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FOREWORD

. - L R Lo . 1
This, is, the eighteenth annual report of the Securities and Exchange
Commission to.the Congress, summarizing .the work of the Commis-
sion during the fiscal year July 1, 1951, to June 30, 1952. L
The year has been one of continued -intensive activity for the
Commission, which has operated under difficult conditions -of re-
duced manpower resulting from a substantial cut in the appropriation
to the Commission for the fiscal year amounting to almost 16 percent.
. Registrations of securities were the largest amount for any fiscal
year since securities have been registercd with the Commission,
and corporations raised more funds ,inthe United States capital
market in fiscal year 1952 than in any 12-month period since 1929.
Registrations, totaling $9.5 billion in the fiscal year, brought.the
average for the post-war fiscal years 1946 to-1952 to $6.7 billion,
compared with a $2.1 billion average for the fiscal years 1939 to
1945. Total corporate securities offered for cash  sale during . the
1952 fiscal year exceeded $9.0 billion. The large volume of securities
primarily reflected the greater need for funds by corporations, par-
ticularly those in defense industries, to finance their record expendi-
tures for plant expansion and new equipment. The successful
flotation of securities of this magnitude was possible because of
the prevailing favorable economic conditions, with the financial
position of corporations generally satisfactory and the securities
market strong.

In addition, the Commission, under the statutes which it adminis-
ters and under Chapter X of the Bankruptcy Act, is charged with
many other important duties, such as the surveillance of the securities
markets, the regulation of the activities of brokers, dealers and
investment advisers, the direction and supervision of the integration
and simplification of public utility holding company systems, and

-advisory participation in Chapter X reorganizations. The Com-
mission’s activities under the Public Utility Holding Company Act
of 1935 during the past fiscal year and the early months thereafter
have been highlighted by a series of successful compromises among
various classes of security holders, effected with the assistance of the
staff of the Commission, which have substantially reduced the time
necessary to conclude many of the pending reorganization proceedings
under section 11 of the Act. The report discusses these and the other
activities of the Commission.

A significant development during the fiscal year which will aid
in the prevention of securities frauds in connection with the sale in
the United States of securities by Canadian brokers and dealers
was the signing of a Supplementary Extradition Convention between
Canada and-the United States. This Convention provides for the
rendition of such persons charged with securities frauds.

The Commission has endeavored to maintain a high standard of
accomplishment in the face of an increasing work-load, notwith-
standing successive drastic reductions in its staff in this and preceding
fiscal years made necessary by budget limitations. The number
of employees of the Commission today is less than one-half of the
average number employed in 1941. Since the end of the 1952 fiscal

X1



X1I FOREWORD

year, the over-all staff was reduced from 866 to 793, or by 8.4 percent,
as of December 31, 1952, and because of the unavailability of funds
a further decrease to about 770 is likely by June 30, 1953. Despite
the streamlining of procedures it has been necessary to eliminate
or curtail various services valuable to the public, and the reduction
in staff seriously hampers the Commission’s performance of essential
duties and threatens its ability to cooperate promptly and fully in the
financing of the defense effort.

During the fiscal year a subcommittee of the House Committee
on Interstate and Foreign Commerce, under the chairmanship of the
Honorable Louis B. Heller, was engaged in an extensive investiga-
tion of all phases of the Commission’s activities, and heard testimony
by members of the Commission and staff officials. A large amount
of material was prepared and submitted at the request of the sub-
committee, relating both to specific cases and to the activities of the
Commission generally. The Commission cooperated with the sub-
committee in every way possible, devoting about 20,000 man-hours
to the matter, which was still pending at the end of the fiscal year.
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COMMISSIONERS APPOINTED SINCE PRECEDING
o FISCAL YFAR

Clarence H. Adams

Commissioner ‘Adams was born in Wells, Maine, on November 1,
1905, and resides in Bloomfield, Connecticut. In 1925 he moved to
Connecticut where he entered the investment banking business.
In 1931 he organized the securities division of the Banking Depart-
ment and became the first Securities Administrator of Connecticut,
responsible for the administration of the Connecticut Securities Act,
which -position he held until 1950. In 1945 he served as President
of the National Association of State Securities Administrators. His
business background includes membership in an investment banking
firm in Hartford, and he headed a lending institution in that city.
On May 8, 1952, he was appointed a member of the Securities and
Exchange Commission for a term of office expiring June 5, 1956.

J. Howard Rossbach

" Commissioner Rossbach was born in New York City on December
19, 1913. He received an A. B. degree from Yale University in 1935
and an LL. B. degree from the Yale Law School in 1938. He was
admitted to practice in New York the same year. From 1938 to
1940, he was associated with the law firm of Cook, Nathan, Lehman
& Greenman in New York City. After five years of military service,
he was associated ‘with the law firm of Guggenheimer & Untermyer
in the same city from 1946 to 1950. From September 1950 until
he came to the Securities and Exchange Commission, he was Attorney-
in-Chief of The Legal Aid Society in New York City. He serves
under a recess appointment to the Commission, dated July 9, 1952,
Congress having adjourned before acting upon his appointment for
a term of office expiring June 5, 1957.
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PART I
ADMINISTRATION OF THE SECURITIES ACT OF 1933

The objectives of the Securities Act of 1933 are to provide investors
with full disclosure of material facts regarding securities publicly
offered for sale through the mails or instrumentalities of interstate
commerce, and to prevent misrepresentation, deceit, or other fraud-
ulent practices in the sale of securities. Disclosure is obtained by
requiring the issuer of such securities to file with the Commission
a registration statement, and related prospectus, containing signifi-
cant information about the issuer and the offering which meets the
standards prescribed by the statute. These documents are available
for inspection by the public as soon as they are filed. In addition,
the prospectus, which must be furnished to prospective investors
at or before delivery of the security, effectually brings the prescribed
disclosure directly to the attention of the individual investor.

It is the underlying theory of the Act that an investor equipped
with such information will be in a position intelligently to decide
for himself whether or not to buy the security offered. Thus, the
Commission is not empowered by this legislation to pass upon the
merits of the security; and, in order to make this fundamental principle
abundantly clear, every prospectus is required by the Act and the
Commission’s rules and regulations to carry the following statement
boldly on its face:

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED
BY THE SECURITIES AND EXCHANGE COMMISSION NOR HAS THE
COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF

THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY
IS A CRIMINAL OFFENSE.

DESCRIPTION OF THE REGISTRATION PROCESS

The Registration Statement and Prospectus
Any security may be registered with the Commission under the
Act by filing a registration statement on the appropriate form. Corre-
spondingly, no security may be sold in interstate and foreign com-
merce and through the mails unless it has been so registered.! Listed
below are the various forms prescribed for registration of securities:
Form S-1. General Form for Commercial and Industrial Companies.
Fosrm S—2. For Shares of Certain Corporations in the Development
tage.
F Oé'm S-3. For Shares of Mining Corporations in the Promotional
tage.
Form S-4. For Closed-End Management Investment Companies
Registered on Form N-8B-1.
Form S-5. For Open-End Management Investment Companies
" Registered on Form N-8B-1.
Form S-6. For Unit Investment Trusts Registered on Form N-8B-2.
Form S-10. For Oil or Gas Interests or Rights.

A(:tThere is a limited exemption of securities specified in sec. 3, and of {ransactions specified in seo. 4 of the
232122—53——2 1
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Form S-11. For Shares of Exploratory Mining Corporations.

Form C-2. For Certain Types of Certificates of Interest in Securities.

Form C-3. For American Certificates Against Foreign Issues and
for the Underlying Securities.

Form D-1. For Certificates of Deposit.

Form D-1A. For Certificates of Deposit Issued by Issuer of Secuntles

Called-for Deposit. - : -

Form F-1."For Voting Trust Ceitificates. S |

“Each ‘form is ‘designed to disclose” appropriately for the class of
issuer involved the types of information prescribed in Schedule A
of the Act. .As provided therein, these disclosures therefore cover
such matters as the names of persons who exercise control and direc-
tion of the business enterprise; the security holdings, remuneration,
options, and bonus and proﬁtr‘sharmg privileges, of each such corpora-
tion m51der the character and size of the busmess financial statements,
certified by independent public or certified accountants showing the
profitableness or unprofitableness of operations; the capltal structure;
underwriters’ commissions; pending or threatened legal proceedmgs,
and the specific detailed purposes to which the proceeds of the oﬁ'ermg
are to be applied.

The prospectus, which as heretofore stated .must be furmshed to
the purchaser at or before the delivery of the security, and which
is an integral part of the registration statement, contains in abbre-
viated form the more essential 1tems disclosed in the registration
statement proper.

Schedule B of the Act specifies the correspondmg types of informa-
tion that must be disclosed-in registration statements filed by foreign
governments. The Commission has adopted no particular form for
the use of Schedule B registrants; hence, foreign governments may
employ any form which adequately discloses.the specified information.

As a part of its continuing program to make the prospectus a more
readable and understandable document, the Commission gave public
notice immediately after the close of the fiscal year of a proposal
further to change its rules governing the preparation and use of-this
document;which is so:vital to the;accomplishment of the objectives
of the Act. In view of the importance of the proposed changes they
will be discussed at some Iength elsewhere in this report ;

Exammauon Procedure N

The staff of the Division of Corpora,tlon Finance examines each
registration statement to determine its.compliance with' the Act and
the Commission’s rules and regulations which’ unplement the . Act.
This a,na.lys1s of a reglstratlon statement is never a simple or routine
undertaking for the security analysts, accountants and lawyers who
must work together as a coordinated team in completing the examina-
tion procedure within the short time limitation imposed by statute.
Always comprehensive, the processing frequently i is an exacting task,
Especially is this so when.the staff encounters in the registration
statement novel or complex financial problems peculiar to the line
of business in which the registrant is engaged, or. finds that "the
registrant has an unusually comphcated capital structure, or multiple
and far-flung subsidiary companies.
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From the outset of its administration of the Act, the Commission
has employed various ififormal techniques Which' have simplified,
speeded-up, and made more effective the examination procedure.
Devices used for these purposes have elicited widespread commenda-
tion of registrants generally and are continually being improved.
- Even before a statement is filed, the registrant’s lawyer, accountant
or other representative has the opportunity to visit the Commission
and engage in an informal prefiling conference freely made available
by the Commission’s expert staff in any.case where such help is
desired in solving any problem that has arisen or may be anticipated
in the preparation of the proposed registration statement. As a
result, types or methods. of disclosure appropriate under. the circum-
stances of the particular case are determined in advance of the filing.

Where a statement has been filed and is shown upon examination
to be inaccurate or incomplete in disclosure of material information,
the registrant is customarily advised by means of an informal letter
of comment specifying the information which must be corrected or
supplemented in order to meet the prescribed standards of disclosure.
The significance of this device lies in the opportunity it affords the
registrant to file correcting amendments before the statement becomes
effective. i

It is not desired by the Commission, the issuer, or the underwriter,
that a registration statement should become effective unless it com-
plies with the Act. Often when the staff discovers deficiencies in the
statement as filed, or when the issuer or underwriter on its own motion
wishes to amend the statement or simply to delay its effectiveness
because of swift-moving developments in the highly sensitive and
competitive securities market or other business reasons, some risk is
created that the registration statement may -become effective in
defective form or inopportunely for the purposes of the registrant.
Accordingly a practice has been developed whereby a registrant
facing such a risk may file a delaying amendment which has the sole
purpose of starting the statutory 20-day waiting 'period running
anew. During the1952 fiscal year a total of 678 delaying amendments
and 1055 material amendments were filed before the effective date
of registration. . SR .

The Commission has power to issue a formal order under section 8
of the Act preventing or suspending the effectiveness of a registration
statement. The substantial nature of the deficiencies found in a
statement against which_a stop order was issued under section 8 (d)
during the 1952 fiscal year will be discussed elsewhere in this report.

The Commission’s vital examination functions face a risk of serious
impairment resulting from the continued reductions in appropriations
to the Commission in recent years. During the year, budgetary
limitations forced the Commission to close its registration unit in
the San Francisco Regional Office where registrants located in the
Pacific Coast area or in Hawaii could conveniently file their registra-
tion statements instead of being required to submit them . to the
headquarters:office of the Commission in Washington. It.also be-
came necessary to abolish the small field office in Tulsa in charge of

.a staff geologist which had made effective contributions in the pre-
-vention and punishment.of fraud in the sale of registered and exempt
oil and gas securities. . : '

N
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Effective Date of Registration Statement

Congress provided for a lapse of 20 days in the ordinary case be-
tween the filing date of a registration statement and the time it may
become effective. The purpose of the waiting period is to provide
investors with an opportunity to become familiar with the proposed
security before it may lawfully be offered to them. The possibility
of achieving this purpose is greatly enhanced by the fact that imme-
diately upon the filing of a registration statement extra copies of it
are made available by the Commission to representatives of financial
news services, financial writers, and newspapers generally. These
representatives in turn prepare releases covering all information
disclosed in the registration statement, or various items selected
therefrom as they prefer, and set in motion widespread publicity
about the contemplated offering which is immediately put on the
wire and distributed to their subseribers scattered from coast to coast.

The Commission is empowered in its discretion to accelerate the
effective date so as to shorten the 20-day waiting period where the
facts are deemed to justify such action. In exercising this power,
the Commission must take into account the adequacy of the infor-
mation about the security which is already available to the public,
the complexity of the particular financing, and the public interest
and protection of investors.
Time Required to Complete Registration

The time required to complete the registration process is influenced
by certain variable factors, largely beyond the control of the Commis-
sion, such as the following: the tume required by the staff to examine
the registration statement and send its letter of comment; the time
required by the registrant to prepare and file a correcting amendment;
and finally the time required by the staff to examine such an amend-
ment in the same manner as the original filing—including any extension
of time which may have resulted from the filing by the registrant of a
delaying amendment. The average time required in each month of
the 1952 fiscal year for each of these principal stages as well as for all
steps combined in the registration process is shown in the accompany-
ing table. This table shows little change from results achieved during

Time elapsed in registration process—1952 fiscal year

1951 1952

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

Total number of registra-
tion statements becom-
ing effective._.._.._.... 46 30 37 60 60 44 52 42 74 77 61 53

Number of days elapsed
(median):

From date of filing reg-
istration statement
to date of first letter
of comment._.___..._ 10 10 10 10 10 12 10 10 1 12 12 10

From date of letter of

. comment to date of
filing registrant’s first

ialamendment. (] 8 5 5 6 5 8 [ 5 6 (] 5

From date of flling first
material amendment
to effective date of
registration___._._.. 6 5 5 5 4 4 6 4 4 5 5 5

Total number of
days elapsed
(median)....... 22 23 20 20 20 21 2% 20 20 23 23 20
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the preceding two fiscal years. The average time required to complete
the registration process for the median statement, which amounted
to 21}12 days in both 1950 and 1951, was 21% days in 1952. In view
of the currently increased work load, aggravated by the acute man-
power shortage, this favorable result is attributable in no small part
to the loyalty and devotion of the members of the staff, many of whom
frequently work a considerable number of hours of overtime without
receiving extra compensation therefor.

YOLUME OF SECURITIES REGISTERED

The amount of securities effectively registered during the 1952
fiscal year was $9,500,000,000, the greatest amount for any fiscal year
since securities have been registered with the Commission and a third
greater than the previous high of $7,073,000,000, the amount for the
1946 fiscal year.? This is the seventh consecutive fiscal year for which
registrations were in excess of $5,000,000,000. Figures are presented
below on the annual volume of effective registrations since 1939 and
the extent to which these registrations were for cash sale for account
of issuers. More detailed information on registered issues for fiscal
year 1952, including monthly figures on the number and volume of
registrations, is given in tables 1 and 2 of the Appendix.

Effective registrations 1

For cash sale for account of issuers
Fiscal year ended June 30 All regis-
trations
Total Bonds Preferred | Common

$9, 500 $7, 520 $3,346 $851 $3, 332
6,459 5,169 2,838 427 1,904
5,307 4,381 2,127 468 1,786
5,333 4,204 2,795 326 1,083

6, 405 5,032 2,817 537 1,678
6,732 4,874 2,937 787 1,150
7,073 5,424 3,102 901 1,331
3,225 2,715 1,851 407 456
1,760 1,347 732 343 2712

659 486 316 32 137

2,003 1,465 1,041 162 263
2,611 2,081 1,721 164 196
1,787 1,433 1,112 110 210
2,579 2,020 1,593 109 318

1 Figures in millions of dollars, rounded to even millions. Bonds include face-amount certificates. Com-
mon stock includes certificates of participation and all other equity securities except preferred stock. Earlier
years are shown on p. 5 of the Sixteenth Annual Report.

Number of Statements

The amount registered in the 1952 fiscal year was represented
by 635 statements covering 881 issues, compared with 487 statements
covering 702 issues during the previous fiscal year. The number of
statements differs slightly from that shown under ‘“Registration
Statements Filed’’ on a subsequent page, as explained in table 1 of the
Appendix, note 2.
Type of Registration

Of the dollar amount of securities registered in the 1952 fiscal year,
79.3 percent was for cash sale for account of issuers, 2.2 percent was
for cash sale for account of others than issuers, and 18.5 percent was

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

unregistered issues, appears on pages 189-91 of this report, while statistical data thereon appear in tables 3, 4,
and 5 of the Appendix,
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for other than-:cash sale as itemized in Appendix. .table:1, part 3.
Compa,ratlve ﬁgures for the 1952 and 1951 fiscal years are as, follows:

Registered for. " 1952 . 1951 .
Cash sale for account of issuers...__._____._ $7 529,-287, 000 . $5, 169, 092, 000
Cash sale for others than issuers_.. ... ... 209 673, 000 146, 912, 000
Other than cashsale_._____.__ SRS 1, 760, 623, 000 1, 143, 330, 000
'iTotal__~_-;___';~.____'__5_.'; ...... —een 9, 499 583 000 6, 459, 333, 000
Type of Industry

The industries represented by the securities registered for cash
sale for account of issuers Were as follows in fiscal years 1952 and 1951:

1952 I st

Electrlc, gas and water. . .. oL L.-- $2; 246, 560, 000 $1, 692; 604, 000
Manufacturing. . e 1, 819, 300, 000 680, 950, 000
Financial and investment_____ . ___________ 1, 5653, 637, 000 1, 319, 707, 000
Transportation and communication._________ 1,-536, 633, 000 667 351 000
Foreign government _______________________ 166, 141, 000 - 678 484 000
Extractive. oo et ceeeeeaaae PR 131, 993, 000. 57 076 000
Merchandising . .. oo oL 59, 825, 000 i 64, 239, 000
Service. - e 9, 800,000 .2, 980, 000
Construetion e ieeiicieemea - 2, 948,000 .0
Real estate. oo o o_.C S 2,450, 000 . 5,700, 000

Total . oo ________ fememee——--t-  7,529,287,000 5, 169, 092, 000

From this and similar tables in recent annual reports, it can be
ascertained that of approximately $36.6 billion effective registrations
for cash sale for account of issuers during the past seven fiscal years,
$12.3 billion were electric, gas, and water, $7.6 billion were manu-
facturing, $7.4 billion ‘were transportation "and communication, $7.0
billion were financial and investment, $1.3 billion were foreign govern-
ment, and all others were somewhat over $1.0 billion. The trans-
portatlon group does not include issues, primarily railroad securities,
subject to Interstate Commerce Commission filings and therefore
exempt from registration. Electric, gas, and water company issues
were the largest during the past four fiscal years, transportation and
communication issues the largest for the 1948 fiscal year, and manu-
facturing issues the largest for the 1947 and 1946 fiscal years.

Type of Security

Bonds amounted’ to 44.4 percent of the total registered in the
1952 fiscal year for cash sale for account of issuers, preferred stocks
11.3 percént, and all other equity securities 44.3 percent as shown by
the followmg comparative figures for fiscal years 1952 and 1951:

98 1951
Bonds ! _ oo i $3, 345, 696, 000 $2, 838, 001, 000
Preferred stock_..________l______ i 851,432,000 ' 426, 649, 000
All other equity securities_: domleeoood - 3, 332, 159, 000 1, 904, 441, 000

7, 529, 287, 000 5, 169; 092, 000
) lBondsincludeface—amountcertlﬂcates Tt :
Type of Oﬂ'ermg
About 58 percent of the securities registered for cash sa.le for account
of issuers in the 1952 fiscal year were to be sold through investment
bankers pursua.nt to agreements to’ purchase for, resale. Over 18
percent were to’ be’ sold on & best-efforts basis. The term “best:
efforts” ‘as‘ised here nieans all offefings through’investment, bankers
other:than those-pursuant to agreements to purchase for resale. . The

.3
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remaining 23. percent were .to be sold direct by issuers to investors.
Comparative figures follow:

e - - 1962 1951

Through investment bankers: . , . .
Under agreements to purchasé for resale_. $4, 373, 737, 000 $2, 547, 477, 000
On “‘besteefforts” basis...-.._._...._.-.-. 1,390; 517,000 ! 1, 744,573, 000
By issuérs to investors_ . __ .. _______..__. --- 1,765,034, 000 877, 041, 000

$7, 529, 287, 000 $5, 169, 092, 000

1 Inctudes $500,000,000 State of Isracl bonds.

Investment Comipanies o : o

Data on securities registered for cash sale by investment companies,
altliough included with-data on all securities registered for cash sale,
are presented here separately. This group of securities amounted to
$1.4 billion in the 1952 fiscal year and $1.2 billion in the 1951 fiscal
year. . The registrants of these securities are divided into three main
categories: (1) Open-end .companies, (2) closed-end companies, and
(3) 1ssuers of unit and face-amount certificates. Comparative data
for the two years are shown: o T

Management open-end companies:
Common stocks and certificates of ‘participa-

tion: 1~ . v . - ’ ;
- Through investment rbankers on ‘‘best- 1968, . 1961
efforts” basis___________._ e mmemmeman $1,047,620, 000 $840, 960, 000
By issuers to investors. .. ____________. 31, 641, 0600 16, 082, 000
- ) - ' o . O ST " ~ ~ i

CMotalsiooaloooia o 1. ..1,079, 261,000 857, 042, 000
Management closed-end companies: o
Common stocks and_certificates of participa-
tion: ’
Through investment bankers: C " ’
Under agreements to purchase forresale. 10,200,000 ________-____

On “best-efforts” basis___________ ___ 1, 647,000 - -5, 566, 000
By issuers toinvestors. _ .. _._______.___ . 8, 712, 000 33, 000
Total . _____ P 20, 559, 000 5, 599, 000

Units and face-amount certificates: .
- Face-amount certificates: : . :

Through investment bankers on ‘‘best- - -
efforts’” basis_______--______.___..__... 151, 660, 000 254, 808, 000

By igsuers to investors__ ... ____._.__- 16,706,000 14, 288, 000

Common stock and certificates of participation: ’ :

Through” investment bankers on -‘best- . e .

efforts’ basis_ . .. .__ ~_-.. 106,150,000 59, 731, 00

Total. ... R A 274, 515, 000 328, 828,000
Purpose of Issue R ' C '..' B . e
. Nearly 73 percent of the net proceeds of the securities registered
for cash sale for account of issuers in, the.1952 fiscal year were for new
money. purposes including plant, -equipment, working capital, etc.
About ‘4 percent were for retirement, of ‘debt.and preferred stock.
About 21 ‘percent ;were for. the purchase.of securities, principally. by
investment companies.. The remaining.2 ‘percent. were for use of
foreign governments. The figures are shown in detail in Appendix
table 1, part.3. . o

Investment Bankers’ Compensation

Commissions and discounts to investment bankers, in the case of
new issues effectively registered for cash sale through them to the

4
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general -public, have amounted to approximately the followmg per—
cents of gross proceeds in fiscal years 1943 to 1952: -

Flscallgﬁz;!;;gnded Bonds Prefe{red Com@on Fisca'lhi’le:?mended Bonds Preferred ‘| Common
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"The.above showing is-exclusive of investment company securities,
oﬂ’ermgs -through rights to existing stockholders, securities sold- 'to
special groups such as officers and employees, and securities registered
for other than cash sale. The commissions and discounts shown on
bonds in the above.table are broken down by quality and size of issue
in Appendlx table 2 of this report: and its predecessors

REGISTRATION STATEMENTS FILED -

The amount of new financing proposed to be offered under the
Securities Act during the 1952 fiscal year .rose to an all-time high of
$9,045,035,056 represented by 665 reglstratlon statements filed. The
previous record was established- in’ the 1946 fiscal year when the
aggregate offering was'$7,401,260,809 represented by 752 statements.
As shown in the fo]lowmo' table the new high exceeds the amount in
the 1951 .fiscal year by over 40% and that n the 1950° ﬁscal year by

over 709%,.
Regtstratmn statements ﬁled—1949—52 )

Fiscal year— .| Number Amount - || ° " ‘Fiscal yeari- Number | Amount
1849 ..o < ass | 5124430,119 1| 1951 Lo 544 | 36,371,827, 423
1950 . ool 496 5, 220,654,010 || 1952 oo _____. 665 9, 045, 035, 056

These expandmg figures deal with proposed offermgs and not
necessarily sales. Nevertheless they reflect informed underwriters’
opinion that the public has a growing ability and willingness to invest
in additional securities. Especially significant of the increasing work
load carcried by the reduced staff available for processing these regis-
tration statements is the fact that the 665 statements filed during
the 1952 fiscal year represent 22%, more statements than the number
filed in 1951 and 349 more than the number filed in 1950. It is also
significant in this connection that new registrants—those without
previous experiéncé in filing registration ‘statements—accounted for
119, or 229, of all statements- filed i in 1951: - The nimber and pro-
portlon of such ‘new registrants-rose m the’ 1952 fiscal year to 165; or
25% of the total filing statements. ' In all cases the- examination-
process i§ necessarily exhaustive and tileZconsiiming; in the- case of.
new registrants- it undemably requires the apphcatlon of addltlonal
man-hours.” -

Particulars regarding the disposition of all reglstrablon statements
filed are summarized in the following tables:
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Number and disposition of regisiraiion statements filed

Prior toJuly 1, | July 1, 1951 to | Total as of June
1951 . June 30, 1952 30, 1952
Registration statements:

Filed. oo i 9,083 665 9,748
Effective—net .. ______ ... 7,629 1634 18,259
Under stop or refusal order—net 183 1 184
‘Withdrawn_..__....._..__.._. 1, 202 31 1,233
Pending at June 30, 1951 _.. 689 |
Pending at June 30, 1852 __ . .. ... o | .. 72

Total. ..o 9,083 |-ocoiiieiaoaos 9, 748
Aggregat,e dollar amount: , -

Asfiled .. ____ - ... $69, 555, 152, 582 $9, 045, 035, 056 $78, 600, 187, 638

Aseffective. oo ool 65, 900, 108, 254 9, 499, 583, 240 75,399, 791, 494

! This figure does not include two rcglstration staterments which were withdrawn after becoming eﬂectlve

2 This figure does not include three registration statements which became effective prior to July 1, 1951,
and were withdrawn, and orie which became effective prior to this period and was placed under stop order,
and these are counted in the number withdrawn.

Additional documents filed in the 1552 fiscal year under the Act

Nature of document: ) Number

Material amendments to reglstratxon statements filed hefore the
effective date of registration S 1,055
Formal aniendments filed before the effcetive date of registration for -

the purpose of delaying the effective date._ .. ______________._____ 678
Material a,mendments filed after the effective date of registration.... 683
Total amendments to registration statements_____.____ e 2, 416
Supplemental prospectus material, not classified as amendments to -
reglstratlon statements__ . _ . ... , 208

EXEMPTION FROM REGISTRATION UNDER THE ACT

. The Congress, recogmzmg the need to encoarage small business
enterprlqe authorized the Commission under section 3 (b) of the Act
by: its ‘rales and regulations to exempt fromthe registration require-
ments_security offerings’ up . to: $100,000, subsequently raised by
statutory amendment enacted May 15 1945 to $300,000. Acting
under this authority .the Comm1ss1on has adopted ﬁve types of

v

exemptlons of small oﬁ’ermgs as identified: below: .

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

Regulation A-R. -Special exemption for notes and bonds secured by first hens
on family dwelhngs up to $25,000.

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

Regulation B, Exemptlon for, fractxonal undwnded mterests m oil or gas rlghts
up to $100,000, :

Regulation B-T. Exemptlon for mterests in 011 rova.ltv tiusts or similar types

* of trusts or unmcorporated associations up to’ $100 000

By far the most frequent of these exemptlons are the ones prowded
by Regulatlons A amci1 B, which -call for the filing, respectively, of a
letter of notification and an oﬁermg sheet.  These documents call
for a disclosure in brief summary of pertinent information regarding
the security which is far less complete than what is prescnbed by the
Act for’ a registered security. After such filing, little time elapses
before the offering may be made—five business days under Regulation
4, and eight calendar days under Regulation B. Any sales literature
to be used must be filed in advance with the Commission. -
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Exemption from registration -afforded by any of the regulations
adopted pursuant to section 3 (b) does not carry exemption from the
civil liabilities for material untruths or omissions imposed by section
12 or from thé criminal liabilities for fraud imposed by section 17.

Exempt Offerings Under Regulation A

During the 1952 fiscal year 1,494 letters of notification were filed to
cover proposed offerings of $210,672,956. While the amount of these
offerings does not represent an increase comparable to that shown-for
the year in offerings of registered securities, it reflects a substantial
increase over the 1,358 filings in the amount of $174,277,762 under
Regulation A in the preceding year. Comparative figures for the
past two years for each regional office are shown below.

1951 fiscal year 1952 fiscal year

.

Regional office Number : Number Percent
of letters | Aggregate |of letters | Aggregate [ofincrease

of notifi- offering of notifi- offering in aggre-
cation price cation price gate offer-

filed filed ing price
Atlanta. e . 75 | $11,526.403 | 97 | $16,874,175 46
Boston_..... - PR 89 10, 844, 052 .89 17 12,286,417 | 13
Chicago___.. - ———— 132 18, 590, 277 149 20, 578, 110 1n
Cleveland.. .. - PR 89 12,028, 985 106 16. 015, 445 33
Denver.._._. - -102 12, 650, 509 132 19, 237, 418 52
Fort Worth. a-- emm—aen 80 | . 11,751,293 101 | . 15,506, 735 32
New York... v372 45, 669, 680 381 | - 50,856,271 11
San Francisi . [ 208 25, 846, 180 216 |, 20,673,367 |- 15
Seattle s 117 15, 649, 244 123 17,339,020 11
‘Washington 94 9. 723,139 , 100 12, 306, 998 27
Total. oo i 1,358 | 174,277,762 1,494 | 210,672,956 21

- Included in the 1952 fiscal year totals'are 196 letters of notification
covering stock offerings of $25,531;264 with respect to companies
engaged in the oil'and gas business. - " - . o .o
In connection with the tofal of 1,494 letters of niotification there were
also received and examined by the staff -during the fiscal year 1,417
amendments, so that roughly speaking the average letter of notification
required the filing of one amendment in order to meet the limited
applicable standards. Likewise received .and examined were 1,831
copies of sales literature to be used to promote these offerings.”
Information is available as to 1,488 of the small offerings filed in the
1952 fiscal year to show their relative size; whether made by the issuer
or stockholders; and the extent.to which and by what class of persons
underwritten. ~ As to size, 756 ¢overed offerings of $100,000 or less; 276
over $100,000 and not over $200,000; and 456 over $200,000 but less
than $300,000. Issuers made 1,209 of these offerings; stockholders
267; and issuers and stockholders jointly 12: Practically half, or 742
of . the ‘offerings were underwrittén, mostly by commeér¢ial .under-
writers who handléd -568, and otherwise by, officers and directors or
other persons not fegularly.engaged in the underwriting business who
accountéd for the remaining 174. ST e
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Exempt Offerings Under Regulation A-M .-

During the year the Commission received a total of five prospec-
tuses under Regulatlon A-M covering an aggregate oﬁ'ermg price of
$203,368 of assessable shares of stock of mining conipanies. All were
filed at the Seattle Regional Ofﬁce

Exempt Offerings-Under Regulation B—0il and Gas Secuntles

: The Commission maintains in the Division of Corporation Finance
an Oil and Gas Unit dealing especially, with the technical and complex
problems peculiar to offerings of oil and gas securities. As noted
above, it was necessary during the year to abolish the Tulsa office
prevxously maintained as an important outpost to handle this spec1a1—
1zed work.

During the 1952 fiscal year the staff of the.Oil and Gas Unit exam-
ined a total of 93 offering sheets filed with the .Commission under
Regulation B, and 54 amendments to such offering sheets;-196 of the
letters of notification filed under Regulation A which covered stock of
companies engaged in the oil and gas business; and 114 of the registra-
tion statements, and 101 amendments thereto filed under the Act by
oil, natural gas, or refining companies. A by—product of these examina-
tions was the necessary preparation of 135 memoranda dealing with
such technical matters as the accuracy or reasonableness of geological
reports, estimates of oil reserves, etc., intended to be used by offerors
of reglstered securities as-a part of their registration statements: In
addition, as an aid to the Commission’s enforcement of the provisions
of sections 12 and 17, regional ofﬁces submitted to this specialized staff
for technical analys1s and review 315 exhibits of sales literature pro-
posed to be used by offerors of exempt oil and gas securities. -

-, The following formal actions were taken durmg the year with respect
to the ﬁlmgs under Regulation B. ;

" Action taken on ﬁlmgs under Regulation B

Temporary.suspénsion orders—rule 340 (a.) e e i ———_ 9
Order terminating proceeding after amendment 1

Orderd consentmg to w 1thdrav. al of oﬁermg sheet and term atmg pro- .
ceeding e mmmatbae AL -1
Orders consenting to mthdram al of offering sheet, (no proceedxng pendmg)__ .4
Orders terminating effectiveness of offering sheet_ _ _________.______ PR 5
Orders accepting amendment .of offermg sheet_______ R 40
Total number f Orders -2t & ..l _z__ el - 60

- Confidential reports of sales.—The’ Commlssmn obtains certain
confidential reports-of actual sales of securities exempt under’ Reégula-
tion B which are also examined by the staff to assist in determmmg
whether v101at10ns of the law have occuired in such sales. - -During the
1952 fiscal year, 1,322 such confidential written reports. of sales on
Forms 1-G and 2—G, pursuant to rules 320 (e) and 322(c) and (d) R
were : received .and examined, = They covered aggregate sales * of
$1 508 868..

011 and gas 'mvestzgatwns —Thé Comm1ssmn conducts numerous
mvest1gat1ons .which. arise largely out:of complamts recelved from
individual mvestors to determme -whéther there has been any V1olatlon
of any. other prowsmn "of law_in the sale of oil and, gas securities
exempted under ; :Regulation B. Litigation’ resultmg from these
investigations is discussed later in this report.
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FORMAL ACTION UNDER SECTION 8

As previously indicated, the Commission has power to institute
formal proceedings under section 8 (b) to determine whether to issue
a stop order to prevent a registration statement from becomin,
effective when it appears to be inaccurate or incomplete in any materia
respect; under section 8 (d) to determine whether to issue a stop order
to suspend the effectiveness of a registration statement so defective;
and under section 8 (¢) to make an examination to determine whether
to issue a stop order under section 8 (d).

Stop-order Proceedings Under Section 8 (d)

Cristina Copper Mines, Inc.—File No. 2-8,87 —During the 1952
fiscal year a stop order was issued under section 8 (d) suspending the
effectiveness of the registration statement of Cristina Mines, Ltd., a
Delaware corporation organized in 1945. This registration statement
became effective August 22, 1950, as to 400,000 shares of 50¢ par
value commion stock to be offered pubhcly at $1.00 per share. After
the sale of 31,610 shares pursuant to the registration statement,
Cristina. withdrew: the unsold 368,390 shares from registration on
June 13, 1951. Between May 23 and 29, 1951, an examination was
held under section 8 (e), and after the institution of stop-order pro-
ceedings on June 29, 1951, the record of that examination was in-
corporated in these proceedmgs The Commission’s findings and
opinion resulting in the issuance of a stop order suspending the
effectiveness of this registration statement on May 1,'1952, is available
as Securities Act Release No. 3439. Certain data relatmg to Cristina’s
public offering of unregistered shares, the sale of promoters’ holdings,
the market price of its shares, and the false and misleading character
of relevant financial statements which -were held to requlre the stop
order are briefly discussed below.

Cristina holds 37 leases of mining properties covering a total area

of about ten square miles in Cuba. It acquired these leases in 1945
from its president and-principal promoter, H. Cortez Johnson. The
only shipment of ore from the property in the nine years the leases
had been held by Cristina or Johnson was of approximately 2;200
tons in 1948 from which proceeds of $41,350.87 were received. The
registration statement recited that the proceeds of '$340,000 expected
from the offering were to be expended; after payment . of the expenses
of the offering, to explore and develop the present mine area and to
extend workings into new areas.
* The registration statement represented that Cristina had “sold
162,000 shares of its stock “privately” by April 1950 to “eighteen
pnvate individuals for investment purposes only and. not for distri-
bution.” . However, the récord developed in these proceedings shows
that these 162,000 sha.res were in fact sold to approximately seventy
persons, and that an additional 28,000 shares, of which no mention
was made in -the registration statement were also sold by Cristina in
July and August 1950, The Comm1ssmn after.reviewing the record,
found that the statement that 162,000 ‘shares had been prlvately
offered, and the failure 'to disclose the offering’ of the 28,000 shares
and the existence of a contmgent liability under the Act "because of
Cristina’s failure to register any of these 190,000 sharés, rendered the
registration statement materially false and mlsleadmg
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During the period the registration statement was in effect and the
registered shares were being offered at $1.00 per share, at least 28,650
shares of Cristina stock owned personally by individuals who were
directors or promoters of Cristina or closely associated with. the
company were offered and sold by them at prices ranging from 40¢
to 75¢ per share. In addition, beginning about January 1951, there
was an active over-the-counter market in Cristina stock at prices sub~
stantially lower than the $1.00 offering price of the registered shares,
and transactions were effected between January 17 and March 5, 1951,
in the total amount of 22,900 shares, at prices ranging from 50¢ to 75¢.
Although Cristina filed-several amendments to the registration state-
ment after these sales had been made by these individuals and the
over-the-counter market had been developed, disclosure of those facts
was not made therein. The Commission found.that such disclosure
should have been made in connection with the continued use of the
stated offering price of $1.00 per share, since it would have indicated
that such price was considerably higbher than the current price on the
open market. ' Co

- The registration statement filed by Cristina disclosed no liabilities,
The record in these proceedings showed, however, that as of June 30,
1950, Cristina owed approximately $2,000 for expenses incurred -in
connection with its operations; around $1,000 to its accountant;
approximately $6,000.to one promoter for back commissions; $3,000
to another promoter; and was in default on its royalty payments to
the extent of over $9,000. In addition, Cristina owed its attorney
an amount that was. in dispute, and, as suggested above,: it was
contingently liable for selling unregistered securities in violation of
the statute. - Besides the materially misleading omission of liabilities,
which exceeded the current assets of the company stated at $6,536.11,
the financial data included in the registration statement were found by
the Commission to be inaccurate and incomplete in certain other
respects. - S . : : .
.. The Commission concluded that, in view of the substantial nature
of the various deficiencies found in this registration statement, the
issuance of a stop order was.required in the public interest.

' DISCLOSURES RESULTING FROM EXAMINATION OF
' RN - REGISTRATION STATEMENTS -/ '
The results of the. Commission’s work in the examination of regis-
tration statements are illustrated below.* o Lo
Summaries of earnings.—In announcing the adoption on November
1, 1951, of the revised Form S—1 for the registration of securities under
the Securities Act, which will be discussed more fully later in - this
report, the Commission called particular attention to a new provision
in the form pertaining to the summary of earnings in the prospectus.
Under this provision, if the summary of earnings set forth in the
prospectus is certified for the required period and contains the same
disclosure as would be contained in conventional profit and loss state-
ments, the summary will be accepted as meeting the requirements for
rofit and loss statements and such statements will notC{)é requiréd to
e included elsewhere in the prospectus or in the registration state-
ment. It was anticipated that this provision for the elimination of
unnecessary duplication and the consequent reduction in the length of
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the prospectus-would appeal. particularly to registrants-in the public
utilities field since it-had been customary for such registrants to in-
clude :practically the same detail in the summaries:as was prescribed
for the profit-and loss:statements. Not surprisingly, therefore, the
first use.of this permissive rule, commeéncing in December;” was made
by certain utility registrants. Of course the new rule does not apply
solely to public utilities, and it has subsequently been used by various
malrlllufactunng and mdustrml reglstrants wu:h equally- beneficial
results. - .

- The surnmary of earmngs is. generally cons1dered to-be one of the
most important parts of the prospectus .and as suc¢h must be prepared
with great care to be suré that no misleading inferences may be drawn
from 1t. * The following. cases -illustrate the results achleved by the
stafl’s examination of the summary.. -

"The registration statement, as originally filed by a compimy deriving
1ts in¢ome principally from long-term contracts, included in thé sum-
mary of earnings and in the financial statements  unaudited interim
figures for the 12-week period subsequent to the close of its last fiscal
year. 'The summary,.in dddition to its figures for ten full fiscal years
and the 12-week interim period, also included.figures for the 16-week
period subsequent to the close of-the-fiscal year. Comparison of the
two interim periods disclosed net income in .the last 4 weeks of the
16-week -period approximately equal to the net income in ‘the first
twelve weeks.. In view of the possible interpretation that this com-
parison indicated a-substantial improvement in earnings, which was
unwarranted because of the nature of the business, it was agreed in a
discussion- between members of the staff and counsel for the company
to_ delete. the 12-week figures from the summary of earnings and to
substitute the 16-week for the 12-Week ﬁgures in the ﬁnancm.l state-
ments. .

In another case the prospectus submitted as a part of the registra-~
tion statement, as originally filed, contained a consolidated summary
of earnings for five fiscal years and for an interim period of 5 months,
It was noted in-the process of examination that a company with ap-
proximately equal sales and assets was merged into the registrant near
the close of the second fiscal year but was not included in the summary
until the year after the merger, which was the third year included in
the summary. Under the circumstances, it did not appear to the
staff that the information furnished for- the first 2 years .was fairly
compa,ra,ble to that shown for subseqiient periods." Consequently,
this registrant, at the staff’s request, restated the resulfs of operations
for the first 2 years on’a com ined basis to reflect the effect of the
merger, and made corresponding changes in the paragraph in the text
which discussed the growth of the company. As originally filed, it
was asserted that in 5 years sales increased from $29, 000 OOO to $206 -
000,000 and total asseis from $24,000,000 to $130,000,000." As
amended, it was stated that sales on a combined basis increased from
$63,000,000 to $206,000,000 and combined assets from $40,000,000 to
$130,000,000.

Accountmg for a “pooling of mterests —A foreign company filed
with'its registration statement a prospectus in which it was stated
that_the registrant was formed for the purpose of amalgamating a
number of existing companies engaged in the oil business. The regis-
trant urged before the Commission that the transaction was a pur-
chase of assets (as distinguished from a business combination and
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pooling of interests) and that therefore the assets of the amalgamation
should be stated on the basis of an amount, agreed upon by the several
constituents, representing the:value of :the registrant’s shares issued
in "the transaction.  On this. basis,:the  consolidated - balance sheet
would have reported total assets of approximately $14,500,000, and
capital surplus in’ excess of $10,000,000. "« - 3 7 L
-+ The .Commission, giving: consideration to ‘the nature and effect of
the transactions resulting in the formation of the registrant and its
absorption of the.businesses of its predecessor and subsidiary com-
panies, concluded that the transaction in'substance involved a business
combination and pooling of interests and that accounting procedures
applicable to’such a transaction should be followed in setting up the
balance sheet of theinew company. -As.a result, the consolidated
balance sheet of the registrant reported total assets of approximately
$8,400,000 and capital surplus of approximately $4,100,000. P
In this connection it may be noted that the prospectus-stated that
the price at which the shares wére offered was in excess of the value
per share attributable solely to the company’s already proven oil and
gas reserves.and its equity in subsidiary companies less its and their
indebtedness, or solely to earnings of the company-and its predecessor
_and subsidiary companies as shown in the financial statements included
in_the - prospectus. "Therefore,the prospectus stated, the offering
price already anticipated and reflected the possibility that the company
and its subsidiary. companies might in- the future discover and develop
oil and gas reserves greatly in excess of those presently owned. .

Independence of accountants—In .connection with the processing
of registration statements during the past year evidence was developed
by the staff in a number of cases indicating that the financial state-
ments included in the registration statements had been certified by
accountants who, under the rules of the Commission, could not be
considered independent-of the registrant, In several of these cases
this situation was revealed early in' the examination procedure and new
adcountants were appointed by registrants without delay. " One of
these registrants was a new, investment company, whose accountarit
selected to certify the financial statements was shown by the original
prospectus’ to be its treasurer, director and stockholder. Any one
of these relationships is sufficient to disqualify an accountant under
the Commission’s definition of an independent accountant. Other
cases involved either director or stockholder relationships on the part
of the proposed accountants. ' ‘ : ’
Two other cases in which the accountants were .deemed not to
meet the Commission’s standards of independence were similar in
many respects, including the fact that the disqualifying relationships
were not revealed until shortly before it was desired to have the
registration -statements bécoine effective. The determination, that
the accountants were not independent in these cases resulted in
delays and increased expenses which could have been avoided by the
registrants if they had made full disclosure of the relevant facts prior
to filing. In both cases the accountants had served the client for
many years, and during the period for which they certified financial
statements included in the registration statements they participated
in real estate transactions with officers of the registrants under circum-
stances which led to the conclusion that the accountants could not be
considered as independent of the registrants. However, in both cases
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new accountants were appointed, and financial statements certified
by them were furnished in amendments to the registration statements.
In one of these instances the new accountants found it necessary to
restate the income for all years included in the prospectus in order to
eliminate the effect of argltrary reserves used by the management,
with the approval of the first accountants, in stating .the value of
inventories—a practice not considered to be in accordance with gener-
ally accepted accounting principles. R

Effect of insiders’ dealings on oﬂemng price. ———A mining company
incorporated in a foreign country where its common stock is listed
on a securities exchange ﬁled a reglstratlon statement coverlng an
offermg of its shares at a price fixed in relation tothe market quotation.

In the course of the examination of the registration statement, a
study was made by the staff of & number of articles appearing in a
widely read mining newspapéer over a period of months preceding the
filing of the registration statement, during which time .there was
extensive activity with a substantial rise in the quoted price of the
stock. The study showed that the newspaper’ articles contained
statements that were inaccurate’and in sharp variance with the infor-
mation given in the registration stateinent and that there had béen
extensive trading in the shares by persons active in the affairs or
holding large blocks of stock of the company. ' In view of the possible’
influence of these circumstances upon the market price, and con-
sequently upon the offering price of the- shares, the followmg dlsclosure
was added to the prospectus: . :

The prices * * '* at which the securities are being offered are essentxally
arbitrary and cannot reasonably. be related to any development in the Company’s
affairs to.date. The price of the Conmipany’s shares on the * * * Stock
Exchange has fluctuated widely, ranging during the past year from a low of $0.60
to a high of $1.95 and closing on March 7th, 1952 at $1.07 per share. These
prices bear no discernible relationship to the’ progress of the Company in the
exploratlon of its mining properties and must be viewed in light of market activ-
ities which may have been affected by rumors and the appearance from time to
time of ‘inaccurate public press reports. Large stockholders and other persons
active in the affairs and management, of the Company have engaged in extenswe
tradmg in the stock of the Company dunng the past year.

Distortion of per-share earmngs jigures corrected.—Per-share earnmgs
figures are often used by investors as a preliminary, rule-of-thumb
gauge of the appropriateness of the oﬁ'ermg price of new common
stock issues, and the rev1sed Form S-1 requires that if common stock
is being reglstered earnings per share applicable to common stock
must be shown when, appropriate, in connection with the earnings
summary This ‘requirement, however, presupposes that such earn-
ings per share will be calculated on a ratlonal basis. -

A manufacturing company was managed and Wholly owned by two
individuals, one of whom desiréd to sell out his entire one-half interest
and retire from the business, and the other was to retain his equity
and his control and management of the company. As a preliminary
to this transaction, steps were taken to revamp the capital structure
of the company to prov1de for two classes of stock, called respectlvely
“Common Shares” and “Class B Shares.” ' At the effective date of
the registration statement which was then filed to cover the public
offering of securities by the selling stockholder the recapltahzatlon
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of the company was to have been completed and all of the common
shares (100,000 shares) were to be owned by-the selling stockholder
and all of the class B shares (150,000 shares) were to be owned by the
nonselling stockholder. The 150,000 class B shares were to be con-
vertible into 111,000 common shares at the end of 5 years, were to
have voting control of the company, but were not to be entitled to
receive dividends until $2 per share non-cumulative annual-dividends
were paid on the common shares. As a preliminary to the offering, .
the company entéred into s 5-year employment contract with the
nonselling stockholder. This contract plus the dividend and con-
version provisions of the class B shares issued in the recapitalization
accomplished, as a practical matter, simply a temporary waiver by
the nonselling stockholder of his right to receive dividends on his.
50% stock equity in the company for 5 years, compensated for in
substantial part by (a) the contract which entitled him to receive
$80,000 per year salary (with other benefits in the event of death or
incapacity), (b) the holding by him-of ap absolute majority voting
control of the company during the 5-year period, and (c) at the end’
of such period his entitlement to 111,000 shares of common stock as
compared to the; 100,000 shares being issued for the selling stock-
holder’s 509, equity. co . .

" The prospectus as originally filed in this case.included a per-share:
earnings table which attempted to attribute to the 100,000 common,
shares 1ssued for the selling stockholder’s 509, share in the business,-
in;one column the entire earnings of the company, -and in a second.
column $2 per share plus 509, of the earnings over that amount.
The examining staff took the position that neither of these columns
gave earnings properly ‘‘applicable” to the stock being offered, and,
at the request of the staff, there was substituted in the prospectus a
table showing per-share earnings on the basis of the 211,000 shares
of common stock ultimately to be outstanding, by virtue of the whole.
gq;u'ty'in the business. The radical nature of this change is shown
elow: : : - .

