FG4556
2 L5A3
1345

ELEVENTH ANNUAL REPORT

OF THE

SECURITIES AND EXCHANGE COMMISSION

FISCAL YEAR

JUNE 30, 1945







LETTER OF TRANSMITTAL

SECURITIES AND EXCHANGE COMMISSION,

Philadelphia 3, Pa., February 21, 1946.

Sirs

I have the honor to transmit to you the Eleventh Annual Re~
port of the Securities and Exchange Commission, in accordance with
the provisions of Section 23 (b) of the Securities Exchange Act of
1934, approved June 6, 1934, Section 23 of the Public Utility Holding
Company Act of 1935, approved August 26, 1935, Section 46 (a) of the
Investment Company Act of 1940, approved August 22, 1940, and Section
216 of the Investment Advisers Act of 1940, approved August 22, 1940.

Because of the extensive report made a year ago covering
the ten years of the Commission's existence, we have attempted to con-
dense this report as much as possible.

In this first annual report following the cessation of
hostilities, it is appropriate to express our grateful appreciation
to the large number of Commission employees who entered the military
service of our country. The Commission's honor roll of 472 employees
is printed at the beginning of this report. It lists the names of
those members of our staff who gave their service and those who gave
their lives.

Respectfully,

Ganson Purcell,
Chairman.,

THE PRESIDENT OF THE SENATE
THE SPEAKER OF THE HOUSE OF REPRESENTATIVES
Washington, D. C.
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PART I

ADMINISTRATION OF THE SECURITIES ACT OF 1933

Objectives of the Securities Act of 1933, as amended, and the general nature
and scope of registration and examination procedures developed by the Commission for
their effectuation are discussed in the Tenth Annual Report, pages 13-17 inclusive,
and previous annual reports, osriefly stated, the Act provides for full disclosure
by means of registration statements and prospectuses of pertinent information re-
garding securities publicly offered for sale in interstate commerce or through the
mails, without conferring upon the Commission the power to approve or pass upon the
merits of any security. The Act is also designed to prevent misrepresentation,
deceit, and other fraudulent practices in the sale of sscurities. While the acu
does not insulate investors against risk, it does make available to them informaticn
with which to gage the risk.

NEW RULES, REGULATIONS AND FORMS FOR REGISTRATION OF SECURITIES

Simplification of registration procedure.--In continuance of its efforts to
simplify the registration statements required to be filed under the Act, the Commis~
sion adopted, during the year, two new forms for use in registering certain classes
of securities. Limitations nlaced on the use of boih forms have per.uitted consider-
able simplification of previous forms. The first of these additional forms is
designated as Form S-11l. It is designed to facilitate the registration of shares of
exploratory mining corporations. It is provided for the use of mining corporations
that have not engaged in active ore production and have no mining property developed
beyond the exploratory stage. Its use is limited to corporations that have not been
invelved in recent successions and are without important subsidiaries. It is
believed that a large part of the registrants making offerings of unseasoned mine
securities will be able to use the form.

The form also involves several innovations. It dispenses with the requirement
for certification of financial statements by independent accountants, since the type
of corporation eligible to use the form will generally have had few important
financial transactions. In addition, a booklet has been designed for use in connec-
tion with the form to aid registrants in preparing registration statements. This
booklet, entitled "Supplement to Form S-11 under the Securities Act of 1933%, con-
tains quotations of the var.ous sections of the Act and the rules thereunder which
are referred to in the form. It also contains a digest of certain views taken from
the Commission's formal opinions which bear on problems which may arise under the
Act in connection with primary mine financing. This compilation of applicable pro-
visions of the Act, rules, and administrative decisions should greatly facilitate
the preparation of registration statements on Form S-11.

The other new registratiou form is designated as Form S-12, and it is to be
used for the registration of shares of corporations not more advanced than the
development stage. This form may be used by such corporations (other than those in
the insurance, investment <nd mining business) if they do not have and do not in-
tend to acquire subsidiaries of importance, if they have not been involved in a re-
cent succession, and if there is no long term debt. It is believed that the form
will prove of value, particularly to new small corporations already organized and
those to be organized in the postwar period.

The various items of the form and the instructions have been reduced in number
and simplified in comparison with previous forms. A balance sheet is not required
but may be filed. A supplement to the form has been prepared to facilitate the
preparation of the registration statement. It contains the parts of the Securities
Act and the rules thereunder that are generally pertinent to registration.
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In keeping with the Commission's practice, draft copies of the form were cir-
culated to attorneys, accountants, and others interested in public financing. Their
comments and suggestions proved most helpful in preparing the final draft of the
form.

STATISTICS OF SECURITIES REGISTERED UNDER THE ACT

The mmber of registration statements filed under the Securities Act of 1933
during the past fiscal year—A400-—exceeds that for anmy year since 1938 when 459 were
filed. The following table shows the dispesition of registration statements filed
and examined under the Act.

Disposition of Registration Statements

July 1, 1944 to

Prior to June 30, 1945 Total as of
July 1, 1944 inclusive June 30, 1945
Number of statements
Filed 5,420 400 5,820
Effective - net 4,337 344 4,680 (a)
Withdrawmn - net 855 22 877
Under stop or refusal
orders - net 182 0 182
Pending - June 30, 1944 : 46
Pending - June 30, 1945 81 (a)
Dollar value of securities
Filed $28,170,150,522 $4,182,728,108  §32,352,878,630
Fully effective 25,345,391,714 3,224,584,051 28,569,975,765

(a) One statement which was effective prior to July 1, 1944 was withdrawn
during the fiscal year ended June 30, 1945.

There were also filed and examined during the past fiscal year 1,571 amendments
to registration statements, of which amendments 789 were classed as material amend-
ments filed before the effective date of the registration statements concerned, 279
as material amendments filed after such effective date, and 503 purely formal amend-
ments filed for the purpose of delaying the statutory effective date of the registra-
tion statements.

In addition, 769 sets of supplemental prospectus material, not classified as
amendments to registration statements, were filed during the year to comply with Rule
800 (b) or Section 10 (b) (1) of the Act, or for the purpose of showing material
changes occurring after the commencement of the offering.

