securities y

No longer subject to Holding Com-
pany Act 74 63 80 217 845 233 134 l,2l2

Still subject to Holding CaDpany
...!lEiAct 18 2 29 178 -l:! 20 209

TOTALDIVESTED 105 78 83 266 $2,957 $654 $156 $3,765

Partial Sales of Property Not Numberof Companies
! Included in above Totals J4a1d.ngSuch Sales Sale Price
\

Assets sold no longer subject to
the Act 42 6 19 67 73 4 12 89

Assets sold still subject to the
Act 8 2 1 II 1 1 1 3-

Totals 2Q 20 $ 74U $13 $ 92

!IBy reason of their relationship to other registered holding companies.

EI Northern Natural Gas Company,which was a subsidiary in three different companysystems and
itself a registered holding caDpanyhaving consolidated assets of $63,178,222, was not in-
cluded in the above SUIIIIlaI'Y'j Lone Star Gas Corporation distributed its commonstock i.mrest-
JDenttherein to its own stockholders and United Light and Power Companysold its holdings
for $10,533,612.

y Includes all cases where total divestment was effected by sales of entire property to one
or more than one buyer.

In the case of sales to more than one buyer, the companywas classifiea. in accordance 'With
the disposition of the majority of the assets sold.

It will be noted that 266 electric, gas and non-utility subsidiary companies with total
anets of approxilllately $3,765,000,000 have been divested in this period. This includes 105
electric utility cOJllpanieswith total assets of $2,957,000,009, 78 gas utility companies with
total assets ot $654,000,000, and 83 non-utility cc:.pan1es with total assets of $156,000,000.
)(ost of the electric utility cQlP8D1esand substantially all of the gas and non-utility
companies were divested for the purpose of, or with a view to, meeting the integration require-
II8J1ts ot Section ll.

Of the total mmber of these divested caBpan1e8, 232 companies, with total usets of
$2,273,000,000, are no longer subject to the HoldiDg CCIBpaDyAct and 34 coapanies, with tot.al
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asaet.s of $1,494,000,000, are still subject to the Act by reason of their relationship to other
registered holding companies.

In addition to the divestment o:r companies, as such, the tables shovrthat 78 other subsidi-
ary companies have sold parts of their electric, gas and non-utility properties for a total con-
sideration of $92,000,000. The greater part o:r these properties are no longer subject to the
Act.

Reference is made to Appendix Table 18 which lists the subsidiary utility and non-utility
companies~ the control o:r which must be divested by their respective parents under Section
11 (b) (1) orders outstanding as o:r June 30, 1944. By virtue of these orders, 17 holding can-
panies must divest themselves of their control over 196 subsidiary cCtllpanieshaving aggregate
total assets of $3,887,000,000.

In a number o:r holding companysystems, there are holding companies lIhich are merely
pyramiding devices and perform no useful function. Many o:r these have already been ordered
dissolved after appropriate Section 11 (b) (2) proceedings. Table 19 in the Appendix lists the
holding companies which havB been ordered to dissolve or liquidate under Section 11 (b) (2)
orders outstanding as of June 30, 1944. The tabulation includes 14 holding companies and shows
that 11 of these companies have 229 utility or non-utility subsidiaries with total assets of
approximately $3,946,000,000.

The Carrying Out of Section 11 Orders

Section 11 (c) provides that all orders o:r the Commissionunder Section 11 (b) should be
complied with lfithin one year except that an additional year maybe obtained upon a showing o:r
due diligence. If tJ1e companydoes not voluntarily complywith the order, the Commissionis
empoweredunder Section 11 (d) to seele the aid of a United States District Court to enforce the
order. Under Section 11 (d) the Court may take jurisdiction and possession of the companyand
its assets, may appoint a trustee, and mayenforce a plan to meet the Section 11 (b) order, 1!'
the plan has been approved by the Commission.

It was Congroesstintention, however, to encourage the various" holding companysystems to
complywith the Act voluntarily. For this reason Section 11 (e) provides that a companymay
:rile a voluntary plan with the Commission, that the Commissionshall approve the plan, after
a public hearing in which investors are encouraged to voice their views, i:r the plan is found
necessary to effectuate Section llr (b) and fair and equitable to the affected persons, and that
on the request of the compa!JYthe Commissionmay seek enforcement of the plan in the courts.
The courts are required to enforce section 11 (e) plans if they are found appropriate to effec-
tuate Section 11 (b). and fair SlIdequitable. Thus, security holders have the protection o:r
findings as to the fairness and equity of plans by both the COIIIIIIissionand a United States Dis-
trict Court.

llany plans for complete or partial compliance 1I1th Section 11 have already been approved
by the COII'IDdssionand have been or are being CODSUJIIIIated. Ya1:Jy JDQresystems have fUed plans
which are currently being considered by the C<DD1ssion,and a number of other holding companies
are discussing with the CCIIIII1ssion'sstaff drafts of plans which they have prepared. The fU-
ing, approval, and consummationof these plans represent major achievements in the financial
and operating reorganization of 'the American utility industry.

The Protection of the Rights of Security Holders in section 11 (e) Blans

Voluntary caopliance nth Section 11 (b) does not mean, as the alarm1.sts once contended,
dumpingor forced sales of securities on the markets. There has not been a single instance
of "dumping" of securities upon a market unable to pa;T a fair price for them in the entire
hiStory of enforcement of the Act. Indeed, in man;y instances the sales have resulted in sub-
stantial profits. In addition to sales, other method'sof campliance such as exchanges of unde~

portfolio securities far holding cCll1p8ZlJ'secur1ties, ar exchange o:r securities of a
8~ rearganized cCIIIIp8DYtar the old securitieS thereof, have been widely used by the hold-
ing caupanies.

Bxcbfl11ge plans have been succ888f'u.1.1yU88dby such ho1d1DgcClllp8D1esas The United Gas
Impro9'eIIIBnt CCIIIp8D,J',Standard Gas aDd Electric CoIIp&D;Y, National Power and Light Ca11p81J7aDd
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7he United Light and Power Camp8lli1.In all of these cases holding companypre£erred stockholders
or bondholders 1I91"e oftered under~ portfolio securities in discharge ot their claims. A
variant was employedby The North .AmericanCompany"which has distributed all ot its holdings of
The Detroit Edison Campan,ycommonstock and a large part of its holdings ot Washington Railway
and Electric C~ and Pac1tic Gas and Electric Company-"which it was not permitted to ret~
under Section 11 (b) (1)" by paying them out over a period of time as dividends to North
.American's stockholders. Similarly" Lone Star Gas Corporation distributed all of its holdings
in Northern Natural Gas Companyas a dividend to its stockholders. Cases where corporations
1I91"e reorganized and the new securities of the simpl1tied structure were (or are being) passed
out to the old stockholders and bondholders were Jacksonville Gas Compa.lliY"Puget SoundPower am
Light Compa.ny"Southern Colorado Power Company"International Utilities Corporation" and The
Laclede Gas Light Company. The arguments of the opponents ot the Act to the effect that Section
II could not; be enforced without the dumpingof securities on the markets in enormousquantities"
haTe not been borne out in practice.

Up to June 30" 1944" a total of 115 plans had been filed with the Commissionunder Section
11 (e). The CClJJllli.ssionapproved .4B of these plans" frequently after securing necessary modif'ica-
tions; 19 were withdrawn or dismissed" 3 were denied" and 45 were pending before the Commission
in various stages of completion. In addition a great number of steps have been taken to meet the
standards of Section II nthout the filing of Section 11 (e) plans. Thus" tor example" in cer-
tain cases there have been divestments by holding companies of underlying securities without
the filing of Section 11 (e) plans to effectuate the divestment.

In SC1118 cases where Section 11 (e) plans have been approved by the Commission, the compan-
ies are unable to carry them out without obtaining a court order. The Act permits the COIIIDission
at the request of the companies to go to court for the purpose of obtaining enforcement of such
plans. court orders have been entered enforcing Section 11 (e) plans tiled by COIIIIIUnityPower
and Light Caupan:;y,ColumbiaOil and Gasoline Corporation" Puget Sound POIIerand Light Company,
111elJJlited Light and Power Comp8lli1"United Gas Corporation" Southern Colorado Power Company"
Borth American Gas and Electric Company,Centr81 States Power and Light Corporation" North Con-
tinent Utilities Corporation, Consolidated Electric and Gas Company"Clarion River Power Company,
.AmericanGas and POlIerCompany,International Utilities Corporation" Great Lakes Utilities C.
paDy" and The Laclede Gas Light Company.W

As has been said, security holders are not required to accept Section 11 (e) plans unless
they are f'omxi fair and equitable by both the Oommissionand a United States District Court. In
determining whether plans -are fair and equitable the Commissionhas sought to entorce the intent
of Congress that Section 11 should not have the effect of destroying values for arry security
holder;, that it should not cause any portion of the legitimate investment interest of any secu-
rity holder to be given to another. Two principal types of cases in which this problem has been
before the Commissionare those involving the relative rights of preferred and caumon.stock-
holders and those involving bond or debenture holders whose securities are redeemable at the
option of the company.

In the first type of case" the COIImIiss1onhas held that where a cClllpanyis being reorganized
or liquidated under Section 11" fairness and equity require that the commonstock be permitted
to participate :in the reorganization where it has a legitimate investment interest in the holding
cOllllpaay,and but for the necessity of 1dnd1ng up the compan;yunder Section 11, it lrOU1d be in a
position to receive earnings in the future. If', therefore, on a dgoing concernd basis" the COlD-

JIIOD stock has an equity, the Commissionprotects this valuable right f~ and does not permit
the Section 11 order to have the effect of maturing the liquidation claims of the preferred
stock.

W For citations see Appendix Table 32" Part 2.
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A majority of the Camnission has consistentl¥ applied this principle.!2I Companieswhich
have been reorganized on this basis include Federal Water Service Corporation, Y:I Puget Sound
Power and Light Ca:opaz:Jy,!1/ and International Util1ti'es Corporation W In the Community"
Puget" and International cases the plans were also approved by United States District Courts
under Section II (e), while in the Federal case the companywas able to put the plan into effect
without court enforcement. The Caumission has also applied this principle to the reorganization
of Southern Colorado Power Company,an operating company"and to the winding up of The United
Light and Power, a holding compallY'.!2I In both cases the Commissionapplied to United States
District Courts for enforcement, and the District Courts affirmed this principle and ordered
that the plans be put into effect. In the United Light case an appeal was taken from the Dis-
trict Court's order to the Circtiit Court of AppealS, which upheld the Commission's decision"
and. the question is nOW'pending before the SupremeCourt. 21/ In the Southern Colorado case
an appeal from the District Court's order is pending in a m:rcuit court of Appeals. BJ

The principle that fair and equitable plans shOllld not cause any class of securities to
sacrifice valuable rights and conter a windfall on anOther class is also illustrated in the pre-
miumcases. In DWlYcases the carrying out of Section II requires the retirement of bonds and
debentures. For example" if a holding companyis ordered to wind up it obviously cannot continue
to have bonds outstanding, and the bonds must be paid to conform to the standards of Section II
(b). Similarl¥, if a companyhas to be reorganized on such a basis that there is a substantial
debt reduction or indeed the elimination of all of its indebtedness, the standards of Section
II (b) require retirement of the debt. In a number of cases where bonds or debentures were
being retired in the course of such plans to meet the standards of Section II (b) the Commission
has held that such retirements are not voluntary and that the bonds or debentures are not en-
titled to the call premiumspecified in the indenture as payable in the event of a voluntary
redemption. The COIIIIIIission's decisions in this respect have been enforced by United States
District Courts in a number of cases W and have been Upheld by two United States Circuit Court
of Appeals. W

W Camnissioner Healy" whi1e agreeing with the proposition that investment values should not
be sacrificed and that valuations should be made on a going concern basis, has dissented
from all these cases, claiming that the preferred stockholders were not receiving the
equitable equivalent of what they were surrendering and that their rights were not fu.l.lyrecognized.

Y:I Holding Compan;yAct Release No. 2635.

!1/ Holding Compan;yAct Release No. 4255.

'!!l/ Holding CompanyAct Rel.ease No. 4896.

121Holding Comp~ Act Release No. 4215. CammissionerHeaJ.¥ls dissenting v1aws are set forth
in detail in his dissenting opinion in this case and in his dissenting opinion in the
Federal Water Serv1.ceCCIIIIp8Diyoase.

Otis &: Co. T. ~." l.42 F. (2d) 4U.

?:'l:/ The SupremeCourt has rendered its decision in Otis &: Co. v. S.E.C. approving the Camnission's
hold:1ng (three justices dissenting), 65 S. ct. :;mj (1945). -

W On appeal the Tenth Circuit Court of Appeals upheld the CCllllllission's approval of the pJ.an.

W In the Jratter of Consolidated Electric and Gas C~ 55 F. Supp. 211 (n,c, Del., 1944).E the II8.U8r or NOrth cont1ii8iit utmt1es CorporanoD, 54 F. Supp. 527 (n,c, Del., 1944}i
the vatter Of The Laclede Gas Li~ CCIIIlP8I1Y.et at., F. Supp. (n,c, 110.,

1944); and Iii the Jratter of Centrattii8s1'W8r &: LightCO!poration, p~enforced without
opinion (n.c. 00., 1944>.

New York Trust Co. T. Securities aDd _~ CCIIIIII1ss1on,131 F. (2d) 274 (C.C.A. 2d, 19~),
cert. d8ii. j18 u. S. 786, retieaang d 9 u. S. '181; and City National Bank and Trust
~. T. Securities and Exchange CCIIIIII1ssion,134F. (2d) 65 (c.c.l. 7th, 1943).
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The "Deep Rock- Principle

In the -Deep Rock" case, W the SUPreJ!18Court held that under the circumstances there
present, a parent corporation could not participate on the same basis as the public security
holders in a reorganization of a subsidiary, and that the parent I s debt c1aims IIII18t be sub-
ordinated to the publicly-held preferred stock of the subsidiary. One of the principles
derived fram the decision is that this restriction or subordination appli.es where a parent is
guilty of mismanagementor unfair treatment of the subsidiary. As a principle of equity this
is simple of statement, but in practice it has been found that each case where the issue arises
presents a caoplicated set of facts requiring careful analysis. Since one of the cardinal. abuses
which led to the pasaage of the Holding CompanyAct was overreaching by holding companies in
their dealings nth their subsidiaries, the CClIIIIIIissiOllexamines every situation with care to
ensure that the public security holders 1dll be protected.

In man;y situations, plans filed by Cc:a:paD1esunder Section 11 have given recognition to this
principle. For example, Empire Gas and Foel CC8Jl8DYwhich was being recapitalized under the Act,
had outstanding a large amount of preferred stock in the hands of the pIlbllc. It was indebted to
its parent, Cities Service Company, in the SIBOmltof more than $100,000,000. Empire had been
incorporated by Cities in 1912 and had been cOIlt.inuously dCllinated and controlled by it. No
dividends bad been Paid on the preferred stock for more than ten years although interest had been
paid regularly on the debt OW'ed to the parent. The history of the intercorporate relationships
between Cities and Empire raised serious doubts as to the validty and proper rank of the huge
debt claim of Cities. After consultation with the C~ssion's staff, Cities agreed to a plan
whereby the pIlblic Preferred stockholders of Ellpire received new debentures of Empire in an
amount equal to the par value of the preferred stock plus accumulated unpaid dividends, and
Cities' $100,000,000 of intercompany debt c1abls against Empire were made junior to those new
debentures. 26/

It is noteworthy that although the market price or the preferred stock o.f Empire was $57.50
per share the day before the proceedings were CaDllletJCed, the preferred stockholder could have
sold the new debenture he received for $157.00 ilIIaediately after the plan was put into effect.

Elimination of Inequitable Distribution of Voting Ponr

An important effect of Section 11 (b) on operating companies is the requirement that neces-
sary steps shall be taken to ensure that the corporate structure of an operating companydoes
not involve an inequitable distribution of voting power amongits security holders. One of the
significant evils against which the Act was directed, was control over operating caopanies by
holding companies which had a disproportionately smal1 equity investment in the operating com-
pany. Frequently in holding companysystems an undue portion of the capital of the operating
utility caopanies was raised by selling bonds and preferred stock to the public and the holding
companypaid little or nothing for the COlllllOn stock which had voting control.

In considering what steps should be required to cure situations of that kind, and in passing
on voluntary plans designed to bring operating coapanies into conformity with Section 11 (b) (2),
the Commissionhas been faced with the problem whether the inequitable distribution of voting
power might not be cured simply by giving voting control to the preferred stockholders or bond-
holders of the operating companyand leaving the security structure otherwise untouched. After
careful consideration, the Commissiondetermined that half measures of that type would not solve
the problem, for such plans would not be feasible. Over-eapitalized operating caopanies which
are so top-heavy with senior securities that it is inequitable for the camnan stockholder to have
control, have structures which impede the raising of new capital, and obstruct regulation. Fur-
thermore, it is f1nanciall~ unsound to have a campanycontrolled by a senior security with a
limited dividend cla.:1Ja,for then the more jlmior securities would be pmrerless to protect them-
selves. The COIIIIII1.ssiondetermined that when an inequitable distribution of voting power is
attributable to an operating company's bad structun, to its excessive senior securities, the
proper remed1" ma.Y 'ftllbe to change the corporate structure and reduce the high a:mount senior
securities.

Taylor v. Standard Gas & Electric CC!III,PCIlJb306 U.5. 308.

Y:J Holding COUJP8DiYAct Release No. 3711.
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An example of the Commission's action in thi8 respect is found in the Jacksonville Gas

case~ Jack80nville Gas COIIIp8DY,an operating subsidiary of American Gaa and PowerCOIIlpaD1',
had and debentures outstanding in amounts great~ exceeding JacksOItV1lleGas' properties.
The maturity of the debt was nearing and the compaDy'filed a Section 11 (e) plan providing for
the iS8U8DCeof' new bonds in greatly reduced amounts, and commonstock; the bonds and stock
were to be distributed to the company's creditors in a fair proportion and the old stock which
was admit~ worthless was to be cancelled. There was no doubt on the facts that the deplor-
able corporate structure of Jacksonvill.e Gas Com,panycaused an inequitable distribution of vot-
ing power amongits security holders, for its creditors whohad the sole interest in the c~
pany, had no voice whatsoever in its management. It was equally clear that merely giving votes
to the bondholders aDd debenture holders would leave the companyas sick as it ever was, and
wou.l.dnot be a feasible solution of the companylsproblems. The Commissionaccordingly approved.
the plan and at the compaD¥'Srequest applied to a United states District Court for its ppproval
and enforcement of the plan. The District Court found the plan appropriate to effectuate Sec-
tion 11 (b), 8nd lair and equitable, and thus Jacksonville Gas Companywas soundly reorganized
in a mannerbeneficial to all of its security holders, and to cOIlSllDlersand the public at large.
Under the procedure available in Section U, the court order approving the plan was entered
within four and one-half' months from the time the Commissionmadeapplication to the court to
enforce the plan.

other companieswhich have filed recapitalization plans designed to cure an inequitable
distribution of voting power amongtheir security holders, are Southern ColO1'8doPowerCompaDy',
International Ut111ties Corporation, Virginia Public Service Company,P\iget SoundPower and
Li~t Compao;yand The Laclede Gas Li~t Canpany. All of' these companies except International
Ut111ties Corporation are operating companies. These plans as amended,were all approved by'
the C<mnissionbut the Virg1D1aPublic Service plan was not put into effect because the company'
inStead was mergedwith a nei~boring utility. In regard to the other plans, on application of
the COIIIId.ssion,appropriate orders were entered by' United States District Courts approving and
enforcing the plans. The SOl1thernCo1oradoplan, however, is nOlFon appeal in a circuit court
of appeals.

In reorganization cases which involve the issuance of equity voting securities to senior
security holders, the C~88ion has taken steps to ensure that the election machinery at the
initial election of d1reetors gives the security hoMers an effective opportunity to exercise
their newly acquired voting ri~ts. AJ.thoughthis machinery is still being improved, it
generaJ..lyprovides for two steps: F1r8t, nomination, and second, election. To facilitate
nCllllinationsaDd electtana the compq- is required to make ava.Uab~ lists of stockholders and
their addre8Be8 and aJJ. of the holders of the l18W voting stock are invited to naminate
caDdidates tor directorships, with a certain numberof votes necessary for each nominee. The
slate of candidates 18 twice as large as the board of directors rtll be, and consists of those
whoreceive the largest mDIIber of nom1natingvotes. Arter the close of nominations, an :im-
partial p~ is c1rcul.at:ed amongthe D8II'stockholders at the expense of the company,and those
receiving the largest number of TOtes (C1DIII1lativevoting being generally required) are elected
to the board. '!'he CClIIII1ssiczexurines all prfYXTsolicitatiOl1 material, both in the eelectiOl1
or ncwdneesand in the election of directors, to ensure full and fair disclosure.

Beneficial EUects of Seeticz II 1!POIl InveBtors and Consumers

The above diseustilCXlOl1tllnes ClID1y briefly the progress in enforcing' Section 11, the most
controversial. provisions of the Hold:lngCOIIIp8JQ'Act during the t1JDethe bill was being considered
by' Congress. The hist017 of the administration of Section 11 shan that the fears of certain
opponents of the legislation that there would be destruction of values and hardships to investors
if Section 111l8l'e adopted# were unfounded. The effect of Section II (b~ (2) on operating c~
pam.es has been to substitute sOllDd8tructures wbich fairly allot voting rights for top-heavy
structures where the sen10r security holders, whosupplied almost all the capital, were dis-
franchised. Section II (b) (1) has the effect of releasing operating companies£rca absentee
control and pena:l.tting the management of each operat1n~ unit to be truly responsive to the needs
of the cOlllllUD1tyit serves. The effect of Section 11 (b) on holding companieshas resulted in

cases in the distribution of UDder~g portfolio securities to the holding company

'!!/ Holding Cc:.p8D7Act Release Ho. 35'10.
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investors. Thus" their investors have acquired securities close to the "rails" instead of the
highly speculative holding companysecurities. In both holding companiesand operating compan-
ies" there are many instances where the effectuation of plans of corporate simplification to
complywith Section 11 (b) has permitted the now of dividends to investors whohave not re-
ceived any incomefor "!IaIlY years. In manyother cases holding companieshave retired their
senior securities by cash payments. Pursuant to the requirements of Section 11 (b) (1) many
holding companieshave been reducing the scope of thei.r operations" thus reducing a concentra-
tion of economicpowerwhich" as Congress found" had reached dangerous proportions.

In all of these situations investors have been fully protected. Thus, before Southern
ColoradoPowerCompaRY"an operating subsidiary of Standard Gas and Electric Company"filed its
recapitalization plan with the COlIUIlission"its preferred stock was selling at $32 per share;
after the Commissionapprovedthe plan the stock was selling at $60 per share and by the time
the District Court's order was entered also approving the plan and directing its enforcement"
the stock was selling at $70 a share. TheUnited Gas ImprovementCompany"a registered holding
company"divested itself of its holdings in Philadelphia Electric Companyand Public Service
Corporation of NewJersey (which companieshave combinedassets of $1,,200,,000,,000)by distribut-
ing these holdings plus cash to U.G.I.'s own preferred and commonstockholders. Just before the
plan was filed" the market price of U.G.I. commonstock was about $4 per share although as in
the case of most other holding companystocks the break-up value of the shares was substantial ly
greater than that amount. Since the plan proposed to eliminate a large portion of this discount
by transferring direct ownershipof certain of these investments of U.G.I.'s commonstock-
holders" the commonrose to $6 per share immediately after the plan was filed and just before
the distribution of the securities to stockholders the commonstock sold at $9-7/8 per share.
Jlanyinstances of similar benefit to investors as a result of the enforcement of Section 11 are
available in the COlIUIlission'sfiles.

Investment analysts such as Standard and Poor's have long pointed out that "there seems
little justification for any fear that holding companieswill be forced to dispose of properties
at inadequate prices or to take any action that would adversely affect true values." Standard
and Poor's" Moody'sStock Survey and Barron's frequently publish studies showingthat holding
companysecurities sell at substantial discounts on their liquidating values. In its publica-
tion "TheOutlook" for June 7" 1943"Standard and Poor's state:

"HoldingCompanystocks have bemf1ted from integration or liquidation plans filed
with the SECin recent months ••• Since utility holding companystocks normally sell
at a discount from their liquidating value (just as do investment trust equities) the
filing of liquidation plans has caused the price of securities involved to advance
sharply to approximately those values.

"This was the experience of the commonstocks of Federal Water and Gas"National
Power& Light" Niagara HudsonPowerand United Gas Improvement"all of which have lately
filed integration plans" as well as the preferred stocks of Standard GaB & Electric and
United Light & Power. Many of these issues morethan doubled in price with the announce-
ment that liquidation or integration of the holding companywas planned • •• Additional
utility halding companieswill probably file integration or liquidation plans" which
should prove beneficial generally to the market price of their securities."

Similar expressions concerning the beneficial effects of Section 11 have been madeby a number
of holding companymanagements.

Status of Each of the MajorHolding CompanySystemsUnderSection 11

Abrief sunmary of the status of each of the major holding companiesunder the more im-
portant aspects of Section 11 at the close of the past fiscal year is presented in t he Appendix
at the end ot this chapter.
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REGULATIONOFSECURITYI~

The control over security issues given to the CCllllllissionunder the Act in Sections 6 and
7 is an important part of the statutory aim to restore the utility industry to full financial
health. 28/ These sections are well designed for the achievementof these objectives. Section
7 prescribes qualitative standards in regard to proposed security issues and changes in priori-
ties, preferences, voting poweror other rigp.ts of outstanding securities. In brief, the
C<mDissionmaynot permit the issuance of a security if the terms and conditions thereof are
detrimental to the public interest or the interest of investors and consumers; if the proposed
financing is not necessary or appropriate to the efficient operation of, the applicant's busi-
ness; if the proposed security is not reasonably adapted to the earning poweror security
structure of the declarant; if the fees, commissions,etc. paid in connection with the issue
are not reasonable. The Comnissionmaynot permit changes in priorities, rights, etc. of
outstanding securities if it finds that such changes are detrimental to the public interest or
the interest of investors and consumers. Any order permitting a security issue maycontain
such terms and conditions as the Ccmmrissionfinds necessary to insure compliancewith the above
standards.

SUbject to the COIIIDI1ssion'spowersto impose "such terms and conditions as it deemsap-
propriate in the public interest or for the protection of investors and consumers"Section 6
(b) directs the Commissionto exempt from the requirements of Section 7 an issue and sale of
securities which has been expressly authorized by a state cammissionof the state in which the
issuer is both organized and doing business and where the securities are solely for the purpose
of financing the business of the issuer. Theseprovisions l1m1t the Commission'spowers over
security issues where a state cOJllDissionhas full authority over the subject matter andwhere
the other ccmditions for exemptj.onare met. In granting a Section 6 (b) exemption, however,
the Commissionis empowered to imposeterms and conditions appropriate in the public interest
even where state commis~onapproval has been secured. As discussed in a later section of .
this report, the Comm1ssionusually consults with state commissionswith regard to the imposi-
tion of terms and conditions in Section 6 (b) cases.

Thedetermination of whether a particular security issue meets the standards of the Act
demandsaccounting, engiheering, and legal skills, togethe1"with an expert lalowledgeof public
utility financing. While insisting at all times upon adherence to the standards of the Act,
the Commissiondoes not approach security issues with a rigid set of requirements applicable
to all situations. It considers one of its major functions to be that of helping companiesto
meet the requirements of the Act. For example,where the terms of a proposed security issue,
as initially filed with the Commission,fail to meet one or more of the statutory standards,
the Cammissiondoes not simply refuse to permit the declaration concerning the issue to become
effective, bu1; seeks to strengthen the terms of the issue to a point where investors and con-
sumersreceive the protection afforded by the safeguards of the Act. This work is done largely
around the conference table and in informal meetings with the company'sofficials and its
financial and legal advisers.

In a great numberof cases, conferences precede the formal filing of the issue with the
Commissionand here the companyand the Commissionwork out the t-erms of the issue to meet the
requirements of the Act. For example, adequate maintenance and depreciation charges, restric-
tions on dividends, effective voting rights for preferred stock in the event of default in
dividends, limitations on the future issuance of securities having a preference over the pro-
posed issue, e11m1nationof conflicts of interest of indenture trustees, correction of account-
ing practices, and similar matters, have been workedout informally, both before and after
f111ng. In many instaooes, it has been possible to promote the rehabilitation of a weak: com-
pany and to convert a speculative issue into a moreconservative one.

?:!y The Senate Cammitteeon Interstate Commerce,reviewing the proposed holding companylegis-
lation stated that the intent of Sections 6 (a) and 7 was " ••• to give the Commission
continuous supervision over the revampingof ho1din&-Companysystems to meet the require-
ments of Title I looking toward the establishment of financially sound and economically
integrated units and the avoidance of injury to investors and consumers." Sen. Rep. No.
621, 74th Cong., 1st Sess. on S. 2796~May l3~ 1935.
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Balanced Capital Structures

A. major objective of the Commission'sregulation of security issues has been to achieve a
balanced capital structure with a substantial amountof cammonstock equity. A balanced
capital structure provides a considerable measure of insurance against bankruptcy enables the
utility to raise newmoneymost economically, and avoids the possibility of deterioration in
service to consumersif there is a decline in earnings. Since, by and large, the utility in-
dustry has been characterized by an excessive Bm01Ultof debt and other senior securities, the
Commission'sregulatory efforts under Sections 6 (b) and 7 have been in considerable part de-
voted to reduction of these senior securities and the increase of the cammonstock equity.
In someinstances, conditions have been attached requiring that the interest savings fram re-
funding or a certain amountof net earnings be reserved to redeemoutstaniing debt. In other
instances, the Commissionhas required the inclusion of sinking fund provisions whereby the
issuer agrees to devote annually a stated amountto retirement of bonds or to property addi-
tions. In still other instances, the objective of debt reduction has been achieved by financ-
ing through the issuance of securities nth short-term serial maturities.

Equity F:l.naneing

As a corrective measure, the Commissioninsists that, wherever possible, more cammonstock
equity be built up to improve the capital structure of those companieswhich have a high ratio
of bonds to (a) "capitalization" and (b) net property, adjusted for write-ups. '?l!

Onemethodof increasing camnonstock equity has been to require the conversion of open
accounts, bonds, or preferred stock held by the parent c~~l into camnonstock of its sub-
sidiary. 'JPJ Whenthe Appalachian Electric PowerCompanylY .refinanced its bonds and preferred
stock, its parent, AmericanGas and Electric Company,madea $30,670,000 capital contribution
to its subsidiary. This was accomplishedby the surrender of an open-account advance and pre-
ferred stock with the provision that $22,500,000 of that amountbe placed in an appropriate
reserve to be available for possible adjustments to fixed capital accounts and depreciation re-
serve. The principles of the Deep Rock case W established by the SupremeCourt of the United
States have given considerable impetus to the conversion of senior security holdings into com-
monstock.

A numberof holding companieshave increased their equity investments in their subsidiaries
either by outright cash contributions or the purchase of additional commonstock. An additional
methodof increasing the cammonstock equity is illustrated in the 'i'{estPenn Powercase. }]/
That companyissued and sold commonstock to the public to finance needed property improvements
rather than increase the proportion of senior securities in its structure as it proposed to do
in its initial application to the Commission.

Elimination of Inflation in Property Accounts

In passing upon security issues the Commissionhas consistently required that the securi-
ties proposed to be issued be based upon actual sumsinvested in utility property and not
''watered'' assets. The Securities and ExchangeCommission,like the State Commissionsand the
Federal PowerCommission,has required the elimination of write-ups and other inflationary
i.tems from the plant accounts, either by direct write-offs or by an amortization program. In
this connection the operating utility subsidiaries of registered holding companieswrote-dOl'lI1

W See appendix, El Paso Electric Company,Holding CompanyAct Release No. 2535.

'J2J See Public Service Co. of Colorado, 5 S.E.C. 788, Gulf Public Service Compa.n:z;Holding Com-
pany Act Release No. 2253; East Tennessee Light & PowerCo., Holding CompanyAct Release
No. 2344. See also Georgia PowerCompany, Holdine CompanyAct Release No. 2586.

1Y Holding CompanyAct Release No. 2430.

BI Taylor v. Standard Gas and Electric Compq, 306 U.S. 30? (1939).

W 7 S.E.C. f:f) (1940).
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their property accounts by more than $500,000,000in the seven years ended December31, 1942.
Theprocess has continued since then at an accelerated rate as the companiesl original cost
studies have been completed. 'J!:/
Depreciation Accruals and Depreciation Reserves

Correct accounting for "depreciation" is especially important in public utility enter-
prises because of their relatively large investment in depreciable fixed property. The under-
statement or overstatement of depreciation distorts net operating incomeand gives a misleading
picture of the financial condition of the enterprise; investors are given an illusory and false
impression with regard to earnings coverage, earned surplus and the depreciation reserve.

Prior to the adoption of revised systems of accounts for electric and gas utilities in
1937, which provide specifically for depreciation accounting, the retirement-reserve methodof
accounting for property retirements was in general use in the electric and gas utility industry
with the sanction of most of the regulatory agencies having jurisdiction. While a sounduse of
the retirement-reserve methoddid not preclude adequate accruals and did not, of course, alter
the fundamentalnature of depreciation, many companiescharged amountssufficient to provide
for only a little morethan current property retirements and did not take into account the
depreciation currently accruing on the property which continued in service. That practice was
not only inherently deceptive but, because of the growingneed for capital, it resulted in the
issuance and sale of a considerably larger volumeof securities than otherwise wouldhave been
necessary. It is nowgenerally recognized that adequate provision for depreciation is essen-
tial to the protection of the interest of investors.

To protect new and existing investors against the ill-effects of inadequate depreciation,
the Commissionhas insisted upon certain protective measures. In the case of inadequate de-
preciation reserves comingbefore the Commissionin connection with security issues, the Com-
mission has attempted to makeup for the mistakes of the past in a numberof ways. In certain
cases, the reported earned surplus has been madeunavailable for any dividend charges or for
any other charges, except certain limited ani specified ones. In other cases, the Commission
has required a direct transfer of earned surplus to the depreciation reserve. In the Georgia
Powercompanf.case 'J2/ the caupany, after round-table conferences with the Commission,agreed
to increase ts depreciation reserve by an amountin excess of $13,000,000. In the Appalachian
Electric Powerc~any case, 'J2/ the companyconsented to a condition in the COl:IIIlission1sorder
requiring the crea ion or a reserve account of $22,500,000to be available for possible adjust-
ments to its fixed capital accounts and/or its depreciation reserve accounts.

To prevent future dissipation of the pledged properties and to preserve the operating ef-
ficiency of the utilities the indentures securing proposed newdebt issues are required to

'J!:/ The system of accounts prescribed by the Federal PowerCollllllissionfor electric utilities,
effective January 1, 1937, originally required the submission of original cost studies
within two years, SUbstantially the samesystem of accounts was adopted by the great
majority of State Commissionsat appro.x:i.matelythe sametime, upon recommendationof the
National Association of Railroad and Utilities Commissioners. The uniform system of ac-
counts for gas companies, likewise recommendedby the Association f!!.A.R.TJ.C;Jwas adopted
by most states.

This Commissionhas promulgatedno system of accounts for public utility companies
which are subject to the accounting jurisdiction of either a State Commissionor the
Federal PowerCommission. By Rule U-27, however, this Commissionhas required all other
public utility companiessubject to the Holding CompanyAct to keep their accounts in the
mannercurrently prescribed by the Federal PowerCommissionif the companyis an electric
utility and in the mannerrecommendedby the National Association of Railroad and Utilities
Commissionersif the companyis a gas utility company.

W Holding CompanyAct Release No. 2586.

'J!f Holding CompanyAct Release No. 2430.
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contain certain protective provisions. In most financing cases the obligor has been required
to set aside, annually, a fixed percentage usually 15%, of its gross operating revenues for
maintenance, replacements, improvements,or other property additions, or for the reacquisition
of bonds issued under the indenture. In somecases, the requirement as to depreciation has
been measured in terms of f'ixed property. Such portion of' the stipulated minimal amountas is
not expendedfor these purposes is required to be deposited with the Indenture Trustee. Subse-
quently accumulated earned surplus is restricted to the extent that operating expense has not
been charged with the stipulated amountof depreciation and maintenance. Frequently, earned
surplus as of the date of the issue is "frozen" for dividend purposes. The CollllJl1ssionalso
requires that plant and property acquired with funds arising from depreciation accruals shall
be "funded" i.e., shall not be madethe basis for the authentication of additional bonds, or
for the release of cash deposited with the Trustee, or for the purpose of sinking fund
requirement8

The insistence of the COlllJlIlissionand other regulatory authorities upon more adequate de-
preciation practices have materially strengthe~d the operating utilities. It will be observed
from the following table that the accumulateddepreciation reserves have been built up from
an average of 10.05%of property in 1938 to 17.53%in 1943, and that the annual depreciation
accruals have risen from 1.72%o£ property in 1938 to 2.28%in 1943. nJ

1938
1939
1940
1941
1942
1943

Electric and Gas Subsidiaries with Assets
of $5,000,000 or More

Percent
Annual

Depreciation
of' prc>perty

1.72
1.90
1.98
2.08
2.21
2.28

Percent
Depreciation
reserve of
property

10.05
10.S5
12.71
13.64
14.98
17.53

Source: Financial Statistics of Electric and Gas
Subsidiaries of Registered Holding Companies,
Annual Report of the S.E.C.

It should be noted that the increased depreciation requirements like many other restrictions
1mposedin connectd.on with proposed security issues, do not require an actual outfiow of cash.
On the contrary, their effect is to increase the amountof cash retained in the business.

BondIndentures

The principal financing mediumof utilities has been the corporate bond secured by an in-
denture of mortgage upon the plant and property of the obligor. The ready market and 1011'
yield of utility bonds are doubtless to be attributed to the security conferred by a
modern indenture and to the protective margin of earnings and assets over and above the claims
of bondholders resulting from an increased commonstock equity.

Until the enactment of the Public Utility Holding CompanyAct of 1935 and the Trust In-
denture Act of 1939 the terms of indentures were largely determined by the holding companiesand
affiliated investment banking interests. The experience o£ the depression led to the enactment
of the Trust Indenture Act, the primary purpose of which was to require the trustee to assume
a more active and responsible function in enforcing the terms of the indenture, and to prevent
the designation of a trustee if a connict of interest would result. In addition to applying
the provisions of the Trust Indenture Act, it is the practice o£ the Commission,in connection

XlI The increase both in the average annual depreciation accrual and in the depreciation re-
serve ratio since 1939 1s partly attributable to the gE"eatrise in gE"OSSoperating revenues
during the war.

*!y Allowing for supply and demandconditions in the capital markets.
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with applications or declarations respecting proposed bond issues, to review the financial pro-
visions from the viewpoint of the Holding CompanyAct.

utility indentures are almost invariably "open-end". The additional (equally ranldng) bonds
that mayin the future be issued under the indenture, usually unlimited in absolute amount, are
related to the additional property acquired by the obligor. Old indentures permitted the issu-
ance of bonds in principal amountequal to 70-80%of the "fair value" of additional property;
under current practice as reflected in Commissiondecisions the max:ilnum allowed has been 60%of
the cost or fair value, whichever is less, of net additions to fixed property. Net additions
are required to be defined carefully in order to assure, amongother things, that property
which has been purchased by funds generated from depreciation accruals shall not form the basis
of additional bonds. The issuance of additional bonds is also conditioned upon a conservative
interest coverage requirement. To prevent dilution or dissipation of the pledged property it
is, of course, necessary to incorporate adequate provisions respecting maintenance and deprecia-
tion, the nature of which has been described above. Sink1ng fund provisions have been generally
required, particularly where satisfactory ratios cannot be obtained at the time of the issuance
of the securities for which the COIIIIIIission'sapproval is sought.

Preferred Stock Protective Provisions

The abuses associated with the issuance of preferred stock by holding companiesand operat-
ing caopanies are evident from the huge losses suffered by investors in these securitiez. These
abuses have been so serious that they have led to a public policy, as expressed in Secticm 7 (c)
of the Act, against the issuance of preferred stock except under limited circumstances. Where
preferred stocks have been permitted to be issued by the Commission,it has insisted that the
articles of incorporation contain various protective provisions.

Theseusually- consist of the right to elect a majority- of the board of directors in the
event of default in the paymentof four quarterly- preferred stock dividends, and certain voting
rights in connection with the following matters: the issuance of short term debt in excess of
prescribed amounts, mergers and consolidations, the authorization of any-class of stock rank-
ing prior to or on a parity with the outstanding preferred stock, the amendmentof the charter
to change the express terms of the preferred stock in any substantially prejudicial manner, the
issuance ot authorized bllt unissued preferred stock and increasing the amountof authorized but
unissued preferred stock. In addition, the Commissionhas required that the charter limit the
amountof initially authorized but uni8sued preferred stock and contain certain provisions with
respect to the paymentot commonstock dividends which will reasonably safeguard the interests
of the preferred stockholders.

Securities Issued under the Holding Company Act

For the period November1, 1935 to June 30, 1944 approximately $6,015,000,000 of securities
were perm1tted to be issued by the Commissionpursuant to the provisions of Section 6 (b) and 7.
The following table indicates the classes of securities issued and the purposes of the financing:

Txpe of Issue:

Bonds
Debentures
Notes
Preferred Stock
CommonStock

Total

Amount

$3,246,037,778
278,002,800
767,568,325
662,498,313

l,06l,060,f:$6
$6;015.1167,912

Percent

54.0
4.6

12.8
ll.O
17.6

100.0-



Of this large volumeof security issues new or additional financing accounted for only'
some$268,470,000 or 4.5%. The bulk of new construction has been financed by the use of cash
derived from. depreciation accruaJ.s, amortization of debt discount, amortization of account 100.5
(plant acquisitions) and other non-cash charges to income, and retention of profits. There is
little question but that the conservative financial practices required by regulatory authori-
ties, including this Commission,contributed substantial.l:y to the ability of the utilities to
finance the newconstruction needed for the war program.

Refunding issues accounted for approximately 68% of the securities issued during this
period. 10Ifer moneyrates and an improvedcredit situation, due to more conservative financial
policies, en$led most of tbe utilities to rerum their bonds and to a considerable extent to
refinance their preferred stocks on very favorable bases. The "cost to companyttof money
obtained on long term utility bonds of the best investment quality has been as low as 2.58%and
the like cost of preferred stock capital has been as lOW'as 3.85%. In someinstances utilities
which ref'unded at the beginning of the period of 101f8rmoneycosts have refunded a second t1Jlle
and achieved further savings in IIlODeY' costs.
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Purpose of Issue:

Re1'unding
Reorganization
.~change for other securities
Acquisition of property or other assets
Newfinancing
Miscellaneous

Total

Amount

$4,103,592,287
536,188,523
648,942,147
449,574,204
268,470,471

a,400, 280
$6,015,167,912

Pe.reent

68.2a.9lO.a
7.5
4.5
0.1--

Of the total amountof securities sold, operating utility companieshave issued
$5,143,119,542 and registered holding caupanies only i8'72,048t375. Of the $268,470,000of Il81f

financing the issues of holding ccapanies accounted for only' '1,555,134. The financial posi-
t.ion of the holding companieshas been such that relatively few have been able to effect re-
funding operations. Their bonds and preferred stocks frequently carry rates of 6%to 8%. The
holding companieshave not been a substantial source of capital for their operating utilities
and the credit enjoyed by'the operating utilities of even moderate size has been substantial.l:y
better than that of most holding companies.

This great mass of security issues was cleared thrOllf1Pthe Comm1ssian,an the basis of
a great many'individual applications and declarations~ llJ each of which required a careful
s'Jrut1nJ of the position of the issuer, the terms of the issue, and the effect upon the enter-
prise and upon investors.

The table below shows the security issues during the fiscal year, ended June 30, 1944.
The total issues of that year, $9aS,9a1,951, were $373,402,588 or 6l% larger than the total for
t.he preceding fiscal year.

W Upto June 30, 1944 the number of applications and declarations UDder sections 6 8Di:l 7
aggregated ll4S. Of these 964 were appro'l8d (frequently L~ substantial amndmeDt8),
124 were withdrawn or dismissed, 43 are pend1ng~ and only 14 were denied.
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of Securit,. Issues

Under sect10ns 6 (b) and 7 of the
PD.bllc Ut1Ut,. Ho1d1DgCc:apaDy'Act of 1935

July 1, 1943 to June 30, 1944*

!zpe or Iuael Amount Percent

BclDd8 $488,530,500 49.6
Debenture. 22,000,000 2.2
Note. 148,426,770 15.0
Preferred Stock 83,'1'94,250 8.5
c~ Stock 243,230,431 24.7

Total. 1985,981 j951 tm:lr-
Purpose of 1S81l81 Amount Percent

RetuDd1Dg $650,892,705 66.0
Reorganization 42,847,395 4.3
Exchange tor other Securities 157,095,160 15.9
Acquisition of property or other assets 132,059,691 13.4
New tiDanciDg 3,087,000 0.4

Total 1985,981,951 =
* These figures do not include outstanding issues the rights of which were altered under

Sections 6 (a) (2) and 7 (e), nor do they include the guarantee of other Lasuee ,

It lIill be observed from the table that refunding issues accounted for 66%of the total for
the fiscal year 1944, securities issued in exchange for outstanding issues an additional 15.9%,
and DeW tinancing only 0.4%. In respect of the classes of securities issued debt obligations
const1tuted 66.8% of the total and cOllllllonstocks 24.7%. Of the debt issues, $148,426,770, or
15% ot all securities issued during the year, were serial and other short-term notes, issued
(along with bonds) in refunding operations for the purpose of effecting a gradual reduction of
the outstanding debt.

COMPETITIVE BIDDING
On April 7, 1941, the COIIIDlissionadopted Rule U-50, requiring competitive bidding in the

sale of securities by registered public ut1lity holding companies and their subsidiaries. The
rule, applicable both to new security issues and to the sale by holding companies of portfolio
securiti .. , prescribes public invitation of sealed bids. Certain transact10ns are specifically
exeapt, including securities sold for less than one million dollars; securities issued pro rata
to existing security holders pursuant to e.ny preemptive right or privilege or in connection with
anyliqu1dat1on or reorganization; and loans of a maturity ot ten years or less, where the lender
is a tinancial institution not purchasing for resale and no tinder's fee or other negotiation
charge is to be paid to any third person. In addition, there is a general prov1aion tor exemption
trom cCl8lpetitive bidding by order ot the COIIIIIission.

Prior to the adoption ot Rule U-50, the customary method ot selling utility securities in-
volved a sale by the issuing corporation to an undarwriting SJIldicate at a pr1ce determined by
private negotiation with the principal or so-called originating undenrriter. It was an
established polic,. of investment bankers not to compete 8IIIOng theJllSe1ves tor the securities
business of any issuer which had a continuing investment banldng relationship with a particular
firm. Similarl,., with very few exceptions, the issuing corporation made no attempt to seek
cOilpetitive bids or to "shop around" tor better terms than those otfered by its customary banker.
In SOll8 cases, -.oreover, there was a clearly traceable affiliate relationship, SQII8times extend-
ing over a considerable period ot t1:me, between the originating underwriter aDd the issuer. In
tact, SOll8 of the underwriters had been promoters ot SC*8 ot the .ajor holding c~ systeu.
As a result ot these conditions there was a definite absence of free competition in the under-
wr1t.1ng of utU1.t7 aecur1.t,. issues.

s.e two &lid ODe-half ,ears betore adopting its competitift bidding rule, the C~ssion
attapted to Met the prob1.. of u.intai"1 ng arI1' s-length barga1D1ng in the ianance and sale ot
Plbl1c ut1l1't7 II8C1Il'1ties b7 _ana ot a rule which prohibited, with except1ons, the ~nt .ot
8D7 1IIIterwr1teris tee b7 registered bol4ing companies 01' their suba.1d1ar1es to att111ate
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UD1ess the attiliate bad been &1IB1'dedthe securt ties as the most favorable bidder in open
CClDpetition. After.are than two years experience with that rule, however, the C~ssion
concluded that it was difficult to adm1n1l1ter and was burdenaOlle and costly to issuers and
underwriters. AccordiDgl,., in February 1940, the Cc.a1I1s1on instructed ita Public Utilities
Division to make a fllll .tudy of the problem. At the S8JII8 time a letter was written to each
holding cQll})&llYIl7llteIIlsubject to the Act, as well as to State commission, investment bankers and
securities dealers throughOllt the country, inviting their suggestions as to the method by which
the COIIIIII1s8ionJlight llbest insure the reasonableness of fees and cOllllllissions and the fairness of
the tel'lll8 and cODditions of aD7 proposed issue and sale of utilit,. securities". Many replies
were received and were anal1Zed by the Commission's staff. The staff concluded that none of the
suggestions received, other than cOlllp8titive bidding, gave promise of meeting the problem
effective17.

In December 1940 the Public Utilities Division rendered its report to the Comm1ssion
fol'llla1l,. recOlllllending the adoption of a competitive bidding rule. 40/ Copies of that report were
distributed to registered holding companies, state and Federal regliIatory bodies, and to a broad
list of investment baDkera and dealers, both direc1;17 and through the Investment Bankers Associa-
tion and the National Association of Securities Dealers, Inc. In distributing the report,
written cOIIIIIl8ntswere invited, following which numerous responses were received. The Commission
then called a public conference to consider the recCllDlendedrule and public discussion continued
for four and one-halr da,.s. The conference was attended by approximatel,. 200 persons from every
part of the country, including two members of Congress, investment bankers, securities dealers,
and representatives of other governmental agencies. Four members of the CO!IIIIl1.ssionwere present
at all t1Jles. All abades of opinion, pro and ~, were expressed on the question, both in the
written responses and at the conferences.

After we1gh1Dgtbe evidence and considering all aspects of the problem, the Commission
concluded that there was no ....,. short of competitive bidding that would afford. it satisfactory
II88.D8 of determining the fairness of prices, the reasonableness of spreads or assure disinter-
ested advice in fiDaDc1al _tters to the companies concerned, and effectivel,. control their
dealings with atf1l1atell. 41/

In the three-year period ending June 30, 1944, 59 public utilit,. issues in the aggregate
aount of approxiaatel,. $960,000,000 were sold competitively under the procedures specified in
Rule U-50. PertiDent information concerning the results of competitive bidding under the Rule
is presented each year b,. the Commission in a report eDtitled "Securi t,. Issues of Electric and
Gas Utilities-. 42/ It _,. be noted that except in one or two instances, insurance companies
and other institit1ona1 investors have not submitted bids for issues sold pureuant to Rule U-50.
It ma,. also be observed that lIince the COJIIIIisB1on'scc.petitive bidding rule became effective
there has been a substantial. decrease in the relative aaount of po.blic utilit7 securities that
have been privatel,. placed.

Prior to the adoption of the competitive bidding rule, the COIIIIII1ssionIs staff had made a
Stud7 of underwriting spreads prevailing during the five-year period eDding Janu.ary- 1, 1940.
It was foand that lllightl,. over one-half of the 159 utility mortgage bond issues covered b,. that
lItudy were sold by underwriters on the baaia of a 2-point spread and that the spread fell below
that 1.8vel in onl7 four case.. The average spread for the 159 issues sold under the traditional
method of private negotiation 11'8.8 2.49 points ($2.49 per $100). From June 1, 1941 to June 30,
1944, Y7 electric or gas utilit,. mortgage bond issuea were sold to underwriters under the
cClDpetitive biddiDg rule, and the underwriting spreads for these issues are shown in the follow-
ing table.

Report. of tbe Pab11c Utilities Division on "'!'be Frobl_ of Kainta:lnlng Arm's-Length Bargab-
1ng UId Cc.petitive CCllJd1:t:laa81D the sale aDd D1l1tribution of Securities of Regilltered
Public Ut1l1t7 Ho1d1DgCoRpan:les and 'fheir Subsidiaries.- 1940.

W Ha1d1ng CcapaDTAct. Rel.ease No. 2676, -Stat.aent. of Securities and Exchange CODIisslon upon
the ~tiClll1llder the Public Utility Holding C~ Act. or 1935, of Rule U-50."

'!'he latest report ..ser tb18 title was Plbl1shed February 28, 1945 conring the period
1935-1944.
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UDderwri t1Dg Spread

UDder 1.00
1.01 to 1.25
1.26 to 1.SO
OYer 1.SO

Total
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No. of Issues

18
10
8
1

'37-
It 1dll be noted that in 18 of the Y11asues the UDderwrit1Dg spread 1188 len than ODe point and
in onl,. ODe case was the spread IIOre than a point aDd a halt. '!'he total pr1Dcipal UOUDtof the
Y1issuea was '788,627,000 and the total UDdenn'1tingspreads tUJd C~SsiOl18 were t9,568,61S,
giving a weighted average spread ot 11.21 per $100.

Based on the experience ot three yean, the coapetitive bidding rule has tlmctioned with
marked success, bas aateriall,. al.dedthe Ce-18sion in the detend.Dations it aet JUke in passing
upon the issuance and sale ot securities UDderthe HoldiDgCompaIO'Act and has beneti ted the
issuers ot such securities.

The 1Ils1stence upon competition in the sale ot pnblic utillty securities UDderthe HoldiDg
CompanyAct tollows the traditional berican pattern of the SherllanAct, the Clayton Act and
~he Federal Trade CODII1ssionAct, all of which a1Md to preserve ca.petition and to keep that
competition tair. The principles embodiedin these lan, bai:kedby both major political parties, ,
are amongthe fcnmdation stones of our democratic system of capitali8JII. '

PROGRESS IN SERVICE CCllPANY REGULATIOfl

One of the most serious ot all the holding c~ abuses 1I8S the exploitation of their
operating subsidiary cOlllpaDiesthrough umrarranted service fees, cOBl1asions, and other charges.
These charges, dictated by the holding companysitting on both sides of the table, in nowise
represented bargains freely and openly arrived at by the subsidiary on the basis of the lowest
cost in a competitive market. Prior to the passage of the Act, and particular17 of Section 13 of
the Act, the annual profits made from subsidiaries by ho1.d1.Dgcoapanies ran into JDal11" lIIillions ot
dollars annnaU,.. While 80M of the service tees were earned, there were aauy more cases where
the charges were either exorbitant or cClllp1etelyspurious. Service charges were general17
operating expenses ahead ot interest on the books ot the utility companies, and were deductible
in computingthe tair rate ot return. In JIUUJY instances they were capitalized and found their
way into the rate base. Theywere in the nature of a special dividend to the holding company
disguised on the books of the operating COlllpanyas an operating expense or as a capital charge.

The electric Bondand Share Company,for example, in 1930, collected total service tees
aDd charges from its operating public utility companiesamountingto $l4,057,m, or 26%ot the
holding cOllp8Dy"stotal gross inCOJlleot 154,3S?,000, and in 1931 collected service tees totalling
19,870,312, or 30% ot its total gross incomeot 132,560,000. These service fees were charged to
the local operating companiesby the. holdiDg CoapaIQ" aaDag8llelltin flew Yorktor alleged services
which the holding com.panyUDageJll8lltaccorded to them) uauall.,. without request. The history of
the Standard Gas aDd E1ectrtc Systemis also of interest in this eonnectdon, Duriog the years
1919 to 1929, the .ervice c~ in the system collected $36,990,000 froa the operating cos-
panies. The net incomefor this ll-year period, after deducting expenses, was in excess of
117,1)4,000. In 1927 alone this managementcaapany collected over 15,000,000.