As originally filed— ‘ o .

’

Net earnings
per share on
Net earn- | 100,000 com-
"I ‘ings per | mon shares,
share on after pro-
Year ended May 31 L . 100,000 .| vision for
* common | earnings ap-
shares plicable to
! class B com-

mon shares
1047.._... $1.60{ . $1.69
1948_. 3.47 2.73
1049_ . 4.16 3.07
1950.. 6.26 4.13
B N 9.72 5.86
8 months ended Jan. 31, 1952 2.11 2.056
2 months ended Mar. 31, 1052 1: 1.20 1.20
10 months ended Mar. 31, 1952 3.31 ,2.65

232122—53——3
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As revised—
Net earn-
ings per
. share on
Year ended May 31 - 211,000
. -} common
) shares
1047 . $0. 80
FO48 e ecm e oM ememe e dcacmmmmccc—ceemeam——en 1.64
D OO ROV - 1 96
1950, - el 2.96
1951 o eeccmcccaaea 4. 60
8 months ended Jan. 31 1952.. 1. 00
2 months ended Mar, 31, 1952 .57
10 months ended Mar. 31, 1952, co o _ooomeoco_L . 1.67

Speculative hazards disclosed.—A corporation organized under the
laws of Delaware to acquire all of the stock of a foreign corporation,
which had been organized to explore for sulphur under a concession
from a foreign government, filed a registration statement coverin
400,000 shares to be offered the public at $1.00 per share.- The sta
insisted that full -disclosure be made of material facts concerning the
participation of inside promoters. As a result, the registrant incor-
porated in its amended prospectus an ‘Introductory Paragraph”
which described the basis of the insiders’ participation in sharp con-
trast to the basis upon which public investors were to be offered a
share in the venture, as indicated in the following quotation therefrom:

[The registrant] has no operating history, and neither owns nor controls any
known sulphur deposits. The offering price of $1.00 per share for the 400,000
shares of Common Stock to be sold was determined arbitrarily and such price
does not necessarily have any relation to the value of the shares offered. There
is presently no established market for the Common Stock.

The purchasers of such 400,000 shares’of Common Stock who will provide all
of the cash required for the purposes of this financing as described later in this
Prospectus, will acquire only 31.25%, of the total Common Stock then outstanding.

iThe foreign corporation] and its controlling stockholders who are identified
later in this Prospectus as promoters acquired a total of 800,000 shares of Com-
mon Stock and will receive in addition $100,000 in cash from the proceeds of this
financing and a royalty of $1.00 per short ton of sulphur produced for the assign-
ment of certain rights in concessions of unproven value on which the cost in cash
to these promoters has been $12,882.84. The holdings of Common Stock of such
promoters will therefore constitute 62.5% of the outstanding stock on completion
of this finanecing.

The directors of [the registrant] who are also later identified in this Prospectus
as promoters have received 80,000 shares of Common Stock for services rendered
and to be rendered, or 6.259%, of the outstanding stock on completion of this
financing.

Thus a total of 68.75% of the Common Stock will be held by persons designated
a8 promoters. -

CHANGES IN RULES, REGULATIONS AND FORMS

Particularly important changes have been made and others have
been proposed by the Commission during the period under review in
the rules and forms used in &dministering the Securities Act. Espe-
cially notable are the changes in rules and forms adopted or proposed,
as described below, which reflect the Commission’s continual efforts
to improve the effectiveness of the vital prospectus in achieving the
standard of disclosure intended by the statute.

Rule 138—Definition, for purposes of Section 6, of “sale,”’ “offer to
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sell,”’ and “‘offer for sale.”—During the year the Commission adopted
a new rule, designated as rule 133, which in effect excludes from the,
operation of section 5 of the Act the issuance of securities in connec~
tion with certain types of corporate reclassifications, mergers, con-
solidations and sales of assets. - -

The new rule codifies the administrative construction, going back,
at least to 1935, to the effect that, for'purposes of registration, no
“sale’” to the stockholders of a corporation is deemed to be involved
where, pursuant to applicable statutory or charter provisions, the
vote of a specified majority of stockholders on a proposed reclassifica-
tion of securities or merger or consolidation, or on a proposed sale of
assets in exchange for the stock of another corporation, -will bind all
stockholders except for the statutory appraisal rights of dissenters.

Substantially this.rule was first promulgated by the Commission in
September 1935 as a note to Rule 5 of Form E-1.2 Form E-1 was
the registration form for securities sold or modified in the course of a
reorganization, as defined in rule 5 of that form. In April 1947 the
Commission rescinded Form E-1 as part of its general form simplifi-
cation program.* Since then the Commission has continued to follow-
the so-called “no sale theory”” administratively in applying section
5 of the Act. .

The Commission has never felt, however, that the “no sale theory”
necessarily applies in other contexts either under the Securities Act or
under any of the other Acts administered by the Commission. As
the United States Court of Appeals for the Second Circuit has had
occasion to emphasize, section 2 of the Securities Act provides that
the terms defined therein, which include the term “sale,” shall have
the prescribed. meanings ““unless the context otherwise requires.” ®
Thus, under the Public Utility Holding Company Act of 1935 the Com-
mission has uniformly treated the issuance and sale of securities in
mergers and analogous transactions as involving sales requiring its
prior approval.®

The new rule is specifically limited by its terms to section 5 of the
Securities Act. Consequently, whether or not a sale is involved for
any other purpose will depend upon the particular statutory context
applicable, and the question should in no sense be influenced by the
rule. - As a matter of statutory construction the Commission does
not deem the “no sale theory,” which is described in the rule, to be
applicable for purposes of any of the anti-fraud provisions of the
Securities Act, the Securities Exchange Act of 1934, or the Trust
Indenture Act of 1939. .

Rule 164—Definition of ““ solicitation of such orders” in Section 4 (2)—
The Commission also adopted during the year a new rule, designated
as rule 154, which defines the term “solicitation” in connection with
the exemption for unsolicited brokerage transactions in section 4 (2)
of the Act.

Section 4 (2) exempts from the registration and prospectus require-
ments of the Act: .

Brokers’ transactions, executed upon customers’ orders on any exchange or in‘
the open or counter market, but not the solicitation of such orders. ‘ .

3 Sceurities Act Release No. 493 (Class C).

¢ Securities Act Release No. 3211. ‘

8 Schillner v. H. Vaughan Clarke & Co., 134 F, 2d 875 (1843). .

¢ Rochester Gas & Electric Corp., Holding Company Act Release No. 6340 (December 27, 1945).
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The interpretation of Section 4 (2) has been the subject of considerable
doubt. The purpose of the new rule’is to settle some interpretative
questions relating to the meaning of the word “solicitation” in that
section: o - - -
Paragraph (a) of the rule provides that the term “solicitation of
such orders” shall be deemed to-include ““ the solicitation of an order
to-buy a 'security, but shall not be deemed to include the solitica-
tion of an order to sell 'a security.” For reasons set forth by the
Commission in Brooklyn Manhattan Transit-Corporation, 1 SEC 147,
171-2 '(1935), if the broker solicits an order to buy a security,
Section 4 (2) does not provide an exemption either for the solicitation
itself or for the resulting transaction. On the other hand, the mere
fact that the broker solicits the seller to sell will not destroy any
exemption otherwise available to him under Section 4 (2); this con-
struction is based on the fact that the statute is designed primarily
for the protection of buyers rather than for the protection of sellers.
While paragraph (a) of the rule makes it clear that there is no
exemption for the solicitation of orders to buy, a question remains as
to what constitutes ‘‘solicitation’” where a broker for a seller ap-
proaches a dealer who is bidding for the security or soliciting others to
sell it to him. Paragraph (b) of the rule provides that, where the
dealer’s bid or solicitation is in writing, the broker’s inquiry about it
is not a “solicitation’” within the meaning of section 4 (2), so that it
does not destroy any exemption otherwise available. -Paragraph (b)
recognizes also that, in the over-the-counter market, dealers interested
in buying a particular security may not publish a quotation or indi-
cation of interest in it every day or every week. - To some extent such
quotations are published in monthly services, and to allow for the
delays incident to such publications the rule provides, in effect, that
the broker can rely on bids or indications of buying interest originating
as much as 60 days previously as indicating that a dealer is soliciting
sell orders, so that the broker, in calling the dealer, would not be
deemed to be soliciting him. :
Rule 154 is a definition for purposes of Section 4 (2) and is not
intended to serve, for example, as a definition of the phrase “solici-
tation of an offer to buy’’ which appears in Section 2 (3) of the Act.
Nor is it intended to affect the Commission’s holding in Ire Heupt
& Co., Securities Exchange Act release No. 3845 (August 20, 1946),
regarding the applicability of Section 4 (2) to transactions by under-
writers. - ' ‘ :
Amendment of various rules governing preparation and filing of
registration statements and prospectuses—The Commission amended
during the year certain of its rules under the Act with respect to the
preparation and filing of registration statements and prospectuses.
The changes made in the text of these rules are set forth in Securities
Act release No. 3424. As explained therein, the Commission had
found it necessary, because of budgetary limitations, to provide that
in the future all registration statements shall be filed and processed
at its headquarters office in Washington. Previously, where issuers
or their underwriters had been situated in the Pacific Coast area or
in Hawaii, they had been permitted to file registration statements
in the Commission’s San Francisco Regional Office. As previously
noted the registration unit in that office has been abolished.
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Some of the other amendments relate to the formal requirements
with respect to the preparation and filing of registration statements.
For example, rule 402 was amended to provide that where the regis-
tration statement is typewritten, one of the copies filed with -the
Commission shall be the original “ribbon” copy, and that such copy
shall be signed. S )

Rule 403 was amended to permit registration statements to be
printed, lithographed, mimeographed, typewritten or prepared by any
other process which, in the opinion of the Commission, produces copies
of the requisite clarity and permanence. Previously, the only processes
permitted were printing, mimeographing or typing. The rules relat-
ing to legibility of the prospectus were also amended to make it clear
that ten-point type is the minimum size of type which may be used
in the body of prospectuses and that such type must be at least two
points leaded. However, in the case of financial statements and other
statistical or tabular data, the use of eight-point type is permitted.

Rule 426 was amended to require a statement in the prospectus
not only with respect to proposed stabilization but also with respect
to proposed over-allotments. The prospectus is also required thereby
to include information with respect to the volume of transactions
where stabilization is begun prior to the effective date of the registra-
tion statement.

New Rule 494 governing mewspaper prospectuses for foreign govern-
ments.—On August 2, 1951, the Commission published notice that it
had under consideration a proposal for the adoption of a rule under
the Act with respect to newspaper prospectuses relating to securities
issued by foreign governments. The Commission considered all com-
ments and suggestions received in connection with the proposed rule
and adopted the rule in the form set forth in Securities Act release
No. 3425 (August 27, 1951). S L

Revised 'Form S-1 adopted and subsequently amended.—The Com-
mission adopted on November 1, 1951, a revision of Form S-1, one
of the forms for registration of securities under the Act. Asannounced
in the Seventeenth Annual Report at page 22, when this revision
was under -consideration, the purpose of the.revision was mainly to
shorten and -improve the prospectus (without sacrificing material
information) and thereby facilitate its distribution and make it more
useful to investors generally. .

The revised form permits the omission from the prospectus of
certain information which had theretofore been required. to be set
forth therein but requires such information to be furnished elsewhere
in the registration statement so as to be available to investors and
others who desire to make a more detailed study of the registrant
or its securities. Thus, it is no longer necessary to include in the
prospectus a detailed description of the underwriting arrangements.
All that is required in the prospectus in this respect are the names
of the managing underwriters and a statement as to whether such
arrangements constitute what is commonly referred to as a “firm
commitment’” or whether they are in the nature of an agency or
“best efforts” arrangement. Further details with respect to the
underwriting and marketing arrangements are required to be other-
wise furnished in the registration statement. In other cases, informa-
tion theretofore required in the prospectus is permitted to be entirely
omitted therefrom and set forth elsewhere in the registration state-
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ment. ' This treatment, for-example, is sccorded information with
respect to franchises and concessions and indemnification of directors
‘and officers. . ) S ) T

A study was made of a number of prospectuses filed with the Com-~
Tission, and the items of the new form rearranged in conformity with
the more carefully prepared prospectuses reviewed. Wherever pos-
sible, the items and instructions were streamlined for the purpose of
producing more concise statements in the prospectus without- sac-
rificing essential information. In addition, the instructions as to
financial statements were revised for the purpose of reducing the
number of statements required, particularly in cases involving reor-
ganizations, successions, and other acquisitions of business. %n the
draft of the proposed revision:of Form S-1 which had previously been
circulated for public comment, it' was proposed that the summary of
‘earnings would be accepted in liei of conventional profit and loss
statements and that statements of financial position might be fur-
nished in lieu of -conventional balance sheets. While the comments
received were generally favorable to this proposal, it ' was the carefully
considered opinion-of many persons and firms that, in the interest of
investors, the disclosure required should be not less than that which
would be furnished by conventional financial statements certified by
independent accountants. o
" Accordingly, the revised form as adopted by the Commission pro-
vides that if the summary of earnings set forth in the prospectus is
‘certified for the required period and contains, as is now frequently
the case, the same disclosure as would be contained in conventional
profit and loss statements, the summary of earnings will be accepted
as meeting the requirements for conventional profit and loss statements
and such statements neéd not otherwise be included in the prospectus
or elsewhere in the registration statement. The revised form makes
no reference to statements of financial position, but it should be noted
‘that the Commission’s rules and regulations now permit the use of
such statements, in appropriate cases, in lieu of conventional balance
sheets. Such statements, however, must measure up to the same
standards of disclosure as those required for conventional balance
sheets. The revised form provides that the financial statements
included in the prospéctus must be certified to the same extent as
previously required by Form S-1. -

The Commission believes that the use of the revised form should
result in a more concise selling prospectus which can be widely dis-
tributed and-more easily understood by the average investor. The
extent to which this goal is achieved will, however, depend in large
measure upon the cooperation of the industry. It will be necessary
for the issuer, the underwriters and their lawyers and accountants in
the preparation of the prospectus to eliminate duplication, unimpor-
tant or mechanical details, and statistical or other information not
called for by the form and not material from the standpoint of in-
vestors. If the prospectus is to serve its purpose it must not be pre-
pared with a view to making it a detailed book of reference with
respect to the issuer and its securities. The Commission and its staff
will upon request assist to the fullest extent in pointing out in particu-
lar cases the extent to which it is deemed possible to accomplish the
desired result and thereby make the prospectus more useful to in-
vestors. On January 31, 1952, the Commission amended the revised
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‘Form S-1 in minor respects designed to remove certain ambiguities
found in the language of the form. ,

. Proposed revision of Form S-5.—Late in the 1952 fiscal year the
Commission announced a proposed revision of Form S-5, and invited
comments thereon from all interested persons. This form is used for
the registration of securities under the Securities Act by open-end
.management investment companies which are registered under the
.Investment Company Act of 1940 on Form N-8B-1. p

A registration statement on Form S-5 consists largely of certain of
the information and documents which would be required by Form
N-8B-1, if a registration statement under the 1940 Act were currently
being filed on that form. Registrants using this form are thus per-
mitted to base their registration statements under the 1933 Act upon
the information and dockets filed with the Commission in the original
registration statement and in subsequent reports under the 1940 Act.

The revision of Form S-5 under the Securities Act was proposed for
.the purpose of bringing it into line;with a currently proposed revision
of Form N-8B-1 under the Investment Company-Act. It is contem-
-plated that the revision of - these forms will simplify registration under
both Acts and will result in shorter and simpler prospectuses for open-
end management investment companies,.

Study of regulations governing prospectuses.—Proposal to adopt Rule

132 and amend Rule 431.—For some years the Commission has been
exploring the advisability of recommending appropriate amendment
of the Securities Act in-order better to achieve its basic purpose of
affording investors a maximum of timely disclosure in an under-
standable form. It seems clear that the two basic problems are (1)
devising some means, consistent with the statutory prohibition of
selling efforts before the effective date of the registration statement,
for achieving more widespread dissemination of information during
the waiting period, and (2) obtaining a statutory prospectus which is
reasonably concise and readable.
. The Commission has tentatively concluded that it would not be
justified in recommending new legislation to the Congress until it
has done everything possible to achieve these two results under its
existing powers. This approach also has the advantage of permitting
a degree of flexibility and experimentation. If the suggestions,
which the Commission offered for public comment immediately after
the close of the year,” are adopted, actual experience may indicate
modifications from time to time. Moreover, the proposals offered
are not necessarily a substitute for new legislation. In the event
legislative action seems desirable, all parties concerned should be in
a better position to consider statutory amendment in the light of the
experience with the administrative changes thus proposed.

These proposals consist partly of new rules and partly of a new
statement of policy with reference to acceleration of the registration
statement. .

In 1950 the Commission announced that it was considering a pro-
posal to amend its rules under the Securities Act to do two things:
(a) Permit the circulation to investors of ‘“identifying statements”
containing certain limited information taken from registration state-
ments and prospectuses, and (b) facilitate and encourage advance
distribution of proposed prospectuses (so-called “red herring pro-

1 Securities Act release No. 3447 (July 10, 1952).
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spectuses’’)# ‘The Commission received comments on the proposal
but no amendment was adopted at that time. The latest proposals
contain certain modifications. These proposals and the factors
prompting their consideration are deseribed in full below making
reference to the earlier release unnecessary.

In the absence of an exemption, the Securities Act prohibits the
use of the mails or interstate facilities to make any sale or attempt to
dispose of a security prior to the effective date of a registration state-
ment, and requires the inclusion of material information in pro-
spectuses used after that date. However, it does not prohibit the
dissemination -of information as such. Indeed, the concept of the
waiting period is based on the premise that information will in fact
be disseminated.

The report of the Committee on Interstate and Foreign Commerce

_on the bill that became the Securities Act (H. Rept. No. 85, 73d Cong.,
1st Sess., pp. 12-13) stated that underwriters who wished to inform
dealers of the nature of a security to be offered for sale after the effec-
tive date of the registration statement would be free to circulate the
offering circular (prospectus) itself, if clearly marked in such a manner
as to indicate that no offers to buy should be sent or would be accepted
until the effective date of the registration statement. This practice
is expressly permitted by rule 131 under the Securities Act, relating
to the circulation of the so-called “red herring prospectus” before the
effective date, and it is not proposed to change this rule.

In releases 464 and 802 under the Securities Act the Commission’s
General Counsel early expressed the opinion that the definitions of the
terms “sale’” and ‘‘sell” in section 2 (3), and hence the prohibitions
of section 5, did not extend to certain summaries of salient information
contained in registration statements—provided, among other condi-
tions, that the material did not attempt to dispose of the security in
process of registration and was not used after the effective date unless
accompanied or preceded by a copy of the statutory prospectus.
The proposed action would not affect the status of such summaries.

The proposed rule 132 is designed to permit, under certain condi-
tions, the use of a brief “identifying statement’”’ which would set
forth generally the nature of the security to be offered. Certain
categories of information would be required and certain additional
categories would be permitted. Among other things, the identifying
statement would set forth ‘“ the general type of business of the issuer,”
and it is contemplated that this statement regarding the nature of
the business would not exceed a line or two. The identifying state-
ment would be intended for use as a screening device to locate persons
who might be interested in receiving a ‘“red-herring prospectus’” or
final prospectus and not to facilitate solicitations in advance of the
effective date. The proposed rule would be in the form of a defini-
tion of the terms “sale’” and “offer” for purposes of section 5. The
anti-fraud provisions would not be affected.

The rule would require that the identifying statement include a
form. for requesting copies of the prospectus. Persons requesting
prospectuses before the effective date of the registration statement
could be given the “red-herring prospectus” provided for in the
present rule 131. )

Rule 132 would condition use of the identifying statement upon
the filing of a form of such statement as a part of the registration

8 See Securities Act release No, 3396 (Novermber 14, 1950).
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statement ten.days in advance of such use, unless the Commission
accelerated the period. The identifying statement could be circulated
or published by the issuer or by underwriters and dealers either before
or after the effective date of the registration statement. ' Any person
using the identifying statement would add to this form his name and
(after the effective date) the price of the security. In order to make
certain that a form of identifying statement would always be avail-
able for use’ by dealers, the Commission would amend its various
registration forms to require that each registration statement be
accompanied by a form of identifying statement. T

In Securities Act release No. 3177, issued on December 5, 1946,
at the time of the adoption of rule 131 on “red herring prospectuses,”
the Commission referred to its power under section 8 (a) to accelerate
the effectiveness of a registration statement where adequate informa-
tion respecting the issuer has been available to the public. That
release states: .

"The Commission, in considering requests for acceleration of the effective date
. of registration statements, will consider whether adequate dissecmination has been
made of copies of the proposed form of prospectus, as permitted by the Rule.
The determination of what constitutes adequate dissemination must, of course,
remain a question of fact in each case after consideration.of all pertinent factors.
It ‘would, however, involve as a minimum the distribution, a reasonable time in
advance of the anticipated effcctive date, of copies of such proposed form of
prospectus to all underwriters and dealers who may be invited to participate in
the distribution of the security. C -
In connection with the present proposals, the Commission, in deter-
mining whether to grant acceleration, would consider also (1) whether
the identifying statement had been made available to all under-
writers and dealers who might be invited to participate in the distribu-
tion and (2) whether copies of the “red herring prospectus’ had been
made available in reasonable quantity to such underwriters and
dealers, taking into consideration the number of requests that they
might expect to receive from customers and the amount of securities
that might be available to them for distribution.

In order to facilitate the use of proposed prospectuses in the pre-
effective period and to avoid the necessity of duplicating the informa-
tion contained in them at a later date, 1t is proposed to amend rule
431 to provide generally that a final prospectus meeting the require-
ments of the Act may consist of the latest proposed prospectus under
rule 131 plus & document containing such additional information
that both together contain all the information required by the Act.
The amendment would remove a provision which now limits the rule
to offerings by an issuer to its existing stockholders.

The proposals outlined above are designed to assist distributors
in locating persons interested in receiving the prospectus and to
make prospectuses more rcadily available to prospective investors.
A related problem is that a prospectus may not be usecful to an in-
vestor if it is unduly long and complex. As a part of the present
proposal, the Commission is therefore considering the adoption of a
policy of refusing acceleration where it is satisfied that there has
been no bona fide effort to make the prospectus reasonably concise
and readable.

The text of the proposed rule and amendment is set forth in Se-
curitics Act release No. 3447 (July 10, 1952) which gave public notice
of these suggestions,
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LITIGATION UNDER THE SECURITIES ACT

Injunctive actions

It is sometimes necessary to resort to the courts to obtain compli-
ance with the Securities Act. Such action is generally taken when
it appears that continued violations and resultant damage to the
public is threatened. The necessity for injunction has arisen most
frequently in connection with violations of the registration and anti-
fraud provisions of the Act. ’

A substantial number of cases requiring injunctive action are
those relating to oil and mining promotions. The “gold brick’
aspect of many of these promotions has by now become quite stereo-
typed. However, some cases vary from the norm sufficiently to be
worthy of mention. For instance, injunctions were obtained in the
cases of SEC v. Jack Kelly, Inc. and Leo Jack Kelly,® and SEC v.
Oil Prospectors, Inc. and Ralph Malone,'® where selling pressure was.
based largely on the stated integrity of Kelly and Malone, the pro-
motors of the ventures. While the usual claims were made concern-
ing the profit possibilities of the investment, the investor was assured
that his investment was a sure and safe one because the promotors
were men of honor. The Commission’s complaints for injunction
pointed out that the sellers were omitting to disclose that these indi-
viduals had criminal records. ) )

The almost perennial “doodlebug’” again made its appearance
during the year in the case of SEC v. Ben H. Frank, et al.'* Defend-
ants used 1n their operations a device called a ‘“Magnetic Logger”’
and the claims made for its efficacy in discovering oil were the usual
ones and were false. The claimed existence of o0il reserves in the
company’s acreage was also without basis. There is reason to
believe that the injunction obtained by the Commission saved the
investing public a substantial sum. -

In SEC v. Keystone Petroleum, Inc. and Clyde G. Kissinger,'?
another oil promotion, the usual misrepresentations concerning fabul-
ous wealth to be obtained from a small investment were being made,
as well as that the properties owned by the company were surrounded
by commercially producing oil wells. Actually, the nearest com-
mercial producer, a poor one, was located miles away from the Key-
stone properties. . An injunction was granted.

Injunctions involving oil promotions were also obtained by the
Commission in SEC v. C. E. Simmons,”® SEC v. Sierra Nevada Oil
Company and Louis A. Sears,'* SEC v. E. M. Thomasson,'® and SEC
v. John G. Perry & Co.*®* A preliminary injunction was obtained in
;S’E((]1 v. Kalentine Company, Inc. and Chancey M. Valentine, which is
pending. ,

In tl%e field of mining promotions the case of SEC v. Frank Lilly,
et al.,’”® presented a somewhat novel approach. There the promotors
had acquired a majority of the stock of Gold Valley Mining Coms-

? Civil Action No. 2249, N. D. Tex.

10 Civil Action No. 2182, N. D. Tex.

U Civil Action No. 5427, W. D. Okla,

13 Civil Action No. W-417, D. Kans.

18 Civil Action No. 3476, W, D. La.

U Civil Action No. 13056-C, 8. D. Calif.
B Civil Action No. 3673, D. Colo.

18 Civil Action No. 3463, D. Colo.

1T Civil Action No. 142, D. Nebr.
18 Civil Action No. 993, E. D. Wash,
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any, a corporation which had beén dormant for over twenty years.

his company was, of course, entirely without assets. . The pro-
moters then proceeded to levy an “assessment’” on the remaining
outstanding shares, notwithstanding that-the stock was, by its terms,
nonassessable. ‘Upon the failure of other stockholders to pay this
assessment, the defendants acquired practically all of the remaining
outstanding. stock through delinquent assessment sales for virtually
little or nothing. The defendants then, without amending the charter,
changed the name of the company to Gold Gulch Mining Company,
doubled its capitalization and proceeded to sell its shares. They also
created an artificial market by extensive over-the-counter trading
and by “wash sales” and “matched orders.” The Commission ob-
tained an injunction before the distribution had proceeded to any
great extent. .

The name U. S. 0il and Development Corp.,” was selected by Walter
A. Falk and Carl H. Peterson for a corporation formed by them, which
they falsely represented as being financed by loans from the Federal
Government and which, despite its title, purported to be in search
of ore rather than oil. An injunction was obtained by the Commis-
sion against the promoters. )

The Commission also obtained injunctions against Glacier Mining
Company,® together with a number of individual defendants, from
further violations of the anti-fraud provisions of the Act and against
Searchlight Consolidated Mining and Milling Company and Homer C.
Mills,*' from selling securities without registration, but these cases
are not sufficiently novel to warrant further comment.

Of course, the Commission’s injunctive litigation is not entirely in
the oil and mineral promotion field. Frequently it arises in connec-
tion with companies engaged in the production of commodities or
other types of business. In the case of SEC v. The Fanner Manu~
Jacturing Company et al.,”® the corporate defendant, a foundry, at-
tempted to acquire Grand Industries, Inec., a stove manufacturer, by
offering the shareholders of Grand Industries one share of Fanner for
each share of Grand Industries which they held. Representatives of
Fanner.inquired at the Cleveland Regional Office of the Commission
regarding the propricty of such an exchange without registration and
were told that it could be accomplished only if the exchange offer was
limited to residents of the State of Ohio wherein the Fanner Company
wasincorporated. The Fanner management determined not to register
and employed the assistance of three Cleveland investment houses who
began a solicitation ostensibly limited to Ohio residents. When it
appeared, however, that solicitations were being made to non-resi-
dents, and devious methods and subterfuges were being used to con-
ceal the true situation, a complaint for injunction was filed. Fanner
then agreed that it would immediately discontinue its exchange plan,
would return all securities submitted for exchange subsequent to the
date of the filing of the complaint, and would repurchase from the
underwriters the securities which they had ‘“on the shelf.” TUpon the
entry of such a stipulation the Commission agreed to withdraw its
complaint.

1 Civil Action No. 38%4, D. Colo.
0 Civil Action No. 2081, W. D, Wash,

1 Cjvil Action No. 1000, D. Nev.
2 Civil Action No. 29,110, N. D, Ohio.
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The Commission obtained an injunction in SEC v. United  Insurers -
Service Company, et al.,” a case interesting because of the novel charac-
ter of the nnsrepresentatlons made in connection with the offering of
the stock for sale. The false representations were to the effect that
the company was a life insurance company; that investinents in’its
stock were msured up to $5,000 by the United States Government;
and that dividends to be pald on the stock Would be exempted from
Federal income tax.

-In February 1952 the Commission ﬁled Y complmnt against O'hm—
chilla, Inc? alleging violations of the registration and anti-fraud
provisions of the Securities Act of 1933. The complaint alleged that
the defendants had been selling investment contracts relating to the
purchase of mated pairs of chinchillas and were misrepresenting the
profits to be realized, the mortality rate of chinchillas and their sus-
ceptibility to disease, the market for the offspring, and similar matters.
The case was pendlng at the close of the fiscal year.

An injunction was obtained against Tom @. Taylor & Co.” for mis-
representations concerning the value, holdings and stability of that
company; and Virgil S. Berry and J. Bridges Lenoir™ were enjoined
because of misrepresentations concerning the stock of Research
Manufacturing Corporation, Inc. In the latter case, Berry not only
falsely represented that the company had received la,rge orders from
the Government, but did not disclose that it was his personally held
stock that was bemg sold and that the proceeds were o'omg into his
own pocket instead of the company’s treasury.

In SEC v. Homer J. Cox and U. S. Frigidice, Inc.,”” Cox obtained a
lease to certain property in New Mexico for the purported purpose of
drilling a well for the production of carbon dioxide gas. As part of the
promotion it was represented to potentlal investors that Cox would
cause a railroad siding to be built to the site and that a dry ice plant,
the cost of which would be in excess of $1,000,000, would also be con-
structed on the tract. Cox failed to tell investors that the securities
being sold were not the securities of the corporation but were his own,
that for the most part he was using the proceeds obtained from the
sale of the securities for his personal purposes and that neither Cox
nor the company had in their possession anywhere near the amount of
funds necessary to build ‘the proposed dry ice plant. Accordingly,
the Commission obtained a final injunction prohibiting the sale of
these securities. It might be mentioned that in the course of the
investigation it became necessary to obtain a court order to enable
the Commission to examine the books and records of the defendants #
and the Commission even found it necessary to secure a citation against
Cox for contempt of that order.

The Commission also had to apply to a court for an order requiring
the production of books and records of Mines and Metals Corporation®
and the order was issued in March 1952. An appeal to the Court of
Appeals for the Ninth Circuit is pending.®

3 Civil Action No. 7219, W. D. Mo.
2 Civil Action No. 52C387, N, D. TIl,
2 Civil Action No. 1339, D. Mont.

2 Civil Action No. 1016, S. D. Ala.
2 Civil Action No. 1983, D. N. Mex.
1 Civil Action No. 1904, D. N. Mex.

2 Civil Action No. 13891—WB S. D. Calif.
% The order was affirmed on November 20, 1952.
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.-In SEC v. ‘Ralston Purina:Company, the Commission sought an
injunction based on alleged violations of the registration provisions
of the Securities Act. ;The company had been selling its stock to
more ‘than 500. of its employees, including many:in minor positions,
and contended that these transactions were exempt from registration
under the non-public offering exemption contained in Section 4 (1)
of the Act. .The district court agreed with this contention and
refused to grant a permanent injunction.®s On appeal to the Court
of Appeals for the Eighth Circuit, this decision wa$ sustained on
November 21, 195220 The Commission has filed a petition for a
writ of certiorari in the Supreme Court which is pending. -

Participation as Amicus Curiae B ’

Court rulings involving significant interpretations of the Securities
Act were handed down during the fiscal year in two cases in
which the Commission participated as aemicus curice. In Blackwell

"v. Bentsen 3 the federal district court for the Southern District of
Texas dismissed a complaint-seeking relief under sections 12 (a) and
17 (a) of the Act for allegedly fraudulent sales of securities. The court
decided that the complaint did not allege facts showing that a “secu-
rity”’ had been sold. According to the complaint, defendants sold
plaintiffs 20-acre tracts of purported citrus land in an 800-acre
development in the Rio Grande Valley of Texas, along with manage-
ment contracts pursuant to which defendants undertook to cultivate
and develop the acreage, and harvest and market the crop. It was
alleged that defendants represented that plaintiffs would be getting
into an 800-acre unit which would be developed uniformly by defend-
ants’ citrus experts for the joint benefit of all investors, that defendants
would take care of everything, and that plaintiffs would ‘“‘only have
to sit back and reap the dividends.” The court rejected the conten-
tion that “investment contracts’’ had been sold because, it concluded,
no ‘“‘common enterprise’”’ was involved. The following circumstances
in this case, the court stated, distinguished it from SEC v. W. J,
Howey Company, 328 U. S. 203 (1946), where the Supreme Court
found an ““investment contract” in the sale of citrus acreage coupled
with a service contract: (1) The failure of the instant promoters to
retain any acreage in the development for their own usage, (2) the
larger size of the average parcel sold to investors, (3) the cancelability
of the management contract, (4) the absence of any provision for
pooling the crop of various investors for purposes of marketing, and
(5) the absence in the management contract of provisions for joint
development comparable to the oral representations made to investors.
In its amicus curiae brief the Commission had taken the position that
these differences did not affect the substance of the transactions as
involving “investment contracts.” The court ruled also that juris-
diction was lacking under section 12 (2) for the additional reason that,
even had a “security” been involved, the misrepresentations com-
plained of had not been transmitted by means of the mails or instru-
ments of interstate commerce as, it concluded, the section required.
The Commission had urged in its brief that any use of the mails or
interstate facilities in the sale of the security would be sufficient, and
that it was not necessary that these instrumentalities be employed to
convey the misrepresentations. The Commission took the position

30a 102 F. Supp. 964 (E. D. Mo., 1952).

30> CCH Fed. Sec. L. Serv., par. 00,603.
8t CCH Fed. Sec. L. Rep. 990,520 (1952).
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that the use of the 'mails to deliver.the securities and to collect pay-
ments thereon, as alleged in the complaint, was sufficient.. A number
of other interpretative questions were argued but not'decided. :An
appeal to the Court of Appeals for the Fifth Circuit was pending at
the close of the fiscal year.®. . . - T
- Wilko 'v. Swan;® in” which the Commission also participated as
amicus curiae, likewise involved an action under section 12 (2) :of the
Act for alleged misrepresentation in the sale of securities. One of the
defendants, a New York brokerage house, moved-to stay the action
under the Federal Arbitration Act in-order that the controversy could
be determined by arbitration pursuant to a.form agreement which:the
plaintiff customer signed before or contemporaneously with the sale.
The United States District Court for.the Southern District of New
York denied the stay, ruling, in accord with the view of the Commis-
sion, that the controversy was not ‘‘referable to arbitration’’ under
the Federal Arbitration Act. The purpose of Congress to provide a .
defrauded purchaser of securities certain litigation advantages under
section 12 (2) which may not be afforded or safeguarded in an arbitra-
tion proceeding, and the anti-waiver provisions of section’ 14 of the
Act, the court held, precluded giving effect to such an agreement for
arbitration. An appeal was pending at the close of the fiscal year.-

32 No, 14127,
8107 F7 Supp. 75 (1952).



PART 11

ADM]NISTRATION OF THE. SECURITIES EXCHANGE ‘ACT
OF 1934 .

The Securities Exchange Act of 1934 is designed to insure the
maintenance of fair and honest markets in securities transactions both
on the organized exchanges and in the over-the-counter markets,
which together constitute the Nation’s facilities for trading in securi-
ties. = Accordingly the Act provides in general for the regulation and
control of such transactions and of practices and matters related
thereto, including solicitations of proxies of stockholders and trans;
actions by officers, directors, and principal stockholders. It requires
specifically that informiation as to the condition of corporations whose
securities are listed on any national securities exchange shall be made
available to the public; and provides for the registration of such securi-
ties, such exchanges, brokers and dealers in securities, and.associations
of brokers and dealers. It also regulates the use of the Nation’s
credit in securities trading.”-While the authority to issue rules on
such credit is lodged in the Board of Governors of the Federal Reserve
System, the administration of these rules and of the other prov1s1ons
of the Act is vested in the Commission.

REGULATION OF EXCHAN GES AND EXCHANGE TRADING

Registration and Exemption of Exchanges :

Section 5 of the Act requires each securities exchange within the
United States or subject, to its jurisdiction to register with the Com-
mission as a national securities exchange or to apply for exemption
from such registration. Exemption from registrition may be granted
to an exchange which has such a limited volume of transactions
effected thereon that, in the opinion of the Commission, it is not
practicable and not neceﬁsary or appropriate in the prllC interest or
for the protection of investors to require its registration. During the
fiscal year no change occurred in the number-of exchanges registcred
as national securities exchanges or in the number gmnted exemption
from such registration. .

At the close of the 1952 fiscal year the followmg 16 exchanges were
registered as national securities exchanges:

Boston Stock Exchange Ph 1]adclph1a-Balt1more Sto ck
Chicago Board of Tiade . .- Exchange -

Cincinnati Stock Exchange ' Plttsburgh Stock Exchange
Detroit Stock Exchange ) Salt Lake Stock Exchange

Los Angeles Stock Exchange © San Francisco Mining Exchange
Midwest Stock Exchange . 8an Francisco Stock Exchange
New Orleans Stock Exchange Spokane Stock Exchange

New York Curb Exchange g Washington Stock Exchange

New York Stock Exchange

Four exchanges were exempted from registration at the close of the
1952 fiscal year:

Colorado Springs Stock Exchange - Richmond Stock Exchange
Honolulu Stock -Exchange Wheelin_g Stock Exchange

81
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Information pertinent to the organization, rules of procedure, trad-
ing practices, membership requirements and related matters of each
exchange is contained in its registration or exemption statement, and
any changes which are effected in such information are required to be
reported promptly by the exchanges. i .
" During the year the most significant change reported by -the
exchanges in their rules and trading practices was the extension of
their trading session by one half-hour daily. This innovation was
initiated by the New York Curb Exchange whose Board of Governors
approved a plan which provided for the Curb’s session to close at 3:30
P. M. instead of at 3:00 P. M., effective June 2, 1952. The change in
hours, which was adopted on an experimental basis, was the first
which had been effected in New York in approximately eighty years,
and was almost simultaneously adopted by a number of the principal
regional exchanges. The New York Stock Exchange subsequently
determined to effect a similar change in its trading session commencing
on September 29, 1952. 'These exchanges also adopted a 5-day week
and will remain closed on Saturdays throughout the year, extending
the practice which has been followed by all exchanges during the
summer months in recent years. ‘

Disciplinary Actions by Exchanges Against Members

Each national securities exchange, pursuant to a request of the
Commission, reports to the Commission any action of a disciplinary
nature taken by it against any of its members, or against any partner
or employee of a member, for violation of .the Securities Exchange
Act or any rule or regulation thereunder, or of any exchange rule.
During the year three exchanges reported taking disciplinary action
against 26 members, member firms, and partners and employees of
member firms.

The nature of the actions reported included fines ranging from $1 to
$5,000 in 17 cases with total fines aggregating $16,167; suspension and
subsequent expulsion of an individual from exchange membership;
cancellation of the registration of three members as specialists;
withdrawal of the approval of employment of a registered representa-
tive; censure of individuals or firms for infractions of the rules; and
warnings against further violations. The disciplinary actions resulted
from violations of exchange rules, principally those pertaining to
handling of customers’ accounts, capital requirements, floor trading,
and specialists. ' :

REGISTRATION OF SECURITIES ON EXCHANGES

Disclosure Accomplished by Registration Process )
In order to make available currently to investors reliable and com-
rehensive information regarding the affairs-of the issuers of securities
isted and registered on a national securities exchange, sections 12
and 13 of the Securities Exchange Act provide for the filing with the
Commission and the exchange of an application for registration, and
annual, quarterly, and other periodic reports, containing certain
specified information. Such applications and reports must be filed
on the forms prescribed by the Commission as appropriate to the
particular type of issuer or security involved, which forms are designed
to disclose pertinent information concerning the issuer, its capital
structure and that of its affiliates, the full terms of its securities, war-
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rants, rights, and options, the .control and management of its affairs,
the remuneration of its officers and.directors, and financial data, in=
cluding schedules breaking down:the more significant accounts re-
flected therein. T :

In general, the Act provides that an application for registration shall
become effective 30 days after the receipt by the Commission of the
exchange’s certification of approval thereof, except where the Com-
mission determines it may become effective within a shorter period
of time. It is unlawful under the statute for any member, broker, or
dealer to effect any transaction in any security on any national securi-
ties exchange unless it is so registered (except where it has been ad-
mitted to unlisted trading privileges, or.is exempt).

Examination of Applications and Reports

All applications and reports filed under sections 12 and 13 of the
Securities Exchange Act are processed in much the same manner by
the staff of lawyers, accountants and financial analysts maintained in
the Division of Corporation Finance, as documents filed pursuant to
the Securities Act and certain other statutes administered by the
Commission. This integration of examination functions arising under
various acts is designed to achieve the maximum possible degree of
uniformity, simplicity and effectiveness in the administration of these
inter-related controls. : ‘

Thus these documents are processed to determine whether full and
adequate disclosure has been made of the specific types of information
required by the Securities Exchange Act and the Commission’s rules
and regulations thereunder. Where examination shows a need for
correcting amendments, these are obtained and examined in the same
manner as the original documents.

The Act does not provide with respect to annual or other periodic
reports a 30-day period after filing before becoming effective, as it
does in the case of applications, and the practical necessities imposed
upon the Commission’s curtailed staff have caused a delay in the
examination of these reports.

The results achieved by the Commission’s examination of these
applications and reports may be illustrated by reference to a few actual
cases processed during the 1952 fiscal year.

Property acquired in exchange for stock.—In an application for listing
the shares of a foreign oil company on an exchange, it was indicated
that certain no par value shares of the registrant had been issued for
property, which property was reflected in the financial statements on
the basis of an arbitrary value of 50 cents for each of the shares issued.
Concurrently, shares of the same issue were sold to yield the registrant
10 and 15 cents per share. Subsequently, the shares were converted
into one quarter of their number with a par value of ten cents per
share. In order to eliminate the overstatemerit arising from the use
of the arbitrary value, the capital surplus applicable to the shares
issued for property, which resulted from the conversion, was required
to be applied in part to reduce the property accounts to values com-
parable to the consideration received for shares sold for cash. This
resulted in reducing the original arbitrary value assigned to properties.
in the amount of $792,500 to a value of $190,677.42.

Effect of events subsequent to balance sheet date—A registrant engaged
in the liquor business included in its annual report to this Commission,

232122—53—-4
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as a note to the financial statéments, a disclosure that, within the
month subsequent to the balance sheet date, ‘settlement in a sub-
stantial amount had been made in respect of claims against it relating
to its sale several years ago of investments in certain companies,
The accountants’ opinion covering the financial statements was signed
approximately seven weeks after the settlement date.

On the basis that the accountarts had knowledge of the final status
of the claims prior to the signing of their opinion, the Division of Cor-
poration Finance requested and obtained the filing of revised financial
statements reflecting the settlement.

< Provision for employee pension plans.—Regulation S-X, which
governs the form and content of financial statements required to_be
filed as part of registration statements and periodic or annual reports
under various Acts administered by this Commission, requires in
rule 3-19 (e), as revised, a disclosure of certain information &s to pen-
sion and retirement plans in the general notes to the balance sheet.
A registrant manufacturing certain electrical equipment, with total
consolidated assets of $62,000,000 and equity capital of $48,000,000,
filed its annual report for the year ended December 31, 1950, with an
indication that the information called for by this rule could not be
furnished because studies were in progress to obtain such information
and that an amendment would be filed when the studies were com-
pleted. About eleven months later the annual report for the year
ended December 31, 1950, was accordingly amended to set forth in a
footnote to the financial statements a brief description of the essential
provisions of the plans; a statement that the annual contributions to
the trust funds for the benefit of the persons who had retired and for
those eligible for pensions would require amounts ranging from ap-
pro‘nmately $1,000,000 to $1,650,000 during the years 1951 to 1959,
inclusive; and that statistical studies made by actuaries to estimate the
amounts requlred to fund potential pensions for those employees not
eligible for pensions at December 31, 1950, would approximate
$19 100,000 to cover the cost for services rendered prior to December
31, 1950 while the current service cost for 1951 and subsequent years
Would apnrommate $1,100,000 annually. It is largely due to the
revision of Form S-X that the staff is able to obtain disclosure of such
significant information in annual reports filed pursuant to section 13.

Statisties of Securities Registered on Exchanges

At the close of the 1952 fiscal year, 2,192 issuers had 3,588 security
issues listed and registered on natlonal securities exchanges These
securities comprised 2,624 stock issues totaling 3,670,855,266 shares,
and 964 bond issues totaling $21,410,100,351 in pr'mcipal amount,
These figures reflect net increases for the year of 43 stock issues,
193,290,621 shares, 22 bond issues, and $513,775,782 in principal
amount of bonds over the amounts at the close of the 1951 fiscal year.

During the fiscal year 51 new issuers registered securities under
section 12 of the Act, while such registration of all securities of 47
issuers was terminated. -

The following table shows for the fiscal year the number of applica-
tions filed under section 12 and of reports filed under section 13 and,
pursuant to undertakings contained in registration statements filed
under the Securities Act, under section 15 (d) of the Securities
Exchange Act:
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Applications for registration of securities on national securities exchanges.. - 673
Applications for registration of unissued securities for “when issued” trad-

ing on national securities exchanges____._______‘_______________.___ 56
Exemption'statements for trading subscnptxon rlghts on national securities

eXCNANEeS _ oL e e 121
Annual reports. . oo o e mmmmeeer- 2, 865
Current rePOTtS . - - o o e oo e el e = 11, 793
Amendments to applications and annual and current reports ____________ 1,197

Additional statistical information concerning securities registered
and traded on national securmes exchanges is contained in the ap-
pendix tables. .

Temporary Exemptlon of Suhstltuted or Additional Secuntles ’

Rule X-12A-5 provides a temporary exemption from the reglstra,-
tion requirements of section 12 (a) of the Act for securities issued in
substitution for, or in addition to, securities prevmusly listed or ad-
mitted to unlisted trading pnvﬂeges on a national securities exchan,
The purpose of this exemption is to enable transactions to be la,wfu%ly
effected on an exchange in such substituted or additional securities
pending their registmtion or admission ’oo unlisted trading privileges
on an exchange.

The exchanges filed notifications of admlssmn to trading under this
rule with respect to 151 issues during the year. In numerous in-
stances, the same issue was admitted to trading on ‘more than one
exchange so that ‘the total admissions to such tradmg, including
duplications, numbered 230.

"MARKET VALUE OF SECURITIES TRADED ON EXCHANGES

The unduplicated total market value on December 31, 1951, of
all securities admitted to trading on one or more of the twenty stock
exchanges in the Unlted States was $225,881,951,000:

Number Mearket value

Stocks: - issues Deec. 81, 1951
New York Stock Exchange_ .. ..._.___ fmeew---- 1,495 8109, 483, 600, 000
New York Curb Exchange_ ... ... __...___1. 777 16, 492, 136, 000
All other exchanges_ ... ..o 760 3,243, 023, 000
. : : 3,032 129, 218, 759, 000

Bonds: g R

New York Stock Exchange ___________________ 918 95, 634, 350, 000
New York Curb Exchange...oo oo oo -_ 83 . 869,101, 000
All other exchanges_____-___-_____-___: ...... 33 - 159,741,000
' 1,034 96, 663, 192, 000
Total stocks and bonds.- .o —.ceceooooo oo 4,066 225, 881, 951, 000

New York Stock Exchange and Curb figures are as set forth by
those, exchanges. There is no duplication of issues between those
two exchanges, but many of the issues traded on them are also ad-
mitted to trading on one or more of the 18 other exchanges in addi-
tion to those shown for such other exchanges. The number of issues
includes a few which are suspended or inactive, and whose market
value (if any) is not computed. Some of the smaller exchanges
automatically admit local state and municipal bonds to trading upon
their issuance, but such bonds are rarely traded on the exchanges
and are not shown in this presentation.
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Market Value of Stocks ‘ g

Aggregate market values of stocks traded on ‘the exchanges have
risen from $82 billion at the.close of 1948 to $129.2 billion at the
close of 1951. The increase during 1951 was $18.2 billion, compared
with an increase of $29 billion during: the preceding 2 years 1949-50.
The net number of stock issues declined from 3,052 at the close of 1948
to 3,032 at the close of 1951.

Market Value of Bonds

Listed United St&tes Government and subdivision bonds have de-
creased from 73 issues with $114.6 billion market value at the close
of 1948 to 61 issues with $77.3 billion market value at the close of
1951. All other bond issues on the stock exchanges had market
value of $18.1 billion at the close of 1948 and $19.4 billion at the
close of 1951, despite a moderate declirie in number of issues from
998 to 973 durmg the three years.

New York Stock Exchange ]

All stocks listed on the New York Stock Exchange as of December
31, 1951, numbered 1,495 and were reported to have a market value
of $109 5 billion. An historic record was made when, on March 1,
1951, the market value of the then listed 1,476 stocks was reported
to have passed the $100 billion mark. The 1929 peak had been
around $90 billion for 1,280 stocks and the subsequent lowest point
occurred in 1932, when the 1 ,253 stocks then listed were reported to
have a market value of less than $16 billion. By June 30, 1952, New
York Stock Exchange stock listings numbered 1,514 and were reported
to have a $114.5 billion market value.