There were also examined during the year 377 anmual and 300 quarterly reports
filed by certain registrants pursuant to Section 15 (d) of the Securities Exchange
Act of 1934. Companies reglstered as investment companies under the Investment Com-
pany Act of 1940 accounted for 82 of these ammual reports and all of these quarterly
reports.
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There were 340 l/ registration statements that became fully effective under the
Securities Act during the fiscal year ended June 30, 1945. These covered 508 issues
in the total amount of $3,224,584,000. The portion registered for sale for accounts
of the issuers amounted to $2,714,776,000, not including $229,719,000 which were to
be first offered in exchange for outstanding securities.

Bonds and notes accounted for $1,707,574,000, or 63 percent, of all types of
new issues registered for sale, Preferred stock amounted to $406,875,000, or 15 per-
cent, common stock to $316,178,000, or 12 percent, and all other types, including
certificates of participation and face amount installment certificates, aggregated
$284,149,000, or 10 percent, of the volume of all types registered for sale for ac-
counts of the issuers.

A breakdown of the new issues registered for sale - by method of issuance -
shows that §2,662,416,000, or 98 percent, were to be offered through investment
bankers: 8l percent by purchase and resale, and 17 percent on a "best-efforis”
basis. Only 2 percent of the total, or $52,360,000, were to be offered directly to
investors by the issuers.

An analysis of the industries represented shows that electric, gas, and water
companies registered $1,285,262,000, or 47 percent of the new issues registered for
sale for accounts of all issuers. Mamufacturing concerns were next with
$786,003,000, or 29 percent, Finance and investment companies registered
$505,274,000, or 19 percent, transportation and commnication companies, $77,756,000,
or 3 percent, and all other issuers, $60,481,000, or 2 percent. 2/

Costs of flotation reported in the registration statements amounted to 3.7 per-
cent of the aggregate value of the new issues registered for sale and this was divided
between 3.2 percent commissions and discounts and 0.5 percent for all other expenses
incidental to flotation (including costs related to registration). The proportion of
aggregate gross proceeds paid in commissions to investment bankers on issues regis-
tered for sale throuvzh them to the general public 2/ showed a downward trend over
recent years for each of the three principal types of security as shown in the follow-
ing tabulation:

1/ This number of statements "fully effective" differs from the 344 shown as
Heffective” in the above table in that the latter figure includes five statements
effective subject to amendments which were not made and excludes one statement
effective during the preceding fiscal year subject to Lhe ..ling of an amendment
covering receipt of competitive bids, which amendment became effective during the
fiscal year ended June 30, 1945.

g/ See Appendix Table 1 for various breakdowns of the dollar volume of Securities
Act registrations.

2/ Not including investment trust certificates, on which costs are usually not re-
ported in terms comparable with those of other iszues. .
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: Compensation $ of Gross Proceeds 1/
Year Ended Preferred Common

June 30 Bonds Stock Stock
1939 2.0 A 16.9
1940 1.9 7.2 16.4
1941 1.8 41 14.4
1942 1.5 FA| _ 10.1
1943 1.7 3.6 9.7
1944 1.5 3.1 g.1
1945 1.3 3.1 9.3

Unregistered corporate securities offered in amounts of more than $100,000 for
cash sale during the fiscal year aggregated $2,026,589,000. Railroad issues ac-
counted for $1,191,007,000, or more than half of this total. Private placements in
the amourt of $743,666,000 accounted for most of the remainder, This was the
largest volume of private placements since 1941. However, publicly offered corporate %
issues (both registered and umregistered) increased in volume even more, so that the |
relative impoi‘tance of private placements actually declined. Only a little over 20
percent of all issues of corporate bonds and notes were privately placed during the
past fiscal year compared with 44 and 46 percent for the two preceding years.

The net proceeds to the issuers of all new corporate securities 2/ offered for
sale during the fiscal year amounted to $4,071,648,000, Retirement of bonds, other
debt, and preferred stock absorbed §3,293,467,000, or 80.9 percent of all corporate
net proceeds. The net proceeds from the sale of new securities issued by public
utilities and railroads were used almost entirely for that purpose, as was also a
1ittle over half of the proceeds from the sale of industrial issues, The amount of
net proceeds destingd for expansion of plant,equipment and working capital,
$732,995,000, was the highest since the fiscal year ended Jume 30, 1942, and was
mainly from securities offered by industrial companies. '_3:/

EXEMPTION FROM REGISTRATION

The Commission is authorized under Section 3 (b) of the Securities Act of 1933,
as amended, to provide, by rules and regulations, conditional exemption from the -
registration requirements of that Act for certain small security offerings. The Act
imposed a maximum limitation of $100,000 upon the amount of an offering which the
Commission could thus exempt from registration until, by amendment of the statute
effective May 15, 1945, this limitation was increased to $300,000. 4/ Promptly
- after the enactment of this amendment, the Commission on May 22 amended its Hegula-
tion A so as to extend the general exemption from the registration requirements
which is provided thereby up to a maximum offering of $300,000.

y For greater detail, see Appendix Table 2, which gives the average compensation,
as well as the mumber of issues and dollar velume, for registered offerings of
various degrees of size and quality.

-2/ Including both registered and upregistered of more than $100,000 in size of of-
fering but excluding contimously offered investment trust certificates.

3/ See Appendix Tables 3 and 4 for a statistical breakdown of the volume of all secu-
rities offerings, ineluding those- exempt from registration under the Securities Act.

4/ The Cammission’s views on this ameéndment as given to the Congressional committees
- considering the bill were as follows; ™We have weighed carefully the advantages
to be gained by adoptlon of the amendment against ite disadvantages and have come
~to the conclusion that balancing all the interests concerned the proposal merits
a trial. We therefore favor its adoption. In reaching this conclusion, we have
been infiuvenced by the fact thalt the exemption provided by the section remains
permissive and that the amendment-preserves the Commissionts authority in grant-
ing exemption to impose terms and conditions found necessary to protect the
" public interest.n ‘
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Regulation A amended to raise exemption limit to $300,000.-—~Under Regulation A
as thus amended by the Commission, issuers meeting the conditions of the Regulation
may make a public offering of securities not exceeding $300,000 in aggregate offer-
ing price without filing a registration statement with the Commission. Prior to
the enactment of this amendment, the limitation on offerings under Section 3 (b) was
$100,000. The new Regulation still permits an offering not exceeding $100,000 to be
made by, on behalf of, or for the benefit of any person controlling, controlled by,
or under common control with the issuer. However, the aggregate amount of such
offerings, and those by the issuer, camnot exceed $300,000 in any period of twelve
months. The amended Regulation provides that offerings may be made at the expira-
tion of five days after a letter of notification is filed with the appropriate
regional office of the Commission.