Section 13 ot the Public Utility Holding CompanyAct was designed to retain the benefits
but to end the abuses of servicing relationships. It provides that holding companiescan no
laager pertora services or constz:uction work tor, or sell goods to, any operating companyror a
charge. All such services, etc., aay be rendered to operating companiesonlJ"by a system serv-
ice cOIap&DywhiChperfonas such services w ••• economically and efficiently for the benetit
ot such a8sociated COIIlpaD1esat cost, fair17 aDd equitably allocated amongsuch companies."
Since 8ectiOD13 outlawed profits, sav1bgs ot lI1ll1ons of dollars amDJ81l7 resulted I.1ed1ate17
to the operatiDg subsidiaries, their inve8tbrs and co~rs.

'1'be C~ .. 1011bu enforced the prov1s1.oaaor 5ect1.on13 by rules and regul.at1.onsand by
procM,l1ngs UDder the Act. In addition, it hu adopted a Unitora Syst.ea of ACCOW1tStor service
c<8P8J2iesas well &s Annual Report Foru which, tor the first tille, have openedthe books ot
.ervice oc.pan1es tor inspection and ~is. State CQ81asions, as well as this COIIlIJdssion,
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are thus enabled to follow closely the expenses of these companiesand their charges to
associate operating companies.

The rules and regulations adopted by the CODIIII1ssionpermitted the continuation of central
service, sales and construction contracts provided these were pertoI'llledby a subsidiary of the
holding cCllllP8llY'or a mutual service cOlllJl8l1Y',that is one which is ownedby the companiesbeing
serviced. The standards of the Act required that these contracts be performedat cost, fairly
and equitably allocated, that the transactions be necessary ones for the benefit of the companies
receiving them, and that they be performede.fficiently and economically. Procedurally it was
required that the proposed methodsof operation and conduct of business of the companiesengaged
in the performanceof 'these contracts be submitted to the COJlIIIlission's scrutiny for approval or
disapproval as warranted.

Whenthese companiessubmitted their proposed methods of doing business several difficult
problemswere confronted by the C<DD1ssionin disposing of these .easea, There had been no
uniformity in practices amongthe various systems to serve as a basis of comparison. The
functions to be performedby the service companywere described in broad and general terms,
mak1ng it almost impossible to identify the specific transactions to be performedfor specific
system companies. The costs of these organizations, generally, were billed to the system com-
panies on a percentage of gross revenues or a percentage of const~ction costs.

With the experience gained in these early cases it becameincreasingly apparent that a sub-
stantial portion of the amountscharged to operating companiesshould be borne by the holding
company. The Commission'sproblemthen was one of determining what holding companycosts
actually are and requiring that these costs be paid by" the holding companiesand thus eliminated
as an item of expense to the operating cOJllpanies. This problempresented difficulties because of
the cOlBlll1nglingof holding companyand operating companyactivities in the central organizations.

In a series of proceedings initiated by the Commissionand in connection with the considera-
tion of cases wbich had been pending for sometime, the COJIIIII1ssiondealt with this apparent
shifting of ho1d.1ngc~ expenses to the operating companies. In essence the cond!tion con-
fronting the COIlIIII1ssionin these cases, in greater or lesser degree and in one form or another,
was the use by the holding companyof commonofficers and ellployees between it and the service
companyto supervise in its owninterest the daily operations of the operating companiesand
the passing on to those companiesof the _jor portion of the cost of such supervision. The
questions at issue were whether or not it was possible to allocate such expenses between the
holding companyand operating companies"fairly and equitably" pursuant to the requirements of
Section 1) (b), and whether, in effect, the holding companywas not in reality rendering
services tor a charge to its operating subsidiaries in contravention of Section 1) (a).

In its opinions with respect to these cases, the Commissionestablished the broad principle
that compensationand collateral expenses of all holding companyofficers, directors, and employees
must be borne directly by" such holding companiesand could not be shared with their controlled
service companiesand thus passed on to the operating companies. In other words, the Commission
bas taken 'the position that operating companiesshould not be asked to pay the cost of the control
activities ot the holding company.

In the case of EbascoServices, Incorporated, 43/ the system service companyof Electric
Bond and Share Company,it appeared that six of BoJ'and Share's directors and principal
executi'Yeofficers held identical positions in the service companyand received portions of their
compensation.f'roa both of these cCllllp8llies.The Commissionheld that the functions of ~he princi-
pal executives as officers of Ebascowere comm1ng1edwith their !'unctions as officers of BOMand
Share and that 1t 11'88 an "almost impossible and wasteful task" to ascertain what segments ot the
services of each of the cOllll1Onofficers were for Ebasco and hence properly included in the cost
to the sen1.ce c~, and what part was for Bondand Share and therefore chargeable only to it.

After the Ebascodecision, numerousservice companiesvoluntar1.ly adjusted their practices
to confora to the opinion of the C<BII18sion.!!!!/

W Holding CapaDT Act Release No. 22SS.

1t4/ HoldingC~ Act Release No. 2608 and 2W6 relating to the United Light and PowerBerrice
CcapaD1'aDd Kiddle West 5errice Cc.pIIDTrespectively.-
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'lbe At1aDUcm1l1t7 Serrice Corporation case (formerly the utility llanagementCorporation),

a _tal _rilee iii '£hi baoclated Gas and Electric Corporation System, presented many
ec.plex1t1es due to the replac_nt of the Hopson management. The trustees, prior to the final
diapoaition ofth1s case, had -.ade _terial changes resulting in substantial annual reductions in
charges to the operating coapanies. For instance, whenthis companyfirst filed for approval,
It reported eerrice fees or $4,868,191. Subsequent revisions of its operations had reduced these
fees to $1,940,805. However,the issue was st111 'before the COIJIII1asionas to whether the serv-
ices pertol'Ed b;y this company were not essentially ho1d1ngcompanyactivities. As a result of
the proceedings before this CCBII1ss1onand the review of these transactions as related to the
lew Yorkcoapanies b;y the Public Service Commissionof NewYork, the latter Commissiondenied
approval of the proposed contracts. This resulted in the complete elimination of this canpany
as a service company. The technical staff formedGilbert Associates, Inc., an independent COllI-
pany, and under the proposals subm1tted to this Commissionproposed that all future business
would be obtained on a competitive basis from the operating companies. All of the holding com-
pmv- tmlctiona, with their related costs, were transferred to the system holding compaldes,
thus reducing IIllter:lal1yfuture annual charges to the operating companies.

"One of the IIlOst1.IIlportantof the service cOlllp8.Dycases was In the Matter of Columbia
m:li:Wyorporati1ta Co1mabiaG~ and, Electric c1rration. 45/ In the Ebascooptnlon the

s on bad stated £ 1Ii'terlocldDgPersonnel CoU no£ bEl permitted and that those involved
.. t resign either fr<llllthe holding com.pa.a;yor the service COllpany'. In the Columbiacase, the
18aua .... raised that it .... the functions rather then the positions held or situs on arrr
particular pq roll that woulddetena1ne whether or not any particular individual was an
officer or employee or the holding CClIIIp&D1'. FollOldng the briefs and oral arguments in this
utter, the COJIp8D1essubm.tted certain proposals for the purpose of c0lDP1yingwith the statutory
~. In t.be opinicm and f1Dd1Dg8in thi8 case, certain principles and standards as t.o
ho1d1JJg CO'IpUIJ', aen1ce cc.p8IJy, and operating cc.psny relationships were crystal1zed. The
ee-tasiClll held:

(1) 10 operating COJIPBD1' sboald be charged or have allocated to it, directly or t.hrough
the BlBdiua of a service comparv-or by 8D7 other arrangement, including treasurer's or
&gent's account, 8p11t-check system, or other devices, any portion of the salaries or
upenaes of arrr person or persons who are holding compa117officers or employees, or
whose functions relate priJIar1].7to the functions of supervision of the holding com-
pany SJBtea and review of the activities of operating companies, their officials and
staffs.

(2) A corol.l.ary to the above principle is that no holding companyo1,'ficeror person or
persons wh08efunctions relate pr1marily to the holding COlllpanifunctions of super-
vision of the holding companysystem and review of the activities of operating c~
panies, their officials and staffs, should receive any cOlllpensationor reimburs81118ntof
expenses .fro. aD1" operating companydirectly or through a service COlllpanyor arrr other
arrangeaent including treasurer's or &geDt's account and split-check S)'Btema.

(3) Each sen1ce ca.p8JJTahoald confine itself to tunctions which the operating subsidi-
aries C8DD0tpertora as erfi~ntly and economicall7 themselves. These services should
be J..:1a1tecl to service. of an -operating nature- as di8tinguished from managerial,
eDCUtift, or pol1q-f01'll1Dgtunctiona.

Fo1.l.ariJ:Igthe tendDatiOl1 of the Co1u.b1aEngineering Corporation case, the above principles
.... applUd in sneral other situations including two case. discussed in the next section of this
nport. MY

COOPBBATIO)J BE1'IIUII STATE CCIIIISSIOII5 IJID THE SECURITIES Arm EICHAIGE COJDIISSIOI

It is the eetabl1ehed pol1.cT of the Securities and ExchangeCa-isslon to foster etfect1Te
cooperatiClll with 'the state ee-1ss1ona in all utters where their respect1Te jurisdictions inter-
lock azd inan additional. _t1iera where such cooperation is desirable and appropriate in the case
1IDder COD81deration.The pIl'p088 of the Ho1d1ngCClIBpBDy'Act is, in large part, to free operating

!II HoldiDg C~ Act Release )Jo. 4l66.

!!!!/ Ho1d1Dgee.pau,y Act Release los. 4432, 4395, 3135, 4749.
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companiesfrom the absentee control of holding companies, thus permitting them to be regulated
more effectively by the state. This fundamental purpose of the Holding CompanyAct the
facilitating of State regulation underlies the COIIIIIIission'sefforts to 1I'Orkcooperatively
with the various State COIIIIIIissionsin the administration of the Act.

The protection of state regulation is specifically provided for in several sections of the
Act. For example, certain issues of securities by registered holding companiesand their sub-
sidiaries are exemptedby Section 6 (b) from Section 6 (a) if they have been approved by the
State Commission,subject to such terms and conditions as the Securities and ExchangeCommission
maydeemappropriate in the public interest or for the protection of investors or consumers.
Certain security and utility asset acquisitions are likewise exemptedunder Section 9 (b) from the
provisions of Section 9 where they have been approved.by a state Commission. Moreover, the COllI-
mission lII&ynot authorize security issues ~ect1on 7 (g)J or the acquisition of assets ,LS'ection
10 (f)l unless applicable State laws have teen complied with. Section 8 prevents the ownership
of both electric and gas utility properties in violation of State law, while Section 20 (b)
requires that accounting standards established by the CClIIIIlIissionshall not be ineonsistent with
the provisions or applicable state law.

A numberof specifie sections or the Act renect the Congressional intent that the COIIIIis-
s10n's 1I'Ork...hould be coordinated nth the work of State COJIIIIl:1Bsions.Section 19 of the Act,
for example, expressly prov1des that in any proceeding before the Commission,the Commission,
in accordance nth such rules of practice as it mayprescribe, shall admit as. a party any inter-
.sted State, State CCIIIIJII1ssion,municipality or any political aub-division of the state. Pursuant
to this provision, the COII8issionuniformly notifies interested State COIIIIII1esioDSof proceedings
before it wh1chma:r affect the 1I'Orkof such cCllllllliasion.Ifany State Commissi~ have taken
advantage of this provision and have intervened in proceedings before the CCIIIIIlissionand in these
and other cases there has been an interchange of ideas and information between the Securities
and ExchangeCommissionand the State COIIIII1ssionconcerned. In one instance, although there is
no speci.f'ic statutory authority for joint hearings by the COJIIIIlissionand a state COlIIIlission,a
joint hearing 1ra8, in fact, held by the Securities and ExchangeCClIIIII1ssionand the Public
Ut1l1ties CClIIIIII1ssionof the District of Colambia.su

Section 18 of the Act places at the disposal of the State COIIIIIissionsthe investigatory
poor of the Securities and ExchangeCOBIIiasionin regard to the business, financial condition,
or practices or registered holding cOllpaDiesand their subsidiaries and Section 18 (a) authOriHS
the C~sion to II8lce available to state Ca.1ssioD8 the results of its OIID investigations
Mde pursuant to the Act. Pursuant to this and other provisions or the Act, the COIIIIIII1sl!l1onwaa
requested OIl September19, 1942 bT the Public ut1l1ties COIIIIIII1ssionof the District of Columbiato
UDdertake an investigation at the variOl18 relationships betweenWashingtonRailway& Electric
Cc.paD,J"and the North AmericanOc.paD;y, its parent. The investigation was completed in accordance
with the request f4 the DUtrict of Colubia C~ssion.

The Securities and ExchangeCoam.ssion, through its jurisdiction over intra-system service
charges, has been in a position to render signi.ficant assistance to State Commissionsin this
field, and such assistance, in fact, has been reDdered in several notable instances. Under
section 13 (d) of the Act, the Com.1ssion, upon the request of the state CClIIIIIIission,is author-
bed, after notice aDd opportunit7 for hear1.ng, to require by order "a reallocation or reappor-
tiODMDtof costa amongmember.cOllpaDiesof a lIII1tual service ccapany if it finds the existing
allocation inequitable and -7 require the el.1m.nation of a service or services to a IIleJIIber
c~ whicb does not bear its fair proportion of costs or which, by reason of its size or
other c1rculutaDces, does not require such service or services."

D.1ustrati'Y8 of the workiDgsof thU provision of the statute was the proceeding whioh the
8eeur1ties and ~e Co.m.sion 1Datituted at the request of the Veraont Publ1.c service e.-
llission in 1940 concerning servicing arrangBBDts between the NewEngland Ponr service CClIIPUJT,
a 811ba1.d1.ar7 of IeIr EIlgland PcJqr Association, and aaaociate operating cOllp81deain Ve1WBlt.
A hearing .... beld at Montpelier, Ve1'1lOI1tat wbicb representati'Y8s of the Vemont C~.s101l
participated as well as C~iODer Heal1'of th1a C~ion. The results or the proceeet1nc,
described in Ho1.ding Cc.pu17 Act Release No. 3135, were the cOllp1ete reorgan1ut.1._ or the
.. nice cClSpan7,including a redaction of its persoanel .froIa 1048 aplO1Ma to 626; in additioe.
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the ser'fi.ce Cc:.paD;y payroll was cut appraxblate~ in balt, aDd mmerous other change8 were JUde
in it. accoant1Dg aDd operating practices. Those results are indicative ot the type ot aS8is-
tance which the 5ecur1t1es and Exchange C0RI188ion can reDder to State COllllldssions with regard
to the tlmct1on1ng of serrice organizations.

A,ga1D, in the Aaerican Water Works aDd Electric CClIIIlp8Dy,Incorporated service caapany
case, 48/ a proceeding was instituted by the COIIIII1s8ionat the request of the New Jersey Board
of PubIIc Utility C~88ioner8. The New Jersey C0IIIIII188ion1I'as concerned rlth the 8ervtce
charge8 Ede to Hew Jersey subsidiaries of American Water Work8. The securitie8 and Exchange
C0lIIII18Sicmexercised its power under Sections 13 and 18 of the Holding COIIIp8.QyAct to inve8tigate
the service arrangaen'ts within the American water Works S)"St8lll, to determine what actiOn
was requ1red by section 13 and, at the 88JIl8 tble, to obtain intonaation which would be ua1lable
for the use o£ the Nn JerrHJ1' Ca-1881on. To that end, the C0JIIII188iondirected that the first
hearings be held in the o£f1ce8 of the New Jersey C~s8ion in Netrark. At the hearing, Ce.-
II1ssioner- Beal7 o£ the Securities and Exchange C0IIIII188ion, sat jointly with Mabers ot the New
Jersey C..... ss1on. Representatives of the Public Utilities Ca.1s81on of Connecticut, lIh1ch had
jurisd1cticm onr 80JDeof the American water Works subsidiaries, also appeared at the hearing in
5eIr Jersey. During the pendency ot the proceedings, con1'erences were had UODg the stafts o£
tbe C~QIUJ concerned aDd between representatives ot the st&1'fs and representative8 ot
American Water Worb. An agreaent 1I'U reached as to changes in future servicing activities,
aDd atter the hearing in New Jersey, ~can Water Works tiled an application tor approval ot
the orgud.sation and conduct ot busiDe8s o£ .... subsid.1ar;y serrice company. Hearings on that
applicaticm and on the proceed1ngs instituted by the C~SiOD were held in Ph1ladelpb1a be-
gjm1ng 1a Jprll1941. BepresentatiYes of lew JerH7 aDd Connecticut Cc.I1as1one becaM parti ..
:lD these pnlceed1np, and repreeentati .... or the PubUc Ut1l1ty Ce-1ssion o£ PeDDSJ'lnnia aleo
participated.

'!'here haft been ..,. other 1DIItaDces o£ cloee cooperatiOll between the Secur1t1ea aDd Ex-
cbage ee.-t __ aIIIl State C-s.ea1one. III !'be Laclede Gas Light Cc.p8D7 reorpuisation pr0-
ceedings, ~or enwple, plan ... rued with the 5ecur1t1es and Exchange Ca.18l11on and the
II18sour1 Serri.ce C~s1on tor the reorganisation ot The Lacle:!e Gas Light Cc.pau;y aDd
the sale to lJIiion Electric Cc.p8D7 o£ JI1ssoar1 o£ the electric properties operated by Laclede
POIrer It Light ~. These transact.1one aould DOt be co~ted without the approval. o£ the
Jliasoari PDb11c 5errice CC8I1ss1ODand the Securities and Exchange C~sion. The case 1rU
cbaracter1sed by the '"1'7 closest cooperation.between the two cOllllllissione and between the statt
at this C~.ion aDd representatives af the PIIblic Utilities Departmen\ or the Cit70t St.
Lou1a.

In the hIrUand Electr1c Power Cc.puI,y reorgaDisation proceedings, the Securities aDd
Exchange ee-18a1OD had to pus upon a plan o£ reorganization ot the cCB.pllJQ'pursuant to the
Banla'llptq Act, .. reqa1red b7 Section II (t) at the Public Utility Holding ee.peny Act. The
Publio UUlltiea ee-issioner ot Oregon and the Washington Department of Public Service had
3ar1sd1ct1OD ower traDaact1ClD8 1Ib1ch ccmsti'tuted :t.portant parts ot the plan. Hear1Dgs betore
\be 8ecal'1.t1e8 and ED:hange Ce-18s1OD were started in "'ash~, D. C. Both the Oregon aDd
Wuh1ngtoD CcwwI eetoeerB 1nterY8Ded in \be proceedings, and the Oregon Ce-1Jss1oner participa'ted

the exp1na:t.1cm or cc.paD,7 witae..... III February 1943# at the request of the Washingt.on aDd
0reg0D ee-t"8iOD, the hUr1Dg ... rec~ 111Portland, Oregon. Both state eo-1aeicma were
represented b7 coaDHI and 1ntroduced erideDce in the proceed1ng. In additiOD, JBaDy conterenca
.... beld beAm the 3ecur1t1es aDd Exchange Ca.18s1on statf and the statts o£ the State Cc.-
Jd.ni_ :lJmU.ftd. !be actift CooperatiOD the ee:-iss1ons was partieular~ helpful. in
the entire prclceeo'1nge.

'!'be aboq 8lrJlIIPles 1ll1l8t1'ate the pdtera o£ cooperation between the Securities and
Ezcb8Dg11 ea-t-a1Cl1l aDd state ee-18sioae. '1'h:l8 ee-1eeiOD baa tound such cooperation JaOst
belphl :lD 1\8 on.1IWk aDd beu.n.s it baa been be1ptal also to the State C~i0D8.

W Ho1d1Jlg c.p...., ACt Release 10. 4749.
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LIT1GA T10R lOOJER THE HOLDIRG COKPARY ACT !ill

(a) Registration

The COlllllli8sion1srecord o:f litigation under t,he Public UtilitY" Holding CCJIIP8IlY"Act or 1935
dates back to September 1935, two and one-ha1:f months be!'ore the e:ff'ective date of' the Act. Be-
tween that t1JDeand December1935, 58 proceed1Dgs were brought by or on beha1:f or holding compu
mes to enjoin enforcement o:f the Act and :for declaratory judgJBentsholding all ot its provi-
sions unconstitutional. Rone ot these proceedings resulted in a decision on constitutionalitY"
by"the SupremeCourt. Howe'9'er,in the test case instituted by the COIIIIII1ssionon RO'9'8IIIber26,
1935, to enjoin Electric Boud aDd Sbare COIIlp8DTand the intel'lEdiate hold1Dg campanies in its
system :rrc:. T1.olating the registration proY18iou ot the Act, the Supreme Court, on Karch 28,
1938, held that only the registration provisions ot the Act could be challenged by"an unregistered
holding cOJlP8D1"Jthat the regulatory provisions are applicable solely" to registered holding co»-
panies aDd their subsidiaries; and that. the registration provisions are constitutional. 50/ This
decision et:fecti'9'ely" term:lDated the flood or litigation oyer the constitutionalitY" ot the-Act aDd
resulted in registration b7 all ccapanies a:r.fected by"the Act, excepting those cOlllpaniesthat
clsillled exemption trom its pro'Y1siOll8.2]j

(b) Exemptions

The tirst problem to arise uDder the Act in'Yol'9'edapplications tor exemption f'roIa the
registration aDd regulato17 pro'Y18ions ot the Act. '!'be first case to dea1with this prob1.elllaDd,
iudeed, the tirst ins1iance in which a Circuit Court ot Appeals 1188 petitioned to renew an order
ot the Coaaission uDder the Holding CCIIlPU.TAct, was Lawles. '9'. Securities and Exchange Coa.is-
~. W There a holding coaapa1lT,which had been granted a temPOrary ~emptlon trom the
requirements ot the Act, applied to the C~ission, while its application tor permanent exeap1;ion
was peDding, :for a report on a plan ot recapitalization aDd an order exeapting the cOJD.Pll.DT!reB
the pronsions o:f the Act applicable to the proposed plan. The COIIIIIIissionissued the report aDd
granted the order, COIIIIIIissi0D8rHeal7 dissenting. On reT1.811' the order was l'8'9'8rsed on the ground
that unregistered companies are not entitled to the benetits conferred by"the Act and, according-
ly", the COIIII1.as1onwas withont ponr or authoritY" to issue the order in question.

BT June 30, 1944, 565 applicat1cma tor aemption had beeD tiled with the C~ssion, 164 bad
been apprOT8Cl, 317 had been ritbdraD or d181ssed, aDd 52 bad been denied b7 order ot the Ca.d.s-
sion. In a1.IIost all ot the. cases tbe r1Bbt to 8ll8IIption baa depeuded uPOJ1whether the applicant
18 a hold1Dg cc.paq, eubs1.d1ary, or att1l1ate with respect to another cOJDP9.l17.This question
under the statute is answered in tel'llS or the existence or absence ot control or eontrol11ng
influence o:f ODe CoapralQ' OYerthe other. The C~ssion IS orders den;y1Dgexemption appl1cat10D8
u:r Hart.tord Gas Cc.peq, Public Serrice Corporation ot lew Jerse7, Detroit Edison C~,
racit1e au & Electric C~, ill JMr1can Gaa and Electric C~, aDd Koppers United

!!lJ See AppeDd1xTable 32 Part 2 tor lUt at citations or court cases inTolv1Dg the Public
Ut1l1V BckJd1ngC~ Act..

'2/ Electrio BODdand Share Co. '9'. S.I.C. 18 F. Sllpp. 1.31 (S.D. R.Y., 1937); 92 F. (211) 580
(c.c.I. 2, 1m)} 3dj u.s. 419m1If).

21 A sweeping decision ot the DistriCt. Court. ot Ilar7laDd holding the Act unconstitutional in i te
ent1ret7 wu lbdtecl b7 the FGarth C1rcu1t to the specUic tact. ot the American state. Public
Service Co. reorganisation proceeding. Burc~ '9'. 'Ih1.tworth, 81 F. t2d) 721.
The GOTe~nt, .. u1cu cur1ae, t& CoRrt to d8l17 certiorari in that cue on
the groaDd tbat tba oue was collu1.,. ad DOt. a proper vehicle tor deternrtn1ng cout1tu-
tioual queetiCllUl 1dd.ch COII1d be better cOll81dend in the Electric BODd aDd Share caae. The
SUsan- Coart deD1ec1 certiorari.

W Lal '9'. secnarttie. 1:mge Cc.dasiOJl, 105 F. (211)574 (C.C.A. 1, 1939).

W Harttord au Co. '9'. S.&.C. l29 F. (2d) 794 (C.C.A. 2, 1942), 2 S.E.C. Jad. Dec. (C.C.A. 2,
10. 250, 1(42), hblICSirri.ce CO~rat10D or HeIr Jene7 '9'. 8..1.C. 2 S.E.C. Jud. Dec.
(C.C.A. 3., 110.7B'19 (1941)1 129 ~2d) 899 (c.c.I. j, 1942" 317 u.s, 6911 63 s. Ct. 266
(1942); Det.ro1t ldiaoo Cc.pa,J' '9'. S.E.C. 119 F. (24) 730 (C.C.A. 6, 1941); 314 n.s, 618;
Pao1t1c dii , IliCtrlC Co~S.E.C. 127 F. (2d) m-(C.C.A. 9, 1942), 139 F. (211)298~.~.Jt~C)4jcl;..tbiSiiP •• -coart. )au ~t1rlled tM 4ec1a101l or the C1rcu1t coui't. or Appeal.
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COIDpaIly,i!!/ have been subjected to judicial review and in these cases the COlIIIIIission'sorders
were affirmed by the circuit courts of appeals for the Second, Third, Sixth, and Ninth circuits,
and the Court of Appeals for the District of Columbia, respectively.

(c) Corporate Integration and Simplification

Themost significant litigation under the Holding CompanyAct since the Bondand Share case
was the group of review proceedings involving the constitutionality of the corporate Integration
and simplification provisions of the Act (Sections 11 (b) (1) and (2». In 3 of these cases,
filed by the North AmericanCompany,United Gas ImprovementCompany,and Engineers Public Service
Company,W the Secondand Third Circuits and the Court of Appeals for the District of Columbia
in unanimousdecisions upheld the constitutionality of Section 11 (b) (1), 56/ while the
constitutionality of Section 11 (b) (2) was similarly sustained by the Firstand Third Circuits
and the Court of Appeals for the District of Columbia57/ in review proceedings instituted by
AmericanPOlrer& Light Companyand Electric Power& Lignt Corporation (one case), CODDIlomrealth
& Southern Corporation, and Central and Southwest Utilities Co. 58/ In addition to upholding
the constitutionality of Sections 11 (b) (1) and 11 (b) (2), these decisions have affirmed, in
virtually all respects, the Commission'sviews as to matters of statutory interpretations.

To assist holding companiesand operating subsidiaries in achieving voluntary compliance
with the corporate simplification and integration provisions of the Act, the Commissionhas, at
the request of companiesconcerned, instit~ted 15 proceedings in federal district courts under
Section 11 (e) of the Act to enforce and carry out voluntary plans of reorganization previously
approved by the Commissionas fair and equitable and necessary to effect the corporate simplifica-
tion and integration provisions of the Act. In these cases involving CommunityPowerand Light
Company(D.N.Y.), Great Lakes Utilities Company(D. Pa.) Jacksonville Gas Company(D. Fla.),
United Light and PowerCo. (D. Del.), Puget SoundPower& Light Co. (b. Mass.), Southern Colorado
PowerCo. (D. Coio.), North Continent utilities Corp. (D. nei.), ColumbiaOil & Gasoiirie co~.
(D. Del.), North AmericanGas ana Electric com~ r», Del.), Central States Power& Light orp,
(D. Del.), Consol1datedEiectric arid Gas Co. (. el.), Clarion River PowerCo. (D. Pa.),
AmericanGas aDdPowerCo. (D. Del.), The Laclede.Gas Light Co. (D. Mo.), ana International
Ut1l1ties Corporation, the courts have not oDiy assisted in effectuating the Congressiori81
policies expressed iii the Act but, in so doing, have accomplished a uniformity of reorganization
procedures. 2l/ Beginningwith the CommunityPowerand Light Companycase decided in 1940, the

i!!/ AmericanGas&Electric Co. v. S.E.C. 134 F. (2d) 633 (App. D.C. 1943); 319 U.S. 763 (1943);
Koppersunited Co. v. S.E.C. l3~(2d) 577 (App. D.c,., 1943).

55/ North AmericanCo. v. S.E.C. 133 F. (2d) 148 (C.C.A. 21 1943); 318 u.s. 750; 63 s. Ct. 764;
um.Ji Gas rmprovement~v. S.E.C. 138 F. (24-) 1010 \C.C.A. 3, 1943); Engineers Public
Se ce Co. v. S.E.C. 138 F. (~36 (App. D.C., 1943).

56/ In the North Americancase the SupremeCourt has granted a petition for writ of certiorari
but has been unable to hear arguments in the case because of the lack of a quorumof justices
qualified to hear it. In the Engineers Public Service Companycase, a petition for writ of
certiorari has been granted by the SupremeGourt.

221 The AmericanPower& Light c0mti' Electric Power& Light Corporation case is nowpending
Gefore the SUpremeCourt on pe on for a writ of certiorari.

AmericanPower& Li,ht Co. and Electric Powerand Light Corporation v. S.E.C. 141 F. (2d)
606 (C.C.A. 1, 1944; Commonwealth& Southern Corp. v, S.E.C. 134 F. (2(l')'7l7 (C.C.A. 3,
1943), 2 S.E.C. Jud. Dec. (C.C.A. 3, No. 8052;1.943)~tral & South West Utilities Co.
v. ~. 136 F. (2d) 'Zl3 (App. D.C., 1943), 2 S.E.C. Jud. Dec. (App. D.C. No. 8333, 194~.

2iJ In re COJIIIID1D1tlPowerand Light CompaDl33 F. Supp, 901 (S.D. N.Y., 1940); In re Great Lakes
Utilities COIIl~ 2 S.E.C. JUd. Dec. (E.D. Pa. No. II 989, 1942); In re Jacksonrllle Gas Co.
46 F. Supp. 8 D.C. Fla., 1942), 2 S.E.C. Jud. Dec. (S.D. Fla. No. 483=J, 1942); IU re
United Light and PowerCo. 51 F. Supp. 217 (D.C. Del., 1943); In re Puget SoundPower;;--
~ht Co. 2 S.E.C. JUd. Dec. (D. )lass. No. 2308, 1943); In re Southern Colorado Power

2 S.E.C. Jud. Dec. (D. Colo. No. 670, 1944). Art1i'liled on appeal by the Tenth
CIrCURCourt of Appeals. In re Jiorth Continent ut1l1ties COrporation 54 F. Supp. 5'Zl

(Contirmed)
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Commission's orders approving section 11 (e) plans have been upheld by the courts with respect
to both holding companies and operating subsidiaries. In these proceedings the settled practice
of the courts has been to consider the plan solely upon the evidence presented before the Com-
mission, and to consider new evidence only for the purpose of detendning whether it could and
should have been considered by the COIIIIId.saion.In addition, the CORdssion, in a nwaber of
cases, has passed upon, pursuant to Section 11 (f) of the Act, plans of reorganization of hold-
ing companies and subsidiaries in proceedings under Chapter I and fOl'ller Section 7TBof the
Bankruptcy Act.

A corollary to the reorganization of hold1ng companies and their subs1d1ar1es under the
Holding CompanyAct is the COJIIIIl1ssion's determination to prevent holding companies from escaping
the requirements ot the Act by liquidating under state procedures. 'Ibis policy of requiring
that the reorganization of holding companysystelll8 shall be in accordance with plans which are
fair and equitable and complywith the purposes of the Act is illustrated by the Commission's
injunction suit against The North American C'lIJP&DYand i ts subsidiary, North American Light &
Power Company,to prevent Light & Power from dissolving or liquidating under state law. The
case was ultimately dismissed by stipulation and the liquidation ot Light & Power is proceed-
ing under the Act.

A ComParableproblem has arisen in several cases wherein stockholders of registered
holding companies in process of reorganization or liquidation under the Hold1.DeCompanyAct have
filed derivative actions in state and tederal courts, asserting cl.a.1mseither on behalf of the
companyin reorganization or in the interest of one or more of its subsidiaries. These suits
have generally been based upon charges of corporate waste, alleged iaproper acts of the company
through its directors and officers, and other caUI!IeSof action geDera11y tallixJg in the category
of breaches of fiduciary duty. The COJIIIII1ssionhas taken the position that where a fair,
equitable pnd feasible plan of reorganization cannot be effectuated without considering and
giving effect to such causes of action, they should properly be asserted as claims in the Com-
mission's reorganisation proceeding. To protect ita jurisdiction, the COIIIIIIissionhas intervened
or appeared as amicus curiae in certain of these civil cases to request that they be dismissed
or stayed pending deterililii8tion ot the issues in the COJIIII1ssionIs proceeding. The courts have
recognized the importance of having this type of litigation adjudicated in the context of a
complete reorganization proceeding and have, in the exercise of judicial discretion, stayed the
cases before them. Typical ot these cases are Dederick v. The North .AlIIericanCompany(D. N.Y.)
and illinois Ian PowerCompanyv. North .AlIIericanLight & Power Co. (D. vel.). 60/

In cases arising out of the COIIIII1ssionIS Section 11 (e) proceedings a number of novel and
highly significant issues have been raised and settled in accordance with the views of the Commis-
sion. For example, thoroughgoing reorganizations of operating subsidiaries have been sustained
upon the premise of correcting an inequitable distribution of voting power in the subsidiary,
pursuant to the last sentence of Section 11 (b) (2). Jacksonv1ll.e Gas C~ (D. Fla.), Puget
Sound Power & Light Co. (D. Mass.), Southern Colorado Power Co. (b. Colo _

59 cont1d/
(D. Dd., 1944),; In re ColUll1?1aOil and Gasoline con::ation 2 S.E.C. Jud. Dec. (D. Del.
No. 290, 1942), 50 F. Supp. 965 (b. ne1., 1943), 134~ (2(1) 265 (C.C.A. 3, 1943); In re
North American Gas and Electric C~ 2 S.E.C. Jud. Dee. (D. Del., No. 352, 19~
In re Central states Power & Lt;~ration 2 S.E.C. Jud. Dec. (D. Del., No. 354,
1944); ID re Consonaated Elee Ic & as Co. 55 F. SUPP.2ll (D. Del., 1944); In re Clarion
River Power Co. 2 S.E.C. JUd. Dec. (w.b. Pa. No. 2903, 1944); In re American Gas ana Power
Co. 55 F. SUpp. 756 (D. Del., 1944); In re The Laclede Gas Lifht Co. 57 F. SUpp. 997 (b.c.
'CD., )10., 1944) Nowon appeal; In re Internat1on&l Utmt es Corporation D. C. S. D. N.Y.
Civ. 25-260 (1944).

60/ Dederick v. North AmeriC~~t and Power Co. 48 F. Supp. 410 (S.D. N.Y., 1943); Illinois
Ian Power Co. v; NOrth.Allle can tight ana Power Co. 49 F. Supp. zn (D. Del., 1943).

g; In re JaekllonY1lle Gas Co. 46 F. SupP. 852 (D.C. ns.; 1942), 2 S.E.C. Jud. Dec. (S.D.
Fli. Ro. 483=J, 1<}42); In re Paget Sound Power and ~t CO!Jl811l2 S.E.C. Jud. Dec.
(D. )(ass. No. ~8, 1943); IDre South8i'il Colorado ower CO!Jl8Dl2 S.E.C. Jud. Dec.
(D. Colo. No. 670, 1944).
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lie:- pending W betore tbe Sa~ Court ill 'the 1IIport8nt question of the _an1Dg and
appl.1cation of the -fair and equitable. 8taD:Iard prescribed in section 11 (e), in detendning
the proper allocat1oa of secar1t1es in a reorganisation or liquidation UDderthe Act, between
the pre1'eJTedand ee-m stockholders of tbe cC*p8ll1'. The Case in which that problem is posed
ill otis &: Co. T. Securities aDdExc~e C~s1on, wbich inTolTes the C~ssion's hold1.Dg,
d18C1lsiidIi the seeMon on *IDtegra on aDd s1iij)11t'ieation ot Bo1d1ngCOJI:P8D1'S7llteas-, that
the allocation should be based upon the entire baDdle of rights of both classes of stock with

reterence to their relative expectations of participation in 1neOM uDder the existing
structure, ra~r than uclusively upon the basis of the charter liquidation preference of the
preferred stock.

Another s1Jl11ar caee inTolving a plan for the reorganization of Southern Colorado Power
Cceparsyill DOlI' perMUngon appeal berore the Circuit Court of Appeals for the Tenth Circuit
under the title of Dispn v. securities and ExchangeCa.dssion. 63/

Federal District Courts wbich bave considered plans of reorganization folloring this S8118

allocation principle bave without exception approved and enforced the plans before them. In re
~et SouDd Ponr aDd ~bt Co. (D. Jlass.), In re North Continent Ut1l1ties Co. (D. Del.),-rii""'re
~~\Lonr&==! C~. (D. Del.), Ii re ConsonaaW ltiectrIc \{ GU Co. (D. Del:-Y;-
1'8 ~ GaS Co:{D. 110.), and Ii re htemat1oii81 tJtIllUes Corp. tn. N.Y.).

A cognate problea which has resulted in two reTiew proceedings (NewYorkTrust Co. T.
5ecur1t1es and Ex~e CC81ssiDia 5ational Bank &: Trust Co. T. securities ana EXchange
~slon), WiD sm ti'ia" Court decisions In voluntarT plan enforcement proceed-
1Dii(Ii re NOrth Continent Ut1l1ties Corp., In re Consolidated Electric &: Gas C~), 66/
concerns the contractUa1 right of aebeiitlU"ehOldere to receive a premia upon presa:ure ret:1re.ent
of the debentures in the liquidation of their COllp8Dy, where liquidation takes place pursuant to
a section 11 (e) plan designed to coaply with the mandate of Section 11 (b) (2). As noted in
the section on -Integration and S1IIplit1.cation of Bolding Ccapa.IJ1"Systems-, the Second and Seventh
Circuits and the District Court of De1anre in these cases uJileld CIl'der8 at the COIIIIIission's deter-
mution that it .ould be unfair and inequitable to the other security holders ot the coapan1.es
to give the debenture holders a prem.ua or other ccapensation for premature termination of their
rights in the context of a reorganization or liquidation required by the Act.

Another reorganization problem under the Ho1d1DgCompanyAct, not yet f1.nally settled by
the courts, is whether a plan of' reorgan:1.sationprePared and negotiated by a -.nagement group ill
fair aDd equitable and not detrblental to the interests of investors and the pl1blic, where the
plan pel'll:its the managementto profit either in terms of control or pecuniary gain frOll stock ot
the corporation which the unage.nt has pll'Cbued during the course of the reorganisation pro-
ceeding. In Cheneryv. Securities and ExchangeC~sion, 67/ the C~lIsion held, with respeO't

W S1Dcethis wrltiDg, 'the Saprue Court bas rendered a decision in otis &: Co. T. SECapproving
the Ca.1.ssion's holding (three Justices diIlsenting). 65 S. ct. 483 (1945). - ,

~l A deci810n hu been rendered by the Court upholding the Coa1l1s10n'8 approval of the plan of
reorganiaa~iOD. F (2d) (C.C.A. 10, 1945).--- ---
In re Paget Soand Ponr and 'Light CCl!f!Dl2 S.E.C. Jud. Dec. (D. lIaBs. 50. 2308, 1943);
ID re lorE&: cOii't1D8Iit trtmtl88co~on 54 F. Supp. 5Z1 (D. Del., 1944)J In re Central.
sta!e~~ QI1il1! Corporation 2~C. Jud. Dec. (D. Del. 50. 354, 1944) J In re
trcm.o1:1CIitiCI11iCtrtc&llii Co. 55 F. Sapp. 2ll (D. Del., 1944); In re The Lac~~ Light
Co. S'1 f. supp. m (D.C. I.D. Vo., 1944) J In re International utlines C~rat1on n.C:S.D
•• Y. CiT. 25-260 (1944).

IAiIr York '!'rut Co. v. S.E.C. 131 F. (2d) Z14 (C.C.A. 2., 1942); Cit1 National Bank & Trust Co.
Ol cgcago T. S.E.C. (2d) 6S tC.C.A. 7, 1943).

In re .ortb Cont.1DBntUt1l1tiea C~. Y. F. Supp. 5Z1 (D. Del.,. 1944)J In re Consolidated
meSo " Gii Co. 55 ,. SUpp.211\». Del.. 1944).

!!J Ch!D8!l Corporation T. ~. 128 F. (24) 303 (App. D.C., 1942), 318 n,s, so (1943).
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to a volUl1tar7plan Pr0p08edby Federal water serrice Corporation, that equity decisions as to
the fiduciary obligations of corporate l18D8geraforbade unagerial profit fro. such transactions.
The Appelate Court for the Districtof Columbiaheld that the CCBIl1ssionexceeded its statutol7
authority in so deciding. On further appeal the COJIIIII1ssion'sorder was set aside and remandedto
the COIIIIIis81onby the SUpremecourt (three Justices dissenting), on the ground that the equity
precedents uponwhich the COJIIrl.ssionhad relied were not applicable to the case. The Supreme
Court held that the Holding CompanyAct eapoweredthe C0BBi8sionto correct reorganisation abuses
aria1Dg in proceedings under the Act and that the COIIII1ssionwas authorised to consider the
problea posed in1hi8 case in the light of the statutory purposes and its experience with reorgani-
sation practices in proceedings under the Act. The case i8 nOlI'pending before the C08II1ssionupon
the remaM. !!!y

A coroll.ary to this problea of fiduciary responsib1li ties UDllerthe Act was presented
in t:!aan, Stanley &c Co., Inc. v. Securities and ExchangeCClEIi.ssion,~/_wbere the SecondCircuit
df an om of the emssion prOhmung DaYtOiiLIiht &; Power froa paying under-
writer's fees to Morgan,Stanley, on the ground that Morgan,Stanley and the coapany stood in
such relation to each other that there was likely to haTe been an absence of a1'Il' 8-length
bargaining in the transaction.

(d) Judicial ReviewProcedure

Judicial opinions in cases under the Holding COIIPBDYAct have resulted in settling important
general questions bearing upon the conduct of the Cc.dssion' s proceedings and the rights of
"aggrieved" persone to obtain judicial review of Ccmmdssionorders. One such question related to
the proper _thod of disposing of two or acre petitions fUed in different circuit courts to
review the sameor parts of the S8a8 order issued by the C0IIIII18sion.Relying upon the statutory
provision that the court in which the C~ssion sball fUe its transcript of record shall have
exclusive jurisdiction to aff1rll, modify, or set aside the C~sion's order in whole or in
Part, the C~8sion has contended that whentwo or more petitions for review are fUed in
different courts the Coaaission JIIllstdetenl1ne which review proceeding w1ll best serYe the pI1blic
interest and file its transcript in that court, thereby giving it exclusive jurisdiction over
the Commission'sorder. The procedure has been judicially established that petitions tiled in
courts other than that in which the CODII1ssionrUes the transcript of the record are to be
diSlll1asedunless the petitioners desire to interYene in the proceeding before the court which
has been given exclusive jurisdiction over the COIIIIIission'sorder. To protect the rights of such
petitioners, there has been developed.the judicial procedure of trans.f8rr1ns and transmitting
to the court of exclusive jurisdiction the petitions for review filed in the other cOUl'ta.

lIore recently the analagous question has arisen as to the disposition of petitions for
review fUed by stockholders of companiesdirectly or 1nd1rectly dfected by the Com1ssion' IS
orders UDderthe Holding Caapa11\YAct. The C~ssion has been upheld by revining courts in
its contention that before a stockholder can claim to be ftaggrievedW by the COIIII1ssion's order
his petition .nst show that he has compliedwith the general rules applicable to stockholders'
derintive actioba, i.e., that he has ude a deaand upon his corporation to rue a petition for
review and that the corporation has refused to do so for improper reasons. J2I
(e) Political Contributions

The provision of the Holding COIIP&nYAct which aakes it unlawful for any holding c~ or
subsidiary to give political contributions was held constitutional by the Eighth C:1rcu1tin ~an
and UnionElectric C~ of Il1ssouri v. U. S. 71/ In that case, which 11'&8 the outgrowth 0 an
extensive Iiivest1gatoncoIiducted by the COiiiiiifssIOn,the Circuit Court dfil"JDedthe conviction of
the c~ on charges of JMldngpolitical c.ontr.ibutions in violation of the provisions of the
Holding Coapa,uyAct, and that of its foraer president, for conspiracy to violate the same section.
The evidence showedthat the defendants had established a ftslush tundft aceumnlated by kickbacks -,
and legal fees, payMnts to contractors and insurance agents and the padding of expense accounts.
Three other officials of the companyhad previou!Jly been convicHd or perjury in their test1.llon:y
before officers of the Ca-Usion during the course of the investigation.

On February 8, 1945,-the Ca.tssion issued its f1nd1ngs and opinion reaffirming its previOWl
determination. Holding CoapanyAct Release Ho. 5584.

iFJ/ )(B!8D Stanl~ Co. T. S.E.C. 126 F. (2d) 325 (C.C.A. 2, 1942).
0 v. S.E.~, 143F. (2) 943 (C.C.A. 2, 1944)and berican Power&c Light CCJ!P!!lv. S.E.C.
~470m. 1, 1944.)'EJ Eganv. U.S. and UnionElectric Co. or ll1ssouri v. ~., 137F. (2d) 369 (C.C.A. 8, 1943),m. Ct:-I95 (1943).
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APPENDIXTOPARTIII

status or Each of the Kajor Holding CompaniesUnder Section 11

A brief 8UlIIIIl8.1"Y of the status of each of the major holding companies under the more important
aapect.s of Section 11 at the close of the past fiscal year follows: 72/

1. Electric Bondand Share Company

Electric Bendand Share is the largest system registered under the Holding CompanyAct. The
parent, Electric Bondand. Share Company(Bond and Share), controls five major subholding companies:
American& Foreign Power Company,Inc. (American Foreign), American Gas and Electric Company
(American Gas), AmericanPower & Light Company(American), Electric Power & Light Corporation
(Electric), and National Power& Light Company(Natioflal).

OnMay9, 1940 the COJIJIIl1.ssioninstituted Section 11 (b) (2) proceedings directed to Bond and
Share and certain of its subsidiaries. 73/ OnAugust 23, 1941 the Commissionfound that National
served no useful function, that it servea as the central tier in a pyramid which enabled Bond and
Share to control the National Systemwith practically no investment, and that it violated Section
11 (n) (2) because it constituted an undue and unnecessary complexity in the Bondand Share
system. As a result National was ordered to dissolvf.>. 74/ Considerable progress has been made
in getting National's affairs in shape for liquidation.--All of its bonds~ retired through
the use of cash on hand and its preferred stock was e]~m1nated :.hrough a voluntary exchange of
commonstock of Houston Lighting & Power Company-and by sale of the remainder of the Houston
stock and the use of the proceeds together nth treasury cash to retire the remaining National
preferred stock at $100 per share plus accumu.lateddividends. The last of the preferred stock
..-a:a retired in January 1944 pursuant to an authorization of the Commissiondated January 4,
1944. 75/ The principal assets remaining for disposHion are the commonstocks of three operat-
ing companies: BirminghamElectric COIIlpa.IIY,Carolina Power & Light Company,and Pennsylvania
Power& Light Company.

OnAugust 5, 1942 76/ the Commissionacting under Section 11 (c), granted National an
extension of one year .tr'Om August 22, 1942 for cOD1J>l+ancewith t.he order of dissolution but
conditioned its action upon National's filing plans for resolution of the voting power and
accounting problems of its subsidiaries. Such plans have been fUed by National. Arter
several amendmentsthe plan filed by Carolina Power& L1&htCompanywas approved by the Com-
mission on Decemberu, 1943. 71/ Sim~ilarl the plan for BirminghamElectric Companyas
amendedwas approved on Karch ~, 1944. 78 In both of these cases the operating cOJD.P8l11.es,
through capital contributions by Natio and accounting and voting power adjustments" were
able to conform their accounts and structures to the standards of the Act so as to be re~
for disposition. Final action has not been taken nth respect to Pennsylvania Power& Light
Companylargely by reason of uncertainty as to the classification of the accounts of that com-
pany. An order to shOircause with :respect to that company, directed toward a disposition of its
accounting problems, was instituted by the Federal Power COJIIIII1ssionon Dec~mber17, 1943. At
the close of the past fiscal year" this proceediJlg was pending.

'EI Also see Append1xTables 17, 18 and 19.

W Hold1DgCompanyAct Release No. 2051.

.. '1!t/ Holding C~ Act Release 10. 2962.

'12/ Hold1Jlg COJIP8DYAct Release No. 48ll.

1!!/ Hold1DgC~ Act Release 10. 3832.

I1/ Holding C~ Act &ileue 10. 4746.

J!/ Holding Cc.paD.7Act Release No. 4955.
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On August 22, 1942 AlIer1canand Electric 79/ were ordered dissolved on grounds s1m1lar to

those set forth above with respect to National7'"80/ These two companies appealed to the United
states Circuit Court of Appeals for the Firet CiF"cu1twhich on Jlareh 17, 1944 affirmed the order
of the COIIIIII18sionfJl/ and on April 18, 1944 denied an application of the comPaniesfor a rehear-
ing. Thereuponthecompanies petitioned the SupremeCourt for a writ of certiorari on which the
Court has not yet acted.

The Commissioninstituted proceedings under Section 11 (b) (2) and various other sections
of the Act directed to .Americanand 1ts subsidiary, Florida Power& Light Company(florida), on
Jul.,. 10, 1941. lswes were raised as to the distribution of voting power amongthe security
holders of Florida, the existence of large amountsof write-ups in its accounts, and the validity
aDd rank of the $22,000,000 of Us debentures held by' American. On September17, 1941 respondents
fUed a refinancing plan, in part to _et the allegations in the Comission's order for hearing.
The utters were consolidated am hearings were held. Prior to the final determination of the
case by the COIIIII18sion,honver, Americanand Florida submitted amendmentsto their previous
proposal. The proposal as so 8J118nded,lIhich provided for substantial adjustments to the accounts
of Florida, the surrender b,. Americanto florida as a capital contribution of $17,000,000 of the
debentures held b,. it and certain other securities, and the retirement of all publicly-held
securities at their contract prices from treasu.r;y cash and the proceeds of issuance of DeW

securities, 11&8 approved by' the COIIIII1ssionon Decelllber28, 1943.

On November15, 1943 AmericanfUed an application and declarat:t:on with respect to the con-
version of its outstanding stock, consisting of $5 and $6 preferred stock and COIIIIIOIl stock into
a new cc.oon stock. The cC?JRP8D1stated in its fUing that while it was contesting the consti-
tutional1t,. of section II (b) (2) and the C~ssion's order of dissolution directed to it there-
under it bel1eTed that the proposed transaction would be appropriate to the carrying out of such
order, if upheld. The C~ss1on consolidated the proceedings with respect to the fUing with
the proceedings UDdersection II (b) (2) directed to Americanam set forth as amongthe iSSU88,
whether the allocations or the equity of Americanamongthe respective classes of security
holders .. fUed or as hereinafter aod1.fied could appropriately form the basis of a plan for the
dissolution of AmericaninaccordaDce with the previous order of the COIIIIII1ssionto that em. W
Hearings haTe been held in this consolidated proceeding and the matter is peDding.

United Gas Corporation, a subsidiary of Electric, filed 811application on ](a,. 5, 1941with
respect to a proposed refinancing, and in connection therewith the repayment of $52,925,000 in
debt claiAs held by" Bondand Share. On Yay31, 1941 the COJIIII1ssionordered hearings on this
application aDd instituted proceedings pursuant to Section 11 (b) (2) and other Sections of the
Act. 84/ The section II (b) (2) proceedings raised issues as to the necessity for a reorganisa-
tion 01 United au, and as to the Tal1d1ty and rank of the debt claims held by Bondand Share.
A consolidated hearing wu ordered with respect to the application and. the Section II (b) (2)
proceedings and extensive hearings ..ere held. After the close of the record on the major issues
in the consolidated proceedings a Section II (e) plan was filed on Karch 6, 1944 lIhich provided
for a cc.prehenaive reorganization of United Gas and a compromise.. ttl81118ntof the debt cla1u
at Bond and Share together with its stock interests in United Gas for $44,000,000 in cash
.lfter bearings on this plan the COJIIIII1saionissued ita Findings and Opinion, and. Order approving
the plan as necesaar;y to effectuate the provisions of SecM-onII (b) (2) and .. fair and
equitable. !2/ In accordance with the request of the coapanies the COJIIII1asionhas applied to the
United states D1atr1ct Court for the District or Dela1rare for enforcement of the plan.

'!l/ see AppeDd1xTable 19 for list of ut1l1ty subs1d1ar1es.

Hol.d1DgCc.p8D7 Act B.l ease No. 3750.

AaeriCUlPonr &: Light Co. v. ~., Electric Power&: Light Co. v. ~., 141 F. (2d) 606.
!'Y Hold1DgCc.paJQ'Act Release Bo. 4791.

Hold1DgC~ Act Release No. 4695.
Sf Hol.d1Dg Cc.paD7 .let Release No. :n9O.

!2/ Holding C~ Act Release No. 5271.

The plan bas been approved by the Court.
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OnKarch 8, 1943 Utah Power & Light Company,a subsidiary of Electric, fUed a refinancing
plan and the Collllll1ssioninstituted 11 (b) (2) proceedings which it consolidated with the proceed-
ings on the plan.!!l On November29, 1943 the Commissionapproved the refinancing and ordered
a recapitalization of utah involving the conversion of its preferred and cODmlonstocks into a
single class of cOJlllllOnstock and directed that adjustments be madein the accounts of Utah and
its subsidiary companies. 88/

On September 1, 1943 the CODmIissionapproved the sale by Electric of its entire cODmlon
stock interest in the Idaho PowerCompanyto underwriters for resale to the public. 89/ Electric
received $10.,361,250 fQr the stock. The Commissionhas SUbsequently approved the use of portions
of these proceeds for investment by Electric in the commonstocks of two of its remaining sub-
sidiaries, Mississippi Power& Light Company90/ and Arkansas Power& Light Company.91/ The
increase of Electric's investment in these subSidiaries, through the use of this cash;together
with the portion of their senior securities held by Electric enabled them to makenecessary
accounting adjustments and substantially improve their structures.