All bonds listed on the New York Stock Exchange as of December
31, 1951, numbered 918 and were reported to have a $95.6 billion
market value or 98.9 percent of the total market value of bonds on
all United States stock exchanges. All of the 61 listed United States
Government and subdivision bonds with a market value of $77.3
billion and 857 other bond issues having $18.3 billion market value
were on this exchange. The latter mcluded 613 domestic company
issues .with a market value of $16.6 billion, 231 foreign issues with
$1.3 billion, and 13 International Bank for "Reconstruction and De-
velopment issues with $0.4 billion. The figures had increased some-
what by June 30, 1952, when all listed bonds numbered 934 with a
reported market value of $96 billion.

The face value of domestic company bonds listed on this exchange
as of June 30, 1952, amounting to $18.3 billion, was practically identi-
cal with the peak of $18.4 billion established September 1, 1931, and
represents a recovery from a low of less than $14 billion in 1945.
Face values of foreign government and foreign company bonds on the
New York Stock Exchange have declined steadily over the years from
$19.7 billion in 1931 (including about $10 billion British Government
bonds) to $1.8 billion as of June 30, 1952
New York Curb Exchange

The New York Curb Exchange reports the number and aggregate
market values of the securities admitted to trading thereon annually,
commencing December 31, 1936, when it showed 1,050 stocks with
$14.8 billion market value. At the close of 1951, it showed 777 stocks
with $16.5 billion market value. However, if the holdings of Stand-
ard Oil Company (New Jersey) of two stocks traded on the Curb—

} .

!
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Creole Petroleum Corporation and Humble Oil & Refining Company—
were subtracted,. the remaining market values would have been $14.1
billion at the close_of 1936 and $12.7 billion at the close of 1951.

During the three years 1949-1951; inclusive, the New York Stock
Exchange listed 37 stocks with' a market value of over $2 billion at
time of listing, which stocks or their predecessors had theretofore been
on the Curb. In the same period, the Curb listed and commenced
trading in 74 stocks with about $1 billion market valiue, some of which
had theretofore been on its unlisted trading roster. ‘

The number of bond issues on the Curb was reported at 438 on
December 31, 1936, with a $5.4 billion market value. At the close
of 1951, the number was 63, with a $0.9 billion market value, and
20 suspended foreign issues for which no value was reported. Dur-
ing the three years 1949-1951, inclusive, the Curb gained 8 new
listings of bonds with 'a $0.3 billion market value and lost 9 bond
issues with a $0.2 billion market value to listing on the New York
Stock. Exchange. ' .

Other Stock Exchanges ‘

Originally, stock exchanges consisted for the most part of local
members trading in local securities. There have been over 100
exchanges in this country down the years. At least 30 were function-
ing in 1929. At present 20 remain, consisting of the two New York
and the 18 so-called ‘“‘regional’”’ exchanges. .

The identity of issues on the regional and the New York exchanges
has become so extensive that only the smaller regional exchages still
accomplish most of their trading in their own local issues.?

1 At the close of 1936, Creole and Humble were collectively worth $1 billion, of which $0.7 billion was
owned by Standard. At the close of 1951, their market values aggregated $4.7 billion, of which $3.8 billion
was owned by Standard.

1 This subject was referred to in the 15th Annual Report (fiscal year 1949), p. 37, where, following a table
of total market value of all securities on exchanges as of December 31, 1948, the statement was made that “8ix
of the regional exchanges accounted for over 90 percent of the dollar volume of stock transactions on all 22
such exchanges during 1948, These six exchanges—Boston, Chicago, Detroit, Los Angeles, Philadelphia,
and San Francisco—reported aggregate 1948 dollar volume of $858,600,000 in stocks, of which about $750,-
000,000 was in issues also traded on New York Stock Exchange or Curb.” The statement was based on
the following caleulation:

Sales in issues | Percent of
Dollar volume | not admitted to |sales notin*

Exchange stock sales, trading on either | competi-

year 1948 New York tion with

Exchange New York
Philadelphia Stock $106, 614, 904 $1.617,227 1.51
Boston Stock_ . 171, 094, 5556 11, 894, 209 6. 95
Detroit Stock . _ 43,755, 237 4,129,058 9.44
Chicago Stock - 212,024, 313 25, 504, 467 12.02
Los Angeles Stock 141, 479, 679 24,157, 253 17.07
Pittsburgh Stock_ _ - 17, 926, 524 3,119, 736 17.40
Cincinnati Stoek__________ 12, 926, 769 2.850, 113 22.05
San Francisco Stock.._____ 183. 627, 799 49, 312, 860 26. 85
‘Washington Stock.......... 4, 404, 054 1,676,056 38.08
St. Louis Stock . ... _______.. 8, 933, 687 3,752,723 42.00
Cleveland Stock__ ... __________ 16. 055, 870 7,913,677 49,29
‘Wheeling Stoek.__...._._ 354, 380 216, 801 61.18
Spokane Stock .. _______. 1, 930, 680 1, 580, 416 81.86
Salt Lake Stock.._______ 2,782,165 2,375,382 85,38
Baltimore Stock . 2,217,409 2,012.630 90.76
Richmond Stock. 8%, 648 435,171 94.88
New Orleans Stoc 1,122, 169 1,081, 792 96. 40
Honolulu Stock._ . 4, 918, 986 4,792,432 97.43
Chicago Board of T 189, 455 185, 855 98.15
San Francisco Mining_ _ 619, 1650 612,824 98,98
Colorado Springs Stock___ 419,775 419,035 9. 82
Minneapolis-St. Paul. . __ . iaceioi. 2, 282, 400 2, 282, 400 100. 60
Total i ciciceeeoiceaas 936, 138, 608 151, 922, 307 16.23

Dollar volume of sales in the issues not admitted to trading on either New York exchange has
.been figured on a basis of monthly sales times monthly high prices, and is accordingly somewhat
- greater than actuality. Dollar volume is used in preference to share volume because the large number

of low-priced shares on the regional exchanges weight the share volume comparison.
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. The relationship between the exchanges dates back to events such
as the establishment of stations on high points across New Jersey,
from which semaphore signals in daytime and light flashes at night
were observed by telescopes and information on stock prices was thus
conveyed in as short a time as ten minutes between New York and
Philadelphia. After 1844, the telegraph succeeded the semaphore.
The telephone appeared after 1878, with first cross-continent con-
versations around 1915. Stock ticker service from New York was
extended to Pacific Coast points around 1925. Turret boards and
teletype rounded out the communication facilities which have been
instrumental in changing the securities business from local to country-
wide aspect. '
The regional exchanges originally developed local issues to the
point where they gravitated to the New York exchanges, and at an
early date they also drew issues from the New York exchanges in
which to trade locally. On the Boston Stock Exchange, for example,
the governing committee was authorized by resolutions adopted prior
to 1880 to permit trading in any securities listed on either the New
York or Philadelphia stock exchanges. In 1932 the Philadelphia
Stock Exchange adopted the rule that no securities could be admitted
to unlisted trading which were not listed on the New York Stock
Exchange, New York Curb Exchange, Boston Stock Exchange, Pitts-
burgh Stock Exchange, or Chicago Stock Exchange. By 1928 the
Los Angeles and San Francisco stock exchanges (and their curbs) had
turned from the “call” to the “post” system, introduced contin-
uous sessions, and installed odd-lot dealer mechanisms, thereby increas-
ing trading in the New York issues. ’
- The consolidation of industry into units of national importance and
the growing diffusion of their shares available for trading on both the
New York and regional exchanges have brought about a heavy concen-
tration of trading volume in a small proportion of the total available
stock issues. At the close of 1951, 158 stocks listed on the New York
Stock Exchange were also available for trading on 4 or more of the
8 leading regional exchanges, and the reported volume during 1951
in these 158 stocks constituted over 40 percent of the reported volume
on the New York Stock Exchange and over 40 percent of that on the
8 leading regional exchanges. These exchanges included Boston,
Cincinnati, Detroit, I.os Angeles, Midwest, Philadelphia-Baltimore,
Pittsburgh, and San Francisco, whose aggregate dollar volume of
stock transactions during 1951 was 98.6 percent of the total for all
18 regional exchanges.
" The number of stocks admitted to trading on one or more regional
exchanges but not on either New York exchange has dropped from
814 at the close of 1948 to 760 at the close of 1951. During this
period, the market value of all stocks on all the exchanges rose from
$82 billion to $129.2 billion, while those solely on the regional ex-
changes remained a little above $3 billion. New single listings in
this latter category during 1951 amounted to 12 stocks with an ag-
gregate market value of about $22,000,000. Bond issues only on
regional exchanges have dropped during the 3 years from 50 to 33,
with a remaining aggregate market value of about $160,000,000.
New listings admitted practically simultaneously on a New York
exchange and one or more regional exchanges during 1951 had over
$0.5 billion market value for stocks and $0.3 billion for bonds. The
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principal component of the latter was an issue of American Telephone
& Telegraph 3%, convertible debenture bonds due in 1963, which
bﬁca,me listed on the New York Stock Exchange and 5 regional ex-
changes. ' : : g

During 1951, various regional exchanges obtained listings of stocks
already listed on some other exchange (principally the New York
Stock Exchange) with an aggregate market value in excess of $4 billion.

The most, prolific source of new trading material for the regional
exchange lies in the admission to unlisted trading thereon of issues
listed on some other exchange (principally the New York Stock
Exchange). During 1951, over $10 billion market value of such listed
stocks was newly admitted to unlisted trading on one or more of the
regional exchanges. .

A summary of new issues on the regional exchanges during 1951,
showing outstanding shares and market values as of December 31,
1951, is as follows:

Year 1951 Issues Shares Market value

New single listings. 12 6, 600, 534 $22, 048, 616
Bimultaneous listings. 16 22, 726, 460 507,977, 241
New listings of listed issues. . 23 96, 740, 644 4,060, 381, 504
Admitted to unlisted trading... - 56 | 263,607,808 | 10,675, 760, 277
107 | 389,675,446 | 15,266, 167, 638

Less duplication 5 15,973,988 476, 649, 529
N 102 373}'[*‘701' 458 | 14,789, 518,109

'ace

Bimultaneous listings of bonds 5 | $271,437, 500 308, 889, 844
All stocks and bonds z 107 |oeecaceeaee 15,098, 407, 953
Portion also on New York Stock Exchange.. 14, 932, 299, 667

"The duplication reflected in the above table consists of issues which
became listed on some regional exchanges and admitted to unlisted
trading on others. This 1s the only duplication in the table, each
issue otherwise being counted but once, whether it appeared on only
one, or more than one, of the regional stock exchanges.

A similar showing of new issues admitted to trading on one or more
of the regional exchanges during the 6 months ended June 30, 1952,
;Viﬁh amounts outstanding and market values as of that date, is as

ollows:

First half 1952 Issues Shares Market value
New single listings 3 316, 269 $11, 075,393
Bimultaneous HStNES. o oo oo aemaeee 5 1,112,888 48, 982, 644
New listings of listed issues_...... - 6 10, 396, 526 166, 864, 075
63 | 327,589,714 13, 903, 658, 063

Admitted to unlisted trading. ..

77 | 339,415,397 | 14,130, 580,175

. . . Face
Bimultaneous listings of bonds. 4 | $124, 496, 500 131, 956, 395
All stocksand bonds...__._.__.._ - 81 14, 262, 536, 395
Portion also on New York Stock Exchange. .. _coeooe.o R P, 13, 930, 722, 427

No duplication exists in this table, the number of issues being net
for the 6 months. However, 13 of the stock issues admitted to unlisted
trading during the 6-month period, comprising 76,686,499 shares and
$2,469,548,826 market value, duplicate issues which became.listed or
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admitted” to unlisted trading -on some other regional exchange .or
exchanges during-the year 1951. The ‘American Telephone & Tele-
graph éo. 3%s of 1964, which were in process of listing on the usual
six exchanges as of June 30, 1952, are not included in the above table.

Securities Available for Listing - . .

On January 9, 1950, the Commission transmitted to the Congress
a report recommending an amendment to the Securities Exchange
Act ‘which would extend to investors in unregistered. securities the
protections afforded with respect to registered securities by the Act
relating to.the availability of public information, the- provision of
data necessary for intelligent exercise of the right to vote, and regula-~
tion of insiders’ short-term trading. A survey at the time disclosed
that there were then about 1,800 domestic 1ssuers with $3 million
assets and 300 stockholders as minima, having stocks quoted over the
counter with an aggregate market value of approximately $19 billion
to which the amendment might apply. The total included unlisted
stocks traded on the stock exchanges, which have been a prolific source
of new listings, and excluded bank and investment company stocks,
which are not usually regarded as listing material. The $19 billion
was equivalent to one-quarter of the $76 billion market value of all
stocks listed on the New York Stock Exchange on January 1, 1950.

A more recent study indicates that as of August 15, 1951, quoted
stocks not listed on any exchange of utility and industrial companies
having registrations under the Securities Act and filing reports under
section 15 (d) of the Securities Exchange Act, had a market value in
excess of $6 billion. In other words, a sizeable fraction of the over-
the-counter stock values represents securities of companies reporting
the same periodic data as do listed companies. There were close to
500 common stock issues with an aggregate market velue of $5 billion,
and over 300 preferred stocks with an aggregate market value of $1
billion.. Of the common stocks, 170 issues with $3.1 billion market
value had over 2,000 reported holders per issue. There were 267
quoted utility stocks with $2.7 billion and 528 quoted industrial stocks
with $3.3 billion aggregate market values.

It appears that less than 2 percent of the corporations of this
country (principally the larger ones) have stocks which are ade-
quately quoted, and that the “market value” of stocks of the re-
maining 98 percent or more can be only a statistical abstraction built
on ratios and synthesis,

Prospective listings, however, are by no means confined to present
actively quoted over-the-counter securities. A prolific source of new
listings lies in issues newly coming on the market. These include new
issues of already listed companies, initial stock offerings by long-
established and theretofore privately owned companies, stocks of
operating companies previously owned by holding companies, and
stocks in new speculative enterprises, such as Canadian oil fields,
among others. : ) )

VOLUME OF SECURITIES TRADED ON EXCHANGES

Stock Volume

Fluctuations in the number of shares sold on the exchanges (includ-
ing stocks, warrants and rights) have been very great. A peak of 962
million shares was reached in 1936, from which there was a year-by-
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year decline to 221 million in 1942. There followed a rise to 803
‘million in 1946, a relapse to an average of 534 million per annum for
194749, mclus1ve and a rise to 893 million in 1950. In 1951, share
sales declined shghtly to 864 million, followed by a further shadmg off
to around 382 million during the half year ending June 30, 1952.

The dollar volume of share sales showed corresponding fluctuations.
A peak of $23.6 billion in 1936 contrasted with a mere $4.3 billion in
1942. There followed a rise to $18.8 billion in 1946, a decline to an
average of $11.8 billion per annum for 1947-49, mcluswe and a rise to
$21.8 billion in 1950. In 1951, the dollar volume of share sales declined
slightly to $21.3 billion, followed by a further shading off to around
$9.2 billion during the half year ending June 30, 1952.

Notwithstanding these great fluctuations in number and dollar
volume of share sales, the relative trading as between the two New
York exchanges and the remammg reglonal exchanges has main-
tained a remarkable constancy:

’

Percent of share volume|Percent of dollar volume
Year
2 New York| All other {2 New York| All other
exchanges | exchanges { exchanges | exchanges
Percent Percent Percent Percend
85.6 14.4 94.5 5.6
89.5 10.5 94.9 5.1
87.9 12.1 95.4 4.6
88.6 11.4 94.8 5.2
89.6 10.4 93.8 6.2
88.6 11.4 92.8 7.2
86.7 13.3 1.6 8.4
88.1 11.9 91.8 8.2
91.3 8.7 93.8 6.2
90.3 9.7 93. 4 6.6
87.2 12.8 93.6 6.4
85.4 14.6 93.4 6.6
86.8 13.2 92.8 7.2
87.5 12.5 |, 92.7 7.3
83.0 - 12.0 92.3 |- 7.7
89.9 10.1 92.8 7.2
89.0 11.0 93.0 7.0
86. 56 13.5 92.5 7.5

'

;. 18ix months ending June 30, 1952,
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Bond Volume '

At times in the past, the New York Curb Exchange and some of
the regional exchanges have experienced substantial amounts of bond
volume. The New York Stock Exchange, however, has remained
the focal point for bond trading on the stock exchanges, showing over
969% of such trading during 1951 in terms of market value.

Additional Data

Market value and volume of sales on all United States stock ex-
changes for the year 1951 and for the 6 months ending June 30, 1952,
are shown in Appendix Table 7. Annual share and dollar volumes
since 1935 and the percentages on the various stock exchanges are
shown in the following charts and table:

SHARE VOLUMES OF STOCK SALES ON EXCHANGES DOLLAR VOLUMES OF STOCK SALES ON EXCHANGES

PERCENT BY EXCHANGES PERCENT BY EXCHANGES
100 [ 4l Recionat stoow excuances - 100 [ EXCHANGES

N
NEW YORK STOCK EXCHANGE
W

Iy

o155 TOTAL ANNUAL SHARE VOLUME S _TOTAL ANNUAL DOLLAR VOLUME
\ 25

3
e Sothle
) Skt

1936 38 40 42 44 46 48 1950

NOTE: ALL DATA 4S O YEAR £xD NOTE: ALL DATA A4S OF vead END




Comparative Share Sales and Doilar Volume on-Exchanges from Jan. 1, 1935, to June 30, 1952

Sales of shares, including stocks, warrants and rights, and dollar volume are those reported by all United States exchanges to the Commission, as adjusted. Figures for merged
exchanges are included in those of the exchanges into which they were merged. The last column i’:‘Others”) includes figures for the smaller exchanges now functioning and for those
which have ceased to function during the period covered; fluctuations In activity of low-priced shares on the mining exchanges among them cause greater changes in share than in
dollar volume. Exchanges are arranged in order of dollar volume thereeon in 1951. Symbols: NYS, New York Stock Exchange; NYC, New York Curb Exchange; MSE, Midwest;
SFS, San Francisco Stock Exchange; BSE, Boston; LAS, Los Angeles; PBS, Philadelphia-Baltimore; DSE, Detroit; CIN, Cincinnati; PIT, Pittsburgh. X .

Year Share sales NYS NYC MSE SFS BSE LAS , PBS .{ DSE CIN PIT Others
Percent | Percent | Percent | Percent | Percent | Percent | Percent | Percent | Percent | Percent | Percent
681, 970, 500 73.13 12. 42 1.91 1.49 0.96 1.20 0.76 0.85 0.03 0.34 6.91
962, 135, 940 73.02 16. 43 2.18 1.64 .72 1.32 .68 .74 .04 . .32 2.91
838, 460, 889 73.19 14.75 1.79 1.60 .83 1.63 . .70 .59 .03 | - .38 |- 4. 51
543, 331, 878 78.08 10. 55 2.27 1.41 1.03 1.26 .78 .75 04 .25 3.59
468, 330, 340 78.23 11.39 2.26 1.35 | . L18 100 - .93 .76 .05 .26 | - 260
377, 896, 572 75. 44 13.20 2.11 ' 1.59 1.19 1.19 1.02 .82 .08 .31 3.05
311, 150, 395 73.96 12,73 2.72 1.55 LS50 . L14 1.23 .87 .14 .36 3.80
221, 159, 616 76. 49 11.64 2.70 1.51 1.39 111 107 .80 .12 .29 2.78
488, 290, 926 74, 58 16.72 2.20 1.09 .76 .83 .85 .64 .07 .20 2.06
465, 523, 183 73.40 16. 87 2.07 1.3 | - .8 1.10 .78 .86 .06 .26 2.49
760, 018, 138 65. 87 21.31 1.77 1.27 . 66 L7 .65 .79 .05 .40 5. 52
803, 076, 532 66 07 1937 . 174 1.86 .84 |- -1.65 .68 .63 .05 .28 6.83
513, 274. 867 69. 82 16.98 1.67 2.10 1.05 2.12 .60 .66 .08 19 4,43
571, 107, 842 72. 42 15.07 1.63 2.13 .76 1.82 73 .68 .08 .18 © 4.50
516, 408, 708 73. 51 14,49 1.67 2.00 .93 1.72 117 .73 .09 .18 --3.51
893, 320, 458 76.32 13. 54 2.16 1.61 .85 1. 50 7 .55 .09 .18 2.67
863, 918, 401 74. 40 14. 60 2.10 2.12 ~70 1.42 72 .58 .08 16 3.12
381, 731, 870 68. 68 17:87 2.21 |- 2. 56 .62 1.37 72 .51 .09 16 5.21
Dallar volume ' . - .
Year (000 omitted) NYS NYC MSE 8F8 BSE LAS PBS DSE _CIN PIT Others
Percent | Percent | Percent | Percent | Percent | Percent | Percent { Percent | Percent | Percent | Percent
$15, 306, 139 86. 64 7.83 1.32 0.93 1.34 0.46 0.67 0.40 0.04 0.20 | .17
23, 640, 431 86. 24 8.69 1.39 .86 1.05 .47 .61 .31 .03 .20 .15
21, 023, 865 87.85 7.56 1.06 .82 1.10 .43 To.60 .24 W03 . .20 11
12, 345, 419 89 24 5. 57 1.03 W77 51| <« .50 ¢! .37 .04 .18 .08
11, 434, 528 87.20 6. 56 1.70 .87 1.70 .50 .82 .34 .08 18 07
8,419,773 85.17 7.68 2.07 1.00 1.91 52 .92 .36 .09 .19 .09
6, 248, 055 84.14 7.45 2. 59 1.06 2.27 .61 1.09 .33 .12 .21 13
4,314,294 85,16 6. 60 2.43 1.05 2.33 I .66 .94 .34 W13 23 .13
9, 033, 807 81,93 8.90 2.02 85 1.30 .58 78 .30 .07 .16 .11
9, 810, 149 84,14 8.30 2.11 1.05 1.29 .65 78 .34 .07 |, 15 12
16, 284, 552 82.75 10. 81 2.00 1.14 1.16 .64 .81 .35 .06 14 .14
18, 828, 477 82.65 10.73 2.00 1.22 1.23 .65 .78 .33 07 16 .18
11, 596, 806 84.01 8.77 1.82 1.39 1.51 .87 .90 .36 .11 14 .12
12, 911, 665 81.67 8.07 1.85 1.43 1.33 1.10 .84 .34 10 .14 13
10, 746, 935 83.85 8. 44 1.95 1.35 1.43 1.14 1.06 39 .12 .13 .14
21, 808, 284 85.01 6.85 2.35 1.18 112 1.01 .89 39 11 .1
21, 306, 087 85,48 7.56 2.30 1.07 1.06 t .99 786 36 11 11 .10
9, 166, 381 84.39 8.07 2. 58 1.14 1.06 1.04 .95 401 - 12 14 .11

1 Six months ending June 30, 1952, ! N ' I o

P
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D SPECIAL OFFERINGS ON EXCHANGES

Rule X-10B-2 under the Securities Exchange Act permits special
offerings of comparatively large blocks of securities to be made on
8 national securities exchange provided such offerings are effected
pursuant to a plan which has been filed with and approved: by the
Commission. A security may be the subject of a special offering
when it has been determined that the auction market on the floor
of the exchange cannot absorb a particular block within a reasonable
period of time without unduly disturbing the current price of the
security, A special offering of a security is made at a fixed price
consistent with the existing auction market price of the security, and
members acting as brokers for public buyers are paid a special com-
mission by the seller which ordinarily exceeds the regular brokerage
commission. Buyers of the security are not .charged any commission
OE' their purchases and obtain the security at the net price of the
offering. :

-Each of the nine exchanges with a special offering plan in effect has
been requested to report certain information to the Commission on
each offering effected on the exchange under the plan. These reports
show the following data for 1951 and the first six months of 1952:

Special offerings on Stock Exchanges

TWELVE MONTHS ENDED DEC. 31; 1951

NUMBER OF SHARES Value of Aggreig:lte
. spec
Exchange e T o T | sl eomimision
ub- ousan:
orleinal | geribeq | Sold [ of dollars) | 5r qojiars)
t
All Exchanges:- -
Total .__._____...... 27 | 329,742 | 332,403 | 323,013 10, 841 . 206
Completed.... 25 { 307,283 | 320,248 | 310,858 10,188 .° 195
Not completed 2 22, 454 12,155 12,155 653 10
Midwest Stock Exchange: Total com:
Pleted. . ceans 1 + 5,000 [- 65,000 5,000 | 184 3 .
New York Stock Exchange:
Total ... ........C P, 25 | 309,742 | 312,403 | 303,013 10, 616 200
Completed...__. - 23 | 287,288 | 300,248 | 260, 858 9, 963 190
Not completed 2 22,454 12,155 12, 165 653 10
8an Franeisco Stock Exchange: Total . A
completed. oo eccicncnanan 1 15,000 15, 000 15,000 41 §. 2

SIX MONTHS ENDED JUNE 30, 1052

) SN 16 | 245,550 | 271,051 | 208,095 5,136 .12
Completed__._.________.______ 12 197,150 | 261,006 | 197,150 4,831 o107
Not completed 4 48, 400 10, 945 10, 945 305 5
Mid%vest Stock Exchange:

otal ... ... ____ - 2 14, 890 9, 890 9, 890 338 5
Completed.... 1 4,890 4, 890 4, 890 145 2
. Not completed .. __.._..... 1 10, 000 5,000 5,000 . 193 3
New York Curb Exchang otal not
completed_ . ______.________________ 1 20, 000 2,275 2,275 11 1
New York Stock Exchange:
B X Y 12 | 207,600 | 256,716 | 192,860 4,678 . 103
Completed.._.__ 10 189,180 | 253,046 | 189,100 4, 577 102
Not completed. T2 18, 400 3,670 3,670 101 1
8an Francisco Stock Exchange: Total
1 3,070 3,070 3,070 109 3

completed. .o ooocoeao
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SECONDARY DISTRIBUTIONS APPROVED BY EXCHANGES

A ‘““secondary distribution,” as the term is used in this section, is a
distribution over the counter of a comparatively large block of a pre-
viously issued and outstandmg security listed or admitted to trading
on an exchange. Such distributions are resorted to when it has been
determined that it would not be in the best interest of the various
parties involved to sell the shares on an exchange in the regular way or
by special offering. ~ The distributions generally are made after the
close of exchange trading. It is the'general practice of exchanges to
require members to obtain their approval before participation in such
secondary distributions. The following table shows the number ‘and
dollar volume of secordary distributions which exchanges have ap-
proved for member participation and reported to .the Cormmission
for 1951 and the first six months of 1952:

Reported secondary distributions of Exchange Stocks.
TWELVE MONTHS ENDED DEQ. 31, 1951

' Nomb NUMBER OF SHARES ]Yalm o]fd
umber shares so
Exchange made | In original | A¥allable | | (thonsands
- . offer tribution of dollars)
All Exchanges
tal _______ 88 | 5,104,200 | 5,237,950 | 85,103,756 146, 459
Completed .......................... 83 | 4,986,300 | 5,115,887 | 5,121,046 143,318
Not completed . . ... 5 117,810 122,063 72,710 3,141
Cincinnat! Stock Exchange: -
Total ..________. 2 60, 667 53, 820 46, 820 1,218
Completed. .- 1 9, 000 9, 200 9, 200 230
Not completed_ . ... __.______ . 1 41, 667 44,620 37,620 988,
Detroit Stock Exchange Total completed. ... 2 10, 480 10,480 | - 10, 580 ’ 209
Midwest Stock Exchange: Total completed-_ 8 86,053 | - 86,858 86, 898 3,541
New York Curb Exchange:
Total 16§ 1,586,414 | 1,666,529 | 1,647,443 20,673
Completed. __ 16| 1,563,814 1,643,920 | 1,647,118 20, 649
Not completed. . 1 22,600 22, 600 325 24
Total.___._.._ 60 | 3,370,586 | 3,420,263 | 3,402,015 120, 818
Completed. . _________ . ______.______ 57| 3,317,043 3,365,420 | 3,367,250 - 118,689
Not completed. . cacmmmaecmommeeoaas 3 53, 543 654, 843 34,765 2,129
8IX MONTHS ENDED JUNE 30, 1052
All Exchanges:
Total___. 34| 1,482,698 | 1,555,887 | 1,540,258 57,440
Completed. e GROTEEERRTTE TR 31 1,400,661 | 1,473,650 | 1,493, 850 66, 318
Not completed. ...l o _..o___ 3 82,037 82,237 46,408 | + . 1,122
Detroit Stock Exchange: Total comn]etod.__. 1 1, 500 1, 500 1, 500 13
Midwest Stock Exchange: Total completed._ ] 65, 200 66, 800 66, 800 1,352
New York Curb Exchange: Total completed. 4 149, 948 155, 462 155 462 2,480
New York Stock Exchange:
......... - 21 1,266,050 | 1,332,125 | 1,316,496 53, 595
Completed . 18| 1,184,013 | 1,249,888 | 1,270,088 52,473
Not comple -3 82,037 82,237 46, 408 1,122

UNLISTED TRADING PRIVILEGES ON EXCHANGES

Number of Issues Admitted to Unhsted Tradxng

Securities are said to be traded on an unlisted basis on- the stock
exchanges when the admission to trading is approved by an exchange
without any application for listing and registration by the issuer.
Such admissions to unlisted trading are.governed by section 12 (f) of
the Securities Exchange Act, whose respective clauses are referred to
below in the text and accompanying tables, :
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In the tables, stock issues admitted to unlisted trading on the
exchanges prior to March 1, 1934, are designated as “Clause 1.”” . The
table divides them into two categories: those listed and registered on a
stock exchange other than that where they are admitted to unlisted
trading, and those not listed and registered on any exchange. Stock
issues designated as “‘Clause 2"’ are those admitted to unlisted trading
pursuant to grants of applications by stock exchanges, the first of
which was in April 1937, which grants are based on an existing listing
and registration on some other stock exchange. Stock issues designated
as “Clause 3" are those admitted to unlisted trading pursuant to
grants of applications by stock exchanges conditioned upon the
availability of information with respect to the stocks which is sub-
stantially equivalent to that filed in the case of listed issues. The
following table, for comparative purposes, also shows the number of
listed stock issues on each stock exchange.

Number of stock issues available for trading

On an unlisted basis pursuant to the fol-
lowing clauses of section 12 (f) of the
Securities Exchange Act

Status on each stock exchange June 30, 1952 én a

listed Clause 1
basis
Clause | Clause
Listed on|Not listed 23 3¢
another | on any
exchange?|exchange?

BoOStOM . - e ccccmicccccaceen 105 162 1 131 0
Chicago Board of Trade.. - 10 2 3 0 (1}
Cincinnati._.._.....___. - 61 (] 0 59 0
Colorado Springs 5__ . 14 0 0 0 0
Detroft____ 119 14 0 99 0
Honolulu 3. 57 0 33 0 0
Los Angeles 146 40 1 118 0
Midwest. . 409 0 0 83 0
New Orleans. __ - 3 4 9 2 0
New York Curb. s 461 60 256 3 3
New York Stock. .. 1,528 0 0 0 0
Philadelphia-Baltimore. .. ... oo 111 263 4 126 0
Pittsburgh_____________ 54 17 0 54 0
Richmond 5. _ 27 0 1] 0 0
Balt Lake..........._.__ 96 . 0 3 0 1
San Francisco Mining__ 41 -0 0 0 0
San Francisco Stock._ 202 69 37 68 0
Spokane.__. 25 1 7 0 0
‘Washington 42 0 0 2 1]
‘Wheeling ¢ 16 0 0 3 0

Totals_.__.__ 3, 527 632 354 748 4

1 Includes registered issues, issues temporarily exempted from registration, and issues listed on the four

exempted exchanges. )
h’ In addition to the unlisted status as shown, these issues are listed on one or more of the registered ex-

changes.

# None of these issues has any listed status on any domestic gfock exchange, with the exception of 9 of the
37 San Francisco Stock Exchange issues which are also listed on an exempted exchange.

4 One of the New York Curb issues and the Salt Lake issue have become listed on a registered exchange,
leaving only 2 issues with only an unlisted status.

§ Exempted from registration as a national securities exchange. .

8 Duplication of issues among exchanges increases the total of each column except the last to more than
the actual number of issues involved.

Volume of Unlisted Trading in Stocks ]

The reported volume of stock traded on the stock exchanges on an
unlisted basis during the calendar year 1951 was in excess of 60,000,000
shares, or between 7 and 8 percent of the total 1951 share volume on
the exchanges. Of this. volume, about 27,000,000 shares were in
issues listed and registered on some other exchange than that where
the unlisted trading occurred, and 33,000,000 shares were in issues
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not listed and registered on any exchange. Most of the latter amount
was reported with respect to the New York Curb Exchange. This
unlisted volume, broken down among exchanges and among issues
traded on an unlisted basis pursuant to the first and second clauses
of section 12 (f) of the Securities Exchange Act, was as follows:

Unlisted pursuant to clauses 1 and
. O 2 of section 12 (f) of the Securities

. Total Exchange Act
Unlisted share volumes reported In 1951 unlisted

Clausel | Clausel
Listed ! | unlisteds | Clause2!

Boston.._.......-- ! .| 8,454,821 | 2,250,134 16,063 1,188,624
Chicago Board of Trade ..o vmeeeimeicecicnceacn 0 [ 0 [}
Cincinnati-._..._____. - 286, 845 B 0 0 286, 845
Colorado Springs 3_.. R 0 0 0 [
Detroit... .. 189, 807 0 1,173,253
Honolulud.._....._. , 0 50. 519 0
Los Angeles. 1,141, 861 7,974 1,931, 255
Midwest _. .. 0 0 4,929,159
New Orleans. . - 63, 033 1,968 52,229 8,836
New York Curb 38,278,743 | 7,305,425 | 30,015,438 928, 700
New York Stock..... . 0 0 0 0
Philadelphia-Baltimore 3,365, 610 | 2,312,060 29,779 1,023, 67t
Pittsburgh_ . eieiieae 440, 228 263, 627 0 176, 601
Richmond 3. . 0 (] 0
Balt Lake. .o eirecrceimamaan 2, 554 0 189 i3
San Francisco Mining. . 0 0 0 0
San Franeisco Stoek ..o oo oa_.. 4,672,142 1 1,110,415 | 2,677,091 884, 636
Spokane__.._________ 156, 544 3,150 153, 394 0
‘Washington, D.C.._.. . 25,226 | - 0 1} 25,226
‘Wheeling 3. 1,419 0 0 1,419

60,170,893 | 14, 578,447 | 33,002, 676 | 12, 558, 225

1 See note 2 to preceding table.
2 See note 3 to preceding table,
3 See note 5 to preceding table.

Included in the 60,170,893 total, but not shown in a separate column
by reason of the small number involved, were 31,545 shares in the
four “Clause 3’ stocks mentioned in the preceding table.

The amounts shown are as reported annually by the stock ex-
changes or other reporting agencies, and are in some cases less than.
actual, particularly with respect to the New York Curb Exchange
figures, which exclude most odd lots and other items not reported
on the stock tickers. All the figures are exclusive of trading in
rights, and are subject to adjustments on account of reporting errors
and omissions.

Applications for Unlisted Trading Privileges
Pursuant to applications filed by the exchanges under Clause 2

of section 12 (f) and approved by the Commission during the fiscal
year, unlisted trading privileges were extended as follows:

Stock exchange: . Number of stocks
Boston . - - o e 13
. Cincinnati- - - e 14
- Detroit. oo emeemm 20
Los Angeles e 21
Midwest . .o e e 9
New York Curb_ _ ... 1
Philadelphia-Baltimore - . . ____________________ 18
Pittsburgh._ oo 1

San Franciseo . o oo oo oo oo e 13

110
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The number of different issues involved is less than the total shown
in the table because some of the issues were the subject of applications
by more than one exchange. '
Changes in Securities Admitted to Unlisted Trading Privileges ‘_ '

In the event some minor change occurs in the rights of a security
previously admitted to unlisted trading privileges on an exchange,
so that the security remains essentially the same security as before,
unlisted privileges may be continued upon compliance with the pro-
visions of the Commission’s rule X-12F-2, '

- Clausé (a) of that rule merely requires written notification by
the exchange to the Commission in the- case of any change in the
title of a security or in the name of an issuer or in the outstanding
amount of the security or-in the par value, dividend or interest rate,
or maturity date. During the fiscal year the usual large number of
notifications of such changes were received by the Commission.

With respect to a change in a security previously admitted to
unlisted trading privileges, other than the changes enumerated in
the preceding paragraph, Clause (b) of rule X-12F-2 provides for
an application to the Commission for a determination whether or
not such security is substantially the same after such change as
the security previously admitted to unlisted .trading privileges.
Under this regulation, the New York Curb Exchange filed an appli-
cation for a determination by the Commission that the new Class A
Common Stock, $2.00 Par Value, and the new Class B Common Stock,
$2.00 Par Value, of The Parker Pen Company constitute substantially
the same security as the single class of $5.00 Par Value Common
Stock previously outstanding and admitted to unlisted trading on
this exchange. In view of the fact that only the new Class A Stock
would have the voting rights previously enjoyed by the single class
of stock, and that there were two separate 1ssues instead of one, the
Commission held that only the new Class A Common Stock was
substantially equivalent to the previously outstanding common stock.
As both of the new issues were registered and listed on the Midwest
Stock Exchange, the New York Curb Exchange was able to file s
separate application for'unlisted trading - privileges in the Class B
Stock under Clause 2 of section 12 (f) of 'the Act. It is‘'the policy
of the Commission to have applications filed uinder Clause 2 of section
12 (f) rather than paragraph (b) of rule X-12F-2 whenever an appli-
cation properly can be filed under-the former provision.

In another case, the New York Curb Exchange filed an application
under Clause (b) of rule X-12F-2 for a determination that voting,
trust certificates representing no par value common stock of Wagner
Baking Corporation, after an amendment extending the voting
trust agreement from 1951 to 1961, were substantially equivalent
to the voting trust certificates representing the same security prior
to the extension of the life of the voting trust agreement. The Com-
mission granted this application, thereby permitting the exchange
to continue unlisted trading in these certificates.

A somewhat similar case was an application of the New York Curb
Exchange with respect to bonds issued by Guantanamo & Western
Railroad Company. In this case the changes involved extension of
the maturity date from 1958 to 1970 and reduction of the interest
rate from 69, to 49, as well as a provision for annual retirement of
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19% of the amount- of bonds outstandmg - This application’ was
granted by the Commiission. .

In another case under the-same regu]atlon the Commission granted
an application of the Boston Stock Exchange for a determination
that shares of no par value common stock of St. Louis-San Francisco
Railway .Company are substantially equivalent to voting trust
certificates representing these shares, which certificates had been
admitted to unlisted trading prlvdeges upon applicant exchange prlor
to the termination of the voting trust. .-

‘In another case under the same regulatlon the New York Curb
Exchange made an application for a determination by the Commission
that American depositary receipts issued by the Guaranty. Trust
Company of New York representing Ordinary Shares, -Par Value
3s. 6d., of Burma Mines Limited,: and other American depositary
recelpts issued by the same bank, representing ordinary shares, par
value 1s., of Non Ferrous Metal Products Limited, were substantlally
eqmvalent to previously -outstanding: American deposmary receipts
issued by the same bank and representing.capital stock, par.value
9 rupees, of Burma Corporation, Limited, the predecessor of the other
two corporations. The Commission decided. that the new depositary
receipts representing the issues of the two new corporatlons were not
substantially equivalent to-the depositary receipts representing the
old stock of the predecessor corporation. The applicant. exchange
thereupon made application to withdraw its previous application for
substantial equivalence, and obtained an agreement from the new
1ssuers to register and list the new securities on that exchange

DELISTING OF SECURITIES FROM . EXCHANGES

Securities Delisted by Application ' : -
During: the fiscal year, & number of apphcauons were ﬁled Wlth the
Commission by ‘various national securities exchanges and issuers of
listed securities, pursuant to section 12 (d) of 'the Securities Exchangé
Act and rule X~12D2-1 thereunder, to strike securities from exchange
registration and listing.
' The Los Angeles Stock Exchange and the San Francisco Stock Ex-
change each filed such an application with respect to the capital stock
of Republic Petroleum Company, which had been dissolved and was in
process of liquidation.? The Midwest Stock Exchange filed applica-
tions to strike the' common stock of Horder’s, Incorporated, and the
common stock of St. Louis Car Company on the ground that the
ownership of each of these securities had become so concentrated
that there was 1nadequate public distribution and exchange trading
to warrant a public auction market on a national securities exchange.t
The San Francisco Stock Exchange filed an application with respect
to the capital stock of North American Oil Consolidated, asserting
that all but 3,000 shares of the approximately 27 1 ,000 shares prevmusly
outstanding in the hands of the public had béen purchased by one
shareholder, following which' the issuer had sold its properties and
approved a voluntary plan of dissolution.® -The Los Angeles Stock
Exchange made application respecting the common stock of Signal
Petroleum Company of California, Ltd., stating' that the financial
3 Securities Exchange Act release No, 4667 (1952); Securities Exchange Act release No. 4646 (1951).

¢ Securities Exchange Act release No. 4677 (1952); Securities Exchange Act release No. 4665 (1952).
s Securities Exchange Act release No. 4693 (1952).

232122—53——b6
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condition of this company, as disclosed by its annual report to the
Commission was so questionable as to.require that its' exchange
trading privileges:be terminated for the protection of investors.® ' All
of the foregoing applications were granted by.the Commission. ‘
The ‘Boston Stock ‘Exchange filed an application to strike from

registration and listing the preferred stock of Lamson Corporation of
Delaware under the following circumstances. The issuing corporation
had reclassified this security by adding the word ““prior”’ to the name
of the stock. In the view of the Commission, based on numerous
precedents, this small change in the name of the security did not make
1t:a-new security for the purpose of registration under the Securities
Exchange Act, with the result that the same security under its new
name continued to be fully registered on the Boston Stock Exchange.
However, that exchange, in accordance with the practice of other
national securities exchanges, considered that the change in name of
the security constituted it a new security. Since the issuer declined
to comply with the listing requirements of the exchange, including
payment of a-new listing fee, with respect to the changed security,
the unusual situation existed of a security which in the view of the
Commission was fully registered on the exchange but in the view of
the exchange wasnot. When the issuer declined to initiate proceedings
to terminate the registration of this security, the exchange made appli-
cation to strike it from registration, and the application was granted
by the Commission.’
~ Allied Products Corporation filed an application with-the Commis-
sion to withdraw its common stock from registration and listing on
the Midwest Stock Exchange on the ground that no transaction in
that stock had been effected on that exchange since 1947. The Com-
mission granted this application with the understanding that the
security would continue to be fully registered and listed on the New
York Curb Exchange.! Hunt Foods of Ohio, Inc. also filed applica-
tion with the’Commission to withdraw its common stock from regis-
tration and listing on the Midwest Stock Exchange on the ground that
anotheér corporation had acquired 99.479%, of the total number of
shares outstanding, leaving only 237 other shares outstanding in the
hands of only seven shareholders, and that this represented an in-
sufficient number of sharés and shareholders to warrant the continu-
ance of exchange trading, which had virtually ceased. On the basis of
these facts the Commission granted this application.®
A number of companies registered with the Commission as diversified
open-end management investment companies under section 8 (a) of the
Investment Company Act of 1940 filed applications with the Com-
mission to withdraw securities from exchange registration and listing.
The reasons for withdrawal included the fact that the rules of the Na-
tional Association of Securities Dealers, Inc., as well as provisions of
the Investment Company Act of 1940, restricted exchange trading in
this type of security to such an extent as to make further registration
and listing unwarranted.’® One of the applications further recited that
-8 Securities Exchange Act release No. 4711 (1052),

7 Securities Exchange Act release No. 4684 (1952).

+ 8 Securities Exchange’ Act release No. 4638 (1951).

9 Securities Exchange Act release No. 4659 (1951). . L -
T 10 C Ith Inoest ¢ Company, Securities Exchange Act release No. 4716 (May 29, 1952): Broad
Street Investing Corporation, Securities Exchange Act release No. 4667 (January 18, 1952): Affiliated Fund,

Inc., Securities Exchange Act release No. 4647 (October 12, 1951); Century Shares Trust, Securities
Exchange Act, release No. 4676 (February 15, 1952).




7 . . EIGHTEENTH ANNUAL .REPORT" ' .- 5L

since all the issuer’s shares are rédeemable at current liquidating valug
upon tender to the isSuer,'substantially all transactions were conducted
either with or.through the underwriter and .no useful *purpose:was
served by the registration and listing of such shares upon.an exchange.!
All of these applications were granted by the Commission.- Core
Seciirities Délisted by Notification e : _

‘Securities which have been paid at maturity, redeethied or retired
in full, or, become exchangeable.for other securities, may be rémoved
from listing and registration on a national securities exchange by the
exchange filing a notification with the Commission .to that effect.
The removal of the security bécomes effective automatically after the
interval of time prescribed by rule X-12D2-2 (a). The exchanges
filed notifications under this rule effecting the removal of 115 separate
issues. In some instances the same issue was removed from more than
one exchange, so that the total number of removals, including dupli-
cations, was 142, - Successor issues to those removed became listed and
registered on exchanges in many. cases. ' o

flective' May 26, 1952, amendments were adopted to. clarify the

provisions' of rule X-12D2-2 (a); to prescribe a new Form 25 for
notification of removal, simplifying its preparation and assuring that
the prescribed information is furnished; and to expand the rule so as
to provide for the removal of securities from listing and- registration
when funds for their redemption, retirement or payment have been
deposited with the paying agency, appropriate notice has been given,
and the funds have been made available to security holders: L

In accordance with the provisions of rule X-12D2-1 (d), the New
York Curb Exchange removed 5 issues from listing ‘and registration
when they became listed and registered. on the New York Stock
Exchange. : - A :
Sccurities Removed JFrom Listing on Exempted Exchanges .

A security may be.removed from listing on an exempted exchange
merely upon notification by such an exchange to the Commission
setting forth the reasons for such removal. uring the fiscal year
the Richmond Stock Exchange removed two issues which had been
called for redemption, and the Colorado Springs Stock Exchange re-
moved one issue due to the liquidation of the issuer. .

1 i

" MANIPULATION AND STABILIZATION

The Stock Markets’ . S . ’
During the fiscal year both the'S. E. C. Composite Index-of weekly
closing prices of common 'stocks and the:Dow-Jones Composite Aver-
age advanced from the low of the year during the first week to the
high of the year'during the last week. ' The S. E. C. Composite Index
was 174.3 (the low) for the week ended June 30, 1951, and was 199.3
(the high) for'the week ended 'July 5,1952. - The Dow-Jones-Compos-
ite' Average was 86.92 (thelow) on June 29, 1951, and 106.13 (the
high) on June 30,1952, "' ¢ - ‘ e s
- The greatest decline in stock prices during the calendar year 1951
occurred in June following the Russian proposal for a ‘céase-fire-in
Korea. A'recovery in prices started ‘on July -2, 1951, and continued
until October 15, 1951, when the stock market reached a21-year high.

ViCentury Shares Trust, supra.
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The market then declined -until late November when a year-end rise
began:.and continued through January 1952. . This was followed by
a (%ecline in February, a rise in.March, a-decline in April, and a rise
beginning .in May, which.continued to the end of the fiscal year and
brought prices to the highest averaEe reached in 21 years. .
During the fiscal year considerable public interest was evidenced
in oil and mining shares generated part}iy by continuing publicity
iven to reports of discoveries of new oil flelds and mineral deposits.
nterest in rail stocks also developed in the last few months.of the
fiscal year. e o : oLl
"The international character of the markets was a notable feature.
Activity in dual listings on Canadian and United States exchanges
increased sharply, and many new securities were so listed. Accord-
ingly, the Commission instituted surveillance over the Cansadian as
well as the domestic market for these securities. 'When a spectacular
ifice movement occurred in Molybdenum Corporation of America
fi)sted on the New York Curb Exchange, investigation disclosed that
Canadian trading (beyond our jurisdiction) was an important factor
in this market activity. Other mvestigations disclosed active trading
in other securities originating in European countries.

Manipulation .-

The manipulation of securities markets by practices which are
deceptive or otherwise improper is one. of the evils which the Se-
curities Exchange Act was expressly. designed to prevent. Section 9 of
this Act describes and prohibits certain forms of manipulative activity
in securities registered on & national securities exchange, which were
extensively used prior. to passage:of the Act. These include wash
sales and matched orders, if:effected for the purpose of creating a false
or misleading appearance of trading activity or with respect to the
market for any such security; a series of transactions in which' the
price of such security is raised or depressed, or in which the appearance
of active trading is created, for the purpose of inducing purchases or
sales by others; circulation by a broker, dealer, seller, or Iguyer, or by
a person who receives a consideration from a broker, dealer, seller, or
buyer, of information concerning market operations conducted for
a rise or a decline; and the making of material false and misleading
statements by brokers, dealers, sellers, and buyers, or the omission
of material information regarding securities, for the purpose of induc-
ing purchases or sales. Sections 10 and 15 of the Act empower the
Commission to adopt rules and regulations to define and prohibit the
use of such new forms of manipulative activity in securities, whether
registered or unregistered, on an exchange, as-the Commission might
encounter from time to time,. : .

Pursuant to its statutory authority, the Commission has adopted
rules and regulations to aid it in carrying out the expressed will of
Congress. The three above-mentioned sections, as augmented by
rules and regulations promulgated thereunder, are aimed at freeing
our securities markets from artificial influence and maintaining fair
and honest markets where prices are established by supply and demand.