Section 3 (b) as amended May 15, 1945 remains permissive and preserves the Com—
missionts authority, in granting exemption, to impose terms and conditions found
necessary to protect the public interest.

It should be emphasized that the Commission's amendment of Regulation A is of a
vemporary nature and is not to be construed as indicating a final determination by it
that the requirements set forth in the new Regulation are regarded as adequate in the
case of all issues up to $300,000.

It is further pointed out that the exemption from registration permitted by Sec-
tion 3 (b) is not complete exemption from all provisions of the Act. It is limited
by express provisions in Section 12 which impose civil liability on persons who sell
securities in interstate commerce or through the mails by means of untrue statements
or misleading omissions, and by Section 17 which makes it unlawful to sell securi-
ties by such means or by other types of fraud. Sections 12 and 17 are applicable
even though the securities involved are exempted under Section 3 (b).

In connection with small issues exempted under Regulation A, there were filed
with the Commission during the fiscal year a total of 578 letters of notification,
and 325 amendments thereto, representing an aggregate offering price of $38,848,893.
Included in this total were 46 letters of notification with an aggregate offering
price of $2,775,957, relating to oil and gas leases and securities of companies
engaged in various phases of the o0il and gas business. Some idea of the increase
during the past 3 years in the mmber and dollar-amount involved in offerings under
Regulation A may be gained from the following comparison:

Fiscal year Number of letters of notification Aggregate offering price
1943 353 $17,986,987
1944 427 21,933,944
1945 578 38,848,893

The raising of the exemption limit under Regulation A to $300,000 does not ac-
count for all the increase shown in the last line of this comparison. However, it
may be noted that, during the first 5 weeks that the increased limit was in effect,
there were filed with the Commission 31 letters of notification for offerings in
amounts between $100,000 and $300,000 each, representing an aggregate offering price
of $6,866,372, which figures are included in the total shown for the year 1945. It
may be worthwhile to note further below a classification of these 31 somewhat
larger offerings according to specified size groups. l/

1/ Some of these exempted offerings were made by large established companies. In
future reports, additional data will be presented as to the size and type of
offerings under Regulation A.
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Size of offering Number of offerings Aggregate offering price
$100,001 to $150,000 7 $ 979,188
150,001 to 200,000 7 1,305,561
200,001 to 250,000 6 1,397,740
250,001 to 300,000 11 3,183,883

Total o« « » 31 56?366??75

Adoption of Rule 240 of Regulation A-M.--The Commission adopted on March 24,
1945 a new rule pursuant to Section 3 (b) of the Act, designated as Rule 240 of
Regulation A-M, which provides under certain specified conditions a special exemp-
tion from registration for offerings of assessable shares of mining corporations to
a maximm of $100,000 in one year. Pursuant to this rule, the aggregate offering
price of the issuer's securities offered to the public (other than securities ef-
fectively registered under the Act) in each successive yearly period commencing with
the filing date of the latest prospectus required by the rule plus the amount re-
ceived in each such period as a result of all assessments must not exceed $100,000.
The aggregate amount of the securities proposed to be offered must not exceed
$100,000 less the aggregate amount of securities being currently offered to the pub-
lic (other than effectively registered securities) and the aggregate sales price of
securities sold within one year (other than sales of effectively registered securi-
ties). Not more than one offering of securities by an issuer under the rule is
allowable in any period of one year.

While the adoption of such a rule had been urged by various members of the
mining industry, and the Commission benefited from the suggestions of various mining
men, mining organizations, attorneys, accountants, and others who had been furnished
draft copies for review and criticism before it was promulgated, a number of objec-
tions to the rule were raised on the ground that it was contrary to public interest.
The Commission therefore adopted this rule on a trial basis. If abuses develop under
the rule to a point where it appears to the Commission that the public interest is
adversely affected, action will be taken to rescind or modify this rule.

During about three months that Rule 240 had been in effect up to the end of the
fiscal year, there were filed under the rule two prospectuses with an aggregate
offering price (including contemplated assessments for a period of one year) of
$117,000.

Exempt offerings under Regulation B.—- Pursuant to Regulation B, which provides
for the conditional exemption from registration of fractional undivided interests in
oil or gas rights where the aggregate offering price does not exceed $100,000, the
Commission received and examined during the year 272 offering sheets, and 299 amend-
ments to such offering sheets, with respect to which the following actions were
taken:

Various actions on filings under Regulation B.

Temporary Suspension Orders (Rule 340 (@))c « o « o« o o o o « o « o o 0 0 6 a o 76
Orders Terminating Proceedings after Amendment. o « « = « o « o o s o « « o « o b4
Orders Consenting to Withdrawal of Offering Sheet and Terminating Proceeding. . 9
Orders Terminating Effectiveness of Offering Sheet (No Proceeding Pending). . . 17
Orders Consenting to Amendment of Offering Sheet (No Proceeding Pending). & . . 137

Orders Consenting to Withdrawal of Offering Sheet (No Proceeding Pending) & . . 11

Total Ol‘del‘s ® & & ® & # ® ¢ & o e e 0o 0 e © e+ 8- 0 o ® ©®© © © © © 0 © 314
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Confidential written reports of sales under Regulation B.—The Commission also
received and examined during the year 2,770 confidential written reports required
pursuant to Rules 320 (e) and 322 (c) and (d) of Regulation B concerning sales made
by a broker-dealer or offeror to an individuval, and from one dealer to another.
This total consisted of 1,930 reports on Form 1-G and 840 on Form 2-G, representing
sales in the aggregate of $1,509,740 and $1,309,371, respectively. If the examina-
tion of these reports indicates that a violation of the law may have occurred, the
Commission makes appropriate investigations and, in instances where the facts are
deemed to warrant it, rescissions are required.