On Kay 18, 1943 the COIIIIII1ssionissued its Notice of and Order reconvening the hearings with
respect to the Section 11 (b) (2) proceedings directed to Bondand Share and its subsidiaries,
raising as an issue the question as to whether or not Bond and Share is an undue and unnecess&r'7
complexity with respect to AmericanGas and Electric Companyand its subsidiaries am American
Foreign and its subsidiaries, respectively, and also raising an issue with respect to the
necessity for a reorganization of AmericanForeign under Section 11 (b) (2) of the Act. 92/ The
Notice and Order directed that the issue with respect to Bondand Share's relation to American
Gas be first considered. Hearings have been held but the matter has not been completed by
reason of the request of Bond and Share that it be permitted to formulate and present a plan tor
its disposition of its stock interest in AmericanGas. After the close of the fiscal year,
American Foreign filed a plan of reorganization on which hearings are being held. 'l1/

2. The North AmericanCompany

Proceedings pursuant to Section 11 (b) (1) were instituted Karch 8, 1940 with regard to The
North AmericanCOJDPlDlY'(North American) and its subsidiaries 94/ and on December2, 1941 pursuant
to Section 11 (b) (2) with regard to North AmericanLight & POWerCompany95/ (Light & Power), a
subsidiary of North American. Urrler date of December30, 1941, the CommisSIonordered 2!:1 the
dissolution of Light & Power.

The COIIIIIlission's-opinion and order in the 11 (b) (1) proceedings were rendered April 14,
1942 T1J and. dealt with the status of each registered holding companyin the system, including

!11 HoldiDgCompanyAct Release No. 4157.

HoldiDgC~ Act Release No. 4716.

!if Holding CC1111P&D7Act Release No. 45Z1.
CJ!!f HoldiDgDoapaDTAct Release Ho. 5237.

W Hold1DgCClIIlPUJ1'Act Release No. 5294.

.. W Hold1DgC~ Act Release No. 4305.

21/ HoldiDgCc.puJy Act Release Bo. 5388.

'i!t,/ HoldiDgCClEP8D7Act Release No. 1960.

221 Holding COIIIJl8D1'Act Rel.... 110.3168.

tt2I HoldiDgC~ Act Release 110.3233.

11/ Holding COII:Jl8DYAct Release No. 3405
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subsidiary holding companies ot Light & Powerbut not including Light & Power since its liquida-
tion had been previously ordered. The Commission's order directed that North Americanconfine its
operations to a single integrated electric system baaed upon Union Electric Companyot II1ssouri,
and allowed North Americanfifteen da.ys in which to state an alternative choice. Nosuch choice
was made but North AmericantUed a petition requesting modification cf the order, which petition
was denied June 25, 1942. 98/ North Americanappealed to the U. S. Circuit Court of Appeals for
the Second Circuit, wh1chi1firmed the Commission's order on January 12,. 194.3.Cfll The Supreme
Court granted a writ of certiorari on Karch 1, 194.3l~/ to review the decision ot the Second
Circuit, but on April 15, 194.3indefinitely deferred earing the case because of the lack of a
qualified quorum. Until the Supreme Court has disposed of this case, the ditficul ties, practical
and otherwise, with respect to enforcement of that part of the order awaiting review are obvious.

Subsequently, on August 4, 194.3Borth .Americansu'tm.tted a plan, under section 11 (e) of the
Act, proposing several regional holding companies aDd the tiDal d1asolution of North Allerican.
Hearings have been held on this plan, but the COIID1ssionbaa resened decision because of the
pende1ld;Jof related questions which have not been resol'W'8Ci.

Horth Americanhas disposed ot substantially all of ita holdings in Detroit Ediaon Cc:.pan;y
cOlllD1Onstock and has reduced its holdings in Washington RaUwayand Electric CCIapUI,TaDd. P..acUic
Gas aI!d Electric Companyby the p&1II8J1tof shares of these companies as regular dividends to th.
CODDOnstockholders of North American, enabling North AMrican to use the cub. so cons_ned to
reduce its outstanding debt from $70,000,000 to approximately $.30,000,000. As a result, Borth
American has been able to refund its entire debt with a 2% bank loan maturing .. r1ally over a
five-year period.

The determination ot a fair and equitable plan of liquidation for Light Be Powerhas been
delayed pending the disposition of certain clabul assertedaga1nst it by lllinois PowerCompany,
an indirect subsidiary. iOi/ In the interim, Light Be Power has taken steps toward liquidation
through the retirement 0 .3,376,500 publicly held debentures (without the paJlD8l1tof redemption
premiUll8), such action having been appealed by the Trustees under the indentures securing such
debentures to the U. S. Circuit Court of Appeals tor the Seventh Circuit, wb1ch upheld the order
of the COIIIDission;10V and further, by the disposition of its iDYestmentin certain subsidiary
companies, including estern Illinois Ice C~, Blue River PowerC~, PowerBe Light Secu-
r1ties COIIlp8.Dy,and JlcPhereonau Be Gas D8velo];a8ntCOIIplUV'

.3. The United Gas Improvaent CO!Ip!I.Dif

The Cc.dssion instituted proceedings with regard to The United Gas JmproveIIentC~
(U.G.I.) and its subsidiaries, pursuant to Section 11 (b) (1), on Karch 4, 1940. Pursuant to.
request by U.G.I., the C<8I1JIsionissued, on January 18, 1941, a statement of tentatift conclu-
sions as to the application of the provisions of Section 11 (b) (1) to the ho1.d1ngcOJlP8l1Y
system of U.G.I., in which the C~ss1on 8tated tentatively that the syeteals single integrated
public utility system was cc.poaed ot the electric properties ot its subsidiaries in the
Pennsy1vania-Del.aware-llarylaDdarea. 10.31 Div.stiture orders were issued on July .30, 1941

2!1 Holding CC11.P8D7Act Bel.... 10. 36.30.

22/ 1.3.3F. (2d) 148.

lQQ/ .318U. S. 750.

1011 On August 22, 1941 the C~lI8iOD 1DBtituted proceedings with respect to Illinois Ion Power
COJDP&DT(now Illinois Ponr C~) pursuant to Section 11 (b) (2) of the Act, deterraination
ot which has been retarded by the cla1u of Dllnoie Power against its parents.

1021 1.34 F. (211) 65.
'W.31 Hold.1Dg C.-pBIQ' Aot Beleue 10. 2500.
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and 1I&;y7, 1942 1041 based upon th1B interpretation. U.G.I. appealed these orders to the United
state. Circuit Court of Appeals for the Third Circuit. The Court sustained the orders in an
UNn1WOU decision on November 17, 194.3. 1051

After argu:MIlt before the court but before its tiec1sion, U.G.I. and its subsid1ar;y, Ph1ladel-
pb1a neetric CQIII.P8.D1",fUed applicat10M under Section 11 (e) for the purpose of enabling the
U.G.I. hold1Jlg 8Jl!ltem to effect partial compliance with Section 11 (b). The plan pro-
Y1ded for the distribution to U.G.I. 's preferred and commonstockholders of &30,600,000 in cash
and substantially all its stockholdings in Philadelphia Electric and Public Service Corporation
of NewJerse;y, two suba1d1ar1es with combined assets of $1,200,000,000. The plan was fUed in
December 1942, was approved b;y the C0IIII18sion March 18, 1943, i061 b;y the cOlIIIlonstockholders
AprU 19, 1943, and was declared effectbe as of June 18, 1943~ effecting the retirement in
this JII8l1Il8rof its preferred stock, U.G.I. made possible the fUrther distribution of investments
or cash to its cClllllOnstockholders.

SUbsequent to the distribution of its interest in Philadelphia Electric Companyand Public
Service Corporation of NewJene;y, The United Gas Improvement Company-effectuated a series of
traneactiona wbich enabled it to distribute to its stockholders in Ma;yof 1944 its holdings of
the securities of Delaware Power & Light COlIlp8JJyand subsidiaries, which bad consolidated assets
of $52,334,642. lCflI

4.. The CC8IOmrealth & Southern Corporation

section 11 (b) (1) proceedings were started with respect to The Commonwealth& Southern
Corporation and its subsid~es on llarch 6, 1940. This proceeding was later consolidated with
Beetim 11 (b) (2) proceed1Dgs 1Il8tituted on April 8, 1941. On AprU 9, 1942, 1081 the C~
aion, UDder Section II (b) (2), ordered COIIlIIlOnwealthto reduce its outstanding preferred and
C'~ stock to a a1Jlgle clus of c~n stock. Commonwealthappealed the order to the Circuit
Court of Appeals for the Third Circuit which, on March 31, 1943, upheld the COJIIIII1ssion'sorder
111all respects. WI COIIIIIIOt1W8UthfUed a recapitalization plan on Apx:1l 20, 194.3, designed to
compl;y nth the 0 ere The plan as or1g1nall:y fUed provides for recUaifj1ng the existing
preferred and C(gIQG stocks into a single class of new commonstock and for the distribution to
its stockholders (or -earlier sale) of the cOIIIIlOnstock of one of its northern subsid~es. The
plan cont.plates that the remaining subsidiaries would continue to be owned by Commonwealth,
pending the OIltcClM of the Section 11 (b) (1) proceedings.

On Februar;y 26, 1944, COiiIiIOl1WealthrUed an AmendedPlan 1Ib1ch, in substance, changed two
basic features of the original plan, namel;y the 80-20% plan of allocation was changed to an
85-15% allocation for the preferred and COJIIIILOn stockholders, l'espectivel;y, and the proposed
distribution or the COBllllOll stock of Consumers Power Companywas changed to the proposed distribu-
tion of the c~ stocks of all of the nortllern subsidiaries to the preferred and COJIIDOll

stockholders.

Hear1Dgs on the Amendeda.. 1I8re concluded on Varch 27, 1944 and the staff rued its
proposed f1nd.1Dgs on Va;y29, 1944 approriDg the basic features of the AmendedPlan but recOlllllend-
1ng that certain """"nts be.ade. Briefe have been fUed and oral argument held on the issues
involved and the case is presentl7 UDder advisement by the COIIII1ssion.

L1Jce many other holding cc:apan1es, Caanomrealth has refinanced most of its utUit;y subsidi-
aries and in the process bas materially improved their financial condition.

1041 Bo1.d1ng Cc.paD;J Act Release )Jos. 2913 and 3511.

105/138 F. (2d) 1010.

1061 Bold1ns O~ Act Release )Jo. 4173.

1fnl Bolding Oc.puv' Act Releue 10. 4505. Alao ... Appendix Table 18 for a l1st of the eubs1d1-
aries of U.G.I.

1081 Cc.puv' Act Beleue 10. )4)2.

1~/ 134 F. (211)747.
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5. Cities Service Company

On July 3, 1941 the Commissioninstituted a Section 11 (b) (1) proceeding with respect to
Cities Service Company(Cities), the top companyin this systEm!~and all its subsidiaries. Hear-
ings were completed and the Commissionissued its Opinion and Order on May5, 19.44. f~1 The
Orde~ directed Cities to comply with Section 11 (b) (1) by reducing the operations 0 ts system
to certain gas distribution properties located in the Mid-Continent section and certain gas
production and transmission properties found reta1nable therewith. 11il The Order provided,
however, that the retention in the Cities' system of all of its non-u ility holdings 'Wasnot
foreclosed if Cities should choose to comply with Section 11 (b) (1) by diaposing of its holdings
in all utility holding companies. Subsequent to the issuance of that Order, Cities filed a
petition requesting that the Order of May5, 1944 be supplemented or modified so as to proVide in
substance that in lieu of compliance with the provisions of this Order Cities may comply with
requirements of Section 11 (b) (1) by disposing of its interests in utilities without prejudice
to the right of Cities to apply for an exemption from the provisions of the Act under Section 3,
and be exempt as a registered holding company, after it has disposed of its interest in utilities
to the extent where it becomes entitled to such exemption and discharge. At the end of the fiscal
year no action had been taken on this petition.

The Order of May5, 1944 was also directed to Arkansas Natural Gas Corporation, a subsidiary
holding companyof Cities, and required that companyto confine its operations to the production,
transmission and distribution of natural gas conducted by Arkansas Louisiana Gas Company,its
only utility subsidiary, and required it to dispose of its interests in its non-utility subsidi-
aries including its interests in Arkansas Fuel Oil ~ompany. Arkansas Natural Gas Corporation
has filed a petition to review the Order of the Commissionin the Circuit Court for the Fifth
Circuit, which petition was pending at the end of the fiscal year.

On March 4, 1940 the Commissioninstituted a proceeding under Section II (b) (1) with
reference to the holding companysystem of Cities Service Power & Light Company(Power & Light),
principal holding companysubsidiary of Cities, and Federal Light & Traction Company,principal
holding companyof Power & Light. The Commission's decision inthat case was issued on August
17, 1943 1121 and required Power & Light to confine its operations to the electric utility
business conducted by certain subsidiaries in the State of Ohio. The Order also required Federal
Light & Traction Companyto confine its operations to certain electric utility businesses COD-
ducted by subsidiaries in the states of NewMexico and Colorado. .

In canpliance with the requirements of that Order, Power & Light has disposed of its inter-
ests in several subsidiaries, the principal one being Public Service Companyof Colorado and its
subsidiaries, 1131 and Federal Light & Traction Companyhas disposed of its interests in
Olympic Public Service Companyand Rawlins Electric Company.1141

By Order dated August 29, 1942 a proceeding was instituted under Section 11 (b) (2)
respecting Power & Light and certain of its subsidiaries. In December1943 Power & Light filed
a Section 11 (e) plan designed to effect partial compliance with Section 11 (b) (2). On March
14, 1944 the COIIIIlissionapproved the plan lIhich included a proposal to retire the publicly held
senior securities of Power & Light through the use of treasury cash (obtained principally through
sales of subsidiaries) and a $20,000,000 short term bank loan. 1151 Reference has already been
made above concerning the reorganization of Empire Gas and Fuel--eompanyunder Section 11.

110/ Holding CompanyAct Release No. 5028.

lll/ Cities Service itself has not appealed from this Order.

112/ Holding C<DpaDyAct Release No. 4489.

1131 Holding CompanyAct Release No. 4&:19.(Commissioner HealY'dissented.)

Jl4/ Holding CClIIIpBIlY'Act Release No. 4820.

1151 Holding Caapany Act Release No. 4944.
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6. Associated Gas and Electric Company

The CCBDission,on September 4, 1941, instituted a Section 11 (b) (1) proceeding with
regard to the Trustees of Associated Gas and Electric Corporation (Agecorp) whocontrolled,
directly or indirectly, 175 subsidiaries of which 68 were public utilities as defined by the
Act. To meet the issues raised by the Commissionthe Trustees proposed to create out of the
system four groups of properties to be disposed of as units in the liquidation of Agecorp. One
of these four groups of properties is located in Florida and Georgia, while the other three are
in NewYork, Pennsylvania and NewJersey.

On August 13, 1942, the Commissionissued an order requiring the Trustees to divest them-
selves of all interest in a long list of utility and non-utility companies, reserving for fut~re
consideration questions relating to the composition of the groups of properties as single inte-
grated systems, additional systems, and permissible non-utility businesses. 116/ The Trustees
filed a petition for leave to file an amendedsupplemental answer relative to'the retainability
of certain additional properties and companies in each of the four groups. OnFebruary 17, 1944,
the Commissionpermitted respondents to file the amendedsupplemental answer and adduce additional
evidence in regard to the issues thus raised.

On February 3, 1941, the Commissioninitiated Section 11 (b) (2) proceedings with respect to
General Gas and Electric Corporation (Gengas), a registered holding companysubsidiary of
Agecorp. 117/ Subsequently, Section 11 (e) plans for the reorganization of Gengaswere filed by
Gengas~and by Agecorp 119/, the hearings on which were consolidated with the Section 11 (b) (2)

'proceed1Dgs. After the close of the fiscal year a revised plan was filed jointly by Agecorp and
Gengas. 120/ This plan provided for the distribution by Gengas of certain assets among its public
securit7 holders, after which there would remain no claiIts against Gengas except those held by the
Trustees of Agecorp whoproposed to turn in all their securities of, and claims against, Gengas
and receive in exchange an entire issue of new commonstock. Hearings on the joint plan have
been completed and the matter is under advisement.

Section II (b) (2) proceedings were directed to Virginia Puhlic Service Company,a subsidi-
ary of General Gas and Electric Corporation (Gengas), on August 12, 1941, raising, amongothers,
the issue as to whether the voting power was fairly and equitably distributed amongits security
holders. In answer to these proceedings, Virginia filed a Section 11 (e) plan which, after
modification, was approved by the Commissionon November2, 1943. 121/ Subsequently, however,
on April ~, 1944, the Commissionissued an order granting applicatrons and whereby, amongother
things, Virginia was mergedwith Virginia Electric and Power Company,a subsidiary of Engineers
Public service Company,a non-affiliated registered holding company..122/

On February 10, 1943, the Commissioninstituted Section 11 (b) (2) proceedings with regard
to Georgia Pmrer & Light Company,another subsidiary of Gengas. On April 24, 1944, Georgia, to-
gether with its parent, Gengas, and an associate company, Florida Power Corporation, filed a
joint application-declaration wherein, amongother things, Georgia was to be recapitalized. It
is proposed that Florida donate $1,400,000 in cash to Georgia. These funds are to be used in
part to reduce the mortgage debt of Georgia and provide f'bra.cash settlement in the amount of $150
in full satisfaction of the interests of the public holders of the preferred stocks of Georgia.
The matter was pending at the close of the fiscal year.

116/ Holding CompanyAct Release No. 3729.

117/ Holding CompanyAct Release No. 2543.

118/ Holding CompanyAct Release No. 2598, )larch 7, 1941.

119/ Holding Comp8II1'Act Release No. 4382, .June 24, 1943.

120/ Holding CompanyAct Release No. 5228.

12ljl"ar tbe h18torT ot thee. proceedings see Holding CompanyAct Release NOB. lt823, 3562, 4618,
4654.

122/ Ho1d1Dg ee.pu;r Act Release No. 5021.
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On September 2$, 1943, the COIIIIIIiasioninstituted 11 (b) (2) proceedings ldth regard to Tide
Water Power Company,another subsidiary of Gengas, raising, among others, the issue as to whether
the voting power of Tide Water ...as fairly and equitably distributed amongits security holders. 123/
An answer and a supplemental. anrnrer 1R!re filed, and hearings ...ere held. Subsequent to the end or-
the fiscal year, the COIIlIII1.ssionissued its Fi.nd1ngs and Opinion and Order directing Tide Water to
file a plan, providing, amongother things, for a recapitalization of the companyby substituting
for the present classes of stock a single class of COllllonstock. 124/ On August 11, 1944, Tide
Water filed a plan providing, amongother things, for its recapitiII'zation to comply with the
Commission's one-stock order. After hearing, the plan ...as approved subject to reservation of
jurisdiction as to the' percentage of the new cOlllllOnstock issued to be received by Gengas. 125/

On June 14, 1943, a thoroughgoing reorganization plan was filed jointly by the Trustee of
Associated Gas and Electric Companyand the Trustees of Associated Gas and Electric Corpora-
tion. 126/ The plan, filed pUrsuant to Section 11 (f) of the Act, was designed. to extricate
these cOiipanies from bankruptcy proceedings which have been pending since January 10, 1940 in
the United States District Court for the Southern District of NewYork under Chapter X of the
Bankruptcy Act and to compromise and settle the respective rights of the security holders of
the t ...o companies to the assets nominally held by Agecorp alone. Extensive hearings ...ere held
and oral argument heard. On April 14, 1944, the Commissionentered an order approving the
plan. lZ7/ After the close of the fiscal year, the plan ...as also approved, pursuant to Chapter
X of tneBankruptcy Act, by the United States District Court for the Southern District of New
York. An appeal ...as taken to the Circuit Court of Appeals for the second Circuit and was
argued on December 8, 1944.

On September 30, 1941, the COlIIIIIissioninstituted proceedings under Section 11 (b) (2)
with respect to NewEngland Gas and Electric Association (Negea), a registered holding company.
Subsequent to the close of the hearings but prior to a final order of the Commission, the
Trustees of Ageco and Agecorp and a subsidiary companyin the Associated system instituted suits
1...'1 both a state court and a federal court, in Massachusetts against Negea. The suit in the state
court involved consideration of the status of indebtedness, in the amount of $14,583,2$0, which
bad been cancelled in 1930 through the issuance by Negea of equity securities. The suit in the
fecieral court involved an accounting for alleged profits received by Negea in, and resulting
from, the transfer of certain stock and indebtedness of Electric Associates, Inc. from Agecorp
to Negea in 1932.

It appeared to the Commission that the subject matter of the suits against Negea were
rglevant to any determination of a proper allocation of securities under any plan of recapitali-
zation of Negea. Hence, On Fe1n'u.ary17, 1943, the Ca.dasion instituted further proceedings
under various sections of the Act, including Secti~ 11, for the purpose of determining (1)
nether, and to ...hat extent, the Trustees of Ageco and Agecorp and its subsidiary had valid
ozla.imsagainst Negea, and (2) in the event that any claiJlB ...ere deemed to be valid, the rank or
such clai:as in relation to the claims of pnbllely-held securities of Negea. 128/

The issues in this matter ...ere subsequently broadened to include consideration of whether
and to what extent the Trustees of Ageco and Ageeorp, and their subsidiaries, have claims
against Negea for unjust enrichment as the result of anr transfers or diversions to Negea of
assets of the Associated system. Hearings in the JIIlltter have been completed and argument was
heard. At the cl08e of the fiscal year, the COIIIIIl1ssion'sfindings and opinion and order were
in preparation.

123/ Holding CompanyAct Release No. 4594.

124/ Holding CompanyAct Release No. 5238.

US/ Holding Compan;yAct Release No. 5512.

126/ Holding CompanyAct Release Bo. 4399.

WI HoldiDg CompanyAct Release Bo. 4985.

128/ Holding CompanyAct Release No. 4124.
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7. Standard POlJerand Light Corporation-Standard Gas and Electric Company

On March 6, 1940,the C0IIIIII18sioninstituted proceedings pursuant to Section 11 (b) (l)
with regard to standard Power and Light Corporation (standard Power) and standard Gas and Elec-
tric Company(Standard Gas) and their subsidiaries, and on June 5, 1940 pursuantto Section
11 (b) (2) with respect to Standard POIJer. At subsequent hearings counsel for standard Power
acknowledged that the Companyperformed no usetuJ. functions and on June 19, 1942)the CoJmD1ssion
ordered it to liquidate and its existence tel'lllinated. 129/ After the close of the
fiscal year, the Collllllissionapproved a dissolution plaTn'or Standard Power filed jointly by
Standard POIJerand Standard Gas. 130/

Standard Gas, under date of March 24, 194.3, filed a plan pursuant to section 11 (e) for the
purpose of enabling it to comply with the provisions o! Section 11 (b) and on the same date the
COIIIIli.ssioninstituted proceedings pursuant to Section 11 (b) (2), 15 (f) and 20 (a) and directed
consolidation of the two hearings. Hearings were completed, briefs submitted, oral argument
heard, and under date of May31, 1942, the CoIIIIIlissionissued findings and opinion 131/ stating
that it could not make the findings necessary for approval of the plan, for the reasons stated
therein. It withheld entering its order for 90 days to give Standard Gas an opportunity to file
an amendmentin accordance with views expressed in the findings and opinion. Subsequent to
the end of the fiscal year, Standard Gas submitted an amendedplan providing for the distribution
or its holdings in all its subsidiary companies except Philadelphia Company(selected as its
principal system) Louisville Gas and Electric Company{Delaware, Louisville Gas and Electric
COIIlpany(Kentucky~, Wisconsin Public Service Corporation, Public Utility Engineering and Service
Corporation, and a foreign subsidiary. An amendmentto the amended plan provides for the
distribution of the securities of Wisconsin Public Service corporation (Holding CompanyAct
Belease No. 5Z19). This plan was approved by the Collllllissionin its Findings and Opinion dated
November 1.8, 1944. 132/

On June 5, 1942,Northern states Power Company(Delaware) filed its plan of liquidation
pursuant to Section 11 (e) and on the same date the COIIIIII1ssioninstituted proceedings pursuant
to Section 11 (b) (2) and other sections of the Act with respect to that COIIlp8Dyand each of
its subsidiary cOlllpanies. Hearings were held, subsequent to which the companysubmitted an
amendedplan, upon which extensive hearings were also held, briefs submitted, and argument
heard. The decision of the COIIIIlissionis pending.

On June 30, 1942"Southern Colorado Power Company,a subsidiary of Standard Gas, filed a
plan pursuant to Section 11 (e) for recapitalization and, on July 2, 1942,the COIIIIIIission
instituted proceedings under Section 11 (b) (2) and ordered consolidated hearings thereon. On
August 3, 1943,the COIIIIIIissionapproVed the plan subject to certain lIIOdifications, which
were satisfied by amendmentsfiled October 21, 1943. The amendedplan was approved by the Com-
mission on November24, 1943,1.3.3/and by the United states District Court in Colorado on
December31, 194.3. litf App8arwas taken therefrom to the U. S. Circuit Court or Appeals for
the Tenth Circuit,.. ch has rendered its decision upholding the CCIIIII1ssion'sapproval of the
plan.

8. Col_ia Gas & Electric COrporation

Proceedings initiated by the COIIIIlissionon August 25, 1941, 'With regard to Columbia Gas &
Electric Corporation (Columbia) and seyeral of its subsidiaries, including ColUllbia Oil &
Gasoline Corporation, pursuant to Sections 11 (b) (1) and 11 (b) (2), were consolidated with a
Section 11 (e) plan by order dated July 14, 1942. The plan involved, among oth~r things, the
sale by Columbia Oil & Gasoline Corporation (Columbia Oil), a subsidiary of Columbia, of its
interest in Panband1 e Eastern Pipe Line Company(Panhandle), the transfer of its five oil and

129/ Holding C~ Act Release No. 3607

130/ Holding COJaP&DYAct Release No. 5625.

131/ Holding Ccapan;yAct Release No. 5070.

132/ HoldiDg C~ Act Release No. 5430.

1.3.3/Holding CoapaIJ1'Act Releue No. 4501.

1.34/ Enforced Without opinion.
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gasoline subsidiaries to Columbia Gas, and the liquidation of Columbia Oil. The COJIIIII1ssionin
an order It;1 and opinion 136/ dated October 2, 1942, approved the plan. OnMarch 23, 1943, the
United Sta s Circuit Court()f Appeals, Third Circuit, affirmed the COIIIIIl1ssion'sorder 1371 and
six days later the United States District Court for the District of Delaware entered it'SOrder
approving the plan. 1381 Columbia's relationships with certain of its subsidiaries had involved
it in a long series OT"'legal difficulties. Amongother results, consummation of Columbia's plan
had the effect of divorcing Panhandle from the ColumbiaQ'Stem, a step which the Commissionhad
found to be necessary to effectuate the provisions of Section 11 (b) (1), extricated some of the
companies and other interested parties from problems which they faced under the anti-trust laws,
and terminated a complex tangle of private litigation.

Further proceedings were instituted by the COJIIIIIissionon Kay 2, 1944,'With regard to Columbia
and its remaining subsidiaries pursuant to Sections 11 (b) (1) and 11 (b) (2). Initial hearings
were held before the Commissionon June 15, 1944, at which time various suggestions as to
methods of compliance by Columbiawith Section 11 (b) were madeby the parties. Subsequent to
this hearing and after conferences amongmembersof the staff of the Public Utilities Division
and certain of the parties to the proceedings, Columbia requested the Commissionto issue its
tentative conclusions as to the status of Columbia in relation to the requirements of Section
11 (b) (1). The COIIIIII1ssionacquiesced in this request and on August 1~, 1944.!i.ssued its
tentative conclusions. 1391 Subsequent to the close of the fiscal year the ITOIIIIIl1ssionissued its
Findings, Opinion and oroer in this matter 1.401 in which it found that Columbia Gas could retain
the distribution operations of the Charleston, Pittsburgh, and Columbusgroups of properties as
well as the production and transmission properties ownedand operated by the companies within
each such group. The COIIIIIl1ssionfurther held that certain other properties, including the
properties ownedby the Cincinnati Gas & Electric Companyand the Dayton Power and Light CompaIl1',
were not retainable and should be divested. Jurisdiction was reserveJl as to the retainability
of certain other designated properties.

9. Niagara HudsonPower Corporation

The COIIIIIissioninstituted Section 11 (b) (2) proceedings in August 1942 'With respect to
Niagara HudsonPower Corporation, Buffalo Niagara and Eastern Power Corporation, and their
subsidiary companies. During the course of the hearings the Commissionheld a public conference
to explore the means whereby dividend payments on the preferred stocks of the two holding
companies in the system, which were discontinued in the fall of 1942, could be resumed. The
managementformulated an over-all plan of reorganization, filed in June 1943 under Section
11 (e) of the Act, providing for the consolidation of the principal public utility companies
in the system and Buffalo Niagara and Eastern Power Corporation into one operating company,
and the dissolution of Niagara HudsonPower Corporation. The plan further provided for the
payment in cash of all accrued and unpaid dividends.

On January 21, 1944tthe New York Public Service Commissiondenied the petition of the
companies involved to consolidate as contemplated by the plan. The Seeurities and Exchange
COIIIIIlissionon June 19, 19~ denied the applieation of Buffalo, Niagara and Eastern Power
Corporation, a subsidiary of Niagara Hudson, for exemption as a holding cOlllplUlyfrom the provi-
sions of the Act insofar as applicable to the provisions of Section 11 (b) (2), and further
ordered that Buf,falo, Niagara and Eastern change its capitalization by substituting for its
outstanding $1.60 Cumu1ative Preferred Stock, Class A Stock and CommonStock one class o£
stock, namely, eoaaon stock. WI The order further required that appropriate voting rights be
extended to the $5 Pre£erred ock of Buffalo, Niagara, and Eastern.

135/ Holding COIIlplUJ;TAct Release No. 3829.

1361 Holding ComplllJ7Act Release No. 3885.

1371 134 F. (2d) 822.

1381 50 F. Supp. 965.

1391 Holding CClIIIpaIJyAct Release No. 5213.

1.401 Holding CcapaoyAct Release No. 5455.

141/ Ho~ Coapan;yAct Release No. 5115.
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10. International Hydro-Electric System

Proceedings under section II (b) (2) of the Act involving International H1Qro-Electric
S)'8tem (IHES) were 1n8tituted on June 17, 1940. IHES is a llassachusetts trust which owns
directly the equity in New England Power Association, also a registered holding company, the
equities in Gatineau Power COIlIp8JIy,a Canadian public utility company, and in two wholesale elec-
tric utilities operating in the United states.

On January 17, 1941, the CCBIIIIIissionordered that all of the cOllllllOnstock and all of the Class
B stock of IHESheld by certain trustees for the benefit of International. Paper Companyand Inter-
national Paper and Power COIIIpaDybe surrendered to IHESfor cancellation, the COIIIIIlissionhaving
found such stocks to be ot no value. lli/ On June 18, 1941, this order was cOlllPliedwith by the
trustees and the Class B and eOlimons ks were thereafter cancelled.

On July 21, 1942, IHES itself was ordered to liquidate and dissolve, the CClIIIIII1ssionfinding
that IHESperformed no useful function and constituted an unnecessary complexity in the
system. 143/

On March 17, 1943, the CClBIIIIission,pursuant to Section 11 (b) (2), ordered that Massachusetts
Utilities Associates COIIIIlOnVoting Trust be liquidated and dissolved and that Rho1de Island Public
Service COJDPBDY',Massachusetts Utilities Associates, Massachusetts Power and Light Associates
and North Boston Lighting Properties be eliminated as sub-holding cOJllP8Diesin the NewEngland
Power 4s8ociation and IHESsystem. 144/

Paul H. Todd, a stockholder and director or IHES, filed petitions on september 19, 1942,
December 20, 1942, in the United states Circuit Court of Appeals for the Shth Circuit, for

the revi.e1r of the COlIIIII1ssion'sorder of Ju1.7 21., 1942,directing the liquida'tion and dissolution
of IHESand ask:1ng the court to remand the proceedings to the COIIIIIIissiontor further investiga-
tion or certain alleged rights of action of IHESagainst InternatiQnal Paper ~. The Com-
1I1a8ion contended that dissoln'tion was the appropriate action in the light of the applicable
statutor;y standards and that the alleged claiJls against the Paper Coapauy woald be tully explored
but that such exploration was DOt a neceesar,y prerequisite to the issuance or the dissolution
order. IHES intervened in the review proceeding and supported the Yalidity of the Commission's
order. The court denied the application to adduce adclitional evidence and disldssed the peti-
tion for review, thereby sustaining the Cc.n:iasion's order. 145/

In 1943 IHESnotified the COIIIIIissionthat because of the asserted claias against
International Paper CCDp8JI\f,foI'lll8I' parent of IHES, and the imminence of the maturity of its
bonds, it would be 1apoasib1e for it to comply with the COIIIIIIission'sorder of July 21, 1942
without the aid of Court enforcement, thus virtually inviting the Ccmniasion to apply to the
Court. On August 12, 1943,the Coad.ssion instituted a proceeding pursuant to Section II (d)
or the Act in the Umted States District Court for the District of Massachusetts to enforce
compliance with its liquidation order, and on October ll, the Court took jurisdiction over
IHESand its assets and appo1nted a Special Counsel to investigate the claiJls asserted against
International Paper CcapaD7. This investigation is still in P!'Ogress.

On Karch 6, 19~ HewEngland Power Association and its subsidiary holding coapa.n1es fUed
an application for appremsl of Ii plan of si.mpl1.fication of the New Eng1and Power Association
holding cOJllP8D1'S)'8tea for the purpose of cClllp1.yingwith the siJllpli.fication provisions of
Section II (b) (2) of the Act and with the Cc..ission's Order of Karch 17, 1943. This plan
provided. for the eliminatidn of the Ilaasachusetts Utilities Associates ee-on Voting Trust and
tor the substitution or a single holding company in lieu of NewEngland Power Association,
Rhode Island Public Sen1.ce CClIIlp8Dy,lfassachusetts utilities Associates, Ilaasachusetts Power
and Light Associates and Horth Boston Lighting Properties. Hearings on the plan were completed
shortly atter the tel'lll1nation of the fiscal year

@ 8 S.E.C. 485.

143/ Hold1ng C<apan;yAct Belease se, 3679.

144/ Holding Cc.pa117Act Release 80. 4168.

137 F. (2d) 475 (C.C.A. 6, 1943).
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11. The Middle West Corporation

The COJIIIIl1ssioninstituted Section 11 (b) (1) proceedings with regard to The lliddle West
Corporation (Middle West) and its sulJsid1aries on Karch 1, 1940. On January 24, 1944 the Com-
mission ordered Middle West -to sever its relations with its subsidiary companies, except Central
illinois Public Service Company-and its subsid1ar1es~ Kentucky Utilities Company,South Fulton
Power and Light Company,Old Dominion Power Company, and Dixie Power &: Light COJIl.Il8DY.lt6/ On
May9, 1944 a rehearing was granted to perm1t the introduction of further evidence wit respect
to the question of what constitutes the integrated system of Central and South West Utilities
Company(Central) and with respect to the retainability or the other businesses of the following
subholding companies, American Public Service Company(American), Arkansas-llissouri Power Corpo-
ration, and Central. Hearings with respect to the issues of the rehearing have been completed
and arguments have been presented. Sales by Jfi.ddle West of its subsidiaries, The Kansas Elec-
tric Power Company147/ and Missouri Gas &: Electric Service Company~:iwere approved by the
Commission on Augusnl~ 1943, and December 'Z7, 1943, respectively. e of the gas properties
of Southwestern Gas and Electric Companywas approved September 25, 1943.. 149/

In February 1940 Central and American, two subsidiaries of Middle West, filed a joint
application proposing a consolidation of the two companies. On December 5, 1940 the Commission
instituted proceedings under Section 11 (b) (2) and ordered that the hearings of the two cases be
consolidated. The consolidation issue in the case centered around the question of whether the
new corporation should issue any preferred stock. The proponents of the plan submitted by the
companies contended that preferred stock was necessary in the new companyin order to preserve
the priorities of the holders of the prior lien and preferred stocks of Central and the preferred
stock of American. The Commission on June 4, 1942 ruled that the new corporation could have only
cOBlll1onstock. 150/ The respondents filed a petition for review in the United States Court of
Appeals for thel5istrict of Columbia, which upheld the COJIDissionin its opinion of June 7,
1943. 151/ On August 2, 1943 Central and _r1can filed an AmendedPlan of merger to be
effectiiit'ed through the issuance of a single class ot capital stock. Hearings on this matter
have been held.

The COIIIII1.ssionon June 9, 1941 instituted proceedings pursuant to Section 11 (b) (2) which
raised issues as to the equitable distribution ot voting power among security holders ot the
North West Utilities Company(North West) system, 'and also as to the continued existence of
North West. The proceeding was consoUdatecl, on June 11., 1941 with a p1.an of recapitalization of
North West which had been llUbmitted by North West and lliddle West. The Commission on September
10, 1943 held that the proposed plan of recapitalization fell short of effectuating the provi-
sions of Section II (b) and ordered that North West be liquidated. 152/

12. The United Light and Power Compal!l

Three major Section 11 proceedings involving The United Light and Power COJDp8.DY'(United
Light) were consol:1:dated in 1941, namely: a Section 11 (b) (1.) proceeding instituted on lIarch 8,
1940, proceedings with respect to a recapitalization plan filed by United Light, and Section
11 (b) (2) proceedings started December 6, 1940.

United Light is the top holding companyastride two subsidiary tiers of holding companies
in an exc:essive1.y pyramided holding company system. United Light performs no necessary or
useful. function. No dividends have been paid since the first quarter of 1932 on its outstand-
ing $60,000,000 preferred stock issue. Under the standards of Section 11, its liquidation was

@ Holding CompanyAct Release No. 4846.

147/ Holding CompanyAct Release No. 4532.

148/ Holding Coapany Act Release No. 4782.

149/ Holding CompanyAct Release No. 4585.

150/ Holding CompanyAct Re1.ease No. 3580.

151/136 Fed. (2nd) 'Z73.

152/ Holding CompanyAct Release No. 4552.
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necea88l7 and was ordered by the COIIIIi.ssion.153/ The company subsequently filed a number of
app11catiClD8covering action necessary to accomplish liquidation, now in its final stage. One
of the JI08t 1aportant steps involved the distribution by United Light of its principal asset,
all of the CClllllonstock of a subsidiary holding company, The United Light and Railw.ays Compa.ny
(Hallways), 1;0 the preferred and commonstockholders of United Light on a fair and equitablE!
baa1.s. The or1g1nal plan filed by the companyprovided that 91.2 percent of the commonstock of
Hallways should be distributed to the preferred stockholders of United Light and 8.8 percent to
the COlEODs-tockholders. In an opinion rendered April 5, 1943, the Colllll1ssiondisapproved th18
distribution but approved the plan when it was amended to allow the preferred stockholders
apprarlmate1.y 95 percent of Railways' common.154/ Colllll1ssioner Healy dissented. on the ground
that the preferred stockholders were entit1.ed t:Oreceive al.l the assets. The order of the
COIIIIliBsionapproving the plan of distribution was confirmed by Judge Leahy of the United States
District Court of Delaware on June 30, 1.943and was affirmed by the United States Circuit Court
of Appeal.s, Third Circuit, on April 1.0, 1944. ~W A petition for certiorari in the United
States SupremeCourt was granted on June 12, 1. 156/

The United Light and Power system has taken several major steps in compliance with the
Section 11 (b) (1) order lIhich the CODIIIIissionissued with respect to this system on August 5,
1.941..rill/ United Light and Railways Company, on September 12, 1941, sold its stock interest
in lio rn Natural Gas Companyto underwriters for resale. Proceeds from the sale, $10,533,000,
were applied. on the purchase from United Light of commonstock of Iowa-Ill.inois Gas and Electric
C:0apBD7 in order to facilitate the disso1.ution of United Light. A number of other divestments of
properties by sub-hol.d1ng companies in this system, including the sale on October 24, 1942 by
American Light & Traction Companyof its holdings in San Antonio Public Serrice Company,are

in Appendix Tabl.e 17.

13. .bIerican Water Works and El.ectric Company, Inc.

Tbi.s 1188 the first registered holding company to file a corporate simplification plan
parsuant 1;0 Section 1.1 (e). The plan contempl.ated the 'elimination of several nsecond degree"
ho1d1Dgcc:.paV rel.ationships, the continuance of which is forbidden IUnder the terms of
SectiaD 11 (b) (2) of the Act. Its cODSUlllD&tionwas contingent upon the accomplislment of
certa:1n ref'1n8DciDg. No change in the actual. physical utility properties of the system was
invo1.ved. '!'be COIIIIIissionapproved the plan on December31, 1937, reserving for future con-
sideration the question of adjustments of write-ups of system properties and investments. 158/
The ref1naDciDg was postponed because of changed market conditions, and the major simplification
proriai0D8 of the plan hare not been pnt into effect.

1.4. Engineers Public Service Comp8Ill

Section 1.1 (b) (1) proceedings were instituted with regard to Engineers Public Service
C<aJlBD¥(Engineers) and its subsidiaries on February 28, 1940. On July 23, 1941, the Commis-
sion ordered Engineers 1;0 dispose of its interest in Puget Sound Power & Light CoJBP6D1'and The
Key Iest lnectric COlIlpaD1',and on the same date initiated Section 1.1 (b) (2) proceedings
against The Western Public service Company(a ¥&ryland corporation), a subsidiary of Engineers. 159/
On nece.ber 2$, 1941., the CClIIIIIissionapproved the sale of Western's Nebraska and South Dakota
properties. ~/ Iestern then redeemed its pnblic1y-held securities and liquidated. Its

1.53/ Bol.d.iDgee.pany Act Bel.ease No. 2636.

Bo1d1Dg Act Release 50. 421.5.

1.55/ In re Securities aDd Exchange CCBII1.ssion(otis & ce., intenener) 142 F. (2d) 4l.l (1.944).

1.56/ '!'he Supa_ court has reDdered its decision atfinl1ng the Ca-lssion's approval of the pl.an,
(three Justices disaenting). 65 s, Ct. 483 (1945).

1.57/ Bo1d1Dg Act Release 50, 2$23 (9 S.E.C. 833).

1.58/ 2 S.E.C. 9?2.

159/ Bol.d1Dg Act Bel.ease Noa. 2P1J7 and 2898.

~/ Bo1d1Dg Act Release 5oa. 3230 aDd 3245.
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remaining properties were acquired by The Western Public Service Company,a Delaware corpora-
tion (Western, Del.), a newly-formed subsidiary of Engineers, which also acquired the securities
of Western's subsidiaries, The Northern Kansas PowerCompanyand Missouri Service Company.
Engineers accepted an order to divest itself' of the properties ownedby Western, Del. and by
The Northern Kansas Power Companyand Missouri Service Company. On .:ieptember16, 1942 the
Commissionordered the divestment of the remaining properties in t he Engineers system except the
electric utility properties of Virginia Electric and Power Company,allowing Engineers, however,
fifteen days within which to petition for leave to retain instead the eleci:.ric utility properties
of Gulf States utilities Company.161/ Engineers appealed to the United states Court of Appeals
for the District of Columbia. 162/

On November22, 1943 the Court of Appeals for the District of Columbia rendered an Opinion
upholding the Commission's order in most respects but setting it aside upon the ground that the
Commissionbad misinterpreted the so-called "incidental business clause" of Section 11 (b) (1).
The Court intimated also that Engineers must be given a further right to designate the principal
integrated utility system Which it desired to retain. Both Engineers and the Commissionfiled
petitions for writs of certiorari in the SupremeCourt of the United States. On June 5, 1944
the petitions were granted and the matter is nowpending in the SupremeCourt.

Meanwhile, Enginee~ has divested itself' of its interest in Puget Sound Power& Light Com-
pany, The KeyWest Electric Company,El Paso Natural Gas Company,El Faso & Juarez Traction Com-
pany, Baton RougeBus Company,Inc., and the transportation businesses conducted by El Paso
Electric Company(Texas), and Virginia Electric and Power Company. On April 29, 1944 the Commis-
sion entered an order permitting Virginia Electric and Power Companyto acquire, by merger, the
geographically adjacent properties of Virginia Public Service Company,a former subsidiary of
Associated Gas and Electric Corporation and of General Gas & Electric Corporation.

15. The United Corporation

On July 28, 1941, the Commissioninstituted proceedings under Sections II (b) (1) and
11 (b) (2) with respect to The United Corporation, and consolidated such proceedings for hearing
with United's Section 11 (e) plan filed in March 1941. In its plan, United proposed to reduce
its holdings in each of its statutory subsidiaries to less than 10 percent of the outstanding
voting securities when such reduction would be advantageous in the opinion of its management.
Pending such reduction, United proposed to refrain from voting the securities without the prior
approval of the Commission. The predominant portion of United's portfolio comprises the common
stocks of four holding companysubsidiaries: The United Gas ImprovementCompany,PUblic
Service Corporation of NewJersey, Niagara HudsonPower Corporation, and Columbia Gas & Electric
Corporation. OnAugust 14, 1943, after extensive hearings, the Commissiondisapproved United's
plan, and, pursuant to Section 11 (b) (2), ordered that United change its existing capitalization
to one class of stock and cease to be a holding company. 163/

On June 27, 1944 The United Corporation filed a plan pursuant to Section 11 (e) which
provided for the exchange of substantially all of its holdings of the commonstocks of PhiladeJ-
phia Electric Companyand De1alrare Power & Light Companyplus cash for approximately one-hali of
its outstanding preferred stock. 164/ The plan was subsequently amendedto provide for the
exchange of only the Philadelphia Electric commonstock and an increased amount of cash. The
plan, as amended, was approved by the Commissionon November24, 1944, 165/ and has since been
consummated.

16. Midland United Companyand Midland Utilities Company

On February 19, 1943, a reorganization plan, as amended, for Midland United Companyand its
subsidiary company,Midland Utilities Company,was filed, pursuant to the requirements of Section

161/ Holding CompanyAct Release No. 3796.

162/ For the court's opinion, rendered on November22, 1943, see summary of l.itigation ~.

163/ Holding CompanyAct Release No. 4478.

164/ Holding CompanyAct Release No. 1$70.

165/ Holding CompanyAct Release No. 5440.
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11 (f) of the Act, by the Trustee of Midland United Company. Hearings on that plan were held
from time to time. On September 20, 1943, a separate plan for the reorganization of Midland
Utilities Oompanyalone was filed by the Trustees of Midland Utilities Company. Thereafter, on
November9, 1943, a plan of reorganization for both Midland United Companyand Midland Utilities
COIIIpaIIywas filed jointJ.y by the Trustee of Midland United Companyand the Trustees of Midland
Utilities Company. Hearings were held, briefs were filed by a number of interested persons,
and oral argument heard on May15 and May16, 1944. On September 27, 1944, the Collllllissionentered
its Preli.mi.nary Findings and Opinion approving this joint plan subject to certain conditions
(Holding CompanyAct Release No. 5317). The trustees of the two estates having filed an amended
plan satisfying the conditions, an order approving the amerDed plan was entered on October 5, 1944,
and the definitive Findings and Opinion was filed on October 24, 1944 (Holding CompanyAct Release
Nos. 5335 and 5317A). The reorganization court also found the amendedjoint plan fair and equit-
able and feasible, and on December11, 1944, filed its order approving the plan. On December22,
1944, an appeal was taken to the Circuit Court of Appeals for the Third Circuit.

17. Standard Oil C?JDP8Dl(NewJersey)

Subsequent to the denial by the Commissionof an app1ication by Standard Oil Company(New
Jersey) for an exemption from the provisions of the Act pursuant to Section 3 (a) (3), on the
ground that it was "only incidentally a holding company"with respect to four gas utility sub-
sidiaries, t66/ standard Oil conceded that, under the requirements of Section 11 (b) (1),
it could no retain its interest in both the petroleum and natural gas utility business. The
companythereupon elected to divest itself of control of its gas utility subsidiaries. As a
preliJninary step thereto, Standard Oil caused Consolidated Natural Gas Companyto be organized
and to register under the provisions of the Act. Thereafter, on August 12, 1943, Standard Oil
also filed notification of registration as a holding company.

On October 11, 1943, the CClIIIIIIissiClJ1.issued its order approving a joint 11 (e) plan filed
by Standard Oil and Consolidated. providing for the transfer to Consolidated of all the outstand-
ing stock of Standard Oilts four gas utility subsidiaries, HopeNatural Gas Company,The East
Ohio Gas Company,The Peoples Natural Gas Company,The River Gas Company,and the stock of New
York State Natural Gas Corporation, a non-utility pipe line subsidiary, in exchange for all of
the capital stock of Consolidated. The latter stock was then distributed to the commonstock-
holders of Standard Oil as a dividend and subsequent to such distribution, Standard Oil was
declared not to be a holding companyunder the Act.

18. NewEngland Public Service Company

On May2, 1941 the COIIIIIissionissued an order pursuant to Section 11 (b) (2) directing
NewEngland Public Service Companyto recapitalize on a one-stock basis or to liquidate. On
December6, 1941 the companyfiled a plan for canpliance with this order, involving, amongother
things, the elimination of two public utility operating companies and the distribution of all
its holdings in the remaining public utility subsidiaries to its security holders. During a
previous f'iscal year, one public utility operating company(CumberlandCounty Power and Light
CCEpaDy)had been elUdnated by merg1Dg it into Central Maine PowerCompany. During the past
f'isca1 year, a Section 11 (e) Plan was filed for the purpose of eliminating The Twin State Gas &
Electric CCIIIjl8lJYby calling its pref'erred stock and conveying its NewHampshire properties to
Public serrlce COIIIp8D7or New Hampshire and its Vermontproperties to Central VermontPublic
Service Corporation. TbiB plan was approved by the COIIIII:issionin its Order of November25.
1943. 167/

19. FederallJater aDd Gas COrporation

On nece.ber 31, 1942 proceed1ngs were instituted by the COIIIIIlissionagainst Federal water
aDd Gas Corporation (Federal) aDd its subsidiaries under Sections 11 (b) (1) and 11 (b) (2).
On the sue date, Federal aDd certain of' its subsidiaries f'iled a plan under section 11 (e) for
the purpose of cc.plyiDg with Section 11 (b), which plan, in general, provides f'or the disposition
by FecIera:L-of all its interests in Sllbsidiary companies aDd its subsequent ellJDination either by
dissolution fir by.erger with an appropriate compa.ny,the recapitalization of' certain subsidiaries,
aDd the e1:bd.nation or certain other unnecessary subsidiaries. On February 10, 1943 the C~8sion
apprcmJd Federal's plan aDd directed in general that steps be taken to carry out the provisions

166/ Hold1ng Cc.pan;y Act Release No. 3312.
167/ Hold1ng ee.pau;y Act Releal!l8 110. 4711.
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the plan. 168/ Amongother things J the COIIIIIission Is order directed Peoples Water and Gu Cc.-
J Scranton-Spring Brook Water Service CClIIIp8.Il1"and NewYork water Serrlce Corporation be

recapitalized. In additionJ FederalJ Pennsylvania Water Service C~ aDd SC~n-Spring
Brook water Service Companywere directed to cause the elWnation or Pe~lvan1a Water Service
Companyand the sixty-three inactive subsidiaries or Scranton-Spring Brook water Service Cam- '
pany. Since the entry of the aforementioned order Federal has sold its interests in one subsidi-
ary J has caused another subsidiary to dispose of part. of its properties J and has caused SCranton-
Spring Brook Water Service to el:1Jllinate sixty-two of that compaD;y'ssixty-three inactive subsidi-
aries. In additionJ NewYork Water Semce Corporation and SCranton-Spring Brook Water Service
Companyhave filed recapitalization plans under Section 11 (e) of the Act lIbich are presently
pending before the COIIIII1ssion.

20. Ogden Corporation

Ogden Corporation' (Ogden) 18 the successor corporation to Utilities Power & Light Corpora-
tionJ which went into bankruptcy in 1937. The plan of reorganization of the latt.er cOlllp8l1yJ
approved by this Commissionin 1939Jn~and approved and confirmed by the United states District
Court for the Northern District of ois in 1940J providedJ among other thingsJ that OgdenJ the
suceeascr , wou1d take the necessary steps to divest itself' of all. interests in utility companies.

Proceedings initiated by the Commissionon March 22J 1943~ with regard to Ogden and certain
of its subsidiariesJ pursuant to Sections 11 (b) (1) and 11 (b) (2) were consolidated with a
Section II (e) plan of Ogden. On May20J 1943, the Commissionentered an order approving cer-
tain provisions of the plan, and directing that certain stepeJ provided for in the planJ be
taken in order to achieve compliance with Sections 11 (b) (1) and 11 (b) (2). Ogdenwas
orderedJ among other things~ to divest itself' of all its interests in holding public utility
companies and to cause its elimination as a public utility holding company';provided thatJ in
the cases of Central States Power & Light Corporation (Central States) Interstate Power Company
Interstate) J The Laclede Gas Light COIllplUly(Laclede Gas)J and Missouri Electric Power Company

(Missouri Electric) such divestment not to be effected through the sale of securities prior to
the recapitalization of such companies. Central StatesJ Interstate, and Laclede Gas were
ordered to recapitalizeJ butJ in the case of Central States it was directed that such recapitali-
zation need not be efrected if the companyis liquidated and dissolved.

Substantial progress has since been l118deby the Ogden system with the view of complying with
the directions of our order as well as the provisions of its plan. Ogdendivested itself of all
its interests in its directly OlfIledsubsidiariesJ Derby Gas & Electric Corporation 171/ and
Missouri Natural Gas Company.172/ Central StatesJ an indirect subsidiary of Ogden;CoDSUJlllll8.ted
the sale of all of its assets ana: orders were obtained from the United states District Court for
the District of DelawareJ approving and enforcing plans previously approved by the COIIIIIlission,173/
providing for the retirement of its First Mortgage Bonds out of the proceeds of such sales and
for the maturity extension of Central States 5%Debentures. The assets of the companynow consist
only of eaen, which will be distributed to the reJD8in1ng security holders of Central states after
the COIIIIII1.8sionand the Federal enforcement court determine the rights of the various classes or
security ho1dersJ including the issue of whether the securities or Central States held by Ogden
shou1d not be subordinatedJ in whole or in part, to the c1abls of the public security holders.
Interstate has caused the liquidation of its subsid!aryJ Eastern Iowa Electric COJDP8DifJand baa
divested itself of its interest in its wholly owned subs1diaryJ Interstate Power C~ of Borth
DakotaJ 174/ and its Bemidji-Crookston properties. 175/

168/ Holding CompanyAct Release No. 5052.

169/ 5 S.E.C. 483.
170/ Holding CCII.pIIDTAct Release No. 4307.

171/ Holding C~ Act Release No. 4768.

172/ Holding COII1Jl8DY"Act Release Bo. 1t847.

173/ Holding COIIlp8DyAct Release Nos. 4735 and 5481.

174/ Holding CClIlp8D;TAct Release Bo. 4440.

175/ Holding COIIlp8.ll;fAct Release No. 5351.
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In an opinion dated lIa7 24, 1944, 176/ and in an opinion and order dated May-n, 1944, 177/
the C~s1on approved a cCllllpl'8hensive-pIanof reorganization of Laclede Gas, involving, among
other th1Dgs, a substantial reduction in the debt of Laclede Gas, the elimination of preferred
stock arrears, the conversion of its outstanding preferred and commonstocks into a single class
of stock, and the divestment by Ogden of it.s int.erest. in Laclede upon consummation of the reorgan-
ization. The CCBIIIl1ss1onalso approved that portion of the plan which provided for the discharge
and satisfaction of the compa.ny's bonds by pa,ment in cash of their full principal amount but
without the premiumpayable in the event of voluntary redemptions, the Commissionfinding that
the retirement of the bonds was not IIvoluntaryt' but was due to the compulsion of section 11 of
the Act. The order or the Ce:-dssion approving the plan was confirmed in an opinion handed down
on August 25, 1944 by Judge Hulen of the United states District Court for the Eastern Division
of the East.ern District of Missouri. Since certain of the holders of such bonds had indicated
their intention to appeal fran the CODIIissionand the Court's decision in regard to the non-
paYJlBDtof the redempt;ion premiums, Laclede Gas, in order to consummatethe plan while such
appeals were pending, amendedthe plan to provide for the deposit in escrow of sufficient funds
to pay such prem1UJ11S in the event that it should be ultimately determined that the premiumswere
due and payable. By order ~ted December 2, 1944, the Commissionapproved the plan as so
amended 178/ and on December4, 1944, the Federal Court entered its findings and order approving
the plan as so amended.