Manipulation of securities prices in the years previous to the enact-
ment of the Securities Exchange Act, resulted in loss to the public of
millions of dollars .annually. Pool operations were rampant. A
pool, generally speaking, consisted of a group of men who, -acting
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in concert, bought stock in the market or secured options to buy
for the purpose of later selling the stock at' & higher-price. " To do
this they created fictitious market activity and raised prices in a
stock to'deceive the purchaser into believing that its quoted price
represented what investors actually thought the stock was worth.
The Senate Banking and Currency Committee in its investigations
disclosed that in 1929 alone there were 105 pools in securities listed
on the New York Stock Exchange: . o . ’
In the early days of the Commission’s existence, some market
operators attempted to ¢ontinue their manipulative activities. The
Commission uncovered these activities and caused the imposition of
various penalties upon them including expulsion from exchanges,
revocation of broker-dealer registrations, fines and jail .sentences.
Years of experience have enabled the Commission to improve.substan-
tially its techniques of detection and. enforcement. It has become
increasingly evident that if thepublic is to receive adequate protection
the Commission’s enforcement activities, so far as possible, must be
preventive rather than punitive. ‘The Commission therefore operates
on the premise that manipulation should be, and in most cases can be,
suppressed at its inception. Losses suffered by the public are seldom
recoverable, even though the perpetrator of the fraud is brought to
justice. Accordingly, it is more important to'prevent a possible
violation than to allow unlawful market operations to continue until
it a{)péars that sufficient evidence for a 'successful prosecution is
available. P -
To carry out the Commission’s policy of preventive action against
manipulation, any unusual market activity (either in price or volume)
of securities traded on the New York Stock Exchange or the New
York Curb Exchange'is observed as it appears on the stock tickers of
these exchanges in the Commission’s headquarters. A financial news
ticker also enables the staff to keep abreast of spot-news items. This
close ‘market observation is supplemented by a careful study-of the"
stock exchange quotation sheets and the next day’s newspapers. The
quotation sheets of regional exchanges and, because of many dual
listings, newspaper reports of three Canadian exchanges are similarly
reviewed. Activity in over-the-counter issues is examined as it is
reported by a national quotation service. Charts are kept on all
securities which have a regularly quoted market. SR
Information assembled concerning all charted securities includes
not .only data reflecting the market action, but also the latest news
items; earnings figures, dividends, options and other facts which
might explain price and volume changes in the individual issues as
well as of the industry group with which the issue is associated.
Trained analysts read the Wall Street Journal, Standard and Poor’s,
Moody’s, and many other financial publications, and récord any items
that might be reflected in the market price of these securities. Reports
required by the acts administered by the Commission from corpora-
tions or their officers, directors and 109, stockholders and from
registered broker-dealers are reviewed, and important information
contained therein is recorded on the security’s weekly price and
volume record. The dates of public releases of any important news
items regarding a company are carefully recorded, since unusual
activity In a security prior to-the publicatioq of news might indicate
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that insiders were ‘using secret:information to their own advantage,
whilé the same activity.after pubhcatlon m1ght Well be a natural public
reactlon to the news.

As the 1952 fiscal year- began, a Weekly review was- bemg made
of ‘more than 7,600 charts which were maintained on practically all
securities listed on exchanges and the most active issues traded over
the counter. Quotations for a varying group of about 3,500 additional
less active over-the-counter securities were being reviewed at- ‘longer
intervals. By the end of the fiscal year, however, budgetary restric-
tions forced a reduction in the Commission’s expert force to such an
extent that the number of securities reviewed weekly had to be reduced
to some 3,300 with some 4 500 exammed on a monthly. bas1s and the
balance over longer perlods .

..The Commission 1s- conmdelably concerned that such delayed and
mfrequent review may defeat the Commission’s policy of prompt
preventive action'and reduce the protection against mampulatmn
that the public has come to expect.

- At the inception of any unusual market activity in a security all

pertment information is reexamined and a conclusion drawn as to
the necessity for an investigation. Once decided upon, the investi-
gation is quickly begun. It has been found that. many would-be
violators of the regulations prohibiting manipulation have been
halted by these prompt inquiries by'the Commission. The fact that
trading in a given security. is under investigation is kept confidential
by the Commission. This is done to avoid interference with the
legitimate functioning :of the markets and to. prevent any unfair
reflection upon individuals or securities being investigated. So-effec-
tively has this confidential approach been maintained that on'occasion
the Commission has received criticism for- failure to- investigate a
particular case which in fact already was under investigation. How-
ever, while the general public is not informed when an investigation
is bemg made, any persons conducting unusual market activity in a
security will soon become aware of the Commission’s inquiry and
discontinue unlawful operations. In its investigations the Comimission
has received excellent cooperatlon from the stock evchanges and from
brokers and dealers, .
i, -When questionable market act1v1t,y is- llmlted to 8 brief perlod
durmg a day’s trading, or even-an entiré day’s transactions, a simple
inquiry addressed to.an exchange or-broker by -the Commission’s
nearest Regional Office may result in a satisfactory explanation. If
the-activity cannot be explained, an investigation is conducted by thé
Regional Officelocated nearest the exchange or market in which the
transactions were éffected.

" Investigations take two forms. -.The “qulz” or prellmmary inves-
tigation is designed to detect and discourage incipient manipulation
by -a prompt. determination of the reasons for unusual market- be-
havior. When the “‘quiz” discloses no violations of the anti-mahipu-
lative provisions -0f the securities acts the investigation is closed. If
possible violations of the securities acts or vmlatxons of other statutes
are revealed, the information obtained in the “quiz’’ is made available
to the proper-division of the-Commission or to the appropriate Federal
or:State authorities for any'action that they might consider necessary.
‘When facts are uncovered which require more intensive investigation,
formal orders are issued by the Commission. In a formal investiga-
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tion, ‘members of’ the Comm1ss1on staff aré empowered to subpena.
pertment material and to take testimony undér oath, In the course
of such investigations, data on’ purchases and sales over substantial
periods of time are compiled and trading operations 'involving large
numbers of securities are often scrutinized. The following table
shows the number of “quizzes” and formal investigations in the ﬁscal
year 1952, and the number closed or completed during the period:

Trading mvestzgatzons " . '. '

Formal

Quizzes | investi-'

gations
Pending June 30, 1951 ... o.ooeoooeeeoeoeooeeeeeo SR SRS N PF 10
Initiated in penod July 1, 1951-June 30, 1952..' ........................... S, - 139 2
[Total to be accounted fore.foeit " --...:....‘.1_‘, ..... SRR S I 12
Closed or comp]eted during fiscal year........ e [ s 3 135 ‘2
Chnnged to formal during fiscal year......._ R, e el " R U SO, e
" Total disposed of. ... ._..._. SRR | 136 2
Pending at end of fiseal yeor . il . 116 10

« PR

The markets for securities about to be sold to the public are watched
very closely. In this connection the markets for the 1,494 issues in
the amount of $210,672,956 offered under Letters of Notification
pursuant to Regulation A under the Securities. Act were carefully
checked for improper pricing or market grooming. Over 450 other
securities were kept under special daily observation during the 1952
fiscal year for periods of 10 to 90 days, largely because a public offering
under a registration statement-was proposed with the right to stabilize
reserved by the underwrlter or 1ssuer :

Stabilization Co :

‘While manipulation of securities’ prices is prohlblted by the Securi:
ties ‘Exchange Act, certain other transactions that inject artificial
activity into the market are permitted. These are permissible only
when used to prevent or retard a price change, usually a decline, when
securities are being offered.. Stabilization means the maintenance of
a price independently reached in the market, and any attempt to
raise or lower the market, under the label of stabxhzmg, is prohibited.
All stabilizing transactlons are kept under careful surveillance by the
Commission but here again its enforcement activities are predomi-
nantly of a preventlve nature. Reports on stabilizing activities are
required in most instances,’thus enabling the staff o observe violations
as they occur as well as fo assist the refnstrant or underwrlter both
before and during an offering. - o
-~ The. Commission recognizes that the- 1nvestment mdustry must
necessarily change-its methods with changing conditions in order that
it may achieve its. primary function, which is.to supply industry with
the capital it needs. * Over"the years the Commission has considered
any new- practices in-thelight of. the public interest and has amended
its policies to permit.those changes which seem desirable. .~ -

“Of 664 registration statemeénts filed-with.the Commission durmg the
fiscal year; 438 contained a statement of intention: to-'stabilize ‘in
order to fac111tate the offermgs covered by’ such registration- state-

‘. . o o
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ments. Each of these latter filings was examined critically as to the
propriety of the proposed method of distribution, market support, and
full disclosure thereof, and suggestions were made to the issuers before
the offering as:to any contemplated course of action which might lead
to violations of law.

;" Stabilizing transactions were made in oﬁ'ermgs of stock issues
a gregating 33,649,899 shares with an aggregate public offering price

$743,651, 363. Bonds stabilized had a total face amount of
$77,000,000. In connection with these and other offerings, 353
conferences were held by the staff with representatives of issuers and
underwriters to assist them to avoid violations of the acts and rules
relating to manipulation and stabilization as well as disclosure.

The required stabilizing reports are filed daily and show all stabiliz-
ing transactions. During the fiscal year, 11,547 reports of these
transactions were recelved and filed. "The Commission’s immediate
review of these filings made it possible to advise several underwriters
that their activities might lead to violations. Thus the underwriters
were saved from costly embarrassment and public losses were pre-
vented.

- The following table is a summary of the above figures and shows the
substantla,l increase’ in stabilizing operations in fiscal year 1952 as
compared with fiscal year 1951:

1952 1951 -
Registration statements filled .. ___________________ ... .. 664 . 554
Statements of intent to stabilize_._________ . ________________.___ 438 : 231
Stabilizing transaction made in stock issues aggregatmg—shares 33,649,809 | - 19,461,164
Public ofiering price of above shares_ ... - 1 ____._____.____ $743, 651, 363 $402, 878, 038
Bonds stabilized—face amount__________________________________ - $77, 000, 000 $64, 500, 000
Stabilizing reports received and exammed ............................... 11, 547 9,210

It is the Commission’s experience that issuers and underwriters
place great value on the immediate service which the Commission is
able to render them by being at all times available to give responsible
advice as to proper stabilizing techniques in the,offerings of securities
and to assist in their sincere efforts to avoid violations of the Acts
administered by the Commission. .

SECURITY TRANSACTIONS OF CORPORATION INSIDERS

Purpose of Regulanon

‘Section 16 of the Securities Exchange Act has two basw objectives:
(1) To make available to public stockholders information as to the
prospects of their company which may bé implicit, in the security
transactions of insiders; and (2) to prevent insiders from unfairly
usmg inside information in security trading.

Reports of Transactlons and Holdings

For the purpose of affording to the public mformatlon as to trans-
actions and holdings of insiders, section 16 (a) provides that every
person who is directly ‘or indirectly the beneficial owner of more than
10 percent of any class of any equity security which is listed and regis-
tered on a national securities exchange, or who is an officer or a director
of the issuer of such security, shall file with .the exchange and the
Commission, at the time of the registration of such security or within
10 days after the time he became such beneficial owner, officer or
director, a statement of the amount of all equity securities of such
issuer of which he is directly or indirectly the beneficial owner, and
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within 10 days after-the close of each month thereafter in'which any
change occurs in his beneficial ownership, a statement indicating sich
changes and his holdings at the close of the month. Sections 17 (a)
of the Public Utility Holding Company Act of 1935 and 30 (f) of the
Investment Company Act of 1940, respectively require that similar
ownership and transaction re orts be filed by officers and directors
of registered public utility holding companies and officers, directors,
principal security holders, members of advisory .boards, investment
advisers and -affiliated persons of investment adv1sers of registered
closed-end investment companies.

Publication of Information Reported by Insiders-

In order that the information contained in these reports may .be
made available to the vast majority of pubhc stockholders who are
not in a position to examine the reports at the Commission’s office
in Washlngton or at the various exchanges, the Commission sum-
marizes and publishes the data contained in the reports in & monthly
Official Summary of Security Transactions and Holdings, which is
widely circulated among individual investors, security dealers; in-
vestment advisers, newspaper correspondents and -other interested
persons. Begmnmg in August 1951 free distribution of this Official
Summary was, discontinued as a matter of necessary economy Dis-
tribution is now handled by the Superintendent of 'Documents,
Government Printing Office, at a subscription pricé of $2.50 per year.
A substantial number of the persons on- the Commission’s free list
immediately subscribed for the Summary, and the; subscnptlon list
has been steadily growing since that time.

Coincidentally, various changes were made in the Commlssmns
techniques of copy preparation which greatly improved the appearance
and readability; of the publication and substantml]y reduced its
printing costs. . ) ;

Volume of Reports Filed and Examined : g

By. the'close. of fiscal year 1952 more than 372, OOO reports ha,d been
filed under the three statutes by over 52,000 persons identified with
the control and management .of American industrial, utility -and
investment-companies. While over the-course of the past 18 years
there has-been considerable turnover in the identity of these corpora-
tion insiders—due to purchases or sales of stock, or death; on-the. part
of principal security holders, and to electiomn, appomtment " promotion,
resignation or death on the.part of directors ot; officers;—approximately
25,000 persons presently. have corporate' relationships by virtue of
which they .are_subject to.the reporting requirements. During the
1952 fiscal year total.filings of reports by these persons substantla.lly
exceeded 20,000..

These reports are examined, for - comphance with the- sta.tutory
standards and the Commission’s related rules:-and interpretative
opinions by a:specialized. group maintained in the Division of Cor-
poration Finance. Procedures. employed in doing so are necessarily
integrated closely with the Commission’s examination of related items
of “information ‘in documents required to ‘be filed by corporations
registered.under various ‘Acts administered by the Commission: :The
stock ' holdings' 6f nominees for. election s -director ' which ‘are. dis-
closed” in’ proxy- statemeénts' under Regulation -X~14 illustrate such
related data.
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. 'The following table shows the number of reports of dlﬂ’erent kinds
filed under the three Acts durmg fiscal year 1952: S

Number of ownersth reports of officers, directors, prmczpal securzty holders, and
“::Iertam othe% aﬂilzated persons ﬁled and examined dunng the ﬁscal year ended
une 30 1952 .

R - - Description of report ' Original | Amended

reports | reports | Total

Securities Exchange Act of 1934: 1

Form4... 16, 548 , 148 17,206
Form 5.__ ‘ 465 6 471
Form 6.__ A _ 2,228 18| 2246
tal_ 19, 241 772 20,013

Publlc Utuxty Holding Company Act of 1935 3
Form U-17-1.. - .. 56 4 60
_ Form U-17-2..- - ; - . 354 8 360
e . ‘ . -
'I‘o al. ,410 1o 420
Investment Company Act of 1940:3 ~ - ’ ' R '
. Form N-30F-1 : : 105 0, 105
. Form N-30F-2...20. . 511 12 52
. Total: ) - 616 12| - 68
Grand total X - 20, 267 794 21,061

t Form 4isused to report changes in ownership, Form 5, toreport ownership at the time any equlty security
is first listed and registered on a national securities exchange and Form 6, to report ownership of persons
who subsequently become officers, directors, or rincl al stockholders of the issuer.

* 3 Form U-17-1is used for initial reports and -17-2 for reports of changes in ownershlp
¥ Form N-30F-1 is used for initial reports and Form N-30F-2 for reports of changes in’ ownership

Enforcement of Reporting Requirements-

Rarely does the Commission have to. resort to formal action to
compel compliance with these reporting requirements. Only twice
in the 17 years prior to fiscal year 1952 has it been necessary to seek
a court order to enforce these requirements. The third occasion arose
in‘fiscal 'year 1952 and is discussed below in the sectlon on htlgatlon
under the Securities Exchange Act.

Preventing Unfair Use of Inside Information

~ For the purpose of preventing the unfair use of information Whlch
may have been obtained by an insider by reason of his relationship
to his company, section 16 (b) of the Act provides for the recovery
by or in behalf of the issuer of any profit realized by him from any
purchase and sale, or any sale and purchase, of ‘any equity security
of the company within any period of less than six months. Corre-
sponding ‘provisions ‘are contained in section 17 (b) -of the Public
Utility Holding Company Act of 1935 and section 30 (f) of the Invest-
ment Company Act-of 1940. "While the Commission is not charged
with the enforcement of the civil remedies created by these provisions,
which are matters for determination by the courts'in actions brought
by the proper parties, it is interested in seeing that information with
respect. to possible profits by insiders is made ‘available .to issuers
and public stockholders; and it -has participated as amicus curige in
many of the suits instituted under these provisions Where questions
of statutory interpretation are involved.

' SOLICITATION OF PROXIES, CONSENTS, AND AUTHORIZATIONS

Pursuant to sections 14 (a) of the Securities Exchange Act, 12 (e).
of .the Public Utility. Holding Company Act.of 1935, and 20 (a)
of the Investment Compsny.Act of 1940 the Commission has adopted
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Regulation X-14 which is 'designed to regulate the solicitation of
proxies, consents and authorizations in connection with :sécurities
of ¢ompanies subject’ to tliose statutes in order to protect investors
by requiring the disclosure:of certain information to them at' the
time their proxies are solicited. The information prescribed: for
such disclosure'is calculated to enable the investor to act intelligently
upon -each separate matter with respect to which his vote or consent
is sought. The regulation also contains provisions enabling security
holders who are not allied with the company’s management to com-
municate with other security holders when management is soliciting
proxies, either by arranging for the distribution of their own proxy
statements ‘or through the inclusion.of their proposals in the proxy
statements of management. . - . ‘ |
Statistics Relating to Proxy Statements * - ' L .

During the 1952 fiscal year the Commission received and its staff
in- the Division of Corporation Finance examined, for its adequacy
in meeting the prescribed standards of disclosure; material relating
to 1,818 solicitations of security holders’ proxies as well as ‘“follow-up”
material used in 158 of these cases. In each instance it was necessary.
under the regulations to recéive and- process these proxy statements
both in their preliminary and definitive forms. These figures compare
with 1,788 solicitations and the use of ‘“follow-up’’ material in 192
instances during the preceding fiscal year. ‘ ) "
- Much more detailed information about proxy solicitations ‘is
available on a calendar year basis. The total number of solicitations
made in 1951 was 1,791. Nearly 999, of these, or 1,769 were made by
management and the:remaining 22 by nonmanagement groups. It
should be added that 40 of the proxy statements filed by management
included, as‘provided, for under the regulation, 63 proposals of 24
different stockholders who ‘were not connected with the management.
The numbér of management proxy statemeénts including such stock-
holder proposals shows a drop from the 57 recorded in 1950, while the
number of such stockholder proposals shows a drop from the 97 in
1950. ’

As usual the business of electing directors-is the purpose for which
proxies are most often-sought. In 1951, there were 1,578 stock-
bolders’ ‘'meetings where such election was an item of business, and
180 meetings not involving such election, while the 33 remaining
solicitations sought consents and authorizations which did not
involve any meeting or ‘any election of directors. ) .

The widé range and frequency of items of business other than
election of directors on which stockholders’ action was sought in
1951 aré shown below. ‘ v - ’

R : Number of
Item of bustness other than election of directors . . © prozy
o statementa
Mergers, consolidations, acquisitions of businesses, and purchases and sales

. of properties._ ... e ecicccmmnaenaa 43
Issuance of new securities, modification of existing securities, recapitaliza- .

- tion plans other than mergers or consolidations..__.______ emmm e P, . 272
Employee;pension plans___ .. _______.._______ 116
Bonus and profit-sharing plans, including stock options 143
Indemnification of officers and directors____.__________ 11
Change in date of annual meeting._ - ... _ . ______.l__.._ ————— 20
Miscellaneous amendments to bylaws and other matters_. oo cooccaaao_o 302

Approval of independent auditors.______ e cceecceccccccessesca-= 398
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. 'The most striking increase, over.. 1950 is reflected above in the
number of proxies seeking stockholder votes on bonus and .profit-
sharing plans including stock options—a total of 143 compared with
52 in 1950. While .the number of proxy. statements dealing -with
employee pension plans, 116, is substantially less than the correspond-
ing 152 proxy statements in 1950, it should be noted that the 1950
total reflected an increase of more than 200 percent over the cor-
responding total of 49 in 1949. s - '

Examination of Proxy Material : : .
.. Under the regulation copies of proposed proxy material must be
filed with the Commission m preliminary form at least 10 days prior
to ‘the date of the proposed solicitation, and in definitive form at
the same time definitive copies are furnished to stockholders. The
preliminary material is filed for the information of the Commission
and to enable the staff to determine the adequacy of the prescribed
factual disclosures therein. Thus the examination of this material
must be completed in the comparatively brief interval between the
filing of the preliminary and definitive- material. Even this brief
period is frequently shortened, where requested and found practicable,
by Commission action accelerating the date of the proxy solicitation.
Where preliminary ‘material fails to meet the disclosure standards,
the management or nonmanagement group responsible for its prepara-
tion is given an opportunity to correct the deficiency before preparing
its definitive proxy material. Since the financial statements in-
cluded in proxy material seeking stockholder approval of the. merger,
acquisition or recapitalization of .corporations frequently present
important and complex accounting questions, it is not, surprising
that such statements in preliminary material often do not meet the
prescribed standards of. disclosure. Two examples may be noted.
"+ 1. Preliminary proxy solicitation material, which was submitted by
a food manufacturing company with total assets of approximately
$95,000,000, contained a pro forma statement of financial position
giving effect to the acquisition of the net assets of a:company with
total assets of approximately $15,000,000. -
- The registrant.issued 115,000 shares of its common stock, $25 par
value, for substantially all of the net, assets of the company to be
acquired. This represented.the issuance of approximately 20 percent
additional stock. The sum of $2,296,300, representing the excess of
the ‘common- stock equity of the company to b2 acquiréd over the
aggregate par value of registrant’s common stock issued.therefor, was
reflected in the registrant’s account, “Accumulated earnings retained
and used in the business.” The accounting staff in the Division of.
Corporation Finance took the position that the accumulated earnings
of the company to be acquired in excess of the credit to registrant’s
common stock account, $2,875,000, should be credited to capital
surplus instead of to registrant’s accumulated earnings account since
the transaction appeared to be, and was represented as, a purchase
of net assets. Consequently, the pro forma statement .of-financial
position was amended to reduce the accumulated earnings-.account
by’ $2,296,300 and to credit the capital surplus account with'the same
amount. - T : . N Lo,
..2. The registrant, & manufacturing company, filed preliminary.
proxy soliciting material to be used in connection:with a.forthcoming
speclal meeting of stockholders at which it was proposed to effect a
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lan of recapitalization of the company in order to eliminate accumu-
{:a,ted and unpaid 'dividends of approximately $8,600,000 on the -pre-
ferred stock of the company. The proposed reca.pltahzatlon was to
be effectuated through a statutory merger of the company with its
wholly owned subsidiary company. The plan ‘contemplated the issu-
ance by the surviving parent company of 5% percent sinking fund
debentures and new common stock primarily to the preferred stock~
holders in exchange for their preferred stock and in satisfaction of
the unpaid dividends on this stock. The preliminary proxy material
included a pro forma balance.sheet giving effect to the proposed
recapitalization of the company. In this balance sheet the earned
surplus of .the parent company in the amount of $578,740.29: was
brought forward in the merger as earned surplus of the surviving
company rather than as capital surplus.

In the letter of comment issued by, the Division of Corporatlon
Finance it was indicated that because of the substantial accumulated
and unpaid dividends on the preferred stock, which far exceeded the
amount of earned surplus, this latter amount should be brought
forward as capital surplus rather than as earned surplus in the merger
and . that subsequently accumulated earned surplus should be dated
from the date of reorganization. As a result, the pro forma balance
sheet in the definitive proxy-material as sent to stockholders was
changed to reflect the earned surplus of the company as capital
surplus after the merger. =

REGULATION OF BROKERS 1%1;11{) DE%%.ERS IN OVER-THE-COUNTER
Reglstratlon ’

Section 15 (a) of the Securities Exchange Act requires that brokers
and dealers using the mails or instrumentalities of interstate com-
merce to effect transactions in securities on'the over-the-counter
niarkets be registered with the Commission pursuant to section 15 (b)
of the Act. Brokers and dealers whose business is exclusively intra-
state or excluswely in exempt securities are exempt from reglstratlon.
Certain data with respect to-registrations of brokers and dealers
during fiscal year 1952 are collected in the following tabulation.

Statzstzcs relaling to regzstratzons of brokers and dealers—fiscal year ending

-June 30, 1952

Effectlve registrations at close of preceding fiscal year .. _._..__...._.__ 3, 945
Effective registrations carried as inactive_. . _ .. ____.__________ 9
Registrations placed under suspension during preceding fiseal year______ 0
Applications pending at close of preceding fiscal year.______._______.___ 26
Applications filed during fiscal year_.__ . . .. S S L |

Tota o oo Il L e e e 4, 481
Applications withdrawn during year_ ... _____.___ .7 .. __ ... 10
Applications canceled during year______ .. _ . __.___._. mmccmeecan 0
Registrations withdrawn during year..2.______ e mcmm e cmmm—mm———an 357
Registrations canceled during year. - - e 61
Registrations denied during year_._ . ___-_--_-__-__-----___‘-___-L _____ 0
Registrations suspended during year._2_______._ e e e eeee e - 1
Registrations revoked during year___________.____________ P - 20
Registrations expired by Rule X-15B-3_ _______ . _______________..__ (1]
Registrations effective at end of year. . __________________________._._ 3, 994
Registrations effective at end of year carned as inaetive_ ______.________. 13
Applications pendmg at end of year_______ m e e ac e 35

Total - e cdeiammmmcam—an 4,481

- 1 Registrations on inactivé status because of inability to locate registrant despite careful inquiry.
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Administrative Proceedings

The Commission is empowered, with due regard to the public in-
terest and the protection of investors, to deny or revoke the registra-
tion of brokers and dealers pursuant to section 15 (b) of the Act; and
to suspend or expel brokers and dealers from membership in a na-
tional securities association or exchange pursuant to sections 15A and
19 (a) of the Act, where certain types of misconduct are shown,
Data with respect to the type and number of such administrative
proceedings instituted by the Commission during the 1952 fiscal year
and their disposition are given below:

Record of broker-dealer proceedings to deny registration, proceedings to revoke regis-
tration, and proceedings to suspend or expel from membership in a nalional
securities exchange or association instituted pursuant to the Securities Exzchange
Act of 1934 for fiscal year 1952.

Proceedings pending at start of fiscal year to:

Revoke registration_ . _ . . e 11
Revoke registration and suspend or expel from NASD,! or exchanges. 11
Deny registration to applicant_ - _ ... 1

Total proceedings pending. __ oo 23

Proceedings instituted during fiscal year to:

Revoke registration._ . e eeeeeeam 13
Revoke registration and suspend or expel from NASD, or exchanges. b
Deny registration to applicants________________________ . ________ 2

Total proceedings instituted . . . - __.__.. 20

Total proceedings current during fiscal year_ .. _..____. 43

Disposition of proceedings
Proceedings to revoke registration:

Dismissed on withdrawal of registration. .. . ___ . _ .. .. __._..__. 2
Registration revoked. . acinann 15
Total e mce e cmnam—————— 17
Proceedings to revoke registration and suspend or expel from NASD, or
exchanges:
Suspended from NASD—registration not revoked________._________
Registration revoked and firm expelled from NASD______.____._____

Registration revoked—no action taken on NASD membership..._.._._
Dismissed on withdrawal of registration___ . ____________.___._._____

3| oo

Proceedings to deny registration to applicant:
Dismissed on withdrawal of applieation. .. ... ______.__ 2
Dismissed—registration permitted. . ____ . ______________________ 1

Total proceedings disposed of . _______ ... 27

Proceedings pending at end of fiscal year to:

) Revoke registration__ . - __ e 7
Revoke registration and suspend or expel from NASD or exchanges. 9
Deny registration to applicants. . eaaoa 0

Total proceedings pending at end of fiscal year_.______.______.___ 16
Total proceedings accounted for_____________________._________ 43
[ ——

! The National Association of Securities Dealers, Inc, is the only national securities assoclation registered
with the Commission,



-’ "EIGHTEENTH.- ANNUAL REPORT ' 63

Since 1947 the- Commission, in‘appropriate instanceés-in Tevocation
proceedings; has named as party -respondents persons ‘who were not
registered as brokers and dealers with: the Commission but who were
ga.rtners, -officers or directors or persons’ controlling’ or controlled

y such brokers and'dealers. They are so named in order that-they
may have a right to present evidence and cross-examine ' witnesses
with respect to any misconduct 'charged in’ which ‘they allegedly
participated, and, pursuant-to section 25 (a) of :the Act, to appeal
from any order issued by the Commission which aggrieves them., - ‘0
- Proceedings were instituted- against Henry P. Rosenfeld; doin
business as Henry P. Rosenfeld Company, and three other fegister'e_g
brokers and dealers to determine whether their registrations. should
be revoked; also named as additional party respondents were 12 non-
registered persons who weré. employed by the Rosenfeld company as
salesmen. The question with respect to them was whether they, as
persons ‘“‘controlled’” by a registered broker-dealer within the mean-
ing of Section 15 (b) of the Act, had wilfully violated any of the
provisions of the securities acts and whether they- individually were
causes 6f any order of revocation which might be issued. Rosenfeld
admitted the facts alleged as to himself and consented to revocation
of his registration. Hearings, however, were held pursuant-to-the
Commission’s order to determine the culpability of -all other re-
spondents including the 12 nonregistered persons. . The proceeding
resulted in an order revoking the registrations of Henry.P. Rosenfeld
Company and the three other brokers and dealers, and the Commis-
sion found that the nonregistered respondents, in the sale of securities,
had wilfully violated the antifraud provisions -of the securities.acts
in that they, as well as the other parties, had made false and mis-
leading statements regarding the background of the Rosenfeld com-
pany, the operation and prospects of three issuers of securities, their
Plans to list such' securities on a securities exchange, and the necessity
of effecting a prompt ‘purchase to secure stock -being issued. The
Commission also found that they were causes of the order of revoca-
tion of Henry P. Rosenfeld Company. Samson Wallach, Sr., one of
the nonregistered respondents, appealed to the United States Court of
Appeals for the District of Columbia, asserting that the Commission
has no jurisdiction under section 15 (b) of the Securities Exchange
Act as to persons not registered. The appeal is pending. = - .

Consolidated proceedings against. Adams & Co., Bennett, -Spanier
& Co:, Inc., and Ray T. Haas, resulted in.an order revoking their
registrations and expelling Adams & Co. and Bennétt, Spanier & Co.,
Inc. from membership m the NASD. Hias was not 'a member.
The Commission found that registrants, acting in concert, took down.
blocks of shares of Mohdwk Liqueur Corporation from a person in’
control of that corporation at successively higher prices and that, in
the course of distributing such shares, they maintained and raised the
price of the shares by entering increasingly higher bids.in the National
Daily Quotation Sheets and on the éhicago Board of Trade and
effecting purchases at rising prices. | . e

In a proceeding against Frank S. Kelly, against whom the Com-
mission had already obtained an injunction,!? the Commission re-
voked his broker-dealer registration. The Commission found that he
had solicited customers to buy certain when-issued securities, that as

"1 See 17th Annual Report, p. 59.
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their agent-he had accepted their orders for such securities; and had
obtained deposits from-them in connection therewith on the repre-
sentation that the monies obtainied would be held and applied to the
settlement of the contracts for-the securities. - He did not disclose to
these customers that he intended to use and.did use these deposits for
his own purposes. In addition he loaned a substantial sum to a
private corporation not connected with the securities business, and as
8 result of such loan, he had.insufficient liquid assets to meet his
obligations to customers. . - . .

. In proceedings instituted against Van Alstyne, Noel.& Co., it was
alleged that the respondent made false and misleading representa-
tions in the sale of stock of Expreso Aereo Inter-Americano, S. A., a
Cuban sairline, concerning, among other matters, its operations and
financial condition, its prospects and the probability of higher market
prices. - The Commission found that the Van  Alstyne, Noel firm
made certain favorable representations about Expreso’s operations
and future prospects -when it had in its possession, information that
Expreso’s financial condition was unfavorable and was deteriorating,
that Expreso had borrowed substantial sums of money, that it had
issited stock in Cubas to obtain.capital, and that an aviation consultant
who studied the company had reported that Expreso’s prospects were
not too bright unless substantial funds could be raised to purchase
new equipment for expansion .and acquire control of its only com-
petitor in Cuba. -The Commission held that such information was
material, the nondisclosure of which rendered the. optimistic repre-
sentations misleading.” The registrant contended with respect to the
financial statements of Expreso.available to it that it was under no
duty to disclose to its customers the information contained therein
of which it had knowledge because (a) the financisl statements wers
confidential, (b) some of.the financial statements were unaudited and
therefore inaccurate and incomplete, and (c) -the financial statements
were stale and were accompanied or immediately followed by opti-
mistic statements by Expreso’s officers and directors which negatived
or minimized .the adverse financial information. The Commission
rejected this contention, pointing out that full disclosure could have
included any facts affecting the weight to be given to the information,
and stating, with respect to the claimed. confidential nature of the
statements, that: ’ . , ‘ :

"Even if it be assumed that registrant owed a duty to Expreso to treat the
financial information as confidential, in our opinion when registrant disseminated
favorable and optimistic information with respect to Expreso’s condition and
prospects, it made itself subject to an overriding duty of disclosure to its cus-
tomers. [Footnote or'nitted.f. Registrant should have appreciated that giving
to_a customer favorable or optimistic-information and withholding unfavorable
ixﬁformition which it considered confidential would be misleading and unfair to

€ customer . . .

The Commission ordered the suspension of Van Alstyne, Noel & Co.
from membership in the NASD, New York Stock Exchange, and
New York Curb Exchange for a period of 20 days. The registrant
appealed from the Commission’s suspension order to the United
States Court of Appeals- for the Second Circuit. The appeal is
pending, e » -
Broker-Dealer Inspections ) ‘ .
Section 17 (a) of the Securities Exchange Act authorizes the Com-
mission to make reasonable periodic, special, or other examinations
of the books and records of brokers and dealers. Under this section,
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the Commission has devised an inspection program to-‘determine
whether-brokers and dealers are-complying with the requirements of
the securities acts. »Thése examinations are sometimes limited' in
nature, but the usual inspection is desigiied to check on all the various
a,ct1v1t;1es of ‘brokers and dealers.  -During the fiscal year,{the Com-
mission’s regional offices, which conduct the inspections, reported on
827 such inspections, 677 of which were inspections of members of
the NASD. Ashas been the experience in previous years, a substan-
tial number of violations of the rules and regulations were uncovered.
These v1olat10ns included noncompliance with the Commission’s
capital and hypothecation rules and with Regulation T prescribed
by the Board of Governors of the Federal Reserve System. In a
limited number of instances, brokers and dealers were taking secret
profits. There Wwere a substantml number of transactions in which
the reasonableness of the price charged to the customer in relation to
the current markeét price was open to question, and there were miscel-
laneous v1olat10ns in large number which would be difficult to c]ass1fy
because of their variety.

. The Commission does not necessanly take formal action against
a broker or dealer -who. appears from these inspections to be violating
the "Acts -if the v1olat10ns appear to be inadvertant or the result of
misinformation and are not wilful, the: Commission, consistent with
accepted standards of administrative- 'procedure, affords the broker-
dealer an opportunity. to. correct his practices if possible or to assure
the Comm1ssmn that he will not persist in them.

Investlgatlons .

Genemlly, mvestlga,tlons of brokers and dealers result' from the
inspection program, complaints from customers, or information
received from sources such as state securities commissions, securities
exchanges and associations, and better business. bureaus. In con-
nection with such- mvestlgatlons the ‘Commission' may or may .not
authorize- the use of .subpena powers. After the completion of an
investigation, the staff :analyzes the evidence developed and-makes
recommendations to the:Commission for appropriate 'action in the
public interest and for. the protection of investors. - The recommen-
dation may be for injunctive relief, for. administrative action to
revoke reglstratxon or to suspend.or expel from membership in.a
national securmes exchange or association; or, in an appropriate case,
for reference to the Department -of Justice for criminal prosecution.
The following- schedule shows the number of such mvestlgatxons
during the fiscal 3 year. 4 :

Pending July, 1, 1951_-_.‘;-_-_____-_~-_____'_1_‘_-______;__ 164

Commenced durmg YeAr. e ccceemamcccceedaceateats 135

Lo ST 1299

*Closed during year_ _ .. i eeciieceee—oi. 118

Pendipg Julyll, 1952__ . ______..___._. R g -2
o 299 -

1 This figure includes ﬁ’admlnistrative proceedings as shown in the schedule set torth |mder “Admin
istrative Proceedings,” i supra.

' 2 This figure includes 16 administrative proceedings pendmg at the end of the fiscal year as'shown'in the
schedule set forth under ** Administrative Proceedings,” supra, and 15 such proceedings in which the Com-
mission had issued its final determination before the end of the fiscal year, but the investlgatlve flles on-
which had not been closed, oI record.

232122—53
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Financial Reports-

Rule X-17A~5 requires brokers and-dealers to file annually reports
- of their financial condition. During the 1952 fiscal year, 3,797 reports
of . financial ‘condition were filed. -These reports are examined and
analyzed by the staff of the Commission.to determine whether, as of
the gate for.which tha report speaks; the broker-dealer is in comphance
with the capital requirements under rule X-15C3-1. If a‘broker-
dealer is found not to comply, hé:is generally afforded a réasonable
time. in which to-correct his financial condition so that it fully meets
the requirements.. If he fails to do-so, the Commission takes such
action as may be necessary for the. protectlon of customers.

SUPF RVISION OF ACTIVITIES OF NATIONAL ASSOCIATION
. ) OF SECURITIES DEALERS, INC. :
Assoclanon Memherslnp : !

Membership in the National Assoclatlon of Securities Dealers Inc
(N ASD), the only national securities association registered with the
Commxssmn stood at 2,950 at the close of the 1952 fiscal year. This
represented an increase of 104 ‘members during the period as a result
of 241 -admissions to, and 137 terminations.of, membership. At the

same date there were registered with the NASD as registered repre-
sentatives 33;053 individuals, including generally all partners, officers,
salesmen, traders and other persons employed by or associated with
member firms in capacities which involved their doing business directly
with the public. The number of persons so registered represented an
increase during the fiscal year of 2,131 as a result of 6,168 initial
reglstratlons or reregistrations and 4 037 terminations of- reglqtratlons

Disciplinary Actions- -

In the 1952 fiscal year the Commlssmn recelved from the NASD
reports of final-action in 21 disciplinary cases in which formal com-
plaints had been filed-against members. Four of these complaints had
been dismissed by the District Business Conduct Committee of initial
jurisdiction on findings that there had-been no violations of the Rules
of Fair Practice of the association as alleged in the complaints.

- In the remaining 17 cases the committees found that the members
or the registered 'representatives of the members cited in the com-.
plaints had acted in violation of the Rules of Fair Practice, and the
committees. imposed various penalties.. Of these 17 decisions the
complaints. in 7 ‘cases were ‘aimed solely. against member firms. In
these cases one member firm was expelled and 6 other member firms
were fined amounts ranging from $100 to $800, and aggregating $1,950.

The remaining 10 decisions involved not only member, firms but
also their registered representatives.” In eight of them the. followmg
penalties were imposed: One firm was censured and a representative
was fined $500; one firm was fined $500 and it and its representative
were each suspendcd for 30 days; one firm was fined $500 and it and
its representative were censured; one firm and its rcpresentatlve were
each suspended for 60 days and the representative was fined $500;
one firm was censured, as were two of its representatives; one firm was
fined" $3,000," two representatlves were each fined $1,200, a third was
fined $600 and the registration of a fourth representatwe was revoked ;’
and complaints against two member firms were dismissed, although in
one instance a representative was fined $100 and in- the ‘other the
registration of a representative was revoked. )
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The: decisions'in the two remaining cases, after affirmance by the
Board of Governors, were appealed to-the .Commission by some of
the aggrieved p:arties pursuant-to the provisions of section 15A (g)
of the %ecurities Exchange Act, and at the end of the fiscal year were
in process befor:e the Commission. Pending Commission determina-
tion such an appeal automatically stays the effectiveness of that part
of the NASD decision affeéting the appealing person or firm. In the
one case, appeals were filed by Albert B. Tyson, who subsequerntly
abandonéd his appeal, and Gilbert Parker, registered representatives
of Tyson & Co., Inc., from thé revocation of their registrations.. No
appeal was taken from that:part-of the NASD decision expelling the
firm from.membership:and revoking: the registration as a registered
represéntative of Joseph T'yson. In the other case, Standard Bond &
Share Co: and its principal officer, William .G. Stién, app2aled from a
decision which imposed a fine of-$500 on the firm and also suspended
the firm from:membershiprand Stien, as a registered representative,
for 30 days. . . L - Co
.-.As is’its custom,.the Commission referred to the NASD for appro-
priate. action facts concerning the business practices of members
which tended to indicate possible violations of the NASD Rules of
Fair Practice. .This information-was obtained. in- broker-dealer in-
spections of member firms by the Commission. ' In the 1952 fiscal
year nine such references were made -and-a similar number had been
pending before the NASD at the start of that year. At the end of
the period seven cases were under consideration or in process, reports
on 11 having been received from the association during the period.
In two instances formal complaints were filed, resulting in the im-
position of penalties. The remaining nine cases were disposed of by
informal means after examination by the association and either the
receipt of assurances.by the NASD committees-of future compliance
with relevant rules or the discovery of relevant facts or circumstances
such as to persuade the committees that there was no basis for formal
disciplinary action. ' - . :
Commission Review of Disciplinary Action Yo

Undeér the provisions of section 15A°(g) of the Act, any disciplinary
action by the NASD against a member is subject to review by the
Commission on application by any aggrieved party, or on the Com-
mission’s own motion. T ’

" As indicated in the Seventeenth Annual Report, thére were pend-
ing before the Commission at the start of the fiscal year.heré under
review an appeal by Otis & Co. from a 2-year suspension, and’ by
R. H. Johnson' & Company from expulsion, and shortly’ after the
start of the year'a third appeal was taken by George.d. Martin & Co.,
a member firm which had been expelled, and Irving and Alfred Shayne,
whose’ registration as registered representatives-of the Martin firm
had been revokeéd. ‘In addition, as mentioned above, appesdls were
filed during the year by Tyson & Co:; Inc., Albert B. and Joseph
Tyson and’ Gilbert Parker and by Standard Bond & Share Co. and

its president, William G Stien: ° : _

The Commission on April 2, 1952, issued its findings, opinion and
order in the R. H. Johnson & Company case dismissing the review
proceedings;'® and the remaining four appeals were in process before

3 Securities Exchange Act release No. 4694,
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the Commission at the end of the fiscal year. The R. H. Johnson &
Company matter is of considerable' significance because the Com-
mission’s decision, which in effect affirmed the NASD’s action, was
subsequently appealed- to the courts, the first time such an appeal
has been taken. In that case, a complaint .was .issued by the
District Business Conduct Committee of District 14 of the NASD
charging violations of Sections 1 and 2 of Article III of the NASD
Rules of Fair Practice by R. H. Johnson & .Company (‘“applicant’’),
by two of its partners, Roland H. Boardman and Jo{n D. Freeman,
and by a salesman, Caswell Sharpe. The District Committee, after
hearing, found that applicant and the others had. violated these rules
in that, for the purpose of obtaining profits for themselves, they had
induced trading activity in a customers’.account over a six-year
period, which, i view of the financial resources and character of' the
account, was excessive in volume and in frequency. It ordered the
expulsion of applicant from membership in the association and revo-
cation of registration with the association of the others as registered
representatives of applicant.. Upon review by the NASD Board of
Governors, applicant’s expulsion and the revocation of Sharpe’s regis-
tration were affirmed, and the disciplinary action with- respect. to
Boardman and Freeman was reduced to suspension from registration
for one year. In addition, the Board found that Rupert H. Johnson,
applicant’s principal partner, and Boardman, Freeman, and Sharpe
were causes of the order expelling applicant from membership in the
NASD. Applicant and Johnson sought review by the Commission.
The overtrading was effected in a joint account of an elderly widow
and her daughter by the salesman, Sharpe, who had gained their trust
and confidence. . The customers, neither of whom had any financial
or business. background, placed with Sharpe for investment a net of
$57,776 in cash and securities. .  With these assets Sharpe effected a
total of 648 transactions consisting of 348 purchases and 300 sales,
in a gross amount of $1,011,678. The securities acquired in 208 of
the purchase transactions were sold within 6 months of acquisition,
while those acquired in 68 other purchase transactions were sold
within a year. . Thus, more than 79%, of the purchases. were reversed
within one year. Only the securities acquired in 35 purchases; of
which 20 were effected as recently as 1948 and 1949, remained unsold
at the end of the 6-year period. N
- Another feature of the trading in:the account was that almost one-
third of the purchases were made between a dividend- declaration
date and the exdividend date.. The customers believed they were
receiving extra income, but the dividends weré-in effect merely a
return of capital which had been purchased with the attendant
expense of commissions and other costs. : = | ' -
- When the customers closed their account, securities worth $31,700
remained of the $57,776 in cash and securities invested, indicating a
loss of $26,076, of which $8,733 had .been realized. Had these cus-
tomers, instead of placing their account with applicant, simply .con-
tinued holding the securities they originally owned, their.account on
the date it was closed would have shown an increased; market value
of about $2,663. o o
Applicant realized commissions and profits on this account, totalling

1 See p, 75, infra.



EIGHTEENTH ANNUAL REPORT . - - 69

$23,354. Although almost all of the transactions were in listed secu-
rltles only :$1,852 represented commissions on sgency transactions
while- $21,502 were profits derived from sales to the customers by
applicant as principal.  Sharpe received 509, of these commissions
and- proﬁts realized by applicant. Over the 6-year period, 33% of
Sharpe’s'income was derived from this one account, and in one year
it provided over 479 of his income.

Applicant conceded that there was substantial- overtradmg in the
account, that the account suffered substantial losses; and that Board-
men and Freeman failed adequgtely to supervise the transactions
recommended to the customers by Sharpe. However, applicant con-
tended that responsibility for the overtrading could not be attributed
to it, that primary responsibility lay with Sharpe while any derivative
responsnblhby went only as far as Boardman and Freeman who, as
resident partners in the Boston office, assertedly had complete control
over Sharpe’s trading in the account. The NASD, on the other hand,
argued that Boardman and Freeman were not actually partners but
only supervisory.employees, and that while.it is immaterial, as far
as applicant’s responsibility is concerned, whether Boardman and
Freeman were partners or not, their'subordinate. status in the firm
was significant with respect to Johnson’s duty, as-the dominant
partner, to supervise the Boston office.

The Commission, in dismissing the review proceedlngs found that
Johnson, as the dominant. partner, must have known that Boardman
and Freeman would have little time to devote to supervision -of the
activities.of the salesmen in the Boston office who serviced about two
to four thousand accounts. -Boardman and Freeman were permitted
to handle their own-accounts, receiving a commission of.50% thereon
like -the other salesmen, and they were: frequently away from the
office on firm business.

-Moreover, the: record showed that supervision of the salesmen in
the Boston office was primarily the function-of the New York office
where Johnson maintained his headquarters.” The accounting system
of the firth was such that the only permanent records were in the
New York office. The daily sales sheets were prepared in New York
showing all transactions -for the dey in all.of the offices, and the

customers’ ledger was kept in-New York. Whenever accurate and
complete information as to an’account was requlred by the Boston
office, a transcript taken from-the customers’ ledger in New York
would: be supplied. To the extent that there was compliance with
Section 27 (a).'of Article III .of the NASD’s rules which requires
supervision of salesmen including review and approval .of all sales by
& parther, executive,.or branch: manager'.evidenced by written én-
dorsement of .sales memoranda,.it was carried- out in New York:
However, such endérsement in apphcanb’s case, in the form of initialing
of the sales. meméranda, frequently was done by employees rather
than .a: partner or executive and merely.-purported to indicate that
the .transactions. were. accurately set down-and that the spread was
reasonable. 1But the endorsement did-.not -purport :to signify that
the transactions had been approved as being suitable for the customer.
The Commission accordingly concluded that, although the New York
office was responsible for revising securities transactlons such limited
check as was actually made was not designed and was ineffective to
detect excessive trading.
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Commission Review of Action on Membership ! o S .

Section 15A (b) (4) of the Act and the bylaws of the NASD provide
that except in cases where the. Commission.approves or directs ‘admis-
sion to or continuance in”NASD membership as appropriate in the
public interest, no broker or dealer may hold such membership if
such broker or dealer or any person controlling or controlled by such
broker or dealer has been expelled from membership for violation of
an association. rule prohibiting conduct inconsistent with' just and
eq(lilitable‘principles of trade or was a “cause’” of .any such expulsion
order. = - ; * . L RS

Pursuant to this -authority,: and giving due consideration tothe
affirmative recommendation of the Board of Governors of the NASD;
the. Commission - during the fiscal year approved the admission to
membership of LaForge and Co.'® The firm had previously been
expelled from N'ASD membership for conduct inconsistent with just
and equitable principles of trade in that it‘had paid commissions to
the registered representative of another member without the prior
knowledge or consent of that member. The firm represented to the
NASD, in its effort to regain association membership, that the pay-
ments had been made on the instructions of the customer; that no
effort had been made to keep secret the fact of these payments; that
if association rules had been violated that-had not been the intent;
and that since its expulsion no similar acts had occurred. The Com-
mission found it appropriate in the public interest to approve the
admission of the.firm to NASD membership. oo '

The Commission considered* somewhat similar applications in
approving the continuation in NASD membership of three different
member firms employing H. L. Brocksmith,! Roland H. Boardman,"
and John D. Freeman, respectively.’® Brocksmith’s disqualification
arose from Commission action in 1942 which resulted in the revocation
of the broker-dealer registration of H. L. Ruppert and Co., Inc., of
which Brocksmith was vice president, and the expulsion of that firm
from the NASD and the St. Louis Stock Exchange. Thereafter, with
Commission approval, the NASD continued in' membership a firm
which employed Brocksmith as its registered representative. Brock-
smith subsequently changed his employment to another.  NASD
member firm and this change likewise raised before the Commission
the question.of continuation in NASD membership of the new em-
ployer. On the representation by the NASD' that his record while
employed by the other member firm was satisfactory and that he was
adequately supervised ‘in' his new employment, the Commission
approved the application.” - . T

-The Commission, with due regard to the public interest, also ap-
proved the continuance of membership in the association of the firms
employing Roland H. Boardman and John D. Freeman, who had
been co-managers of the Boston branch office of R. H. .Johnson and
Company, and had been held by.the NASD to be: causes of the order
of expulsion of the Johnson firm and had been suspended from member-
ship in the association as registered representatives for one year. -

;: Securities Exchange Act release No. 4700 (ﬁprll 8, 1952).