The Commission not only maintains an Oil and Gas Unit within the framework of
the Corporation Finance Division at headquarters, but has also established a
petroleum geologist at Tulsa, Oklahoma, to facilitate the making of field investi-
gations and reports upon tracts with respect to which offering sheets have been
filed. The establishment of this additional field representative provides the Commis-
sion and its various regional offices with facilities for research at the source and
technical reports needed for the prompt disposition of offering sheets that are filed
as well as for the orderly conduct of investigations that may be opened. The impor-
tance of this source of supplememtal technical information was particularly marked
last year when unusual activity occurred in the West Edmund field of Oklshoma and led
to the filing of many offering sheets relating to tracts in that field,

0il and gas investigations,--The Commission conducted a total of 125 investiga-
tions during the year in cases involving oil and gas properties or proposed offerings
of o0il and gas securities. Most of these investigations arose out of complaints re-
ceived by the Commission and were aimed at determining whether transactions in ques-
tion were effected in violation of Sections 5 or 17 of the Securities Act of 1933.
Others related to the question of posesible violation of Section 15 of the Securities
Exchange Act of 1934. Five investigations were closed during the year and the re-
maining 120 were pending at the end of the year. A summary of these investigations
is tabulated below:

0il and Gas Investigations

Preliminary Informal Formal Total

Pending at June 30, 1944 ¢ . « . o o & 16 40 27 83
Opened 7-1-44 to 6-30-45:
NEew C3SES5. o o o o o« o o s o o s o » 15 27 - 42
Transferred from preliminary or
informal ¢« ¢ « o ¢ o @« o o o o o & - 2 1 3
Total number of cases to be accounted .

FOre o ¢« o« o« o o« 06 a s o 2 ¢ o o o & 31 69 28 128
Closed o « s 6 s « o o o o o o o o & o 1 4 - 5
Transferred to informal. . « « « « o » 2 - - 2
Transferred to formal. « « = &« ¢ « o » - 1 - 1

28 64 28 120

%
-
B
.
o
°
°

Pending at June 30, 1945

To illustrate the results of such investigations, it may be pointed out that
the persons concerned in 2 cases were enjoined from violating the registration or
fraud provisions of the Securities Act of 1933; the facts developed in another case
were referred to the Department of Justice for criminal prosecution, while in 3
cases indictments were returned. It may also be noted that convictions obtained in
4 cases led to the following sentences: (1) Roy E. Wilson was sentenced to 3 years
imprisonment and $5,000 fine, (2) four defendants in the case of S. S, Alexander, et
al. were imprisoned for periods ranging from. 3 years to 2 months, (3) W. W. Lesel, Jr.
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was fined $1,200, while (4) eleven defendants in the case of Frank Mansfield, et al.
were sent to prison for periods ranging from 5 to 3 years.

CIVIL ACTIONS INSTITUTED BY THE COMMISSION

During the past fiscal year the Commission sought injunctions restraining viola-
tions of the fraud and registration provisions of the Securities Act of 1933 in a
mumber of cases., None of these cases, however, was of sufficient novelty to warrant
more than passing mention. 1/

l/ See Appendix, Table 26, Injunctive Proceedings brought by Commission. See also
S.E.C. v. Roy E. Wilson, et al., under Administration of the Investment Advisers
Act of 1940 - Civil Actions Instituted by the Commission.
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PART II
ADMINISTRATION OF THE SECURITIES EXCHANGE ACT OF 193%4

The Securities Exchange Act of 1934 is designed to eliminate fraud manipulation
and other abuses in the trading of securities both on the organized exchanges and in
the over-the-counter markets, which together constitute the nation's facilities for
trading in securities; to make available to the public information regarding the con-
dition of corporations whose securities are listed on any national securities ex-
change; and to regulate the use of the nation's credit in securities trading. The
authority to issue rules on the use of credit in securities transactions is lodged
in the Board of Govermors of the Federal Reserve System, but the administration of
these rules and of the other provisions of the Act is vested in the Commission.

REGULATION OF EXCHANGES AND EXCHANGE TRADING

Registration of Exchanges

There was no change during the past fiscal year in the number of exchanges
registered with the Commission as national securities exchanges, nor in the number
of exchanges exempted from such registration; the numbers were 19 and 5, respectively.

Various changes were effected by the exchanges in their rules, practices, and
organizations during the year, such changes being reflected in amendments to their
apyplications for registration or exemption. A total of 99 amendments and supple-
ments to these applications were filed by the exchanges and each was studied and
analyzed for its effects upon the public interest and its compliance with the rele-
vant regulatory provisions.

Value and Volume of Trading

As shown in Appendix Table 7, trading on registered securities exchanges during
the fiscal year 1945 had an aggregate value of $15,160,875,000, as against
$10,746,044,000 in the preceding year. Stock trading had a value of $13,141,773,000
in the 1945 period, as against a value of $8,792,692,000 a year earlier. The volume
of stock trading was 595,133,000 shares in the twelve months ended June 30, 1945, as
compared with 410,940,000 shares for the preceding twelve months.

Exchange Membership

As of the close of the fiscal year, according to Commission records, 2,840 in-
dividuals and 975 firms (sole proprietorships, partnerships, and corporations) were
full or associate members of one or more of the registered exchanges, excluding The
Board of Trade of the City of Chicago which is primarily a commodities exchange.

Disciplinary Actions

In connection with the Commission’s investigatory activities, the exchanges
report periodically to the Commission all cases of disciplinary action which they
take against their membership for violations of the Securities Exchange Act of 1934,
any rule or regulation thereunder, or any exchange rule. During the year, six
exchanges reported such actions taken against a2 total of 29 members, member firms,
or partners of member firms, The disciplinary actions included a six-month suspen-
sion of membership in one case and fines up to $5,000 in other cases, while in some
instances the members involved were required t» uake monetary adjustments to
customers or were simply censured or reprimanced. Varicus infractions were involved
in these actions, the principal violations being of exchange rules regarding minimum
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capital, margin trading, partnership agreements, floor trading, splitting commissions
with non-members, and special offerings. The individual who was suspended from mem-
bership was found guilty of rebating commissions and of allocating transactions sub-
sequent to their execution, such allocations having been made at the expense, of
customers over whose acccounts he had discretionary authority.