21. Lone star Gas Corporation

On March 4, 1942, the CODIIII1asioninstituted proceedings under Section 11 (b) (1) with
regard to the Lone star Gas holding company sytem and consolidated such proceedings with a plan
filed by Lone star under section 11 (e) providing for a comprehensive system reorganization. By
order dated OCtober 22, 1942 the COIIIDi8sionapproved such plan and directed Lone Star to divest
itaelf' of its interests iJt CouncU Bluffs Gas Company,Northern Natural Gas Company,and the
Oe1YeSton and El Paso Gas properties of Texas Cities Gas Company. Prior to the past fiscal
Jear Lone Star effectuated the .. jor portion of its reorganizaion program including the mentioned
diveat.ents and dur1Dg the year COD8UJllll8.tedthe remainder of its plan. 179/

As a result or the effec~tiOn of its Section 11 (e) plan, Lone star's operations are now
confined to an integrated natural. 'gas system, including production, transmission and distribution
fac1l1ties6 Its corporate structure has been greatly simplified; the Delaware holding company
(Lone star Gas Corporation) has been eliminated, and, in place of five operating subsidiaries,
the SJBtem now consi,sts of a single transmission and distribution company(Lone star Gas Company,
a Texas corporation) which has only one subsidiary (Lone star Producing Company,also a Texas
corporation) operating all the production fac1l1ties of the system. Lone Star's capitalization
nOlrconsists only of bank 108IUland a single class of commonstock. In addition, pursuant to
its plan, Lone star eliminated approxi:mately $20,000,000 of questionable items from its combined
property accounts. The companywas the first major holding companysystem to comply completely
wi,th section 11 (b) and is nOlrno longer subject to the Act as a holding company.

176/ H~ C~ Act Release No. 5062.

177/ Hol.d1DgCCIIIIp8D¥Act Release No. 5071.

178/ Holding C~ Act Release No. 5459.

179/ Holding CCJIIl.P8II1"Act Release Nos. 4783 and 4812.
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PART IV
PARTICIPATION OF THE COMMISSION IN CORPORATE REORGANIZATIONS

UNDER CHAPTER X OF THE BANKijUPTCY ACT. AS AMENDED
Chapter X o.r the Bankruptcy Act~ as amended in 1938~ affords appropriate machinery for the

reorganization of corporations (other than railroads) in the Federal courts under the Bank-
ruptcy Act. The CCXIIIIl1asionls duties under Chapter X are~ first~ at the request or with the
&ppl'OV'alof the court~ to act as a participant in proceed1ngs thereumer in order to provide~
for the court and investors~ independent~ expert assistance on matters arising in such proceed-
1ngs~ and second~ to prepare~ for the benefit of the courts and investors~ formal advisory re-
ports on plans of reorgan1zation submitted to it by the court in such proceedings. The Com-
mission has DOright of appeal in arq such proceeding~ although it may participate in appeals
taken by others.

COMMISSION FUNCTIONS UNDER CHAPTER X

The 5ecur1ties ExcllllTJg8 Act directed the COIlIIIl18sionto make a study and investigation
of the activities of reorganization committees in connection with the reorganization or per-
sons and properties and to report the results of its study and its reeommeDdationsto Congress.
The eight parts of the report prepared by the Commissionunder that directive are: "strategy
and Techniques of Protectift and Reorganization Ccmmitteesn "Committees and Conflicts of
Interest", "CClIIIIII1tteesfor the Holders of Real Estate Bonds" "Committees for the Holders of
lIUn1cipal and Quasi-llUnicipal Obligations" "Protective Committees and Agencies for Holders of
Deraulted Gove1'Dlll8ntalBcmds" "Trl18tees under Indentures. "lIaDagementPlans Without Aid of
Comm1ttees" and nA SUmmary of the La1r Pertaining to EquitY"and Ba.nkraptcY"Reorganizations and
of the CCImD18eion'sConclusions and Recommendationsn

The report brought to light a multitude of abuses, of which man;y people bad. been more or
less aware in a general way, that 1I8re injurious to investors and incompatible with the public
interest. EmphasiB was placed upon the fact that reorganization and protective committees~
1Ih1chwere supposed to mobilize security holders for group action for their own best interests,
1I8re .frequently fo:nped, controlled and used by insiders to protect or further their own in-
terests instead. These disclosures gave impetus to a reform of the National Banlcru.ptcy Law
in 1938 and to the enactment of the Trust Indenture .lct of 1939. Representatives of the CQID-
Jliaaion assisted in drattiDg this legislation and testified before Congressional COIIIIII1tteesin
support of it.

Corporations in f1DaDcial distress are placed under the custody of Federal courts in order
tbat creditors JJJJq be held off and the corporation enabled to continue in operation until a
plan of 1'1naDc1al readjustment can be effected, or until it is determined that DOplan is pos-
sible. In JIIBJV' cases~ a reorganisation that assures the continuation in business of the cor-
poration maybe more desirable tor creditors in realising on their cl.a:1:msthan immediate
liquidation.

Section 77B, passed in 1935 as an amendmentto the Bankruptcy Act, had signally improved
previoueq e:.d.n1Dg reorganization macbine17 but had DOt remedied certain fundamental defects.
It conta.ined DOetfectiT8 provision for a disinterested analysis of the causes o.r corporate
tailure or for an estimate of the honesty and competence of management. The section stipulated
that a reorganisation plan should not be approved unless found to be fair equitable aDd feasi-
ble bat prorlded no etfective procedure for maJdngthe information necessary to such a finding
available to either the judge or the securitY' holders.

On June 22, 1938, Pres1d8nt Rooaev8J.tapprond the comprehensive revision of the Bank-
rIlptcy Act, referred to above, 1Ih1chis known as the Clumdler Act after its sponsor, former
CongreS8llBD Walter C. Chandler of Tennessee. Chapter X of this Act succeeds section 77B and
etrects. number ot 1mproV'8IIi8I1tsin the reonanization of corporations (other than railroads).
Chapter X requires, in each case inYolviDg"a corporation ot substantial size, that a disin-
tere8ted truatee appointed to be primari.q responsible for the operation o.r the business,
to probe and enJ:iiate the C8UHS of the debtor's failure, to appraise the ab1l1tyand fidelitY'
of its aDd to be responsible tor the formulation and fillDg of a plan o.r reorganiza-
tioD 1Ih1oh will .. t the test of 1ntol"Ed judicial scrutiny. If approved by the judge the
plan is subI1tted to the security bo1.ders for approval or rejection. '
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Cbapter X places two respcms1b1lities upon the Commissionby providing (1) that, if re-
quested by the judge or on its own initiative if the judge approves, the Commissionsha.11 be a
pert;1.ci.pant in proceedings thereunder in order to provide independent, expert assistance and
(2) that the judge shall, if the indebtedness of the debtor exceeds $3,000,000 and may, if the
1DdebtedDessdoes not exceed that amount;, submi.t to the COIIIIllissionfor advisory reports all
plans of reorganization which the judge deems wortby' of consideration. In practice, the ser-
vices reudered by the CClIIIII:iss1onUDder these two provisions of the Act are complementary.

The role of the Cammiss10nUDder Chapter X differs trom that under the other Acts pursuant
to wb1ch it operates in that the C<lDmiss1ondoes not initiate the proceedings, hold its 0Im

haarl:ogs or adopt rules and regulations, but acts, as the representative of investors and as an
a1.d'to the court, in a purely advisory capacity. It has no authority either to veto or to re-
quire the adoption of a reorganization plan. It has no authority to remer decisions on any
or the other issues in a proceeding.. '!'be facilities of its technical staff and its :iJllpartial
reelWQADdat10nsare simply placed at the services of the judge affording him the views of experts
in a b:i.gbly C<lIIIp1exarea of corporate la1r and finance.

To aid in attaining these objectives the Commissionhas stationed qualified staffs of
1aII;yers, accountants and analysts in its regional offices, where they can keep in close touch
lIith all hear:ihgs and issues in the proceedings and with the parties, and be readily avajJab1e
to the courts, thus facilitating the work of the courts and the Commission.

Upon tiling its notice of appearance, the Commissionis deemedto be a party in 1IIterest
aDd baa a right to be heard on all lIatters arising in the proceeding, but it does not have the
right of apPeal. The Commission"however" appropriately appears before the appellate courts
when appeals are taken by others. 'l'lms, the Commissionhas participated as a party or as
amicua cariae in appeals ra:1aing sign1.ticant legal questions in Chapter X proceediDgs.

Through its nation-wide activity in bankruptcy reorganizations the Canmi.ssionhas been in
an adYantageous position to encourage uniformity in the interpretation of Chapter X and in the
procedure t.bereuDder. Thus, the CumisBion baa otten been called upon by parties, referees
aDd Special. Kasters for advice and asugges'ti.ous. In this, the Commissionhas been able to ext.eDd
substantial. ass1staDce derived traa the experience acCWlll11atedthrough participation in
cues. This work of the Camnission baa been of special value because the solutions of
procedura1 and interpretative questions mq not be &Ta1lable in the orticial or unofficial
reports.

. THE COIlllISSIOB AS A P.ARTI TO THE PROCEEDINGS

The CCIIIIII1ssion"in order to ascertain the cases in wh10h its participation would be de-
s1rable aDd pract1cable~ eDdea:rors to keep informed as to the nature of all pending cases. The
clerks of the various Federal d1str1ct courts tranamit to the CClIIIIDis8ioncopies of all petitioDa
tor reorganisat1an tiled UDder Chapter X as well as copies of other important docU1l8uts t1l.ed
1Il the proc88'Ungs. 'l'heee papers are available to the publ1c.

JIJ a g8D8ral Jlatter the CCImII1ss1.on bas deemed it approPriate to seek to participate 1Il
proceedings 1Il1lb1ch a pub1:1o 1mestor interest is involved. As a rough, adm1niatrative guide,
proceedings are considered to haYe a pub11c interest for this purpose if they involve securities
in the baDds of the pab11c in the 8IIOUDt; of $250,000 or more. However, the Commissionhas be-
CCIIIBa party to 8III8l.1ercases where tbere were spec1a1 features wh1ch iDd1cated the desirability
or participation by the CQIIII1ssion. On occasion also the CClIIID1ssionbaa entered 8IIIlL11ercases
upon the request of the judge.

I

.. Prior to JaM. 30, 1.944, the Cc.dssion had becOll8 a party to reorganization proceedings in-
'Y01.ving the reorganization of 29J conpan:ies (243 principal debtor corporations aDd 50 subs1.d1ary
debtors) with assets ot $2~62S,791.,OOOand 1ndebtedDess or $1,639,163,000. In 112 of the cases
the ea-1ssion f'lled its notice of appearaDCeat the request ot the judge and in the remaining
131.cues appear8DCewas entered 1IpClIIl approva1 by the judge of the CoaIIlission's motion to par-
ticipate. .As of J1DI8 30, 1944, 137 cues had been cl.osed leaving 106 active cases.

Daring the past tiBcal. 7fJ8r the ee-1ss1on actively participated in 129 reorganization
proceedings UDder Chaptex- X of the BaDkraptcy Act, as amended, imo1.v1ng tbe reorgan1.sation of
157 ccwpanies (129 pr1Dc1pel. debtor OCl'lP"n1e8 and 28 subsidi.ary debtors). The aggregate stated
assets or the 157 CtIRpBDieStotaled 11.~8J8,S29,,000and their aggregate 1DdebtedDesswas
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$1,178,,07,000. The Commissionfiled notice o£ appearauce in 19 new proceedings UDderChapter X
during the year, in 9 of which the notice was filed at the request of the judge and in the re-
maining 10 proceedings the CClIIIDli.8sion'snotice of appearance was entered upon approval by the
jUdge of the Commission's motion to participate. These 19 proceedings involved 2S companies
(19 principal debtors and 9 subsidiar;r debtors) nth aggregate stated assets of $130,99,,000 and
indebtedness aggregating $'73,698,000. Proceedings involving 23 principal debtor compan:Jesand
3 subsidiary" debtor companies ere closed dur1Dg the year.

As of June 30, 1944, the COlIIIIIissionwas actively participating in 106 reorganization pro-
ceed:i.ngs involving 131 companies (106 principal debtors and 25 subsidiary debtors) with stated
assets aggregating $1,'729,317,000 and stated indebtedness totaling $1,098,914,000. AppeDd:1x
Table 16, Part 1classifies these debtors, together with their assets and 1Ildebtedness, accord-
ing to their respective industries, and Appendix Table 16, Part 2 distributes them according to
the size of their respective indebtedness.

Upon becomillg a party to a reorganization, the Commissionimmediately begins to obtain and
analyze all available i.nf'ormation concerning the debtor and its affairs. It assembles essential
information with regard to the physical and i'1nanc1al condition of the company, its past operat-
ing performance, the reasons :for its :f1nanCial di:fficult1es, the quality of its management, and
the approximate value of its properties. This information is obtained from several sources:
the trustee,. and the various interested partieS:1 the books and records of the company, witnesses
examined in court, and the independent research of the analytical staff of the Commissioninto
general economic factors affecting the particular :i.ndustr;y and the competitive conditions faced
by the company.

As a party to the proceeding the Commissionis represented at all important hearings and,
on appropriate occasions, IDes legal and analytical DI8JIIOrandain support of its views with re-
spect to the various problems ar1a1ng in the proceeding. Of equal, if not greater, importance,
however, is the regular participation by the Commission's attorneys and ~s in informal
conferences and discussions with the parties in an endeavor to work out solutions to problems
in advance of formal hearing and argument. In this way the .COJIIII1ssionhas often been able to
bring facts, arguments or alternative suggestions to the attention of the parties, wh1ch they
bad not previously considered, and parties have otten been prompted thereafter to lIIOdif7 their
proposed action. In general, the CCIIIII1ssionhas found these informal round table d1scu8sions
an effective means for cooperation aDd of great valuq in expediUng the proceeding.

There is a multitude of diverse questions with 1Ih1.chthe CCllllllissionis concemed as a party
to a Chapter X proceeding. A fetr of the more important _tters which have arisen are discussed
in the following paragraphs.

Problems in Adm1n1stration of Estate

An important part of the activities of the C<lllDliss1onrelates to the indepeDdent trustee.
The independent trustee bas the duty of eXElm1ninginto the history of the debtor, ascertaining
its fiIlancial and managerial problems and 1'uture prospects, and fol"lllUlat1Dgthe plan of reor-
ganization. In addition, such trustees bear the priJDar;y reapons1b1l1ty :for the operation ot
the business during the reorganization period. It is therefore obvious that the success of the
reorganization depends largely upon the thoroughne88 aDd II1dll with which be perf01"ll8his duties.

lJitllout in srq way usurping the .functions or controll1Dg the activities of the tl'Wltee the
COi!llDi.ssionis able to be of considerable ass1st8nce to h1m. In addition, the Camnissionls
presence has emphasised for trustees and their counsel the 1mportance of their 1'tmctions and the
necessi.ty that their duties be performed -dth thoroughness, :1Ddependenceand efficieDcy.

As an essential element in the proper conduct Of reorgam.ations, the statute prescribes
certain standards of dis1nterestedDeslS 1Ih1.chJIll18t be met bT trustees appointed UDderChapter x.
In the light of these standards the Cam1ssion carei'ulq examines the qual1i'ications of trustees.
In several cases sufficient evidence of conflicting interests was developed to warrant an ap-
pearauce by the CCIIIIII1ssionbetore the judge for the purpose of urging the removal of trustees.
In JIlOstof these cues the trustees either resigned or were removed by the court attar bearing.

Undertbe statute the court can, in 1UIIl8WI1 cues, designate as an additional. trustee an
officer, director, or employee ot the debtor, but for the purpoM of u8istiDg in the
operation of the basiness. The CClIIIIII1ssionbas urged that. this 8hcu1d be doDe on:q in tb8
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exceptional case and has, in several instances, taken the position that the appointment of
an additional trustee was unnecessary. The Camnissionhas also undertaken to prevent the en-
croachmentby the additional trustee upon the functions of the disinterested trustee. For
example, the Commissionsuccessfu1.ly objected to the participation by the additional trustee,
in one case, in the preparation of the trustee's report under Section 167 and, in another case,
in the preparation of a plan. Likewise, the Camnission's objection to an order 1Ihichwould
have deprived the independent trustee of the power to participate in the operation of the busi-
ness was upheld. Although the additional trustee maybe a memberof the old management,the
Commissionhas urged that such appointees be free from interests adverse to the estate. Th18
position was sustained by the Circuit Court of Appeals for the SecondCircuit in an appeal in
lIh1chthe Commissionparticipated in proceedings for the reorganization of Realty Associates
Securities Corporation. ?:I

The Commissionhas at all times urged fUll compliancewith Section 167 (5) of the Act
which requires the trustee to report to the security holders as to his investigation of the
property, liabUities, and financial condition of the debtor, the operation of its business and
the desirability of the conti.mlancethereof. It is felt that such reports are necessary not
only to enable the security holders to make suggestions for a plan but also to give them the
necessary information for determiniJ::lgthe desirability of accepting proposed plans. The Com-
missionl s staff has often consulted with trustees upon problems arising in connectdon'Withthe
preparation of such reports and has been able to provide trustees with information useful in
carrying out their duties. For example, as the result of its E:Xperiencein reorganizations the
Commissionhas been in a position to offer advice to trustees and to courts on such matters as
the scope of the investigation to be madeby the independent t,:-.lStees or by accountants hired
by them.

The iJIlportaneeof Co thorough 1nvestigation by the trustee is manifest and the Commission
has called the attention of the trustee, or the court, if' necel:lsary, to any omissions in this
respect. For example, in the proceedings for the reorganization of Central States Electric
C0alriSation the Commissionurged that a more detailed investigation of possi6lS causes of action
ag t the former managementbe made. Onappeal the Circuit Court of Appeals for the Fourth
Circuit sustained this position.?:/ The Circuit Court also held that the possibility that
statutes of lilIIitations might be pleaded as a defellBeto suite brought by the trustees was not
sufficient ground for denying the :...:questedinvestigation since an examination might disclose
facts which would prevent the rumU.ng of the statutes, suit might be brought in a Federal court
of equity where it 18 extremely doubtful that the state statutes would be followed, and, in any
event, the statutes might not be pleaded as a defense. The Court agreed with the Commission
that the investigation ought not to be denied because opposedby a committeeof debenture
holders in view of the rights of preferred stockholders; they too had contributed capital to the
corporation which was seeking reorganization and had a vital in1;erest in recovery that m1ght
be had in behalf of the corporation from those whohad mismanagedits affairs.

In another case i.nvolving the pr0vi.8ions of Section 167, the Circuit Court of Appeals for
the Seventh Circuit adopted the views urged by the Commissionand recognized the responsibili-
ties of a reorganization trustee to make a thorough examination of the financial worth of an in-
dividual 'Whowas a personal guarantor of the debtor's bonds and who apparently was also indebted
directly to the debtor. 'J/ The court upheld the subpena of books and records relevant to this
issue.

In several instances the Commissionhas independently undertaken to investigate into aDd
examiDe available informatio:l or evidence relating to possible causes of action for mi smanag9-
Jlll6nt,fraud or other misocmductby insiders or others and its views have been presented to the
trustees or to the Court. As a consequence the public investors in lII8JV' cases have benefited
through the disallOlrBDCe or reduction of cla1Jas or the recovery of substantial sums through
suit or ccmprom1se.

'!/ Ileredith et ale v. Thralls et al., 144 F. (2d) 473 (C.C.A. ze, July 13, 1944); certiorari
denIed, october 23, 1944.

Y CQIlJII1tteefor Holders of Central states Electric Co~tion 7% CuIIIu1ativePreferred stock
v. Kent at 81., 143 F. (2d) 684 (C.C.A. 4th, June 12, 1~44).

'J/ In the lIatter of South state street Building Corporat12!2,1(,'5 F. (2d) 680 (C.C.A. 7th,
Jiili ]j, 1939).
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Problems BegardiJ!g Protective COIIIIII:itteesand Indenture Trustees

The CCIIIII1ae1onbas consistent4 been alert to secure compliance with the prorl.s1on8 ot the
statute which require disclosure by oommittees and indenture trustees of relevant information
cOJJCerningtheir appointment, atf1l1ations and security transactions. Ear4 in its participa-
tion in Chapter X proceedings the Ccami8sion advanced the position in the courts that formal
intenention in Chapter X proceedings should not be granted to cOJlllllittees and indenture trustees
eince the new st;,.tute as d1st1ngu1ahed from section 77B aftords camnittees and indenture
trutees an UDqUallfied right to be beard. In most of the cases dealing with this question this
T1e1r .... adopt,ed. The CODIIIIiIls1ontsposition has been sustained in Dana v. Securities and
Bm!umge Cc.dssion!J aDd In the Matter ot The Philadelphia & ReadIiig"Coal & Iron C~. 21

In cOIm8Ction with the activities ot protective coJllDl1tteesthe COJIIII1ssionas particularly
concemed with the problem ot the s011citation of assents of security holders to plans of reor-
gaD1sation prior to appronJ. of SllChplan8 by the courts. The prov1s1ons of Chapter X 118rede-
signed to assure to creditors and stockholders the information essential to the exercise of an
1nt01"lll8d judpent concerniDg a pJian before their vote thereon is exercised, and also to remove
from the courts the pressure 1Ib1ch in the past cust~ attended -support- of plans that
1181'8 otten neither fair nor feasible. Accordingly, the Commission in a number ot cases objeoted
to s011citations prior to the oourt.s consideration and approval ot a plan. L:1lanrise, the COD-
1II1ssionbas taken the position that a security holder retains the right to accept or reject a
p1.an of reorganization in accordaDce with the procedure provided by the statute despite the fact
that the security holder has deposited his security with a protective committee under a deposit
agreement giving the cOllllD1tteethe right to accept a plan of reorganization on behalf of the
eecur1tl' holder.

Procedural )(attars, Notices, to aDd CO-Un1cations With security Holders

'lb8 C<mDiss1onhas otten eDCOuntered procedural prob1eJu in Chapter X proceedings and has
taJam the position that aecur1ty holders be given the full benefit of the procedural safeguards
ot the Act. For 4I'I'lIJIIP'l e, the CCIIII1ss1onhas had frequent occasion to call attention to non-
CGIIpHlDOelI1th prov18ions regarding notice to the parties entitled thereto. Most ot the time,
a conference with the parties 11&8 suU:i.cient to dispose ot the question. In other cases, it was
D8CesH17 to present a torsal mt10n to the court.

The Coaaias1on has also been interested in procedural matters 1I'benit felt that the reor-
ganisation proceH would be expedited as the resu1t of its suggestions. Thus, the Commiasion
11&8 1Dstrumental in securing the transter of the proceedings for the Associated Gas and Electric

aDd the As8oc1a'ted au and Electric C2htation !'rom the distriCt Where the petition was
o a distriCt iii 1ih1Ch 'th8 proce8d1iiis be bandJ.ed with greater efficiency- and

econom;ybecauae the III81n ott1ces aDd aources ot information 1I8re present in the latter district.

Under section 164 of Chapter X the traatee 18 required to prepare and file a list of
oreditors and stockholders ot the debtor, 80 tar as known. Thecourt uy, uponcause shawn,
d1reot the of thlse but 18 in such event, to permit their inspection
or use by the trutee or IIJIT bclIIa tide MCUrity holder upon such terms as the court lII8Y
prescribe. '1'he C~e1cm bu~--'h posiUa that in the ordinary case the list of security-
holders should be .a anl1ebJ.e.withGat reetr1otion in the interest of tree collllllUD1cationamong
MG1U'ityho1c:lers aDd that 1:IIpcnmd1Dg 8hould be ordered in the exceptional case. This view
was recently IIUsta1Ded by the C1rcu1t Court ot Appeals for the second Circuit. Y The question
fd :impounding l18ts fd- eecn:ar1ty holders was alao presented in the Associated Gai and Electricc= cue. In that cue, where tbere 1181"8 crrer 200,000 security holdere, kiiOWii 'to be lii'geq
1 ieuced iDnstors who bad been 1DdUced to buy and exchange securities through high
»nsnre H1ee .nIloda, t.h6 prill1ea was to keep the lists ot security holders accessible far
proper eDds 1Ib1le at the ... t_ preventing use of these lists for objectionable purposes.
'fblt ee-ua1aD took _ utift pen in working OIlt a solution 1Ih1ch, while providing for

y 125 F. (2d) 542 (C.C.A. 2D4, Jamaar, 22, 1942).

21 lOS F. (2d) 3S4 (C.C.A. 3rd, JuDe 30, 1939).

Y Delatour et ale T. IIen41th et &1., l44 F. (24) 594 (C.C.A.. July 21, 1944).
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impounding of the 11sts, made them available for inspection by proper persons and provided for
the sendjng of communicationsto the security holders through the tl"llStees upon payment of
costs. In these cases the COIIIIDissionhas been alert to the possibility that security holders
maybe imposedupon by persons seeking to represent their interests. Thus, in the case of The
Penfield Dist~ Companywhere a "committee" solicited authorizations and obtained 1'unds""1'rom
stockholders JDeanB of fraudulent representations, the Commissionpetitioned for an injunction
and accounting and the district court granted the petition. Uponappeal the Circuit Court of
Appeals for the Sixth Circuit affirmed without opinion. 11
Activities with Resl'!<?tto Allowances

The Commissionhas taken an active part in the matter of allonnces to the various parties
for services rendered and expenses incurred in the proceeding. In making allowances the courts
seek to protect the estate from exorbitant charges" while at th~ same time providing equitable
treatment to the applicants for allowances. The COJIIID1.ssionhas been able to provide consider-
able assistance to the courts in this matter.

The Commissionitself receives no a1lonnces from estates in reorganization and is able to
present a wholly disinterested and 1mpartiaJ. view. The Comm:i.ssionhas consi.stently tried to se-
cure a limitation of the total compensation to an 8DIO\UJt which the estate can feae1bly' pay. In
each case the CODDD1ssionalso makes a ~ful st~ of the applications of the various parties
to the end that unnecessary duplication of services shall not be recompensedand that compensa-
tion shall be allocated on the basis of the work done by each claimant aDd his relative contri-
bution to the adminiBtration of the estate and the formulation of a plan. With these objectives
in mind the COlIIII1ssionDJJq undertake to make specific recamnendations to the courts where the
COIIIIIli.ssionbas been a party throughout the proceeding and is thoroughly .tam1J j a.r with the ac-
tivities of the various parties and all significant developoents in the proceedings} in other
cases where it bas entered the proceeding at an advanced stage the CommissionDJJq undertake to
advise the court general:l3 as to the reasonableness of the requested amounts.

The Commissionparticipated in JIlBDy appeals concerning allowances where important questioaa
were involved. Illustrative of this phase of the COIIIIIission'swork are cases involving Section
249 of Chapter X. In otis & C~ v. 1I18Urance~d~g c~ation" y the oourt held, sua-
taj n1ng the position 8dVOCa~e Commission, ct101l9 b&r8 ~ compensation to a
person acting in a representative capacity in the proceeding whohad purchased or sold securi-
ties ot the debtor dur1Dg the proceeding" regardless ot hie good faith or profit or loss~ and
that purchases or sales cannot be consented to or approved by- the Judge so as to remove the bar.
In In re Mountain States Power Co." 9/ the court held that Section 249 merely codified ex:LstiDg
laW ana 'tb8't 'the PHhc!pte enunciatea'"was applicable to a section 77Bproceeding. This was the
position taken b7. the eODllll18sion.In re ReWlds Invest~om"}E/ involved the question
whether a person whohad violated sectiOn 24 was b8iTed onnce of compensation for
services rendered subsequen~ 1n a representative capacity which 1IU ulIUII8d after the transac-
tions in the debtor's securities had termi.Dated. The court held, as argued by the CCIIIIII1asion~
that Section 249 1188 a bar to an al101r8DCefor &rr1' services reDiered by- the applicant. In In re
C08~eeban Coa1 CWtion, et ala ll/ the court upheld the contention of the eOllllD18s~
'Ehi et On 249 appfi8i1 a person no iraded in the debtor's securities prior to the reorg~
ization proceeding whUe he 1IU a meaber ot a bondholders' cQlllDi.ttee.

11 In the Ilatter of Penfield D1st1lling C~ decided June 27, 1940; petition for rehearingma" 1I0000000r8, 1940.

y no F. (2d) 333 (C.e.A. 1st" Jlarch 15, 1940).

2/ 118.,. (2d) 405 (c.c.s, 3rd" lIarch 5, 1941).

]E/ 130 F. (2d) 60 (e.C.A. 3rd, August 3, 1942).

'B:/ 136 F. (2d) 3 (C.C.A. 3rd" May' 24, 1943) as amendedon Denial of Rehearing June 17, 1943;
certiorari denied OCtober 25, 1943.
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INSTITUTION OF CHAPTER X PROCEEDINGS

The Commissionhas striven for a liberal interpretation of the provisions of the Bankruptcy
Act so that the benefits of Chapter X may be made :1'u.lly available to security holders in accord-
ance with the spirit and intent of the statute. For example, in Brook1~ Trust COJIIf~ v .
R. A. seiat2" Holdings~., B/ the Commissionurged that Congress ill nded to gJ.vepersons
noldiiig c against 'the property of the debtor, as dicttiinguished fre::. claims against the
debtor itself, the right to file an involuntary petition UDderChapter X. The district court
Bustained this position and the Circuit Court of AppeaJ.sfor the SecondCircuit affirmed.

The possibility that the investor safegu.arde of Chapter Xmight be nullified by an
improper resort by a corporation to proceedings under Chapter XI arose soon after Chapter X be-
cameeffective. It was the Commission'Sopinion that only the provisions of Chapter Xwere
properly available for the reorganization of corporations with securities in the hands of the
public and that Chapter XI was the proper med.1um. for securing arrangements or compositions of
unsecured indebtedness by individuals or corporations with no public investor interest. The
Commissionintervened in a proceeding for an arrar.gementunder Chapter XI filed by the United
states Realty and ImprovementCO!!IP8Dl.wb:ichhad outstanding in the hands of the public 900,000
shares of stock and two series of debentures aggregating over $2,300,000. The debtor was also
liable as guarantor upon $3,710,500 of mortgage certificates. The Commissionmoved to vacate
the order approving the debtor's petition and..to dismiss the proceeding. Uponappeal, W the
United States SUpremeCourt sustained the position of the Commission,holding that since the
provisions of Chapter XI were not adequate to secure to public :investors the safeguards
necessary for the coIl8UJlllll&tionof a fair, equitable and feasible plan of reorganization and
since the provisions of the Bankruptcy Act contemplated that the reorganization of such debtors
should take place under Chapter X, the district court, as a court of equity, shouJ.d have dis-
missed the petition, thus relegating the debtor, if it were so inclined, to the initiation of a
proceeding under Chapter X. The SupremeCourt also held that the order permitting the Commis-
sion to intervene in a Chapter XI proceeding for the purpose of moving its dismissal was
properly entered.

In the case of In re Marine Harbor Pro~ieS Inc., involving the question of good faith
in the filing of a petitiOn, the SupremeC the C0IIIIlis8ion'8 contention that the
debtor's participation in state court proceedings did not bar later resort to a proceeding UDler
Chapter X, but affirmed the decision of the Circuit Court reversing the approval of the debtor's
petition upon the grouud that the debtor had not susta1Ded the burden of establishing its need
for relief under Chapter X (section J30) and the existence of good faith in f1l1ng the petition
(Section 146). 14/ Sims v. Fidelia Assurance Association J:il also involved the question as to
llhether the debtOr's petition liiden IDed 3ii gOOdfaith. The COJIIIlIissionurged approval ot
the debtor's petition but the decision of the district court 8Ustain:i:ogthis position was
reversed by the circuit Oourt. certiorari was grarrt;edby" the SUpreme Court, which ccmcluded
that the petition had not been filed in good faith because the interests of creditors would be
best subserved in the receivership proceeding pending in West Virginia and other states and be-
cause it was unreasonable to expect that a plan of reorganization could be effected.

In another case the COIIIIIIissionfiled a brief as amicus curiae in which it urged that tbe
listrict CClUn was in error when it required a debtor to fiie a plan of reorganization and prove
Lts ability to consummatethis plan as a prerequisite to approval of the petition. The circuit
:ourt ruled that the dist:.dct court had applied an erroneous test of good faith and reversed the
:>rdardismissing the petition. W

134 F. (2d) 164 (C.C.A. 2nd, March4, 1943).

L3/ Securities and Exc~ CClIllIlliasionv. United States Realty and ImprovementCompany,.310- u. S. 434 (May 27, ).

Marine Harbor Properties, Inc. v. Manu!acturers Trust Companyl317 U. S. 78 (NOVember9,
1942).

318 U. S. 608 (April 5, 194.3).

~/ In re Julius Roehrs Company,115 F. (2d) 723 (C.C .!. 3rd, No-iellber1.4, 1940).
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PLANS OF REORGANIZATION UNDER CHAPI'ER X

The ult1Jllate objective of a reorganization 18 the formulation and coIlSUUlll&tionof a fair
and feasibl.e plan of reorganization. Acco~, the most iJIIportant function of the CODIUis"Jion 
under Chapter X is to aid the courls in achieving this objective.

Fairness

In appraising the fairness of reorganization plans, the Commissionhas at all times taken
the position that fu11 recognition must be accorded claims in order of their legal and con-
tractual priority, either in cash or new securities or both, and that junior claimants maypar-
ticipate only to the extent that the debtor's properties have value after the satisfaction of
prior cla1ms or to the extent that they make a fresh contribution necessary to the reorganisa-
tion of the debtor. Hence, a valuation of the debtor is necessary to provide the basiw for
judging the fairness 88 well 88 the feasibility of proposed plans of reorganization. In its
advisory reports, in hearings before the courts, and in conferences with parties to proceedings,
the COJIIIIIissionhas consistently stated that the proper method of valuation for reorganization
purposes is pr1mari1y an appropriate capitalization of reasonab:q prospective earnings.

These principles 88 to the recognition of priorities and as to valuation are l1OW' fU'm.ly
established 88 a result of the SUpreme Court decisions in Case v. Los ~es LwJiberProducts

Ltd. EI and Consolidated Rock Products Co. v. DuBois:-B9'in Wbic court iiiSt&1Dea the
:£Ions urged in brI8l's mea on &ili8Jl' of the Ccmiii!8s1onas amicus curiae.

In CODD8Ction 1d.th the fairness of plans, the Commissionhas been concerned among other
aatters with si~tions 1Ihere mi8IDanagement. or other misconduct on the part of a parent cClllp8Dy
or controlJ.iDg person requires that its claims be subordinated to the cla1m8 of the pllbl:l.c
1Dnstors. S1JR11arq, the CCDII1ssionbaa been interested in situations where a person oriDg
fiduci.ary' ob1.iga1;icms baa parcbased cJ.ajms against the debtor or bas engaged in conduct adverse
to the 1nterests of the estate and where these actiTities require that the f1dnciar;r be liJIIited
to the cost his claias, tllereby' preventing him from profiting by' his conduct. Because of the
1mportaDce and eign:1f:l.canceof theee questions the COIIIIIIissionhas made a caretal study of the
facts in situations 1Ibere they arise and on several occuions bas urged that the principles of
SDbordiDation or limitation to cost be applied in favor of the public iIIvestors.

Fea8i.bility

A1thoagh the representatives of security holders .t'requen~ regard the fairness of the plan
as their pri.nc1pal concern, the provisions of the statute and the protection of investors' in-
terests require also that the plan be feasible. To be feasible, a reorganisation JII18t be
8CODOB1ca]])" 80UDdand workable. It _t not hamper fUture operations or lead to another reor-
ganization. 'the 8lttent to 1Ih1chcurrent reorganizations are attributable to lack feasibilit;r
in prerl.oua reorganiaaticm8 is iJ:Jdicated by the tact that numerousChapter X proceedings in-
voJ.ftd cowpan18s which had a1read)" undergone reorganization in equity receivership proceedings
or under Section 77B tile Bankruptcy Act. In order to avoid a s1m:Uar record as to Chapter X
cases 8QIII9 ,ears hence, 1d.th its attendant expense and injury to investors, the CClIIIII18sionurges
tba1; adequate cons1deration be given to feasibility. In this connection, the C<DIission is par-
't1calarq concerned 1d.th the adequacy' of working capital, the relationship of funded debt and
capita1 structure to property vaLues, the adequac;r of corporate eam:1ng power in relation to
1nterest and diTideDd requirements, and the eftect of the new capitalization upon the COJDP8D)"'s
proapective cred1t.

In receut years the ee-dasion has encountered dif.ficult1ea because the parties are
poeed to bue ft1uu and capital structures upon 1nf'lated war earnings, either because they
cwerlook the extent to which earnings are 1ntlated or hope such earn1Dgs will cont1mle long
eDOIIgh to pemit debt to be sca1ed downto DllDag8&bleproportiona. Another obstacle to the
tOl"llUlation ot teasible plans 1.4 the current period of high tax rates, is the reluctance of
1mest0r8 to scale dam debt and thereby' lose the deduction for interest ~ts.

W 308 n, s, 106 (1939).

!y )12 u. s, S10 (194J.).
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CODSUIIIIDIltionot Plan

The COIIIJIissionalso gives its attention to tbe drffting aDd preparation ot corporate
charters, b1-lan, trust 1Ddentures and other 1DBtruments1Ibich are to govern the interna1
structure of the reorganised debtor. Tbe CCIImi8sionhas striven to obtain the iDclnsion in
these instruments ot various provisions which rill assure to the investors a DYrrhpm ot protec-
tion, adequate information with regard to the enterprise and a fair voice in the management.
The Cullaission has generally opposed the cautrol device of a voting trust except when its use
has been justified by' the special ci.rcumstances of the case and, lfben adopted, the Commission
has sought to have the voting trust agre8II8nt contain appropriate provisions in the interests ot
the investors.

ADITISORY REPORTS

Although the preparation ot an advisory -report is not the major part of the activity of the
COIIIIIIi.ssionin any particular case, such reports, because of their wide distribution, bulk large
in the minds of the public. Generally speaJdng, an advisory report is prepared only in connec-
tion with a proceeding involving significant problems and a relatively large COJIJP8PY in which
the investing public bas a substantial interest. Ap~tely twenty fonual advisory reports
aDd several supplemental reports have been tiled.

Even though the COIIIIlIissiondoes not file a fOl'liJ81advisory report, it does, in all cases in
1Ibich it is a participant, advUe the court of its opinion with respect to any plan of reorgani-
zation under consideration by' the court.

After the trustee has t1led a plan, the customar;y procedure calls for a bear1Dg at which
"this and any other plans that have been tiled are considered. At this stage of the proceed-
ing, the attorneys representing the Ccwpiuion are concerned primarily with getting into the
record sufticient data (1) to enable the judge to decide whether any proposed plan is worthy of
consideration and (2) to supply the tactual. basis tor the report of the COIIIDi.ssion.If the
judge finds one or more of the plans .~ of consideration, it or they ma:y be referred to the
CClIIIDI1Bsionfor report.

An advisory report provides the court with an expert independent appraisal of the plan in-
dicating in dstail the extent to which, in the opinion of the Commission, it meets, or falls to
meet, the standarda ot fairness and feasibility. After the report is filed and copies are made
available to the parties who have appeared at the proceedings, the judge considers the approval,
modification, or disapproval of the Plan. If the judge approves the plan, it goes to the secu-
rity holders for acceptance or rejection accOlJlP8Diedby a copy of the judge I s opinion and a copy
of the report of the Commission, or a 8UJIID81'7 thereof prepared by the Commission. The report of
the Commission, therefore, while not biDding, aids both the judge and the security holders in
determining whether or not to approve a plan.
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PART V
ADMINISTRATION OF THE TRUST INDENTURE ACT OF 1939

The Trust IDdenture Act of 19.39requires that bonds, notes, debentures, and similar secu-
rities publicly ofi"ered tor sale, sold, or delivered after sale through the mails or in inter-
state cCIIIIIIerCe,except as specU~ exempted by the Act, be issued under an indenture which
I188ts the requ1rement8 of the Act and has been qualified with the CClDIDission.The stand-
&t'd8 of the Act 0Iltla1r JIIBDY' provisions previously incorporated in indentures to exculpate the
trutee. The Act is designed to iDBure that he will act on behalf of the bond or debenture
owners and to in8ure h1a cc:aplete independence of the issuer and the underwriters. The prorl-
eiODBof the Securities Act of 1933 and the Trust Indenture Act of 1939 are so integrated that
reg:l.8tration pursuant to the securities Act of 1933 of such securities to be issued under a
trust indenture shall not be permitted to beCOJll8 effective unless the indenture conforms to
the specUic statutory requirements expressed in the Trust Indenture .Act of 1939. The inden-
ture is 8UtaD&tic~ .qual11'ied. when registration becaDes effective as to the securities
them8eJ.ves.

EHACTYEN'1' AND SCOPE OF THE ACT

The Trust Indenture Act of 1939, approved August 3, 19.39, is the second or the two
statutes which resulted trca the CClIDI1issiontsstud1"and investigation of protective and re-
organization CClIIIDittee8.It was designed to correct certain defects which had existed in
trust 1ndentures aDd to proride _ana whereby the rights and interests of security holders
caD be aore errect1~ sareguarded. In order to accomplish tb1.s objective, the Act provides
that issues ot bood8, notes, debentures aDd s:llll:1lardebt securities exceeding one million
-dollirs in pr1Dcipal 8IIOUIlt, except certain classes wh1ch are specU1c~ 8DIIlpted, mq not
be ottered tor sale to the public UD18sa they are 188U8dUDdera trust indenture which con-
~0l'ID8 to spec1t1c statutobT staDdards. The Ccadssion has no with respect to the
eDtorc8lBlt of the provisiODBof the iDdenture. Its cm.ly functiODBUDder the Act are to see
that the trustee 18 eligible and qualU1ed u provided in the Act aDd that the provisiClO8of
each indenture tiled tor qual1fieation conformto the prescribed statutory standards. The Act
18 based on the theorr that, it the terms of the trust indenture provide adequate protection
tor investors, it is ap}4'OPl'iateto leave the enforcement of such terms to the bondholders
w1thoa.t the cont1Dn1Dgsuperv1BiClllof a governmental agency.

In order to asa1st appli.cants and their attorneys in meeting the requirements of the Act,
the CClDmias10n has made its statf available to discuss with them in advauce of the formal
filing any questions wh1ch may arise and has also encouraged the practice of submitting copies
of proposed indentures ~at: informal preliminary examination. The COIIIII1ss1ontsstarr also
cooperated with a group ot trust officers and attorneys famiJ i ar with trust :lndenture problems
aDd practices in the preparation of a so-called "model indenture" to conformto the statutory
provisions, which was printed and 18 in more or less general use. The COIIIIIIissionhas also
aIopted a rule pe:ndtting a trust companyto determ1Dein advance of the flling of an indenture
1Ib8ther or not the CClIIIIisaiClllwouldfind such trustee disqual.1f'ied because ot a control rel&-
t1CD1!1h1.pwith a particular 1JDderIIriter. In brief, the rules and practices of the CClllllission
..a it possible tor appllcants to get iDdentures qualified with a miniJ!lDDot time and effort.

An indenture, to be qua1.if1ed UDderthe Act, JIIU8t incorporate certain specitic pror.UdODB,
lDc1nd:lngthose governing the eliglbU1ty and qualitication of the trustee, aDd must provide
~or periodic reports by both the obligor and the trustee to the security holders with respect
'to ccepliance by the obligor with ccmd1tiona aDd ccwenaD'tscontained in the indenture and the
t.rastee t a cClllt1nuedel1g1b1l1ty. '!he CClIIIIIIias10nis requ1red to issue an order refusing to
permit qua1.1tication of an 1Ddenture U the indenture does not confo1'lllto the statutory require-
MIIt;e or it the trustee has 8DTcQnfl1cting interest u defined in the statute.

The indenture, in order to facU1tate the cooperation of secm'ity holders in the protec-
tion ot their interests, JIID8t provide that the trustee will maintain a reasonably current list
of their names and addresses and either make the list available to such of their numberas
desire to cOlllmmdcatewith the others or mail cOllllllmicat1ons,to those mose names appear on
the list, when they' are submitted by security holders with a remittance to cover the cost. It
the trustee is of the op1D1.onthat the maiHng of the material to the bondholders would be
detrimental to their interests or in violation of applicable law, it mq file with the CCIIIII1s-
dOll a cOPTof the _terial with a written statement specifying the basis for its opiniClll.
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Atter opparLau1ty"for bearing upc:D tile object1ClD8 specified in the trustee's st.wment, the CClIIl-
m1ss1aDis autbar1sed to enter an order e1.ther sast&in1ng or refusing to sustain the objecUClD8
made by tbe WuBtee.

()De of the priDc1pal objecUns of tile .Act is to 1DBure that the holders or 1Ddent'are se-
cur1t1ea w1ll baYe the serv1cea of an effect1n aDd 1DdepeDdBnttrustee. standards relating to
the el:1g1b1l1't7 mel qualification of 'trustees are established in the Act. Provision IIU8t be
made for a corporate 'trustee with a wln1_ ~pl:taJ. and surplus of not less than $150,000 and
with certa1n spec1fied potMr8 and dnt:1ea to 1Dsure the more adequate protection of investors.

If a trustee has or acquires an iDterest in confiiet with that of the securitT holders
UDder the :1DdeAture, it mast either t'11c1nat.e tbe cClDfi1ct of interest or give up the trus-tee-
ship. The ccmd1t1ms UDder which a'traBtee shall be considered to have such a conflicting in-
terest are set forth in detail in the.Act. In .PD8l"al, the trustee JIIl1Stnot be aff1l:1ated with
either the obligor or an UDderwriter at tbe secur1Ues. Obviously, the tzoustee should not be
permitted to be too closely aff1l1ated nth the obligor because the creditor interests repre-
sented by the 1dll. clearly" be adverse to the interests of the obligor and its stock-
holders 1n case there is a defaoJ.t or the of one. To a lesser extent there may be a COIl-
f'l1ct or 1Dterest between the two all during the life or the indent\U'e securities with regard to
such matters as substituUon 01' collateral, d1scl.osure of financial condition, declaration and
plQ1D8Ilt or d1ri.dEmds, aDd wasting or diversion or assets.

EIper:l.eace has proved that there 1.8 also 1!F&Ye danger in permitting the trustee -to be
affiliated 1d.th an mderllr1ter of the 1Ddeature securities. nu.s is true particularq in de-
faul.t si'tuatiQD8 where UDderwr1ters IUiT cona1der it to their interest to conceal the defau1t
long enough to secure cClIltrol of reorgauizat1<m c~tteea. The Trust Indenture Act is
designed to e11pdna:te the use of f~ or C<IIp1acent trustees who fail to warn securi't7
holders and take DO steps contrary to tbe 1d.sbes of the obligor or underwriter.

In case 01' default by the obligor (as th1.s tara is defined in the indenture), the duties
and l'e9pClllS1b1l1t1esassumed by the trustee are :increased. A qu.alified indenture may prov1de
that, prior to default, the trustee shall not be liable except for the performance of duties
specitica.1JJ'" set Ollt in the indenture bI1t in case of defaul.t it lII11St require the trustee to
exercise such of the rights and powers Tested in it by the indenture and to use the same degree
of care and skill in their exercise as a prudent JIIlID would exercise or use under the circum-
stances in the CODduct of his om affairs. These provisions are designed to bring all indenture
trustees up to the high level of d1lig8DCeand fidelity lIhich has traditionall:y been associated
with the more conscientious trustees.

STATISTICSOFDIlEB'1'ORES QUALIFIED

Indentures covering more thaD $4,750,000,000 principal 8lD01Dlt of securities have been
either f01"ll81Jyqual1.f'ied UDderthe Trust Indenture ACt or conformed to the requirements of the
Act pursuant to the provisions of tbe Public Ut1l:1't7Holding Company Act. This is equiTalent
to almost 70 percent of the corporate lon~term debt fioated since the Act becameeffective or
apprQXimately 80 percent of such debt 8%Cl.usin of railroad issues which are exempt from the
Act. In the short space of four aDd. one-half' years approximately one-sixth of the corporate
lon~term debt, exclusive of ra1.lB1 has becCBe Subject to the requirements of the Act. 'l'h1s
percentage lI1ll~ of' coursel increase as older isSl18S go oat of existence through Jll8,tur1't7,re-
funding, or reorganization.

The following tables show the DlDIber of' indentures filed with the CommissiClll,togeth .. with
the d1sposit1aD -thereof aDd the aIlClIUD'ta of' 1IIdeDture securities inTolved, both ch1r1ngthe past
fiscal year aDd cumla1;inly" rr-.- Febr11arT4, 1940 throu.gb Jane 30, 1944.
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Indentures Filed in Connection with Registration statements
under the Securities Act of 1933

1~ 1943 to
June 30~1944,
inclusive

February 4, 1940 to
June 30, 1944,
inclusive

Amount of Amount of
No. Otfering No. Offering

Indentures pending 6/30/43 12 $238,839,600
Indentures filed 52 !I 620,389,560 W 247 rd. $4J581.360.560
Indentures qualified 54 645,ll6,760 223 !I 3,991,144,160
Indentures withdrawn 3 73,(Y:)5,600rI 15 364,791,100
Refusal orders issued 0 0 0 0
Indentures pending 6/30/44 6 163,500,000 6 163,500,000

!/,Reduced to 51 by amendments.

td Reduced to $547,972,760 by amendments.

y Reduced to 243 by 81J1A1Ybnents.

Reduced to $4,137,550,760 by amelldments.

!I Includes ClIleIndenture that was subsequently
withdrawn.

!I Reduced to $3,950,751,660 by post-erfectin
amendment and withdrawal.

1/ Reduced to $8,195,600 by amendmen~.

W Reduced to 123,299,100 by amendments.

Applications Filed for Qualification or Indentures Covering Securities
Not Requ1red to be Registered UDder the Securities Act or 1933

July 1, 1943 to
June 30, 1944
inclusive

February 4, 1940 to
JUDe 30, 1944
1nc1usin

Ap~atJ.ODS PElDding 6/30/43
.Applications lUed
.Applications effective
.Applications withdrawn
Refusal order issued
ApplicatiOll8 pending 6/30/44

Ho.

1
1516
o
o
o

Amount of
Of:rer1ng

• 1,615,000
(J},798,996
,71,413,996

Ho.

o
85
81
4
1
o

Amount or
Offering

!I Includes ODe indenture o~ all iDdeterm1nate amount.

'2/ Reduced by' amendmeDt to 1366,546,078.

y Retusal order re8C1Dded aDd qual1f'ication made effective on JulJ" 6, 1940.

, ADDITIOlUL INP'aUIATION RELlTING TO TRUST DJIlENTURES

Daring the past f'isoal year tbe tollowing additional material relating to trust 1ndeDturetJ
was tiled aDd «mn1ned tor ccupllance with the appropriate standards and roqu1rements:

-
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S 1DdentU1"88UBIIIpt f'rcIIl the Traet IDdenture Act o£ 1939 but subject to the Public
l1t1llV Holding CClDpq- .let of 1935;

84 trustee sta.temeItts ot elig1billty' and qual.ti'1.cat1.anunder the Trost Indenture Act
of 1939 (68 aD FormT-1 tor corporations, and 16 on FormT-2 tor :1nd1v1duals);

82 s Qnenta to tnstee statements or eligibility- and qualif1catiou (26 amendments to
Fanl T-3, 48 amendments to FormT-1, and 8 amendmentsto Form T-2);

52 Supplement8. S-T, covering special items ot inf"ormation concerning indenture securi-
ti.es registered lIDderthe Securities Act ot 1933;

23 applications tor tindings by the COllllll1ssionpursuant to Section :no (b) (1) (11);

9 appl1cat1cas on Form T-4,£or exemption pursuant to Section 304 (e);

217 sma.] reports of indenture truatees pursuant to Section 313.

Ilm"1ng the per10d FebrUz';y 4. 1940 through June 30, 1944 an aggregate of' 405 trustee state-
meuts (341 tor corporat1ana 8I2d 64 tor individuals) and 2)2 SupplEllll8llts S-T had. been tUed

UDder the IDdenture Act of 1939 there has been no litigation and there have been
CID1T two ret\1aal order proceedings initiated since its enactment. In the first casa, April.
1940. the 1Ddenture was 8Ileaded prior to the entry or an order aDd in the secODdcase, JUq
19M>. the ret'aAJ. Ol'der 1I'U resc1nded after the filing of an 8JI'fI"flmmJt aDd the trust 1Ddenture
1I'U tbenatter ~ed.

• 
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PART VI
STUDY OF INVESTMEN~ TRUSTS AND ADMINISTRATION OF THE

INVESTMENT COMPANY ACT OF 1940
The Investment C~ Act ot 1940 requires the regi8tration ot and regu1atee :investment

companies~ that is~ companies engaged in the business of investing~ reinvesting~ and
trading in securities. The .Act requires~ amongother things~ disclosure of the finances and of
the investment policies of these companies~ to aftord investors fUll and complete information
with respect to their activities; prohibits such companies from changing the nature of their
business or their investment policies without the approval of the stockholders; bars persons
guilty of security frauds :from serving as ofticers and directors of such companies; prevents
underwriters~ investment banlrers~ and brokers .from constituting more than a minority of the
directors of such companies; requires managementcontracts in the first instances to be sub-
mitted to security holders tor their approval; prohibits transactions between such companies
and their officers and directors and other insiders except on the approval of the Commission;
forbids the issuance of senior securities of such companies except in specified instances; and
prohibits pyramiding of such companies and cross ownership of their securities. The Commission
is authorized to prepare advisory reports upon plans of reorganizations of registered invest-
ment compan:iesupon request or such companies or 25 percent or their stockholders and to insti-
tute proceedings to enjoin such plans if they are grossly unfair. The Act also requires race-
amount certificate companies to maintain reserves adequate to meet maturity payments upon their
certificates.

ENACTMENT OF INVJSSTMENT CO.uPANY ACT

An important segment or the Commission's work since 1935 has been its st~ and investiga-
tion of investment trusts and investment companies and its administration of the Investment
C~ Act of 1940. !I Most of the basic data of the study was obtained !rom answers to
questionnaires and frOm field studies and public examinations of companies. From the data
thus obtained, an overall report on iuvestment trusts and imestment companies and six supple-
mental reports were prepared and transmitted to the Congress together with the Commission's
conclusions and recOIIIID8ndations.