Securities Exchange Act'release No, 4689 (March 12, 1952),

. 17 Securities Exchange Act release No. 4705 (April 15, 1852).
18 Becurities Exchange Act release No. 4704 (April 15, 1952).
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Commlssmn ‘Action on NASD Rules ioo i

Section 15A (j) of the Act prov1des that any change in or addition
to the rules of a registered securities association shall be disapproved
by the Commission “unless such: change or addition:appears to the
Commissionto be consistent Wlth thevrequlrements for such rules i in
section 15A. (b) of the Act.- g '

The NASD filed with the Comnusswn on June 4 ‘1952 after
requisite approval by the Board of Governors and the membershlp,
a proposed amendment to ‘Article IIT of the Rules of: Fair Practice,
designated Section 28, providing for notice under limited conditions
to a member (the “employer member”’) before another member..(the
“execlting member”’) knowingly executes transactions for the pur-
chase or sale of a security for the account of a partner, officer, regis-
tered representative, or employee-of the employer member. The
Commission held that it was unable to find the proposed amendment
consistent with.section'15A (b), and on June 30, 1952; disapproved the
proposed amendment pending further ordér.”® ~At.the same time the

Commission gave notice that it had under consideration & proposal to
adopt rule Xg 10B—6 under section 10 (b) of the Act:- In substance,
this rule would make it unlawful for any broker or dealer to effect any
securities- transaction ‘with or for any partner, officer, - director, or
employee of :another :broker ‘or dealer, either .on or off:an: exchange,
unless-he gives actual notice of the transaction to the other broker or
dealer in advance and then promptly sends the other broker or dealer
a copy of the confirmation... The Commission pointed out that the
proposed rule of the NASD ‘which it had disapproved pending further
order. was more limited' than the Commission’s rule-in that (1) it
would -have applied .only -to members of the association and (2) it
would have requlred notlce only under lu:mted condltlons ' S

CHANGES IN RULES, REGULATIONS AND FORMS

Amendment of proxy rules.—In keeping with 1ts pollcy of revising
its rules and regufatlons from time to time as experience gained from
actual’ administration dictates, the Commission, during the latter
part, of the 1952 fiscal year, pubhshed tentative proposals_for the
amendment, ‘of certain of its proxy rules under Regulation X-14.
In-announcing, these proposals, full details of which are set forth in
Securities Exchange Act release No. 4668 (January 31, 1952), the
Commission invited all interested persons to submit data, views and
comments on the proposals for its consideration. (The Commission,
on December 11, 1952, adopted amended proxy rules growing out. of
these proposals as announced in Securities Exchange Act release No.
4775y

Rule X-15D-14. Reports. by Canadian banks, —On August 27,
1951, the Commission announced the adoption of a rule dealing with
reports filed pursuant to-section -15 (d) of the Securities Exchange
Act by Canadian banks. The rule, designated as rule X~15D-14, per-
mits Canadian banks to file as their annual reports under the Act
the information and documents which they are required by the Bank
Act of Canada to, furnish to. the1r stockholders. "The riule further

" Securitles Exchange Act release No. 4723 (June 30, 1952).
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gr(l)l\]r{gies that current and quarterly reports need: not be filed by such
a
Proposed Rule X—IOB—G —This .ritle, .which is discussed supra, at
gage 71, would require a broker-dealer to- ‘give notice. to another
roker-dealer of any. transaction between the former broker-dealer
and the partner, officer, director or employee of the latter broker-
dealer,”and to givé a duphcate copy .of the conﬁrmatlon to such
broker-dealer.
. Amendment of certam rules with respect to reg@stmtwn and reportmg —
Corresponding to similar action taken under the Securities Act of 1933
during the year, the Commission amended the following rules under
the Securities Exchange Act dealing with the preparation imd ﬁlmg
of applications and reports under the Act:

Rule X-12B-11 was amended to require only three coples of
applications and reports to be filed with the Commission unless
additional copies are required by the instructions contained in the
particular form. Previously the rules required four copies of all such
material to be filed with the Commission.

Rule X-12B-12 previously required apphcatlons and reports to
be printed, mimeographed.or-typewritten.. The amended rule per-
mits them to belithographed or-prepared. by any-similar process which
produces copies; of, the requisite clarity and permanence. Further
amendments-clarify the reqmrements Wlth respect to the. s1ze of. type
to be used. .~ -

Rules X-13A-13 and X—15D—13 whmh relate to the ﬁhng of quar-
terly reports of ‘gross sales and operatlng revenues, were. amended
8o as to make it clear that such reports are required to be filed by title
insurance companies. - They prevrously prov1ded ‘that such quarterly
reports need -not be filed by ‘“any.- * *. insurance company.”
This language has been changed to read ‘any * * * insurance
company (other than title insurance companies).”- " -

. Amendment of Form 8-K.—Item 15 of Form 8-K was amended so
as to make it clear that registrants under the Securities Act which
are required to file current reports on this form need keep up to date
only those exhibits which are required to be kept up to date by a
company having securities listed and Tegistered on a rational securltles
exchange. -

. The amended 1tem also’ prov1des that where previously ﬁled ethblts
are amended or modified, copies of the entire exhibits, as amended or
modified to date shall be filed where it is practicable to do so. ‘Where
that is not practlcable, copies of, the amendinent or:modification
only may be filed, but in such casé thie'Tegistrant must- 1dent1fy each
previous filing in-which the original exhibit or any amendment- -or
modlﬁcatlon has been filed. . ..

Amendmént. of specified forms —Durmg the 1952 ﬁscal year the
Commission’ also adopted * ‘yarious amendments ‘to. the Instructlon
Book .for. Forms 12-K'and 12AZK, in order to conform to . certain
changes made by the Interstate Commerce Commission in its Form
A; and adopted an amendment to Form 10-K which further simplifies
the filing of reports on this form by electric utility. and natural gas
companies which file annual reports with the Federal Power Commis-
sion on its Forms 1 or 2. The latter issuers are permltted to file
copies of such reports in satisfaction of most of the requirements of
Form 10-K.
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Amendment of Rule X-12D2-2 (a).—This rule, which relates to the
delisting of securities by exchanges under certain. conditions by noti-
fying the Commission thereof, was amended, effective May 26, 1952,
and a new form of notice adopted ‘The amendment and new form
are discussed supra at page 51. . . s

LITIGATION UNDER THE SECURITIES EXCHANGE ACT

anuncuve Actlons Agalnst Broker-Dealers

During the fiscal year the Commission filed a complaint charging
J. Arthur Warner & Company,™ ‘a registered broker-dealer having
offices in New York and throughout New England with a course
of conduct which included the practice of ‘‘churning’’ accounts of
customers. As the name nnphes churning consists of grossly over-
trading aa account for the purpose of making large commissions for
the dealer at the expense of the customer. To accomplish this, it is
generally necessary to.find unsophisticated mvestors who will, for an
extended period, remain unaware of what is happening to their ac-
counts. The complaint, which was filed in the United States District
Court .at Boston, Massachusetts, alleged that J. Arthur, Warner &
Company dealt la.rgely with . the elderly and the uninformed who had
come by their existing portfolios through inheritance; that it en-
couraged these persons to ‘liquidate portfolios of government bonds
and -conservative. securities, and to withdraw funds.from savings
accounts in order to invest in securities which the Warner Company
and its employees would recommend, and that, presumably in an
effort to make 1ts service most complete it would also arrange for bank
loans for these customers so that-they could buy more of the Warner-
recommepded shares.

The complaint asked for a temporary restrammg order as well as
for preliminary and final injunctions, and & temporary-restraining
order was entered which'had the effect of restraining the defendant
company from syphoning off its assets during the pendency of the
litigation. This was deemed :to be necessary for the protection of its
customers in- event they decided to bring action against it. Later,
at the court’s request, the defendant stipulated  that during the
pendency of the actlon its capital would not be 1mpa1red and the
order was vacated. o
. On November 21, 1951, s preliminary m]unctlou was entered with
the consent of the defendant A hearing on the final injunction had
not been held as of the close;of the fiscal year.

An injunction: was obtained against Kenneth B. Hill,* a reglstered
broker-dealer, who, not, only, sold, but also printed the securities and
forged thereon the names of the roper issuing officials. The com-
plaint also a.lleged and the court F und that Hill had failed to meet
statitory requirements as to his financial condition, had filed false
and misleading financial statements and had falled to keep required
business records.

In an injunctive action aga,mst P.L. Ivey & 00 2 g broker—dea.ler
it, was enjoined from misrepresenting its. ancial condition to cus-
tomers and failing to meet statutory financial standards ‘

20 Civil Action No. 51-1036, D. Mass.

11 Civil Action No. 52-8, D. Mass
2 Civil Action No. 1313 E.D.Vs.
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Injunctive Actions Againist Others = . ) o L
. :An action foraninjunctioniwas instituted against L. A. McQueen,*
a vice president -and director of the General Tire and Rubber Co.; to
restrain him_from further violations of section 16 (a) which requires
an officer or a director of a corporation with an equity security.regis-
tered on a national securities exchange to file with the Commission
and the exchange reports reflecting his acquisition or disposition of
any of the corporation’s equity securities. McQueen filed the re-
quired reports and consented to entry of the injunction. ' .
An injunction was also obtained against Local 291 of the Utility
Workers of America, Leonard Behr, president of the Local, Henry
Muyers, secretary and treasurer of the Local, and Joseph A. Henry, a
stockholder of Kings County Lighting Company,* from further solici-
tation of proxies without first filing their solicitation material with
the Commission and furnishing a proxy statement to each person
solicited as required by Regulation X=14. o
The Commission had filed its complaint for injunction after learning
that a so-called “Kings County Lighting Company Independent
Stockholders’ Committee” had sent two communications to the
stockholders of ‘the company urging them not to give their proxies
to the management, or to revoke any proxies they might have given,
in connection with a special stockholders’ meeting. The manage-
ment, which had filed its own proxy soliciting’ material under the
proxy Tules, had called this meeting for the purpose of obtaining
authority from -the stockholders for certain additional financing;
as well-as a waiver of preemptive rights. The complaint alleged
that the Stockholders’ Committee had not filed its material 'with
the Commission, and that this material omitted to state certain
information required by the proxy rules and appeared to contain
certain false and misleading statements. The evidence showed that
Behr and Myers, acting on behalf of the union, had organized the
committee, which consisted solely of the defendant Henry, who owns
100 shares of the company’s stock and‘is a' brother-in-law of the
defendant Behr, and that the letters of the committée had been typed
and mimeographed at union headquarters and at the union’s expense.
The Commission pointed out that, since the Kings County Light-
ing Company had been ‘separated from the Long Island Lighting
Company system and was thus no longer subject to the Public
Utility. Holding Company Act of 1935; the Commission had no juris-
diction with respect to the merits of the proposals on which the
company had solicited proxies. The Commission emphasized also
that it was not, concerned with' any differences which might exist
between the management of Kings County Lighting Company and
the union, but that its only interest- was' to enforce the proxy rules
equally against all persons solicitihg proxies, whether on behalf of ‘or
in opposition to the management.- ~~ 7 © . 7 0 07 ‘
Oceasionally, violations of moré than'‘one statite are'involved as
in the case of the injunction obtained against Bernard Kantor and
National Evaluators, In¢.® ' The complaint alleged " violations ‘ of
sections 5 (a) and 17 (a) (2) and (3) of the Securities Act of 1933,
 Civil Action No. 29000, N. D. Ohlo. o '

2 Civil Action No. 12281 E. D. N. Y,
# Civil Action No. 28422, N, D. Ohio.
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section 15 (a) of the Securities Exchange Act, and section -203 (a)
of the Investment Advisers Act of 1940 in that the defendants, in
the.sale of stock of National Evaluators, Inc., which had not bzen
registered with:ithe Commission, made false and misleading state-
ments of material facts. . Among such statements alleged were that
National Evaluators hdd been retained to locate missing stock-
holders of a corporation who were entitled to $30,000 in dividends;
that the proceads from the sale.of the stock would be paid into the
company when, in fact, Kantor appropriated.such proceeds to his
own use; that a ‘“satisfactory refund” of monies paid by the public
to National Evaluators. for investigating the value of securities would
be made when, in fact, the refund was made in shares of the company,
which were worthless. The complaint further alleged that the
defendants had engaged in the business of being & broker-dealer and
investment adviser without registering with the Commission.

Petitions for Review of Commission Orders ‘ -

Commission orders in broker-dealer revocation proceedings or on
appeal from NASD sactions are subject to review by an appropriate
Court of Appeals. . ) o

In revocation proceedings pursuant to sections 15 (b) and 15A
(b) (4) of -the Act against “Henry P. Rosenfeld, Samson Wallach,
Sr., and others,? Wallach, one of the nonregistered employee respond-
ents, had been found by the Commission to have violated the anti-
traud provisions of the sccurities acts and to have been a cause of the
order revoking Rosenfeld’s registration... He filed a petition for
review ¥ contending that the Commission had no jurisdiction to name
as respondents peisons not registered as - broker-dealers. The
petition was pending at the end of the fiscal year. . - .

There is also pending an appeal by -Van Alstyne, Noel & Co. from
the order of suspension which is-discussed in an earler section.® .

R. H. Johnson & Co. petitioned for review of the Commission’s
order sustaining the NASD’s-order of expulsion.® This litigation
is of special interest because, as previously mentioned, it is, the first
NASD disciplinary action to recsive judicial attention and review;
and the petitioner -has challenged the constitutionality of section 15A
of the Act under which the NASD was organized.® .

In Peck v. S. E..C. the Court of Appeals for the Second Circuit, on
April 7, 1952, dismissed for-lack of jurisdiction a petition for review of
a so-called “order” of the Commission under the Securities Exchange
Act. The alleged ‘“order’” was a letter of the. Commission denying
a stockholder’s request for an.oral hearing on the propriety-of the
Commission’s refusal to institute court action against-the management
of The Greyhound Corporation to compel it, under rule X-14A-8, to
include in ‘its proxy'statement a proposal recommending that the
management consider the advisability of abolishing the segregated
seating system in Greyhound’s buses in the South. The Commission
had agreed with the management that the proposal was not a ‘proper
subject for action by the security holders’” within the meaning of the
rule. - The Commission contended that it- has no power to act by

! . !

# See p. 63, supra.
+ 9, A. D, C., No. 11,295,
38 C. A. 2, See p. 64, supra. . .
2% C. A. 2, No., 22353. This case {s discussed at p. 68, mJ:ra. ‘ N
% On July 10, 1952, the Commission’s order was affirmed, and on October 20, 1952, certiorari was denied
by the United States Supreme Court. '
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order in such a matter; that it can seek a'court order or decree rec uir-
ing compliance with a proxy rule only if it concludes:that the rule is
being violated; and that the stockholder can: test the correctness of
his position by mstltutmg his own court action against the manage-
ment. At the time of the aforementioned request, the Commission
had already had the benefit of the stockholder’s written views. The
Court of Appeals issued no opinion in dismissing the petition, but its
ruling (m view of the issues presented) appears to confirm the Com-
mission’s position that the’ Commission’s letter of refusal was not an
“order’’ subject to court review under section 25 (a) of the Securities
Exchange Act of 1934, nor was it agency action made reviewable by
section 10 (c) of the Admlmstratlve Procedure Act.

Pa.rtlclpauon as Amicus Curiae

Significant interpretations of rule X-10B-5 under section 10 (b)
of the Securities Exchange Act were invdlved in a number of court
rulings handed down during the fiscal year in cases in which the Com-
mission participated as amicus curize. In Speed v. Transamerica
Corp.®! the United States District Court for the District of Delaware,
agreeing with the Commission’s view, held that rule X-10B-5 had
been violated by Transamerica Corporatxon the majority stock-
holder of the Axton-Fisher Tobacco Company, in purchasing the
shares of public minority stockholders of that company without dis-
closing to them material facts in its possession by virtue of its inside
position which affected the value of the stock. The court found that
Transamerica Corporation bought the minority holdings with the
intent - (which it effectuated shortly thereafter) of liquidating the
company and realizing upon the principal asset, a leaf tobacco in-
ventory whose ‘“‘average cost” valuation in the company’s published
financial statements did not reflect an enormous increase -in- market
value of which Transamerica Corporation was cognizant. The court
rejected defendant’s contention that rule X-10B-5 imposed no duty
of disclosure which a corporate insider did not have under state law.
The rule, the court held, must be construed so.as to give effect to the
statutory purpose of protecting investors and redressing wrongs which
Congress sought to prevent, and is not limited by the principles of
common law fraud and deceit. The court also ruled, in accord with
views expressed by the Commission (1) that section 10 (b) does not
contain an' invalid delegation of rule-making powers, nor .does it
contravene the due process clause of the Fifth Amendment to the
Constitution, (2) that rule X-10B-5 is sufficiently clear and definite,
and does not violate the due process clause of the Fifth Amendment,
(3) that; in adopting an antifraud rule under section 10 (b), -the Com-
mission was not limited to proscribing market manipulations of
various types, but could make and properly made unlawful fraudulent
or deceptive ‘securities transactions generally, and (4) that section
10 (b) and rule X~10B-5 are not limited to transactions effected upon
& national securities' exchange or in the organized. over-the-counter
markets of brokers and dealers but apply to all fraudulent or de-
ceptive securities transactions in which the mails or instruments of
interstate commerce have been used. At the close of the fiscal year
a final judgment in the Speed case awaited determination of the
amount of damages suffered by plaintiffs.

31 99 F. S8upp. 808 (1951).

o
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- In Northern. Trust- Company v. Essaness Theatres Corp.?2 the United
States District Court for the Northern District of Illinois, in- denying
defendants’ motions for summary judgment, held; in accord with
the ruling in the Speed case, that section 10 (b) and rule X-10B-5
are applicable to all fraudulent or deceptive securities transactions
involving the use of the mails or instruments of interstate commerce,
The court rejected a contention-that section 10 (b), read in. light of
the preamble provision of section 2 .of the Act, was limited to trans-
actions in securities traded upon -exchanges or in the ‘‘over-the-
counter” markets of brokers or dealers. This holding accords also
with the decision in Robinson v. Difford *® which is discussed in the
17th Annual Report.}- ‘A contrary ruling, however, was handed
down during the fiscal year by the United States District Court for
the Western: District of Washington iu "Fratt v. Robinson® where
the complaint was dismissed for lack of jurisdiction. The Fratt
ruling was made- from the bench following-oral argument,.and no
opinion was.filed. An appeal in'the Fratt.case was pending at the
close of the fiscal year.®® In the Northern Trust Company case the
court also held, in agreement with the Commission; (1) that scetion
10 (b) and rule X-10B-5 are “applicable .whether or not the issuer
conducts an interstate business, and whether or not the mails were
used to transmit the particular misrepresentations complained of, if
the mails or instrumeénts of interstate commerce-were used in-con-
nection with - the fraudulent. or -deceptive transaction, (2) that a
private civil action may be maintained by a‘seller of securities dam=
aged by s violation of rule X-10B-5, and (3) that the applicable
?tatute of limitations for such private action is that of the state of the
orum. . : . o Lol

.The Commission also participated during the fiscal year as amicus
curiae in a number of cases involving the construction of section 16
(b) of the -Act; which accords to a corporation the right to recover
profits realized by officers, directors, and .10 percent stockholders
from purchases and sales or sales and purchases of the corporation’s
equity securities during a six.months’ period. The following cases
raised problems of interpretation of language in that section.

In Carr Consolidated Biscuit Co. v. Moore,”- the defendant, an
officer and director of the plaintiff corporation, realized a profit from
trensactions comipleted more than two years before the action was
instituted: Since section 16 (b) contains a 2-year statute of limita-
tions he opposed a motion for summary judgment on the ground that
the action was barred. The plaintiff took the position; which the
Commission supported in its brief as amicus curiae, that the.statute
of limitations was tolled by.concealment of the transactions, and that
the: failure of the defendant. to file' reports of his transactions as
required by section 16 (a) amounted to such concealment. The
reports were filed within 2 -years preceding. commencement of the
action. No decision was rendered by the court before the close of
the fiscal year. : ' ‘ ' :

1103 F. Supp. 954 (1952).

892 F. Supp. 145 (E. D. Pa,, 1950). .
-3 Py .

ge 60.
3 Civil Action No, 2765,
#C, A. 9, No. 13111,
¥ Civil Action No. 3792, M. D. Pa.
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In Jefferson Lake Sulphur-Co. v. Walet®® five defenses were raised
to' an action by .a corporation: to: recoverthe -profits realized by its
president from short-swing: transactions. in the stock -of the corpora-
tion. ‘It was contended: (1) that the transactions were consummated
without.the use of ‘any inside information, (2) that the certificates of
stock purchased by the defendant were not .used to make' delivery
upon any of the shares:sold, -(3) that some of the shares were not
“equity securities”’ within the meaning of the section because they
had been treasury stock, (4) that some of the-stock acquired was
purchased in-accordance "with: the terms of incentive options issued
by the corporation and that therefore the 'corporation was estopped
to recover profits made when these shares were sold, and -(5) that
any .computation of profit must be reduced to the extent that the
wife of the defendant had a community property interest in the
transactions. The court rejected all of these defenses and, in accord-
ance with ‘the position urged by the Comrmssmn, granted judgment
in the full amount claimed by the plaintiff. ~ An appeal to the United
States Court of Appeals for the Fifth Circuit is pending.

In Stella v. Graham-Paige Motors Corp.® -a stockholder of the
Kaiser-Frazer Corporation instituted 'an action against Graham-
Paige Motors Corporation based .upon a purchase: of 750,000 shares
of common stock of Kaiser-Frazer Corporation and a sale of 150,000
shares within 6 months thereafter:: Prior to the purchase, Graham-
Paige Motors Corporation was not a' 10 percent stockholder of
Kaiser-Frazer Corporation, nor. did it .occupy -any other position
which: might bring it within the scope of section 16 (b). -The pur-
chase of 750,000 shares, however, constituted it a holder of over
20 percent of the common stock of Kaiser-Frazer Corporation.
Graham-Paige Motors Corporation moved for summary judgment in -
the ‘action on the ground that section 16 (b) did not apply because it
was not a 10 percent owner of the common stock both at the time of
the purchase aud at the time of the sale: The Commission contended
that the Act contemplated that purchases which themselves caused a
person to-become a 10 percent stockholder should be subject to the
lLiabilities imposed ‘by saction 16. The court, in an opinion- handed
down shortly before the close of the ﬁscal yea.r sustamned the Com-
mission’s contention,

In Consolidated Engineering Corpomtzon v.- Nesbit© the Unlted
States District Court for the Southern District of California ruled,
contrary to the contentions of the Commission, that & corporatlon
which had issued stock options to its officers and-assured them that
the options could be exercised and the stock sold within 6 months
thereafter, was estopped from recovering any profits .from these
transactions. - Subsequent to the court’s decision a “security holder
sought to intervene for the purpose of taking an appeal, but the
Dlstrlct Court denied the request for intervention. An appeal was
taken from that denial to the United States Court of Appeals for the
Ninth Circuit, and the Commission filed a brief as amicus curige
urging the Court of Appeals to permit such mterventlon 41 The
appeal is pending.

Two section 16 (b) cases, discussed in the 17th Annual Report 42

3104 F. Supp. 20 (E. D. La., 1952).
104 F. Supp. 957 (8. D. N. Y., 1052).
102 F. Supp. 112 (8. D. Cal,, 1951).

11 Pellegrino v, Nesbit (No. 13220).
42 Pp. 61-62.
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involved furtherproceedings ‘during the current fiscal’ year.” -In
Blau v. Hodgkinson,*® an application by the attornéy for the- plaintiff
for fees in .connéction with the litigation was approved in the amount
of $2,500: 'In - Raitner v. Lehman, an' appeal was taken fromthe
decision of ‘the United States District, Court for the Southern District
of New York limiting: the recovery.of the profits from trading by a
partnership, in which one of the partners-was a director of the company
whose stock wis ‘being fraded, to” the proportion of the profits' at-
tributable to the partnership interest-of the director-partner. - ‘The
United States: Court of Appeals for -the Second Circuit affirmed the
decision-of the District Court.*

The'Kaiser-Fraier Ix_wegtigation.mid:lthe' Litigation With Otis & Co.

Early in 1948 the Commission instituted an investigation -into
the circumstances surrounding the failure of a’stock offering- by
Kaiser-Frazer Corporation and there ensued a series of administra<
tive .and court proceedings. which, from the standpoint-of sheer
volume, have been among the most extensive in the history of the
Commission. The early history of-these proceédings is discussed
in the 15th ¢ and 16th ‘¢ Annual Reports of the Commission. At the
beginning of the present fiscal year there were still pending before
the Commission (1) the Commission’s administrative proceeding to
determine whether the registration of Otis & Co. as a broker-dealer
should be revoked and whether: it should be suspended or expelled
from the.NASD, and (2) the appeal by Otis & Co. from an order of
thé NASD suspending it from membership for 2 years. . .- -.

Meanwhile Kaiser-Frazer had - instituted a suit against Otis &
Co. for breach of -contract, which was tried before Judge Clancy in
the United States District’ Court for the Southern District of:New
York in 1951. .On July 2, 1951, Judgs Clancy handed down an
opinion in which he held for the plaintiff;:finding: “That deféndant
procured and actually, by its agents, instituted the Masterson suit
as a means to stop the sale of plaintifi’s stock was proved beyond a
reasonable doubt.” ¥ On July 10 Judge Clancy ‘entered judgment in
the amount-of $3,120,743. Otis & Co. appealed, but since no super-
sedeas bond was filed, Kaiser-Frazer immediately took steps in various
parts of the country to éxecute on the judgment. 4 : :

.;Shortly after-the opinion was rendered, counsel for Otis & Co.
advised the Commission. that Otis’ “‘assets available  to pay . the
judgment obtained by Kaiser-Frazer Corporation, if that judgment
should be affirmed, are less than the amount of the judgment.”
The Commission had been informed that, shortly before Judge Clancy
entered judgmeént, Eaton and Daley and members of their families
had withdrawn substantial amounts of securities which they had loaned
to the firm for use as capital pursuant to agreements whereby the
loans had been subordinated to the ‘claims of 'all other creditors.
For these reasons, as well as the refusal of Otis & Co. to permit exami-
nation of its books pursuant to the Commission’s visitatorial power
under section 17 (a) of the Securities Exchange Act, the Commission
filed an injunction action in the United States District Court for the

4100 F. Supp. 361 (8. D. N. Y., 1951).

4193 F. 2d 564 (C. A. 2, 1952).

# Pp, 73-71.

46 Pp, 58-59.

41 Kaiser-Frazer Corp. v. Otis & Co., CCH Fed. Sec. L. Serv., par. 90, 510.
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Northern District of Ohio * and obtained -a temporary restraining
order from Judge Jones on July.26, 1951, which has been continued in
effect. by stipulation. . This order "ih substance,,(a) restrained . the
defendants from eﬂ’ectmg transactions with customers without dis-
closing - the firm’s financial condition; (b) restrained further with-
drawals of assets and.securities by the mdwxdual defendants; and (c)
directed the defendants to permit .the Commission to examine  the
firm’s books and accounts.pursuant to; section 17 (a) and restramed
further violations of.that section. . , i ;,

Before 'a motion for a- preliminary m]unctlon could - be heerd
Otls & Co., on August 22, 1951, filed a petition under Chapter X of
the Bankruptcy Act in the same court On December 12, 1951, Judge
Freed approved the petition and continued his order in the ususl
form restraining all-persons from commencing or continuing any
actions or proceedings against .the debtor. The Commission filed a
motion to obtain a clarification of this order, or if necessary its modi-
ﬁcatlon 's0 as to preclude any question of the. propriety of the Com-
mission’s’ continued prosecution of three proceedings—the 1n]unct10n
action just referred to and the two "administrative proceedings men-
tioned above. In making this motion .the Commission appesared
speciallyin its capacity as the agency, charged with the-administration
of the Securities Act of 1933 and the'Securities Exchange:Act. Because
of the lack of ‘any substantial interest-on the part of the public.as
creditors or stockholders of ‘the debtor, the Commission did not’ seek
leave to appear generally in the Chapter X proceeding. . .

On March 21, 1952, Judge Freed handed down an opinion in whlch
he construed ‘his order.of December 12 as being sufficiently broad to
prohibit further prosecution of all three actions (the two administra-
tive proceedings and the-action for injunction), but modified his order
of December 12 only to the extent of permitting further prosecution
of the injunction action. J udge Freed’s order pursuunt to this oplmon
was entered on April 7.4

- On-the same day the Court of Appeals for the Second Circuit re-
versed Judge Clancy’s judgment in Kaiser-Frazer’s action for damages
against Otis & Co.** Without coming to the question whether the
Masterson suit had been inspired by Otis & Co., the court reversed
solely on the ground.that certain of the earnings ﬁgures in' the regis-
tration statement filed by Kaiser-Frazer under.the Securities Act in
connection with the 1948 offering' were misleading. For this reason the
court held that the underwriting: contract was. unenforceable as
violative of the Securities Act. The court noted, however, that :the
reason ‘assigned by Otis & Co. for refusing to go through with the
underwriting contract at the time was the 1nst1tut10n of the Masterson
suit.

88 E. C.v. Otis & Co., Daley, and Eafon, Civil No 28371 . . .

"4 An appeal from this order was pending at the close of the ﬂsca! year.

- 80 Kaiser-Frazer Corp. v. Otis & Co.,'195 I, 24 838, A petition to the Supreme Court fora wﬂt of eertiorarl
was denied on October 20, 1952, -,



PART III

ADMINISTRATION OF THE PUBLIC UTILITY HOLDING
COMPANY ACT OF 1935

The Public Utility Holding Company Act of 1935 was passed by
the 74th Congress following a nine-year study conducted by the
Federal Trade Commission and after extensive hearings and debates
by both houses. These investigations disclosed many serious abuses
in public utility holding company financing and operations, the more
significant of which are cnumerated in section 1 (b) of the Act: (1)
inadequate disclosure to investors of the information necessary to
appraise the financial position and earnings power of the companies
whose securities they purchase; (2) the issuance of securities against
fictitious and unsound values; (3) the overloading of operating com-
panies with debt and fixed charges thus tending to prevent voluntary
rate reductions; (4) the imposition of excessive charges upon operating
companies for various services such as management, supervision of
construction and the purchase of supplies and equipment; (5) the
control by holding companies of the accounting practices and rate,
dividend and other policies of their operating subsidiaries so as to
complicate or obstruct state regulation; (6) the control of subsidiary
holding companies and operating companies through disproportion-
ately small investment; (7) the extension of holding company systems
without relation to economy of operations or to the integration and
coordination of related properties. )

The Congress expressly stated that it was the policy of the Act, in
accordance with which all other sections of the statute were to be
construed, to meet the problems and eliminate the evils described.

To implement this policy, the 33 sections of the statute provide
for three separate areas of regulation of holding company systems.
The first area embraces those provisions of the Act which require the
physical integration of the public utility and related properties of a
holding company system and the simplification of intercorporate rela-
tionships and financial structures of the system. The latter includes
the removal of unnecessary holding company complexities, the cor-
rection of inequitable distribution of voting power among security
holders, and the strengthening of the financial position of the system.
The second area of regulation covers financing operations of holding
companies and their subsidiaries, acquisitions and dispositions of
properties and sccurities by such companies, their accounting prac-
tices and intrasystemn servicing arrangements and other intercompany
transactions in holding company systems, The third area encompasses
a number of sections of the Act which are designed to insure that
newly created holding company or affiliate relationships shall meet
certain standards prescribed by the statute, and other provisions of
the Act which require a limited degree of surveillance over exempt
holding company systems.

282122—53——7 ) 61
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The Commission has always regarded the enforcement of the phys-
ical integration and corporate simplification provisions of section 11
and related scctions of the Act as the most important segment of its
responsibilities under the statute, and vigorous administration over
the past 17 years has resulted in the liquidation of a large number
of unnecessary holding companies with the return of their subsidiaries
to independent ownership, and the streamlining of a number of
others into compact regional systems affording consumers and inves-
tors the benefits of large scale centralized generation and transmission
of . electric power and of integrated long distance transmission and
distribution facilities for natural gas. ,It is now possible to state that
the task of bringing about compliance with scction 11 which had its
real beginning in 1940 is rapidly nearing completion.
Thus, in what is probably the only instance of its kind in the
history of the nation, an entire major industry has been almost com-
pletely reorganized in the short space of 12 years and this has been
accomplished with a staff which has declined steadily from 175 in
1940 to the present force of 35 employees engaged in this work in the
fiscal year 1952.' When the work under section 11 is completed in
another couple of years there will be no further expense to the tax-
payer on this score.
In addition to its duties with respect to integration, provided in
section 11, section 30 of the Act directs the Commission to make
studics of public utility operations and service areas so as to be able
to recommend the “type and size of geographically and economically
integrated public utility systems which * * * can best promote
and harmonize the interests of the public, the investor and the con-
sumer.” This work is expected to encourage a number of acquisitions
and combinations of utility propertics not otherwise subject to the
Act which are consistent with the integration and simplification
standards of scction 11 and related provisions of the Act. This
function will likewise be partially self-liquidating over a period of
rears. .
’ The other segments of the Commission’s regulatory responsibilities
under the Act arc continuing functions not likely to undergo any
significant changes in the future. These embrace: (1) regulation of
the regional integrated holding company systems which will have
achieved complete compliance with the provisions of section 11; (2)
limited surveillance of the holding company systems which enjoy
exemption from most provisions of the Act; (3) surveillance of acqui-
sitions of utility sccurities by affiliates and by organized.groups of
persons or other devices designed to circumvent regulation of holding
_ company relationships; and (4) surveillance of affiliated service com-
panies and of those servicing organizations which are princ pally
engaged in the performance of services for public utility or holding
companies.

1 The staff of the Division of Public Utilities which assists the-Commission®in‘this workvdeclined from

234 in 1940 to 88 in 1952. The figures shown represent estimates of the portions of manpower assigned to
the administration of section 11 and felated sections of the Act.
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INTEGRATION AND SIMPLIFICATION—OVER-ALL SUMMARY

The impact of the enforcement of section 11 since cnactment of
the Holding Company Act of 1935 is illustrated by the substantial
decline in the relative position of holding company systems in the
electric and gas utility industries. In the carly “thirties,” 15 holding
companics controlled 80 percent of all clectric energy generation; 20
systems controlled 98.5 percent of all transmission of electric energy
across state lines; and 11 controlled 80 percent of all natural gas
pipeline mileage.  On Juné 30, 1952, clectric utility plant owned by
registered holding company systems constituted approximately 30
percent of the aggregate dollar amount of plant owned by all private
utility companies. Manufactured and natural gas plant (including
gas transmission properties) owned by registered systems represented
28 percent of the total for the nation. When the seétion 11 reorgani-
zation program is completed, -these percentages will decline to 23
percent and 18 percent, respectively. : - '

However, in addition .to the registered systems there are a large
number of holding company systems which are excmpt from most
provisions of the Act with gross utility plant aggregating over $7.8
billion. These exemptions cover situations where the systems are
either predominantly intrastate in character, the holding company
is predominantly an operating utility, or the system is very small
and has assets of $1 million or less. Nevertheless, since the Com-
mission is empowcered to revoke exemptions whenever the circum-
stances which led to granting the status have changed, or in other
cases where continuance of the exemption is detrimental to the publi¢
interest, the exempt status of all of such systems is subject to periodic
reappraisal; and, in.a number of situations, various types of corrective
measures have become necessary. o

At one time or another, a total of 2,197 companies have been sub-
ject to the active regulatory jurisdiction of the Comimission as com-
ponents of registered holding company systems. Of this number,
214 were holding companies, 929 were clectric or gas utilities and
1,054 were nonutility companics or utilities other than electric or
gas. By the close of the past fiscal year, the registered systems in-
cluded 57 holding companies, 192 elcctric or gas utilities and 188
other companies. The greatest percentage reduction has oceurred
in the nonutility group which originally mcluded a wide variety. of
enterprises many of which had little or no relationship to utility
operations and were not retainable under statutory standards.

The following tables summarize these developments and set forth
the manner in which subject companies have been released from
jurisdiction.
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Compandies released from aclive regulatory jurisdiction of the Commission

Divcig- bi ’
Total |00 1850- | Ap.
. | by hold-| lutions Com-
COM- ;o com-|not parts| Sorbed | Miscel | g0 | Total panies
panies i T ai by laneous released H
subject | panies | ofdi- | pope | Tother | tHon DY | Tyoy | subject
to act | ofpon- i vest- |7 o0 dis- rule o; juris- to act
during | "9 | oY | solida- | posals | OT°F” | diction | ;880
perod t| oo, | actions | tOn
panies
Fiscal year ending
June 30, 1952
Holding companies_._....... 65 0 6 0 0 2 8 57
Electric and/or
panies__ .. oo ccaaaanns 199 2 0 4 0 1 7 192
Nonutilities plus utilities
other than electric and/or
gas companies. . _____..... 200 2 3 R 2 1 0 12 188
Total companies....... 464 4 9 6 5 3 7 437
Fiscal year ending
June 30, 1951
Holding companies. - 68 12 0 0 0 3 15 63
Electric andfor g
panies__...... 229 6 5 21 1 1 34 195
Nonutumes vy ies
other than electric and/for
gas companies._.... 256 ] 11 46 [] 0 7 185
Total companles._..... 553 17 18 66 7 4 110 443
Period from June 15, 1938,
to June 39, 1952
Holding companies__........ 214 15 &7 25 9 41 157 57
Electric and/for gas com-
panies. 929 381 70 172 48 66 737 192
Nonutilities plus utilities
other than electrie and/or -
1054 365 183 150 103 65 866 188
‘Total companies ¢_..__ 2,197 761 320 347 160 172 1, 760 437

1 Reflects company additions and classification adjustments during period Indicated.
% Includes companies which have ceased to be registered holding companies by virtue of Commission

_ order under section 5 (d).

8 Adjusted to refiect divestment of National Power & Light Co. on June 28, 1951.

¢ A few companies have been subject and not subject to the act a number of times.

in some insignificant duplication to the reported company totals.

These instances result

Divestments of companies or propertics no longer subject to Act

A. Electric, gas and nonutility companies and assets divested as not retainable under the Pubuc Utility
Holdmg Company Act of 1935 and which were no longer subject to the act as of June 30, 19

Total to June 30, 1952 July 1, 1951 to June 30, 1952
Type of company Number Number
of Assets ! [ Assets!
companies companies

Electric utility.. 240 | $8, 452, 203, 845 1 $310, 845
Qas utility 141 567, 873, 894 1 1,480, 519
Nonutility...... - - 23380 1231, 596, 165, 492 2 64, 531, 6056
Total.... c—-- 761 | 10, 616, 243, 231 4 66, 322, 969

Footnotes on p. 85.
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B. Divestments by sales of gartlnl segments of properties not retainable under the Public Utility Holding
Company Act of 1935 and which were no longer subject to the act as of June 30, 1952 .

Total to June 30, 1952 July 1, 1951 to June 30, 1952
Type of property R

Ifi'i‘;’ésb‘ei;gf Consideration %}’%ﬁ; gl‘ Consideration

companies recciv companies { received
Electric utility. oo eceecmeaaaean 4124 4§97,6857,000 [.ucccmeoaeoons i canas
QGas utility... -- 38 , 886, 638 4 $30, 160, 538
Nonutility oo oo ecmene 4 69 840,006,501 ). cmeemiai|ememcmce—eaa
Tota). . icecencccamcmcccaiaeacanan 231 182, 550, 039 4 30, 160, 538

t As of year end next preceding date of divestment and before deduction of valuation reserve,

3 Northern Natural Gas Co. and its subsidiaries, Peoples Natural Gas Co. and Argus Natural Gas Co.,
were divested by their jolnt parents, Lone Star Gas Oorp., The North American Co. and United Light &
Power Co. in 1941-1947, but remained subject to the act as a registered holding company system. Argus
was absorbed by Peoples in 1945 and in 1952 Peoples was absorbed by Northern, which then ceased to be
a holding company. To reflect this change of status, Northern and its former subsidiaries have been re.
moved from table A below showlag divestad companies remaining subjeet to the act, and have been in-
cluded In the above table. See table 14 in the appendix. The totals have also been adjusted to reflect
divestment of National Power & Light Co. on June 26, 1951, with assets of $1,993,991.

3 Includes 15 holding companies.

¢ Adjusted to reflect divestment of partial segments of properties by Missouri Power & Light Co. on
June 30, 1951 for consideration of $650,000. _

¥ Adjusted to reflect divestment of partial segments of properties by Birmingham Electric Co. on June 30,
11}5;, for consideration of $2,012,500, and by Franklin Real Estate Co, on March 15, 1949, for consideration
of §1.

In addition,to the companies and properties released from active
regulatory jurisdiction as components of registered systems, a large
number of utilities and nonutilities were divested from one system
in the process of integration and simplification but remained under
the control of another registered holding company. Several of the
20 regional integrated systems which are now expected to continue
operating under the Commission’s jurisdiction derived from larger
systems in this manner. The aggregate amount of divestments in
this category, in terms of companies and assets, is reported in the
following table:

Divestments of companies or properties still subject to Act

A. Electrig, gas and nonutility companies and assets divested under the Public Utility Holding Company
Act of 1935 and still subject to its provisions as of June 30, 1952

Total to June 30, 1952 July 1, 1951 to June 30, 1952
Type of company Number Number
of Assets ! of Assets?
companies companies

Electric utiiby . .ol 2129 384, 223,697,048 U S, -
QGas utility 342 | 31,466,007, 687 2 $2, 332, 746
Nonutility 4888 | $85635606,185 | .. oo |acrececemacann
Total 259 | 6,215,310,920 2 2,332, 746

Footnotes on p, 86,
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B. Divestments by sales of partial segments of properties under the Public Utility Holding Company
Act of 1935 which properties are still subject to the act as of June 30, 1952

Total to June 30, 1952 July 1, 1951 to June 30, 1952
Type of property N - .
:\l_ﬂ"ﬂh(}r of Cousideration. Number of Consideration
divesting received divesting received

companics companies
Flectricutility. ... 10 $7,286,147 | - 1 $2, 860, 147
QGas utility____ - 7 6,718,000 | . |oaeaiiiiioos
Nonutility .. - 4 369,000 |- cuncroamelicica
Total . o e e -21 14,373,147 | 1 2, 860, 147

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

1 Adjusted to reflect divestment of Holston River Power Co. on June 21, 1948 with assets of $882,048 and
Page Power Co., Madison Power Co. and Massanutten Power Corp. on Aug. 30, 1945 with consolidated
assets of $2,016,000.

- 8 Adjusted to reflect divestment of Boston Consolidated Gas Co. and Old Colony Gas Co. on Jan. 15, 1951,
with consolidated assets of $64.621,316.  Also corrected to remove two gas utility companies, Peoples Natural
QGas Co. and Argus Natural Gas Co., with assets of $6,503,375. Sec fnotnotc 2 to preceding table.

+ Adjusted to reflect divestment of Eastern Gas & Fuel Associates and its 14 nonutility subsidiaries on
Jan. 15, 1951, with combined assets of $148,903,496.  Also adjusted to remove one nonutility company, North
ern Natural Gas Co , with assets of $96,142,311, See footnote ? to preceding table . .

s Includes 12 holding companies, 6 combination holding and utility operating companies and 2 combina-
tion holding and nonutility operating companies.

INTEGRATION AND SIMPLIFICATION—SURVEY OF INDIVIDUAL
SYSTEMS

Most of the individual svstem programs undertaken to achieve
compliance with the requirements of section 11 are now well advanced
toward completion. A number of systems which are expected to
continue as regional integrated organizations subject to the Holding
Company Act are still faced with residual problems under section
11 (b) (1) involving the retainability of certain utility or non-utility
properties. However, the major problems to be resolved are to be
found within those systems which are expected to be liquidated or in
those which are not expected to continue in the electric or gas utility
business.

Working within the framework of section 11 (e) the Commission
has consistently followed the policy during the past 15 years of en-
couraging holding companies to exercise initiative in formulating,
developing, - and presenting their proposals to achieve compliance
with the integration and simplification standards of the Act. Ac-
complishments reflected in the plans and procedures submitted and
approved by the Comniission attest to the measure of ingenuity which
management has brought to bear upon these problems.

As the following reports indicate, a number of holding companies,
including Investment Bond & Share Corporation, American Power &
Light Companv, Mission Oil Company, New England Public Service
Company, Philadelphia Company and Standard Gas and Electric
Company have either accomplished the distribution of their portfolio
holdings during the past year or are expected to take steps toward
this objective as a prelude to final liquidation. '

In other systems, the pattern of compliance involves the divest-
ment of all utility properties and the limitation of holding company
functions to other business channels. The Cities Service Company,
for example, has elected to retain its non-utility business, chiefly oil
and gas production and transmission and oil distribution, and to dispose
of all of its utility interests. Other holding companies, including
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Eleetric Bond and Share Company and The United Corporation, are
secking to convert themselves into investment companies, after being
divested of utility holdings as required by orders of the Commission.

Another alternative is illustrated by the program of the United
Gas Improvement Company which has recently received authoriza-
tion to merge all of its subsidiaries into itself and continue operating
as an intrastate operating utility company. Upon consummation of
this merger and the disposition of certain portfolio holdings, that
company will apply for an order under section 5 (d) declaring that
it has ceased to be a holding company.

Activities during the past fiscal year and in the carly months there-
after have been highlighted by a scries of successful compromises
among various classes of security holders which have substantially
reduced the time necessary to conclude a number of pending scction 11
proceedings.” With the assistance of the staff of the Commission,
representatives of these security holders have undertaken to resolve
existing conflicts in their respective claims to holding company assets
and they have formulated amended plans embodying the results of
these ‘negotiations. These compromises are very difficult to bring
about and in order to approve such a plan the Commission must find
that the plan is fair and equitable to all persons affected thereby.
However, the resolution of intricate problems of valuation by this
method does much to eliminate protracted and expensive litigation
and thereby contributes substantially to the bencfits accruing to all
classes of securities. During the past fiscal year, compromises ini-
tiated by or effected with the assistance of the Commission have
effected resolution of some or all of the remaining section 11 problems
of American & Foreign Power Company, Inc., Cities Service Com-
pany, Eastern Utilities Associates, New- England Public Service
Company, North American Utilities Securities Corporation, Standard
Gas and Electric Company and Standard Power and Light Corporation,

American & Foreign Power Company, Inc.

Anierican & Forcign Power Company Inc. is a subholding company
in the Electric Bond and Share Company system. Foreign Power,
through direct or indirect ownership of securities, controls a large
number of electric and gas utility companies operating in Cuba,
Mexico and in nine Central and South American countries. Foreign
Power and its subsidiaries were granted exemption from certain pro-
visions of the Act in 1939 by reason of the fact that practically all
of the system’s income was derived from foreign subsidiaries. - How-
ever, the company’s unwieldy capital structure with heavy dividend
arrearages, the broad investor interests in the company’s securities
and the controlling influence over the company exercised by Bond
and Share were among the circumstances which made it necessary for
the Commission to deny the company the complete exemption which
it sought under section 3 (a) (5).* : .

With its parent, Bond and Share, Foreign Power filed a plan for
its reorganization pursuant to section 11 (e) in 1944. However, after
obtaining approval of the Commission and an enforcement court
the company was unable to effectuate the financing necessary to
consummate the plan. Subsequently on May 2, 1949, the Com-
mission issued an order pursuant to section 11 (b) (2) requiring Bond
and Share and Forcign Power to reorganize the latter company so

368. E. C. 39.
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that its capital structure would consist solely of common stock plus
such an amount of debt as would meet the applicable standards of
the Act.?

Foreign Power filed a new reorganization plan in January 1951
and in August of the same year filed an amendment which reflected
the terms of a compromise between Bond and Share and the com-
mittees representing various classes of outstanding securities of
Foreign Power. The amended plan provided for a capital structure
of Foreign Power consisting, in addition to then outstanding $10 mil-
lion of serial bank loans and $50 million of 5 percent Debentures, of
$67,564,600 of new 4.8 percent 35-year Junior Debentures and
6,923,932 shares of new common stock without par value. Pursuant
to the plan, the new securities were distributed as follows: each
share or publicly held $7 Preferred Stock was exchanged for $90
principal amount of 4.8 percent Debentures and 3.75 shares of new
common stock; each publicly held share of $6 Preferred Stock was
exchanged for $80 principal amount of 4.8 percent Debentures and
3 shares of new common stock; for each share of $7 Second Preferred
Stock the holder received 0.85 share o1 new common stock; and each
share of old common stock was exchanged for 0.02 shares of new
common. The outstanding Option Warrants and Preferred Stock
Allotment Certificates were cancelled. Bond and Share received
3,856,723 shares of new common stock (55.7 percent) for its holdings ot
Foreign Power securities, which included $49,500,000 of notes due in
1955 and substantial amounts of the various classes of outstanding
preferred stock and common stock.* The allocations provided in the
plan reflected a settlement of intercompany claims by Foreign Power
against Bond and Share.

The plan provided for certain changes in the charter and by-
laws of Foreign Power designed to give the public stockholders of
Foreign Power an effective vote in connection with corporate matters.
The plan also provided for public representation on the initial board
of directors of Foreign Power and stated that it would be the policy
of the company to maintain public representation on its board in the
future. In approving the plan on November 7, 1951, the Commission
reserved jurisdiction to take such action as may become appropriate
in connection with the carrying out of that policy.’

Foreign Power’s plan was approved and ordered enforced on
January 15, 1952, by the United States District Court, District of
Maine,® and was consummated on February 29, 1952. Appeal was
taken on January 17, 1952, to the United States Court of Appeals,
First Circuit, and on June 6, 1952, that Court affirmed the order of the
District Court. No further appeal was taken.

American Power & Light Company .