Special Offering Plans

Rule X-10B-2 permits special offerings of blocks of securities on national secu-
rities exchanges where such offerings are effected pursuant to a plan filed with and
declared effective by the Commission. No new special offering plan became effective
during the year; the plans of seven exchanges, }/ which had previously been declared
effective, remained in effect throughout the year. 2/

Special offerings on registered securities exchanges in the twelve months ended
June 30, 1945, produced sales of 1,115,201 shares of stock, as against 975,173 shares
in the preceding twelve months. Special commissions amounted to $626,000 as compared
with $593,000 in the preceding year. Offerings on the New York Stock Exchange ac-
counted for 1,013,154 of the 1,115,201 shares sold in special offerings in the fiscal
year 1945. Further details are given in Appendix Table 6,

Floor Trading

On January 15, 1945, the Trading and Exchange Division recommended the adoption
of a rule, pursuant tc Section 11 (a) (1) of the Securities Exchange Act of 1934,
which would prohibit floor trading in stocks on the New York Stock Exchange and the
New York Curb Exchange. This recommendation was accompanied by a report which out-
lined the legislative background of the Commission's powers with respect to floor
trading, discussed the steps which had been taken in the past to regulate that ac-
tivity, and described the nature and effects of such trading in considerable
detail. 3/

A public conference was held on May 16, 1945, for the purpose of considering

the merits of the proposal. At the conference, the Commission heard statements from
all persons who wished to be heard; in addition, the Commission received various
communications and other documents, among them a supplementary report prepared by the
staff. é/ Subsequent to the public conference, representatives of the Commission and
of the l'ew York Stock Exchange met from time to time for additional discussions.
Finally, acceding to the request of the New York Stock Exchange, the Commission
agreed to withhold action on its staff's proposal and to permit the exchanges to
adopt experimentally certain rules restricting floor trading., The Commission is con-
tinuing its studies of floor trading as anncunced in its decision as follows:

}/ The seven exchanges were the Chicago Stock Exchange, Cincinnati Stock Exchange,
Detroit Stock Exchange, New York Curb Exchange, New York Stock Exchange,
Philadelphia Stock Exchange, and the San Francisco Stock Exchange.

g/ The Chicago Stock Exchange was the only exchange to file an amendment to its plan,
such amendment being declared effective by the Commission on September 21, 1%44,

2/ Report to the Commission by the Trading and Exchange Division on Floor Trading,
Jamary 15, 1945.

é/ Floor Trading on the New York Exchanges, May 8, 1945.
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n,..We shall continue to study the operation of floor trading during the
trial period in which these rules are in effect. The Exchanges have under-
taken to do the same. We shall review the operation of these rules with
the Exchanges at frequent intervals and will recommend any changes in the
rales which our studies indicate to be necessary for effective regulation.
We shall also consider any modifications the Exchanges may recommend as
likely to improve the effectiveness of their regulation. If at any time
it becomes evident to us that the Exchanges!' rules, either in the form now
proposed, or as they may be modified, are inadequate for the effective
regulation of floor trading, we shall reconsider the recommendations of
our staff, or amy appropriate modification of those recommendations, and
take such action as, in our opinion, will provide an adequate solution of

the problems created by floor trading." 1/

Short Selling

The Commission adopted one minor amendment to its short-selling rules under Sec-
tion 10 (a) of the Act. In general, these rules prohibit short sales on a decline in
price, require the marking of orders for short sales, and require the covering of
short sales which have been improperly executed as long sales. Rule X-10A-2 (b) pro-
vides an exemption from the requirements relating to the covering of improperly
marked orders for short sales, if the exchange upon which the sale was executed makes
certain findings. The amendment has the effect of reducing the necessary findings
under certain circumstances. Whereas exchanges formerly were required to make find-
ings relating to good faith and due diligence and to the hardship which would be
incurred in covering the transaction, the amendment eliminates the necessity for the
exchange's making any finding relating to hardship in order to grant relief, where
the mistake in marking was made by a broker and the sale did not violate the price
restrictions of the short~selling rules.

REGISTRATION OF SECURITIES ON EXCHANGES

The general purpose and nature of the process of registering securities on ex-
changes and the Commission's procedure in examining applications for registration,
and subsequent periodical and other reports, for their compliance with the provisions
of Sections 12 and 13 of the Securities Exchange Act of 1934, have been described in
the Tenth Ammual Report, pages 45-50, and previous anmual reports. Briefly stated,
the purpose is to make available currently to investors reliable and comprehensive in-
formation regarding the affairs of companies whose securities are registered on any
national securities exchange; and, in order to effectuate that purpose, each such com-
pany is required to file with the Commission and the exchange, under the conditions
specified in those provisions, an application for registration of its securities, and
anmual and other periodic reports, setting forth certain specified information about
its corporate affairs. All these applicalions and reports must be examined by the
Commission to determine whether accurate and adequate disclosure has been made of the
informetion required by the Act and the rules and regulations thereunder.

New Rules, Regulations, and Forms for Registration of Securities on Exchanges

New rules requiring disclosure of certain war contract terminations.—~The Com-
mission adopted July 23, 1945 2/, just after the close of the past fiscal year,
certain new rules providing for disclcsure to investors and the public of current
information concerning changes in the dollar volume of war business held by companies
whose securities are registered on a national securities exchange.

1/ Securities Exchange Act Release No. 3727, August 28, 1945.
2/ Securities Exchange Act Release No. 3718.
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Under a new subparagraph of Rule X-13A-6, listed companies must notify the Com-
mission of the cancellation of any war contract if the dollar value of the business
covered by the terminated portion of the contract amounts to 20 percent or more of
the total sales for the previous fiscal year., A current report is required in this
situation to be mailed under confidential cover before the close of the day follow-
ing receipt of effective notice of the termination. The report will, however, be
placed in the public files unless in the opinion of the procurement agency involved
publication of the report would contravene the Code of Wartime Practices or the
security regulations of the particular agency.

In addition, listed companies whose war business amounted to more than 25
percent of total sales in the last preceding fiscal year are required by a new rule,
designated X-13A-6A, to file a quarterly report on Form 8-K. A new item 11 which
was added at the same time to Form 8-K requires such companies to report the dollar
volume of unfilled orders at the beginning and end of each fiscal quarter and the
dollar amount of sales during the quarter showing separately sales made pursuant to
war contracts. This report must be filed within 30 days after the close of each
fiscal guarter or within 30 days after the effective date of the new rule, whichever
is later.