The Act~ which 1188 approved on August 22, 1940 and became gener~ efrective on November
1~ 1940, 1188 eTolved !rom a bUl which was based upon the conclusions and recOlllllll9Odat1onsof
the COIIIIIlission. The" -leg1slation~ as adopted, 1188 desired by the iuvestment trust industry
itself. The terms and provisions of the compromise bill were worked. OI1tin coni"erence between
representatives of the 1.Jldustry and the COIIIIII1ssionwith the app1'OT8l of the Congressional C~
mittees concerned. The industry recognized the existence of abuses and it joined in urging the
passage of the Act. It passed both Houses without a TOte against it.

BACKGROUND OF THE ACT

Investment trusts and investment companies are essent1al.JJ institutions which prOTide a
mediumfor public iuvestment in commonstocks and other securities. They have -:rorged as :im-
portant :f1nanc1a1 institutions on4r within the last 20 years. 'By 1929 they 'h4'9 being created
at the rate of almost ODe a day- and the American public had iDvested altogether almost
$7,000,000,000 in iuvestment canpanies of all types. Arter the market crash of 1929, the sub-
stantial losses suffered by' closed-end management iuvestment conq»n1es acted as an :l.mped1ment
to the fUrther distribution of their securities, and the rise of other types of companjes 1188
accelerated. The open-end managementcompanies and the unit iuvestment trusts rap1d:q increased
the sales of their securities arter 1930. Although taee-amoant certificate companies have been
in existence since lS94, the greater portion of their certificates have ~n sold since 1929.
Finally~ since 1930, periodic ~nt plans have attracted the savings ot a large number of 10-
divich1a1a in the lower income strata of the country's population. The present assets of all
iDvestment compam,eshave a value in excess of appra:dmately $2,000,000,000. The securities ot
such companies are owned by approximately 2,000,000 1DYestors throughout this country, probably
exceeding the number of investors in all other iDduetries except utility ho1d:1ngCOJDP8.Dl'
systems.

y A li8t of the _reports on the C~8ion'8 investigation is ginn in Part XI under
Publ1cat~
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Investment trusts and :investment companies are vital.ly associated with the national
economy. They conduct their business by the use of the mails and the channels of interstate
and foreign commerce. In numerous cases they conduct a substantial portion of their business
in states othel" than those 10 which they are incorporated or otherwise created. Their security
holders are situated 10 every state and 10 several foreign countries. A large portion of all.
corporate securities sold 10 this country are those of :investment trusts and investment com-
panies. Investment companies are aJ.so substantial purchasers of securities listed on nat10nal
securities exchanges" and their trading mJJ:1" have an important effect on the price movementsof
securities.

The enterprises subject to the control and i.n.f'l.uenceof :investment companies include banka"
insurance and mortgage financing companies" aviation and steamship companies" oU producing aDd
ref1n1ng compan:Jes"chemical companies" motion-picture producing and exhibiting companies" steel.
and rubber companies" food and food products companies" maPUf'acturing companies of all t~s"
department stores and other merchandising companies engaged in sales of their wares by maU
order and the channels of interstate commerce.

A most significant .tunction of investment compan1.esin relation to the immediate needs of
the national economyis their potential usetulness in the supply of new capital to industry"
particularly to small and promotional ventures. In this connection" the Investment COJDP&DiYAct
contains provisions IJec. 12 (e)7 authorizing investment coJDP,8D1esto organize and contr1bllte
funds to companies to be engage'Ct10 the business of .Underwriting" .turnishing capital to indue-
try" financing promotional enterprises" purchasing securities of issuers for which no reactr
market 1s 10 ex:i8tence" and reorganizing companies or similar activities. II The investment com-
panies have not made use of this prOV'1sion" although several of the companies and the COIDIII18sioD
have expressed great interest 10 the promising possibilities of such a development.

Problems 10 Connection with the Investment COJDP8lIl,Industry.,
BasicaJ..ly the problems of the industry now from the very nature of the assets of invest-

ment companies. The assets of such companies invariably consist of cash and securities" assets
which are usually completely liquid and readily negotiable. Because of these characteristios"
control of such funds offers manifold opportunities for exploitation by an unscrupulous
management.

Since no specified amount of capital was required to organise investment trusts and cem-
panies, they were created and their securities were sold to the public 10 many instances by
irresponsible indiv1duals. Btokers, security dealers, 'investment bankers, and commercial banlat
were in a position to dominate the board of directors and control the managementof investment
companies; and thus" when they' were unscrupulous, to advance ;the pecuniary interest of their
other businesses at the expense of the investment compan1es they had organized and the security
holders.

The securities Act of 1933 and the Securities Exchange Act of 19.34have been ineffective to
correct abuses and deficiencies 10 investment companies; first" because the record is clear that
publicity alone" lIh1ch 10 generalis the remedy'prov1ded by these acts" 18 insufficient to
eliminate the abuses and de£iciencies which exist in investment companies,t.and second, because a
large number of such companies have never come under the purview' of these AQtis.

It is not meant to imply that most :investment trusts and investment companies at present
operating in this country were guilty of unfair practices or 1I'erem:Jsmanaged. Nor is it me.
to indicate that progress has not been made by the I118J11bersof the 1ndustr;y vol1llltari:Qr to
e11m;Jnate some of the major abuses and deficiencies, and to improve generally standards of
practice. However, virtually every representative of investment companies who appeared before
the subcommittees of Congress considering the Investment COIIIp8I1yAct of 1940 conceded the
necessity for" and in .fact urged the i:IIIlIediatepassage of, effective legislation to regulate in-
vestment cOlllp8D1eJ!.

ManagementInvestment C<?lIq)An1es.

The capital structures of management investment companies have often been inordinately cem-
plex" and the rights" preferences" and dividend cla1ms of senior securities have in JlI8D,)"
instances been inadequately safeguarded. By' various devices of control, such as special voting
stocks issued to d1.stributors and managements" voting trusts, long term man&geDI8J1tcontracts,
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coutrol. of the praq 1IBCb1Der;y, and pyram1ding of campanies, public investors were effecti'nl~
deD1ed, 1D-.u;r iDstaDces, 81.JT real participation 1D the JII8n8g8DIlmtof their compan1es.

'!'he d.1strlbllt1on and repurcha8e of the securities issued by investment companies have on
occasion resa:Lted 1D dUcr1JId.nation in fs:vor of tbe management or other w1D81derawwho have been
able to acquire the securities and to have the companies repurchase them on a bas18 JIIOre
fs:vorable than that accorded public stockholders. In the open-em canpan1es, tbat is, compan1es
isBtliDg red8emabJ.e securities, the J18thoc1of p~1ng their securities, 1d1ich the7 are cont1mJ.-
oualy sell1Dg and redeeming, led at t1JDesto aubstantia1 dllut10n of the investors' equit71D
the canpan1es, and in some instances was used by persons cJ.oseq connected with the companies to
realise riskless trading profits.

A distinctive feature of the management investment companies is that DOne, or only l1m1ted,
restrictions are imposed with respect to the nature, types and amounts of investment 1d1ich their
managementsma7 make. The absence of arq legal requirement for adherence to arq announced in-
vestment policies or purposes created a major problem. SUChpolicies were often radic~
changed without the knowledge or prior consent of stockholders. Sim1lar~, arter 1nvestors have
invested in companies on their faith in the reputation and standing of the enst1ng managements,
control of the public's ftmds was f'requently transferred 1t1:thout 'the prior knOIrledgeor consent
of stockholders to other persons who 1I8re subsequent1;y' guUty of gross mismanageJll&ntof the
companies

self-dealjng" that 18, traneactions between officers, cHrectors, and similar persons
and the investment campanies with which they" are associated presented opportunities for gross
abuse by unscrupulous persons.

The small investors in certain investment cOllp8mes, particularq in unit investment
trusts and open-end managementcompanies, have been subjected to nitch1ng operations from one
investment cOlllp8DYto another to their pecun1a.ry" daDage. S1milar~, investors have been often
poIIerless to protect themselves against plans of reorganisation 1d11chhave been grossq unfair
or have constituted gross abuses of trust on the part of their sponsors.

~, particularly with respect to those companies which have not registered their secu-
rities under the securities Act of 1933 or the securities Exclwlge Act of 1934, and only a small
mrmberhas so registered its securities, the investor has been unable to obtain adequate infor-
mation as to their operations. The accounting practices and t1nancial repom to stockholders
of managementinvestment companies frequently 1I8re deficient and inadequate in many respects and
ottt:imes 1I8re misleading. In cases, dividends have been declared and paid without inform-
ing the stockholders that such dividends represented not earn1ngs but a return of capital to
stockholders.

Unit Investment Trusts.

In the fixed or unit investment trI1sts, JII8IlAg8Mntdiscretion 18 completeq or almost COlD-
plete1.7 eliminated. The abuses which characterised particularly this type of company 1I8re
traceable to the fact that the most 1mportant emolument to the promoters of such trtUIts COD-
sisted of the profi'ts to be derived by the J18tbods of pricing and eell1Dg the cert1t1cates of
such trusts to the public. Inequitable pricing of shares, excessive sales loads, hidden loads,
8Dcl charges 1181'8 not infrequent.

Periodic PalJ!!Dt Plans.

Ear1.7 in 1930 a somewhatnovel variet7 of investment scheme, called var1.ously 1I1nsta1.lment-
investment plan", .perioc11c pqment planll, IIthrift plan", IIfoundation plan", etc.)was conceived.
These plans are, in essence, devices for selling investment trust or investment colllp&n1'securi-
ties on a perioc11c or 1nstallmen.t plan basis. The holder ot a perioc11c payment plan certificate
is entitled to recei'Y8 only'the asse1; value ot his certificate. This value 18 based upon the
-.rket value of the securities in the portfolio of the investment companyor investment trust
underJ.P.ng the certificate and mq be less than, equal to, or more than the 8IIlOUDtpaid by the
certificate holder, depending upon market prices of these portfolio securities which almost 1D-
var1ab1.7 consisted ot COJllllOJ1 stocb. The structure ot the plan in JII08tinstances 11&8 that of &
-trust on a trustll whereby two sets ot sales loads were imposed upon the 1Dve8t0r8, uuaJ.l.7
without their knoIrledge. The totalload1ng charges, 1nclud1ng trustees' fees and seoondal7
J.oad1ng charges, often 1181'8 more than 30 percent of the net 8DlOUIIt invested by certificate
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holders dDr1ng the period studied. J. serious probJ.em 1IB8 presented by' the fact that these sub-
stantial sales 1.oada 1I8re usu.ally deducted entirely from the ~nta made in the early mouths
of the periodic p&1DI8Z1tplan contract. Lapses of certll'icates in the early period of the con-
tract were 1"requent. Approx:iJIIately40 percent of the total. amount payabJ.e on periodic pqmeut
plan certi.f1cates 80ld in the period 1.930-1.935was lapaed at the end of 1.935. The holders ot
such cert:lf1cates were abo subject to a variety of 81I'1tchiDgoperations resul.Ung in profits to
the sponsor aui a l.oss to the investcXt" by' the exaction of 8!IOther secoI!dar'JIIsal.es load on the
8If1tches. These periodic ~nt plan cert:lf1cates, 1Ih1chwere sold for low 88 $5 a mouth,
1I8re apec1t:1cally des1.gDedto JII&ke their strongest appeal. to wage-ea:rn1ng men and 1I'OlDl3n who were
DOt in a .t1naDc1al. poa1t1on to invest or speculate in cOllDllOnstocks.

CompanieS Issu1Ilg Face-.Amount IDstAllment certificates.

Face-amount i.Dstallment cert:lf1cates, in essence, are unsecured obl1gatiQD8 to pay either a
spec:lf1ed amount to the ho1.der at a spec1tied future date prov1cJedthe purchaser makes all the
p&1JD8nts required by' these contracts or a cash surrender value prior to stur1 ty if' the cert:lf1-
cate is surrendered to the issuing cQlllPlUlY.

The CClIIIIII18siontsstudy 1nd1cated that "the lapse experience of investors in such securities
was high, particul.arly during the first and second years when the investor had no surreDier
value or a surrender value substanti.ally less than the total of the amount he had paid (although
the cert:lf1cates issued by' some of the face-amount companies provided for reinstatement w:lth
credit for the 8DlOlUIl; paid in). The so-called. .stretch-out. practice of depriving the investor
pursuant to contract of interest return on his entire investment during any period in which
he has been in default was common. Furthermore, surrender values accrued only as of yearly
anniversary dates of the certLi'icates. ),{on~ payments less than a year and interest on the
last attained surrender value would not increase the surrender value above the preceding
anniversary date. As a result of the variety in regulatory provisions, of the many states in
whi.ch face-amount cOlllp8Diesoperate, there was no uniform actuarial. reserve system required by'
lair.

GENERAL PURPOSES AND PROVISIONS OF THE INVESTJ.!ENT COllPANY ACT OF 1.940

The Act regulates three broad categories of investment companieSI Kanagementinvestment
campan1.es(both open-end and closed-end), face-amount certificate companies and unit investment
trusts incl.ud1.ng those which issue periodic payment plan cert11'icates. The objectives of the
Act, five in number, are, in the main, achieved by' affirmative statutory requirements or pro-
hibitions. By and l.arge the rule and regulation mak1ng powers of the COIIIII1ss1onare cord'ined to
implementation of the affirmative requirements of the Act.

(1.) Honest and Unb1.aaed!!ar!agement

The Act prov1des for a degree of independence in managementpersonnel by'restricting
bankers, brokers, COJlllllercial.bankers, principal. underwriters, etc., who may' have a possible bias
in the managementof the cOJllP8X1Y,to a minority of the board of directors. It also requires a
Jllinority of the board to be independent of the officers of the co~. It prohibits sel.f-
dealing and exaction of excessive cOllllllissionsby' af.t1liated persons of i.mestment companies.
Insider trading in the securities of investment companies is subject to the aame regulation as
tbat contained in the securities Exchange Act of 1934. It enables the CClIIIII1ssionto sue in the
Courts to prevent gross abuse of trust and groBs miaconduct and grossl.y UD!ah- plans of reor-
ganization of investment companies. It makes embezzlement of investment compan;yfuDds a federal
offense, and prevents investment bankers and other affillated persons !'rom using their invest-
.-nt companies to assist them in their underwriting actiTities. It provides that an investment
ccapa.ny maymaintain its portfolio securities and other property in its own custody or in the
cuatod;;r ot brokers only under or pursuant to the regulations of the C0mm:is8ion. Otherwise port-
.folio securities lIIl1St be maintained in the custod,y of a bank. The Act also provides for bonding
of employees having access to the compauyts assets.

(2) Greater Participation in !!ar!agementby security Holders

The Act requires 1mest1llent companies in their registration statements to dee1pate their
statu as a diwrs1.t1ed. or uon-divers1.f1ed cOJDP8DTas def1Ded in the Act ad to set forth
thereiD a prec1.8e statement of their ~nt policies. The status and policies of cCllpBJ:V"
as set forth in its registration statelllent cannot be chuged without an aUizmat1:n ... of
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ajor1t.T or the MC1D"1ty" holden. Tbe.Act alaIo requ1ru at leut two-th1rds 01' the d1l'ectore or
_ 1Imt8tMnt cQlPlDir to haft been elected. bT the ebareholdenJ restricts the period or etfee-
t1ftD888 or IIIDIg8D8Dt contracts to two ,earsJ aDd requires tbe apprcwal 01' such contracts, aDd
theretOl'8 1D etfect 01' tbe 1nvestment adviser, bT tbe shareholders. The Act alao require.
rat1t1cat1.oo 01' 'the eelection 01' tbe accountants or the cOlllPBDlYby' the ebarehol.dersJ inveBtiJDent
cc.paj praQ' 8Ol1.citation is subjected to C~ regulation whether or not the compan;yis
l1etedJ it is turther prOY1ded that all shares issued b;r management companies after tbe eftec-
tift date 01' the Act mast be TOting shares and. requires preterred shares to contain prorlsioD8
tnDaterriDg ajoritT TOting power to the holders 01' such stock in the event of default in the
~t 01' d1.TideDd8.

(3) Adequate aDd Fea8ible capi.tal Structures

The .let restricts, in tbe case 01' closed-end management companies, the amount of bonds and
preterred stock 1Ib:1ch a:r be issaed, a restriction which, speaJd.Dg generally, requires cloaed-
eDd investment ccnpan1es issuing senior securities to have at least 50% of their assets rePre-
sented bT COJllllOD stock equitT at the time 01' issuance or such securities. on:q one class of
bonds and one class of Preterred stock 111&7 be issued. Open-end companies are not permitted to
issue senior securities bllt mq contract bank loans provided a 300% coverage in assets tor
such loans is ma1ntai.ned at all t_s. In the case 01' taee-emount certificate companies the Act
requires nn ccapanies to have a wiDi.. capital of at least 1250,000 and. to maintain statutor;r
reserves Pre8Wll&b:qadequate to ature the cert1.t1cates. Restrictions are placed on the power
of face-uaount certificate companies to declare d1.T1deDdswhere the effect of such declarations
may be to injure the financial stabilltT of such companies. In addition, face-amount certifi-
cate cCllllp8Diesare not permitted to issue Preterred stocks without an order of the COJIIIIliss10n.

(4) Financial statements and Accounting

The .let requires i.DvestEnt compardes to transmit f1Danc1al reports containing prescribed
iDtol'JlRtion to their securitT holden at least s8llli...amma"7. PoIIer is giwn the COJIIIlissionto
obtain ammal and periodic reports inclnding f1.Dancial statements. The Commission is also em-
poII8red to euact rules requir1Dg the Pl"8881"fttion or books and recorda which torm the basis 01'
such reports; to require financial state.nts sent to shareholders aDd the COIIID1ssionto be cer-
titied bT independent public accountants; and to prcaulgate UDitorm accounting rules.

(S) selling Practices

Particular:q in the case of opm-end cc.panies, periodic payment plans and tace-amount cer-
titicate companies, numerous abuses in sell:1Dg practices were disclosed. T..Jese the Act remedies
in general b;r requ1r1ng 1nvestment companiee which were not p~ required to comply with
the registration requirements 01' the Securities Act to 80 COIIIP11'. The CClIIIIIIi8sionis also em-
powered to correct sell1ng practices 01' open-eDd ocwnpan18s wh1.ob JIIlI7 result in dilution ot their
shares or in unfair trading profit to insiders and dealers. -Switching- ot open-end investment
cOJIPBDiY securities and those o~ unit imestmeDt trusts and face-amount cert1.t1cate companies on
a basis permitting reloading is prohibited in the absence of an order or role ot the COIIIII11ssion.
In addition, sales literature issued bT t~ cert1t1cate cc:JlllPllD1.es,open-end companies
and unit investment trusts 1Ib1ch 1I'OU1d 1Dclude JB08t periodic plVDl8DtplaDs, II18t be tiled with
the COIIIII1ss1onwithin ten days- after use. .. in the case or the securities Act prospec-
tuses or tace-amount certiticate c~n:Jes and per1.od:1c p&1JII8nt plans the COIIID1ssionis em-
poIIered bT section 24 (c) or the Act to rearrange the form and iteaa of such docUJl8nts and to
require naur1es of 1n.tormation which can be prc&I1nently d:isplayed in the prospectus. The.let
also regulates the sales load which may" be charged on periodic payment plan certiticates and
prescribes the torm 01' trust indentUres to be used aDd the charges which may be made by' tra.stees
aDd sponsors ot unit ime8'tD8Dt trust 1Dcluding those is8U1.Dg periodic payment plan
certificates.

AmmiISTRlTION OF THE IIVES'l'IIENT COKPAHY M:r OF 1940

In part, perbaps because tbe statute was the result 01' a compromise, but in greater measure
because 01' tbe d1.ftrsity in the character 01' the companies it covers and the intricacy- ot the
probleu theT present, the .let is a complex and elaborate piece 01' legislation, calling for the
use of a great T8rietT of acJm1n:Jstratift procedures and tecbn1ques. The Act contains tlat
stat1lto17 prohibitions, the violation ot which may gift rise to either injunctive or criminal
proceed1nga in the courts} prorl.s1oDa which authorize the COIIIIIl1.asionto institute 1njunctift
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proceedings but the violation of which is not a crimina] offense; requirements for filiDg
financial and other data with the Commission,which is then open to public inspection; require-
ments for the transmission of financial and other data to security holders; provisions author-
izing the Commissionto render advisory reports to security holders; provisions authorizing the
Commissionto adopt rules and regulations in somecircumstances for the purpose of giving con-
tent to statutory prohibitions which wouJ.dotherwise be inoperative and in other circumstances
for the purpose of relaxing statutory prohibitions 1Ibichwould otherwise obtain; provisions for
administrative orders in proceedings initiated in somecases by the Collllll18sionand. in other
cases by the companies or persons affected; and provisions for the further study of certain
aspects of iIIvestment companyoperations. Most of these procedures have been employed in the
same or a comparable form in one or more of the statutes already administered by the COIIIID18sion,
so that no difficulties have been encountered in fitting the administration of the new Act into
the fr8DIe'Workof the Commission's previous practice.

The principal problems faced by the Commissionduring its administration of the Act can
couveniently be grouped into seven categories, namely, (1) determining which co~s are in-
vestment companies subject to the Act and which are not iIIvestment companies or are entitled to
exemption; (2) the classification of companies subject to the Act; (3) prescribing the informa-
tion to be filed with the Commissionand that to be transmitted to security holders and the in-
tegration of the required information with that furnished under other Acts administered by the
Commissionso as to avoid duplication; (4) the administration and enforcement of those pro-
visions of the Act which regulate the relationships and transactions of persons who are affili-
ated with iIIvestmant cQDP8njes; (5) matters relating to the distribution, redemption, and re-
purchases of securities issued by managementcompanies; (6) reorganizations of investment com-
panies; and (7) the treatment accorded certain special types of companies, such as unit invest-
ment trusts, periodic payment plans, and face-amount certificate companies.

The "IDvestment Companyttconcept

Although the terms "iIIvestment compan;yt'and "1IIvestment trust" have been part of the
language of the financial communitY'for sometjme, a ~f1nition precise enough to distinguish
them sharply from holding companies on the one hand and operating companies on the other did not
exist prior to the enactment of the Investment CompanyAct of 1940. The distinctive feature of
the Act in this connection is its use of a quantitative or statistical definition, expressed in
terms of the portion of a company's assets which are investment securities. Thus the statute
provides, inter alia, that a compa.n;y-is an "investment company"if it is engaged in the business
of investing, reiIIvesting, owning, holding, or trading in securities, and owns investment secu-
rities (defined to exclude securities of majorit~d subsidiaries and of other investment
companies) exceeding 40 percent of its total assets (exclusive of GovernmentseCUX'ities and cash
items) However, the Act provides machinery whereby the COIIIIIIissionmaydeclare by order upon
application that a compaJ:l;T,notwithstanding the quantitative definition, is nevertheless not an
investment compaIly. ThUS,companies that believe the application of the quantitative test would
unreasonably cause them to be classified as investment companies are given the OpPOrtunitY'of
obtajnjng administrative dispensation bY'showing that they are pr1marilyengaged in a business
or businesses other than that of investing, reinvesting, owning, holding, or trad11:lgin securi-
ties, either d1rectly or through majority-owned subs1d1ar1es or through controlled companies
cODductingsimilar t;ypes of businesses. Since November1, 1940 about '0 such applications have
been f11.ed. Knotty questions have been raised by these applications, including difficult and
complicated PrOblemsof valuation especially with respect to the so-called 11special situation-
companies.

Such an application was filed on behalf of a company',Bankers Securities Corporation, whose
portfolio contained securities of companies engaged in a great variety of enterprises, rail-
roads, utilities, banks, newspapers, insurance c<mlp8n1es,industrial companies of every kind,
hotels, apartment houses, retail establishments, department stores, and ma.n;r others. Extensive
hearings were held before a trial examiner, briefs were filed and oral argument was had before
the COJIIIission.

The compa1l;1contended that it was primarily engaged in the real estate and department store
business because the bulk of its investments were in those fields. Based upon the history and
operations of the c~, its investments in special situations, its statements of polic;y, and
other relevant factors, the Commissionconcluded not only that the record ~fore it .tell short;
of sustai ning the claim that the cOJDP&DiYwas primarily engaged in non-1nvestment co~ busi-
ness but that the record demonstrated affirmatively that the applicant was organized and al~
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bad been operated as an investment enterprise. The applicant appealed fran the order of the
CCIIIDission deD;ying the application to the United states Circuit Court of Appeals for the Third
Cil'cui:t. On November21, 1944 that Court unanimously: affirmed the COIIIIIIi8sion'sorder.

!:lremJ!:1on of cmpa~s !rein the Investment CompmllAct of 1940 .

In addition to the provisions for excluding certain types of organizations !'ran the concept
of e~, the Act contains certain exemptive provisions applicable to companies
1Ibich" 1dli.1e admittedly investment companies, should for one reason or another be relieved from
... or all sections of the Act. several of these exemptive provisions are provided by the
statute itself, but three subsections of the Act leave exemption in whole or in part to adm'n's-
trati'V8 determ1nation.

In section 6 (b) the COIDIIl1ssionis directed to exempt by order arry employees' securities
eOlllpBlXles1'raa the provisions of the Act, to the extent that such exeurption is consistent nth
certa1D specU1sd standards. 2/ The disposition of such applications presents JDB.DY difficult
prob1eJE and requires constan't" use of the Commission's informal conference procedure" for
SectioD 6 (b), in effect, directs the CClllllissionto stuctr in detall the history and operations
of each such COJIIPI'D1' and to determ:1.ne the effect lI'h1ch each section of the Act will have on 0D8
or JI01'8 aspects of tbe applicant's business. UteI' this is done, the COIIIIII18s1on"in effect"
-.at accQW)date the Jot to the particular circumstances of the emplO188s' securities campan;y
inYol.wd" in 1;he l.igbt of the considerations eDUJDeratedin Section 6 (b).

sect:1on 6 (d) of the Act directs the exemption by rule or order" to the extent consistent
1I1.th the p1blic 1Dterest and the protection of 1nvestora" of certain small cl.osed-end 1nvest-

ccwpen1es whose securities are offered intra-state.

The r 1ning ex.ptive provision, and in ma.ny ways the most important" is Section 6 (c)
1dd.ch read8 as follollBa

-The ee-1ssion" by rules and regulations upon its own motion, or by order
1IpGIl appJ1ca~ eouditionally or uncOIlditionally exempt a;py person, security,
or trensact1on, or a;py cJ.ass or cla8ses of persons, securities" or transactions,
1'raa arq prorlaion or provisi.ons of this title or any 1"l1le or regulation thereunder,
U and to the exteDt that such exemption is necessary or .appropriate in the public
interest and consistent with the protection of investors and the purposes fairly
intended by pol1cy" and provisions of this title."

JIaIV" of the appl1caUons which have been filed seeldng orders under this section requested
0l'd8r8 which a.oanted to little more than the formal expression of minor administrative deter-
JdDaticmB. Th18 8D111ptivepower vested in the CClIIIIIIiesionhas helped to eliminate JDB.DY BJD&ll
bat 1rr1tat1Dg 1Dccmren1ances" particularly those 1Ihi.ch inevitably occur during the period ot

to .. regulator;y law, without sacrificing substance or principle. SaDe ot the
app1.1u;t1aDs 1'lled UDder section 6 (c)" however" have requested sweeping substantive exemptions.
SUChapp1.1u;t1aDs ~ve eonsideraUons in JII8II;J' respects s:l.m1lar to those discussed in relation
to appl1cat1aDll ftl.ed by eqilo;yees' securities ct'llJPlDies under section 6 (b). It will be noted
that tile asptive tUDction of the Cama1ssion may be exercised not oDly by order on application
bat alao br raJ.e OIl the ee-iuion's 0IrJl motion. No rules have been adopted UDder this section
glnDg cCllllp1ete 8IBIIption to e.rtT class of compan1 e8.

IDtODl&~ B8q1I1re!!uta

J!i!gl.!tm1oioa stataenta.

!he first step in the general ecbeme of' regulation provided by the Act is the requ1remeDt
that 1ImNJtEnt c.... ldslJ 8hall register with the COIIIII18sion. J. c~ registers under the Act
b7 fil:JJIg with the CCJpp1ss1ona notification of registration. Fl'QR the effective date of the
Jet to JaDe 30. 1944" 489 ccapan1es of all types had registered under the Act. ODe Imndred and

y Tbese do DOt lDclude employees' stock bonus, pension. or profit-sharing truat8 1Ihi.chmeet
the ccmd1:t1omr of section l.65 of the Interna1 ReveDUe Code, since such trusts are excl.w:1ed
r.n- tile de.tiD1tion of -imestment c~ by Section 3 (c) (13).
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e1ghteezl tbeee bad ~or one reuon or aDOther ceased to be investment COJIIp8nies~learlng 3'71
reg1aterecl :l.mest.-nt cCllIlw]1es at the end' or the past t1Bcal ,.ar.

After regUtrat10n each CCIIIPBDY-.st f'iJ.e with the CommiasioD, in accordance with rules,
regulat10D8~ aDd ~oms pramlgated ror the porpoee~ a detailed registration statement containing
cc.plete ~01W&tiDD regard:1Dg the CClIIIJl8IO". Jlost or the required iDformatiaD is similar to that
requ1recl in reg1atrat1DD statements fil.ed UDder the securities Act Or 1933 aDd the secur1t1es
Exc:bange Act 19,34. In addit1.oD, hoIIever, the Investment COmpan;y Act or 1~ requjres the
registration to contain a recital. ot the policy or the regiBtrant with respect to em-
ta1n specit1ed sabjects~ such as issuing seD10r securities, borroIr1Dg JIiOfS1'~ engagjng 1n unde1'-
wr1t1Dg~ wldng loeDs, or investing 1%1 real estate or colllllOdities. These required sta't.eJElts ot
po:Lj.q, which JBD8t be as spec1f1c as is pract1cabJ.e, constitute one or the keystones or the Act.
0Dce baring stated such a po11cy in Us registration statement, a registrant 1lI&T not deviate
from it w1.thout the cODl58Ilt of a majority ot its outstanding voting securities.

In ODe case, 8ecnlr1ties and Exchange ca.d.ssion T. Guaranti Income Trust aDd James S.
(}lacUsb the Ccww1mca 0b't81D8d an 1Jij1iiiC'tLiii reStra1miii G18d~ fi'CIi turtli8i' 'dOlitlon ot the
regtSti'atlol1 prov1s:1clIIs the Act. The ee-issionls caap1a1nt alleged that Gladish had been
using the JI8ils and iDstrumentsl1t1es or :interstate COIDII81"C8 1%1 selling, purcbasing, redeeming
or othenr1se acqu1r1ng race amoant certiftcates or the trust aDd had efiected securities trans-
actions ~or the 10nIst without hav:lng the 'trust registered in accordance with the requirements ot
the Act.

Periodic B8ports to the Ccwpn1 ss1on.

sect1cm 30 (a) or 'the Act prorides that reg:latered investment CCI'p8D1eeJmBt :rue with the
C<-d-s1on 8IICb iDtcnwat1on, docuamts aDd report;a as companies hav1ng secur:i:t:fss registered on

D&t1oDal. 88CUri:t.1es exchange are required to :rue with the CCIIIIII1ssion plD"8WU1t to section
13 (a) or the 5ecur1.tiea Ezebange Act 1934. Section 30 (b) ot the Act 8Ilthori.ses the
ee-des1on to reqa:lre registered inve8tlDeut COl'pJ118s to file periodic reports an a 8811d-anyma]
or quarterq hasi.a 80 as to keep rea.semabq' cuneu~ the infoxmat1on conta1Ded in the registra-
tion state:lmlts such companies. All reg1atered :investment companiAS 1Ibich .tiled detailed
reg1strat1on stateEuI;s are required to .t11e amp1a' rePorts on the appropriate ~om within 120
da1s after the cloee or each :tiscal;pear. !be 8J!JP,.l report rorm is des1gDed to bring up to
date 88 or 'the close or each f'iscal ,ear the registrant, the infOl"lllB.t1on or:iginally fl1rnished
by the regUrtrant in l.ts detailecl reg18trat1on stateEnt.

section 24 (b) of the Act requires the :t1llng with the Comm1s8i.on, within ten days after
the use the~, copies the .full teEt of all sales literature empJ.oyed by the various
t,pes of 1nve~ cc.pen1es registered lIDlIer the Act.

Report! aDd other IDtomation sent to s8car1tz Holders.

Under the Act certain inf'omation is requ1red to be transmitted to stocllholder8 by reg1a-
tered :1m881amt COIIpRD1es at T8l"1oas aDd UDder 'Y81"1ous circulllstaDces. 'ftIas, reports ot
CODdit1on -.t be rendered at least 8eII1 ....... 117. !hese requireIIIents baYe a1read1' been 1mpl.e-
mented by appropriate rules. !he s1grdfi.cance or this ~nt cannot be owero-estimatedJ
1Iben it is coos:1dered in the light or the pGII81" g1wn to the Ccmnission to bring about some
standardisation in the substaDce or ~cmaat1on made public, particular~ st.ate.mts ot
accounts.

other prot'iBions des1gned to keep secur1.ty ho1ders better informed on matters relating to
their :1J:Ivest1EDts are l1.kew1se iJIIportant. When a dividend is paid by a registered cCllllp8Dif :from
a source other than. certain types or iDcc.e, or 8CC1DIII1lated income, the to the security
holder mwrt be acc...... n

'
ed by a 1I1'1tten state.mt 1m:Jcating its source.

Financial. ~.

An Dportant part o~ the infomational reqo1rements or the Imest.ent CClIIlp8Dif
Jet or 1~ are those relating to t1naDci.al. statements and accounts. The Act authorizes the
ee-d.ss1on to requ:1re a :reuonab1e degree or un1.f'ormity in the accounting practices or 1nvest-
.nt ccapan:ies, and wark al.ong this l.1De is alreadiT 'Well advanced.

..
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.ut1l1ated Persons

In order to iD8ure that the interests of all classes of security holders are paramount in
the operation of :1mestment companies, the Act contains a number of provisions imposing l1m1-
tat10na and prohibitions with respect to the eligibility and activities of persons affiliated
with investment cmpanj 8S and the transactions of such aff'111ated persons with those ccep8n1es.
It 18 in relation to these provisions that the COJIIII18sionis delegated some of its most
11IIportantadm1n1strat1ve !'lmctions under the Act.

Elig1b1l1tyof Officers and Directors.

First, there 18 the provision that a person J1JB7 not serve as an officer or director of or
perfora certain other !'lmct1ons for a regj.stered cQlllP8Di1it he bas been convicted of certain
crimes imrolving security tralisactions, or if by reason or 81m1lar m1scondl1ct bas been enjo1J1ed
fran specified activities. 1'he Commission is directed to give relief from those prohibitions
1IDderproper ci.rcums1oaDcesby order upon application.

Transactions with InYestment C'?'5""'jes.

By far the JIlCst1JIportant provision ccmcern1ng the actirlties of affiliated persoDS 18 that
1Ib1ch, with certain exceptions, prohibits a.rty aft1l1ated person, promoter, or principal under-
writer of a registered CCIiiplUQ fran seJHng to, or or borroring property from, the
investment c~ or 8DTcQlllP8Di1it controls. The prob1b1t1on 18 supplemented by a provision
that the CciIID1as1onsball 8DIIpt by order under appl1cat1on 8DTproposed tranBactions if en.-
dance establishes that its terms are reasonable and fair and do not involve overreaching, 8Dd
that it 18 consistent with the compau.y1srecitals of policy in its reg1strat,ion statement ...
with the general parpos88 of the Act. The disposition or such applications requires a Dice
balance of con1'l1cting .factors 1Ih1.ch po1nta up the DBed in 8l1Chcases for the revi.eIr of a
8p801al1sed agency. On the 0118 band, in most of the 8ituati.oDs resol."V8d, there was the
I18C8ssity of a datemiDation because the transact10Ds depended a great deal on IiIOV .....
in the aecur:l.ty markets. OIlthe other hand, IIlUJl1 of the 18sues involved in the detend.nation of
rairness were of a ccapli.cated nature requ:1.rb!g the t'Ulle8t use or fin@Dc1al aper18Dce and a
del1cate exercise or atbrinjstrati.ve judgment.

Jud1c1al SanctioDs.

ADatber such control is the power vested in the C~ion to seek an injunction against
8DTperson for gross II1scandDct or gross abuse of traa1i in respect of an;y registered COIIIpRJJT
that such person serves in 8DTof certain designated capacities. In one 1nstaDce, the CODIBis-
ai.on believed that the manageaent of an 1nvestment COJIP&DlY, with knowledge that they 1nteDded to
dissolve such cOlllpllZl;T,bad acqu1red substanti.al blocks of the COIIIp8DTls prere:aed stock fran the
public at a cost less than the value of that portion of the &Baets of the colllp811y"to 1ddch such
stock would be entitled on d1asol.ution. At the suggestion of the Commissionthe ma.nagement
agreed to surrender to the cCllP8DlTthe stock they had acquired at a price equivalent to the coat
of such shares to the ma.nagement. As a result, the remaining holders of the COJllP8DlTIS prererred
stock recei'Ved a substant1.al4 higher proportion of the COIIpIlIV'I S assets than they would other-
wise have obtained.

Protection AgaiD!t 'l'heft aDd EJli)ezslement.

The Act has two prori.s1oDs :lnvol'ri:Dg acDrlnjatrat1ve f'uDct1ona~ the purpose of 1dlich i.e to
protect investment cQ!!lp81)iAsbaa theft and embezz1ellent by affil1ated persons. F1rs1;, there is
a requ1reIIIent with respect to the safekeeping of the securities and investments of 8QChca.-

," pm1e8J and second, a prorision concerning the bonding or per8OD8 connected with such COIIp8Die.
who have' access to 89C1I1"1tiaa and fUDdB.

The safekeep1Jig requ1reIIIent in effect provides that the aecari.ties and sim:1lar
at registered ma.nagement ccwpen1esahall be placed in the of a bank or in the CIl8'todir at
brokers who are EIIIbers or a DIL'tioDal securities acbange aub1ect to rul.es aDd regul.at1oas at
the CQIIIi88ion. The C,.", ...... i.e also given the pc:M8r either by order on appl1.cation or b.T
rale to- permit such Oompani88 to JII81nta1n in their om their secur"ties and ~.
!be CClIIIIIi.asionbad adopted ru1es governing Cmpanj8S whose aecar1.ties are ma1nta1Ded in 1ib.e1r
CJD c~ or in the or brokers. Where securi.ties are held by brokers~ the rala re-
quiru the execution of a written contract between the registered aDd the broker 1II;dch
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provides ~ar pb;yB1.ca1. aegrega1;1m o~ the securities, proh1bitions against hypothecation of or
the creation cd l18D8 OIl ncb securities, and periodic epmdMtions of such securities bY'the
CGIJl8II3"' s pub11c 8CCCIIIIltaDta. In the case where securities are in the custody of the investment
e<ap8III', the rule pend.ts witbd:ran1 of euch securities o~ by' specitic~ designated oUicers
aDd l"espoDsible aal.7 far specitied parposes, and provides for periodic verification of
sach secari.ties by' an 1DdepeDden1; accountant at least twice each year without prior notice to
the CCIIIPIDI1.

Distribation, Rede!Ipt1on, aDd Reparcbue of securities

BedeeEble secar1.ties.
:It is the pract1ce cd open-end :investment companies to sell their securities at prices

b88ed upon the value of their u:oderlPDg assets and to agree to redeem them at priCes s:lm:Uar:Q-
based. Prior to the ot the Act, almost all open-end oompanies determined the market
value cd their under~ assets at 3 p.m., the time of the closing of IIIOststock exchanges on
wbich their portfollos 1I8l"8 l.isted. The selliDg price of the shares based on this cCllllP'ltation
re.1ned f'1xed until. 3 p.L cd the DeXt day when a new calculation was made. The etrect of this
e:me price s;ystesa was often dmug:Jug to securitY' holders. For example, it the asset value was
$10 a share at 3 p... on JIaDdq and at 12 noon of the next day because of a rise in market
-.a1Dea the asset ft11Ie .... $IS a sbare, D8Y8rtheless the public could purchase such shares at a
pr1ee to D8t the $10 a share. UDder such c1rcumstances the value of the existing share-
bolder's stock would be dllDted. Koreover, insiders such as directors and
oUtcen aDd wDt.'writers 1Ibo coald obtain shares without ~t of a sales load could purchase
-U- at 110 a ehare ad 1'9£1e_ U- at I1S a share, since the redemption price per share 11'88
cc.pRecl 1IDit~ on the buls of the market value o:t assets at the tiJDe of the
1'8d8IIpt1aD.

!be .let eeeb to pi_teat; the_ alJaees by' prov1diIIg that "ztT securit1u usociation re~
tiered UDder the secar.t.t1es Act of 1934 JJJIq adopt rW.es settiJJg OIlt _thode of computing
pI"1cee at 1I1dch tbe1r d1ers .., pI1'Chase, sell, or redeem open-eDd securities and the m1n1DftJDI

'tD8 1i.1IG -.t elapse betw8 en parchues aDd redemptions ot such securities. SUch associations
.., al80 adopt rul.es lD:1101Dg 8Dd prescrib1Dg the method of computing the cOJlllll1ssionstheir
_ ..... .., taka OIl traII8actiDDII in tbe securities in order to avoid excessive sales 1oads.
Jtter aae year :rrc. the ettecUft date o:t the Act, the power to make rW.es concerning these
.atters rests 1n the ee-'''81on. To the extent that such rW.es may be 1ncons1stent with the
:rul.ea cd BUT reg1ste:red eecurities association, the latter will ;be superseded. The National
.A88oc1a't1.oD ot Sec:aritus DealerB~ ~., an association registered UDder the Securities Exchange
Act of 1934, has a1.l'udT adopted regulations 1Ibich provide that prices, heretofore compllted
gBD8raJ.:q 0DC8 a d8jJ"~ shall be CQllPl1ted twice dai:q. The effect of this rule is to
diwln1ab~ bat; DOt to el1a1DRte, poe81bl.e dllution 1n the value of the shares of existing stoclo-
hol.ders. Par8UaDt to the 5ecUrities Exchange Act o:t 1934, the rules of these associations be-
ee- ettect:ift UD1Ba8 the ee-a1JJ8ion tab attirmative action with respect to them. In tbe
1D8taDt cue the C<JPri Micm, without 1ndicating apprcmal., allond the rW.es to becOllle ef:tectift.

ClD88d-eDd Coym?ee.

Reg:1.stered cloeed-eDd c..... ' are prohibited .from purchasing securities of which theY' are
the issuer, ezcept (1) OIl uaticma1 securities exchanges or other OPen markets designated bY'the
ee--t-sion lIIJder spec1.ftecl c:ircamstaDces, (2) pursuant to tenders, or (3) under such other cil'-

as the ea-tea1cm p6rII1t by' rule, regu14tion, or order. The primary purpose of
this prorision is to e] iJ11nate unfair discrimination in these transactions.

!'be ee-1aaion has adopted a rule as to repurchases ot securities o:t clo8ed...m companies
otbBr tban OIl an ercJumge or bT teuder 1Ibich, in ettect, permits a registered iuv'estment c~
to parcbase its eecar:lUBs tar cash UDder the to1l.olr1Dg c1rcmDstaDces. The seeur1t1es invo1ved,
it entiued to ca.Ilatift div1deDda, are DOt in arrears; it DOt entitled to CWIII1lative
di'ri.deDd8, 90$ of the is8asr's D8t incc.e :tor the last tisca1 ,.ar was distributed to securit;r
holders; it the eecuri't:1es are jan10r to securities represent1Dg indebtedness, such securities
shall ban at :I.ea.H auet conrage after tbe parchase, aZld it the securities are j1IDior to
8IV" catstaDd1Dg stock, IIIIChII8Dior secar1ties shall haTe asset coverage of at laut 200'.'

after the parchue aDd sball DOt be in arrears as to dividends; the seller is not to
the 1aMM'l.edge cd the issa8r an attll1ated penCIl; the securities are accompanied or preceded b;r
a writ'ten tile pr:1ce pa1d is not above market or as.et value~ whichever :is J.c,.erJ
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the issuer discloses to the seller or his broker the approx:1Jnateasset coverage per unit of the
subject securities; no brokerage commission is paid to arr:I affiliated person of the issuer; the
purchase is made without discrimination; and if the security is a stock, notice of intention to
purchase must have been g.tven to the stockholders at large.

Plans of Reorganization.

In connection with any reorganization 3/ involving a registered investment compa.Dy,the Act
provides that copies of all. the documents~evant to the solicitation of proxies, consents, aDd
other types of action of security holders be fUed with or mailed to the COllIIIIission.The Act
also vests in the Commissiontwo functions with reference to reorganizations. First, the
Commissionis authorized, if requested by any participating registered investment compa.Dyor the
holders of 25 percent of any class of its outstanding securities, to render an advisory report
in respect of the fah'nus of arr:I plan of reorganization and its effect upon any class or
classes of security holders. Second, it may seek to enjoin the consummationof any such plan in
the courts on the ground that it is grossly unfair or constitutes gross misconduct or gross
abuse of trust on the part of officers, directors, or other specified persons sponsoring the
plan.

With respect to the first - the power to render advisory reports on request - three such
requests have been received. In each case an advisory report 1mB prepared and distributed to
the interested security holders. The type of problem involved jn these reports is illustrated
by the first plan of reorganization presented to the COJJID18sion.,The plan involved consolida-
'tion of 'two investment compen1esfollowed by' offers of the consolidated cOJDPBDYto exchange its
securities for outstanding securities of three other investment companieswhich were thereafter
to dissolve. The cc:ap8Diesinvolved were Standard Investing Corporation, International Equities
Corporation, Central Capital Corporation, Atlantic Securities C.:uopanyof Boston, and Beacon
Participations, Inc. m of these compau1es1I8re affUiated and were the compouentC0mp8uiesin
a system of inveS"wnentcamp&Dies known as the HendersonGroup. Standard Investing Corporation
aDd International Equities Corporation were the consolidating companies, the other three the
dissolving conpau1es.

The complicated 1s8\188presented by this reorg~ation can 'be 1Ddicated mereJ.y by' pointing
out the complu capital stru.ctures of the .companies (which created sharp conf11.cts of interest
8IIOng the holders of the various classes of securities) and the types of assets wb1ch bad to be
valued (,as a ba818 for c:ieterm1niJJg the fairness of the treatment accorded by the plan to the
T&r1ous security holders). As to capita1 atracture, BeaconParticjpations, Inc., had outstand-
ing two classes of preferred stock and COJIIIDOD stock; Atlantic Securities Campan;yof Boston had
outstanding debentures, a preferred stock, and a commonstock; central capital Corporation had
outst.and1ng oDly COIIIIIOn stock; staDdard IDvestiDg Corporation had Ol1tstandingdebentures, pre-
ferred stock and CCDDOD stock; International Equities Corporation had outstand1ng t1IO classes of
stock with different cl.a1msagainst the CClIIIp8Difls assets and profits. Various degrees of crose-
ownership and c1rcuJ..ar-olmersh1pexisted among the c<llJlP8niesand all of the companieswere con-
trolled by 8DOthercOJIIP8D\1which was not be1J:Jgreorganized.

The under1;yUlgassets of these compauies, upon the valuation of which depended in a large
lI8asure the fairness of the treatmeut accorded to all the classes of security holders involved,
were as fallon. real. estate aad hotel cClllllp8nies,serriee companies, a c~ DI8m1factur1ng
tiber conta1ners, an Il'f'1ation access01"TcOIIIpI.D;f,and dinrsilied investment secUrities

.Atter mDDerOlle contereDOes be't1reenthe mauage:ment of these ccapeJrles and membersof the
CCIIID1ssionls staff same featUres of the orig:I naJ tent.ative plan desired by the managementwere
altered. In the report of the CCBIi8sion addressed to the security holders, the plan was care-

expla~nedJ the capital. 8'tructuree were outlined; the methods of evalu.a't1J:Jgthe assets,
particularq the assets baring no quoted arleet valuet" wel"ediscuesed; and the effect of the
plan on the existing rigbts aDd ~TUeges of each of the outstanding classelJ of securities ... re

aDd defined.

'J/ The term 1ncludes among other t.h1Dgsa dissolution, merger, oonool1dation, a sale of a sub-
8tantial pprtion of assets, ana. recap1'tal.1zat1one.
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It was indicated to the security holders that the Commissiondid not recommendor approve
the plan. The stated purpose of the Commissionwas to assist security holders in exercising
their judgmentwhether or not to accept the plan of reorganization. It was, however, the opin-
ion of the Commissionthat the plan, on the basis of certain specified assumptions, was
sufficiently within the lilnits of fairness to justify its submission to the security holders for
their consideration.

This function of the Commissionfills a long-felt need. It enables security holders who
often do not possess great financial knowledgeto obtain an impartial analysis of the effects of
a plan of reorganization on their securities, thus enabling them to arrive at an informed judg-
ment as to the merits of the plan. It is important to note that although the Commissionhas
authority to submit advisory reports only whenrequested by the reorganizing COmpanyl s manage-
ment or by 25 percent of its security holders, the existence of its power to seek an injunction
restraining a:ay grossly unfair plan of reorganization has resulted in the submission by invest-
ment companiesof several plans for informal consideration as to fairness before solicitation of
security holder approval.

Periodic Paym:;ntPlan Certificates and Unit Investment Trusts.

As already 1.nd1cated, since these periodic paymentcertificates are sold to persons of
8IIIa1l means, whofrequently" default in their payments, the sales load, if it is deducted in its
entirety from the early payments, will result in substantial loss to those investors whose pay-
ments lapse early. in the period of the contract. The Act deals with this problemby providing
that the sales load on such certificates shall not be more than 9 percent of the total payments.
Not more than one-half of this summaybe deducted during the first year and the balance JIDlStbe
spread proportionately over the entire period of the contract.

Face .AmountCertificate Canpanies.

In di8cuss1ng above the different types of investment companies under the Investment
Company Act of 1940 it was indicated that amongthe chief problems presented under the Act by
face-amount certificate Companieswere those of certificate reserves and of selling methods.
Since Januar;y 1, 1941 (the effective date of the Act for this type of investment company),the
efforts of the Commissionin relation to this type of companyhave been directed mainly to the
enforcement of the reserve requirements and certain related provisions of the Act pertaining to
eligibility of assets, custody of assets, and certain provisions relating to cash surrender and
loan values.

The Investment CompanyAct of 1940 in its application to face-amount certificate companies
thus differs somewhatin concept from the Act in its application to the more CODDIlontypes of in-
'Vestmentcompany. A 'Very close resemblance to state statutes regulating life insurance com-
panies maybe noted. It is obvious, therefore, that in administering these sections of the Act
1mportant actuarial questions arise in addition to the usual legal, accounting, financial, and
selling problems. In its efforts to obtain cOlllpliancewith these requirements the Commission
bas devoted muchtime to conferences and correspondence, muchof it of a highly technical
nature.

An interesting variant to the face-amount certificate company was found.in a numberof
states. An insurance cClllp8.IJy(usual.ly" a fire or easualty company)is organized under state laws
and an affiliated companyorganised by the promoters of the insurance company. The affiliated
companythen offers to the public a face-amount certificate under the terms of 'Whichthe pur-
chaser is to pay to the issuing company$1,200 over a Ie-year period in month13 or other
periodic imltallments, on the representation that at the end of the period the purchaser will
receive back in cash the total of his paymentsto the compa.nyplus a specified numberof shares
of stock in the insurance company. These shares, under the plan, are purchased by the face-
amountcertificate companyout of the earnings on the ~nts of the installment purchasers to
the face-amount certificate companywhich are to be invested in various media. It is urged by
those enterprises that the plan not only returns all the principal to the investor but finances
the insurance companyand secures a w1cIe distribution of its stock which promotes goodwill.
While such companiesregistered under the Act, no companyof this type has yet revised its
structure s_othat it could complyfulJ;y with the provisions of the Act and proceed with its
sel.J.ing program. The sales of the securities of all Icompaniesof this type have been discon-
tinued pending compliance with the Act.
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The documents filed under the Investment CompanyAct in each of the past three fiscal years
were as follows.

Fiscal Year
1943

Numberof registered :investment companies:
Beginning of year 390 397 436
Reg1etered during year 8 14 17
Terminations of re~tration during year 27 21 56
Numberof companies registered at end of year 371 390 397

Not11'ications of registration 8 14 17
Registration statements 5 23 245
Amendmentsto registration statements 47 95 123
AmmaJ. reports 248 215 196
Amendmentsto ammal reports 53 18 15

Quarterly reports S09 911 196
Periodic reports to stockholders containing

financial statements 706 1078 633
Reports of repurchases of securities by

closed-end managementcompanies III 114 26

Copies of sales literature 910 1069 947
Applications for exemption !'romvarious

provisions ot the Act 34 51 lOS
Appl1cat1ons for determination that applicant

has .ceased to be an :investment company 21 II 44-
Total appl1cat1ons.

Pending at beginning of year 95 91 67
Filed during ,ear 55 63 149
Disposed of during year 68 59 125
Pending at eDd of year 82 95 91

Amendmentsto applications 57 40 90

Important; Jud1ciaJ. Proceedings UDderthe Act.

section 22 (e) of the Act prohibits the suspension of redemption of redeemable securities
issued by :investment compan1es for a period of more than seven days except during certain speci-
fied emergencyperiods or other periods f1xed by the Commission. The first action in which the
Commiasionrequested and obtained the appointment of a permanent receiver to l1qu1date an 1D-
vestment compan,yarose' under this section upon the failure by the companyto make redemption on
its OI1tstending beneficial shares, to turn1sh semi-anmJ8] reports to shareholders or to tile
quarterly reports with the Commission. In that case, as the Court pointed out y there was Ila
complete aDd irremediable failure of corporate purpose and ot corporate managementlland "Fiscal
(Fiscal Fund, Inc.) 18 receiving no :inve1J't.-nt advice and has detaulted in its redemptions. Its
shareholders are receiving DOllS of the serri.ce tor which they bargainedll• The COIU't.cont1:aued• 

III can see no nbstant1al hope of ever reviving this b1siDess. It cannot continue to
.tuDction under its present set up. As stated by the Commissionin its brief. 'The reason
tor the tailure ot interested parties to obtain Dell' unagement and to restore Fiscal to its
intended hDct10ns is obrlOtl8. The ma:aagement or mainteDaDce tee of $3,000 per ammm is
too 8III8ll to attr~t &DiY d1a1nterested~ campetent JlllDaS8Dl8nt.Furthermore, &DiY inQreaae in

!tI securtt1es aDd Exchange CC!Eission T. F180al Fund, Inc, - Fed. SUpp., - (1943) D. C.
fii1iiRU'8.
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the fee would requ:u-e unaminous consent of the beneficial shareholders would substant~
alter their investment, .....ou1.dabsorb a disproportionate share of Fiscal's meager income and
.....ould undoubtedly result in a fiood of voluntary redemptions .....hich would only aggravate and
intensify the 8ituation. I"

On July 2, 1943 the COlIIIlissionfiled a complaint in the United States District Court at
Minneapolis against Investors Syndicate~ Investors Syndicate of Amer1ca~Inc.~ and Investors
Mutual, Iric , , their directors, principal officers and certain key employees charging that they
had violated the Securities Act of 1933, the Securities Exchange Act of 1934 and the Invesu.nt
Company Act of 1940. The corporate defendants are investment companies registered as 8UOhwith
this Commissionunder the Investment Company Act of 1940. Investors :Mutuil~Inc. and Investors
Syndicate of America~Inc. have effective registration statements on file with the C~e1oD
covering their securities pursuant to the Securities Act of 1933. The three compaD1esue
affiliated under commonmanagementand control. Investors Syndicate is alao the pr1Dc1pal UDder-
writer and distributor of the securities of Investors :Mutual~Inc. and of Investors s,nd1cate of
America, Inc.