On August 22, 1942, American Power & Light Company, then a
holding company subsidiary of Electric Bond and Share Company,
was ordered to dissolve, because its existence constituted an undue
and unnecessary complexity in the Bond and Share system.” At
that time American controlled directly or indirectly 35 subsidiaries,

8 Holding Company Act release No. 9044.
, 4 Under the terms of the plan, public holders of the $7 and $6 Preferred Stocks and Bond and Share for

its holdings of these First Preferred Stocks also received additional shares of common stock in compensation
for unpaid dividends accumulated on these stocks from October 1, 1950, to the date of consummation of the

an,
8 Holding Company Act release No. 10870,
: lI!n sre éQﬂéerllcla& & Foreign Power Company, Inc., 102 F. Supp. 331 (D. Me., 1952).
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16 of which were public utility companies. American’s capital
structure consisted of long term debt, two classes of cumulative
preferred stock with heavy dividend arrearages, and common stock.
At the beginning of the fiscal year 1952, American held only two
utility subsidiaries, The Washington Water Power Company and
Portland Gas & Coke Company, and its capital structure consisted
solely of common stock. ‘

In approving the plan pursuant to which American on February 15,
1950, had distributed most of its previously held assets to its stock-
holders, the Commission permitted it to retain temporarily the stock
of Washington so as to have some additional time to work out a sale
of this company to public power agencies, which the management of
American believed would be more advantageous to its stockholders
than distribution.® After an attempted sale had been blocked by
an order of the Superior Court of the State of Washington on March
28, 1951, prohibiting the public utility districts from acquiring the
common stock of Washington, American on July 31, 1951, filed a
plan under section 11 (e) proposing a cash distribution of $2.00 per
share to each of its common stockholders. In its order setting the
matter down for hearing, the Commission specified that certain
additional issues should %e considered. Those issues included, (1)
what further steps should be taken by American in order to comply
with the Commission’s order of August 22, 1942, directing its disso-
lution; (2) whether the Commission should apply to an appropriate
United- States district court pursuant to section 11 (d) to enforce
such order; and (3) whether the Commission should approve a plan
which would provide, among other things, for the distribution of
American’s holdings of the common stock of Washington to its
stockholders.

In the course of these proceedings Bond and Share and certain
other stockholders, as well as certain officials of the States of Idaho
and Washington, urged that American should be required to dis- -
tribute the common stock of Washington. At the hearing, American
presented a resolution of its board of directors which stated, in effect,
that unless American had received by January 1, 1952, a proposal
for the sale of the Washington stock which was susceptible of expedi-
tious consummation, American would distribute the stock to its
stockholders. The Commission in its order dated October 15, 1951,
approving the cash distribution directed American to file within 20
days a plan in accordance with the resolution of its board providing
for the distribution of the Washington stock promptly after January
1, 1952, if American had not filed with the Commission by that date
2 notification of sale pursuant to rule U—44 (¢). The Commission
" further stated that if such a plan were not filed within 20 days it
would immediately apply to a United States district court for the
appointment of a trustee, pursuant to section 11 (d).?

Thereafter, American filed a plan for the distribution of the Wash-
ington common stock. The plan, however, stated, among other
things, that it would not be effective and would -be. deemed with-
drawn in the event that American had filed with the Commission by.

8 Holding Company Act release No. 9359.
¢ Holding Company Act release No. 10820,
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January 1, 1952, a notification of a proposed sale of the Washington
common stock pursuant to rule U-44 (¢). That plan was set down
for hearing on January 8, 1952,'° but the hearing date was postponed
when American notified the Commission on December 26, 1951,
pursuant to rule U—44 (c) of its intention to sell the Washington
common stock to certain public utility districts in the State of
Washinglon.

On January 18, 1952, the Commission issued & memorandum opin-
ion and order in which it stated that it would trecat American’s notice
under rule U-44 (c¢) as a declaration and that a hearing thereon would
be held on January 28, 1952.'' On January 24, 1952, the public
utility districts involved filed with the United States Court of Ap-
peals, Ninth Circuit, a petition for review of the Commission’s order
of January 18, 1952, pursuant to section 24 (a) of the Act and applied
for a stay of the Commission action. On January 25, 1952, the court
granted petitioners a temporary stay and restrained the Commission
from holding any hearings or taking any other action pursuant to its
order of January 18, 1952, until further order of the court. On
March 14, 1952, the court of appeals dismissed the petition of the
public utility districts and vacated the stay.'?

A new section 11 (e) plan was filed by American on April 7, 1952.
Among other things, this plan provided that American deliver to
Washington as a capital contribution all of its holdings of the securi-
ties of 1its subsidiary, Washington Irrigation & Development Com-
pany and $186,000 in cash. The 2,541,800 outstanding shares of no
par value common stocik of Washington were to be reclassified into
2,342,411 shares of new common stock without par value and American
proposed to distribute to the holder of each share of its capital stock
onc share of Washington’s common stock. The Articles of Incorpo-
ration of Washington were to be amended prior to this distribution
so as to provide the protective features usually required by the
Commission, including preemptive rights for the common stock-
holders and cumulative voting provisions. The plan also provided
that on or after the distribution date, no officer, director, or employee
of American or of Bond and Share could serve as an officer or director
of Washington.

On Junc 5, 1952, the Commission issued its findings, opinion and
order approving the plan.’* The plan was ordered enforced by the
United States District Court for the District of Maine on July 17,
1952, and was consummated on August 23, 1952.

Portland, the other utility subsidiary of American, amended its
plan of reorganization in the manner required by the Commission’s
findings and opinion dated August 29, 1951, so that holders of the
preferred stocks of Portland would be allocated 90 percent of its new
common stock and so that American, which owned all of the old
common stock of Portland, would be allocated 10 percent of the new
shares. The amended plan was approved by the Commission, on
October 10, 1951,'® ordered enforced by the United States District

10 Holding Company Act release No. 10919. ’ :
11 Holding Company Act release No. 11009.

12 Putlic Ufility District No. 1 v. S, E. C,, 195 F. 24 727 (C. A. 9, 1952).

13 Holding Company Act release No. 11301.

W In re American Power & Light Company, Unreported (D. Maine, No. 731, July 17, 1952).
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Court, District of Oregon,'® and it was consummated on December
31, 1951.

Since the end of the fiscal year American has filed with the Com-
mission a final plan providing for the distribution to its stockholders
of its holdings of Portland common stock and for other steps necessary
to complete its liquidation and dissolution. '

Central Public Utility Corporation

Central Public Utility Corporation is a holding company controlled
by Voting Trustees who are also registered with the Commission in
this capacity as a holding company. The principal assets of Central
Public are its holdings of securities in Consolidated Electric and Gas
Company, which is also a registered holding company. At the time
Central Publie and Consolidated registered under the Act, the system
had 47 operating subsidiaries located in 19 states and in the West
Indies, the Canary Islands, the Balearic Islands and the Philippines.

Priorto fiscal year 1952, the system had consurnmated three section
11 (e) plans. Two of these were concerned with the liquidation of
substantial amounts of system debt and the third provided for retire-
ment of ‘the publicly held preferred stock of Consolidated.'” Since
1941, 37 operating subsidiaries have been eliminated from the system.

A fourth plan filed pursuant to section 11 (¢) was approved by the
Comumission on June 13, 1952."® In substance, it provides that Central
Public, which had outstanding income bonds, preferred stock, Class A
stock and common stock represented by voting trust certificates, be
recapitalized into a company having only common stock outstanding.
The new $6 par value common stock is to be distributed to holders of
the income bonds in full settlement of their claims. Because the total
estate on the basis of earnings and assets was found to be insufficient
to satisfy the entire claims of the bondholders, all other security holders
were excluded from participation in the allocation. The plan also
provides for termination of the Voting Trust, which had existed since
1932, and for the merger of Consolidated into Central Public. The
plan was ordered enforced by the United States District Court, Dis-
trict of Delaware, on July 29, 1952."

It has been indicated that the management contemplates the sub-
sequent elimination of two other subsidiary companies and the dis-
tribution of the stock, or proceceds from the sale of the stock, of the
only remaining domestic utility subsidiary, Central Indiana Gas
Company. Thus, ultimately, the Central Public system is expected
to consist of a single holding company over utilities operating outsidé
the territorial United States and over two nonutilities within the
United States.

Cities Service Company
Cities Service Company, at the time of its registration in 1941, was

the top holding company in a system containing 125 companies, of
which 49 were electric and gas utility companies. Consolidated asséts
totaled approximately one- billion dollars. This system owned.or
operated properties in cach of the 48 states and in several foreign
countries. Utility propertics were held by three subholding com-
panies, Cities Service Power & Light Company, Federal Light &

16 I'n re Portland Gas & Coke Co., Unreported (D, Oreg., No. 6196, November 13, 1951): '

17158, E. C. 467, 18 8. E. C. 420, and Holding Company Act release No. 7691,

16 Holding Company Act release No. 11311,
1 In re Consolidated Flectric and Gas Co., Unreported (D. Del. No. 382, July 29, 1952),
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Traction Co. and Arkansas Natural Gas Corporation, each controlling
one or more utility systems. In proceedings under section 11 (b) of
the Act, the Commission found that Cities should be limited in its
operations to a single integrated gas utility system and required the
disposition of its other interests.® However, Cities expressed a
desire to retain instead its nonutility businesses and, accordingly, the
Commission modified its section 11 (b) (1) order so as to permit
Cities to effectuate compliance by disposing of all of its utility in-
terests.?!

Two of its former subholding company subsidiaries, Cities Service
Power & Light Company and Federal Light & Traction Company,
have been liquidated. On February 9, 1949, the Commission insti-
tuted proceedings under section 11 (b) (2) and other sections of the
Act with respect to Arkansas Natural Gas Corporation. Arkansas
Natural subsequently filed a plan to achieve compliance with the
requirements of section 11 (b) and hearings were held on the plan
in 1950 and 1951.

During the course of the proceedings and after the record of the
case had been substantially completed, Arkansas Natural and Cities,
on December 3, 1951, after discussions with the staff of the Com-
mission, filed an amended plan which, among other things, contained
an offer of settlement of the claims which had been asserted against
Cities and on behalf of Arkansas Natural and its public security
holders.?? Under the offer of compromise and settlement, Cities
offered to settle all claims against itself by paying approximately
$4,000,000 in cash to the public holders of Arkansas Natural’s Class
A and common stocks (with certain exceptions which would exclude
from participation in the settlement those stockholders who, along
with Cities, shared the responsibility for the organization and sub-
sequent management of Arkansas Natural). Under the proposed
offer of settlement, Cities offered to pay $1.50 per share and $0.25
per share, respectively, to the public holders of Arkansas Natural’s
Class A stock and common stock not excluded from participation.

Other features of the original plan were essentially unchanged.
Following a segregation of the utility and nonutility properties,
Arkansas Natural proposed to dispose of its holdings in its utility
subsidiary, Arkansas Louisiana Gas Company, as a partial liquidating
dividend and to merge with its other and nonutility subsidiary,
Arkansas Fuel Oil Company, the surviving company to be known as
Arkansas Fuel Oil Corporation. Certain changes in the capital
structure of Arkansas Natural and Arkansas Louisiana were also
provided for. The plan was approved by the Commission on QOctober
1, 1952,%® and proceedings are now pending for its approval and
enforcement by the Unites States District Court for the District of
Delaware. Upon consummation of the plan, Cities will own 51.5%,
of the common stock of Arkansas Louisiana and Arkansas Fuel, and
while it intends to retain its interest in the latter company, it is to
dispose expeditiously of its holdings in Arkansas Louisiana.

On December 27, 1951, Cities also consummated the divestment of
Spokane Gas & Fuel Company, a gas utility company operating in
Spokane, Washington. The entire capital stock of the company

’
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10,000 shares of no par common stock, was sold for .$300,000 to a
group of individuals.* At June 30, 1952, the Cities system included
59 corporate entities of which only 6 were utility operating companies.

Eastern Utilities Associates .

Eastern Utilities Associates (“EUA”) is a Massachusetts voluntary
association having three direct public-utility subsidiary companies,
Blackstone Valley Gas & Electric Company, Brockton Edison Com-
pany and Fall River Electric Light Company, and one indirect
generating public-utility subsidiary company, Montaup Electric
Company.

On April 4, 1950, the Commission issued an order under section
11 (b) of the Act with respect to EUA and its subsidiary companies
which provided in part that EUA within one year terminate its ex-
istence and distribute its assets to its shareholders pursuant to a fair
and equitable plan, or within one year acquire & minimum of 90
percent of the outstanding common stock of all of its subsidiary
companies and reclassify its common and convertible stocks into a
single class of stock. This order further provided in effect that in
the event of the adoption of the latter alternative, EUA, within the
one year period, would sever its ownership or control of the gas utility
properties owned by Blackstone.?

On May 17, 1950, EUA filed a reorganization plan under section
11 (e) of the Aect for the purpose of complying with the Commission’s
Order of Apri 4, 1950, and on August 17, 1950, the Commission
approved step 1 of the plan.?® Under this step, EUA acquired 129,882
additional shares of Fall River’s capital stock from New England
Electric System and now owns in excess of 90 percent of the out-
standing common stock of each of its direct subsidiary companies,
EUA'’s reorganization plan has been amended from time to time and
extensive hearings have been held thereon, It is replete with com-
plicated legal and factual problems which involve, among other
- things, a substantial amount of permanent financing and the alloca-
tion of new common stock to EUA’s common and convertible share-
holders. Groups and committees representing such shareholders have
vigorously supported their respective conflicting positions.

On May 20, 1952, the Commission in a letter to all of the partici-
pants expressed its concern with the progress of the case and requested
their cooperation with the time schedule set for the hearings under
which it was expected that the record would be closed as quickly as
possible. During June 1952, all of the groups and committees rep-
resenting EUA’s common and convertible shareholders conferred
among themselves and with the staff of the Commission and, on July
10, 1952, reached a compromise agreement with respect to, among
other things, the allocation ratios governing the distribution of new
common stock between such shareholders. EUA thereafter submitted
its Amended Plan No. 4 to incorporate the substance of this agreement
and hearings were reconvened on September 16, 1952. The plan no
longer provides for a merger or consolidation of any of the system
companies into the newlv organized Eastern Edison Company as
indicated in the 17th Annual Report, and-EUA will continue as top
holding company. The plan was approved by the Commission on

2 Holding Company Act release No. 16961,
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December 18, 195228 and cannot become effective until an appro-
priate United States district court has issued an order enforcing the
terms and provisions thereof.

During the fiscal year, the Commission approved five applications
by subsidiaries proposing the issuance of $16,200,000 of short term
notes to banks to finance their construction programs and to repay
maturing notes.”

Elzcctric Bond and Share Company

. The Electric Bond and Share Company system was the largest to
register under the Act. At the time of its registration in 1938, i
controlied 121 domestic subsidiaries including five major eubho‘dmg
companies with combined assets of nearly $3,500,000,000. These
subholding companies were American & Formgn Power Comnany,
Inc., American Gas and Electric Company, American Power & Lwht
Company, Electric Power & Light Corporation and National Power
& Light Company. Bond and Share has disposed of its holdings in
American Gas and National. Eleetric I‘as been dissolved and the
liquidation of American, as described earlier in the report, is nearing
coapletion. Bond and Share retains a substantial interest in Foreign
Power whose recent reorganization is described above under a scparate
heading. It also owns 97 percent of the common stock of United
Gas Corpomtlon the entire equity of Ebasco Services, Incorporated,
and other minor ho}dings.

Bond and Share’s holdings in United Gas were acquired in the
course of Electric’s dissolution and we approved the acquisition sub-
ject to a commitment by Bond and Share to disrose of these holdings
within 1 year of receipt, with the right reserved to Bond and Share,
however, to institute appropriate proceedings for relief from this
commitment. On February 6, 1952, the Commission issued its find-.
ings, opinion and order which denied Bond and Share’s request for
relief from its commitment to dispose of its holdings of United Gas.
That request was made as part of Bond and Share's application for
approval of its Amended Plan III and of its request for exemntion
from provisions of the Act. The plan had contemplated that Bond
and Sharc would retain its interest in Foreign Power, Ebasco and
United Gas and that it would dispose of its other hOl(llnf}'S of sccurities
using the proceeds for future risk capital investment. Bond and
Share proposed to continue as an exempt holding company and
register as an investment company under the Investment Company
Act. The Commission limited hearings with respect to Bond and
Share’s application to the question of whether Bond and Share might
retain its holdines of United Gas. and, to the extent relevant to this
issue, to a consideration of Bond and Share’s application for exemp-
tion. The Commission found that there was no hasis under the
standards of the Act applicable either to acquisitions or exemntions
for relieving Bond and Share from its previous commitment to dispose
of the United Gas stock. However, the Commission made no findings
with respect to the other issues raised by Bond and Share’s plan,
including its proposal to become an investment company.® Bond
and Share took an appeal from this order to the United States Court
of Appeals, District of Columbia Circuit. However, it has since filed

262 Holding Company Act release No. 11625,
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8 motion to withdraw its petition for review which was granted on
December 8, 1952.

On June 13, 1952, Bond and Share filed a new plan similar to that
deseribed above as Amended Plan 11T, except that Bond and Share
would, during the period 1952 to 1955, reduce its holdings of United
Gas stock to less than 5 percent of the total outstanding shares.
This is proposed to be accomplished through capital distributions,
dividend distributions and rights oﬂ'cungs to the stockholders of
Bond and Share of the United Gas stock. Hearings commenced on
this plan shortly after the close of the fiscal year.

On July 30, 1952, the Commission issued its memorandum opinion
and order approving a plan filed by Bond and Share proposing the
disposition of its holdings of the common stock of The Washington
Water Power Company which it reccived as a result of the distribu-
tion of such stock by American Power.?® This plan was submitted
pursuant to the terms of the Commission’s order dated Cctober 15,
1951,% and pursuant to its terms Bond and Share will distribute as a
dividend to its stockholders in December 1952 that number of shares
of Washington Water Power common stock, the market value of
which at the time of the distribution of such dividend will be ap-
proximately cqual to one-half of Bond and Share’s estimated net
income for the year 1952. Any remaining shares of such stock not
paid out as dividends will be sold.

Intcrnational Hydro-Electric System

At the time of its registration in 1939, International Hydro-
Electric System (“IHES”) a Massachusetts voluntary association,
owned 86 percent of the common shares of Gatineau Power Company, a
Canadian public utility company, and all the common shares of two
wholesale electric utilities operating in the State of New York, which
in 1946 were merged into a single company, Eastern New York
Power Corporation (“ENYP”). It also owned 88 percent of the
common shares (representing 51.5 percent of the voting power) of
New England Power Assouatlon which, upon its lcomanlmtlon in
1947, was renamed New Lngland Elcctric System (“L\'LES”) In
‘dextlon THES held the following percentages of the voting power of
two minor subsidiaries: 100 pcrcent of Corinth Electric Light &
Power Company and 334 percent of Moreau I\'Ianufacturincr
Corporation.

IHES is in pxoccss of ligquidation and dissolution pursuant to
section 11 (d) of the Act. - Since 1944 the system has been operated
by Bartholomew A. Brickley, as trustee, under appointment by the
United States District Court, District of Massachusetts. Karlier
steps taken by the trustee toward the cventual liquidation and
dissolution of IHES are described briefly in the 15th, 16th and 17th
Annual Reports. As of June 30, 1952, THES held 66 percent -of
Gatineau’s voting power, 100 per cent of EN YP, 8 percent of NEES
100 percent of Connth 3‘3 percent of Moreau.

- Proceedings are still pcndmrr before the Commission on the Trustee’s
Second Plan for the liquidation and dissolution of THES., In a
suppiemental opinion and order dated June 29, 1951, the Com-
mission held that the debentures of IHES, which had been paid off

20 Holding Company Act release No, 11412,
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under Part II of the Plan, were entitled to receive an additional
amount of $85,017.60 as interest on delayed interest payments,® and
this oggler was sustained on October 29, 1951, by the enforcement
court.

On January 21, 1952, the Commission entered its findings, opinion
and order authorlzmg ‘the trustee to make quarterly payments of
87% cents per share to the preferred stockholders of ITHES ‘pending
determination of the issues raised by Part IIT of the Trustee’s Plan
with respect to the allocation of the remaining assets of IHES be-
tween its preferred and Class A stockholders and with respect to the
contention made by Class A stockholders that IHES should be
_permitted to continue in existence as an investment company.?® The
Commission’s order was sustained by the enforcement court on
April 8, 19523

On F ebruary 14, 1952, the Commission heard oral argument on
Part I11 of the Trustee’s Plan. While this matter was under consid-
eration by the Commission, the trustee obtained offers for the pur-
chase of all the properties of ENYP, consisting of electric properties
(largely hydro) in the State of New York, and water power properties
and undeveloped or partially developed water power sites in the
States of New York and Maine; he also obtained an offer for the
purchase of THES’ interests in 1its other subsidiaries, Corinth and
Moreau. The highest offers for the several properties totaled
$25,600,000. Hearings on the proposals were held in April 1952
and on June 5, 1952, the Comunission issued its findings, opinion and
order approving the exccution by the trustee, upon satisfactorily
resolving the tax problems involved, of definitive contracts for the
sale of the properties at the amounts specified in the several offers.®
It is expected that if the sales are consummated as proposed, a
reconsideration of the allocation problems may be required. Ac-
cordingly, the Commission has withheld action on Part III of the
Trustee’s Plan.

Investment Bond and Share Corporation

Investment Bond and Share Corporation (‘IBS”) did not register
with the Commission until July 2, 1951, subsequent to an investiga-
tion by the staff of the Commission which disclosed that IBS had been
a holding company as defined by the statute for a number of years.
At the time of registration, IBS had five direct subsidiaries. These
included a gas utility company, Jacksonville Gas Corporation, an
electric utility company, Eastern Kansas Utilities, Inc. (“EKU"”)
and three nonutility enterprises, including a telephone holding.com-
pany with six telephone operating subsidiaries.

On August 8, 1951, IBS submitted a plan under section 11 (e) of
the Act designed to eflect its liquidation and dissolution; the Com-
mission instituted proceedings under section 11 (b) and a hearing on
the consolidated proceedings was ordered to be held.®® After the
hearing and numerous conferences with Comumnission staff, amend-
ments were filed and certain related proposals and commitments
were offered by IBS. To accomplish its liquidation, the company
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proposed the payment of all of its debts, the retirement of its Class A
stock by the payment.of $33 per share plus accrued dividends, and
the distribution of its remaining assets pro rata to holders of the Class
B stock. Since the Class B stock was held almost entirely by three
families which controlled the system, the plan included provisions for
subsequent disposition by such parties of the shares of Jacksonville
and EKU to be received by them in the distribution of assets. A
portion of the common shares of Jacksonville owned by IBS are to
be sold to Jacksonville at a price equal to the cost to IBS.

In approving the plan on July 10, 1952, the Commission noted
that IBS had acquired control of Jacksonville without its approval.
IBS had acquired its holdings of the stock of EKU under the same
conditions. 'This raised legal questions regarding profits realized
from such illegal acquisitions and the possible rescission rights of
the vendors of such stock. At the suggestion of the Commission’s
staff, IBS had inserted provisions in the plan to afford vendors of the
Jacksonville and EKU stocks an opportunity to assert any claims
for rescission they might have under section 26 (¢) of the statute.
The Commission concluded that the amended plan offered an appro-
priate resolution of the issues, but withheld its approval pending the
filing of an appropriate amendment proposing to increase the pay-
ment to the Class A stockholders to $37 per share and to establish a
restriction on payment of dividends by Jacksonville out of prior
earned surplus.¥ IBS filed such an amendment and the plan was
approved.® On September 17, 1952, the Commission found that
the transactions proposed in the plan had been consummated, and
issued its order under section 5 (d) declaring that IBS had cecased to
be a holding company and terminating its registration.3®
New England Public Service Company

At the time of its registration in 1935, New England Public Service
Company (“NEPSCQO”) had five operating utility subsidiaries,
of which two operated in Maine, one in New Hampshire and two in
New Hampshire and Vermont. It also owned, through an industrial
subsidiary, five textile mills, a paper company, and a forest products
manufacturing company. The company was heavily overcapitalized
with two outstanding classes of preferred stock, on which substantial
dividend arrearages had accumulated, and common stock. As a
result of simplification proceedings instituted by the Commission
under section 11 (b) (2) of the Act, the company was directed in 1941
to reorganize on a one-stock basis or, in the alternative at its election,
to liquidate and dissolve.® The management of NEPSCO elected
to liquidate and subsequent steps have been taken toward this end.
NEPSCO’s parent is Northern New England Company, which is
also a registered holding company under order of the Commission to
liquidate.*!

In addition to the merger and disposition of several of its smaller
subsidiaries, NEPSCQO- has sold its interest in the industrial com-
panies. The proceeds from this sale and a $13,500,000 bank loan
provided the funds for the retirement of its prior lien preferred
stocks. On June 30, 1952, the bank loan was completely repaid.
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To permit the payment of dividends on the preferred stock still
outstanding, an accounting reorganization was consummated and
dividends on such stock were resumed on January 15, 1951.42

In June 1951, NEPSCO filed a plan providing for the distribution
of its remaining assets to the holders of its preferred and common
stocks and for its liquidation and dissolution.*® This plan was
designed .to effectuate complete compliance with the Commission’s
order of May 2, 1941. Extensive hearings were held on the plan and,
following its request to intcrested parties for an carly settlement
of their differences, the Commission was notified in September 1952
that after a conference with the staff of the Commission a compro-
mise agreement had been entered into by counsel for NEPSCO,
counsel for Northern, representatives of all of the Committees partici-
pating on behalf of the preferred and common stockholders of
NEPSCO and sharcholders of Northern, and counsel for certain
preferred stockholders of NEPSCO. An amended plan embodying
the substance of. this agreement has been filed. NEPSCO’s parent,
Northern, which owns approximately one-third of NEPSCO’s common
stock, is awaiting ‘consummation of the final plan by NEPSCO, in
which participation to be afforded the common stock of the latter
company will be determined, before taking the steps required to
complete its own liquidation.
Pennsylvania Gas & Electric Corporatien

Pennsylvania Gas & Eleetric Corporation (“Penn Corp’) regis-
tered with the Commission in November 1936 and at that time it had
19 subsidiary companics. Its utility operations were conducted in
sections of New York, Pennsylvania, Massachusctts, Rhode Island
and Virginia. The system included 15 gas utility companies, three
wholesale gas companies and one scrvice company. Three of the
utility subsidiaries, North Penn Gas Company, Pennsylvania Gas &
Electric Company, name later changed to York County Gas Company,
and Saugerties Gas Light Company were also subholding companies.

As described in the 17th Annual Report, Penn Corp has already
completed the major steps in accomplishing compliance with the
requirements of scction 11 (b). Penn Corp’s system presently in-
cludes two gas utility companies, North Penn Gas Company which
is also a registered holding company and Crystal City Gas Company
which is a wholly owned subsidiary of North Penn. In addition,.
there is & small service company. On June 5, 1952, the Commission
issued its findings and opinion with respect to a plan filed by Penn
Corp to effect its liquidation and dissolution.*® Under this plan,
Penn Corp proposed to distribute to its preferred and Class A stock-
holders its holdings of the stock of North Penn. For each share of
preferred the holder would receive 14 shares of North Penn common
stock, and for cach share of Class A common, one-fourth share of
North Penn common. 'The plan also provided for a $7 cash payment
to the holders of the preferred stock, equivalent to acerued dividends
after December 31, 1950, and for a small cash distribution to the
holders of Penn Corp’s Class B common stock. The remaining assets
of Penn Corp would be surrendered to North Penn and the former
42 Holding Company Act release No. 10087,
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company would be dissolved. The Commission found that the
proposed " allocations were not fwmir-and equitable. It indicated
further that the participations proposed for the Class A and Class B
common holders were insufficient and concluded that the plan could
be approved only if certain modifications, as recited, were provided
by amendment. An amended plan gmbodymo the n*odlﬁcatxons
was filed on September 19, 1952,

Mission Oil Company
Seuthwestern Development Company

At the beginning of the fiscal year, the stock of boutlm(,sbem
Development Company was owned 47.28 percent by Mission Oil
Company, representing virtually the only assets of that company; 51°
percent by Sinclair Oil Company, and 1.72 percent by minority
interests. Sinclair also held about 4 percent of the stock of Mission.
Mission and Southwestern were registered holding companies; Sin-
clair was primarily engaged in the production and Icﬁnmff of petr oleum
products and had been granted exemption from cutam provisions of
the Act.®

After numerous conferences with the Commission’s staff, Mission
and Southwestern in June 1951 filed with the Commission a section
11 (e) plan designed to cffectuate compliance with the provisions of
section 11 (b). In brief the plan provided for the liquidation and
dissolution of Mission, the limitation of the operations of the South-
western “system to a single integrated public utility system and
certain nonutility business whose operations are reasonably in-
cidental or appropriate thereto and the divestment by Soutl:western
of all its other nonutility intcrests. The plan was approved on
December 21, 1951, and, in connection therewith, Sinclair regis-
tered under the Act ]omed in the plan as amended S0 as to provide,
for the divestment of its interests in Mission, Scuthwestern and
their subsidiaries, and was subscquently gra,nted an exemption from
the provisions of the Act, excepting scctions 11 (b), (¢) and (e),
and section 9 (a) (2).” )

One of the important accomplishments of the plan was the climina-
tion of highly complex intrasystem operating and financial relation-
ships between two of Southwestern’s nonutility subsidiarics, Cana-
dian River Gas Company and Colorado Interstate Gas Company.
Canadian River was engaged in the business of producing, trans-
mitting and selling natural gas at wholesale to system afliliates,
including Colorado, and to nonafliliates. It owned natural gas
rights in the Texas Panhandle field subject to the reservation of the
prior right to such gas by certain other of Southwestern's subsidiaries
to the extent of their requirements. Colorado was a pipeline com-
pany selling natural gas at wholesale. Southwestern owned all of
the common stock of Canadian River and 42.5 percent of that of Col-
orado. Colorado purchased the major portion of ils gas require-
ments from Canadian River at cost, excluding any allowance for
depreciation, depletion and lntm)glble drilling (,osLs pursuant to a
cantract under which it was obligated, as Iong as it clected to take
gas from Canadian River, to furnish Canadian River with the funds
428, E. C. 165 subnom. Consolidated Oil Corporation.

4 Holding Company Act release No. 10969.
¢? Holding Company Act release No, 10998,
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necessary to meet all expenditures for operations and all capital
requirements. However, while Southwestern was the owner of
Canadian River, all of the latter's profits, computed on a cash basis,
went to Colorado as long as it purchased gas under the contract.

Colorado had supplied substantial sums to Canadian River pur-
suant to this contract, but because it did not own the company, it.
could not use Canadian River’s property which had a net book value
of approximately $12,500,000 as a -basis for financing and thus was.
unable to finance economically and advantageously the development.
of Canadian River’s reserves and needed additional pipeline capacity.
Under the plan, this impediment was removed by transferring Cana-
ian River’s assets to Colorado in return for which Southwestern re-
ceived the rights to revenues derived from the sale of natural gasoline
extracted from Canadian River’s present gas reserves, which revenues
under the existing contract had gone to Colorado. The rights to
these revenues were given to Southwestern as consideration for its
reversionary rights in the assets ‘and- earnings of Canadian River
which, it was estimated, would mature about 1972 when Colorado
would probably find it no longer advantageous to continue to take gas
from Canadian River. In addition to the advantages of an improved
financing position and of simplified operations, Colorado’s acquisition
of Canadian River’s assets resulted in tax benefits to it, including
the advantages of being able to avail itself of the deductions for
depreciation, depletion and intangible drilling costs applicable to
the acquired assets.

The transfer of Canadian River to Colorado was accomplished un-
der the plan by merging the two companies as of December 31, 1951.
Prior to the merger, Canadian River conveyed to a new company,
Westpan Hydrocarbon Company, the rights to the natural gasoline
“in place” in Canadian River's natural gas reserves. Westpan issued
to Canadian River 727.757.05 shares of common stock in exchange for
the gasoline rights. It also assured to Colorado the benefits of the
intangible and depletion tax credits on account of the gasoline “in
place” in the Canadian River natural gas reserves, and entered into
an operating contract under which Colorado extracts, processes, and
delivers the gasoline to Westpan and receives a portion of the pro-
ceeds, estimated to cover Colorado’s cost in connection therewith,
Canadian River transferred to its parent, Southwestern, as a liquidat-
ing dividend, the 727,757.05 shares of Westpan stock on about
January 20, 1952.

As steps to facilitate the dissolution of Mission, pursuant to the
plan Colorado’s 1,250,000 shares of no par common stock were reclas-
sified into 1,710,016.60 shares of $5.00 par value common stock and

.in connection therewith $6,197,141.83 was transferred from earned
surplus to capital stock account, and Southwestern’s outstanding
40,806 shares of no par common stock was reclassified into 727,757.05
shares of $5.00 par value common stock and in connection therewith
$2,867,432.18 was transferred from earned surplus to capital stock
account. Southwestern distributed to its stockholders its holdings of
42)% percent of the new Colorado stock on about March 6, 1952.
Thereafter, on April 6, 1952, Sinclair sold to underwriters for public
distribution the 371,172.86 shares of the new Colorado stock which
it received through the distribution thereof by Southwestern. South-
western also distributed to its stockholders its holdings of 727,757.05
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shares of the $0.10 par value common stock of Westpan. This dis-
tribution was made about June 15, 1952.

Mission Oil, on July 7, 1952, commenced the distribution to its
stockholders of its holdings of 47.28 percent of the common stock of
Southwestern and the common stocks of Colorado and Westpan which
it received through the distributions by Southwestern on the basis of
one share of the stock of each of these companies for each share of
Mission’s outstanding stock. Upon completion of this distribution,
Mission Oil is to be liquidated and dissolved. Sinclair has disposed
through market sales of the common stock of Colorado received
through the distribution thereof by Mission Oil and is to dispose of
its holdings of the common stock of Southwestern and the common
stock of Westpan received through the distributions by Southwestern
and Mission Oil under the plan. It is then expected to qualify for an
order under section 5 (d) declaring that it has ceased to be a holding
company.

All interlocking officer and director relationships between Sinclair,
Mission Oil and Southwestern, and those between such companies
and Colorado and Westpan, are to-be terminated prior to, or at the
time of, the respective distributions and dispositions. Southwestern
and its remaining wholly owned subsidiaries, consisting of four gas
utility companies, a pipeline company, and a production company,
are to continue in operation as a registered holding company system.
Standard Power and Light Corporation
Standard Gas and Electric Company

In 1936 the Standard holding company system consisted of 105
active companies operating in 20 States and in Mexico, including the
two top holding companies, Standard Power & Light Corporation and
its subsidiary, Standard Gas & Electric Company. By June 30, 1952,
the system had been reduced to 13 companies of which 6 were utility
subsidiaries. ’

In February 1951, Standard Gas filed a new secction 11 (e) plan
with the Commission,*®* The plan includes four steps. Step I would
effect the retirement of the company’s $7 and $6 prior preference
stock; Step II is intended to accompl)i'sh the liquidation and dissolu-
tion of Standard Gas including the delivery to the holders of that
company’s $4 cumulative preferred stock of shares of Duquesne
Light Company common stock, and the delivery to the holders of
Standard Gas’ common stock of the common stock of Philadelphia
Company; Step III would eliminate the minor subsidiaries of Phila-
delphia, including disposition of Pittsburgh Railways Company; and
Step IV proposes the dissolution of Philadelphia and the distri{ution
to its common stockholders of its holdings of Duquesne Light Company.

During the fiscal year 1952, hearings were completed on Step I of
the plan and on Step IA, which is a supplement to Step I filed to
settle: intercompany claims between Standard Gas and its parent
Standard Power through the transfer of 31,000 shares of common
stock of Duquesne by Standard Gas to Standard Power and the
%ancellation of Standard Gas’ note for $983,930 held by Standard

ower,

After the close of hearings on Step I, representatives of Standard
Gas, Standard Power and Standard Gas’ security holders in response

4 Holding Company Act release No. 10413,
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to the Commission’s request for early settlement of their differences,
agreed to compromise that step. Pursuant to this compromise
agreement, Step I was amended on July 7, 1952 ¥ to provide that the
holders of each share of Standard Gas’ $7 Prior Preference Stock would
receive approximately 4.8 shares of common stock of Wisconsin
Public Service Corp. (instead of 4.3 shares as previously proposed),
2.9 shares of common stock of Oklahoma Gas and Electric Company
and 2.1 shares of common stock of Duquesne. The holders of each
share of $6 Prior Preference Stock would receive approximately 4:5
shares of common stock of Wisconsin (instead of 4.0 shares as previ-
ously proposed), 2.6 shares of common stock of Oklahoma and 1.8
shares of common stock of Duquesne. A hearing on the amended
plan was held on July 24, 1952, and Steps T and IA were approved
on October 1, 1952.5°  After the United States District Court for the
District of Delaware approved the plan and ordered its enforcement
on November 7, 1952,5" the distributions of securities provided under
the plan were made by Standard on December 1, 1952.

The compromise agreement, which expedited the processing of
Step I, also covers Step I1 of the plan. It provided for an amendment
to be filed for the retirement of Standard Gas’ $4 cumulative preferred
stock by the delivery in exchange for each share thereof of four
shares of common stock of Duquesne.

In April 1952, the Commission rendered its decision on the plan
for the simplification of the corporate structure of the holding company
system of Philadelphia.® As described in previous annual reports,
that plan proposed the retirement of the noncallable 5 percent and 6
percent preferred stocks of Philadelphia and of the 6 percent preferred
stock of the Consolidated Gas Company of the City of Pittsburgh, an
inactive subsidiary of Philadelphia, on which Philadelphia had guar-
antced certain dividends. The Commission indicated that it would
approve the plin if modified to increase the allocations as follows:
(1) For cach share of Philadelphia’s 6 percent noncallable preferred
stock having a par velue of $50 per share, $13 in cash, rather than
$3.50 as proposed, plus one share of 4 percent preferred stock (par
value of $50 per share) of Duquesne, Philadelphia’s only remaining
utility subsidiary; (2) for each share of 5 percent preferred stock of
Philadelphia (par value of $10 per share), $12 in cash instead of $11
as proposed ; and for each share of preferred stock of the Consolidated
Gas Company of the City of Pittsburgh, having a par value of $50
per share and guaranteed by Philadelphia as to dividends at the rate
of 4 percent per annum, one share of 4 percent preferred stock of
Dugquesne instead of 85/100 share as proposed. Standard filed amend-
ments to conform to this decision on July 11, 1952, and on August 22,
1952, the Commission approved the plan as amended.”® Following
approval by the enforcement court, the plan was consummated on
November 1, 1952. .

At the same time the amendments were filed to the plan for retire-
ment of Philadelphia’s noncallable securities, Standard filed a- plan
for the retirement of the junior $5 preference stock of Philadelphia

4 Holding Company Act release No, 11372,
50 Holding Company Act release No. 11510,
81 Civil Action 1497, unreported.

82 Holding Company Act release No. 11155,

82 Holding Company Act release No. 11450, ’
8 In re Philadelphia Company, unreported (W. D, Pa. 10781, October 7, 1952).
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by the distribution to the holder of each share thereof of 3.6 shares
of common stock of Duquesne. It is anticipated that hearings on
this proposal will be held in December 1952.

* In the spring of 1952, Philadelphia filed a plan proposing the sale
of its office building in Pittsburgh occupied by the Philadelphia system
companies.®® It had been owned by Equitable Real Estate Company,
formerly a direct subsidiary of Philadelphia, which was dissolved in
1951. Philadclphia has entered into an agreement, subject to approval
of the Commission, to sell this building to the Mcllon National Bank &
Trust Company, which would lease the building to Duquesne for a
period of 35 years. The Commission ordered a hearing on this plan
to determine whether competitive conditions were maintained in the
proposed sale and lease transaction. The matter is presently pending
before the Commission.

Determination of the treatment to be accorded the holders of its
$5 preference stock and the sale of the central office building will
bring Philadelphia close to its liquidation and dissolution, as required
by the Commission’s order of June 1, 1948.

The United Corporation .

The United Corporation registered as-a holding-company in March
1938, at which time its portfolio was comprised principally of the
common stocks of four holding company subsidiaries. "These subsid-
iaries together with the percentages of votling control held by United,
were as follows: The United Gas Improvement Company, 26.2 per-
cent; Public Service Corporation of New Jersey, 13.9 percent; Niagara
Hudson Power Corporation, 23.4 percent; and Columbia Gas & Klec-
tric Corporation, 19.6 percent. United also had other substantial
interests, principally in utility holding and operating companies.

These subsidiary holding companies underwent extensive reorgan-
izations under section 11 and the interests of United in their common
stocks, or in the common stocks of their successors, have been sub-
stantially reduced. United has cffectuated the retirement of all of
its outstanding preference stock largely through the exchange of
securitics of reorganized subsidiaries.  Substantial blocks of portfolio
securities have also been disposed of through sales in the open market.

In November 1949, United submitted a new proposal, in responsc
to the conditions contained in a previous order of the Commission,
which provided a comprehensive and detailed program for effectuating
compliance with the provisions of scction 11. - After successive modi-
fications, the Commission on June 26, 1951, approved the amended
plan which provided, among other things, for (1) a limited offer to
United’s common stockholders permitting themn to withdraw from
the company and reccive cash or shares of Niagara Mohawk Power
Corporation common stock for their holdings in United; (2) cancella-
tion of United’s option warrants; (3) sale of United’s stock holdings
in the South Jersey Gas Company; (4) amendment of United’s
. Certificate of Incorporation to :provide for cumulative voting and
amendment of its bylaws to increase the quorum requirement at
stockholders’ meectings; and (5) the reduction by United of all of its
holdings of voting securitics of public utility companies to amounts
not to exceed 4.9 percent of the respective outstanding voting secu-
rities of each such company.- All of thesc steps were to be taken

8 Holding Company Act release No. 11188,
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with a view to transforming United into an investment company.%®

In July 1951, United undertook the exchange offer provided by
the plan. Holders of 100 or more shares of United’s common stock
were offered the opportunity to exchange their stock for shares of
Niagara Mohawk common stock having an average market value
equal to 97 percent of the average net asset value of the United stock
surrendered. Holders of less than 100 shares were offered an oppor-
tunity to surrender their shares for cash in an amount equal to the
average net asset value of the United stock surrendered. Pursuant
to this plan, of 14,529,492 shares of United’s common stock outstand-
ing, 362,616 shares were exchanged for 69,566.6 shares of Niagara
Mohawk’s common stock and 95,051 shares were surrendered for cash.

In August 1951, petitions to review certain aspects of the plan were
filed in the United States Court of Appeals, District of Columbia, by
certain common stockholders. By order dated November 15, 1951,
the court directed that the Commission’s order approving the plan
be stayed pending review, insofar as the order provided for the dispo-
sition by United of its shares of Niagara Mohawk’s common stock.
Proceedings in the court are still pending.

At the time of the approval of the plan by the Commission, United
owned 11.9 percent of the voting securities of Niagara Mohawk. As
a result of certain sales by United of its holdings of Class A stock of
Niagara Mohawk and the public offering in January 1952 of one
million additional shares of common stock by Niagara Mohawk, the
holdings by United of voting securities of Niagara Mohawk have been
reduced to 9.57 percent of the total outstanding amount of such
securities as of June 30, 1952. The status of Niagara Mohawk, as
a subsidiary of United, has not been determined.

In January 1952, pursuant to authority given to it when the Commis-
sion approved the plan, United endeavored to negotiate the saleofits
holdings of 154,230 shares of the common stock of South Jersey,
representing 28.25 percent of the voting securities of that company.
These efforts were unsuccessful and United subsequently proposed to
make a public offering of its holdings of such common stock in accord-
ance with the competitive bidding requirements of rule U-50. Three
bids were received in response to United’s invitation and the stock
was awarded at a price of $15.379 per share in July 1952 Asa
result, United has ceased to hold as much as 5 percent of the voting
. securities of any public utility company, with the exception-of Niagara
Mohawk, and 1its proposed sales of Niagara Mohawk stock to reduce
its holdings to less than 5 percent of the outstanding voting securities
has been stayed as indicated above by the Court of Appeals, District
o{ Columbia, pending review of the Commission’s order approving the
plan.

In November 1951, United requested authority during such time
as may elapse until it ceases to be a holding company and starts func-
tioning as an investment company, to invest funds in an amount
equal in the aggregate to the proceeds derived by it from divestments
required by previous orders of the Commission dated August 14, 1943,
and June 26, 1951. The only limitation proposed was that acquisi-
tions of securities of public utility companies and holding companies
would not exceed 4.9 percent of the total outstanding voting securities

% Holding Company Act releases Nos. 10614 and 10843.
1 Holding Company Act release No. 11376.
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of such companies. On May 2, 1952, the Commission issued its
findings and opinion, stating that in view of the status of the review
proceedings in the court of appeals, United should maintain as to
any new investments, sufficient diversification of its portfolio to per-
mit ready disposition thereof. Accordingly, United was not author-
ized to invest more than $1 million in any one company, or to acquire
as much as 10 percent of the outstanding voting securities of any one
company, or to acquire more than 1 percent of the voting securities
of any public utility company or of any holding company exempt as
such from provisions of the Act. Excluded entirely from the scope
of the authorized investments are securities of registered holding
companies or subsidiaries thereof or securities of any public utility
or holding company which is, or has been, a statutory subsidiary of
United.®

The United Gas Improvement Company

The United Gas Improvement Company is a registered holding
company incorporated under the laws of Pennsylvania and having
nine subsidiary companies all operating within Pennsylvania. Six of
these are gas utility companies, one is a gas and electric utility com-
. pany and-two are nonutilities. At the time of its registration with
the Commission in March 1938, the UGI system embraced 55 corpo-
rate entities.

On December 29, 1951, UGI filed an application for approval of a
comprehensive plan pursuant to section 11 (e) of the Act embodying
the following major steps: (1) The conversion of UGI from a holding
company to a public utility operating company through the merger
into UGI of all of its public utility subsidiaries and the dissolution of
its non-utility subsidiaries, such merger being accompanied by ex-
changes of securities so that all present security holders of UGI and
. its subsidiaries will become owners of securities in the surviving com-

pany; (2) the disposition by UGI of its securities in nonsubsidiary
companies, except a note of Delaware Coach Company;*® and (3) the
securing of an order pursuant to section 5 (d) of the Act declarmg that
UGI has ceased to be a holding company and that its registration
under the Act shall cease to be in effect.

Hearings on the company’s plan wecre held and the plan was ap-
proved by the Commission on September 18, 1952.%° The plan was
approved and ordered enforced by the United States District Court

. for the Eastern District of Pennsylvania on November 12, 1952
and its consummation has been set for December 31,1952, The Com-
mission has reserved jurisdiction to consider entry of an order under
section 5 (d) declaring that UGI has ceased to be a holding company.

FEES AND EXPENSES IN REORGANIZATION PROCEEDINGS UNDER
SECTION 11

An important and very difficult function of the Commission’s
over-all responsibility for passing upon- reorganization plans of

8 Holding Company Act release No. 112089.

8 In accordance with Commission’s order of-June 15, 1951, Holding Company Act release No, 10624,
this would include holdings of securities in Central Hlinols Light Co., Consumers Power Co., Delaware
go(\;rer g Light Co., Niagara Mohawk Power Corp., Philadelphia Electric Co., and Public Service Electric

80 Holdiixg Company Act release No. 11495,
8 Civil Action 12436, unreported
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holding company -systems under section 11 of the Act is the deter-
mination of the amounts of fees and reimbursements of expcnses to
be allowed to attorneys, experts, and other persons who have partici-
pated in the procecdings as representatlives of the affected companies
or as representatives of holders of the various classes of securities
involved. '

Because the determination of the amounts of fees and expenses is
predicated primarily upon the benefits conferred in the reorganization
procecedings, it is not feasible to process fee applications until the
reorganization plan has been consummated. The usual procedure in
such matters is for the Commission to insert in its order approving
the plan of reorganization a reservation of jurisdiction over fees and
reimbursements of expenses claimed. It is for this reason that the
volume of work on fee cases has followed a rising trend in recent
vears, even though the section 11 programs of most systems
are rapidly approaching completion. It is likely that the Commis-
sion’s work load in connection with fee applications may continue at
a high level for as long as two years following the termination of other
section 11 work.

In considering applications for fees and reimbursements of expenses,
the Commission applies principles which are generally similar to
those employed by the Federal courts in passing upon fees and
expenses claimed in connection with reorganization plans under the
Bankruptey Act, except, of course, that due weight is given to special
circumstances: inherent in reorganizations under section .11 of the
Holding Company Act. It is the basic duty of the Commission to
accomplish the statutory objectives as economically as possible and
at & minimum expense to the estate. Therefore, two major objectives
of the Commission are to protect estates in reorganization from
exorbitant charges and at the same time grant fair compensation to
those participating in the proceedings so as to afford adequate public
representation in the process. In determining the amount of the
compensation to be allowed, the primary factor is the amount of
benefit conferred upon the estate or the security holders by the
services rendered. Among other factors to be considered are the size
of the cstate and its ability to pay the compensation requested, the
necessity of the services and expenditures sought to be reimbursed,
avoidance of duplication of efforts, the intricacies and magnitude of
the reorganization problems involved, the conflicts between- the
personal interests of.the fee claimants and the interests of the persons
whom they represent.in the proceedings, the technical ability and
experience of the applicants and the reasonable amount of time
required to render the services in question.®?

In the fiscal year 1952 the Commission decided 14 fee cases in
which compensation aggregating $3,495,000 was allowed as against
total fees and expenses requested in the amount of $5,722,000. These
cases arose out of the reorganizations of the following holding company
systems: .