Pricr to adoption, drafts of the proposed rules were widely distributed for
comment to interested persons, as well as certain govermment agencies. Comments were
received from many sources and a mumber of staff discussions were held with interested
persons. In addition, the proposals were discussed with the Office of Censorship
and the War and Navy Departments to ensure conformity to the requirements of the Code
of Wartime Practices and the security regulations of these agencies.

A= a result of these conferences and the comments received, the rules were
simplified and clarified in certain respects before they were adopted. In addition,
a mumber of special instructions were added to adapt the general requirements for
use where war business is conducted under special types of contracts. Finally, it
may be pointed out that the revised instructions permit the use of estimates where
by reason of the nature of the business it is impracticable to furmish exact infor-
mation as to certain of the items in the report.

Rule X~12iA-5 expanded.-—During the year the Commission adopted an amendment to
Rule X-12A-5, effective December 29, 1944. This rule provides a temporary exemption
from the registration requirements of Section 12 (a) of the Act for certain new
securities arising out of old securities previously listed or admitted to unlisted
trading privileges on a national securities exchange. The purpose of the amendment
is to permit an exchange, under certain circumstances not previously covered by the
rule, to trade in the entire class of the new securities under the temporary exemp-
tion afforded by this rule where the entire class of new securities has been law-
fully adnitted to dealing on another exchange.

Rulee X-13A-6 (e) and X-15C2-2.—The nature and purpose of Rules X-13A-6 (e)
and X-1502-2, promulgated at the beginning of the fiscal year under review, were
Jiscussed in the last anmual report, page 49. The first of these rules provides
that, whenever a company with a security registered on a national securities ex-
change declares a dividend or distribution in a form other than cash or securities,
it shall promptly file a telegraphic report with the Commission, sontaining a full
znd accurate description of the contemplated dividend or distribution. If the Com-
mission finds that the available informatlon with respect to the contemplated
dividend or distribution is inadequate to permit investors to make a proper appraisal
of taoe value of the security, it may exercise its authority under Section 19 (a) (4)
of the Act to order a temporary suspension of trading in the security on the exchange
on which it is registered, pending the availability of more adequate information.
The seccnd rule provides that, whenever exchange trading is thus wummarily suspended
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by the Commission, any act of a broker or dealer designed to effect or induce an
over-the-counter transaction with a customer in the security during the period of
suspension is a fraudulent, deceptive or manipulative act. These rules were
designed to prevent potential abuses in trading in securities before adequate infor-
mation was available as to the nature and amount of the dividend or distribution.

Termination of Registration under Section 19 (a) (2)

Two proceedings for the termination_ of registration pursuant to Section 19 (a)
(2) were pending at the beginning of the year. During the year an additional one was
instituted wpon failure of an issuer to file the annual report required by Section
13, while another was dismissed upon the filing by the issuer of an amendment disclos-
ing required information, leaving two such proceedings pending at the close of the
period.

Investigation of Elastic Stop Nut Corporation of America

On December &, 1940 the Commission authorized an investigation and public hear-
ing to determine whether a registration statement filed under the Securities Act of
1933 and an application for registration filed under the Securities Exchange Act of
1934 were complete and accurate, and whether any violation of the anti-fraud provi-
sions of those Acts had been committed.

The 1933 Act registration statement covering $3,500,000 of the company's 15-
Year 5% Sirking Fund Debentures became effective January 14, 1944. The application
for registration on the New York Stock Exchange of the company's $1 common stock
became effective on September 29, 1944. Two months thereafter the president of the
company took his own life. On the same day, November 29, 1944, the Commission for
the first time issued an order under Section 19 (a) (4) of the Securities Exchange
Act of 1934 which summarily suspended trading in the company'!s common stock on the
New York Stock Exchange.

In a statement issued upon the conclusion of its hearings the Commission re-
vealed that the 1933 Act registration statement had failed to disclose in full the
facts regarding a downward trend in the company's incoming orders and backlog of
orders, an abnormal inventory situation, and the company's increased costs of pro-
duction. In addition, it appeared that the statement of the company regarding its
controlling stockholders was inadequate in material respects. l/

The Commission'!s release also pointed out that the application for registration
under the 1934 Act failed to disclose adequately the facts regarding the operating
losses in the months immediztely preceding its filing, an excess and obsolete inven-
tory condition, the surplus stocks in the hands of the industry which would con-
stitute a block to nmew business, a drastic decline in the volume of incoming orders,
and in the amount of unfilled orders on the books of the company. Moreover, the
application for registration omitted to state that in 1944 its production was decreas-
ing and that the demands of the aircraft industry were decreasing.

On December 4, 1944 the company filed a supplement to the prospectus issued in
connection with the 1933 registration statement which contained material additions to
the information theretofore supplied. On December 22 and 23, 1944 and Janusry 1,
1945, while the Commission proceedings were in progress, the company filed amendments
to its 1934 application. In addition, on May 31, 1945 the company filed its annual
report, pursuant to the 1934 Act, for the fiscal year ended November 30, 1944.

1/ Securities Act of 1933 Release No. 3072.
Securities Exchange Act of 1934 Release No. 3701.
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The investigation into the trading in the company's securities did not disclose
any evidence of concentration of buying or selling or manipulation of securities of
the company. The Commission concluded that neither stop-order proceedings with re-
spect to the registration statement covering the debentures, nor delisting proceed-
ings with respect to the company's common stock would be in the public interest or
afford additional protection to the investors.

Statistice of Securities Registered on Exchanges

At the close of the fiscal year, 2,185 issuers had 3,675 security issues listed
and registered on national securities exchanges. These securities comprised 2,541
stocks representing a total of 2,302,066,187 shares and 1,134 bond issues in the
aggregate principal amount of $19,312,690,280,

During the past year alone, the following applications, reports, and amendments
were filed with the Commission and examined for compliance with the requirements
which govern the listing and registration of securities on national securities ex~
changes and the listing of securities on exempted exchanges.

Number of applications, reports, and amendments relating to the listing
and registration of securities on exchanges —-- Fiscal year 1945

Applications for registration of securities 351
Applications for "when issued™ trading 22
Exemption statements for short-term warrants 19
Annual reportis 2,167
Current reports 2,752
Amendments to applications and annual and current reports 741
Arnmual reports of issuers having securities listed on

exempted exchanges 100

For those interested in more detailed statistics concerning securities registered
on exchanges, reference is made to Appendix Tables 11-17, inclusive.