The Commissioncharged that arter Inv'estors Syndicate organized Investors Syndicate of
America~ Inc. and Inv'estors :Mutual~Inc.~ IDv'estors Syndicate in breach ot t1duc1ar7 relation-
ship to its awn certi.f'icate holders devised a scheme to switch its certificate holders into the
securities of Investors Syndicate of .Amer1ca~Inc. and Investors :Mutual~ Inc. The Commssioa
charged that Investors Syndicate :induced its certificate holders to tel"JlQ..natesuch contracts and
to reinvest in :MutualShares of Imestors llutual and in Series One certificates ot Investors
Synd1cate of America~ Inc. These transactions were not only alleged to be in violation of
Section 11 of the Investment Comptm;yAct of 1940 relatiJJg to the _king of offers of exchange
1rl.thout first obtsining Commissionapproval.~ but were also alleged to be to the f1Dancial disad-
vantage of the companiest om security holders who, the COIIIIliasionclaimed, were iDduced to
enter into these transactions by false and .,.,sJeading statements. The Commissionalso
charged that Investors Synd1cate~ as principal UDdarIIriter tor Inv'estors SyDdicate of .&Erica,
Inc. and Investors llutual~ Inc., Yas engaged in selling securities of those companies by means
of false and misleading statements. The complaint charged grosS Jlisconduct aDd groSS abuse of
trust on the part; of Investors Syudicate, its princ1pal oft1cers and directors and the Ccmmis-
sian asked for removal of these officers aDd d1rectors from office as well as tor the removal
of Investors SyM1cate as underwriter far Inv88t0r8 llUtual# IDe. and Investors s,ndicate of
America~ Inc. Since the removal of these oft1cers and directors would leave Investors S1!Jd1cate
1dthout maDagement,the Commissionasked the Coar1;to appoint a receiver for that compau,y.

On october lS~ 1943the corporate defendants wb1le delJ11ngarrr misconduct or the Tlolation
of arrr statute, rule or regulation, consented to the ent17 of a judgJll8ntenjoining them, their
o.tf1.cer8~ d1.rec'tora, and emplpyees in the sale of 88CU1"it1es .tzua Tiolat1Dg the reg1stration aDd
fraud provisions of the Securities Act of 1933, certain fraud provisions of the Inv'estment C~

Act of 1940, as well as .from engag1Dg in Sll'itching operations and making offers of mmbange
of the eecurities of Investors SyDdicate of AMrioa# Inc. and Investors lIutual, IDe. for the se-
curities of Investors Syndicate contrary to \he prorie1oD8 of the Investment COIIp8lV'Act of
1940. After this 11'88 entered a TOt1Dg trust agreement 11'88 executed by certain deposit-
ing stockholders of Investors 5JDd1cate who onad a majorit;y of ita authorised TotiDg Btook by'
IlI'festora Synd:1.cate, itself, and by' three TotiDg trustees. '!his egreeJIIImtwas tlled with the
Clerk of the Court on J8DI1817-17, 1944. ... of the voting trustees had ever bee cODDICted
theretofore with arq of the 0ClllP8D18S. AccCll'diDg to the trust agreement no successor trutee
mB.7 be a person who prior to the date of the "tOting trwst agreement has been aD. oU1cer,
director, agent, 881'V'8nt or eJIP1G1M of IDnstare SYDd1cateor of au;y of its atfil1.a1;ed
pan1es and no TOt1Dg t1'a8tee 18 pezwittecl to om beDefic1.&ll1'more than ODe abare of o.-m
stock ar a YOtiJJgtrut certi1t1cate r8pl'e8eldiiDg. lIII01"'8 than ODe share. The agreamt prorides
that the By-Lan of the CorporaUon are 1;0 be a.Dded ao that the Board of Directors aball con-
sist of not leas than three DO!' .ore than tift directors and the trustees are required to elect
tbeJll8elTes to the Board. - -

The TOting iorut, which termiDates three ,..ars from the date ot its ex1steDce, prorides
t.'1at the trutee. 8ball cause the business and operatiou of Investon Syndicate to be cODducted
in accordance with aU applicable statutes, rales and regulations and in accordance with good.
business practices, aDd. to that eDd, the trutees &1J soon as practicable, are to take such
action as in their judgment 18 ~essar;y or desirable for the su.pem.sion, select10n or reten-
tion of personnel of the Corporation, including its managementand sales personnel, or far the
removal of arr:f such personnel as they lIl&Y deemnecessary or desirable to accompl1ab' the purposes

~ 

~ 

~ 

~ 

~ 



-133

the 'trust. The trustees are to take such action as 18 neces88r1' or de81rab1e for thf
of IIOUDdaccoanting _thoda and practices 1Ih1ch w:U1 tal.l7 aDd fairl:T re~ tba

i"1DaDc~ condition ot the Corporation, including adequate provision ?or certificate and other
1"8881'V8S :in respect ot securities 18sued by" Investors Syndicate for the fUll ad tair presenta-
tion f1nBDc1a1statemeJIts with reference to it and its atfil1&ted compan1es. The trustees
are also to take 8l1chaction as 18 desirabl.e tor the adequate 1netrnction aDd education ot sales
represeJItiatives with respect to proper sws practices, aDd the requirements ot statutes, rules
and regulations pertaining thereto, including knowledge and lmderstand1ng or the terms and pro-
visione of securities previously issued by Investors Syndicate and the securities d1.str1buted ar
being d1Btributed by it as underwriter for arry other investment co:mpany. So that these purposes
ms.y be effectively acCQmpJ; sbed, the voting trustees in addition to the taJd.ng of any such ac-
tion by them, are to make such 1JJvestigations, exam; MUons and 1IUl"'t'e;yB as they BII9' deeJllneoe8+0
sary or- desirable; and upon completion of these investigations the t1"l18teesare to make a report
to all the holders or COIIIIIOIlstock ot Investars Syndicate, 1Ib.ichshall include their recOJllJlADda-
tiona for the correction ot arry practice or arry other action with reference to Investors Syndi-
cate or its arfah-s which they may deem.necessary or advisable in order adequately to protect
the rights and privileges ot all classes of security holders and creditors of the Corporation.
The trustees, however, are not bound to tollow arry advice or counsel given to them by the common
stockholders of Investors Syndicate.

FollClll'ing the creation of the voting trust, the COlIIllisslonmovedthe dismissal Of, the
action without prejudice as to the matters not encompassed within the terms of the judgment
entered on october lS, 1943 and an order of dismissal without prejudice 1I'a8 entered by the
Court.

On September 9, 1942, invoking for the firBt time the provisions of Section 36 of the In-
vestment CompanyAct of 1940, the COlIIllisslonfiled an action in the United states District Court
at Kansas City, llissouri, against a face-amount certificate corporation known as United Funds
~JIt Corporation (hereinafter sometimes called United), 5/ its ot.1'icers and directors,
charging that since January 1, 1941 the individual defendants 1i'ad known that the reserves of the
corporation were not sufficient to provide tor the payment of the outstanding certiticates at
Jll&turit;y; that the defendants had been and -.ere inducing the certificate holders to surrender
their certificates for the cash surrender values, that this method of retirement 1I'a8 calculated
to cause considerable 108s to the certificate holders and to enrich unjustly the directors and
officers who were the principal benefic1a1 owners of the preferred and cQlllllOnstock of the
paDlf; and that these directors and officers bad tailed to effect a plan ot l1quidation which
would be tair and equitable to the certificate holders. The COJIIDissioncharged that the indi-
vidual defendants in committing such acts were guilty of gross m:18conductaDd gross abuse of
trust aDd were therefore subject to removal .from of.1'ice UDdersection 36 of 'the IJIgestment
CClIIIpIlDyAct of 1940. '!'he Commissionin addition to asking for the removal .tram office of the
directors aDd principal officers requested that a receiver be appointed to conserve the assets
of the corporation and to hold such assets subject to the arder ot the Court for liquidation and
distribution amongthe creditors, tace-emount certificate holders and stockholders of tbe
CClIII.PBDlT

Under the 1ierms of his contract each purchaser was required to make ~ut ~nts
tor a specified DWDberof years and at the end of that period 11'88 entitled to the face 8JIlOIUlt Ol"
maturity value of that certificate, which amount exceeded the total amount or pqments made by
the parcbaser. .Attar the certificate remgi ned :in force for a stated period (unal.ly about 18
JIIOJIt.ba) the holder was entitled to reoei. at his option, upon surrendering hie oert:l.fi.cate, tba
8a7UIIt f:lDd in the cert1t1cate kDmm as the cash 8111"J'8Ddervalue. Prior to the 8n'811th ;year in
the cue of a lO-;vear cert1t1cate, or the ninth ;year on a :}.5-;year certificate. tbe cash
nrreDder val.ue 11'88 les8 than the 8IIlOUDt paid in by the certificate holder, bat from that date
ClID the cash 8U1"1'8Dder nJ.ue 11'88 greater than the total. 8IDOUJlt :1D8talJMDt p&1Dl8JItsmade by
the parcbaser. JJau;r of the nrreDders lIhioh it was oharged 1181"8 1ndnceci by the mau.agemeutin-
wJ:nd certUioates 1Ih1ch had a cub IIUrl'8Dder value of lees thaD the aount paid :in.

y S1DDe 1926 United hDde llanag8IIeut Corporation had issued and IIo1d to the p.tblio MV8r8l.
II81"1es fao...-..ount certiticates. Var!ou 188118Sot these certU:Lcates had been widaq

ad I01d 1n aboIlt 22 state
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The COJIIlIissioncharged that the purpose of United's campaignwas to improve the equity
stock of the companyby inducing certificate holders to accept less than the amountof their
payments to United and to reliDquish the benefit of the proportionately greater improvement
called for by the certificates as they proceeded to maturity thus relieving United of the
burdensomeobligation to improve its certificates. The mechanics of this plan involvedJ in
partJ the switching of certificate holders iIrt;o other securities.

The District Court issued a temporary restraining order enjoining the defendant directors
and officers from inducing or persuading holders of face-mnount certificates to cash surrender
their face-amount certi£icates; from making loans to certificate holders; from retiring certifi-
cates either at the cash surrender value or at the face-amount thereof; and from receiving 8n¥
lIOtlElyfrom certificate holders unless such money is iJmnedi.atelysegregated in a tnJ.st account
with a corporate trustee approved by the Court; and by order of the Court the CommerceTrust
COIIIp81ly~Kansas City~ l4i.ssouri, was appointed trustee for this purpose.

While the action was pending United filed a petition in bankruptcy and was duly adjudicated
a bankTupt on October l~ 1942. Thereafter on October 23, 1942 the D1.strict Court invited the
Commissionto participate in the bankruptcy proceedings as amicus curiae aDd the Commissionhas
acted in that capacity since such invitation.

The bankruptcy having progressed to the point where a trustee had been appointed and
practic~ all (If the assets of the companyhaving been converted into cash, and partial dis-
tribution havinp. been ordered, the r ,o::nnissionin May1944 consented to the entry of an order
dismissing it:- t~4oug.l:lt pursuazr; to Section 36 of the Investment CompanyAct.

~
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PART VII

ADMINISTRATION OF THE INVESTMENT ADVISERS ACT OF 1940
The Inve8'tmelntAdvisers Act of J.940requires the registration of investment advisers, that

is, persons engaged for ccmpensation in the busiDess of advising others with respect to securi-
ties. The OOlllll1.ss:1CDis emponred to deny or revolce registration of such advisers if they have
been convicted or enjoined because of misconduct in respect of security transactions. The Act
also makes it unJ.awful. for investment advisers to engage in practices which constitute fraud or
deceit; requires investment advisers to discJ.08e the nature of their interest in transactions
executed for their c11euts j prohibits profit sharing arrangements j and in effect prevents
aa.~ at investment advisory contracts without the client's consent.

The Imen-t Advisers Act became effective lovember 1, 1940. Its enactment steumed
large~ f1'<8 a report sent to congrees in August 1939, OIl -InvestJB8nt COID18el,Investment
J[anagement, Investllent SUpervisory and Investment Adrl80ry Services-, follolring a study of such
HrV1cea cODductedancillary to the COIIID1s81~'s Investment '1'rUt study.

The Act covers all. individuals, partnerships, corporations, or other forma ot organization
lIh1ch for campensatiClllengage :in the bua1Dess ot advising others, either d1rect~ or through
publications or writings, as to the vaJ.ue of securities or as to the adTisabillty of invest:ing
in, blJPng, or selling securities, or who for canpensatiClll aDd as part of a regular business
disseminate 8D~ or reports concerning securities. Exempted tram the provisions of the Act,
however, are newspapers, maguines, _ t1.DanciaJ.publications of general. and regular circuJ.ationj
brokers aDd secur1.t7 dealers whose inTestIIent adrl.ce is given sole~ as an incident of their
regular buain •• for which no special. fee is charged; banks; certain bank holding cCl:llpany8£-
fw.atesj 1nd1v1dua1.a or organizations 1Ihich give advice sole~ with re£erence to securities
1Baueclor guarazrl;eed by the lJn1ted States or corporations in wbich it is interested; and J.awyers,
accountllllts, engineers, II1d teachers whose investment advice, if 8Dy, is furnished so~ in-
c1deDtaJ.to the practice of their profeasiODS.

ExceptiOD ira- the registration requirements of th1a Act is provided for: (J.) indirlduaJ.s
or organizations which act as inTestment adrlsers sole~ for 1nvestm8nt and insurance companies;
(2) 1Dd1.v1duals or organisations all of the clients ot 1IIh1.chare residents ot the State in which
they do busineSS, provided no advice is giTeD.nth respect to securities traded on national se-
curities excbangea; aDd (3) individuals or organizatiaos 1Ihich do not hold themselves out as
1nTestment adv:l.sers gener~ to the pub11c and lIhich have had during the p~ceding year less
than fif'teen clients.

Reg1atered im'e8'bIIeDtadviser. are prohibited traa empl.o;ying8Dy device, scheme, or arti-
tice to defraud my cl.Umt or prospective client, or to engage in 8Dy transaction, or practice,
or coarse of bus1Dess which operates u a !rand or a deceit upon II:Iq client or prospective
client. TbeH 1'rmi provisions are s1mUar to those UDder the Securities Act of 1933 and the
Securities Emcbange Act of J.934. Furth81'lllOre,if an 1Dvestment adviser acts as a pr1ncipal tor
his own accoant in connection with the sal.e ot security to or purchase of timysecurity fr<D
a client, he ESt disclose to such cl1ent, :in writing, the capacity :in which he is acting nth
respect to such transaction, and obtain the consent of the client to such transaction.

REGIS'mlTIOli OF IlVESTMENT ADVISERS

CD 1l0Y8lllber J., 19M), 60S 1nnst.meDt adTisers bec81118 registered. The number has indreaaed
since that date, md 88 of JUDe 30, 1944 a total of 719 were registered under the Act. The
following table reflects the registration record for the entire period and for the year ending
Jane 30, 1944.

~ 
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Investment .AdvisersRegistrations UDder
The Investment Advisers Act or 19~

€f)8

Applications pending at beginning of period.
Applications filed . • . • • • • • • • • • • • •• 1098
Applications withdrawn . . ...• • • • • • • • • • 7
Registrations withdrawn. • • . . . • • • • • • • • • • 296 60
Registraticms canceled • • • ..• • • • • • • .. 65 8
Registraticms denied . • • • • • . • • • • • • • • • 1
Registrations revoked. • . • . • • • • • . • • • • 3 1
Registrations effective at begimling of period . • .
Registrations effective on June 30, 19~ • . • . • • 719 719
Applications pending on June 30, 19~. . . • • • • • • 7 7

Total 1098 1098 795 795

* The date en which the f1rst applicaticms were received. A total or 605 :investment advisers
becameregistered on November1, 19~, the effective date or the Act.

the investment adviser is a cOlllparativelynewinstitution in f1nance, emerging as an in-
dependent occupation or prof'essicm onl.yafter the first WorldWar. Less than 20 of the invest-
ment advisers nowregistered were in business prior to 1919. Morethan 85 percent cOJlllleIlced
their investment advisory activities after 1930. As might be expected, registered investment
advisers are concentrated in the larger financial callDUllities. Approximately85 percent are
located in eight states: NewYork" CIlio, Jlichigan, Massachusetts, Permsy1vania"NewJersey,
nJ.inois and California. The largest coo.centratiClD,approx1llate~ percent, is in the state
of NewYork.

For entire period
September24, 19401t For year ending
to June 30, 19~ June 30, 19~

9
88

373 or the registered investment advisers are also engaged in other bus:lDessenterprises
or professions. 172 are also registered as brokers and dealers. .AJaongthe other 201 are ae-
cOlDltants, engineers, lawyers, doctors, dentists, college proressors, insurance brokers and per-
sons engaged in business and estate management.

The Act prohibits an adviser frca representing that he is an -investment counse1a and fran
using the name-investment counsel- as descriptive of his bus1Dessunless be is pri.mar1lyengaged
in giving cClDtinuoUSadvice as to the 1mestment of funds on the basis or the 1Dd1vidual.needs
of' each client and un1ess his app11.cationso states. 328 registered investment advisers repre-
sent in their applications that they are primarily or exc1usive~ engaged in this t,pe or busi-
ness. The services of 85 registered :investment advisers cODSist sol.e1y or 1nf'oru.t1ClDand
advice tbroogh publications and 118 others also issue publicat1cms in ODe fara or another. '!'be
folloring tabulation with respect to the general character ot the services provided bas been
abstracted :fran applications for reg1strat1cms:

• • 
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Tabulation ShOll'1ngOlmeral Character o£ Services Rendered by

Investment Advisers Registered as o£ June 30, 1944

Bullber o£ registrants who are engaged :in giving continuous
advice on the basis o£ the :individual needs ot clients:

Exclusi~ or 276

Exclusively cd also issue uniform publicaticms. • • • • • • • • • • • • • • • • 13
Pr1marily and also issue uniform publications ••••••••••••••••• 'y:}
Substmtia1.ly' • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • •• lOS
Substantially and also issue uniform publications. • • • • • • • • • • • • • • • 32
Incidentally' • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • • 86
Incidentally and also issue uniform publications • • • • • • • • • • • • • • • • 34

!lumbero£ registrants who issue publications but do not give
cemt1nuousadvice on the basis ot the indiv1dual needs ot clients. ....... 85

Number o£ registrants who are not engaged in giving continuous
advice on the basis o£ the individual needs ot clients and who
do not issue publications. • • • • • • • • • • • • • • • • • • • • • • • • • •• ..!tZ.

Total 719=

.'

The COIIIIlission'sduties with respect to registration of investment advisers are substan-
t1a1.ly' s1milar to its duties relating to registration of over-the-counter brokers and dealers
under the Securities ExchangeAct. The disclosures required tor registration of investment
advisers, however, are somewhatbroader than those required in the application for broker-
dealer registration. Although the COIIIIlI1ssionhas no authority under the Act to pass upon the
qu.a1.it1caticmsof an investment adviser, the Act requires an applicant for registration to dis-
close information concern:1ngthe education of the principals in the fim and information con-
cerning all of their bus:iness affiliations for the preceding ten years, including, of course,
present business affiliations. Canparable information is not required :inthe application for
broker-dealer registratiCIJb except to the extent that brokers and dealers must disclose a ten-
year history or previous connections in the securities business. The added requirement
recognizes that professional qualifications, although not a prerequisite to registration, may
be material to investors who seek the services of :investment advisers. The requirElllent that
such information should be available :in a public reQ~ .tollows the general disclosure
philosopb;f under~g other Acts administered b;r the Com1ssion.

Compensationfor services rendered by :1JIvestmentadvisers varies. nInvestment
Counselors", that is those registered advisers engaged :in giving continuous ad-
vice as to the :1JIvestmentof funds em the basis o£ the 1Ddividual needs of each client and
who so state in their applications, generally charge either a fixed fee or a fee computed
at a certain percentage of the aggregate Talue o£ the assets managed. A numberscale
their rates according to the size of the 1"uDd supervised. IJ:mtstment advisers whose serv-
ices cODSist of un1t'ormpublicatiODS charge fixed subscription prices tor such pub-
lications. The Act does not prescribe B't17 method for cc.put1Dg fees but it prohibits tees
c~ed ema prof'it-shar1ng basis.

The CallDissiemis granted authority- to JUke 1Jmtst1gaUcma when it appears that the
prorlsiODS o£ the ACt have been or are about to be violated, and by the ue o£ its
power III8iY obtain information ccmcern1ngsuch violati0D8. U aD :1JIveetigation ntabllshes
violatiODS of law, the COIIIIIissionmay set punitive .acb1ft8J"1' 1Dmotion. It may also seek
to enjo:in Tiolaticms and under specific circUll8tances it IIUV' revoke or clq' registratiem.
The exercise of' this power bf :1JIvestigation has resulted in actions aga1D8t tour investment
advisers. Registration of' George C. Crowder, do:ingbua1neaS as !he Ilmtstors IntormatJ.oD
Co., 'lI'8S denied on larch 27, 1941, Y based em an 1DjuDotiaa eatered by- the Supz_ Court,

'Y Imest.nt Advisers Act Release 110.16.
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NewYork State, under the Martin Act enjoining Crowderfrom certain fraudulent practices.
F. W. Dyer, doing business as EmpireService Co., was enjoined from engaging in and con-
tinuing fraudulent practices by decree of United States District Court for the District
of Colorado, entered on January 3, 1942, on a bill in equity filed by the Commission. His
registration as investment adviser was revoked on February 27, 1942. Y On complaint of
the Commission,Frances J. Lubbewas similarly enjoined in March1943, by decree of United
States District Court for the Southern District of Illinois, and a receiver was appointed;
the investment adviser registration and the broker-dealer registration of Lubbewere re-
voked on July 8, 1943. 3/ The registration of Petroleum Information Service, Inc., was
revoked on January 4, 1943; !J the fact that its president, whoalso controlled the firm,
had been enjoined under the Martin Act in the State of NewYorkfrom certain fraudulent prac-
tices established a basis under the Act for proceedings on the question of revocation of its
registration.

The protections afforded under the Investment Advisers Act, however, are not so extensive
as those afforded with respect to the activities of brokers and dealers under the Securities
ExchangeAct, chiefly because the Advisers Act does not grant power to the Commissionto in-
spect books and records such as is granted under Section 17 (a) of the ExchangeAct. The
absence of such power limits the effectiveness of the Act With respect to protection of in-
vestors. The Comnissioncannot, for instance, makeperiodic inspections to determine whether
advisers whoclaim in their applications that they do not accept clients' funds for invest-
ment or securities for safekeeping have truthfully reported the nature of their activities.
Neither can the Commissionmakeperiodic examinations to determine whether those advisers who
admit that they do accept custody of clients' funds or securities keep such property intact.
This anission leaves unsupervised and unprotected a broad field in the handling of investment
f'unds of the general public. The seriousness of the situation is illustrated by the follow-
ing summariesof two of the Commission'sinvestigations. 21

(1) Albert E. Atkinson. In September1941, a memberof the COllIIlission'sstaff attempted
several times to makea routine inspection of the books of Atkinson, whowas registered with
the Commissionboth as an investment adviser under the Investment Advisers Act of 1940 and as
a broker-dealer under the Securities ExchangeAct of 1934. Each time he was unsuccessful
because of Atkinson's absence. Whenfinally interviewed, Atkinson stated that he conducted
only an investIll8nt advisory business; that he had but five or six clients, each of 1'Ihompaid
him an annual fee of $5,000; that he did not have custody of customers' securities or funds;
that he did not buy from or sell to the public as a dealer; and that he maintained his broker-
dealer registration only so that it would be available to him ..menand if he should desire to
engage in the securities business. Furthermore, he stated that, since his sole function was
that of selling investment advice, he kept no books or records except a check book. Since
the Commissionpossessed no evidence to the contrary, and since under the Investment Advisers
Act it has no powers of inspection, the matter was closed.

Subsequently, information was obtained Which indicated that Atkinson's statements were
false. A formal investigation was institlited by the COIIIIDission.Before its completion
Atkinson cOllllDittedsuicide.

The investigation revealed that he had had about 150 clients 1'Ihohad placed $1,700,000
in cash and securities in his hands, of which they received back approximately $1,100,000 for
an indicated 10s8 of $600,000.

y Investment Advisers Act Release No. 28

.'J/ Investment Advisers Act Release No. 37, Securities ExchangeAct Release No. 3456.

y Investment ~eer8 Act Release No. 35.

21 The case histories of Albert E. Atkinson and Robert J. Boltz are recited in greater detaU
in the CCIIIII1ss1011'SReport to Congress on January 31, 1945, recommendingcertain amendments
to the Investment Advisers Act.

•
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l'raa atat8IeDts madeby bis clients it appeared that Atldn8ClDCClDStantlygave the appearance
t1Danc1a1 responsibility and a!f1ueDce; his office created the same allusion. His clients

trusted hill :Implicitly. Manyof them believed h1a to be a market wizard. )lost of them entered
into no fcmD8l.agreement with him regarding his services, but simply turned over their securities
aDd 1'aDd8 to hill upCD the oral. understanding that he woW.d have £ull discretionary authority to
b1V' aDd eeU securities for them aDd invest and reinvest their £unds, merely sending them state-
aenta traa t:t. to time.

It was learned further that his caupe:nsation was invariably based 11pOIl a share or the
clieIltsl capital gains, lIbich is directly contrary to his representation that he charged an
8IID1181 tee of $5,000 to each customer.

Shortly before his death, AttinsOJ1had sent to his clients statements refiecting their
weqq1t1Hw, aouDting to about 11.,500,000, which later proved to be wholly fictitious. His assets
~te4 to a"YU7 8III8llfraction of the amountclaimed by his C'lients.

...-

(2) Robert J. Boltz. 1'he Boltz case broke a few days before the Investment Advisers Act be-
came e.tf8Ct1ft. He Ii8Id operated an investment advisory business in Philadelphia for more than
thirteen 18&1"8, but had not been registered as a broker-dealer with either the Pennsylvania Se-
curities C~se1OD or th1a C<mBission. About the middle of October 1940 representatives of the
Pemul71T8D1a~'Qri.ti. CClIIII18SiClDrequested permission to examine his books and records. He
retused, uld.l:tc tor a dq to CClDs1derit, and promptly disappeared. The Pennsylvania Securities
C<BI1ssiClD1Dt0l'Md We ee-1ssion's New York office of the fact and both agencies collaborated
in the eD8U1ag 1JIft8tigat1on, 'Ih1ch ult1lllately resulted in Boltz' pleading guilty to Federal and
State chargee. In Febraar,y 19U be was sentenced to twenty to fortr' years' imprisooment.

'!be 1nve8tigation revealed that, as in the case of Atkinson, Boltz gan nery appearance of
euccea8 aDd f1DaDc1a1 responsibility. His clients had the utmost trust and confidence in him.
B7 1940, he had bailt up hill busine8s to 80lIl8180 accounts and held funds aDd securities valued

.at appr~ '1,500,000.

His method of operatiClD1188 swift aDd sure. A client would tum over to him securities,
cash, or po8sib~ both with which to open an account. 'lbe securities were almost immediately
ccmverted 1nto cash. ntrou&h fictitious 8Iltrie8 of purchases and sales, the client's account was
bu11.t. up 100_ahaIr holMngs various iasues and a subst8l1tial profit over the amount originally
8Iltrwsted. to lWI.. Actual tr8D8'4Ctions in securities were, for the most part, for bis own account,
the caly real dealings £or clients being the sale of stocks or bonds turned over to him for
1lIveatEnt.

OAAngut 25, 1942 the receiver 8DDouncedthat the 180 creditors whohad established claiDis
would 8hort~ receive a 2%initial pB\YDI8Iltand that not more than 3-1/2% would be returned on .. ;
the,I1,5OO,000 1n cub aDd securities entrusted to Boltz.

SiDee, With ita lDd.ted powen UDder the Act, the Cow1as'l.OI1 can only set the machinery of
the l.aw in operatlCD after Yiolatlons haft been established, the Act should not be relied on as
a M8811re to ncb fraudulent practices, except, or COtll"88, to the extent that any la1r
1Ih1ehproridee .Qrlll1M.1 penaltie. may act in and of itself as a deterrent to crime.

~ 

~ ~ 
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PART VIII
THE COMMISSION'S FIRST DECADE IN THE COURTS

INTRODUCTIOB

This review of the C0mmi88ionf s first ten years in the courts summarizesthe CaJIIlissionf s
efforts to effectuate the policies of the Securities Act of 1933, the securities ExchangeAct
of 1934, the Public Utility Holding COIIIpanyAct of 1935, aDd the Investment CompanyAct of
1940. !I Enforcemeni!of the prov1sicos of the Trust Indenture Act of 1939 and the Investment
Advisers Act of 1940 has been well-nigh entirely a matter of administrative procedure, with an
almost complete absence of court review or court enforcement.

The greater portion of the CCIlIID1ssion's work in adm1n1stering these statutes never reaches
the courts. Thus, in the administration of the 1933 and 1934 Acts, general rules, opinions and
orders" interpretative opinions, and full and free cClllDlDJ11cationwith the CCIIIlJI1ssionand its
staff" enable all those concerned with the issuance and marketing of securities to avoid viola-
tions; while investigations, and even knowledgeof the prospect of investigation, deter as well
as disclose offenses. In the adm1 nistration of the Holding COIIIpanyAct the day-to-day regula-
tion of the activities of holding ccmpanies is mamly a matter of licensing transactions which
meet the standards of the Act. Indeed, most of the COIIIm1Ssionf s formal orders have not been
challenged in the courts, either because the orders granted the relief sought by the persons
whomight have been aggrieved by an adverse order, or because what would otherwise have been
disputed issues were satisfactori1y adjusted at the administrative level, before the orders were
issued. !hue, although the Camnis8ionhas issued more than 2,000 formal orders under the Acts,

about 100 petitions for renew have been filed, and appraximately half of those were dis-
missed on motion or stipulation of the parties betore decision on the merits.

Through the cases in lIbich it has participated, the Camn1ssionhas obtained a basic set of
precedents interpreting its statutory powers and duties. Manyof these cases have not af-
fected the Commission's own lrork but have also played a signif'icant part in the development of
general administrative and corporate lsIr.

lENERAL RESULTS

By June 30, 1944, the Caam1ssionhad instituted S08 civil actions UDderthe Securities Act
of 1933, the 5ecur11iies Exchange Act of 1934, the Public Utility Holding CompanyAct of 1935,
the Investment Compan;yAct of 1940, and the Investment Advisers Act of 1940. These were for the
most part actions in the federal district courts to enjo:1n apparent or threatened violations 01'
the Securities Act and securities ExchangeAct; the balance included district court proceedings
to enforce subpoenas issued in the course of investigations under the Securities Act and the
Securities ExchangeAct, applications to carry out voluntary plans of cOlllpliancewith the cor-
porate integration and simplif'ication provisions of the Holding Company Act, and a small number
or miscellaneous legal proceedings. or these cases, 479 were closed and 30 1I8re still pending
at July 1, 19.44.

During the sameperiod, l88 legal proceedings were lnstituted against the Commission. The
actions against the COJIIIIissionwere principa1.ly petitions for review in the circuit courts of
2ppeals and the Court of Appeals for the District of Columbiaof Commissionorders under the
Securities Act, the Securities ExchangeAct, the PUblic Utility Holding C~an,y Act, and the
Investment Ccmpany Act, aDd federal district court proceed1ngs to enjoin enforcement of these
Acts and subpoenas is8lled by the CCIIIIIi8sion in investigations thereunder; the rema1nder can-
prl.sed a small number of miscellaneous actions in state and federal courts against the C<lllDis-
non or its officers. Of the foregoing actions against the CClIIIII1ssicm,169 were olosed and 19
were still pending at J'Uly 1, 1944.

Y A detailed review of the significant decisions has been given in the cAApters relAting to
each of the statutes admi n1stared by the Commission. .A. tabulation of the casea
1Ddicating the sections of the statutes involved is given in Appand1xTable 32.

~ 
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In the private suits in 1d11chthe COIIDissionwas permitted to appear as intervener, and in
various cases wherein the ecmoission participated as amicus curiae, the eOllllll:issionundertook to
defend the constitutionality of the Acts, to express its Vl8iii as to the reSPeCtive fields of
jurisdiction of the eClllDissionand the courts, and to obtain judicial interpretation of the Acts,
rules and orders involved in such suits, consonant with the public interest.

The record of civil actions in federal. district coarts instituted by and against the eOlllllis-
sion (including the intervener and amicus curiae cases) cauprises more than 500 cases, of which
ClI:lJ.y 10" or less than two percent, resU1tea iii adverse decisions.

In addition to these c~, approx1lllately 100 proceedings for judicial revia of CQ1m1ssion
orders have been instituted in the circuit courts of appeals aDd the Court of Appeals for the
District of Columbia. Of these proceedings, which are actually original suits filed in those
normal1.yappellate courts, S4 cases resulted in either denUl of the objections raised on the
merits or dismissal. of the petition on motion or stipulation of the parties, 13 cases are
still Pending, ~ aDd only 3 concluded cases have resulted in dec18ions settliig aside the CaD-
mission's orders in whole or in part. 'd

Y The dismissal of review proceedings by stipulation or on motion of the petitioners (about 50
cases) is considered as a tacit upholding of the CQmIIissionlsorder, since in such cases the
effect is to leave the C01IIIlissionlsorder unreversed and required to be carried out.

Court orders affirming Commissionorders on the merits and, as lIell, those dismissing peti-
tions for review on motion of the COIIIId.ssionon legal grounds not going to the merits, are
considered alike as upholding the Commission'sposition" since in both situatiOl1S the result
is that the Camn1ssionls order finally stands unreversed. llotions to dismiss, not granted
by the courts, are not reversals, however, since in all such cases the court proceeds to
consider the case on the merits, and it is that final decision lIhich affirms or sets aside
the COIIIIlissionlsorder.

'JI One of the 13 cases still pending is Engineer! Public Servi'Ce Companyv. S.E.C., 138 F. (2d)
936 (App. D. C., 1943), wherein a1.thougb.the major porticms of the CCllllllisSIQiiisdivestment
order ure upheld by the court of appeals, the order was act.uaJJ.yset aside on one point re-
lating to the Ccmoissionls interpretaticm of the .other bus1D8ss. clauses of the Holding
CompanyAct. case is treated as peDd1ngsince the SUprema Court has granted certiorari
on the petitions of both the CClIIIIl1saionand the ccmxpany.Noaction has been taken by the
Court, however, to set the case for hearing.

!!I In Lawless v. ~, 105 F. (zs) 574 (C.C.A. 1, 1939), the court set aside a Ccmmd.ss1on
order which sought to grant relief requested by International Paper & PowerCompaJ:J;y"~
although the comp8ZJ;f11'88 not then registered under the Holding CompanyAct.

In Charles. g. Wrigbt v .2:bQ.., 112 F. (2d) 89 (C.C.A. 2, 1940), the court set aside a Cem-
mission oraer expelling lI'right £rail various securities exchanges for violaticm of the anti-
manipulation provisions of the Securities ExchangeAct. In a subsequent case, 1I'r1.Et v.
S.E.C., 134 F. (2d) 733 (C.C.A. 2, 1943), which is included amongthe S4 revia prociied1nge
wherein the CClIIIIDissionIS orders were upheld, the c1rc.uit court of appeala susta:1J1edthe CaD-
mission's order of eJqnilsion which 11'88 issued upon a rehear1ng of the samecharges aga1nst
Wright.

In S.E.C. v. GhenerY Corooratiop. at al., 318 U.S. SO(1943), the SUpreme Court held that the
Ccmn:lsdon had erred in relying on equity precedents tor its decision that; lII&llagersof a
registered holding cOllllp8nYcould not profit through a reorganization UDderthe Holding Com-
P8Dir Act nth reSPeCt to stock purchased by them during the course of the reorganization.
The CC8lissiClllla order was set aside and. in February 1945, the COIIIIIissiOll issued ita findings,
opinion and order reaffirming its prior decision. At this writing, the time for review has
not yet expired. Tb1s proceeding is not treated as a pending case, since it is not pending
before a court.

~ 
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Appellate litigatiCll1 UDderthe statutes administered by the CaDlllissioninvolved appeals to
the circuit courts ot appeals .trom judgments ot the tederal district courts in civil cases
brought by' and against the C<lmm1ssionand in cr1m:i.nalcases prosecuted by the Department ot
JuStice. at 50 appeals in civil cases instituted by or against the CCIIIIR1.ssion,the records dis-
close the successtul OUtCCllll8or 4.3 appeals. three appellate decisions resulted in reversal.
of lower court judgments tavorable to the Camn1ssion,and four appeals are still pending. ?J

BASIC QUFSTIOHS SETTLED

Fund8JW)tal.,of 'course, to any consideration ot the COJIIII1ssion1srecord in the courts is
the question of howthe courts have dealt with issues of constitutionality. Only'the securities
Act of 1933, the 5ecur1ties ExchangeAct of 19.34, and the Public utillty Holding CompanyAct of
19.35have been challenged 011 constitutional grouDds, and, with the exception ot one case involT-
ing the constituticmal1ty ot the Holding CompanyAct, to which the COJIIIIIis8ionwas not a party,
the courts have un1f'~ SU8ta1nedthe cCll1stitutional1ty or the provisions of these Acts in all
cases in which the question has arisen.

The registration, traud and investigatory provisions of the Securities Act have been sus-
tained in civil and crimina] cases by' the second, Fifth, Sixth, Seventh, Ninth and Tenth Circuit
Courts ot Appeals and numeroustederal district courts. The second and Seventh Circuits and the
Court ot AppeaJ.sfor the District ot Columbiaand several district courts have upheld the con-
stitutionality ot various provisions of the securities ExchangeAct. While the SUpremeCourt
has not undertaken to pass upon the constitutionality ot any ot the provisions ot the Securities
Act or the Securities ExchangeAct, it has denied certiorari to review a numberof the decisions
of circuit courts of appeals upholding those Acts in civil and criminal cases.

With respect to the Public utility Holding CanpanyAct, the SupremeCourt has sustained the
constitutionality of the registration requirements; the First, Seccmdand Third Circuit Courts
ot Appeals, the Court ot Appeals for the DiStrict of Columbia, and at least one tederal district
court has upheld the constitutionality of the corporate simplification and integration provi-
sions; and the Eighth Circuit has aftirmed on constitutional grounds a criminal conviction for
violatioc of the anti-politiaal-eontr1butions provision of the Act. In three cases the Supreme
Court has granted certiorari to settle constitutional questions arising under the corporate
simplification and integration provisions of the Holding CompanyAct and two other cases are nor
pending on petitions tor certiorari. Noneof these cases, hOW'8Ver,has, yet been argued before
the SUpreme Court.

21 In civil appeaJ.s frQD injunctions obtained by the COIIIIIlission.,the occasional. instance of an
aff:lmance as to onl¥ sane of the defendants does not retlect tailure of the CaJIJl1ss1onls
eftorts to prevent violations ot the statutes administered by' it but is, rather, a decision
that tewer persons than origjnalJy considered had actually been proved to have participated
in the wrongful acts.

-
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PART IX

CRIMINAL PROCEEDINGS

DIe statutes adIII1D1Btered by 'the CaJEission provide tor the tranami.ss1on ot evid8DC8or
statutory violati0Q8 to the Attorney General~ whomq. in his discretion~ institute appropriate
crhrlnal proceedings. As a matter of practice~ the Camnission, large~ through its ten regiClDal
offices, thOl'ougbJ.y'1n've8tigates all suspected violations and prepares detailed investigation
reports 1Ib1chgo to the Attorney General whenever the 1Dvestigations disclose a basis tor
criminal proceedings. 1Iben it is decided to institute criminal proceedings the CODIIIissionas-
signs 8l1Cbof its eIlDPloyeesas have participated in the ,investigation to assist in the prepara-
tion or the case tar presentation to the grand jury, in the conduct or the trial, and in the
preperat10n ot briefs on appeal. Wherethe investigation discloses violations of statutes other
than those administered by the Camn1ssion~reference is made to an appropriate federal or state
agenc;y.

Up t. June 30, 1944, 342 criminal cases were developed by the Camnission and prosecuted
by the Department of Justice, and a total of 2~3l6 defendants were indicted in these eases. 1/
or the criminal cases llhich have been conc'lnded, ninety-five percent were successfully prose=
cuted as to one ar more or the defendants namedin the indictments. In two-thirds of these
cases no trial 11'88 D8Cess&rybecause of the entry of a plea or guilty or nolo contendere.
Sixteen cases resulted in either dismissal of the indictments or in verdiCU-of not gulltyas
to all of the defendants.

In cases of appeals verdicts of guilty were reversed as to all defendants in only six cases.
nth respect to those six cases, however, the aovernmentwas successful in £ive cases in obtain-
ing new convictions on retrial; and while several nn appeals were taken they all resulted in
atfi:rmance or the convictions. In f1rty-n1ne appeals verdicts of guilty were affirmed~ at least
_ to major defendants. Seven criminal eases are still pending in the appellate courts.

1'he C~sion's 1JInstigations have not been l1mi.ted to act1vities in and. about the great
t1nanciU centers, but haft extended throughout the nation. Recently, during the course of a
II1ngle fiscal year, cases were instituted or tried in approz1mate~ forty of the federal dis-
trict courts. In 8117giTen year the cases UDder investigation or being prosecuted included
llatters affecting investors residing in each or the forty-eiEPt states.

Most or the cases developed by the Ccmn1.ssioninvolve fraud in the sale or securities.
!hese are prosecuted tar the most part under Sec tiOD 17 (a) of the Securities Act of 1933,
aDd the reach of this statute is 1ndeed considerable, as has been shown, in view of the broad
det1Jdt1.cm'g1.vento the term wsecurity.w In the last fn YearS there has been a distinct in-
crease in prosecut1aos UDder the securities ExchangeAot, particularly Sections 10 (b) and 15
(c). IraDT of the fraudulent sws were made possible, in part, by the.deliberate failure of
the prcBOters to .tile reg:L8traticm statements and prospectus material with the Camnission, as
required b7 the 5ecur1t1es Act. Hence a large Dl1IIIber of the criminal eases also charge viola-
Ucm or the regiatraticm prov1siOlD8or that Act -.hich appear in Sectic:m 5.

T!PES OF CASES

'the frauds and other statutGrT violations encOlDlteredby the CClIDIII1ssionin its investiga-
ti0D8 UDder the various Acts are as varied as humanimagination and ingenuity can contrive.
JI8D,T or the caaea haft entireJy novel features 01' present a new wtwist- of one kind or another.
18 a rule, hOll8VV, the cases fall :Into eerta:in broad pattenl8, set out below:

(1) !JF!!8 r::ep88lltations. The most eamnontype of fraud is the simple promotion
bued \1pOD express resentations, which does not involve any of the complex and refined
devicea not 1DfrequentJ,y employed in securities seh81118s.The promotion of mining ventures,
usuaJ..q gold 1I1:Des, and the sale of oU and gas interests .trequent~ present opportunities for
perpetrat101l of thia tJpe ot trawl. Thus, in the ease ot lfPite4 States T. Samuel J. :Mustain
et aJ.. (S.D.R.T.), three iDdiv1dual defendants and four corporate defend8Jllis, amongtne latta.rr--C8p8DT knoIm as CCIlt1.DentaJ.5ecurities CorporatiCll, were convicted in cosmection with

y See AppeDd1x Table a2 tor a tabul«t1ca of c1rl1 and cri_inal cases inTolTing statutes
adIIinistered by the Cc.isei<m.
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.traudu1ent sales of oil royalty securities. In the course of such sales it had been false~
represented to investors that they were certain of a definite incClllElfor lite if they purchased
the oil interests; that they could have their moneyback at time if not satisfied; that their
principal would be fu+J.y returned within two and one-hal.t years; and that the securities were
being purchased by banks.

The alleged fraudulent promotion is also encountered in the exploitation of so-called in-
ventions. Thus" convictions have been obtained in promotions of a new type of revolving top
for COIIIlIlercialbuildings, United states v. Charles Thalman Rice, et ale (D.N.ll.), and of a
vessel said to be ca~le 01 atta:rnIiig speeds 01' 80 to 100 iDIies per hour, United states v. Mark
L. Gilbert, at ale (S.D. Ohio). An indictment is currently pending with respect to a pfnlesS-
diaper promotion, United States v. Philip A. Frear, et ale (D.C.).

In a number of the mining companycases, securities have been sold by persons resident in
Canada and operating from across the border without compliance nth the statutes of this
country. The Commissionhas been cooperating with the state Department and the Department of
Justice in efforts to secure a treaty nth canada which would permit extradition from Canadaof
persons violating the federal securities laws and cognate statutes. The treaty was ratified in
the United States Senate in 1942" but to date it has not been ratified by the Canadian
Parliament.

(2) ItPonzi" Schames. This type of case, a perennial favorite of the securities swindler,
involves the pa;ymentor "profits" or -dividends" out of capital. The apparent success of the
venture makes the investor susceptible to further investment, a process SOIIIStilleScolloqu1~
described as "reloading. a The "Ponzi" system is a recurrent motif in fraudulent small loan cem-
pany ventures. Illustrative of these cases is United States v. Dewitt T. s~son, et ale
(S.D. Ga.), involving Standard System Investment Corp., a holding companyill ch haa obtiiined
control of a number of industrial loan companies operating in various cities in Georgia. Fran-
inent business and professional menwhowere not aware of the schemewere persuaded to act on
the board of directors. Actual control, hmrever, was exercised by Simpsonand two associates,
whomadefictitious book entries and paid dividends out of capital, despite lack of real earn-
ings. All 'three were convicted in 1943, in Savannah, Georgia, for violatiOllS of the fraud pro-
visions or the securities Act of 1933, snd for other statutory offenses.

The "ponzill method is SClll8t1meS employedin vending machine prcmotiOllS. Thus, in United
States v. Maurice A. Levine!{; et ale (D. ¥ass.)~ cigarette and peanut vending machines were sOld
to inVestors unaer a leas aci arrangement whereby the prcmoters were to operate the machines
for the investors on a profit-sharing basis. "Profits" were paid periodicaJ.ly out of capital
until the entire structure collapsed, leaving the victims with machines worth far less than they
had paid for them. Six defendants pleaded guilt}' in this cue.

(3) "Switch" SChemes. Someindividuals sell their vict1ms bona .tide securities, thereby
cultivating their trust and confidence, and then persuade them tOCJrsPQii of their holdings and
t.o substitute securities which are frequently worthless. In other cases the scbeme is to ob-
tain lists of persons previously sold a security and then induce th8ll1 to accept a new security
in exchange. 'Ibis "switch" device was one aspect of the fraudulent schsae involved in United
States v. John Factor, et ale (N.D. Iowa), a bottling contract case, in which John (Jake 'the
barber) Factor ana a group of confederates, operating througb lJDited Bottling and Distributing
Comp~, a Delaware corporation, defrauded some250 investors to the extent of an est:iJDated
$1,000,000. The owners of lI'hisky warehouse receipts were :induced to exchange them.for bottling
contracts, by the terms of which lJDited Bottling was to hold the whisky until it matured, see
to its bottling and distribution, and tr8n8ll1it the profits, less a stated serrlce .tee, 'to the
investors. In a.number of instances, persons whodid not OlD whisky warehouse receipts were
sold such receipts and then "sw:Ltched"into bottling contracts. United Bottling was a ]Dere
paper organization, and the whisky warehouse receipts were sold or hypothecated as soon as pos-
session was obtained. Eleven defendants pleaded guilty and received substantial prison sen-
tences, Factor h1m8elf' being sent to the Federal penitentiary at LeaV8DllOrthfor a term of ten
years.

(4) Front Jl~ Schemes. This device involves the exploitation of aaall business enter-
prises upon a pr e to procure for them needed f:inaDcing. Perhaps the IIOst iJIIportant of the
"froot money"cases developed by the Camnissionwas that of United States v. E. J. Hill, at aJ..

~




- 14S -

(N.D. (hio), steDlll1ng!rOJBan intensive 1nvestigatiCD ccaducted in cooperation nth the Post
Office Department aDd the Department of Justice. It was disclOsed that, for approx1mate~ six
years, hundreds of enterprises or prospective entrepreneurs had been vict1mi~ by' the 0pera-
tions of this racket. '!'be vict1Jls had been induced to advance fees estimated to total SC118
$1,000,000 for various services in connection with incorporation, reg:lstratiOl1, aDd the prepara-
tion of sales literature. This was accOlllpl18hedby' false and misleading repreaent$iCD8 as to
the ~1lity of the respondents to secure financing and capital upon the p~ of an adnnce
fee; act~, the investigation failed to disclose a single instqnce in which a share of stock
had been sold or a dollar of capital secured for the victims. Ten persons were cOIIrlcted in
this case.

(5) Bucket Shope. This type of fraudulent activity was the subject of intensiTe enforce-
ment work In the early of the Ce-dss1on, and the -bucket shop- as such has becc:ae a CClll-
parative rarity. '!'be schema consists of Pretending to purchase securities for a custcmler 011 a
fall p8i7JDeDtor margin ~t basis, with the broker del1berate~ faiJ.1ng to acquire the secu-
rities; in short, -bucketing" the transaction. In the case of a margin purchase, if the price
drops the customer is -sold out- and the customer's ~t is pocketed. If the customer pa;ys
in full, and the price drops, the security is purchased delivered to the custcIDer. On the
othR hand, if the Price rises the customer is persuaded to sell out and invest in another
security. The process is cont1mled until the customer18 funds are depleted. A considerable
number of convictions for -bucket shopll activity have been obtained. Examples are UDited states
T. Tur1vas & Co., et ale (E.D. La.), and United states T. Harold J. Kattltlman, et al. (E.D. Jlo.).

(6) Investment Advice. Dishonest investment advisers range !rca tipsters with Winsiden in-
formation 'to spurious pUri8)oriS of purportedl.y iJlpartiaJ. i.nT8stment services. In the recent
case of United St_tes v. John 11'. Hession (S.D.B.Y.), a railroad bond trader whowrote a column
which appeared as a regulir feature In a fi.naDciaJ. nenpaper was convicted for violations of the
fraud prorlaion.s of the securities Act of 1933. The 1nd1ctment charged that he had Pretended to
haTe -1nBide- 1nformatiCDderived frca a Qove1"Dlll8Dtsource concerning action to be taken by the
Interstate CClDmerceCCDmissiCDin ccanection with the reorganization of a certain railroad, and
that by the dissemination of this and other faln 1nforution he had induced widespread purchases
and caused a rise in the market price of the bonds. Hession's appeal was dismissed.

Another type is epitomized by the case of United States v. Robert J. Boltz (E.D. Pa.).
Boltz, 8J1 investment counselor, was a member of the ph118d81ph1a bar and of that c1tyls most
exclusive clubs and institutions. He used his 118M aDd poa1tiem to induce SaM 200 persons to
entrust to h11Ilmore than $2,500,000 in f\md8 and securities. Contrary to agre8lll8Dtsnth his
customers, he ran a margin trading account, executed short sales, and used customers' funds to
speculate in securities and c~t1e8 for his CJIID account, with very large 108888 to the cua-
tClll8rS. SUChwas the confidence engender8d b7 Boltz in his clients that when, in response to
1nqu1r;y !rom custCll8rs, Boltz said their funds were being used for his om purposes, the custca-
era aslUlled he was mere~ jesting. Boltz pleaded gai.lty to all coants of an indictment alleg-
ing rlolations of Sectiem 17 (a) of the securities Act of 1933, section 15 (a) of the Securities
Exchange Act of 1934, and Section 215 of the Cr1J1'fnalCode (mail. fraud). He was senteDced to
twenty-years'1mpr1sODJll8J1t,the longest sentence 8'f8r 1IIpo8ed UDder 8D7of the Acts adm1n:istered
by' the ee-d.ss1an.

(7) Investment Trusts. Abuses in the 1.nTestmentCCBpaDy 1ndustry- led to the adoptiem of
the Investment C~ Act of 19~, as described else.here in this report. Prior to that legl.s-
lat1em, honmtr, the C<lmdas1CDhad initiated suceesahl prosecutioas in a numberof cases in-
volving investment trusts and their~. JaCDgthese were United states v. Foundatiem Plan,
!PC.. et ale (S.D.N.Y.)j ~ted StfH8 T. 8MB" J. m"en. et aX. (S.n. Iowa); J@Oted 8titi8
T.Ii1t. -SRf !tt &1.. D. -~. l. In the la8t-D8IIIed case, seven defendants ..... ccmv1cted of
.tr iii coanec emi1tb Ue s&1e of several JI1ll.1on dol.lars face amountof investllent ccmtracte
and other securities issued by-a large DaIIber of inve8tllent c<Bpan1es, of thea controlled
by'the defedanta. These sales 1181"8 JUde em a coast-to-ooast basis by S. w. acagoll & C~
of ltbmeapo118, and m.erows m18repre8entatiCD8 1181'8 charged in connection nth such sales.
Whenit 1188 forced into bank:ruptq, s. w. GaDgol1. & C<IIpaD;y owred I2,SOO,OOO to its clients aDd.
had cash assets of but 14,600.

(8) l'raternal or_ions. '!be rel1g1oa8 bel:1efa aDd social proclivities of prospectiw
investors h&ri beeJi u~ as a basis far praaot1cmal ftUture8 1Ih1ch1181'8 made the subject of
prosecut1CD in such c.... as lJD1t!d statea T. C.1. DaYis, et ale (a,n, Ill.) (UD1:nrsal Order
of Pl8Ilocrate), aDd UDited States T. H. B. !oDj&r, et aL (D. Del.). !he latter case involved
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the Bantle Club, a natiOll-'W1detratemal OrgauizatiClll1d.th 30,000 maben, deYotec1 to moral
betbrment and other ethical 1deal8. A deep aeD8e of perscmaJ. 10)'81t7 to IICDjar"the founder,
was fostered amongthe membership. lIonjar was represented u a t1DaDC1a1q astute iDdi'fidu8l.
who would e:J:teDd pecuniar;y benefits to persons prov1Dg t1&Ise1'Yes1fOrth7. JI8DT or the club's
JlBllberswere induced to maleepersonal loaDs to IIClIlj8l",aggregating SC1118 11,340,000, CDthe
representation that their t1Danc1al independence in future years would thereby be usured. .After
trial an charges ot violating the fraud prorlsions or the Securities Act. BI'Jd cognate statutes,
IIClIljarand ten other defendants 1181"8 convicted and gben jan senteDces and fines. Subsequent
to the close of the tenth fiscal year, the United states C1.rcu1tCourt or .1ppeala for the Third
C1rcu1t upheld the convictions.