82 Holding Company Act releases Nos. 11096, 11145, 10724, 10959, 11175, 11290, and 11330, .
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Name of system - Holding Company
' . ) Act release No.
-‘North Continent Utilities Corporation_ _ . ... __ ... ___________ 110677
The United Light and Railways Company, etal_____.____.____._ 10724, 10908
The United Gas Improvement Company _ _____ _________ T, 10896
Sioux City Gas and Electric Company, et.al ______ . _________________ 10959
The Commonwealth & Southern Corporation, et al______________ 10986, 11021
Engineers Public Service Company, et al ____ . _____________ . ___.__.__ 11096
Amcrican Power & Light Company . __________________._____ L 11134
Northern States Power Company (Del.), et al__________________ L. 11145
Eleetric Power & Light Corporation________ ________________________._ 11175
The United Corporation.._________ e ___ 11290
The Middle West Corporation, et al . _________________________._._._ 11330
Interstate Power Company, et al________________________ . ___.____._ 11359

These cases presented a wide raunge of issues and several of the
general principles noted above were applied. The following illus-
trative cases indicate how these tests were applied, particularly the
primary test of whether the services rendered benefited the estate.

In the Northern States Power Company (Del.) case,® counsel for both
the Delaware company and its subsidiary, NorLl_lem States Power
Company, a Minnesota company, participated actively in the pro-
ceedings. However, the efforts of both counsel were devoted in large
part to supporting plans which the Commission found unsatisfactory
and as a result the laboring oar in carrying through the plan as finally
consummated passed to various counsel for the common stockholders
of .the Delaware company who performed valuable services for which
they were compensated. The record also indicated a certain amount
of duplication of cffort. As a result, the compensation allowed to
counsel for the companies was less than that requested. A representa-
tive of a preferred stockholders’ committee was allowed less compensa-
tion than requested because the record showed that, while the com-
mittec had rendered constructive assistance, it could not claim credit
for any specific feature of -the plan which was ultimetely adopted. In
the same case the representative of another commitice for the same
class of stockholders stressed as a basis for its .claim to compensation
the fact that it had sccured a high degree of representation. The
Commission considered this to be of little signiﬁcance and only modest
compensation was allowed since the committee’s participation in the
proceedings had been relatively incffectual. The representative of an
uncngamze(l group of security holders, not qualificd under the Com-
mission’s rule U-62, was also granted substantial compensation
because he had served as the leading advocate of the position of the
common stock and had contributed important benefits to the reorgan-
zation procecdings. Other representatives of the common stock-
holders whose efforts contributed to the defeat of a plan providing a
lower allocation to those stockholders and to the adoption of an in-
creased allocation were awarded compensation, but the representative
of another individual security holder was denied compensation in the
absence of any showing of demonstrable benefits.

¢ Folding Company Act release No. 11145,
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In the The Middle West Corporation case, a member of & common
stockholders’ committee was allowed reduced compensation. He had
made important contributions to the defeat of an unsuccessful plan
and to the adoption of the plan which was approved by the Commis-
sion. However, the record showed that the amount of work and time_
expended were in excess of those required and there was evidence of
some duplication of effort.*

In the Eleciric Power and Light Corporation case, the representative
of a preferred stockholders’ committee applied for fees totaling
$500,000. The company opposed the application on the grounds that
the efforts of the committee representative were duplicative and some
were not of a constructive nature., In evaluating the services of this
applicant the Commission considered, among other things, his long
experience at the bar and his particular skill in reorganization matters;
the fact that he had opposed a plan which failed; and that the plan
ultimately approved and consummated accorded the class of securities
which he represented a substantially greater participation in the
estate than would have been received pursuant to the abandoned
plan. The application was granted in the reduced amount of
$140,000.% ,

An application filed by a law firm representing an individual
preferred stockholder in the reorganization of the Siouzx City Gas &
Electric Company system was denied, the Commission finding that
the position advocated, even though conscientiously presented, did
not affect the final outcome of the plan and that no compensable
benefit had otherwise been conferred upon the estate.® ,

In the Engineers Public Service Company case, the representative
of an individual common stockholder, while allowed a modest amount
for his contribution to an aspect of the plan, was denied the sub-
stantial compensation which he sought for the reason that he did
not enter the case until the end of the administrative proceeding and
his main participation was in the courts where he was ultimately
unsuccessful in upsetting the decision of the Commission.”” The fee
claimant has contested the denial of his fee request before the enforce-
ment court, where the matter is pending.

In the Northern States Power Company (Del.) case, applications
for fees and expenses were also submitted by Standard Gas and Electric
Company, the parent of Northern States Power Company. (Del.), and
its counsel, and by a representative of an unorganized group o
Standard’s preferred stock and his counsel. The Commission denied
these applications pointing out that Standard, as the parent of the
Delaware Company, was responsible for the complexities which were
required to be eliminated under the Act and that equity demanded
that the fees and expenses of its counsel and of persons representing its
stockholders should be borne by it alone, and not by the Delaware
company.® Standard is contesting this decision before the enforce-
ment court.

Similarly, in Electric Power and Light Corporation, the Commission
denied the application for fees and expenses submitted by the parcnt
of a subsidiary holding company for services rendered in connection

¢ Holding Company Act release No. 11330,
6 Holding Company Act release No. 11175,
¢ Holding Company Act release No. 10959.

¢ Holding Company Act release No. 11096,
¢ Holding Company Act release No. 11145,
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with ‘the reorganization of the latter company. As in the Northern
States Power case the Commission refused to allow the counsel. and
experts for the parent holding company and representatives of security
holders of the parent holding company compensation from the estate
of its subsidiary for services performed in connection with the latter
company’s reorganization.®

The problem of duality and conflict of interests of participants
in reorganization proceedings also rcceived attention in two cases
during the year. In the Sioux City Gas and Electric Company case,
the fees and expenses requested by one of the applicants were denied,
the Commission pointing out, as one of the reasons for denying the
claim, that applicant had purchased securities representing an interest
adverse to that of his clients.”

In Electric Power and Light Corporation the Commission emphasized
that it was essential for those who are solving the problems of a com-
pany in reorganization under section 11 to concern themselves solely
with the interests of the persons or security holders whom they repre-
sent and the estate and not to engage-personally in the trading in
securities of the affected companies and that this principle was no less
applicable to management and its counsel then to protective com-
mittees and their counsel and expert advisers.”™ The limited trading
by certain of the applicants was examined by the Commission an
taken into consideration in reaching its determination as to the
amount of compensation allowable.

In the proceedings involving the reorganization of American
Light & Traction Company and its parent, The United Light and
Railways Company, Aliled Chemical & Dye Corporation had ex-
pended considerable sums in fees and expenses for counsel and cer-
tain experts retained to protect its position as the holder of 43.8
percent of the preferred stock and 4.31 percent of the common stock
of American Light. Allied applied for reimbursement of its ex-
penditures. Allied had made important contributions to the defeat
of the former liquidation plan and in obtaining fair treatment for
the noncallable preferred stock in the integration and simplification
plan finally approved under section 11. Allied also produced valua-
tion evidence which was very helpful in determining the amount to
be paid for retirement of the preferred stock of American Light.
The Commission noted, however, that Allied did not purport to act
In a represcntative capacity for other preferred stockholders, that
part of its several counsel’s services were duplicative among them-
selves, and that a considerable portion of Allied’s activities were
directed solely to protect their own particular situation rather than
on behalf of the entire class. The Commission substantially reduced
the requested compensation.™

ACTIVITY PURSUANT TO SECTION 30

In past years, the Commission’s enforcement of section 11 has
resulted not only in the divestment of nonretainable utility and

"6 In the Electric Power and Light Corporation proceedings, an expert for the parent company Is contesting
belore the enforcement court the jurisdiction of the Comimission to pass upon his fee where the plan con-
summsted was filed by the subsidiary alone. .

70 Holding Company Act release No. 10959.
71 Holding Company Act release No. 11175,
72 Holding Company Act release No, 10724,
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nonutility properties by registered systems, but it has also encouraged
exchanges and acquisitions of properties by systems which are to
continue as integrated regional organizations. Many of the con-
tinuing systems including American Gas and Electric Company, The
Southern Company, The West Penn Electric Company, Ohio Edison
Company and Middle South Utilities, Inc., have acquired conliguous
properties and have made them a part of their interconnected systems.

As activity under section 11 ncars completion, this phase of inte-
gration assumes increasing importance and is no longer an incidental
factor. The emphasis is shifting to the implementation of that portlon
of section 30 of the Holding Company Act which states:

The Commission is authorized and directed to make studies and investigations
of public-utility companies, the territories served or which can be served by public-
utility companies, and the manner in which the same are or can be served, to
determine the sizes, types and locations of public-utility companies which do or
can operate most economically and efficiently in the publie interest, in the in-
terest of investors and consumers, and in furtherance of a wider and more eco-
nomical use of gas and electric energy; upon the basis of such investigations and
studies the Commission shall make publlc from time to time its recommenda-
tions as to the type and size of geographically and economically integrated public-
utility svstems which, having regard for the nature and character of the locality
served, can best promote ar‘d harmonize the interests of the publie, the investor,
and the consumer. * * ’

Many reports prepared in ecarlier years by the staff in connection
with section 11 enforcement have embodied the characteristics of the
section 30 studies described in the statute. However, the Commission
recognizes that this authorization given to it by the COIIU‘I(}SS 1S more
comprehensive. It is not limited to service areas of registered
systems. It rather affords a broad opportunity to assist in achieving
a more efficient, economical and independent power supply for the
entire nation as well as increased, improved and coordinated facilities
for the production, transmission and distribution of natural gas.

During the fiscal year 1952, the Commission initiated its first
specific section 30 study. In a sense, this is a pilot model of limited
size which is being used to determine the scope of future examinations,
sources of data, analytlml procedures and other aspects. Shortly
after the close of the fiscal year, the Commission shifted some of its
existing personnel into a new small section in the Division of Public
Utilities to expand this work. While section 30 dees not provide the
Commission with power to enforce its recommendations for the inte-
gration of facilities, it is expected that, in many instances, a demonstra-
tion of the benefits to be derived will result in vo]untmv ploumah
by the companies or systems concerned.

REGULATION OF CONTINUING HOLDING COMPANY SYSTEMS

Approximately 20 holding company groups with aggregate assets
of over $7 billion are expected to emerge, upon completion of the
section 11 enforcement program, as permanent integrated utility sys-
tems. The other holding companies presently roglsteled with " the
Commission will either be liquidated or diverted into other fields of
endeavor. The permanent systems comprise three distinet types.
The first and largest category 1s made up of electric holding company
systems which usually consist of one holding company over a number
of functionally related electric utility companies operating in contigu-
ous areas spread over several states. In general, these systems differ
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from individual urban utilities in that their service areas are much
larger and their operations are characterized by large scale centralized
generation coupled with economical long distance transmission facili-
ties. Typical of these are American Gas and Electric Company, The
Southern Company, Middle South Utilities, Inc., and The Central
- & Southwest Corporation. The second type is the natural gas hold-
ing company system which usually controls both gas transmission and
gas distribution properties. Columbia Gas System, Inc., American
Natural Gas Company and Consolidated Natural Gas Company arc
among the largest in this group. The third type is the operating-
holding company system. In these instances, which now occur only
in the electric utility field, the holding company, in addition to con-
trolling one or more subsidiary operating companies, derives a sub-
stantial proportion of its income from its own utility operations.
Ohio Edison Company and the Northern States Power Company’
(Minn.) are important examples.

Despite the divestment of 240 clectric utilities with assets of $8.4
billion, which were found to be not retainable by their former holding
company parents, and the exemption of many others, the regional
holding company systems which are emerging as permanent, inte-
grated groups represent a vital segment of the public utility industry
of the Nation. When all reorganizations under section 11 have been
completed, the continuing systems alone will represent 23 percent of
the assets and revenues of the entire electric utility industry, and the
- permanent gas systems will.account for 18 percent of that industry.
These integrated, regional systems serve some of the most important
agricultural and industrial areas of the country. 'This is graphically
illustrated by the following map of the United States showing the
approximate service areas of the 16 continuing electric utility systems.

In the regulation of the continuing holding company systems (and,
to a lesser extent, other registered systems which have not yet com-
pleted their section 11 programs) the Comimission and its staff de-
vote a large amount of effort to the processing of financing applica-
tions and declarations under scetions 6 and 7 of the statute and to
numerous applications relating to the acquisition of sccurities or
assets of any other business by system companies. Other important
responsibilities include supervision of loans and capital contributions
to associate companies, reacquisitions of securities by the issuer
thereof, dividend payments out of capital or unearned surplus, solici-
tations of proxies, and other transactions bctween associates or
affiliated companies. The statute also charges the Commission with
responsibility for the regulation of service companies which are com-
ponents of holding .company systems. This includes surveillance of
cost allocations among associate companies, and investigations to
insure that operating utilities are charged no more than cost for the
services rendered, that such services are for the benefit of the oper-
ating companies and that the charges paid are reasonable.

Unlike the typical proceeding for reorganization of a holding com-
pany system which may require the full time of several technical
personnel many months to complete, the task of supervision of the
permanent holding company system 1s essentially a policing function
requiring expert attention to a large volume of transactions, com-
paratively few of which imvolve lengthy conferences or proceedings.
Most of these cases are disposed of by the Commission without the
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formality of hearing or argument and the average filing requires less
than 30 days for processing, including the required periods for pub-
lished notice to interested persons. This simple, streamlined pro-
cedure is possible only because the Commission has endeavored to
maintain a corps of tenchical personnel experienced in this field
who are capable of appraising proposed transactions on short notice.

The Commission does not have available separate records showing
the workload arising out of supervision of the continuing systems,
but an approximate measure of this activity may be derived from
the following table showing the numbers of separate questions pre-
sented for consideration and passed upon under those sections of the
Act which pertain to financing, acquisitions, intercompany trans-
actions and intrasystem servicing arrangements. While some of
these matters relate to systems not expected to continue in operation
as regional, integrated systems, the amount is believed to be com-
paratively small in view of the proximity of the section 11 program
to final completion.

REGISTERED PUBLIC UTILITY HOLDING COMPANY SYSTEMS

Financing, acquisilions, intercompany transactions and tnirasystem
servicing arrangements

[Volume of separate questions presented for consideration and disposed of under Public Utility Holding
Company Act of 1935. Fiscal years 1950, 1951, 1952)

Matters filed, fiscal Matters disposed of,

Description of matters considered under years— fiscal years—

applicable sections of the act

1
1950 l 1951 l 1952 1950 1951 | 1952

Sections 6, 7: Issuance of securities, assumptions of I
liability and alterationsof rights._ ... ... ... 319 313 352 337 326 | 374
Section 12 (b): Loans, extensions of credit, capital do-
nations, ete. . ..o ... 37 23 36 40 A4 48
Section 12 (¢):
Reacquisitions of securities by issuer_._______._.__ 88 47 34 23 54 62
Payments of dividends out of capital______.________ 10 9 9 22 9 11
Sections 9, 10: Acquisitions of securities and assets____ 189 196 231 201 215 203
Section 13: Service company regulation—applications
for approval of service arrangements____________.___ 2 ) U 7 1 | 4
Rule U-50: Exemptions from competitive bidding..... 18 [ 30 S 17 9 |2 me——-

TOLBL. o e e eeee oo mee e 663\ 595‘ 662‘ 717‘ 638) 702

Nore.—The excess of matters disposed of over matters presented for consideration reflects the dispost.
tion of pending matters in the course of completion of reorganization proeceedings under section 11 of the
Act. .

PROGRESS OF INDIVIDUAL CONTINUING HOLDING COMPANY
SYSTEMS

As indicated in the following reports, the continuing holding
company systems are participating actively in the rapid expansion of
facilities, characteristic of both the electric and natural gas utility
industries. In sharp contrast with the widespread investor pessimism
which blanketed the market for holding company securitics in the
1930’s, the sccurities of registered holding companies have since
acquired a degree of quality and marketability enabling them to
compete for funds on a basis comparable with the independent utility
operating companics. New equity financing has been readily available
cither through the rights offering procedure or by direct sale of addi~-
tional shares to underwriters for publie distribution.
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The success of the modern holding company in providing an equity’
foundation for the financial expansion of its subsidiaries testifies
to the wisdom of the framers of the statute in permitting regional,
integrated holding company systems to continue in operation under
reasonable supervision. However, the financing function is not the
only important responsibility of the parent company. It must
constantly seek' to obtain economic and engineering improvements
which derive from the coordinateéd operation of subsidiaries func-
tionally related to one another. This is not simply physical inter=
connection; it is unified management and technical development
which produce maximum economy of operation.

The following summaries provide a review of the more important
actions takén by the Commission in respect to the operations of a
number of the continuing systems. As indicated, several of these
systems are faced with residual problems under section 11 (b) (1) or
11 (b) (2) of the Act. Some dispositions of properties not retainable
under statutory standards were made during the fiscal year. However,
pursuant to Commission approval, several systems have also acquired
adjacent properties where it was shown that such acquisitions tended-
towards the economical and efficient development of their respective
systems. ) '
American Gas and Electric Company .

American Gas and Electric Company is the largest of the regional
holding company systems. Its operations extend over a seven-State
area from Kentucky to Michigan. Consolidated assets at December
31, 1951, were $769 million, after deduction of valuation reserves.
The system, almost wholly electric, serves more than 1,200,000
customers and annual; operating revenues aggregate approximately
$200 million.

. The system. operates in a highly industrialized area and is pres-
ently engaged in a construction program of unprecedented size. It
is estimated that the operating subsidiaries will make construction
expenditures of almost $320 million in the period from 1952 to 1954,
the largest segment of which will represent the cost of additional
generating plant and facilities. Ixpansion of the American Gas
system has been spurred by the heavy power demands arising from
defensc production activities. Population and industry of its service
area are growing rapidly and system companies now have the added
responsibility of delivering power in substantial quantities to the
Atomic Energy Commission.

Cash requirements for construction have necessitated a heavy
program’of financing activity, both at the subsidiary and parent
level. During the fiscal ycar 1952, the operating subsidiaries, with
Commission approval, sold securitics in the following aggregate
amounts: mortgage bonds, $32 ‘million; serial notes, $13 million;
common stock (sold to parent), $16 million. In December 1951,
American Gas received approval to borrow up to $6 million from banks
on-g short-term basis.™ In June 1952, American Gas sold $20 million -
of sinking fund debentures and 170,000 shares of ‘additional common
stock.” Both offerings were made pursuant to the requirements of
Rule U-50. Shortly after the close of the fiscal year American Gas

7 Holding Company Act releasc No. 10907. B
" Holding Company Act releases Nos. 11302, Commissioner McEntire dissenting, and 11345,

232122—53 9
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invested an additional $18 million in new common shares of two of its
subsidiary companies, Appalachian Electric Power Company and
The Ohio Power Company.” The same subsidiaries also obtamed
short-term bank leans aggregating $43 million,

On March 25, 1952, the Commission approved the proposal of The
Ohio Power Company a subsidiary of American, to amend its Articles
of Incorporation so as to modify the provisions limiting the amount
" of unsecured debt which may be issued without the consent of stock
holders. The change will allow-Qhio Power to issue unsecured debt
in a total amount not exceeding 209, of the sum of secured debt,
capital stock and surplus, of which short-term unsccured debt shall
not exceed 109,. Under this provision, long-term unsecured debt
would include all debt having an initial maturity of 10 years or more,
except that such debt would be regarded as short-term unsecured debt
whenever, and to the extent that, any part of it matured within less
than 5 years. The Articles of Incorporation were also amended to
delete the existing pre-emptive rights of the preferred stockholders in
connection with any additional 1ssuance of preferred stock. This
change was designed to facilitate future issuances of preferred by
eliminating the standby period required to allow for the execrcise of
pre- emptlve rights.”™

The Commxssmn also approved several amendments to the charter
of American Gas in order to bring it into conformity with established
standards. The amendments, which were approved April 15, 1952,
provided for (1) the annual election of directors in place of the pro-
vision under which one-third of the Board is elected each year; (2)
limited pre-emptive rights to the common stockholders; and (3)
cumulative voting in the election of dircetors. In addition, ’American
Gas has amended its charter so as to reclassify its authorized but
unissued shares of preferred stock into shares of unissued common
stock and has deleted from its charter all existing prowsxons con-
cerning the preferred stock.

On September 14, 1951, the Commission authorized the acquisition
by The Ohio Power Company of the complete facilities of the mu-
nicipally-owned generating plant and distribution system of the village
of Columbus Grove, Ohio, for $230,000 cash.” The properties so
acquired are situated in the general terrltory served by Ohio Power.
The proceeds derived from the transaction by Columbus Grove were
usf((li to retire the bonded indebtedness applicable to the properties
sold.

Central and Southwest Corporation

Central and Southwest Corporation operates an electric utility
system in a four-state area including sections of Arkansas, Louisiana,
Oklahoma and Texas. It has aggregate assets of over $327 000,000,
annual operating revenues exceeding $80,000,000 and approxunately
630,000 customers.

The company undertook new construction requiring expenditures'
of $35,000,000 in 1951 and has budgeted about $44,000,000 for 1952.
To finance & portion of its cash requirements, the company sold
500,000 additional shares of common stock at competitive bidding in

s Holding Company Act releases Nos. 11370 and 11371,

6 Holding Company Act release No. 11131.
17 Holding Company Act relcase No. 10774,
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October -1951.® Net proceeds of the sale, which approximated
$7,000,000, were used to purchase additional shares of common stocks
of operating subsidiaries. In addition, subsidiaries marketed $24,-
000,000 of First Mortgage Bonds to support the program.”

On December 20, 1951, the Commisstion approved the acquisition
by Central Power and Light Company, a subsidiary of the company,
of certain electric utility properties and ice properties located in Port
Arkansas, Texas, for a consideration of $215,000. The properties
were formerly owned by Mustang Island Utilitics Company, all of
whose stock was owned by an individual. The clectric properties
are to be interconnected with the electric transmission system of
Central Power and Light Company, but the ice plant is to be closed
and the ice storage facilities will be leased to outsiders for independent
operation.®

Subsequent to completion of a field examination and the filing of a
report on original cost of property by the staff of the Commission
pursuant to rule U-27, Central Power and Light submitted proposals
to reclassify certain items of its utility plant accounts to give effect
to recommendations contained in that report. On January 25, 1952,
the Commission, upon finding the proposals to be consistent with
the requirements of rule U—27, ordered Central to dispose of the
amount of $984,779.19 in Account 107 and $1,473.22 in Account
108.47 and to create a reserve in Account 252 for amortization of
$1,045,661.65 established in Account 100.5.5

Columbia Gas System, Inec.

The Columbia Gas System, Inc. is the parent holding company in
a natural gas utility system providing service in seven states. It is
engaged in the production, purchase, distribution, and sale of natural
gas, obtaining its supplies {from the Appalachian and Southwest areas.
Its assets, after deduction of valuation reserves, total approximsately
$500 million and annual system revenues exceed $190 million. :

During 1951 Columbia Gas was confronted with an increasing de-
mand for industrial and space heating gas. In order to meet these
requirements, $73 million was spent for new construction, represent-
ing the largest outlay in any single year. Included in the transmis-
sion construction of the system was the 167-mile pipeline built from
Clinton County, Pennsylvania, to a point near Pittsburgh. This $12
million line takes gas from the newly developed Leidy Field and passes
through other potentially productive territory. The construction
program for the calendar year 1952, although dependent to some
extent on the availability of materials, is expected to involve expend-
itures of approximately $75 million. In addition, the gas storage
program of the system, both for current inventory and for ‘“‘cushion”
gai?l,‘ will require an additional cash outlay 6f approximately $23
million. . ‘

In July 1951 Columbia Gas borrowed $12 million from banks on a
short-term basis to finance the purchase of gas by subsidiaries for
storage inventory purposes. These notes were retired early in 1952.%
In October 1951 $20 million of short-term borrowing was undertaken
to finance construction requirements. Because, of material shortages
and resultant uncertainty in the rate of completion on new construc-

78 Holding Company Act release No. 10826. .
7 Holding Company Act releases Nos. 11101, 11108 and 10859,
8 Holding Company Act release No. 10960. :

81 Holding Company Act release No. 11030.
8 Holding Company Act release No, 10687,
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tion, the financing was undertaken initially on a.temporary basis to
be replaced by the later issuance of permanent securities. Columbia
also obtained over $21 million in November through an offering of
new common stock (1,501,826 shares) to its stockholders. Compen-
sation to thé underwriters-was fixed by competitive bidding and the
issue was oversubsecribed.® In addition, Columbia Gas sold $60
million of 3%9% Debentures in April 1952, using a portion of the pro-
ceeds to retire the $20 million of bank loans incurred in October
1951.% All public financing in the Columbia Gas system is under-
taken by the parent company. Moneys derived are reinvested,
pursuant to Commission approval, in the debt and equity securities
of the operating subsdiaries. ‘ ’

During the fiscal year, the Commission approved several transfers
of utility properties and assets among the subsidiaries of Columbia
Gas.® In November 1951 the Commission also approved the pur-
chase by Cumberland and Allegheny Gas Company, one of the gas
utility subsidiaries, of certain gas production property located in
Preston County, West Virginia, from independent gas- producers for
a total consideration of $4 million.® This property included 8 oper-
ating wells, 2 wells in process of drilling, approximately 2,000 feet
of: }2l-inch pipeline, and certain acreages of leaseholds and oil and gas
rights. ‘

g'In the Commission’s order dated November 1, 1944, issued pursuant
to section 11 (b) (1) of the Act, Columbia Gas was required to dispose
of its interests in certain former subsidiaries. However, jurisdiction
was reserved with respect to the retainability of certain other com-
panies, including several of Columbia Gas’ production and trans-
mission subsidiaries.’” To date, no determination as to- the retain-
ability or nonretainability of these companies has been made by the
Commission although the matter is presently under active con-
sideration.

General Public Utilities Corporation .

This company is the top holding company emerging from reorgan-
ization of the former Associated Gas and Electric Company system.
Reference is made to the 15th and 16th Annual Reports which out-
line briefly the steps taken in earlier years to bring about integration
and simplification of this extraordinarily complex structure. In
1938 this system consisted of 164 companies, including 11 subholding
companies operating in 26 states and in the Philippine Islands. The
present holding company system controlied by General Public Util-
ties Corporation (“GPU”) represents but a segment of the former
Associated system. Nevertheless, after giving effect to consumma-
tion of the reorganization plan under section'11 (b) (1) as more fully
described below, the GPU system will have total assets of approxi-
mately $361 million, after deducting valuation reserves, and annual
gross revenues of over $100 million. ' :

During the fiscal year 1952, further steps have been taken to
resolve the remaining integration problems of the system and to
bring it into conformity with the standards of section 11. After
hearings on the section 11 (b) (1) problems were concluded, the
Commission on 'December 28, 1951, entered its findings and opinion

8 Holding Company Act release No. 10882, ,
8 Holding Company Act release No. 11157, .
& Holding Company Act releases Nos.0180658 and 11284,
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and order.® It .determined that the electric facilities of GPU’s
domestic subsidiaries, except those of Northern Pennsylvania Power
Company, constituted a single integrated public utility system, and
that such facilities, together with coal mining, water and steam heat-
ing properties owned or operated by Pennsylvania Electric Company
(other than the minor steam hcating properties of Pennsylvania
Electric Company located at Clearfield, Pennsylvania) might be
retained by GPU or by its subsidiaries under the standards of section
11. In its order the Commission directed GPU to dispose of its
interests in: (1) Northern Pennsylvania Power Company and its
subsidiary, The Waverly Electric Light and Power Company;
(2) the gas properties (including production, transmission, and dis-
tribution facilities) of Jersey Central Power & Light Company;
(3) the steam heating properties of Pennsylvania Electric Company,
located at Clearfield, Pennsylvania; (4) the life insurance business of
Employecs Welfare Association, Incorporated (Delaware) in so far
as it relates to persons other than employees or officials of companies
in the GPU holding company system. The Commission’s order of
December 28, 1951, also annulled and cancelled its prior order of
February 9, 1945, which had removed Escudero Electric Service and
Manila Electric Company from the list of companies required to be
divested by the order of August 13, 1942. - '

In compliance with the above order with respect to the system’s
gas propertics, Jersey Central Power & Light Company, on June 3,
1952, sold its gas utility properties to New Jersey Natural Gas Com-
pany (formerly County Gas Company) for an aggregate amount of
$16,027,583.5°

On Deccember 31, 1951, Dover Casualty Insurance Co., a subsidiary
company engaged in casualty reinsurance, was dissolved and its assets
amounting to $438,347 were transferred to GPU.* Dover had no
securities outstanding in the hands of the public.

No program has yet been submitted with respect to compliance by
GPU with the remaining aspects of the Commission’s order. Upon
full compliance therewith, GPU will continue to be a registered holding
company and the utility properties of its remaining subsidiaries will
constitute a single integrated public utility system. Those subsidi-
aries are: Jersey Central Power & Light Company (N. J.), Metropoli-
tan Edison Company (Pa.), New Jersey Power & Light Company
(N. J.), and Pennsylvania Electric Company (Pa.). 'The latter in
turn controls two relatively minor nonutility subsidiaries, the oper-
ations of which are reasonably incidental to the utility operations of
the integrated system. .

During the past year the requirements of the domestic subsidiaries
of GPU made it necessary for GPU to undertake the issue and sale
of 531,949 shares of its common stock through a rights offering to its
common’ stockholders. This offering was made on July 1, 1952.
Gross proceeds amounted to approximately $11,000,000.* These
funds, less fees and expenses, are being employed by GPU for invest-
ment in the common stocks of its domestic utility subsidiaries to meet
their expansion requirements. GPU has also made capital contribu-
tions to certain subsidiaries from treasury cash. In addition, its

8 Holding Company Act release No. 10082,
8 Holding Company Act release No. 11210,

% Holding Company Act release No. 10983,
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domestic subsidiaries sold to the public $12,800,000 of mortgage bonds
and $7,000,000 of preferred stock. Virtually all of the proceeds
derived from these sales have also been applied to meet construction
requirements, -

Middle South Utilities, Inc.

Middle South Utilities, Inc. controls a utility. system serving a
three-state area embracing Arkansas, Louisiana and western Missis-
sippi. The company was organized in May 1949 to acquire from
Electric Power & Light Corporation the latter’s holdings in Arkansas
Power & Light Company, Louisiana Power & Light Company, Mis-
sissippi Power & Light Company, New Orleans Public Service, Inc.
and a small land company. :

Middle South is now an integrated regional holding company system

deriving the major portion of ils revenues from the sale of electricity.
The area served by the system has an estimated population of 3,900,-
000. System assets total $410 million, after deducting valuation
reserves, and annual gross revenues aggregate $112 million. The
system’s generating capacity has been more than doubled in the last
six years and is being further increased to meet new peak load re-
quirements. Aggregate construction expenditures programmed for
1952 and 1953 total $137 million.
. In May 1952, Middle South sold 600,000 shares of new common
stock at competitive bidding and realized approximately $12,800,000
from the offering.”® Shortly thercafter, the Commission approved a
credit agreement under which Middle South may borrow up to $15
million from banks. The approval covers two successive periods
extending to December 31, 1957. However, no loan rencwal may be
made during the second period without further application to the
Commission.®® Proceeds from these financing operations are being
used by Middle South to provide subsidiaries with new capital re-
quirements in such manner as to minimize financing costs during the
period of the new construction.

On September 25, 1951, the Commission approved the salec by
Arkansas of $8 million, 3% percent First Mortgage Bonds at competi-
tive bidding.?* Another operating subsidiary, Louisiana, received
authorization in November 1951 to borrow up to $13 million from
banks to meet immediate cash nceds for construction. These loans
are to be subsequently replaced with permanent financing.%

The Middle South system has taken several steps to limit its oper-~
ations to electric power gencration, transmission and distribution.
In the fiscal year 1951 Arkansas disposed of its entire gas utility
assets with the approval of the Commission.*® On February 29, 1952,
another subsidiary, Mississippi, divested itself of all -of its gas prop-
crties with the exception of relatively minor facilities used in connec-
tion with the fuel supply for Mississippi’s electric operations. With
the approval of the Commission, the property was sold for a cash
consideration of $11,128,151, plus or minus certain closing adjust-
ments. The purchaser was Mississippi Velley Gas Company, a new
corporation created for this purpose by Equitable Sccurities Corpora-

92 Holding Company Act release No, 11094.
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tion.¥ Jurisdiction continues to be reserved by the Commission with
respect to the retainability of certain gas and transportation properties
of New Orleans Public Service Inc.

National Fuel Gas Company

National Fuel Gas Company, through nine subsidiary companies,
operates a natural gas and mixed gas system doing business principally
in western Pennsylvania and western New York. Its purchases of
natural and manufactured gas aggregate over 80 percent of its total
gas supply, with the greatest proportion coming from fields in south-
western United States. System assets aggrsgate over $100 million,
net of reserves for depletion, depreciation and amortization.

The system’s construction expenditures for 1952 are estimated
at $10,200,000. A sizeable proportion of these expenditures reflect
the developmental work going on in the Driftwood area, Cameron
County, Pennsylvania. The 1953 estimate of cash requirements for
construction is set at $5,500,000.

On May 21, 1952, the Commission issued its order authorizing the
issuance and sale by National, pursuant to competitive bidding re-
quirements, of $18 million principal amount of 3% percent Sinking
Fund Debentures, due 1977.%® Of the proceeds derived from this
offering $11 million was used to repay outstanding bank loans pre-
viously incurred to purchase long-term notes of four subsidiary com-
panies. The balance of $7 million derived from the debenture financ-
ing is to be used, together with retained earnings, depreciation accruals
and funds from other internal sources, to complete the 1952 construc-
tion program. All public financing in the National system is under-
taken by the parent company which, in turn, prov1des both debt and
equity capital to the subsidiaries.

New England Electrie System

New England Electric System (“NEES”) and its subsidiary com-
panies constitute the largest utility organization in New England.
The system serves a total population of about 2,135,000 at retail and
also sclls large amounts of energy at wholesale. The system’s total
revenues from operations for the year 1951 amounted to approximately
$105 million, 89 percent of which was derived from the sale of elec-
tricity and 11 percent from the sale of gas. Aggregate assets of the
system are $438 million, after deducting valuation reserves. The
system has 35 active subsidiary companies of which 17 furnish elec-
tricity at retail in Massachusetts and Rhode Island. Two generating
and transmission companies opcrating in Massachusetts, New
Hampshire and Vermont supply electricity on a wholesale basis.

On July 14, 1951, NEES invited proposals for the purchase of all
or part of the system’s gas propertics located in Massachusetts. As
a result, NEES received six proposals for the purchase of these prop-
erties, the highest of which bid a base price of $22,780,000. Sub-
sequently, due to a change in money markets, the highest bidder
was unable to finance the purchase and efforts to sell the properties
‘were postponed. During the past year, most of the properties have
been converted from the use of manufactured gas to natural gas.

. During the fiscal year, the Commission approved 39 applications

¥ Holding Company Act releases Nos. 11019 and 11008,
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by subsidiary companies to borrow an aggregate of $81,285,000 from
commercial banks and 37 applications to borrow $12,060,000 from
NEES upon the issuance of short-term notes, some of which was used
to repay other short-term notes which were becoming due. Three
subsidiaries sold common stock to NEES for $8,100,000 and three
‘subsidiaries sold $16,500,000 principal amount of bonds to the public.
In addition to retained earnings, NEES financed its purchases of sub-
sidiary securities by the sale of 920,573 shares of its common stock
by means of an underwritten rights offering to its stockholders on
the basis of one new share for each eight shares held.®® The proceeds
from this sale exceeded $11 million and the size of the offering reflects
recommendations by the staff of the Commission of a 25 percent in-
crease in the number of shares to be issued.

1t is estimated that construction expenditures of the NEES system
for the years 1952 and 1953 will aggregate approximately $90 million
as compared with the $151 million expended during the previous five
years. To finance this expansion and to reduce outstanding short-
term bank debt, NEES estimates that system companies will sell
about $90 million of securities during 1952 and 1953. ,

NEES has indicated that it contemplates the merger of several
electric and gas operating properties into larger units and the merger
of its two wholesale generating and transmission companies.

New England Gas and Electric Association

New England Gas and Electric Association (“NEGEA”) is a
Massachusetts trust holding, directly or indirectly, the common stocks
.of seven electric and gas utility companies located in Massachusetts,
one electric utility company in New Hampshire and one electric utility
company in Maine. In addition, it owns the common stock of a
steam heating company located in Massachusetts. NEGEA has also
acquired 35.82 percent of the common stock of Algonquin Gas Trans-
mission Company, a natural gas pipeline company to be engaged upon
completion of its construction in transporting natural gas from New
Jersey. for sale to distributing companies in New England. Participat-
ing with NEGEA as common stock holders of Algonquin are Eastern
Gas and Fuel Associates, Texas Eastern Transmission Corporation
and Providence Gas Company.

Shortly after the close of the fiscal year, the Commission approved
the issuance and sale by Algonquin of $9,734,000 of First Mortgage
Pipeline Bonds to a group of three insurance companies which,
together with a fourth institutional investor, had previously purchased
$27,600,000 of Algonquin’s bonds.! The sale was exempted from the
requirements of rule U-50. Algonquin also sold 48,660 additional
shares of common stock, of which 15,610 shares were acquired by
NEGEA.

Algonquin will use the $14,600,000 proceeds from the sale of its
mortgage bonds and common stock to meet the balance of the cost
of its new pipeline estimated at $51,500,000. Since NEGEA will
purchase somewhat less than its proportionate share of the new com-
mon shares to be issued, its relative stock ownership will be reduced
slightly to 34.52 percent. ’

The operating subsidiaries of NEGEA are continuing the con-
struction program commenced prior to the past fiscal year. Estimated

% Holding Company Act release No. 11202,
1 Holding Company Act release No. 11417,
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gross plant additions for the calendar years 1952 and 1953 are ex-
pected to aggregate $12,400,000. To finance this construction pro-
gram the subsidiaries propose to use funds generated from internal
sources in the amount of $6,600,000, with the balance to be obtained
through bank loans in the amount of $5,800,000, of which $3,700,000
was approved by the Commission in 1952. :

In October 1951 the Commission approved the issue and sale by
- NEGEA, pursuant to competitive bidding, of $6,115,000 principal
amount of 20-year sinking fund collateral trust bonds. The proceeds
of the issue were utilized to purchase additional common stocks of
subsidiary companies. The latter, in turn, used the proceeds to repay
bank loans and for other corporate purposes.?

In November 1951 the Commission approved the merger of Dedham
and Hyde Park Gas Company and Milford Gas Light Company with
Worcester Gas Light Company thereby reducing the number of
Massachusetts utility subsidiaries from 9 to 7. Virtually all of
the gas requirements of the two smaller companies had been supplied
by the Worcester company for many years.®

Although NEGEA does not presently have any section 11 plan be-
fore the Commission, jurisdiction has been reserved with respect to
section 11 (b) (1) proceedings originally instituted in September 1942,
In approving NEGEA’s previous plan of reorganization in 1946 the
Commission stated that such approval should not be construed as a
determination as to the rctainabilily of properties in the holding
company system and its order approving the plan separated for
further hearing the proceedings under section 11 (b) (1).?

Northern States Power Company

Northern States Power Company (Minnesota) is an operating-
holding company engaged, cither directly or through subsidiaries,
in the electric and gas utility business in the states of Minnesota,
Wisconsin, North Dakota and South Dakota. Aggregate system
assets, after deduction of depreciation reserves, total over $327 mil-
lion and annual revenues exceed $90 million, of which 88 percent are
derived from sales of electricity.

During the past fiscal yecar, Northern States and three of its sub-
sidiaries received authorization of the Commission to reclassify
certain of their plant accounts on the basis of original cost.® In
connection therewith, two of the subsidiarics were permitted to
recapitalize their sccurity structures in order to remove deficits in
their surplus accounts and to simplify and improve the capital
structure of the system.’

During 1951 the system expended $32,256,000 for construction
purposes and it is estimated that expenditures during 1952 will
approximate $34,800,000. These amounts are part of an over-all
program under which the system expects to expend $143 million during
the 5-year .period 1952-56. To finance this expansion, Northern
States 1ssued with approval of the Commission,” $15 miilion of short-
term notes which were subsequently repaid from the proceeds of the
issuance of $21,500,000 principal amount of bonds and an under-

2 Holding Company Act releases Nos. 10813 and 10836.

3 Holding Company Aect release No. 1090

4 Holding Company Act release No. 6729

8 Holding Company Act releases Nos. 10757, 10758 and 10801,
6 Holding Company Act release No. 10802.

7 Holding Company Act release No. 10772.



122 SECURITIES AND "EXCHANGE COMMISSION

written offering to the company’s stockholders of 1,108,966 shares of
common stock producing procceds in excess of $11,500,000.8 .

On September 22, 1952, proceedings were instituted by the Com-
mission under section 11 (b) (1) looking toward resolution of the
system’s remaining problems of compliance under the Act.®

The North American Company
Union Electric Company of Missouri

Union Electric Company of Missouri is an operating-holding
company serving either directly or through its subsidiaries, a large
area in the State of Missouri and smaller sections in Illinois and
Towa. It has two utility subsidiaries, Union Electric Power Company
and Missouri Power & Light Company, and three non-utility sub-
sidiaries. System assets, after deduction of valuation reserves, total
over $369 million, and annual revenues are over $84 million. Union
Electric is the sole remaining utility subsidiary of The North American
Company which at one time controlled 36 utility and 46 non-utility
subsidiaries operating in ten states and in the District of Columbia.

During 1951 Union Electric and-its subsidiaries spent $33,388,000
for construction and have embarked upon a program calling for ex-
penditures in excess of $168 million between 1952 and 1955. The only
major financing undertaken during the past fiscal year was the sale
by Union Electric of $30 million of First Mortgage Bonds at
competitive bidding in May 1952.' .

As reported in the 17th Annual Report, Union Electric is par-
ticipating with four other utilities in the formation and development
of a new corporate enterprise, Electric Energy, Inc., which was
organized to supply one half of the power requirements of the Paducah,
Kentucky, plant of the Atomic Energy Commission. Union Electric,
with a 40 percent interest in the common stock of the company, has
the largest single stock interest.of all of the five participants.

On April 28, 1952, North American filed a plan with the Com-
mission under section 11 (e) proposing its liquidation and dissolution. 1!
Under the plan, immediately upon its approval by the Commission
and by a United States district court, North American will distribute
to its stockholders as an initial liquidating dividend one share of
Union’s new $10 par valuec common for each 10 shares of North
American common held. A similar distribution will be made ap-
proximately one year after the first distribution and a final distribu-~
tion made two years after the first distribution on a share-for-share
basis. Fractional shares will not be distributed, but will be paid
for in cash. The Union Electric common stock to be distributed as
liquidating dividends will be a newly created issue of 10,300,000
shares of $10 par value per share. Union Electric’s presently out-
standing 11,450,000 shares of no par value common stock, all of which
is owned by North American, will be reclassified into 10,300,000
shares of no par value common stock. Prior to the distribution of
each liquidating dividend by North American, it will exchange the
requisite number of shares of new no par common stock of Union for a
like number of shares of new $10 par value common stock of Union,
which will be distributed. While Union expects to pay cash dividends
on the shares of $10 par value stock distributed under the plan, no

8 Holding Company Act releases Nos. 11275, 11295 and 11317,
¢ Holding Company Act release No, 11498,

10 Holding Company Act release No. 11187,
il Holding Company Act release No. 11222,
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dividends will be paid on the reclassified common stock of no par
value held by North- American except pursuant to permission of the
Commission. Commencing with the initial liquidating dividend,
North American will cease paying cash dividends. During the two-
year distribution period, to the extent feasible, North American will
liquidate all of its assets other than its holdings of Union Electric
common stock. At the end of the period, the small number of Union
Electric’s shares remaining undistributed will be delivered to Union
Electric for cancellation and any other remaining assets of North
American will be transferred to Union Electric for final disposition.
Union Electric will assume all of North American’s remaining liabil-
ities and the latter company will be dissolved. The plan was approved
by the Commission on October 31, 1952.12

In addition, North American, as the owner of all of the preferred
stock and 376,151 shares of the 466,548 shares of outstanding com-
mon stock of North American Utility Securities Corporation, filed an
amended plan for the liquidation and dissolution of this subsidiary.
The amended plan reflected an agreement reached with the assistance
of the stafl of the Commission by North American and a committee
representing the public holders of Securities Corporation’s common
stock as to an appropriate settlement of claims raised on behalf of
the public security holders that North American’s interest in Securities
Corporation should be subordinated because of its asserted mismanage-
ment of the company. The plan provides that the public owners of
the 90,397 shares of Securities Corporation common will be paid in
cash at the rate of $9 per share. North American will receive all of
Securities Corporation’s remaining assets and assume all of its liabil-
ities. The Commission issued its findings, opinion and order approv-
ing this plan on July 23, 1952.13 1t has since been ordered enforced
by the United States District Court for the District of Maryland "
and was consummated on October 1, 1952.

The Southern Company

The Southern Company is the parent holding company of a system
which survives the former Commonwealth & Southern Corporation.
The integrated system which it controls furnishes service through
four clectric utility subsidiaries in Georgia, Alabama, Florida and
Mississippi. It is the second largest of the continuing systems with
$635 million of assets, after deduction of depreciation reserves, and
gross annual revenues of $151 million. ,

Economic development in the territory of The Southern Company
has required an impressive expansion of its physical properties. Its
program for 1952-53 calls for expenditures aggregating $214 million.
Current cash requirements are being financed through the sale of
bonds and common stock. In the spring and summer of 1952 ap-
proximately $39 million was obtained through the sale of bonds by
subsidiaries; $12 million by Alabama Power Company; $20 million
by Georgia Power Company and $7 million by Gulf Power Company.'s
An additional $13 million was obtained in July from a rights offering
to Southern’s common stockholders.'® This will be supplemented by

12 Holding Company Act release No. 11530.

13 Holding Company Act release No. 11390.

14 In re North American Utility Securities Corp., unreported (D. Md., No. 5935, September 16, 1952).
15 Holding Company Act releases Nos, 11168, 11352 and 11312, :

18 Holding Company Act release No. 11294,
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cash from retained earnings, depreciation and other internal sources.

Following Alabama Power Company’s acquisition of the Birming-
ham Electric Company and the disposal by Birmingham of its trans-
portation properties, Alabama and Birmingham filed a plan pursuant
to section 11 (e) in which it is proposed to merge Birmingham into
Alabama Power Company.!” Under the plan as amended the 8,394
publicly held shares of Birmingham’s 4.20 percent preferred stock
will be exchanged for an equal number of 4.20 percent preferred shares
of Alabama. The public holders of 10,797 shares of common stock of
Birmingham may elect to receive for each share of Birmingham
stock surrendered 1% shares of the common stock of Southern Com-
pany plus $2.40 in cash or $25.15 in cash. The amended plan was
approved by the Commission on October 21, 1952.18

The West Penn Electric Company

The West Penn Electric Company is the parent holding company in
a utility system deriving about 95 percent of its revenues from sales
of electric power and servicing a territory located principally in
Pennsylvania, West Virginia and Maryland. Small adjacent sec-
tions of Ohio and Virginia are also served. Its principal operating
subsidiaries are the Potomac Edison Company and West Penn Power
Company, both of which are also registered holding companies. The
system covers a territory of 29,000 square miles and serves over 650,000
customers. Total system assets, after deduction of valuation re-
serves, aggregate over $380 miilion and the system’s gross annual
revenues total approximately $100 million. West Penn was formerly
a subsidiary of American Water Works & Elcctric Company, Inc.
which was liquidated in January 1948, following divestment of its
large water utility holding company system.

The construction program of West Penn system will require ex-
penditures aggregating $94 million in 1952-53. The parent company
obtained $12,500,000 through a common stock rights offering of
440,000 shares to its stockholders, who subscribed for approximately
97 percent, of the shares, even though no oversubscription privilege
was offered. The remaining shares were purchased by underwriters.®
An additional $12 million was obtained 1n April through the sale of
bonds by a subsidiary company, West Penn Power Company.?
Additional financing scheduled in 1953 will totdal $30 million. The
balance of cash requirements will be derived from internal sources
and from temporary bank loans, if necessary.

In March 1952, the Commission issued its supplemental findings,
opinion and order requiring an additional payment of $10, plus com-
pensation for delay, on each share of American Water Works &
Electric Company, Inc., $6 cumulative preferred stock.?! This
amount is in addition to the $100 per share liquidation preference plus
accrued dividends paid in October 1947. The decision of the Com-
mission was opposed by West Penn and argument was presented
before the United States District Court for the District of Delaware
which on September 17, 1952, approved the order of the Commisson.??
The required additional payments were.made as of November 12, 1952,

17 Holding Company Act release No. 11154,
18 Holding Company Act release No. 11548,
1® Holding Company Act release No. 11017,
20 Holding Company Act release No, 11123,
3t Holding Company Act release No, 11095,
22 107 F. Supp. 350 (D, Del., 1852).
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PUBLIC UTILITY FINANCING—REVIEW OF RECENT DEVELOPMENTS

Construction expenditures made during the fiscal year by privately
owned electric and gas utilities (exclusive of gas transmission com-
panies) amounted to about $2.8 billion, of which the electric utility
companies accounted for about $2.45 billion and gas utilities for
about $350 million. This marks a new high in construction expendi-
tures for any one ycar, and an increase of about $400 million over
the previous year. Funds necessary to finance this program were
raised principally by the issuance of $2.3 billion of securities, the
balance being derived from the retention of earnings and other
internal sources. Data from industry sources indicate that con-
struction expenditures by private electric utilities in the fiscal year
1953 will reach $2.8 billion.

The following tabulation, covering the fiscal years 1949 to 1952,
includes all security sales for cash, plus refunding exchanges, by
electric and gas utility operating companies which have been approved
under sections 6 and 7 of the Act or which have been registered
with the Commission under the Securities Act of 1933. The table
also sets forth data, representing at best rough estimates, with
respect to private placements of securities not subject to either
the Holding Company Act or the Securities Act. Security sales by
gas utilities included in the table cover only those by companies
which are engaged in the retail distribution of natural or manufactured
gas.