SECURITY TRANSACTICONS OF CORPORATE INSIDERS

Each officer, director and principal stockholder 1/ of a company having equity
securities listed and registered on any national securities exchange is required by
Section 16 (a) of the Securities Exchange Act of 1934 to file with the Commission
and the exchange an initial report showing his direct and indirect beneficial owner-
ship of his company!s equity securities and a report of transactions and holdings
each month thereafter in which changes in such beneficial ownership occur. The pro-
visions of Section 17 (a) of the Public Utility Holding Company Act of 1935 and
Section 30 (f) of the Investment Company Act of 1940 require that corresponding secu-
rity ownership reports be filed with the Commission by officers and directors of
registered holding companies and by officers, directors, principal security holders,
members of advisory boards, investment advisers and certain other affiliated persons
of registered closed-end investment companies.

After these security ownership reports are received and examined by the Commis-
sion, the information they contain is extracted and published each month in the
Official Summary of Security Transactions and Holdings which is distributed to news-
papers, individual security holders and other persons interested in the security
transactions and holdings of corporate insiders. Altogether during the past 11 years

l/ A principal stockholder means a beneficial owner of more than 10% of the issued
amount of any class of listed and registered equity security.
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more than 230,000 reports have been filed by more than 37,000 persons subject to
these requirements. All such reports are available for public inspection at the
Cormission!s main office in Philadelphia as well as the exchange at which addition-
al copies must also be filed; while complete sets of the summary may be. inspected
at each regional office of the Commission as well as cach national securities
exchange.

Changes occurring in the volume of reports filed during recent war years are re-
flected in these figures for the past four fiscal years: 1942, 18,600; 1943, 14,972;
1944, 14,7653 1945, 16,613. It will be noted that the volume of these reports last
year increase 12-1/2 percent over that of the preceding year. Details concerning the
reports filed last year are tabulated below.

Number of ownership reports of officers, directors, principal security
holders, and certain other affiliated persons filed and examined.

Fiscal Year

Description of report 1945

Securities Exchange Act of 1934:

Original reports—Form 4, 11,756, Form 5, 608, Form 6, 1817 14,181

Amended reports--Form 4, 788, Form 5, 23, Form 6, 53 364
Public Utility Holding Company Act of 1935:

Original Reports—Form U-17-1, 100, Form U-17-2, 371 471

Amended Reports—Form U-17-1, 3, Form U-17-2, 24 27
Investment Company Act of 1940:

Original Reports——Form N~30F-1, 170, Form N-30F-2, 248 1,018

Amended Reports——Form N-30F-1, 6, Form N-30F-2, 46 52

TOTAL — 16,613

SOLICITATION OF PROXIES, CONSENTS, AND AUTHORIZATIONS

The Commission's Regulation X-14, which was adopted pursuant to Sections 14 (a)
of the Securities Exchange Act of 1934, 12 (e) of the Public Utility Holding Company
Act of 1935 and 20 (a) of the Investment Company Act of 1940, prescribes information
which companies subject to these acts must make available to their security holders
whose proxies, consents or authorizations are solicited. ;/

During the year the Commission received and examined under that regulation both
the preliminary and definitive material required with respect to 1,630 such solicita-
tions, as well as "follow-up" material employed in 263 instances.

Modification of Proxy Rules.——An amendment to Rule X-14A-1 relating to the
solicitation of proxies was adopted February 1, 1945, Paragraph (b) of the rule as
originally adopted prevented the management of a corporation from soliciting
proxies for use at a meeting at which the election of directors was an item of busi-
ness unless security holders had been furnished or were concurrently furnished with
an annual report including financial statements of the company., The effect of this
provision was to confine the management!s solicitation to the period between the
date on which the financial statements became available and the date of the stock-
holders' meeting while opposition solicitation was not similarly limited. The amend-
ment permits managerment'!s solicitation in advance of mailing the annual report in
cases in which solicitations are being made in opposition to the management provided
the management!s proxy soliciting material contains an undertaking to furnish the
annual report at least twenty days before the meeting.

}/ For a detailed discussion of the Commission's proxy rules see the Tenth Annual
- Report, pp. 51-53.
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Exception from the proxy rmles.—Earlier in the year the Commission adopted, on
September 20, 1944, an amendment to Rule X-14A-8 extending the exceptions from the
proxy rules to a solicitation of assurances of acceptance of a plan of adjustment of
a railroad under Chapter XV of the Bankruptcy Act when not more than 25 holders of
claims affected by the plan are solicited.

UNLISTED TRADING PRIVILEGES ON EXCHANGES 1/

On Registered Exchanges

As of June 30, 1945, 991 stock issues were admitted to unlisted trading on the
registered exchanges. Of these, 554 issues were fully listed and registered on ex-
changes other than those on which unlisted trading privileges existed, 4 issues were
temporarily exempted from registration on another exchange and 433 issues had only
an unlisted trading status,

The 433 issues having only an unlisted trading status aggregated 386,275,951
shares, or about 14.3 percent of the entire 2,707,206,388 shares on these exchanges.
Reported trading volume in them for the calendar year 1944 was 24,059,373 shares, or
about 5.2 percent of the total share volume on these exchanges. This reported
volume included 22,450,306 shares on the New York Curb Exchange or about 28.6 percent
of the total share volume on that Exchange, and 1,609,067 shares on the exchanges
outside New York City or about 3.7 percent of the total share volume on those
exchanges,

Of the 433 stock issues, 138 issues aggregating 117,088,390 shares were of
domestic issuers which had in effect registrations under ome er more of the Acts
which the Commission administers or had securities listed upon exempted exchanges.
A11 such issuers (or the exempted exchanges in case of the issuers appearing thereon)
were required to file anmual reports with the Commission and most of them had to
comply fully or substantially with the reporting requirements under Section 13 of
the Securities Exchange Act. Most of them were subject to the rules embodied in
Regulation X-14 covering solicitation of mroxies. Most of the shares were of issuers
whose officers and directors, and in some cases whose 10¥ owners, were subject to the
reporting and penalty clauses of Section 16 of the Securities Exchange Act or similar
sections of other Acts with respect to corporate insiders' transactions. A breakdown
of these issues according to their status under various Acts follows: g/