(9) Kan1~tions. '!'heII8D1pulaticllor aecur1t1e8 prices is, gener~ spealdng, another
class of f'f&iid 111£ practice. Arq successtu1 JI8D1pulat1onresiiltQ in a false representation to
the 1nvestor concerning the value aDd marketability or a particular security. Vanipu1ation OIl
securities exchanges is specificaJ.1T outlawed by sec. 9 (a) (1) and (2) or the securities Ex-
change Act or 1934, aDd examples or successful prosecution under these sections are United states
v. GeOrge J. Vorr1san, et ale (S.D.B.Y.), which involved -rigging" of the market for the CCllllllOll

stock 01" BIG s8iidW1Ch Shops, Inc., on the Bft YorkProduce Exchange; United States v. Bo1"lll8ZlIs
y1nuse. et ale (S.D.B.Y.), 1nvo1T1nga stock -jiggle" in the Class A capital stock or TaBtyeast,
Inc., a security 11sted on the !lelr York CUrb Exchlllgej and United States v. Dayid A. smart. et
.!:!!. (B.D. m.), inTolv1ng JI8IlipulatiClllin the cOlllllonstock or Esquire-CorODet, Inc., on the
Hew York curb Exchange.

Jlanipu1ation in the over-the-counter markets have been suceessf'ully prosecuted" under the
anti-fraud provisions or the securities Act of 1933, in such cases as United states v. v. D.
~s, et al, (E.D. Ilich.), 1nTo1T1nga sec0Ddat7di.Str:1b1ltionor a retiJ11ng ccupany stock to

jiUbnc through a firm of over-the-counter dealers in Detroit, Michigan; and United Statea
v. J81118S H. Co1llns, et ale (S.D. Cal.), involving the sale of stock of Union Associated ~s
or S8lt Lake city, utah. Appeals are pending in the latter case.

OYer-the-counter manipulation 11'&8 also involved in United states v. EdmondB. Bronson. et
ale (S.D.N.Y.), in which convictions were obtained in ccmnection with the sale of a mining cem-
panyls treasury stock at artificial prices greatly in excess of the amountthe canpany received
frcm those distributing the stock. The Circuit Court or Appeals for the Second Circuit sustained
the convictions on December14, 1944, holding that the sal.e or tre&SU1'7stock was, for practical
purposes, l1ke the sale of a 11811' issue, md that the practice ot charging prices tar in excess
or cat the ccapany was to receive was E !! a fraud on those to whomthe stock was sold.

(10) Broker-Deal.er Cases. While manipu1ation cases can and sometimesdo involve brokers or
dealers, tJiey are not lliItid to such persons, and others have been successfully prosecuted for
manipu1ation. On the other hand, there are a DUJIlber of statutory offenses peculiar to brokers
and c:1ealers. 'l'hus, the hypothecation or custcaers' securities in contravention ot Sec. 8 (c)
or the securities ExchangeAct of 1934was the basis for two convictions in lJD1tedstates v. E.
E. Morrison, at al. (B.D. Cal.), while violation or the margin provisions of that Act and
excessive trading in a discretionary custallersl account resulted in a conviction in United
States T. Russell •• McDermott(S.D. lild.). The Circuit Court of Appeals tor the seTehth Cir-
cuit att1rmed the latter conviction in an op1J11onreported in 131 F. (2d) 313, upholding the
constituticmallty of the margin provisions. certiorari was deJ11edby the United states Supreme
Court in 318 U.s. 765.

Dar1Dgthe last fiscal year, convictions were obtdDed in United states T. Otto B.~ at
ale (lI'.D.Wash.), the t1rst cr1Jl1nal cue in lIbich fraud in the s818 of securities was ~ated
\iPcm sales by aeouri ties deal.ers to their CuetC1118r8 at pricea not reaaonablT related to the pre-
vailing I18Z'ketprices, without appropriate disclosure. Indictments based on the same theory or
fraud were returned duriDg the fiscal year in United States v. ~anb: Underwriters, Inc.. et
al, (S.D. Fla.) 8IJ.d UDited states v. F1or1da B<gi apd Sh8r8 Inc.. et at. (S.D. Fla.). Another
CUe during the. ti8cal year -.rked the tirst iDstaIl.ce of a successtu1 criJD:1nalprosecutiCD tor
the tailure or a broker-dealer to keep books am recard8 in the mannerprescribed by the C<8dJI-
don pursuant to 8ectiClll17 (a) of the securities ExchangeAct or 1934, United states T. S8lll18l.
S. J1flDnder (S.D.B.Y.).

ODe of the Otttstandlag cases or the past ten 1Qr8, and probab17 the most spectacular, .....
the IIcKesBon& Robbiu cue (lJDited states v. F. DclDa1d eoeter, et ale (S.D.B.Y.». 'rhe
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enormous fraud perpetrated by Philip M. Musica, alias F. Donald Coster, president of McKesson&
Robbins, together with certain co-conspirators, attracted widespread attention. The effect of
the case upon auditing practices is discussed in the accounting section of this report. Some
12l,000,000 or the listed assets of the cClilpany, representing close to one-fourth of its total
book assets, were discovered to represent a wholly fictitious foreign crude drug business.
Througp the medium of this fictitiOl1S enterprise large sumswere allegedly siphoned from the cor-
poration. Philip M. lfusica committed suicide. Seven persons were convicted, including Musica's
three brothers, George, Arthur and Robert. Amongthe statutory violations upon lIhi.ch the case
was based were the filing with the COIIIIlIissionand the NewYork Stock Exchange of false reports
and statements in vi9lation of Sections 13 and 32 of the Securities Exchange Act of 1934. The
Comptroller of the ccmpany, who was also convicted, appealed" contending, among other things,
that the reporting provisions of the Aet and the CommissionIs regulations and rules thereunder
were unconstitutional. The Circuit Court of Appeals for the Second Circuit affirmed the con-
viction, without opinion. United States v. McGloon" 116 F. (2d) 285" cert. denied" 312 u.S.
702.

Section 12 (h) of the Public Utility Holding Ccmpanyof 1935" which forbids political con-
tributions by utility holding companies and their subsidiaries, was involved in United States v.
Union Electric CompanYof )(issouri and !Puis H. Egan (E.D. Mo.). An intensive investigation by
the Commission resulted in the conviction of Union Electric Companyof Missouri for violation of
that section and for conspiracy to do so" while Louis H. Egan, its president during the period
involved" was convicted on the conspiracy count alone. The convictions were sustained in Egc:n
v. United states, 137 F. (2d) 3fR (C.C.A. 8" 1943)" cert. den.,320 U.S. 788. The C01IIlIl:issions
investigation had disclosed the long existence of a 11SIUshfund" which was accumulated through
various artifices" SUchas the padding of expense accounts" kickbackS on legal fees and pa;yments
to contractors and insurance agents. Three officials of the companywere convicted for perjury
in connection with their testimony before the Commission investigators.

Fraudulent practices in the development of a large public utility holding company system
were involved in lJn1ted States v. Howard C. Hopson, et al. (S.D.N.Y.). Hopson was the leading
figure in the Associated. Gas and Electric system" which mushroomed in the nineteen twenties
until it comprised companies rendering services to a population of over 7,,000,,000 persons in
more than 6,,200 cOlllllllD1itiesin some twenty states and the Philippine Islands. The acquisition
of these holdings was largely financed by the sale to the public of securities of Associated
GaS and Electric Canpany and subsidiary companies to the extent of $J."OOO,OOO"OOO.The outcome
or this venture is discussed. more fully in the section of this report dealing with the adminis-
tration of the Holding CompanyAct. Hopson was indicted and convicted for violation of the
mail fraud statute and sentenced to five years' imprisonment.

Dishonest promoters have sometimes sought to organize chains of "investment" offices, as
in the ease of United States v. John J. Burke, et ale (N.D. Ga.), affirmed in part and reversed.
in part" sub nom. KO~ & Co. v. Uriitea States, 101 F. (2d) 628 (C.C.A. 5" 1939), cert.
denied, 3O'/u3:" 62S:esc ems in this case involved the organization or acquisition of in-
vestment firms and corporations" among them Kopald-Qu1,nn& Co." which would maintain offices in
various cities and places for the sale, at retail, and on the partial p~nt plan" of stocks
which were more or less worthless.

The case of United States v. B. E. Buckman" et ale (W.D. Wis.) involved fraudulent prac-
tices in connection nth the operation or the B. E. BUCkilan & Company, one of the largest seeu-
rity firms in the middle west. Buckman and Louis C. George, officers of the firm, had organized
and dominated the affairs of a number of corporations and sold the stock of certain of these
corporations to their customers at a time when the issuing companies were insolvent. Both
Buckmanand George were convicted and sentenced to terms of imprisonment.

United States v. central ~curit1es corporation. et al, (N.D. Ind.) was a successf'ul prose-
cutiQll in connection with a fraudulent scheme for the redemption of nnmicipal bonds issued by
the cities of Gar1', Hammondand East Chicago, Indiana. A registered. broker-dealer kn01lU as Cen-
tral Securities Corporation induced its custOOl8rs to surrender their bonds at from 25%to 70%
of their values, on the representation that purchasers had been found who were willing to ptq"
such aounts, which 1I'8l'8 the best prices that could be obtained. These bonds were thereaf'ter
redeemed in :f'ull through the intercession or the then treasurer of Lake County, Indiana, in re-
turn for the to him or bribes totalling 20% of the aggroegate amount of principal and
interest received by the corporation in the redemption of the bonds. All the defendants in
th1a caBe, includ1ng the county official" 1r8r8 convietsd upon pleas of contendere.
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PART X

ACTIVITIES OF THE COMMISSION IN THE FIELD OF ACCOUNTING AND AUDITING

The several. Acts adm1n18tered by' the ee-isSi011 tlIIPCJII81" it to prescribe roles and regula-
tions with respect to the fors and content or financial. statements to be filed and the account-
ing pr1Dciples and auditing practices to be observed 1D.their preparation. During the past
decade the CCIIIIIiSeionhas had to e:rm1ne critic~ more than 80,000 sets or financial state-
ments. These statements retlect the f1DaDciaJ. atfairs or all tiDd8 and sizes or cClDpanie8, in-
cluding cCllllllllel'Cia, industrial, t:lDanciaJ aDd utU1ty ccmpazdes, as well as 8e$'uri;ty brokers and
dealers. Under the 1933 .Act and 1.934 Act finaDcial stat-eDts are fil.ed p~ for the baDe-
tit or the 1nvest1D.g public. In other cases, notabq tmder the 1935 Act" f1naDcia1 statements
constitute, in addition, an important 8egIII8Dtor the 1ntormation CI11lhich the CClsission bases
its regulatory actions.

The past ten years 1d.tnessed a lI&jor acceleration in the rate or d8ge1.npaent of accounting.
UDder the impact or forces generated b7 the preced1ng .t:inaDcial. debacle and ev1deDced by' the
8ecurities Acts, !lmd8Jll8tltal. changes have been made in the approach of c~ea and their ae-
COlDltants tonrd their acCOUDting problems. Accomrtauts' public responsibilities have been
recognized more tu1.ly and they' have 8SBUII8dDell' and heavier responaibilities UDder the Securities
.Acts. As a result, during this period" public accountants have sought to tree themselves !'ran
any sti€Jll& or managerial. iDtluence in their sel.ection or approval or accOUDting principles and
in the determination or the proper scoPe or their 8'U'dDation. Furthermore" the pro£ession has
had to seek a -philosophy or account1Dgl' .tor the purpose or establ.iah:i.ng 'the rationaJ.e or its
principles and e1iJDi.nating to the f'ulleat extent poasibl.e" the conflicting and irreconcilable
treatment of identical. tr8llSactiODS. ~"this period was characterized by' acceptance or
the need for tull. disclosure in fiDancial statements. Br1et 8Dd unintormative bal.ance sheets,
income statements that revealed little more than the net profit for the period, and the failure
to supply adequate supplementary data sod szpl.antory .footnotes became accepted ground for a
refusal to certif'y. ConcClllitantq with an increase in the public interest in the protession or
accounting, there has been a growth in ermphasis em standards of professioaal. c<ll1duc1i.

The Camnission' s dforts to improve financial. statements thrOllgh exercise at its statutor;r
powers have resulted in the adoption at a basic accounting regulation governing the form and
content of most or the t1n8Dcial statements currentq tiled UDder the Securities Acts" the pro-
mulgation of uniform .systems of accounts tor public utility ho1.d1ng cCllp8ll1es and service CClll-
panies, the detailed ccmsiderat10n at particular cases cu1IdDating in sc:ae iDstancea in formal
Camnission opinions, and the issuance o.t a DUIIIber or opiDions on accoun1iing matters by the Cem-
mission's Chief Accountant.

At all times, the CoJIIDissian has drS1lJ1 heav1l1" on the ezper1.eDce and cmmsel. or the account-
ing staffs or the companies filing with it" as well as proteaaiCl181. associaticms at accountants
and individual. accountants. Cooperating c~ttees and go'f81'DIIIBDtal agencies interested in the
problems or accounting, auditing, and staDdards at pro£essioaal conduct have been particularly'
active in this work and have cantrlbuted sabst~ to the progress that has been made.

It is the purpose of this section to the pr:fncipal lines or dsve1.opnent and to note
the various lancbnarks lIhich renect progress ach1Amid.

ACCOUJlTDIG PRDICIPLBS .um PRACTICES

A notable deYe1.ClpIII8J1tof the peat; decade in the field or 8CCOUD'tiJaghas been the growth of
a body of authoritative literature with respect to accoaa1dng pr1nc1pl.ea. .it the t1JDe the C<m-
mssion 1I'8S established there was no 1I8iY of determ:fning the propriety or arsy accounting prin-
ciple or practice with any degree of filaallt)'" or authority. In recent 18U'S" hOll8Y8r, accom:rt-
ing classifications usued by'Tar1ous regal.atory agencies" the ee-d.8a1on's accounting rules"
decisions and opiDions and ccapreheD8ive statements on 8CCounting pr1Dc1ples issued by' profes-
sional. accounting societies have resulted in the _stab] 1slwent or Dproved acC01D1ting standards
and have clarified the applicat1an or those standards to D1IIII8rOlUI questions em which accOUDtants
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had held divergent opin1ons for aany years. Y Tb1s progress 10 of the greatest significance
to persons lIIborely an tiDancial statements. The several Acts administered by the ee-d88im
have madepossible a turther contrib11tian the expresa sanctions of these Acts have prorlded
an eftective means of securing general. adherence to the standards developed.

The CODIII1ssiClllha&s established requirements as to the tom and COl1tentot financial state-
ments filed under the Securities Act of 19~3, the Securities Ex:chenge Act of 1934 and the In-
vestment CtlmpaDy"Act of 1940. 1Ihi1e these requirements are cauprehensive, they do not seek to
prescribe in every situation the accounting practices to be followed or the disclosures to be
made of bu8:1Desstransactions. Instead the CcDm:issionhas required that genera1.l.yaccepted ac-
coonting priDciples be followed in recording the II18ZlJ" transacticms not specifically covered by
its rules. For the IlO8t pert the Ccadssim's accounting requ1r8Dents under these Acts have
been integrated 1Jlto a single regulation" Regulation S-X. This regulation" prcaulgated in 1940,
superseded the accounting requirements contained in the various individual report.ing forss and
has proved to be a most helpful simplification in the CCIIIa1ssion'sreporting requirements.

These accounting rules and regulatiOl1s of the Camdssion have evolftd under the innuence
of decisions in particular cases, and discussions and correspODdencewith registrants and. their
accountants. Sane of these cases hays been the subject of forma:l C<laDissiondecisions and mark
significant progress made in this decade. Inflated asset valuations" improper determ1nat1ons
of income, overstatements of contributed capital or accumuJ.atedearned surplus, as well as
other accounting 1mproprieties" have been fotmd in various cases f<maa1.l.ydecided by the CaIm1s-
sion. A comprehensive revieW' of these fcmul decisions 1IO\1ld not be feasible, but specific
mention should be madeof several cases in 1Ibich the COlIIIlissionfOlmdthat the financial state-
ments lIere in large part II1slaading and deceptive devices employedfor the purpose of benefiting
persons in control of the reporting company-. In In the Vatter of Resources CorporatiOll Inter-
nationaJ., y the registrant served as a mediumby lIh1ch the contrOll1iig officer 1r88 ab18 to un-
load i8i'ge amounts of bis holdings of the ccIIIp8Dy'sstock emthe public. The tinancial state-
ments did not disclose the enormousproUts this officer was reaping frall these sal.es nor did
they adequately disclose the character of the in1'lated valuations which had been renected in the
balance sheet and which contributed to the carr,y1ng out of hi.a scheme. Another such case. was
In the )latter of .Associated G88and Electric 9aDpaDY. 3/ This caapany 1r88 the top holding CaD-
pan;yin a PUblic utmty holdhig cClllp8llYsyst_ which Uit1mately collapsed a!t$r finaDc1al
frauds had been cCllllll1ttedwhich cost investors m1llions of dollars and sent the pr1Dcipal per-
petrator" HowardC. Hopson, to the penitentiary. In ita decisiClll the ee-isaion severely
criticized the accounting practices that had been employedb7 the cc.pany in its financial state-
ments for the years 1934 through 1937. '!be Cc.1s8ion felt that the principal purpose of these
financial statements was to .tify" baffle, mislead. and conceal, and fOUlldthat the statelllents
failed to give any indication of the framulent truaactions that had been effected and the :In-
consistent and 1mproper accounting practices that had been folland. Another case involving
fraudulent tinanciaJ. stateaents was that of JlcKessOll-Robbw, y in which a 'lIhol..ly fictitiOll8
crude drug busines8 provided a vehicle by eich the perpetrators of the tram were able to
8iphon away frca the cCllllp8l1yseveral JDillion dollars in cash.

These several cases 1I'8re1JIlportantbecause of the sise of tbe cc.paDies 1nTol-..d, the
large public interest therein, and the sc~ of the accounting prob1elllsinvolved. 1'bere were,
honver, numerouscases of SJIIIIllerd:1JIens1onsthat cae before the ee-iss1on during tb1s ten-
18&.1' period. '!he stop orders or delistiDg orders that ha'fe been 18sned in 8l1Chcasee repre~
an important service that has been rendered to the 1meating public.

y In 1936 the AmericanAccounting Association issued a a'teutatift state.nt of .&ccOlJDting
PriDeiples Affecting Corporate Reports.. '!'his bulletin was reri.aed in 19~. nut ~ttee
an Accounting Procedure of the Allerican Institute of AccOUIltantainstituted a Aries of
bulletins in 1939 known as Accounting Research Bulletinll. 'Ib18 series nowccapr1ses ....
than twenty bulletins.

Y 7 SEC6S9 (1940).

'JI Securities Exchange Act of 1934" Release lio. )28SA (1942).

!tI Report of the Securlties aDd Exchange C-.1881011 In the vatter of JlcK888Cl1l & RobDW. Jpq.
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In addition to its rules, regulAtions and decisions on accounting matters, the Commissicm
has authorized the issuance of releases in an Accounting Series to serve certain specialized
purposes. They afford a mediumfor makingknown to registrants and to the public established
COJIIJIissicmpoliey on particular accounting questions. Such policy determinations should not be
the privileged knowledgeof a favored few registrants or their advisers, but instead should be
madeavailable to the fullest poSsible extent to all1fho have dealings with such an agency.
AccountingSeries releases constitute the Commission'sprincipal instrument, other than its for-
mal decisions and reports, for informing the public as to its basic policy in accounting matters.
These releases have also been valuable in dealing with specialized types of cases which are so
unusual or complexthat establishment of a general and infleldble rule is deemedinadvisable.

The discl.osure requirements o£ the CCIIIII1Bs1onhave also influenced the character of the
financial statements included in annual reports to stockholders. Thef 1nancial collapse in 1929
was in no small measure traceable to the fact that investors had been 1nadequate~ and, in mao;r
instances, 1ncorrect~ informed about the affairs or the com.paniesin "lIhosesecurities they were
investing. ADnual reports that had been furnished to stockholders were orten uninformative; but
o.rdinar~ DO other source of reliable information was open to those not on the "inside." The
Securities Acts were a direct result or this aystem of inadequate disclosure. Another result was
that an increasing numberor business menand accountants recognized the need for furnishing
stockholders with adequate financial information. The influence of these individuals has been
felt but it seems clear that the rapidity and pervasiveness of the improvementsin financial
reporting that have occurred in the past ten years have in no small measure arisen because fair-

cClllpletefinancial statements bad to be filed public~ with the COlllIIIission.

The Public Ut1l1ty Holding CCllllp~AC,. of 1935 gave the C<lllllissionthe power to regulate the
accounting and record keeping practices of public utility holding companiesand certain subsidi-
aries and affiliates thereof. Pursuant to this authority the Cammissionin 1937promulgated
unif'orm systems of accounts for public utility holding canpanies and their mutual and subsidiary
sernce ccepanies. Until then, such companieshad gener.all7 been free from regulation by State
or Federal utilities co.a188iOO8. These systems of accounts represented a first step in attempt-
ing to introduce liniformity into the accounting o£ these canpan1es to the extent that they were
subject to the jurisdiction of this CClIIII1ss1on.

In adD1n1stering the Public Ut1l1t;r Holding CompanyAct of 1935 the Commissionhas decided
m&n7 cues involving accounting problems of all degrees of caaplexity. One of the most signif-
icant of these cases, accountingw:l.se,11'88 In the Matter of A880ciateclGas and nectric Cor-
poration. 21 It was in this case that the C81ss1on IIrit d18cua88d at length the nature and
accounting implications of a quasi-reorganization, a procedure by 'llhich a company,amongother
things, eliminates a deficit in its acc11lll11atedearnings and establishes a newpoint or depar-
ture for the accUJlllilat10nof an earned surplus account. other decisions of the CoIIIDiss1onunder
the Public Utilit;r Holding COIIlp8Il;rAct of 1935have deaJ.t with a great variety of accounting
matters, including the accounting treatment to be accorded imestJllents UDdervarious circum-
stances, proper accounting for f1xed property in mergers or otherwise.. and proper accounting
tor the const1tuent elements or capital stock and surplus. Y

Under the Securities Exchange Act of 1934 the CCImD1.8s1C1lis epowered to prescribe the
books and records that shall be kept by security' brokers aD:1 dealers and to require these per-
sons to 1'i1e periodic reports. In 1939, atter long study and consultations with a large number
of individuals and all interested organizations, the COIIIIII1ssicmin collaboration with the State
blue sk;yc<llll1ssions devised and prescribed rules relating to the business records that IIlU8tbe
ma:lntainedby' broker-dealere subject to its jurisdicticm. .uso the CClIIIrl.ss101Din 1942 pr<:lllul-
gated a financial reporting form for these f1rll8. Subsequently a mDIIber of state regulatory
bodies and national securities exchanges have either adopted th1a form or have indicated their
w1llingness to accept 1t in satisfaction of their reporting requ1reIIlents for brokers and deaJ..era,
thereby effecting a considerable saving in effort and expense for the reporting firma.

?1 6 SEC605 (1940). At a later date the CCDIl1asionissued an opinion under the 1934 Act, In
the )fatter or Assoc1ated au and Electric Cc!panb in which it discussed simUar and related
accountiiig questions. .

For a fuller d1acussion o£ the CoIIIlIiss1on's accounting activities UDder the 193.5Act.. eee
Part m or this report.
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'DIe roles~ regula't1ClOs~ decis10as aod other releases on accounting questions that
baw bes referred to above represent the .are observable resu1ts of the C<Bd8sion's
ct1:ritiae 1D accomrt1ng _tters. 1JDderlying this outward evidence 18 a large -.aunt or re-
___ aDd critical 1'8918W or exper1eDce directed toward the eRab] i IIhwAn1# of 80UDd pol.ic1es ClIl

8CC'.... LlDg I18ttera. !be largest part or the ee-:Ls8i.on'e accoant1ng wark~ hOll8V8r, coasista at
the eritioa1 ex-ina1aClll of ftDaDcia1 statements :filed with it far the purpo88 of ascertain:ing
1Ibetber these eta s nts appear to be acceptable ar whether specific deficiencies shoald be
cd.ted agai.D8t theR. As pointed oat above~ this procedl1l'8 sad the resu1ting cCDt8rence8 nth
reglBtraate haft been poeer:tul factors in iJIprOring the qqal1ty of t1DaDcial statements tiled
with the ee-1ae1cD as wll as fiDanc1a1 prepared. far ather purposes.

AUDITIlfG PR!HCIPm) A;BD PRACTICES

~al statements 1Dc1nded in a regiatratiOl1 8tate111ent or a:mual report filed under the
Securities Act or 1933~ the Securities Exchange Act or 1934 ar the Iuvestment CCIIlp8Il7Act of

aust in JIOst 1nstaDces be certified. by" an i.Ddepmdent public accountant. Such a cert1ti-
cat1.aD~ it 1t 18 to proride edequate assurance that the t1Dancial statements fairq present the
atfa:lrs of the cc.p8ll7~ .a8t be based 011an 1JIIpartial aod a:per1; rerlew of the f'jmmci al state-
..u and the UDderJPng records aod procedurea. Such cert1ticatiOl1 or financial stat.-eDt8~
based 011a reaonabq cc.preb8Ds1ve aud1.t of the UDder~g books aDd rec01'd8, 18 0118or the
pr1Do1p&l serr.lces reDdered by" the public accOlDltiDg profession aDd operates as an iJIpartazrt
Une of deteue against 1ntenticmaJ. ar inadvertent misstatements ar CDiss10ns in financial
atatmsnta prepared by .... agenmt.

!he acCOUDtant's cert1t1cate in geosral use at the t1me tbe eo-d.ssion 1r8S arganised did
11.t'tle .are~ in describing the scope or the audit 1Iade~ than to refer to the fact that the so-
coaatauts had fJX8WIned ar tested 8CCoanting records of the caapan;r. 'ftlere was no l1st1ng of
deta:lled procedurea~. JIoreoger~ no autharitative accounting literature existed 1Ibich
clear17 1Ddicated the tJrpe or auditing procedures n~ emplo,ed by" cert11'y1ng
-=coantaats. 71

lidt1.al:q~ the ee-.1ss1011 accepted the C1I8tcIIar7 cert1ticates UDder the sanctioas of the
II8ftIr81 .Acts. 'ftl18 course of actiOl1 placed near:q the entire 1'88pClIDS1b1l1'ty" far the adequac;r
ol auditing proced0re8 in the upr8S8 saDCt10as of the .Act UDder wb1.ch a certificate 1188 f1l.ed.
As a result~ auditing procedurea were subjected to aariClll iDquiry cm1y in cases in which
erldIuce c_ to l1ght that the fiDancial statellleDta had been iaIpl'operq drawn ar c~
certified. In tbe8e particular cases~ tbrongh :field im'8st1gat10D11~ hearings, sad cCDterences
with the registrant and its accouatants~ tbe ea.1sa1on ascerta1Ded the adequaq of the auditing
procedures that had in tact been toll __

!he earq uper1eDce with t1DaDc1a1 ~s tiled nth the CCBIIisa1Da. appeared to just1.ty
this approach. 'ftlere 1181'8 ClID1T a terr cases in which part1cu1ar accOlDltantS 1181'8 cr1t1c1Hd tar
a ta1l.um to to1lolr I18C888&rT auditing procedures ar tor a tailure to disclose in their eert1t1-
cates Tar10ua bipropriet1ea in. the fiDlP'IC:' a] state-ems be:lDg cert:1t1ed ar inadequacies ar
l.1Id.tat:i.c:J in the acope or the aud1.ts an which their certU1cates 1181'8 based. or spec1al
llignitic .. oe 1188 the Interstate. HOsiery Jl:U1a case y in which the C<-Piss:ton set torth its rl8n
as to the relative respmlriMl1t:ies ol reg1stratt aDd a certU)'ing accountant in assuring the
a::cw8CT or financial statements. '!he ee-d.sIdan stated in. its decision that the
8Di priJurT respcms1bi.11ty for the accurac.r of intormatiOD .filed With the CclIIImission rests upcm
_gnmt, sad the ~t of ind8peDdmt pabl.ic accountants, howner reputable, i.e not a
sabBtitute tar JII8D8geEIlt's acCOllllt1Jlg or its stenrd8b1p but~ instead, serns u a check OIl
tbat accCJ8llt1ng.

'lbat-18 DOt to AT that the respoas1bil1t1es of the certU)'ing accOllllt8llt are in tm7 "IItq'
1uI'_ed. Dle-1ICCOIIIltan~ baa dnties aDd respons1b1l1t:ies of at order d1stiDct trCllll those of

71 JD 1936 tile .AEr1can 1JlBt1tute it AcOOUlltants pabl1sbed a bu1let1n, .bwfnatiClll or Financial
stat I I rta 'bT IDdepedeat Pabl1.c .1ccoantets. which sketched br:l.ef:q the general 0Iltl.me of

acceptable a-'Dldiian. !b1e ballet1n 1I8S an eular~ sad rerlsiOl1 of a ba11et1n lIh1ch
_ first pab11sbed in 1917 'bT the Federa1 B.eserYe Board aDd ...as rerlsed aDd repaliI1sbed in
1929 1DI8r tbe jo1Dt; apcmaClll'llb1p of the Federal. Besene Boa1'd. aod the AI8rican IDstitute of
AccoaDtaDts.

!/ 4 S.B.C. '706 (1939).
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Jl8D8gement. As the Comm1ss1onpointed out in In the Katter of CorDDc~ Gold Jlines~ 9/ aD
acCO\Dltant's certificate performs the high ftmCUOIl or giV1Dg JDeanin~ reniblli to finan-
cial statements and or increasing the likelihood that those statements will. nQt be Jd.s1eading
ar untrue. In short, when the accountant submits his certificate he takes fUll responsibility
for the opinions expressed there1ll with respect to tJae propriety or the financial statements.

These earlJ" cases scarcely presaged the d8Ye1op181lts that grew out or the f'raud perpetrated
by C08ter-llusica and others in the JlcKesson-Robb1nscase. 1he fact that~ notwithstanding aD
annual audit by a reputable firm or certif')'1ng accountants~ ofiic1als' of this ecmpan:y had tbrongh
collusive maehinaticms been able to milk the cc.p~ or lIIilll.oas of dollars~ overstate its assets
by almost $2O,ooo~ooo and each year report large profits rrca the operations or a non-existent
crude drug business, raised serious doubts as to the adequacy or existing auditing procedures.
As a result of the C<llllllission's preliminary investigation it issued aD order directing that pub-
lic bearings be held to inquire into the auditing aspects or the ease.

Disclosure or the fraud resulted in aD unprecedented public interest in the adequacy or the
proteCtion afforded 1Dvestars by the certification or financial stat8IIents. It also engendered
s8r1ous and searching discussions in prot6S81caal accounting c1reles. As the facts of the case
unfolded, it bec81118 apparent that the f'raud could aot haft been perpetrated had the accountants
physically 1nBpected inventor1e8 and correspcmded d1rectlJ" with debtors to con1'1rm amounts re-
ported as account. r8CeiTabla. The test1mooy or expert witnesses at the C<mIIIission'shearing
indicated that these procedures, while 1'requentlJ" employed aDd gener~ reeamaended by account-
8Ilts~ 1181"8 not considered normal aDd neees88Z'7 procedures by the accounting profession. Haw-
ever~ several JIIOD.ths later the membership or the JIIer1can Institute or Acccnmtants~ in an actioo
d1rectlJ" traceable to the Uapact or the lIcKesson-Robb1nscase~ approved a statement entitled
rtErlensions of Auditing Procedure- W 1Ib1ch contained the ree=mcrlation that physical 1nspee-
tioo or 1nYeatar1es aDd c0Df1rll&tiOl1or receivables shoa1d theoc8tarth be considered standard
aud1ting procedure.

At the conclusion or its hear1ngs the C~lIsion published a transcript of the testimcm;r
or the expert witnesses and a report 011 its 1nYe8t1gation. In its report the Caam1ssion fOUlld
that the accountants had "tailed to employ that degree or "ligU8DC8, 1nqu1sitiveness~ and
aDalJ"sis or the evidence available that is nece8sary in a professional lIDdertaldng • • ." Also
the CCIIIlII1SsionlllCOillMDBeda aateri81 adTance in the ~t or auditing procedures whereb.Y
the facts disclosed b)r the records and dOCUll8!ltsor the t1J'Il being namined lIOU1dbe to a
greater extent checked by the auditors throuiP pbJB1caJ.1Dspectian ar 1ndepeDdent cClllf1.matiClD.
P&rticularlJ" it ..as the C~siol1'. opiniClll "that awRting procedares relating to the inspection
or :inventories and confi.rll&t1ClDor receiTables~ 1Ih1cb. prior to oar bearings~ had been considered
optional steps~ 8hou1d~ in accordance nth the resolutions adopted by the nrious ae-
cOl1llting societies~ be accepted as normal auditing procedures in COlJD8CtiOl1with the presenta-
tion or ccmprehens1'V8aDd depeDdable financial atateIMmts to investars."

Another direct resalt or the lIcKessol1case 1IU a thoroagb cmIl'baal1ng or the accountant's
eertif'icate nth a "Ii_ to c1arif'1c&t1on aDd~. 1'be bull.etin "Extensions or Aud1ting
Procedure" contained certain recCW!8!ldatiClDSin this regard. HoInmtr the Ca-d.ssiOl1' s report
<lD the IIcKe8son1nTestigation rec~ed f8l'-l'88Cbing changee which were adopted in Accounting
Series Release Ho. 21 as aD 81118DdmeD.tor RegalaUOIl S-X. DIe MIl' rules required the certif'71ng
acCOUDtant to add certain clear-cut repreeeDtatiolUl to his certificate. He was thereafter.
called upon to II8ke a posit1'V8 representat1Cl1l as to 1Ibether the audit he perf01'll8d was in CeD-
fOl'll1ty with generally accepted auditing sta:lc:1u'ds applicable in the c1rcuutaDcea-tbat is~
was at least equal in the scope of procedures foJ.1.olled aDd the II8IIDe1" or their application to
that which other profeaaiCll1al acCOUDtmts1Iou.1d ecms:1der8888Dt.1al in the c1.rcastances. In
order to assure tMt audit prograu would be 1I81l nited to the c1rcmDstaDces or particalar

2/1 5.I.C. 364, 3fn (1936).

¥Y 'l'his stat.Bnt was the first or a eer1.es of ba11.et1D8 dea1 gnated as "Stat 5 BUts ClIl adit~
Procedure" issued UDder the _g:l8 at. the e-ittee GIl .lud1t1ng Procedure or the Am8r:lc8Il. ID-
stit11te or Accountaute. liI. the twDt7 bul.let1ns thus far 188IIId 1D this series the ee-1ttee
has apressed its 'Y18IIII ell .. DUIIIber or epec1 No prob~ in adit:lDg pNetice •.
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cases the certifying accountant was also called upon to state whether tmy procedure had been
omitted which in his own individual judgment should have been employed. It was further required
that departures from "normal" procedures should be expressly described. This approach was adopted
in preference to its alternative, the enumeration of the specific procedures followed, since the
latter wouJ.d resu1t in a cumbersane catalog of technical phrases of litt1e value to the ordinary
investor in indicating the adequacy of the audit. On the contrary the disc10sure of specific
"normal" procedures that have been omitted and disc10sure of supp1ementary procedures emp1oyed,
together with the reason therefor, is a most practicab1e and he1pfu1 means of characterizing the
scope of the audit performed by the certifying accountants.

These requirements with respect to accountants' certificates were, of course, mandatory in
certificates filed with the Commissionbut were not at first generally observed in certificates
prepared for other purposes. However, about two years 1ater the membership of the American
Institute of Accountants voted in favor of eliminating this "doub1e standard" in accountants'
certificates and adopted the substance of the Commission's requirements.

Subsequent to the McKessonease the Commissionissued a number of decisions in which it
criticized the auditing practices of particu1ar accountants. Of these more recent eases the
two of outstanding significance were In the Matter of Resources Corporation International and
In the Matter of Associated Gas and Electric Canpany. In the Resources case, decided in 1940,
the Commissionfound that a representative of the certifying accountants had at ODetime enter-
tained serious doubts as to the 1egitimaey of the operations of the registrant and had eamnuni-
cated those doubts to the supervising partner of the accounting firm. The Camuission found that
the certifying accountants faUed in the performance of their duties by not extending their
examination to res01ve these doubts. The Commissionalso found that the certifying accountants
were at fau1t in that they were aware of certain additional facts which were of IIlhterial signif-
icance to investors but which were not disclosed.

The COIIIDIissionalso criticized the accountant's certificate furnished in the Resources
case. The certificate exempted from its purview all but $35,000 of assets out of total stated
assets of more than $9,000,000. The Commissionhe1d that such a report is not a "certificate"
within the meaning of the Commission's rules. In 1939 the American Institute of Accountants
adopted a similar position, stating that an accountant should not express an opinion on finan-
cial statements if his exceptions or reservations are so material as to negative his opinion.

In In the Matter of Associated Gas and Electric Companythe Comm1ssion8evere:Q- criticized
the work of the certifying accOJIDtants. The Call1llissionfound in this case that the audits were
inadequate in scope. Moreover, the opinions expressed in the accountants' certificate were not
clear and were so qualified by exceptions and explanations as to render those opinions nugatory.
As stated above, the COIIIII1ssion11&8 of the opinion that the financial. statements filed by the
registrant were principally intended to mystify, bafne, mislead and conceal. The Camnission
went on to say that the audits and certificates of the accountants did nothing to prevent the
accomplishment of that purpose.

The most recent developments in the fieM of auditing have related primarily to ne1l"and
serious problems that have arisen as a resu1t of the war. AJJ. concerned with auditing problems
are agreed that high standards of auditing procedure must be maintained and that the progress
recent1y achieved must noi! be lost. A principal difficulty has been the loss most account-
ing firms of trained personnel to other phases of the war effort. 'Furthermore, a similar Loss
of accounting personnel by private business, frequently coupled with a large new VOlumeof war
work, has meant that internal accounting and auditing controls upon which the public accountant
must rely in many respects, have in many instances suffered and hence, with a smaller or less
experienced staff, the public accountant may often be faced 'With the necessity of being even
more painstaking in his audit

Membersof the Coumission' s sta!J: have cooperated with registrants and public accountants
in exploring various means of meeting the situation and specific proposals have been put into
effect. Study of these problems continues and, as occasion warrants, informal conferences are
he1d with' individual accountants and with the appropriate callDittees of professional societies.
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STANIlA.RIS OF PROFESSIONAL CONDUCT

'The maintenance of high standards of professional conduct on the part of the public account-
ants whocertify financial statements is a matter or the utmost importance to persons whorely
on these statements. The reader of a financial statement has a right to eJq>ectthat the certify-
ing accountant has done his work expertly and 1JnpartiaJ.ly and that his opinion as to the finan-
cial statements is forthright and unbiased.. Organizations of professional accountants have recog-
nized the importance or high standards of professional conduct and have established. certain self-
disciplines for the purpose of protecting the interests of third persons and to help insure that
the accounting profession w1ll continue to merit the confidence and trust that has been placed in
it.

ODe cornerstone o£ proper pro£essional conduct is that the accountant shall be independent
or the client whosefinancial statements he certUies. This view has long been held by many in-
dividual accountants but was explicitly introduced in the Securities Act of 1933 as a necessary
prerequisite t~ the certification of financial statements fUed under that Act. This need for in-
dependencehas also been given statutory recognition in the other principal Acts administered by
the CaDmission. The goal of such a principle is obvious the accountant's opinion, if it is to
be valuable to the reader or financial statements, must be arrived. at objectively and expressed.
1mpartiaU,y

The problem of deciding whether or not an accountant is independent in a g.ivencase is orten
BlOstdi£ficult and has been the subject of a numberof releases and decisions. Sane persons have
contended that the fuiependenceof an accountant should not be questioned unless there is evidence
in the form of misstatements or omissions that his opinion is not honest and impartial. The Com-
mission, however, has viewed the requirement of independencenot only as a sa£eguard against con-
scious £aJ.sUication but aJ.so as a preventive or impalpable and Wlprovablebiases in the exercise
of his professional judgmentwhich lIlBiY arise as a result of incompatible interests or relation-
ships. Consequently, the COIlIII1ssionhas found an accountant to be lacking in independencewith
respect to a particular registrant 1£ the relationships which exist between the accountant and
the client are such as to create a reasonable doubt as to whether the accountant will or can
have an impartial and objective judgmenton questions confronting him.

The CCIIIII1ssionhas not attempted to catalog all the relationships that are incompatible
with independence. However,the Camnissionhas indicated that it expects the cert1.fying account-
ant to operate as an otltside check on the accounting of managementto assure that the accounting
is accurate, COIIIplete and unbiased. Certain relationships have been designated as clearly in-
consistent with this conception of the accountant's function. For example, an accountant who
has a substantial financial interest in a client can scarcely view that cc:mpany'sfinancial re- .
ports with an impartial f!fYe. Furthermore, if an accountant has been connected with a business
in a capacity such as a director, o£ficer, employee, or voting trustee, it is unlikely that he
will be able to dissociate himself :from those managerial activities and conduct an audit and
render a report that lIOU1dbe una££ected thereby. Consequently, the Camnissionhas stated in
its 1'Ules that relationships of this kind will necessitate a finding that the accountant is
lacldng in independence. !y

The Caumissic:nhas further clai'ified its concept of ind~ence throllgh its decisions in
particular cases and by opinions expressed in Accounting Series releases. There have been
several cases in which the CaJIIl1ssionhas £oundthat an accountant has taken over responsibUi-
ties that properly belong to managementand thereby has destroyed his independence. For example,
where the accountant p1~ a leading role in the original accounting determinations or his
client, his subsequent audit is in large part a mere rubber stamping or his own work and is not
an independent verification of management'srepresentations. Likewise where an accountant has
actively participated in the formation and execution o£ managementdecisions he is apt not to
review with sufficient objectivity the management'sdisclosure of these matters in the financial
statements.

Also, the Camnissionhas indicated that the failure of an acoountant to discharge his re-
sponsib1l1ties in a professional mannermay be further evidence of a lack of independence. Ac-
ceptance of lDlVer1f'iedinformation f'urnished by managementas to the vaJ.1d1tyor propriety of
particular items, or the condoning or negligent overlooking of material aoissions or improper
disclosures in the financial statement has been held to cast serious doubt on his independence.
The COJIIIlissionhas also said that an account-antwhois subservient to his client and "consis-
tently submergeshis preferences or convictions as to accounting principles to the wishes of

W Regulation S-X, Rule 2~1 (b).
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his client is not in fact independent. W In .Accounting Series Release No. 22 the Chief Ac-
countant of the CcDD1ssion expressed the opinion that an accountant who had been indemnified by
a registrant against all losses or damages arising out of his certification other than those
resulting freD his wiltul misstatement or omission, cannot be considered independent since such
an indemnification may raove or greatly" 'Weakenone of the major stiImlll to objective and \Ul-

bilU!ed ccma1deration of 'the the problems encountered in a particu1ar engagement.

The CClIIII18sionin ita decisions has indicated a number of other relationships that mq
de8troY' an accountant's independence. For example, financial relationships which go beyond the
nOl"lll&1.accountant-cl1ent relationship or which involve the accountant and responsible persons
atf1l1ated with his client, maY'adversely" affect the accountant's independence. Also, it has
been held that the use of the accountant as a cloak to cover certain private business deaJ.1ng8,
or a continued disregard of an accountant Is protests against managementIs improper use of his
name in its reports mq be f'urther evidence of a lack m:r independence.

These formal decisions of the COIIIIIissionhave been supplemented by Accounting Series Re-
lease No. 47 which 8U1D1D8r'ized the facts in a number of cases in which informal rulings were
issued finding particular accountants to be lacking in :f.ndependence.

The COIIIIII1ssionhas consistently distinguished the responsibilities and duties of the ac-
countant trOlll those of management. Relationshipll that destroy this separation of responsibility
or impair its effectiveness will destroy or impair the accountant's status as an independent ex-
pert. Moreover, the CODIIIi.ssionhas from the first indicated that in deciding a question of
independence, it will inquire into all the pertinent relationships between accountant and client
and will not direct its inquiry solely to relationships existing in connection with the filing
of reports with the Camnission. This:last proposition was made explicit by the adoption of a
rule to that effect in Regulation S-X. 13/ The decision to make Commission policy explicit on
this point 'Wasprompted by cases in 'WhiChsignificant information relative to particular prac-
tices of management was set forth in statements filed 'With the Commission but was not disclosed
in statements otherwise made pUblic. The Commission's release pointed out that complaisant ac-
cession to the wishes of management in such matters raises a Berious question as to whether the
accountant is in fact independent.

The Commissionhas followed the practice of bringing to the attention of appropriate ac-
counting Societies and state agencies each case in which it has publiclY' criticized the work or
professional conduct of accountants practicing before it. These Societies and agencies have
recogPized the necessity of ma1nta:in1ng high standards of professional conduct and to that end
have established codes of ethical standards. Violations of these standards, established after
appropriate hearings, mq be grounds for public admonition, suspension or expulsion from the
societies or, in the case of state regulatory agencies, for revocation of the license to
practice.

The disciplinary" machinery of professional societies and State agencies togeth~r with the
COIIIIIission's requirement of ind!3pendence have done much to strengthen the standards of profes-
_sional conduct observed by accountants. However, the Ccmmi.ssionhas necessarily reserved to
itself under its Rules of Practice appropriate disciplinary authority to deal with cases in
which accountants practicing before it engage in improper professional conduct or are found
not to possess the requisite qualifications to represent others. Ur!

W In the lIatter of Associated Gas and Electric Company, Securities Exchange Act of 1934, Re-
lease No. 3285A, p. 73.

W Accounting 5er1es Releases Nos. 37 and 44.

W Rule n (e) of the COJIDission's Rules of Practice provides "The Camnission may disqua.li1'y,
and d.eD.y, temporarily or permanently, the privilege of appearing or practicing before it in
tJlq W8if to, person .. ho is found by the CaDmission after hearing in the mattel;"

(1) Not to possess the requisite qualifications to represent others; or
(2) 1'0 be lacking in character or integrity or to have engaged in unethical or improper

professional conduct."
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The CQllllllissionhas invoked these sanctions against accountants in three cases. In two of

these eases the privilege of the aceountant to practiee before the Commissionwas suspendedfor
several months. '!2J In the third case the aceountant was permanently denied the privilege of
practicing before the Commission.Yf Each of the cases 1nvoJ.veda wil.f'u1. disregard both of
Cann:i.ssioorules and of proper standards of professional conduct.

W In the )(attar or Abralulm H. Puder. et al. Seeurities Exchangelet Release No. 3C173 (19~).
In the )(attar of KennethN. Logan .. AceountingSeries Release No. 28,(19~).

W In the )(atter or c. Cecil Bryant, AccountingSeries Release No. 48 (1944).
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PART XI
OTHER ACTIVITIES OF THE COMMISSION UNDER THE VARIOUS STATUTES

THE ECONOJlIC WABFABE tJHIT

'!'he COIIIIl18sion's initial share in the national defense effort began with the lending of
facilities and perscmnel to various agencies even before the declaration of a full national
emergency in the 8W111118rof 1941. This participation 1188 increased in 19.42, whe arrangements
1I8r8 lIBde for the assigDlll8J1t of a number of JIlElIIIber& of the CClIIIIIission's staff to work on the
procurement of information needed by the Board of Economic Warfare 1D coanection with its
analyses 8Dd operations against the economies of Axis countries.

'!'be Board of Economic Warfare and its successor, the Foreign Economic Adm1DistratiOlD, haTe
engaged in collecting in the United states 8Dd abroad a wide range of inf01'll&tion regarding the
economic res01lJ'C88 of our enemies in Europe and the Far East. Working c~ with the 1I'ar aDd
Navy Departments, the State Department, the British Ifini8try or Economic Warfare, and with other
American and cOlllbined agencies, it has mainta.ined current inventories of enemy strengths and
weaknesses for the use of the mllitary. It has also devised and carried out measures to enf'orce
the blockade and cut the enemy from neutral war resources. MOOg the various agencies contribut-
ing to this joint effort, the Commission was in a particularly good position to make use of cer-
tain types of information sources.

'10 take 1ts part in this work with the most effectiveness, the COIIID1ssionestablished an
EcOJKJUCWarfare Unit with a liaison office in Washington, and from this Unit directed the lIOI'k
of Begional Offices in the investigations involved and in the preparation both of replies to spot
iate1ligence requests and of long-term basic studies. Contact. with the Board of Economic Warfare
(and, later, with the Foreign Econom1c Administratian) was maintained through the Economic In-
telligence Division of that AgentrY. The activities carried out by the Ecanomic Warfare Unit
cClll8isted ma:l.nly in examining at various places in the United states the files and records of
enemy alien business f1.n1s and of American business houses, and or interv1ew1ng tilrOl1£IPout the
country Am.erican engineers and other business and professional men who had lived in en-r-
controlled areas am hence m1~t hav:e information or veJ.ue to the nation's war effort.

Daring the early stages of the war, these .........,natiCl1S and :interviews were directed cbier~
towards securing information which 1rOUld enable the Allied g09'8JDII8Dtsto fom accurate est1mates
of oar enemies' econCllll:iccapacities, aDd to put their finger UPClllweak spots. Some of this in-
f01'll8.tioo was eventually used by the armed forces in selecting targets tor strategic bambing
8IId 1n aaking other military deois1ODS.. '!'be rest or the inromat1on was used, as already in-
dicated, for the les8 spectacular but important purp0a8 or carrying out b10ckade and related
measares. These included assistance 1;0 the state D8partmeDt in estab11sb1ng and maintaining
The ProcJa:lmed List of Certain Blocked Natiaoals, known as the -blacklist,- 1Ib1ch ccmpr1.sed the
names or persons and firms, princip~ in neutral countries, that had been fOlDld to be cooperat-
ing nth the enem;y; the tightening or controls over exports to neutrals; measures to counteract
German 8JIllggling, 'llhich beceme particularly active after Allied control.. o£ the seas put an end
to surface vessels running the b1.ockade; assistance to the State Department in negotiating War
'trade Agreements by 1Ih1ch neutral natiOM, 1D exchange tor perm1asion to obtain certa1n essential
8upplies l.1mited to the Deeds of their om people, have bound themselves to prohibit the reexporl
or 8n7 of these supplies to QeruD.y, aDd to llmit or prob1bit their' aports to Ge1'maD;1 of cr1ti-
caluter1als 1Ihich thq produce; and, finally, 1n carry1ng OII.tprecluaive ba1ing in neutral.
countries to prevent vital supplies rrc. getting into the haDda of our 8D8II1es.

As the .Allies ah1tted trea the d81'ensive to the offensive, the pace of econCllic warfare
was stepped up aDd heavier dep!ends were IUIde upon the ee-naaiClll. At the same t1JM the character
of the work changed, as a larger share or the services performed by the EconCllll1c-Warfare Unit
began to relate to the identification of -intelligence target.- within ~ontrolled
territory.

The projects l1Ddertaken the ee-nss1on were of 8UCh Taried nature that a generalised
clescr1ption is not possible. lIoreo,er, in lI8DYcases specific details cennot yet be revealed,
for reuoas or nat1cmaJ. security. Salle 1nteresting AXJII!IIilu, however, aq be given.
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In 1943 the CcIIIa1saion1r88 requested to send trained investigators to participtite in the
examination of seized files of the American offices of' Japanese trading companies in N8W' York,
Seattle, Los Angeles and San Francisco. The Japanese companies involved were Kitsu1,
Kitnbiahi, Okura, A8eno-Bu8san,Ataka, Iwai and others. In these fUes manyimportant papers
and pictures were found, scme of which revealed detailed enemy shortages in specific strategic
aateriels and others of 1Ib1.chwere used in selecting bombingtargets.

Another 1JIlportantproject 1r88 the collection of' extensive 1nf'ormation on the coke ovens of
Europe, including those in France, Belgium, the Saar-Lorraine, and the Rhineland. Other pro-
jecte related to the light metals industry- of' Ge1!lD8l1Y, the glass industry of Japan, the machine-
tool industry of GerIDazJT and the hytlro-electric plants of Japan.

An interestiDg short-term project assigned to the Commissionwas to determine whether a
pert1cul.ar aectieIl ot ra1l~ in 8DeJII,Y territor;y bad been double-tracked. This intormation was
beeded in est1satiDg the amount ot damagethat could be done by bombingand in gaugiDg the
capacity or the line in teJ'llS or shif'ting eMIlY"menand materiel trom one area to another to
.. et an attack. Atter an extensive search the CO.IIIII1ssionsucceeded in obtaining the intormation

a 11811 whohad travelled over that section ot the road as late as 1942.

As this report is 1Iritten, the CCDIIIissionis planning nair assigDlllents, in connection with
postwar economic controls.

STATISTICS AND SPECIAL STUDIES

SaT.1.ng Stud;r

The C<IE1ssion em April 15, 1942 inaugurated a series of quarterly releases on the volume
and ccmpoeitiOllof saving by ind1viduals in the United States. These releases showthe aggL"8-
gate volume of' individuals' savings, that is, the increase in their assets less the increase in
their liab1l1ties, exclusive of gains or losses trom revaluation of assets. The figures shmr
also the cCIIIpOI18lltscontributing to this total, such as changes in securities, cash, insurance,
consumers' indebtedness, and conSUlll9rs'durable goods.

In addition to the estimates of' saving by individuals" the CoIEission also made public on
June 9, 1944 the tirst of a 11ft' series of quarterly releases On the working capital position of
corporatiCll18in the United states, exclusive of banks and 1nsurance companies. These releases
give ccmparati.... figures back through 1939 and showthe principal cc:mponentsof current assete
and current llab1l1 ties. It is intended in subsequent reports to present more detailed data on
tJuI sources and uses of corporate rands, thus giving a complete picture of the volume and cam-
position or corporate saving as 11811 as an up-to-date anal.ysis of the financial condition of
corporatiCll18. In that 'fItq information concerning the more important seglllents of the saving ot
the national economywill be available.

The data on which these releues are based have been compiled by the Commissionfrom many
different sources and are the result of a long period of research in this field. '!he interest
of' the CamDissionin data on the total volume and components of saving originally developed as
a result of its concern with corporate financing and the capital markets. Information of this
type, honver, has acquired increased importance due to the war ettort" since current observa-
tion of the various f01'lDSot earlng and forecasts of the probable volume and distribution of
saving in the 1JIIIIediatefuture are essential in the determination of f'1scal policy. As a re-
sult, the above series have been widely used both by other Governmentagencies and by business
lI8I'lagementand financial institutions. Apart trom the wartime usefulness of these data" they
provide valuable insight into the internal and external sources of funds for business for pur-
poses of reeonnraion and postwar financing.

S11l'"!81 of .All8rican Listed Corporations

S1Dce1936 certain data contained in the registration statements of securities on national
aeourit1es achanges and the anuaal reports npplaental thereto tiled UDderthe securities
Exch."P Act of 1934 ha.... been abstracted and 8U8ar1l1ed in a .. ries of reports known as the
-Survey of ber1can LUted Corporations-. Or1gina1l;ycODdJlcte4as a WorkProjects A~
tion project, spouored aDd supervised by this C0EIia8ion, its work has been contimled bT the
Ce-1u1oD's natt since the d18cont1nuation ot the W.P.A. ill Februarv 1943.

-
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The project has as its objective a series of compilations which would make more readily
available to federal bureaus and agencies and to the general public some of the financial in-
formation filed with the CODIIIission. The project as constituted covers approximately 2,000
corporations, which is sOlll8Whatmore than 85 percent of the companies having securities listed
and registered on national securities exchanges at December31, 1943. The results of the
Survey are being presented in two forms, individual industry reports and special statistical
studies. The individual industry reports contain both combined and individual data for regis-
trants from 1934 to 1943, inclusive.