Securily tssues sold for cash or issued in exchange for refunding purpoces by all
electric and gas utilities ! (excluding gas iransmission companies)

Fiscal years 1949-52

Per- Per- Per- Per-
July 1, 1948, | cent| July 1, 1949, | cent{ July 1, 1950, | cent| July 1, 1951, | cent
to June 30, of { toJune 30, of | toJune 30, of | toJune 30, of

1949 to- 1950 to- 1951 to- 1952 to-
tal tal tal tal

$899, 434, 729’ 471 $053,782,2401 43! $785,947,640] 43 $1,085,797,377) 47
241,238,500 13| 104, 700, 235 5 69, 080, 740, 4 74,762, 3
102,779, 280; 10} 362,015,050 16| 137,434,438 8 274,040,623 12

364,016,666/ 19| 501,460,071 23| 413,292,772 23] 491,613,590 21

Total sales subject

to the 1933, the

1935 Act or both
statutes. .. ._....-. 1,697,469, 175| 89| 1,921,957, 596] 87| 1,405, 755,590 78 1,926,214,490| 83
Private placements not
subject to either act
(estimates) ..o 200,000,000 11| 300,000,000 13| 400,000,000 22! 400,000,000 17

Total security sales.] 1,897, 469, 175, 100 2,221,957, 596| 100; 1,805, 755,590 100, 2,326, 214, 490| 100

l i

t In addition, utility operating companies subject to the Holding Company Act sold notes with maturities
of 5 years or more in the following amounts:
1949 . e scamee e eceamecemneamae—ans $62, 090, 000
23, 200,

39,934, 912
83, 601, 128

The substantial increase in volume of financing during the fiscal
year reflects the increase in cash requirements for construction and a
marked improvement in the market for utility debt securities. In
the first half of the fiscal year, bond prices generally continued at the
depressed levels which prevailed after the Federal Reserve Board
withdrew its support from the Government bond market in March
1951. However, in January 1952, investors began paying premiums
in the open market for seasoned high grade issues in the absence of
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new offerings. The uptrend was confirmed in March when institu-
tional investors, responding to a series of new offerings, absorbed in
one day an $80 million inventory of mortgage bonds held by under-
writers. Thereafter, until the close of the fiscal year, the market
remained relatively stable with yields averaging about 10 to 15 basis
points lower than the previous year, in spite of an exceptionally heavy
volume of new issues. Corporate financing during this quarter was
at one of the highest levels of any quarter on record.

During the 12 months ended June 30, 1952, 352 matters were
presented for determination pursuant to sections 6 and 7 of the Act,
under which the Commission is required to pass upon the issuance of
securities and assumptions of liability and alterations of rights of
securities by registered holding companies and their subsidiaries.
A total of 374 matters were disposed of during the year, including a
few carried over from the latter part of the preceding year. All but
32 of these matters related to issues of securities. In the fiscal year
1951, 326 matters were disposed of under scctions 6 and 7. The
increase in matters disposed of during the year was mainly accounted
for by approximately 75 short term note authorizations granted the
several electric and gas utilities in the New England Electric System.

The following tables covering the fiscal years 1951 and 1952 analyze
in detail the volume of securities sold for cash, or issued in exchange
for refunding purposes by registered holding companies and their
subsidiaries pursuant to authorizations of the Commission under
sections 6 and 7 of the Act. Portfolio sales and issues in connection
with reorganization are excluded.

Sales of securities and application of net proceeds approved under the Public Ultility
Holding Company Act of 1936 during the fiscal year July 1, 1961, to June 30, 1952

Application of net proceeds 1

Nt'_qmber Total fcclln'ity Refinanci
of issues sales efinancing
short-term Re{ggd'

loans 2

New money
purposes

Sales by electric and gas utilities: 8
Bonds._.

42 $439, 195,363 | $339, 565,417 | $04, 465, 882

Notes ¢_ 82 41, 966, 128 35, 353, 734 6, 402, 065
Preferred stock.._ 4 27,725, 750 25, 335, 388 1, 616, 250
Commonstoek ... __..___.._ 60 166, 697, 851 107, 231, 134 57, 579, 981

Total oo 188 675, 585,092 | 507,485,674 | 160, 064, 178
Sales by holding companies:

Bonds (collateral trust) ... 1 6, 176, 150

Debentures oo -ocoooo.o 4 99, 761, 480

Common stock 9 111, 057,716
Total 14 216, 995,346 | 175, 088, 220 37,010,000 | _________

Sales by nonutility companies:

Bonds_.._.__...___..___ 6 96, 440, 000 93, 689, 124

Debentures. 2 55, 000, 000 50, 406, 375

Notes ¢ - 46 41, 725, 000 39, 208, 426

Common stock 10 6, 304, 975 6, 299, 850
Totalo oo 64 199, 469, 975 189, 603, 775 9,514,514 {__________
Grand total . ____________________ 266 | 1,092,050,413 | 872,177,663 | 206, 588, 692 115, 000

1 Differences between total security sales and total proceeds is represented by flotation costs to the issuing
companies.

1 Notes and bank loans of less than 5 years maturity, usually for construction purposes. The majority
of these notes have a maturity of less than 1 year.

3 Includes sales by registered operating-holding companies which derive a substantial proportion of
income from their own operations, but which also may have 1 or more utility subsidiaries.

4 With maturities of 5 years or more.

No71E.~—~Included in the total for the fiscal year 1952 are $300,000,000 of securities purchased by registered
holding companies from their subsidiaries,
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Sales of securities and application of net proceeds approved under the Public Utility
Holding Company Act of 1936 during the fiscal year July 1, 1950, to June 30, 1951

Application of net proceeds t

Number | Total security
of issues sales ! Refinancing Refund-

New money
purposes Shl‘:)r;;g’;m ing

Sales by electric and gas utilities: 2
28 $304, 014, 743 | $145,211,511 | $123, 467,932 | $31, 507, 623

2 8, 868, 900 1,057,773 4,332, 203 2,633, 147
35 36, 034, 912 32,193,016 3,750,000 |._._________.
81 . 74,402,178 34, 402, 899. 10, 500,000 | 28, 285, 959

59 168,412,304 | 136,132,165 | 29,598,631 | 1,399,230
132 | 591,733,037 | 349,597,364 | .171,648,766 | 63,825, 959

Sales by holding companies: . ,
" Debentures ... ocoioocoeoonas 2 142, 827, 200 60,207,355 | ocoo___ 81, 550, 000
Common stock.._________._..... 9. 83,071,584 | . 81,074,499 1,000,000 |- _._____.

S11 226, 798, 784 | 141,281,854 1,000,000 | 81, 550, 000

4 40,779,525 | 25,480,668 | 15,000,000 |._._._______
1 34,000,000 |__o___...__..
71 - 500,000 5,807, 405
19 14, 980, 781 9,767, 747
31| . 95660,306 | 41,145,820 [ 20,150,000 | 33,962,100

174 914,192,127 | 532,025,038 | 192,798,766 | 179, 338, 059

! Differences between total security sales and total proceeds is represented by flotation costs to the issuing
companies. R .

3 Notes and bank loans of less than 5 years maturity, usually for construction purposes. The majority
of these notes have a maturity of less than 1 year.

9 Includes sales by registered operating-holding companies which derive a substantial proportion of
income from their own operations, but which also may have 1 or more utility subsidiaries.

4 With maturities of 5 years or more.

Note.—Included in the total for the fiscal year 1951 are $202,000,000 of securities purchased by registered
holding companiecs from their subsidiaries.

Virtually all financing during the fiscal year 1952 by electric and
gas utilities-subject to active regulatory jurisdiction of the Commis-
sion under the Act was for the purpose of raising new money.?®* Re-
funding issues were not in evidence, because the rclatively high
interest rates which prevailed during the year provided no incentive.
The sharp increase in the total number of issues sold under sections
6 and 7 of the Act from 174 in 1951 to 266 in 1952 is primarily due to
the large number of long term serial notes sold to holding companies
by subsidiaries. These electric and gas utilities issued $481 million
of debt securities during fiscal 1952, representing 71 percent of their
total security sales. In 1951, $348 million principal amount of debt
was issued, amounting to 59 percent of total security sales. This
increase of long term debt financing was accompanied by a substantial
decrease in preferred stock offerings from 13 percent to 4 percent and,
to a lesser extent, a decrease in common equity issues from 29 per-
cent to 25 percent. Market receptivity for both preferred and com-
mon stocks continued comparatively strong throughout most of the
fiscal year. . -

Registered holding companies, including several operating-holding
companies, in carrying out one of their most important functions of
furnishing capital to their subsidiaries, purchased $300 million of
subsidiary securities during 1952, in addition to making a substantial

23 For the purpose of this analysis, the refinancing of short term notes is econsidered to constitute the rais-
ing of new money, since note issues with a maturity of less than b years are not included in the tabulations
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number of capital contributions, short term loans and open account
advances. Of the securities purchsased, $196 million represented
debt issues and $104 million common stocks. To raise the capital
necessary to provide this assistance, holding companies sold approx-
imately $217 million of securities to the public as shown in the pre-
ceding tables and in addition an estimated $150 million was sold for
reinvestment in subsidiaries by operating-holding companies. In
1951, holding companies purchased $202 million of subsidiary securi-
ties. Cash for these purchases was obtained from the sale of $145
million of holding ‘company securities, and sales by operating-holding
companies for this purpose amounting to $42 million.* With respect
to both years, the sales of debt securities by registered holding com-
panies represent for the most part parent company financing in
systems where the subsidiaries have little or no senior securities in
the hands of the public, thereby enabling the-holding companies to
issue senior securities without impairing the consolidated equity
position of the system.

Nonutility subsidiaries of registered holding companies, consisting
mainly of gas transmission companies, issued almost $200 million of
securities during the year, an increase of $105 million over the pre-
vious fiscal year. All but 12 percent of these amounts were pur-
chased by parent holding companies, the remainder being sold
privately. Long term debt issues comprised 97 percent of the total,
common stock the balance. :

The rights offering procedure has continued to dominate utility
common stock financing under the Act in the fiscal year 1952. Com-
mission policy regarding this method of obtaining equity capital
was reiterated in a memorandum opinion issued in March 1950:
“* * * Tt is, and has long been, our opinion that when holding
companies and public utility companies subject to our jurisdiction
sell additional shares of common stock, their own interests, as well as
the interests of their common stockholders are, absent special circum-
stances, best served by allowing common stockholders the right to
purchase their proportionate shares of the new issue * * *7 %

During fiscal 1952, companies subject to active regulatory juris-
diction under the Act publicly sold a total of $182 million of common
stocks, of which 64 percent or $116 million was raised by means of
rights offerings and the balance of $66 million was sold directly to
the public. In 1951, $117 million of common stock was sold by
means of rights and $27 million directly to the public.® The amount
raised through rights offerings which were not underwritten declined,
however, from 64 percent of the total rights offerings in 1951 to 27
percent in 1952. During fiscal 1951, of a total of 14 subscription
offerings, nine were made without underwriting, including four issues
which received the benefit of dealer solicitation. In fiscal 1952,
however, of a total of 10 rights offerings, only two issues were sold
without underwriting or dealer solicitation assistance, and- the bal-
ance were underwritten. Of these 10 issues, six were sold with
oversubscription privileges and were well oversubscribed. The other
four issues were offered to stockholders without oversubseription
privileges, and subscriptions ranged from 4 percent to 94 percent.

# There are several reasons accounting for the apparent differences between holding eomp.nm} sales and
#absidiary investments, chief among which is the lapse in time from one fiscal year to another while the
stages of intrasystem financing are being completed. . .

. ¥ Holding Company Act release No. 9730.
# These figures are exclusive of sales by subsidiaries to parent companies.
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All of these four latter rights offerings were underwritten and, in
those cases where the subscription price was set’ below the then
prevailing market price of the shares, the offerings were more than
90 percent subscribed.

Common stock issues registered by electric and gas utilities under
the Seccurities Act of 1933, but not required to be passed upon under
sections 6 and 7 of the Holdmg Company Act, followed virtually the
same pattern as common stock financing carried out under our juris-
diction under the 1935 Act. A total of $325 million was raised
through common stock issues subject only to the 1933 Act, of which
$210 million or 65 percent of the total was raised through 26 issues
representing rights offerings. Seventeen issucs with a gross sales
value of $115 million were sold directly to the public.” Similarly;,
15 of the rights offerings totalling $150 million were made without
the benefit of oversubscription privileges and nearly-all of these were
underwritten. Furthermore, such of these offerings as were made
with subscription prices at a discount below the prevailing market
were subscribed more than 80 percent. It is interesting to note that,
since 1948, the amount of capital raised by all electric and gas utilities
of the United States” by means of rights offerings to stockholders
has never dropped below 60 pcrcent of total common stock sales by
such companies.

Another important development in pubhc utility. financing during
the fiscal year has becn the sharp increase in interest rates on short
term loans. Interest rates on prime utility loans maturing up to one
year have risen one-half of one percent. In October 1951, the rate
was raised from 2J% percent to 2% - percent and advanced again in
December to 3 percent.. The rise has been attributed to the tre-
mendous expansion of short term loans by banks and to the tighten-
ing money market supply situation traceable to reduced purchases of
U. S. Government securities by the Federal Reserve System.

COMPETITIVE BIDDING

Offcrings of securities by issuing companies under scctions 6 (b)
and 7 of the Act and portfolio sales by registered holding companies
under section 12 (d) are required to be made at competitive bidding
in accordance with the provisions of rule U-50. Certain special
types of sales, including issues of less than $1 million, short term
banlk loans, issues the acquisition of which have been authorized under
section 10 and pro rata lssues to existing security holders, are auto-
matically exempt under clauses (1) thlough (4) of paragraph (a) of
the rule. In paragraph (a) (5) the Commission retains the right to
grant cxemptions by order where it appears that competitive bidding
1s not necessary or appropriate to carry out the provisions of the Act.

Securities sold at competitive bidding under rule U-50 from its
effective date, May 7, 1941, to June 30, 1952, total in excess of
$7,400,000, 000. A tabular presentatxon showmg the various classes

% Excluding gas transmission coinpanies.

232122—53——10
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of securities, number of issues and amounts, for.the entire perlod and
for the past fiscal year is set forth below:

Sales of securities pursuant to rule U—5O

May 7, 1941, to June 30, |July 1, 1951, to June 30,
1952 1952

Number Number N

of issues | ATOUDE [ ticqnes | Amount!
Bonds‘ ________________ ) [ S 317 | $4, 083, 444,000 > 33 $390 415, 000
Debentures 37 863, 938, 000 3 000 000
Notes_ ... 8 69, 500, 000 .2 13 000, 600
Preferred stock. 86 | . 747,721,700 . 4 27, 000, 0600
Common stock 84 771,052, 201 .14 142, 360' 965

Total : JR— ' 532 | 7,441,661,901 |- . 56 670, 775, 965

1 Amounts shown represent principal amount of bonds, debentures and notes; par or stated value of
preferred stock; and procecds of sale’of common stock.

As previously indicated, a total of $1,092,050,413 of securlbles were
sold for cash in the fiscal year 1952 by reglstered holding companies
and their subsidiaries, of which amount $670,775,965 were sold at
competitive bidding pursua,nt to rule U-50. The différence of $421
million is largely accounted for by. approximately $360 million of
securities automatically exempt under the terms of thé rule, of which
$300 million were sold by subsidiaries to their parents. Also included
in that differénce were private placements of about $60 million which
had been exempted from the competitive bidding requirements of
rule U-50 by orders entered in earlier years but which were not sold
until this year.

The experience gained in the 11 years of administration of rule
U-50 has adequately demonstrated its workability and effectiveness in
mamtamlng competmve condmons in the marketing of securities and
in achieving minimum costs in the procurement of capital. However,
the Commission has always recognized that flexibility of apphcatlon
was essential and in a.number of cases, where unusual circumstances
were present, it has granted exemptlons by order from the competitive
bidding requirements of the rule. During the period of existence of
the rule, 201 issues of securities of registered holding companies and
their subsidiaries with aggregate proceeds of $1.5 billion have been
exempted in this manner. Such sales, of course, do not include the
automatic exemptions afforded by the rule.

In the fiscal year 1952 only one issue with proceeds of $2 million
was exempted from competitive bidding by order as compared .with
eight issues with dollar volume of $158.5 million in 1951. Almost
all of the securities exempted in the fiscal year 1951 were private
placements of standby commitments to finance construction projects
extending over comparatively long periods of time.

It is important to note that only 25 percent of the issues repre-
senting 28.5 percent of the total dollar volume of exempted issues
were sold by means of underwritten transactions. The following table
summarizes the exempt security sales and shows the volume and
types of securities exempted together with the amounts of securities
sold with and without underwriting arrangements.
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Sales of securities pursuant to orders of the Commission granting exemplions from
competitive. bidding requirements under the provisions of paragraph (a) (5) of
rule U-60 ' May 7, 1941, to June 30, 1952

Underwritten trans- Nonunderwritten ;
actions transactions Total all issues
Number Number Number

of issues | AMOUNE? | Gicnes | Amount® | ricnes | Amount?
Bonds. .o oeeccceceena 4 $27, 027, 500 58 $611, 901, 768 62 $638, 929, 268
Debentures.._... R, 3 83, 425, 000 5 36, 779, 939 8 120, 204, 939
[0) 7 SO OUIIN PSRRI PR 19 32, 894, 158 19 32, 804, 158
Preferred stock * 60, 868, 703 23 257, 610, 344 33 318,479, 047
Common stoek. ... _..... 33 278, 484, 644 46 186, 163, 716 79 464, 648, 360
TOtAl e eeeeeeee e 50 | 449,805,847 | . 151 1,125,349,925 201 | 1,515,155, 772

! Exclusive of automatic exemptions afforded by clauses (1) through (4) of paragraph (a) of rule U-50,
2 Procceds to seller before expenses. IR

COOPERATION WITH STATE PUBLIC UTILITY COMMISSIONS

The underlying objective of the Holding Company Act is to free
operating electric and gas utility companies from the control of ab-
sentee and uneconomic holding companies and to provide effective
supervision over regional integrated holding company systems, thereby
permitting more effective regulation of the operating companies by
the States and municipalities in which they operate. Viewed in the
over-all the purpose of the Act is to supplement and strengthen local
regulation; a fundamental concept which is inherent in the basic
policies set out in the preamble and which also finds direct expression
1n many other sections of the statute. In the administration of this
statute problems are constantly arising which are of special concern
to the state commissions, and notices of all proceedings of possible
interest to them are automatically sent to state and local regulatory
authorities. Aside from the numerous informal discussions between
representatives of this Commission and local afithorities, there were
several instances of cooperation during the past yecar which may be
specifically noted.

An investigation conducted by the staffl of the Commission in the
spring of 1951 revealed that Investment Bond & Share Corporation
had been operating for a number of years as a holding company within
the meaning of section 2 (a) (7) (A) of the Act and that the company
had taken no steps to effect its registration as a holding company or
to apply for such exemption as might have been available to it. As
a result, IBS registered with the Commission on July 2, 1951, and in
August of that year submitted a plan pursuant to section 11 (e) of
the Act for the purpose of effecting its ultimate liquidation in com-
pliance: with :the physical integration and corporate simplification
provisions,iof section 11 (b) of the Act. In connection with these
proceedings. menibers .of the Commission’s staff conferred at length
with«the:general counsel of the Florida Railroad & Public Utilities
Commission regarding certain proposed transactions between IBS and
its subsidiary, Jacksonville Gas Corporation. The questions of mutual
interest involvied such matters as restrictions of surplus against pay-
ment- of, dividends, ,the; right, of Jacksonville to recover certain fees
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believed to have been illegally paid, the assirance of an independent
board of directors for Jacksonville following its divestment of control
by IBS, and the reacquisition by Jacksonville of certain shares of its
stock which IBS had acquired without proper authorization of the
Commission. Arrangements were worked out to the satisfaction of
the Florida representatives and members of this Commission’s staff
agreed to keep the Florida Commission fully informed of all subsequent
developments. . '

In August 1952, representatives-of this Commission conferred at
length with representatives of the Connecticut Public Utilities Com-
mission and representatives of Derby Gas & Electric Corporation
regarding certain of that company’s remaining problems under section
11 (b) (1) of the Act. The Connecticut Commission was very helpful
in the devising of a program for the ultimate resolution of such
problems.

Early in the past year, the Mississippi River Fuel Corporation made
application to the Public Service Commission of Missouri for permis-
sion to acquire shares of common stock of Laclede Gas Company which
serves the city of St. Louis. Subsequently, Mississippi River ac-
quired approximately eight percent of the voting stock of Laclede and
thercby became an affiliate of Laclede within the meaning of section
2 (a) (11) of the Act. The Missouri commission was very cooperative
in keeping the staff of this Commission advised of important develop-
ments in this situation.

The specific instances of cooperation enumerated above are de-
scriptive of only a portion of the cooperative effort of this Commission.
Of even greater over-all advantage to the state and local regulatory
authorities is the accomplishment of the basic objectives of the
Holding Company Act. The operation of section 11, for instance,
has had a two-fold effect. Through the divestment of properties not
meeting the physical integration standards of section 11 (b) (1), a
total of 381 electric gnd gas utility companies with aggregate assets
of $9 billion have been severed from burdensome holding company
control and are now operating as independent units or, in a few in-
stances, as intrastate holding company systems. Approximately 20
other holding company systems with assets totaling $7 billion will
remain in operation following complete compliance with the physical
integration and corporate simplification requirements of section 11 (b)
of the Act and the effectiveness of state and local regulation of the
operating subsidiaries of these companies will be protected and
strengthened by the continuing supplementary jurisdiction of this
Commission under the various other sections of the Act. -

Of particular interest in this regard are the provisions of section
13 which limit the services to be-rendered to operating subsidiaries
by service companies controlled by the holding company to .only
such services as are for the benefit of the operating companies. These
services, moreover, must be rendered at cost fairly-and equitably
allocated among the client companies. Sections: 6 and 7 of the Act
are designed to assure the maintenance of sound capital structures and
adequate protective provisions for security holders: .In this con-
Dection, an important consequence of the administration of the Act
has been the tremendous increase-in the participation of investors in
the market for public utility securities. Last, but not least, the
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provisions of sections 2 (a) (7), 3, 9 (a) (2), and paragraphs (e) and (f)
of section 13 afford protection against re-creation of the holding
company device through channels more subtle and devious-than that
of direct ownership of securities,

AFFILIATES, NEW HOLDING COMPANIES AND EXEMPT HOLDING
COMPANY SYSTEMS )

As previously indicated, the statute embraces more than the
integration and simplification of holding company systems and the
day-to-day regulation of the continuing holding company systems.
It also contains a number of provisions regulating the creation of new
holding company and affiliate relationships and requiring a limited
degree of surveillance of exempt holding company systems.

The first group of these provisions serve to prevent the circum-
vention of holding company responsibilities through the employment
of unusual types of business organizations or through obscure devices
for the control of public utility companies. These are embodied in
sections 2 (a) (2), 2 (a) (7) (A), 2 (a) (7) (B), 2 (a) (8) (A) and 2 (a) (8)
(B). Twelve informal inquiries concerning the applicability of these
provisions to specific proposals for the acquisition of voting securities
of public utility companies were received during the year and in-
terpretative opinions were supplied in each instance. It is seldom
necessary to engage in formal proceedings in such matters since the
transactions proposed are either withdrawn or modified following
conferences with interested parties in order to avoid conflicts with
statutory requirements. The Commission’s functions in administer-
ing these provisions are essentially of a policing nature. Most of the
cases considered involved natural gas utilities and pipeline companies.

The statute also provides for regulation of certain transactions
between affiliates and public-utility or holding companies and for
regulation of the creation or extension of affiliate relationships.
Probably the most important provision in this category is section
9 (a) (2) of the Act which provides in substance that the acquisition
by any person of five percent or more of the voting securities of two
or more public-utility or holding companies must-be approved by
the Commission. Since these provisions have the effect of imposing
certain standards upon those acquisitions of voting securities of
public-utility or holding companies which fall short of establishing
a prima facie holding company relationship (5 percent or more but
less than 10 percent), they operate to restrict any tendencies toward
the creation of new and unsound holding company relationships.

During the fiscal year 15 applications were filed by persons or
companies seeking approval of proposed acquisitions of public-utility
securities pursuant to scction 9 (a) (2), and approval was granted in
all cases. In addition, six other situations have come to the at-
tention of the Commission in which it appears that public-utility
securities were acquired in violation of scction 9 (a) (2). An ap-
plication was filed in one of these cases subsequent to the close of the
fiscal year to correct the delinquency and preliminary steps have been
taken with respect to the others with a view to securing their
compliance. )

Sections 12 (g) and 13 (e) provide for limited regulation of trans-
actions between affiliates, although, 'as used in these sections, the
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definition of an affiliate of a specified company is not restricted to
persons owning 5 percent or more of the outstanding voting securities
of two or more public-utility or holding companies ss is the case with
section 9 (a) (2), but may also include officers or directors of the
specified company, or any person whom the Commission determines
to stand in such relation to the specified company that there is liable
to be an absence of arm’s-length bargaining in transactions hetween
them. The provisions of these two scctions relate principally to
disclosure and maintenance of competitive conditions.

Section 12 (g). was employed during the year in the case of a small
gas utility system which had failed to register with the Commission
under section 5 of the Act or to seek such exemption as might have
becn available under the circumstances. Because of the inadequacy
of information concerning the system, the imminence of an approach-
ing bond maturity, and “to determine the nature and extent of any
violations of the provisions of the Act and the action necessary to
correct such violations, the Commission entered a confidential ordéer
directing a complete mvestmatmn of the affaiis of the system. The
order also dirccted, pursuanb to section 12 (g), that all partics named
therein give the Commission advance notice of any proposal to cffect
certain transactions specified in the order.

Section 13 (e) contains safeguards respecting transactions with
affiliated servicing organizations which are similar to those found in
section 12 (g). Since the Congress also recognized that service com-
panies which were not affiliated with public-utility companies, but
which specialized in doing business with them, could attain positions
which would result in an absence of arm’s-length bargaiving, similar
requirements for disclosure and maintenance of competitive conditions
were embodied in section 13 (f).

Two complaints alleging violations of the provisions of sections 13
(e) and (f) respectively have been received in recent months and
these matters are still pondmcr In reviewing the cxemption status
of a holding company system claiming c\emptlon pursuant to rule
U-9, enother problem has arisen during the fiscal year as to the appar-
ent control of sn independent public-utility company by a service
company closely affiliated with the claimant holdng company system.
This case raises complex issues under bc(,tlons 13 (e) and (f) and
section 2 (a) (7) (B) of the Act.

Section 3 (a) of the Act provides that the Comrmssxon shall exempt
certain specified types of holding company systems from the provisions
of the Act, subject to the limitation that the exemption must not be
detrimental to the public interest and the interest of 1nvcst015 or
consumers, This limitation is commonly known as the “unless and
except’’ clause. The types of holding companies which qualify for
this exemption comprise: (1) The predominantly intrastate holding
company system; (2) the system whose holding company is predom-
inantly & pubhc-utlhty operating company; (3) the company which
is only incidentally a holding company, being primarily engaged in
some other business; (4) the tcmporfu v holding company and (5) the
holding company with no domestic public-utility subsidiaries.

Exemptions may be granted by rule or order of the Commission
to the first two mentioned types of holding companies and by order
only to the last three types. Exemptions claimed pursuant to rule
U-2, by intrastate holding company systems or by systems where
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the holding company is .predominantly a public-utility operating
company, may be revoked by the Commission on 30 days notice as
provided by rule U-6 where 1t appears that a substantial question of
law or fact exists as to whether the’ claimant is within the exemption
afforded by rule U-2, or whether the exemption is detrimental to the
public interest or the intcrest of investors or consumers. Section 3
(¢) provides-that the Commission shall revoke its order granting
exemption under section 3 (a) whenever it finds that the circumstances
which led to the granting of the exemption no longer exist.

In section 3 (d) the Commission is empowered by rule or regulation,
but not by order, to exempt conditionally or unconditionally any
specified class or classes of holding company systems from the pro-
visions of the Act, if and to the extent that it deems such exemptions
necessary or appropriate in the public interest or for the protection
of investors or consumers and not contrary to the purposes of the
Act. Small holding company systems, whose net utility assets did
not exceed $1 million on December 1, 1946, or whose annual gross
utility revenues: do not at the time of filing exceed $350,000, may
claim excmption pursuant to rule U-9 which was promulgated under
section 3 (d). At the present time no machinery exists for revocation
of the exemption claimed by an individual system under rule U-9,
although in one case considered during the past year the Commission
ruled that exemption would no longer be available pursuant to rule
U-2 or rule U-9 to a holding company system previously claiming
exemption under rule U-9 which had failed to meet one or more of
the conditions prescribed in rule U-9 and where it appeared that the
continued availability of such exemption would be detrimental to the
public interest and the interest of investors or consumers or would
otherwise be contrary to the policies of the statute. This company,
Wisconsin Southern Gas and Appliance Corporation, registered with
the Commission on May 28, 1952, as a holding company.

For the purpose of administering the revocation provisions of see-
tion 3 (¢) and rule U-6 and to determine whether there have been
any failures of compliance with.the conditions contained in rule U-9,
it 18 necessary for the staff of the Commission to review each year the
statements filed by holding company systems claiming cxemption
pursuant to rules U-2 and U-9. Fifty-six of these statements were
filed during the fiscal year. It is also essential to follow developments
in the public utility industry, and to review the exemption status
periodically in order to determine whether any exemptions granted
by order pursuant to section 3 (a) need be revoked. There are pres-
ently outstanding 29 orders granting exemptions pursuant to sections
3 (a) (1) and 3 (a) (2) which require periodic review. In addition,
there are outstanding 62 orders granting exemptions pursuant to
section 3 (a) (3), 12 orders granting exemption under section 3 (a) (4)
and 27 orders granting exemption under scction 3 (a) (5). DBecause
of budgetary limitations it has been possible to review the exemption
status of only three holding company systems during the fiscal year.
As indicated above, the exemption claimed by Wisconsin Southern
Gas and Appliance Corporation was terminated.

During the fiscal year, investigations also revealed 28 other holding
company systems which had been operating in violation of the statute.
Twenty-five of these systems have taken appropriate steps to comply
with the provisions of the Act, three by filing acceptable statements
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claiming exemption pursuant to rule U-9, five by filing statements
claiming exemption pursuant to rule U-2 and 17 by requesting and
receiving orders of the Commission granting exemption pursuant to
applications filed under section 3 (a) of the Act. The remaining
three systems have not completed the action necessary to effectuate
compliance with the statute. Four other applications for exemption
pursuant to section 3 (a), which had been filed in the preceding fiscal
year, were granted.

Like the administration of sections 2 (a), 9 (a) (2), 12 (2), 13 (e)
and 13 (f), the periodic review of the exemption status of exempt
holding company systems is also a policing function, and in this work
many of the problems presented are scttled informally by conferences
with industry representatives. The magnitude of the over-all task,
however, is of very substantial proportions as indicated by the fol-
lowing summary table:

- Number | Gross utility
of systems { plant accounts

Holding company systems exempt by orders of the Commission under sec-

tions 3 (a) (1) and 3 (8) (2) oo e me i cma— e 20 | $3, 340, 000, 000
Holding company systems claiming exemption by filing annual statements .
with the Commission pursuant torule U-2. ... ooooeei... 31 4, 429, 000, 000

Holding company systems claiming exem .
with the Commission pursuant to rule 25 20, 000, 000

L1032 R 85 | ' 7,789,000,000

Nore.—These data do not include exemptions granted under section 3 (a) (4) to companies which were
only temporarily holding companies, exemptions granted under section 3 (a) (5) to holding companies
which have no domestic public-utility subsidiaries and exemptions granted to large industrial or other
companies which are only incidentally holding companies with respect to comparatively small public-
utility subsidiaries.” The table also excludes data with respect to holding company systems which have
pending applications for exemption pursuant to section 3 (a) of the Act. It is estimated that the gross
utility plant account of all of these excluded systems aggregates well over $200 million,

Many of the exempt holding company systems included in the
above totals were never components of registered holding company
systems.

LITIGATION UNDER ACT’

In the 17-year period beginning with the eﬁ’ectwe date of the Act‘,
and closing with the past fiscal year, the Commission has participated
in 293 judicial proceedings * involving issues arising in connection
with the administration of the Act. Litigation has been completed
in respect to 280 of these cases and the balance of 13 proceedings
were pending on June 30, 1952. Of the cases which have been closed,
two were terminated adversely to the position of the Commission
and in two other matters, in which United States courts of appeals
had handed down decisions adverse to the Commission, the decisions
were vacated by the United States Supreme Court as moot. In all
of the other completed proceedings the pos1t10n of the Commission
was upheld.

During the past fiscal year the Commission has parmclpated in 22
civil and criminal proceedings in which the validity of action in en-
forcement of the Act was an issue. Eleven of these cases concerned
the enforcement of voluntary plans for reorganization filed under
section 11 (e) of the Act; two were appeals from orders of United

® Exclusive of proceedings involving reorganization under the Nat‘ional Bankruptey Act.
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:States district courts entered prior to the fiscal year directing the
.enforcement of voluntary plans under section 11 (e); five were ini-
tiated by petitions to review orders of the Commission pursuant to
section 24 (a) of the Act; in one case, the Commission participated as
amicus curiae and three cases involved proceedings under section 11
(d) of the Act. Nine of the 22 cases were finally adjudicated and in
each such instance the position of the Commission was upheld. The
remaining 13 cases were pending at the close of the fiscal year.

The Commission’s activities in the courts during the past fiscal
year are discussed in greater detail bélow. ‘
Proceedings to Enforce Voluntary Plans Under Section 11 (e)

The following table shows the applications for orders to enforce
plans under section 11 (e) which were acted on or were pending during
the year:

Applications pending in United States district courts, July 1,1951. 1
Applications filed in United States district courts, July 1, 1951,

to June 30, 1952_. __ __ __ ___ ___ o alo_- 10
Appl]ications approved and plans ordered enforced; no appeals : 3

taken _ e am :
Applications approved and plans enforced; appeal taken to

United States court of appeals—district court-order affirmed_. ___ 1

Applications disapproved in part and approved in part; affirmed
on rehearing; appeal taken to United States court of appeals—
appeal pending__ __ ___ ____ oo o-_
Applications pending, June 30, 1952 _ _ _ . __ .. .

Total. oo e m—m—————————— 11 11

The application for enforcement pending at the beginning of the
fiscal year was a supplemental application disapproved in part and
approved in part by the district court. In this application the Com-
mission petitioned the court to enforce its orders ® approving and
denying certain fees and expenses claimed in connection with the
liquidation and dissolution of North Amecrican Light & Power Com-
pany. One of the fee claimants ‘contested that part of the Commis-
sion’s order which denied his request for additional compensation.
The Commission’s order was approved in part and reversed in part
and in its opinion the district court indicated that the Commission
had failed to give adequate weight to the lawyer-client relationship,
and the court awarded the additional compensation requested by the
claimant.*® The district court affirmed its original determination
at a rehearing after the close of the fiscal year,®* and the matter is
now pending on appeal by the Commission in the United States
Court of Appeals, Third Circuit.

Of the 10 applications for enforcement of voluntary plans which
were filed in United States district courts during the fiscal year,
three were approved and the plans were ordered cnforced without
any appeal being taken from such orders. The first of these involved
a plan for the hiquidation and dissolution of Federal Water and Gas
Corporation and provided, among other things, for the distribution
to stockholders of assets consisting of cash. and 305,796 shares of
common stock of Scranton-Spring Brook Water Service Company.

O =

(J" North A'Snerican Light & Power Co., Holding Company Act releases Nos. 10533 (May 7, 1951) and 10584
une 1, 1951).
101'F. Supp. 931 (D. Del., 1051).

31 In re North American Light & Power Co., el al., unreported (D. Del., No. 1033 (August 15, 1952)).

82 In re Federal Water and Gas Corp., unreported (D. Del., No. 1142, October 16, 1951).
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The second plan involved the recapitalization of Portland Gas and
Coke Company, a subsidiary of American Power & Light Company.
In this proceeding two plans under section 11 (¢) were filed with the
Commission, one by Portland Gas & Coke. Company and the other
by American Power & Light Company. Electric Bond and Share
Company, the parent of American prior to February 1950, was made
a party to the proceedings for the purpose of determining any claims
Portland might have against Bond and Share or any of its subsidi-
‘aries. Portland’s plan provided for the issuance of new common
stock to be exchanged for the company’s presently outstanding pre-
ferred and common stocks on the basis of 85 percent of the new
common stock for the holders of the preferred stocks and 15 percent
for the holders of the common stock. American filed an identical
plan cxcept that it provided for the allocation of 75 percent of the
new common stock to the preferred stockholders and 25 percent to
the common stockholders. The Commission refused to ‘approve
either plan unless amended so as to provide for an allocation of 90
percent of the new common stock to the preferred stockholders and
10 percent to the common stockholders.®® An amended plan con-
forming to this recommendation was subsequently approved by the
Commussion * and was also approved and ordered enforced by a
United States district court.3

The third application which. was approved by a United States
district court and not appealed during the fiscal year was a supple-
mental application in connection with the plan for reorganization of
New England Power Association. In furtherance of its policy to
give security holders maximum protection for their investments by
affording ample opportunity to exchange their old sccurities for new
securitics pursuant to reorganizations under section 11 (e) of the Act,
the Commission petitioned the district court for a modification of its
original order directing enforcement of the plan of NEPA so as to
provide security holders with an additional year in which to exchange
their sccurities under the plan. - The court -approved the supple-
mental application and granted the requested extension.

Another of the 10 applications filed during the fiscal year was a
petition by the Commission to a district court for an order dirccting
the enforcement of a plan for recapitalization of American & Foreign
Power Company pursuant to section 11 (e) of the Act. The district
court approved the plan and, upon threc separate appeals to a
United States court of appeals, which were consolidated for argu-
ment, the district court order was affirmed and one of the appeals was
dlsmlssed %  Among other things, the plan provided for the retire-
ment of the outstanding publicly held first preferred stock, second
preferred stock, and common stock of Foreign Power through the
issuance to the holders of those sccurities of new debentures and new
common stock; the cancellation of Foreign Power’s outstanding option
warrants and preferred stock allotment certificates; and the settle-
ment and discharge of various claims asserted on behalf of Foreign
Power against Bond and Share and certain of its wholly owned and
former wholly owned subsidiary companies.® Parties opposing the

3 Holding Company Act release No. 10740 (August 29, 1951).
% Holding Company Act rclease No. 10812 (October 10 1951).
35 In re Portland Gas & Coke Co., unreported (D. C. Oreg ., No. 6196, November 13, 1951).

3 Unreported (D. C. Mass., No. 5087, May 29, 195 52).
87 Kantor v. American & Forezgn Power Co., et al., 197 F. 24 307 (C. A. 1, 1952) rehearing denied June 22,

1952.
88 American & Foreign Power Co., Holding Company Act release No. 10870 (November 7, 1951).
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plan during proceedings before the Commission, and in hearings in the
district court, questioned virtually all aspects of the plan. The
district court approved the plan and directed its enforcement.®® One
of the three appellants urged that the $6 preferred stock was en-
.titled to greater participation as compared to the $7 series; that
more weight should have been accorded liquidation values expressed
in the company’s charter than to the current claims to earnings of
the two classes of preferred stocks. Another appellant-urged that
the common stock was entitled to greater participation and objected
to cancellation of the option warrants. - The third appellant’s appeal,
based on the claims settlement, was dismissed for the reason that
a{)pellant had exchanged his stock for new stock pursuant to the
plan. .

The remaining 6 of the 10 applications for enforcement orders
which were filed during the fiscal year were still pending in United
States district courts at the close of the year. Three of these ap-
plications related to the allowance and denial of fees and disburse-
ments in connection with the formulation and consummation of
plans for the dissolution of Northern States Power Company (Dela-
ware),” Engineers Public Service Company *' and Electric Power &
Light Corporation.*?

The other three pending applications pertain to plans for the dis-
‘solution of American Water Works and Electric Company, Ine.,
Consolidated Electric & Gas Company, and American Power and
Light Company. Shortly after the close of the fiscal year the dis-
trict court approved Amercian Power & Light Company’s plan which
provided for the distribution of its holdings of the common stock of
The Washington Water Power Company, thus bringing to ‘a close a
vigorously contested phase of that company’s liquidation and dis-
solution.** The application with respect to the American Water
Works plan was also approved.# .

In addition to the above described proceedings, at the beginning
of the fiscal year there were pending in United States courts of
appeals two appeals from orders previously entered by United States
district courts in connection with applications by the Commission
for enforcement of two of its orders approving plans for reorganization
under section 11 (e).

One of these two pending appeals arose out of two orders of a
United States district court in connection with a section 11 (e) plan
of liquidation of Market Street Railway Company. The Commission
approved the plan finding, among other things, that a settlement
embodied in the plan between Market Street and its former parents
was fair and equitable, and that the attorney for a stockholders
committee, who was instrumental in affecting the settlement, should
be denied a fee because he had lost his independence in representing
his clients. In the enforcement proceedings on the plan the district
court approved the action of the Commission in respect of the sub-
stantive provisions of the plan but found that the facts did not war-

% In re American & Foreign Power Co., 102 F. Supp. 331 (D. Maine 1952),

40 Holding Company Act release No. 11145 (April 8, 1952).

4 Holding Company Act releases Nos. 10306 { December 21, 1950) and 11096 (March 26, 1952).
41 Holding Company Act releases Nos. 11175 (April 21, 1952) and 11278 (May 23, 1952),

8 American Power & Light Co., unreported (D. Maine, No. 731, July 17, 1952).

4107 F. Supp. 350 (D. Del., 1952).
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rant a denial in toto of the attorney’s fee and remanded the matter
to the Commission, inter alia, to determine the appropriate amount
of such a fee. The Commission appealed from this order. In
supplemental proceedings on the plan the -district court ordered the
substantive provisions enforced. The attorriey, on his own behalf
and on behalf of an individual stockholder, appealed from this later
order. The court of appeals affirmed the action of the district court
in ordering the substantive provisions of the plan enforced and re-
versed that court’s findings that the attorney was entitled to some
fee.®* Rehearing was subsequently granted by the court of appeals
on the fee question. Reargument has been had but, at the close
of the fiscal year, no decision had been rendered.

The other appeal involved a plan for reorganization of Long Island
Lighting Company. Appellants had asserted on appeal that the
Commission in passing upon the plan of Long Island had not given
.adequate consideration to-earnings which would accrue as a result of
the reorganization and that therefore in determining the fairness of
the allocation of new securities the Commission had erred. The
Commission, following the court’s decision sustaining appellant’s
view, petitioned for a modification of the decision and for approval
of the plan on the basis of its supplemental opinion showing that full
.consideration had been given to such benefits. In a per curiam
opinion the Commission was upheld and the court modified its earlier
decision and affirmed the order of the district court.*® Subsequently,
however, during the fiscal year, the Common Stockholders’ Com-
mittee for Long Island Lighting Company and others filed a petition
with the court of appeals to rcopen the case. They alleged, among
other things, that conduct on the part of Long Island, its officers and
counsel was “tantamount to fraud” upon the Commission, the dis-
trict court and court of appeals in that such persons had misrepre-
sented certain accounting figures - with respect to depreciation
reserves. The court of appecals denied the petition on the ground
that no fraud or other basis for relief under rule 60 (b) of the Fed-
eral Rules of Civil Procedure had been shown.* .

Petitions to Review Orders of the Commission Pursuant to Section 24 (a) of
the Act '

Five petitions to review orders of the Commission under section
24 (a) of the Act were filed in United States courts of appeals during
the fiscal year. One was dismissed and the other four cases were
still pending at the close of the year.

The petition which was dismissed arose out of a proposal by Amer-
ican Power & Light Company to sell its holdings of the common stock
of Washington Water Power Company to four Public Utility Dis-
trictsin the State of Washington. The Commission treated the notice of
this proposal as a declaration pursuant to section 11 (e) and on Jan-
uary 18, 1952, ordered a hearing on the matter.® TUpon petitions by
the utility districts to review this order, the United States court of
appeals held that, even though the sale was to be made to public
bodies, the provisions of section 2 (¢) of the Act did not prevent the
Commission from exercising jurisdiction over the proposed sale. A

58 E. C.v. Cogan,— F. 2d — (C. A.9, 1951).

4 Common Stockholders Commiltee of Long Island Lighting Co. v. S. E. C., 183 F. 2d 45 (C. A. 2, 1950)
citation contains both the original and per curiam opinion.

47 Per curiam opinion, unreported, Case No. 215 (C. A. 2, 1952).

48 American Power & Light Co., Holding Company Act rclease No. 11009 (January 18, 1952). .
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stay order previously entered was vacated and the appeal was
dismissed. , : ‘

Another petition challenged an order of the Commission approving
a comprehensive plan for the simplification of the United Corpora-
tion system pursuant to section 11 (e).*® Petitioners had objected -
to several provisions of the plan and offered numerous amendments
all of which were rejected by the Commission. Application for an
order enforcing certain provisions of the plan was deferred so as to
enable petitioners to appeal directly to a United States court of
appeals under section 24 (a) of the Act for a review of their objections
to other aspects of the plan. The matter was pending at the close
of the year. . ) :

In 1944 the Commission hdad approved a plan for disposition by
Central Maine Power Company of the transportation properties of
one of its subsidiaries.® The company did not request the Com-
mission to apply to a United States district court for enforcement of
the order. Petitioners, who were non-assenting stockholders of the
transportation subsidiary, applied to the Commission for a rehearing,
following an unsuccessful attempt to upset the plan in the Supreme
Judicial Court of Maine.”? The Commission denied rehearing and a
petitition to review that order and the 1944 order was then filed.
Petitioners contended that the allocations to nonassenting stock-
holders which were provided by the plan were not fair, and that can-
cellation of the 6G-year lease of the transportation propertics by the
subsidiary to Central Maine was not necessary to comply with the
requirements of section 11 (b). The case was pending in the court
of appeals at the close of the fiscal year.

The remaining two petitions for review in which the Commission
participated during the fiscal year were filed by Electric Bond and .
Share Company and by a fee claimant in the dissolution proceeding
affecting Northern States Power Company (Delaware). Bond and
Share sought review of an order of the Commission denying the com-
pany relief from its previous commitment to dispose of its holdings
of 2,870,653 shares of the common stock of United Gas Corporation.®®
The case was pending in the United States court of appeals at the
close of the fiscal year. Since then Bond and Share has been permitted
to withdraw its petition for review. .

In the Northern States case, a fee claimant filed a petition in a
United States court of appeals on May 21, 1952, for review of an
order of the Commission denying his application for compensation
for services rendered as representative of preferred stockholders of
Northern States in the proceedings relative to the dissolution of that
company pursuant to section 11 (e) of the Act.®* On June 2, 1952,
the Commission filed a supplemental application in a United States
district court for approval and enforcement of its order denying the
petitioner’s request for compensation. The court of appeals dismissed
the petition for review pursuant to stipulation of the parties dated
July 10, 1952.

4 Public Utility District No.1v. 8. E. C.,, 195 F. 2d 727 (C. A. 9, 1952).

80 Holding Company Act releases Nos. 7191 (1947), 10614 (1951) and 10643 (June 26, 1951).

%t Holding Company Act releases Nos. 5506 (December 19, 1944) and 10895 (November 28, 1951).
8 Auburn Savings Bank v. Portland Railroad Co., 65 Atl. 2d (1849).

8 Holding Company Act release No. 11004 (February 6, 1952).

3 Holding Company Act release No, 11145 (April 8, 1952).
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Participation as Amicus Curiae .

The Commission participated as amicus curiae in only one case under
the Act during the year. A suit was filed in the United States District
Court for the District of Massachusetts by one Frank Sullivan against
John J. Burns to recover on'a claim for serves alleged to have been
rendered to Burns partly in connection with the latter’s participation
in the proceedings for the recorganization of Eastern Gas & Fuel
Associates pursuant to section 11 (e) of the Act. Burns filed a
motion for a stay on the ground that the Commission had primary
jurisdiction over the fees in question. The Commission filed a mem-
orandum as amicus curiae, in which no position was taken with
respect to the question of whether the stay should be granted. The
matter was pending in the district court at the close of the fiscal year.
Proceedings Under Section 11 (d)

During the fiscal year the Commission participated in three pro-
ceedings in a United States district court pertaining to three separate
steps in the reorganization of the International Hydro-Electric System
pursuant to section 11 (d) of the Act. -

Shortly before the close of the preceding fiscal year the Commission
had entered an order permitting a distribution to IHES debenture
holders of certain funds representing interest at the rate of 6 percent
per annum upon deferred partial installments of interest.”®* Opponents
of the plan contested the allowance ot interest on the deférred interest
payments. The Commission found that the covenant in the indenture
to pay interest on any defaulted installment of interest would be
enforceable under Massachusetts law, and that Federal equitable’
principles did not preclude the payment of interest on interest by s
solvent company in a Holding Company Act reorganization. The
district court sustained the position of the Commission on all points.5
No appeal was taken. '

The two other proceedings involved petitions by the Trustee of
IHES appointed by the United States district court upon request of
the Commission pursuant to scction 11 (d) of the Act. One involved
an application by the Trustee for authorization to make quarterly
payments to preferred stockholders, approved by the Commission
and by the district court.®® The second arose out of an application
by the Trustee for authorization to renew for one year the unpaid
principal of a $9,500,000 bank loan which was approved by the
Commission and by the district court.”® No appeal was taken from
either of these decisions. - ’ o .

85 Holding Company Act release No. 10642 (June 29, 1951). -

8% In re International Hydro-Electric System, 101 F. Supp. 222 (D. Mass., 1951).

87 Holding Company Act release No. 11014 (January 21, 1952). .

8 In re International Hydro-Electric System, unreported (D. Mass., No. 2430, April 8, 1952).

% Internationel Hydro-Electric System, Holding Company Act release No. 11161 (April 8, 1952), approved,
upreported (D. Mass., No. 2430, May 12, 1952). . .