Until 1942 most-reports of the Survey were made available to the public, but during the
past three years budgetary limitations and the paper shortage have made it necessary to limit
di.stribution to government agencies engaged in furthering the war effort. Copies of all public
reports, however, have been made available for general use and inspection in the offices of the
Commissionin Philadelphia and in the Colmllission's regional offices as well as in 540 depository
libraries. Photocopies may also be obtained of all or parts of these reports at the regular
rates.

In addition to 175 published reports made publicly available, many special studies have been
made for the Commissionand other government agencies, particularly in connection with various
aspects of the war effort. Amongthe more important reports contained in the Survey have been
studies of corporate profits and operations for the Price Adjustment Boards of the War Department,
Navy Department, Maritime Commission, Reoonstruction Finance Corporation, Treasury Department,
and the Contract Review Branch of the War Production Board and the Treasury Department's Bureau
of Internal Revenue; a special study" of the meat packing industry for the Office of Economic
Stabilization; a study of remuneration for the Salary Stabilization Unit of the Treasury Depart-
ment; a study of ownership and control of foreign corporations for the Office of EconomicWar-
fare; and a study of airframe manufacturers for the War Department Army Air Corps.

As part of the Survey, the Commission's staff is presently engaged in compiling data for
various government agencies covering the balance sheet data of 1,530 companies for five years,
at the request of the Bureau of Budget's Inter-Agency Committee on Financial Needs of Government
Agencies.

During the year 1943, the coverage of the Survey was extended to those corporations regis-
tered under the Securities Act or 1933 which file annual reports. During 1944, the scope of the
Survey's studies was extended further to investment companies registered with the COIIIllission
unde~ the Investment CompanyAct of 1940.

C!pital Market Statistics

During the past ten years the staff or the Commissionhas developed a considerable body of
statistical information on the capital market. Sameof these statistics have been camnented
upa:1elsewhere in the text and summarized in Tables 1 to 4 of the Appendix, namely data on cost
of notation of securities, on the volume of issues registered under the Securities Act of 1933,
and on all new issues or securities offered for cash sale in the United States, inclUding issues
not registered lfith the Cotmnission. In addition, studies have been made of the extent to which
actual sales of issues of securities have varied from the amounts registered for sale. Also
data have been gathered on retirements or securities, which together with the stat.istics on new
issues, have provided estimates of changes in the volume of securities outstanding and in the
amount or saving by individuals directly in the form of securities. In cooperation with other
public and private agencies, considerable data have been accumu.lated on the investment and market
performance or corporate bonds.

PUBLICATIONS
Public Announcements

UDder- the various Acts it is the CClIDIIIi.ssion's duty to publish its decisions and gener~
to inform Congr;-essand the public of its actin ties. Its releases are classified into various
categories so that a person ma.r receive the material relating only" to those phases or the Ccamis-
si(l1' s work :in lIhich he is :interested. The COIIIJlissionhas made an exhaustive check of its mail-
:ing lists to ellm:lnate those no longer desiring specified material.
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The announcements issued during the past fiscal year inCluded 173 releases under the Securi-
ties Act of 1933; 131 under the Securities Exchange Act of 1934; 837 under the Public utility
Holding CompanyAct of 1935; 151 under the Investment Company Act of 1940; and 2 under the In-
vestment Advisers Act of 1940. In addition, three releases were issued concerning the Commis-
sion' s activities in corporate reorganizations and seven releases were issued under the Trust
Irldenture Act of 1939.

The Commission also continued the da.ily publication of its Registration Record, which pre-
sents a brief description of data filed under the Securities Act o:f 1933 and the Trust Indenture
Act of 1939.

The following is a partial classification by' subject matter for the past fiscal year:

Opinions and orders 921
Reports on court actions 98
Statistical data 10
Survey series 6
Accounting series 2

other Publications 1935-1944 y
The principal publications issued by' the Camnission during the ten year period include the

following:

Decisions and Reports of the Commission Volumes 1 to 10, July 2, 1934 to February 28, 1942.

:.nl'lUal Reports of the Commission Nos. 1 to 9, 1935 to 1943 inclusive

.!udicial Decisions Volume 1 (comprising all court decisions, reported and unreported, in
civil and criminal cases involving statutes administered by the Securities and Exchange:Com-
mission to December 31, 1939)

h.eport on the study and Investigation of the Work, Activities, Personnel, and Functions of Pro-
tective and Reorganization Committees:

Strategy ani Techniques of Protective and Reorganization Committees, 1937.
COIlIIIIitteesand CaD£.licts of Interest, 1937.
Committees for the Holders of Real Estate Bonds, 1936.
Camnittees for Holders of Municipal and Quasi-Uunicipal Obligations, 1936.
Protective Committees and Agencies for HoldBrs of Defaulted Foreign Governmental
Bonds, 1937.
Trustees under Indentures, 1936.
ManagementPlans Without Aid of Committees, 1938.
A Sl.UlIIlaryof the Law Pertaining to Equity and Bankruptcy Reorganizations and of
the Commission's Conclusions and Recommendations, 1940.

F~port on the Study of Investment Trusts and Investment Canpanies:

Part One. The Nature, Classifications, and Origins of InveStment Trusts and Investment
Companies, 1938.

Part Two. Statistical Survey of Investment Trusts and Investment Companies, 1939.
Part Three. Abuses and Deficiencies in the Organization and Operation of Investment Trusts

and Investment Companies:
Chapters 1 and 2, 1939.
Chapters 3, 4, and 5, 1939.
Chapter 6, 1940.
Chapter 7, 1941.

Part Four. Control and Influence Over Industry and Economic Significance of Investment Oem-
panies:

Chapters 1 and 2, 1941.
Part Five. Conclusions and Recommendations, 1941.

y A cClllplete list of the Camnission's publicationsl the Rules of Practice or the Clrl.deto Forms
1dll be sent upon request made to the office of the Coanission in Philade'lphia, Pa,

-
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SupplementaL Reports:
Investment Trusts in <Eeat Britain, 1939.
Investment Counsel, Investment Management,Investment Supervisory, and Invest-

ment Advisory Serviees, 1939.
Coomingled or CamnonTrust Funds Adm1n1stered by Banks and Trust Companies,

1939.
Fixed and Semifixed Investment Trusts, 1940.
Ccxnpanies spcmsoring Insta1JJnent Investment Plans, 1939.
CCDpanies Issuing Face Amount Installment Certificates, 1940.

Investigation :in the Matter of Richard 1Ih1tney et aL:
Vo1ume1. Report ot the CClIIIIIission,1938.
Volume 2. Transcript of Hearing, 1938.
VolU11183. Exhibits, 1938.

Investigation :in the lIatter of MeKession & Robbins, Ine.:
Test~ or Expert Witnesses, 1939.
Report on Investigation, 1940.

Report on Proposals tor Amendments to the Secur:lties Act or 1933 and the Securities Exchange
Act or 1934, 1941..

Report on 'rrad1ng in Unlisted Securities upon Exchanges, pursuant to Section 12 (f) of the Se-
curities Exchange Act or 1934, 1936.

Feas1biJity and Advisibil1ty of the Canplete Segregation or the Functions of Dealer and Broker,
1936.

Report on the Problem of Multiple Trading em Seeurities Exchanges, 1940.

Cost or Flotatiem for Small Issues 1925-29 and 1935-38, 1940.

Coat of F1.otation or Registered Securities 1938-39 and 1940-41-

Selected statisties em Secur:lties and Exchange Markets, 1939.

List or Securities Traded on Exchanges under the Securities Exchange Act of 1934, 1944.

Report on Floor Trading January 15, 1945.

Over-the-Counter Brokers and Dealers Registered With the CClIIIIIission,July 31, 1942.

Offic1a:L Summary of Security Transactions and Ho1djngs by Direetors, Officers and PrincipaL
Security-holders. Issued mont~.

Official Summary of Secur1 ty Holdings of Officers, Direetors and Principal Stockholders as of
December 31, 1935.

Dividend status of Preferred Stocks or Registered Public UtiJity Holding Ccmpanies and Other
Electric and Gas utility Subsidiaries as or December 31, 1938.

Charts Showing Location of Operating Electrie and/or Gas Subsidiaries of Registered Public
Utility Holding C~panies, 1939.

The Problem or Maintaining Arm's Length Bargaining and Canpetitive Conditions in the Sale and
Distribution of Seeurities of Registered Public Utility Holding CCDpanies and other Subsidi-
aries, 1940.

Depreciation and Dividend statistics or Eleetric and Gas Subsidiaries of Registered Holding
Cc:apan1es 1930-40.

Security Issues of Electric and GaB Utilities 1935-1944.

-
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Financial Statistics for Electric and Gas Subsidiaries of Registered Public Utility Holding
Ccunpanies, 1943.

Registered Public utility Holding CClIlpanySystems, October 15, 1944.

Uniform System of Accounts for Public utility Holding Companies.

Uniform System of Accounts for Mutual Service Companies and Subsidiary Service Companies.

Survey of American Listed Corporations:

Reports 1-66 inclusive covers 66 Industry croups - 1934 - 1937
Volume1 - 5 inclusive covers 42 Industry croups - 1934 - 1938
Volume 6 - 7 covers 10 Industry GrOups - 1934 - 1939
Supplements 1 - 42 inclusive supplements the 42 Industry croups contained in Vols. 1 - 5

inclusive. 1939.
Statistics of American Listed Corporations - Part I - 1937
Statistics of American Listed Corporations - Part P: - 1935 - 1939
Subsidiaries of 2052 Registrants Covers Parents and subsidiaries of approximately 15,000

companies - 1937 - 1938
Reports 1 - 27 inclusive covers 52 Industry Groups - 1939 - 1940
Reports 1 - 10 inclusive covers 13 Industry CIroups- 1940 - 1941
Return on Invested Capital covers 58 Industry Groups - 1936 - 1941
Parents and Subsidiaries - 1942 covers approx:iJnate1y 14,000 corporations - 1942
Data on Profits and Operations, Parts I, II, III, IV - covers 1120 corporations - 1936 - 1942
Data on Profits and Operations, Parts I, II, III, IV, V - covers 1530 corporations - 1942 -

1943
Balance Sheet Data, Parts I, II, III covers 15.30corporations

INSPECTION OF REGISTERED INFORUATION BY THE PUBLIC

Copies of all public information on file with the Commission, appearing in registration
statements, applications, reports, dBclarations, and other public documents, are available for
inspection in the Public Reference Roan of the Camnission at Philadelphia, Pa, During the past
fiscal year more than 5,222 members of the public visited this Public Reference Roan seeldng
such information, and thousands of letters and telephone calls were reQeived requesting regis-
tered information. (This is exclusive of requests for copies of releases, forms, publications,
etc.) The Camnission, through the facilities provided for the sale of public registered infor-
mation, filled more than 1,824 orders for photocopies of majierial, involving 144,841 pages.

In so far as practicable, the Camnission has sought to make sane of the public registered
information filed with it available in its regional offices. In the NewYork Regional Office
at 120 Br~, facilities are provided for the inspection of certain public information on
file with the CCllllllission. This includes copies of (1) such applications for permanent regis-
tration of securities on all national securities exchanges, except the NewYork Stock Exchange
and the NewYork Curb Exchange, as have received final examination in the Commission, together
with copies of supplemental reports and amendments thereto, (2) annual reports filed pursuant
to the provisions of Section 15 (d) of the Securities Exchange Act of 1934, as amended, by
issuers that have securities registered under the Securities Act of 1933, as amended. During
the past fiscal year 7,9(;f) members of the public visited the NewYork Office Public Reference
Roan, and more than 3,789 made telephone calls to this office, seeldng registered public in-
formation, forms, releases, and other material.

In the Chicago Regional Office, which is located at 105 West AdamsStreet, there are avail-
able for public inspection copies of applicat~ons for permanent registration of securities on the
NewYork stock Exchange and the NewYork Curb Exchange which have received final examination in
the Camnission together with copies of all supplemental reports and amendments thereto. Daring
the fiscal year ended June .30, 1944, more than 2,801 members of the public visited the Chicago
Public Reference Room"and approximately &14telephone calls were received there and 2,340 re-
quests were made for registered information, forms, releases, and other material.

In each of the Commission's regional offices there are available for inspection copies of
prospectuses used in public offerings of securities effectively registered under the Securities
Act of 1933, as amended. Duplicate copies of applications for registration of brokers or dealers

-
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transacting business on over-the-counter markets" together with supplemental statements thereto"
filed under the Securities ExchangeAct ot 1934" are also available for public inspection in the
regional office having jurisdiction over the zone in which the principal office of the broker or
dealer is located. Also" inasmuchas letters of notification under Regulation A exemptingsmall
issues of securities fran the registration requirements or the Securities Act of 1933" as amended"
mq be filed with the regional office of the CClllllissionfor the region in which the issuer's
principal place of business is located" copies of such material are available for inspection at
the particular regional office where it is filed.

During the past fiscal year duplicate copies of applications for registration of investment
advisers" together with supplemental statements thereto filed UDderthe Investment Advisers Act
of 1940"have been made available for public inspection in the regional offices having jlU'1sd1o-
tion 0V'8tr the zone in 1Ih1ch the principal office of the investment adviser is located.

There are av~le tar inspection in the CoamissionIs San Francisco and Cleveland Regional
Offices, in 1ih1ch are provided cCllllpletetacilities for such registration and qualification,
copies of registration statements and applications for qualification of Indentures tiled at
those regional oftices.

Copies or all. applications tor permanentregistration ot securities on national securities
exchangesare avai1ab1e far public inspection at the re~ctive exchangeupon which the securi-
ties are registered.

CONFIDENTIAL 'I'IlEATMENT OF APPLICATIONS, REPORTS OR DOCUlIENTS

2!
95

85
116

Amongthe Acts administered by the COIIIIIiss1on,the Securities Act or 1933, the Securities
ExchangeAct of 1934, the Public utility Holding CanpanyAct or 1935, the Investment CanpanyAct
of 1940, and the Investment Advisers Act or 1940provide for the confidential treatment, upon
application by registrants" of Wormation contained in reports, applications, or documents
which they are required to tile. ihe Securities Act of 1933 empowersthe C<mm1ssionto hold con-
fidential. onJ.y material contracts, or portions thereof, if it is determined by the Ccmn1ssion
that disclosure will bIpair the value of the contracts and is not necessary for the protection
of investors. ihe other tour statutes referred to are, in general, without specific restriction
in this respect and empoII81" the CCIIIII1ssionto hold confidential under certain conditions any
information contained :in any reports requi.red to be filed under those statutes. Disclosure of
:informationconfident1aJ.4r filed under the latter statutes is madeonJ.y whenthe CClIIIIIission
determines that disclosure is in the public interest.

The .Ccmn1ssionhas in farce additional wart1JDe rules which provide for the omission or
contidential treatment, either on the CClIIIID1ssionIS Ottn motion or upon application, of informa-
tion contained in such documentswhenit is inconsistent 1I'1ththe standards of the Codeor
Wartime Practices prOlDl1 gated bT the United States Office of Censor.ship. S:inceoften copies of
these documentsmwrt be tiled also with the securities exchanges, the CCIIIII1ssionhas enlisted
the cooperation of the exchanges :in tempor~ 1I'1thhold1ngtheir copies until they are cleared
by" the Camnissionfor public inspection" or such information as is specifica.lly authorized or
directed by the CCllllllissiClllhas been deleted therefrom. The starf of the camnission renders
tJVery possible assistance to registrants in advancein the preparation or documentsin accordance
with the objectives sought b7 these additional wartime rules.

The fol1ow1ngtable indicates the number or applications acted upon during the past year,
including action taken by the COJIIDiss1onon its armmotion under the wartime rules, together
with the number pen<tingat the end of the year.

Applications tor COIlfidential Treatment Fiscal Year Ended June 30, 1944

Numberpending Number Number Numberdenied Numberpending* 1, 1943 ieceived granted or withdrawn June 30, 1944
2 31 27 4 2

Act under which filed
Securities Act of 1933!I
Securities Exchange Act of

1934 v
Total

!IThese figures represent .applications filed under Rule 171 and Rule 580.

These tigures represent applications filed under Rule X~ and Rule X-6.
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PUBLIC HEARINGS

The following statistics indicate the numberof public hearings held by" the Commission
.from Ju]y 1, 1935 to June 30, 1944:

7-1-35 7-1-40 7-1-4J, 7-1-42 7-1-43
6-30-40 6-30-41 6-30-42 6-.30-43 6-.30-44 Total

Securities ACt of 19.33 .339 11 5 10 .3 .368
Securities ExchangeAct of 1934 507 98 84 83 52 824
Public utility Holding CanpanyAct of 1935 1018 199 170 183 141 1711
Trust Indenture Act of 1939 3 5 0 1 2 11
Investment Advisers Act of 1940 0 5 5 0 0 10
Investment CanpanyAct of 1940 __ 0 84 m. 22. 56 A

Total 1867 402 397 330 254 3250

PERSONNEL

As of the close of the past fiscal year, the personnel of the Commissionwas comprised of
5 Commissionersand 1134 employees, 295 of whomwere assigned to the Regional Offices. This
is exclusive of 425 employees whowere then in the military service, and whowere carried on
the rolls in a furlough status. This figure for employees in the military service does not in-
clude 17 employees whohad received honorable discharges from the military service and returned
to duty with the Commission;and 2 employees whosenameswere dropped from the rolls of the
Commissionbecause of death while in the military service.

FISCAL AFFAIRS

Appropriation Obligations
Unobligated

Balance

l'it1e

Salaries and Expenses
Printing and Binding

Total

Amount
$4,554,500

48,000

$4,602,500

$4,538,802
46,142

$4,584,944

$15,698
1,858

$17,556

$ 7,665$ 92,335$ 100,000

WorkingFund Advanced.to Securities and
ExchangeCommissionby Foreign EconomicAdministration
to Caver Cost of Serrlces Rendered by the Commission

WorldngFund, Securities and
ExchangeCamni.ssion

Receipts for the Fiscal Year 1944 V
Character of Fee

Fees for Registration of Securities
Fees under Trust Indenture Act
Fees from Registered Exchanges
Fees from sale of photo duplicates
Miscellaneous

Total

Amount

$175,544.21
1,600.00

219,726.96
10,684.4.389.32

$407,644.99

?J This moneyIIlt1Stbe turned into the general fund of the Treasury of the United States and 1s
not available for expenditure by the Commission.
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bbl8 1. Part,. - D1nrlIIaUoIl ....
of HC1Il'it1ee .rteet1ft17 regUteN4 lJariIIc tbe t1eaal :r-r ..a.4 J'UDe 30, 1944

(aount. hl tbo1llUlda of dollar8J/)

.Ill Itt.cti~ RegiRered Proposed for Sale !Dr .&cooS of lNU8l'II
Year and li>1lth lbIber or 1ImIber lu.ber of &1aber

sta-.ata of I_a AIIo1mt
Btatelllent.

of I ....
1943

.Tuq 16 19 92,242 10 11 51,005
Aae-t 20 2.3 129,6()g 16 18 1ll,682

12 18 52,285 6 8 4fJ,7fn
October 2.3 .3.3 151,52.3 22 29 146,332

16 19 123,885 11 14 86,614
DeoeIIber 17 25 122,235 14 17 98,630

1944
.TllDUa1'7 16 21 171,196 11 14 151.516
F8bruarT 17 38 145,678 12 32 122,lf/2
IIarch 15 21 170,967 13 15 129.541
Jprll 28 34 226,471 25 28 206.303- 23 28 164,167 17 19 99.344
.T_ 18 22 209,523 15 19 102,441

Total I'i8CBl. Year 1944 221 301 1,759,780 172 224 1,346.846

Table 1. Part 6. T,pe of SecuriV ad IIethod of D1nribution
ot securities etr'eoti~ tor cub aale fbr accOUDt or la8Ullra ctariDg the tiaoal 1WU'

ended .T_ 30, 1944
(Mounts hl tbouIlaDdll of dollarel')

'l)pe of Security
of DiBtributiOll

and Group to 1Ihoa OUered .Ill Secured ~d Preferred e-Il
~Il BoDda Bonds stock stoat f1pea

All IIetbods ot D1nributiOl1 1.346,846 491,355 177,195 343,4H) 137,915 196,922
To GeMral Pabllc 1,221,.4l5 491,355 177,195 262,7«) 101,555 188,550
To SecurlV Holders 1ll,732 - - '1'9,860 .31,872 -To other Special Gro1Zp8 13,'100 - - 8.40 4,488 8,.372

!hrou&h !DYeat.ent BaDkers 1,326,571 491,355 177,095 3.39,8lD 130,261 188,Me
ItT PIIrcha8e and Reale 1,066,044 491,355 176,~5 338,270 ~,724 -

To GImeral i'ablic 957,162 491,355 176,~5 259,450 29,663 -
To SecurlV Holders 108,882 - - 78,820 30,062 -To other Special Groupa - - - - - -

OIl BNt 1tt01'te lIuis 2£lO,527 - 400 1,540 7O,5J? 188,Me
To a-ral Public 259,.484 - 400 500 70,533 188,050
To SecurlV Soldera l,o.w - - 1,0/,0 - -To Other Special Groupa 3 - - - 3 -

BT IeIlUerll 20,275 - 100 3,650 7,653 8,8'72
To Gsneral Public 4,~ - 100 2,8lD 1,359 500
To Secur1V Solders 1,8lD - - - 1,8lO -To Other Special Gro1Zp8 13,~ - - 840 4,484 8,,372

lIArq diecrepencies between the ot figurea in the tabllls aDd the totals Mown are due to rolmd1nc.
VCoftftl the ten .cnth period eDdiDg .Ttme 30, 1935.
J/Ine1ude. votiJtc trust cert1ticates and certificates of depollit.
VCoDsiBte -1Dl.1' of certificates of participatiOll and oert1ticatell of beneficial intsrellt.
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Table 7, Part I, IIarket Value and Volli.... of sales on An Registered Securi ties Exchange.

(in thousands)

OCtober 1934-.7une 1944

Stocks Bonds R1.ghte and Warrante
Total

llarket llarbt. Itmber IIarket. Principal llark.t Illaber
BzcbaDp Value Value or Value Am..,nt Value W of

(Dollara) (Dollara) Shi .... (Dollan) (Dollara) (Dollara) Unite

All Ilegiatered. Ezeblmps 1.«1,171,454 118,S88,393 5,075,109 21,478,630 31,686,353 104,431 97,549

Bs1t1s1ore Stock Excbange 96,653 87,036 5,404 9,582 24,078 35 6
Bost.on Steck Ezetanre 1,703,762 1,697,A68 50,409 5,400 7,904 494 572
Bufralo Stock Excbsnp !I 2,087 2,046 232 41 80 12/ 1
Chicago Board or Trade 7,191 7,102 1,185 72 120 17 67
Chicago Curb Ezebsnge Y 5,866 5,783 2,220 83 84 - -
Chicago Stock Exchange 1,623,350 1,618,595 95,398 3,337 3,578 1,418 5,3J6
Cincinnati Stock Exchanp 64,641 63,229 2,697 1,199 1,282 213 73
Cleveland Stock Ezebange 121,210 119,855 5,202 61 59 1,294 182
Den"r Stock Exclange J! 1,512 1,512 25,902 - - - -
Detroit Steck Excmnge 386,981 386,964 38,802 - - 17 13
Los Angeles Stock Exchange !!/ 595,248 594,987 63,926 45 43 216 402
!lew Orleans Stock Excbange 12,787 7,821 1,281 4,966 4,949 - -
lin York CUrb Excbange 12,814,132 9,030,507 700,375 3,757,662 4,674,254 25,963 20,469
New York Produce Excbsnge 11 3,971 3,841 1,702 1JO 324 - --
!lew York Ileal Estate Sec. Ezeh. Y 228 2

3,814,lW
226 500 - -

!lew York Stock Exchange 120,572,451 102,819,944 17,679,149 26,941,615 73,358 67,994
Pbl.ladelphia Stock Exchange 774,872 772,739 36,661 1,941 7,013 192 776
Pittsb.trgh Stock Excbanee 226,844 226,277 15,240 185 174 382 838
st.. Lalis Stock Elrcbange 56,500 52,080 2,722 4,374 8,810 46 54
Salt. lAIle Stock Exchange 23,432 23,432 88,537 - - - -san Francisco Olrb Excbange 1/ 92,504 91,966 17,183 538 608 13./ 5
san Francisco llining Exchange Y 2,144 2,144 27,435 - -- - -
San h'ancisco Stock Exchange 963,614 957,755 59,125 5,077 6,318 782 758
StaDdard Stock Exch. of Spokane V 5,184 5,184 19,064 - - -
lIuhingtcn Stock Exchanlill 14,290 9,724 210 4,562 4,5M 4 3

Breakdcnm or Totals by f/'tscal YeArs Ended June 30

1935 13/ 10,079,688 7,283,099 299,590 2, ?96,335 3,397,169 254 -
1936 25,704,241 21,'~80,746 947,255 J,?09,~ 4,778,761 13,926 15,203
1937 28,047,009 24,531,403 899,487 3,470,160 4,307,195 45,446 34,Il51
1938 14,759,624 U,028,092 552,456 1,721,772 2,409,552 9,760 11,225
1939 14,213,134 12,530,W 516,179 1/>74,220 2,386,877 8,766 11,409

1940 13,469,399 11,661,433 493,716 l,ilOl,052 2,540,368 6,914 4,478
1941 7,204,495 5,897,410 260,457 1,303,559 2,312,275 3,526 3,865
1942 6,872,298 5,583,946 281,833 1,282,679 2,483,925 5,673 6,062
1943 9,075,522 7,299,424 413,196 1,772,988 3,730,679 3,110 3,1l66
1944 10,746,044 8,792,692 410,940 1,946,296 3,339,552 7,056 6,590

y S"olspendedtrad~ llarch 1, 1936. 2/ Registered No_ber I, 1935. Suspended trading IIsy 1, 1938. 2/ Suspended trading April
'J, 1936. Y The Los Angeles Curb ExCMnge merged with the Los Angeles Stock Exchange Novemher I, 1934. OCtober 1934 !lata for the
CUrb a1'\'l 1Jlclnded. ~I &1spended tnding February 25, 1935. 6/ Suspended trading IIa,y 14, 1941. 1/ IIarged wi th the San
Francisco Stock Exchenge !lay 1, 1938. Y Rep.stered June 1, 1936. 9/ Registered OCtober I, 1935. 10/ 500 shares or le8S.
111 Include" 126 t.bQ1sand unclassi tied trading on the Baltimore Stock Exchange in 1934; $1,078 thClll•• iid pasa-book trading on the
ll1e"..land Stocle Exchanfll through October 1939, after .. icb date ,",ch trading was d1Bcontil1led. W $500 or less. W Nine months
totals.

mm.-I!iabt and warrant ales were included wi til stock sales through Decelllber 1935.
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tabla 7, IV'\ 2, -.n.~__ aDd y~ 01a.. ..All JlaIlateNd lINnUl_ ..,.,. ...

(1a~)

St.oob l/ Boa1.y Jtt.ahte llIIIl ....
fatal.

JIub\ .... er Marb~ Pr1Doipal 1lIU'ket ....
I!la:bm>p Yalae .. 01 Vallie Aaount Value at

(JJoUan) (Dallan) lIlarM (Do1larll) (Do1larll) (DoUan) adw

.ul BacLatered Bxcla_ lD,746,~ 8,?92,692 410,9'0 1,946,296 3,339,553 7,$ 6,'90

Bal~ Stock BxcbaD8a 6,638 4,817 222 1,821 3,4f!1 - -
&e1aD 5tocI< ~. 11.7,1.82 l.l6,965 3,611. 217 'J!n - -
Chl.cqo Baud at ::0 ::0 9 0 0 - -
Chl.cap Stoc II: JtzchaJ>&a 166,000 165,9?6 8,274 0 0 24 22
C1DciIIIIati Stock Em'--' 7,170 7,147 286 ::0 2:l - -C1Itwlacl Stodt Bxc...... 9,796 9,753 434 24 2) 19 2S
JllttZ'oU S'ooll: 1IIalIa.,. 27,914 27,914 2,871 - - - -
'- ....... S\a:II: Em..... 56,571 56,567 4,l.2O 0 II 4 4
.. Or~ StocII: BlIclIm>p 1,050 1,041 143 9 9 - -.. TcrJr Qarb Bxc__ 960.J08 ?U,488 64,911 1.64,404 22l,8'J4 4,416 2,358.. T_ S_ Ezc ..... 9,225,128 7,444,192 306,683 1,778,346 3,112,060 2,590 4,172
fh' Jadalp!ll a Stocll: Bla:!aDp 61,154 61,139 3,287 15 21 - -
PUtel:lDr&b S\a:II: 13,400 13,399 1,082 1 1 - -lit. Lco1.e StocII: Ezclanp 4,Sll5 4,435 2lB 150 186 - -Sau lab S'ocII: Ezc~ 871 871 5,754 - - - -8&D PraIlc1eco II1D1.a& Ezcla .. e 120 120 2,064 - - - -
8&D PftDc1sco StocII: BmIanp 86,m 85,167 5,300 1,207 1,500 3 6
S'--rd S\ack Excb. ot SpoIlaDe 544 544 1,646 -- - - -Wubt.Dct<Jn Stodr Ixcbmp 1,2:13 1,134 25 79 73 - -

1943 1,104,198 930,.392 43,471 173,474 319,102 332 210
Au ... 713,682 m,684 27,782 U5,7'16 200,797 222 1.82
Sapleimar 684,685 5Sll,690 26,189 125,866 229,324 129 131
Oc\clber 683,101 545,041 24,542 l37,656 253,466 404 700........... 821,639 687,619 32,239 133,756 234,626 264 au
Jlecabno 886,893 747,340 33,844 138,736 260,815 817 562

1944 .w-r,- 884,8'71 672,353 32,537 211,667 352,987 857 1,124
~lInIu7 m,m 668,369 30,988 228,198 428,754 604 421
llarcb 1,165,680 979,58.3 46,586 185,281 307,972 816 331
AJril 707,697 561,595 25,032 144,882 221,137 1,220 l,DS
lIlT 852,283 685,590 28,913 166,046 234,544 647 496
"... 1,343,538 l,lSll,4)6 58,817 184,3Sll 296,029 744 252

y "Stocks- 1Dclud_ -.otl.lI& trAet certH1catea, A.eri.can depae1t&r7 _pt.e, and ce!'tl..t1catee ot deposit tar e'oolal.
y "lIoDls." 1ncl.... aartpp c:ert;1.t1eatea ... d c:ert;1.t1eatea at deposU tor bonde.
1llrB.-Vahe cd yom- ot sal_ all reglatered INlCI11"1 tl.ee lIXC'-&ee are reported in conneeuOll wi th teee JS1d UDder

5ec1;1"" 31 or the Secart.t1. .. ~e Ac~ ot 1934. For _to 8IlI:II&Dps the 11guree represent tnnsact.1Ol1S clared
c1Dr1JIc the calmc5ar _tho !b daa dt.tter bola CCIIpU'able fipres in tlIe St.atist.1cal Bulletin m.e \0
rtrI1a1aD -.". .xdIaD... For lier data the B1.Dth .&rmaa1 Baport ot the CCIa1ssiOll, pap A-lb; ih" Eighth
AmIral IIIIport, pap A-9; 1be SfteDth AJlDJal JIBport., pa.- 2ll8-:295; the S1xth Amual Report, paps 276-2831 the
F1nIl ADIaaJ. BIlport, paps 222.227; the Fourth A!UI1al Ileport., 166-171; the Tb1rd Anrmal I!loport., 1D8ert
t'aclDg pap 156, the Seoond .&rmaa1 Report, 1mert ~-D£ pall" 116, aDd the FirBt Anmal IIeport, papa 87-91.
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!'able 8.--llu1.a t01'110 caed lIT 10........ 1n _1t~ ..ttaul .ecorl.tw cc~
_. tor each t01'Jl, tile -.. of _it.1ea ras1atered iaau ...... 1molYed as of
June 30. 1943, and June 30, 1944

19
10
21
S2
18,
82

7
1

47
54

"4

17.3

4
1,6)7

12

,
I
I

I
I

86
10
)2
8)
20

8
201

8
1

79
98
87
4

As of June 30, 1944

I
I
/ I

I I
11 i \

7
1

47
54
57
4

s
82

21
15
2J
'3
20

178

2.2'0

4
1,666

13

8
2

79
98
88
4

89
l'
3'
86
22

820'

8
2.4'l6

22

3,866

As ot Jw1a 30, 1943

seouriti"!1 zaouara
R.ogiatAnd Involved

I

I
I
I

total •• 

ProYisional reg1Str&Uoo 1'01'11 .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ..
General CorporatiOQlS .. .. .. ..
trn1DCOl'iXJr&ted. issuers ..
Issu..... .aIdng anuual reports umer Section 20 or tile Jnt.eratate e-c. Act ...

ameaIed. or umer Seot1or. 219 ot the Cooomn1c.tlons Act ot 1934 • • • • • • • 
laauers in rece1-.ursh1p or l>anlcroI>to7 and IIOldn£ annual reports umer Section 20

of tile Iut.erstat. e-rce Act, as aaendecl, or WIder Saotioa 219 of the
eo-un1Cl\tiOdS Act of 1934 ..

lDsu.raDce cocpanies otber t.h&n lite and title inao.ranoe 00IIql&!l1&S ..
~1cate8 of deposit issued tw a coa.1:ttee .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ..
Incorporated 1lm>ataleDt ~.. • • • • • • • • • • • • • • • • • • • • • • •• 
Vot1ng trust cert.it1cate8 and um.er1J1ng securities ..
tJn1Doorpor.ted 1asu ....... pr~ 1n the _in eee or inve.ting or trad.1na

in l!leeur1tles .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ..
lQreign govensmJt. and political eubctlrts10ns toereof ••••••••••••• 
.IJo<,r1can certificates issued against roreign .ecurities and tor the vmer~

8ecur1t1ea .. • .. .. .. .. .. • • .. .. • .. • • .. • .. .
Securities other tIBD ot toreign pr1....te 1ssuers

=l:fe;o:~~ft:a~ in.ba;l~; ~;~; ~r"their'J~e;a~~:
secnr1ties or .. aor issuers other than tOo sucoeed1ng inaolveut 10.",,"

bold1:Ds co-panie.

7
10
1J
12

12-A

13
14
as
16
17

18
19

20
21
22
23
24

11 lDCludes4 is .........baviD« securities 011 2 heaic to..... and 1 issuer bovine securiti ..
reg1._ on 3 heaic tOl'llS. \ll>dupl1oated ecant 1a tberetors 2,244 108

Y IzwlDdee 3 1s:1uers bavil:g aee1lr1t1ea reg1atered on 2 heaie tona SDCI1 issuer ba.ing .eccrit1ato
registered 3 basic tor-. 1IIldupl1aated OOQIlt 1a theratore 2.196 10Bner8.

Table 9.-C.l.assltlcation, by 1ndu.str1es,ot issuen bo'ti::lg securit1eo regist.red
on national .eourit!.aa -baDBee as ot Jlme 30, 1943 an:! Jw1a 30, 1944

I - ot 1a8Wl'S

Agr1cnUUl'O -::-::1 A4 or 30. 19.\3 I As of 30.

..(~,~t~,~.) l ~ ~
Bu1ld1ng and related (1nch>ding -.., ba1ld1ng at.er1&ls,

am coo.st.ruct.1on) • • • .. • • .. • • • • • .. • • .. .. • • * • • c • • 81 81Obea1.cal.8&rX1all1edproducts...................... 82 82
f1caneial. SDCI ooapan1es (iavolrtaent tnlot8, t1n 1lIenranoe. etc. 141 132
rood related produeta I 107 104
Foreign so-te and political BUbctlviBi~ •••• 80 80

printe 10....... , other tbal1 Canedian SDCICllhaD 54 54
Iron .teel ("""1llll1»g acb1ner7) J 69 68
-17 and tools (eml:G41nc tnnsportat1on equ1PMCt) I 167 168
~-"ir.g (clla1n stores. departa<Iot ~""'" et<l.) • • I 160 154
X1.Ding,ooal. •• e••••••• 26 24
Jl1nj,ng other then ooal ••••• 226 219
Iliacel.l.aneona anut~ • • • 59 60
Oil ond gas wlls • • • • • • • • '9 54
Oil re£1niJJs and d1atr1!>ut1"ll • • 37 38
Peper Uld p8pGZ' i"'Od»ote •••••••••• 38 38
Printing, publiahin&. aDd al.l1ed indn.nrlea 21 20~eatate.................... 23 23
Rubber aJ>l! .... tlm- prodno1.ll (tires, oboe •• sto.) •••••• • • • • J2 32
Serviooa (1tloIlold1ng ~. te, hotels •..... tAnrantB. sto.) 44 43
Tenile. e::d relst<Od Pl'odIIcts • • • • • • • • • • • • • • • • • • • • •• 1'9 '9
i-ob&cco pro4uct.a c .. .. .. .. .. .. .. .. .. .. .. .. .. .... I 19 18
Tranopo_ton and -..t1on (~. tslo;oh:me. r.d1o, .to.) ., I 291 283
Tranoportatton eq~ (~, a1~,~, _.cri ... sto.ll 171 170
lItllitjr bolding (.laoV1.a. pa, Uld eater). • • • • • • 41 41
lltllitjr ho~UIc (alootrta, gas Cl4 .tar) 17 16
lltllit,r OFC'&t1n& (olocJtrio, ... , Cl4 _) • • • • • • • '! 8' 82

1944

. 2,244 2,196
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fU1e 1O.--l!IIIIber lIDd UI)IlJJt, or securit1"", Sep&rllte:Q' tor lJtocb SJld boDda, classified 8CCO%'d1D& to
bu1.s tor Ud8s1on to clealiJIg CD all tIZCIIaJI&- as or "- 30, 1944

STOCKS
COLIIJIII I (1) COLlIIIII II (2)

BuU tor adwfast ...
to dM11JIg Iaaues IIIIIIber or ...,.. r.sa- IIaIIber or ebuee

Registered • • • • • ........... 2,550 2,285, 'lI63,OIl8 2,550 2,2w.i, ?63,OIl8

TelIIporar1l,T a.pted r.- regUtrat1ca . 3'1 (3) 9,422,906 3'10) 9,422,906

klmtted to 1lD1iated tndiDc pr1.uec-
1,66'1,333,4005 458 310,632,380on reg1.etcred e:xc!IMgee. • • • • .. .. 1,001

L1sted CD achaIIpe lJ7 92,3S4,968 88 :n,564,504

AdIll1tted to unlleted tr.d1Dg pr1.uec-
1O.6S2,~ IrI> 4.89'7,117OIl -.pted ac!IaDgee. . . . . . ... 53

1'otal. stool< 18_ SJld m.be:r or shu'ea lIda1tted to dealiJIg OIl all .. .... 3,119 2, '7ll.2?9, 999

BOIIDS

Iaauee PriDc1pal Ieeaaa PriDc1pal -.at

................ 1,185 (4) ~358.063,564 1,185 (4) ta.358,063,564

aeopted r.- reg1etrat1cD 230) 350,254,447 23 (3) 350.254.447
Jdldtted to lID11eted tnd1JIll pri~

1.98'7,016,9IrI>011 registered PCbaDgee ••• ...... 201 2.400,95'7. sIrI> 1'18

L1eted on tIXeIIptecl PCbaDgee • • • • • • • 7 14,«3,000 '7 l4.W,ooo
Mld.1;ted to lIII11eted tnd1JIll pr1ril.egea

656,000OIl ......,w azehaDgu. • • • • • • • • • 3 656,000 3

1'otal. boIId 1eeIIea aod pr1.Dc1pal. -..mt adIIIi tted to dee11ng 00 all ezcimIpII • • • • • • • 

(1) The purpose or Co1.uE I 1JI to s'"- tbe ouaber or securit1es ... Uted to deel.iDg 1IDdL _lie 'rlIr1ou8 baa .... tor a-ia1an or securiUes
to dealing on exc!Bnges under t.be Act. Each securit7 is counted 0IICe 1lIlder eech bes1B ror 1ts lIda1ss1on to deeJ1Dg. For lIDQIlIp1e.
U a eecurit7 18 reg1etered on 0D8 or .ere ae!langes and also 1lXl11lrted CD ODe or -.zoe oti>er registered excbsnges, such securit)- 18

ocnmted once under -Reg1Jltered- sod 0II0e 1IDder -Jdld.tted to lIII1.1S'ted tnd1JIll pr1rilegee on registered excheDgee-. ftI1JI col .... 18
DOt total.ed becalIae ot lIUCb dupl1.ca1;1oalI.

(,) The purpoae or ecw.n II is to s'"- tlIe 1IDdDpllcated total or all eecur1t.1ee .-s.tted to cieallnl! on all ~. secur1t)- 18
counted once, and once, aDd tbe el1ldJ>st1on or dupllcaUoos conta1ned 1D Co1.uE I 1JI ude 1D ColmD II 1D tbe order ill1lh1ch
the nr10us bUae tor trading 18 gi-. For- ElllBIIIp1.e. or the 1.001 stock ae- s~ 1n Col ... I as lIda1tted to lID11eted tnd1ng
privileges on reg1Btered ael&lgell 541 are also reg1e1:ered lIDd 2 are also te.porar11y -.pted r.- reg1e'tration, leaviJIg tbe 458
shown under Col .... II; or t!Ie 137 etocI< 18SU8l1 sbam 1D ColmD I .. l.1JIted OIl 8PlIIIIpted aze!langes 39 are also reg1Btered sod 10
are also adIII1ttecl to unlisted trad1D& pr1Y1leges on registered lIZCblIzI&ee. lesY1Jlg tile B8 sbam 1D Colum II; SJld or Us 53 etocI<
issues shown 1D Col ... I as lIII11eted OIl aapted llXCbanges 6 an also reg:Lriered eud 118 also admitted to lIIi11sted tnd1ng
pri'li1eges on a reg1stered ~. lea"riDg the IrI> shown ill ecw.n II. ct the 201 boIId 1aeuss shown 1n Col ... I .. addtted to
unliated trsd1Jlg pr1Y1leges OIl reg1.etered &%Changes 23 are a1eo reg1s1;end, leniDg tbe 1'18 lIba1m UDder Co}", II.

(3) !DclDdelI c:ertejn -..nUes reeul~ r.- -edU1cat1ons or pre'f1owoly l.1eted eecurit1es, securit1es ot certain tcJb, aDd NCII1'-

1t1ee or certa1n 1JI8118rS ill banI<ruptc;y err receivenb1p or in t!Ie proceee or reorgan1sat1oll lIIIder tile ilaIlII::r'aptQ Act. !IIeee
securit1ss ba'ftl taporar1l7 exe.pted hom the operat1on or Sectiorl 12 Ca) or tbe Securit1ee Act or 1934, .. -.led.
upon epec:ified 8Ild CODd1t1Cl1leand Eor stated per10cbI pare1lUlt to ..w.. and regu1at1Cllle or tbe ea-Jae:l ....

(4) 1Dclodee 8 bond ill pounds sterling and 2 toDd iSSUBll 1n Freocb rrax- ill tbe a.>unts or L29,643,6OO and 34,471,680 Freocb
Eranc:a, reepect1'ftl1y. !beee a.>aDte ba'ftl been cm:1uded r.- the priJlcipeJ. DDIIDt; 1D dollars sbam abcml.
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11...-.. ot , _~ tor l1li _. reca -.tW to lIDUaW -.. prt..u.... "'_.or _ua.1 -. .. at 30. 1944

StOCI8 ., __ tetor __ ot

Cl... U!.oati ... (1) (2) (3) (4) (S) (6) (7) (8)

fatAl .tooIe ~. reJ1._ • • • • • .... 2.SSO 1,654 0 3SS 0 247 l46 6S 53
TOtAl.took laK .. tW to lIDUaW trad1lltl

l46 6S 53pI'1~ ...... zatloal -hazlc" ..... 1,001 0 "" 0 16 247

A-23

fatal 1aa rel1atere<l
fota.l _1aau -.tW to lUI11aW t.rad1Da

pI'1'J1la&M OIl_U~ ~.. • • • • • 

1.18S

201
o

o

lJJI/IopaoaW tot&l ot .took 1uua. reJ1- IIIl -.tW to lID11aW -DC pI'1T1Jep zaU~ -...
_paoa_ total ot.took 1Nuaa reJ1atere<l twd 1IDl1JItad tNd1JlC pnnle emzat10lal -...

-.01> ..... .-ttld to d-11nc em..,... tbIn 1 weh azohIDp
~W to'~ ot _1_ .. "110- _ ..anw to 1lIll1atad t.nd1ng pI'1rile_ zatl.oal •• 
~W totAl ot _ 1aae. rel10tared _ -._ to 1lIll1aW tred1DC pI'1~_ _t1OIal -... -.c!l

.re adad.tw dNJ.1Jlp OIl 1 .... h -hazlca

.3,010

912 3O.3~ of _pllcoW tota.l
.1.363

137 1O.U ot ..... pllcoW tota.l

_ l2......... ot laK .... hartDc _t.1N __ to dal1JIp on au -hazlcaa .. ot _ 30, 1944
oluI1nad acccm:l1llcto __ tar -.nee ot -.. _Uae to dNJ.1Jlp

CollmD I (1)
8II.da of .-:lu:lcm o~ MaIlriUU to d.M11JaI .... r or X-.aen

r-n mrtDC __ raJ1.- . . . . . . . . . . . . 2.196

r-..mrtDC _tia. ~ ~ buo racatn_ . 42

r-n Iartuc _1'1_ -.tW to 1ID11.W tIa41Jlc pI'1~ •• OIl raJ1atared _1aDpa. 9SO

IIoun mrtDC _1'1_ l,tatad ... 120

IIoun IaT1DC _tl.. adad.tW to 1UIl1ated t.ndI.ac pI'1'11la..... _tad _1aDpa. 4S

CollmD II (2)
a.ber or Iaa:aen

2.196

2,~

(1) plJ'pOM ot CollmD 110 to the _r ot 1uuera 1a'l1DC _r1tia.adad.tW to dIal1Dp the ftr1 .... tor adad.u1cIl of
_tiN to _~ em the Act. Bach 14_ 10c_ .....-... tor adad.aa1cm at ito _tia. to dIU-

lIlp. .....-pla. lID laKe" lI1th -nUoe .. J1Itere<IIIIld .lao _tia. adad.tW to lID11aW tIad1D& pr1~_ em.... Ol' ........ &10-
-... 11o_w ..... ....J1-. IIIld..... ..- "1UIl1ated em.. 111_ ~.. fbla 11 DOtteta1aod

ot web dapllco~.

(2) plJ'pOM ot CollmD II 11 to .hoe the _pU ...tad totAl ot 1uoera 1aY1DC adad.tW to -.u.p ...au. .
Bach 11_ 10 _W _. _ 0II1T _. _ the .UadDa_ ot the dapU ... ti 111CollmD I 11 _ 111 the ardor 111_ 

the ftl'1cme tor tred1IIc 10 J1...... Ibr~, ot the 42 100ll0ra ._ 111CoJJ.n I .. 1aY1DC
npatn_ 9 alao Iaft _tiN reJ1lten4, laariDc the 33 111 III ot the 9SO1uoera ._ 1D I .. Iartuc
adad.tW to lIII11aW tnd1Ilc pr1T11e1o.... ...."._ -... 547 alao __ tiN .. 110- IIIld2 Ia... __ toeporal'1lJ' --.s

.. J1.tnticc, -rtuc the 40I 1D III ot the 120 11..... 1D Co_ I .. hartDc _UN llaW ... -""-
)2 uao bo.... __ rel1o__ 10 11&... _CllZ'1_ ~tW to lIII11aW tl'l41llc pI'1~_ ..... J1Itere<I -.... -rtuc _ 'l8_18 _ III IIIldot the 4S 11& 1D II .. IaT1DC -.ttad to lIII11aW -.. pI'1~_ ...

__ S a1ao II&ft _U;! .. reJ1.tared. 1 h&a _u...-.tW tollll11aW -.. pr1~_ .... "110- --. IIIld1 h&a
l1ated ..... -h&DCa. leeT1DC the J8 111 II.

~ __ __ __• __ _ 

~ 

_ •• • • • • • • • •• 
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Table 13.-Ilwaber oC 1aaera hav1Jlg stooD OIIJ,y, bonda oaJ;f, aDd. botb StooD aDd. bonds,
adIa1tted to ~s on all as or JuDB 30, 1~

Claaa1ficat.1on

1. Is ... rs having 0IIJ,y st.oeks adIll1tted to trad1ng on ucbang.s

2. Issuers having only bonda adIll1tted to trading on uchang.s.

J. Is ..... rs having both stocks and bonds admitted to trading on exchanges

Tota.l Issuers .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. .. ..

4. Issu.rs having stocks aQrltted to trad1ng on uchanges (Classification 1 plllS J).

5. Issu.rs having bonds adIa1tted to trading on uc!langes (Classificstion 2 plus J).

llumber of Iswers of Total 1.-.

2,066 75.23

J77 13.73

JOJ 11.04

2,746 100.00

2,)6J 86.05

680 24.76

Table 14.-liuIIlber of ia....era and B8C11rities, basis for adIlission to deaUngs, and the percentage of
stocks and bonda, for each exchange, admitted to dealings on ona or IIOre otber exchanges as of June JO, 1944

STOCKS BONDS

:c traded on I :c t...s.I
1 or IIOre 10r_

Total Total other ex- otllN' u-
Nameof Exchange ssuers issues R X U XL XU Total changes R X U n XU Total cIIuIlIIs

Bslt:\Jllore •••••••••••••.•••• 67 98 42 J 2J .. .. 68 54.41 21 9 .. JO 50.00
Boston ..................... J26 40J 140 1 205 .. .. )46 81.21 57 .. .. .. .. 57 '10.18
Chicago Board 0 f Trade .•••• JJ J7 J1 .. 5 .. .. J6 55.55 1 .. .. .. .. 1 .. ....
Clucago Stock Exchange ..... 262 J42 285 13 19 .. .. J17 62.77 14 11 .. .. .. 25 40.00
C:lJlC1.IUlat.i ............. O' 61 91 81 1 6 .. .. 88 27.27 2 1 .. .. .. J 100.00
Cleveland .................. 80 94 74 .. 19 .. .. 9J 59.14 1 .. .. .. .. 1 ......
Colorado Springs (1) ....... 14 15 .. .. .. 15 .. 15 26.67 .. .. .. ., .. .. .....
Detroit .................... 151 161 104 .. 57 .. .. 161 77.6J .. .. .. .. .. .. .. ....
Honolulu (1) ............... 92 113 .. .. .. 57 47 104 2J.08 .. .. .. 6 J 9 .....
Los Angeles ................ 187 215 120 1 84 .. 'il 205 84.39 10 .. .. .. .. 10 100.00
lIinneapol1s-St. Paul (1) ... 14 18 .. .. .. 16 18 66.67 .. .. .. .. .. .. .. ....
N... Orleans ................ 14 27 1 .. 16 .. .. 17 17.65 7 .. J .. .. 10 40.00
Ii... York Curb .............. 852 1142 437 1 490 .. .. 928 25.J2 26 .. 188 .. .. 214 8-41
N... York Stock ............. 1190 2349 1269 1 .. .. .. 1270 51.34 1065 14 .. .. 1079 11.30
Philat1elphis ............... 420 518 68 1 J86 .. .. 455 96.48 62 1 .. .. .. 6J 66.67
Pittsburgh ................. 105 121 59 2 58 .. .. 119 73.95 2 .. .. .. .. 2 ........
R1cbDond (1) ............... 21 28 .. .. .. 27 .. 27 14.81 .. .. .. 1 .. 1 .....
St. !.otl1S ......................... 47 79 67 1 .. .. .. 68 26.47 11 .. .. .. .. 11 72.7)
Salt. Lak................... 94 96 89 .. 7 .. .. 96 10.42 ., .. .. .. .. .. .....
san Francisco Mining ••••••• 39 39 39 .. .. .. .. 39 15.38 .. .. .. .. .. .. .. .....
san Francisco Stock ........ 275 J40 160 5 153 .. ., J18 7l.0? 21 .. 1 .. .. 22 86.36
Spokane .................... JO J2 21 .. 11 .. .. J2 Jl.25 .. .. .. .. .. .. .. ....
lIashington , D. C........... J3 51 28 11 .. .. .. 39 10.25 12 .. .. .. .. 12 J).))
WMel1ng (1) ............... 23 25 .. .. .. 21 4 25 44.00 .. .. .. .. .. .. .....
(1) Exempted fna registration as a national ........rit.1.s uclange

R, registered; 1, taaporarily ODIIPted en. regist.ration; U, adll1tted to unliSted trading privileges on a national llOCIIr1t.1.. ~,
XL, l1eted on an aapt.ed excbange; and XU, aQrltted to unlisted trading privileges on an 8X8IIpt.ed exobange
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...... 8ect1oD
Pr1Jlc1pal ofd .. 1lII1ted stat. TnlH ..... of Jet
detlllldute flllldute Il1nr1ct Court ~f:UAd 1Jml1Ted stat". of cue

Art-ua m-, Ltd., 2 Jr1SOIl& I.pr. 8, 1943 880. 22 (b) of Order 1.8. 1943 required
eI; al. 1m Jet. ArtEll1aa V:1nee. Ltd. to appeBr

betore an officer of the
CoIIIIz1.8e1oDon JUDe 28. 1943 and
produce the records d8llcribed
in euq,o_ duo8ll t_
S.. fable 26
Civil Cont.-pt i'1'oceed1nga.

Ir..-. w. a, 1 Southern D1&- ~. 14. 1944 Sec. 22 (b) of Order entered ~. 31. 19"
tr1ct. of 1933.let. direct1Jlg rlllPOJldent to appeer

CaJ..Uorn1a before an officer of t.he
Coadeelon on April 14. 19".
and produce 9 of 13 it ....
d8llcr1bed in subpo_ dnc8ll
t8C1lL Cue peoi1ng on appeel.
1:¥ rlllPOJldent. notice of 1Ih1ch
w&II fUed on IIo;y 13. 1944-

Gulf stat. !IoJaU;.T 1 Southern D1&- Sept. 3. 1943 Sec. 22 (b) of Order entered Dec. 22. 19A3
Co. tr1ct of 1933 Act and directing r8llpondent to appeer

lI1ae18e1ppi Sec. 21 (c) of before an Officer of the
1934 .let. ComIIDse1onon Jan. 11, 19'4

and produce docUlllllUtuy
er1dence.

II:OIzrT (W. &.) III; al. 3 Coloredo June 1.4. 19'4 Sec. 22 (b) of Hear1Dg held Jlme 29. 19" on
1933 .let. order to shaw cause wb;y order

should not 18sue. COlJrt directed
appl1cant and r ... pcndents to

Sec. 22 (b) of
subB1t triefs Jul;y 13, 19'4.

DIe ha!1eld 1 Southern D1&- jpr. 13. 1943 Order, June 1, 1943. requjred
of C&l.Uorn:1& tr1ct. of 1933 .let. respondent to produce books and

CaJ..Uornia records on JUDe 1. 1943. Op1n1nn
r8lldered JUDe 30, 1944 CG&-9
a!f1m1ng the judgment of June 1,
1943.
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