No. of Stock
Issues Shares

Issuers registered under the Investment Company Act

of 1940 21 22,001,332
Issuers with voting shares registered under the

Securities Exchange Act of 1934 16 32,139,362
Issuers registered under the Public Utility Holding

Company Act of 1935 22 31,295,117
Subsidiaries of companies reglstered under the Public

Utility Holding Company Act of 1935 51 21,053,660
Issuers with non-voting shares or bonds registered

under the Securities Exchange Act of 1934 5 2,450,310
Issuers with securities registered under the Securities

Act of 1933 13, 4,845,844

Issuers having securities listed on exempted
exchanges 10 3,302,765
B 17088390

y For comprehensive data with respect to the status of issues on exchanges, see
Appendix Tables 13, 14, 15, 16, 17 and 18,

g/ Some issuers are subject to the requirements of more than one of the Acts enumers
ated in the compilation. In such cases, to avoid duplication, issuers have been
classified under that Act which appears to impose the more extensive requirements.
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Reported volume in this group of 138 issues for the calendar year 1944 was 11,125,195
shares, or about 2.4 percent of the total share volume on the registered exchanges.

Of the remaining stock issues with unlisted trading privileges 193, aggregating
126,590,508 shares, were of domesticg issuers. l/ The reported volume in these for
the calendar year 1944 was 9,839,507 shares or about 2.1 percent of the total share
volume on the registered exchanges.

The 433 issues also included 102 issues aggregating 142,597,053 shares of
Canadian stocks and American depositary receipts for foreign stocks. These were for
the most part listed and had their principal markets on Canadian or British stock
exchanges; their reported volume for the calendar year 1944 on our domestic exchanges
was 3,094,671 shares or about 0.7 percent of the total share volume.

As of June 30, 1945, 168 bond issues were admitted to unlisted trading on the
registered exchanges. Of these, 19 issues were fully listed and registered on exchanges
_other than those o® which unlisted trading privileges existed and 149 issues had only an
unlisted trading status. The 149 issues included 24 issues aggregating $572,335,500
principal amount admitted under requirements substantially equivalent to those for regis-
tered issues. 2/ The remaining 125 issues, aggregating $1,008,932,085 principal amount,
represented original admissions made on the basis of the fact that unlisted trading
privileges in these iscues had existed prior to March 1, 1934. All of the 149 issues,
except 3 issues aggregating $4,860,000, were on the New York Curb Exchange.

The aggregate of stock and bond issues admitted only to unlisted trading has
been diminishing through the years, in accordance with the expectation of Congress
when it authorized continuance of such privileges in 1936. A survey of the stock
issues removed from unlisted trading since the passage of the Securities Exchange
Act indicates that if they were actively traded on the exchanges prior to their re-
moval they or their successors for the most part subsequently became fully listed
and registered. The principal exceptions were in éases of issues called for redemp-
tion or issues extinguished for one reason or another. In the latter category were
issues extinguished upon reorganization or liquidation of issuers, rights and
warrants expired at the end of their term, and depositary receipis withdrawn on
termination of depositary agreements.

The decline in bond issves admitted only to unlisted trading has followed
principally upon the listing of such issues or their successors and upon the retire-
ment of issues by the private placing of new issues or by bank loans or otherwise.
Bond issunes admitted to exchange trading on an unlisted basis have been principally
those of utility holding company systems and the outlook is for a contimuing decline
in such issues as the integration proceedings under the Holding Company Act continue.

On Exempted Exchanges

As of June 30, 1945, 43 stock issues comprising 11,273,924 shares and 1 bond
issue of $140,000 principal amount were admitted to unlisted trading on the exempted
exchanges. Of the stocks, 6 issues comprising 4,109,596 shares were also registered
on one or another of the registered exchanges and 1 issue of 1,645,643 shares was

1/ This figure would be reduced well below 90,000,000 shares if controlling blocks
were excluded; e.g., over 37,600,000 shares of Creole Petroleum Corporation and
Humble Cil and Refining Company capital stock -~ two of the issues among the 193
z— uer§ reported to be owned directly or indirectly by Standard 0il Company

NO. J. L J '

2/ Pursuant to Clause 3 of Section 12 (f) of the Securities Exchange Act of 1934.
See Appendix Table 18.
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admitted to unlisted trading on a registered exchange. The residue consisted of 36
issues comprising 5,518,685 shares, including 35 issues on the Honolulu Stock Ex-
change and 1 on the Mimneapolis-St. Paul Stock Exchange. The bond issue was avail-
able for exchange trading only on the Honolulu Stock Exchange.

Applications for Unlisted Trading Privileges in the Fiscal Year y

During the fiscal year applications filed pursuant to Clause 2 of Section 12
(f) were granted to the Boston Stock Exchange with respect to 3 issues; Cincinnati
Stock Exchange, 3 issues; Cleveland Stock Exchange, 1 issuej Philadelphia Stock Ex~
change, 21 issues; and San Francisco Stock Exchange, 6 issues. No applications
filed pursuant to this clause were denied and, with the exception of 1 bond issve on
the San Francisco Stock Exchange, all the applications granted were for stocks,

Applications filed by the New York Curb Exchange pursuant to Clause 3 of Section
12 (f) were granted with respect to 1 stock issue and denied with respect to 5
issues, g_/ while an application of the Cleveland Stock Exchange involving 1 issue
was denied. Puget Sound Power & Light Company common stock, one of the issues denied
unlisted trading privileges on the New York Curb Exchange pursuant to this clause,
had been traded on that exchange under the temporary exemption provided by Rule
X-12A-~5 prior to the Commission's denial of the application for unlisted trading
privileges therein. Thereafter the Commission, having been informed that the issuer
was considering the listing and registration of the security on a national securities
exchange, extended the period of exemption provided by the rule. _3_/ At the close of
the fiscal year the security was still traded pursuant to this exemption which ex-
pired on December 29, 1945 and the stock was accordingly removed from trading on the
New York Curb Exchange.

Changes in Securities Admitted to Unlisted Trading Privileges

Yhenever a security admitted to unlisted trading privileges is changed only with
respect to its title, maturity, interest rate, par value, dividend rate, or amount
authorized or outstanding, it is automatically deemed to be the same security pre-
viously admitted to such privileges. In such a case the exchange is required merely
to notify the Commission, pursuant to Rule X-12F-2 (a), of the changes occurring in
the security promptly after learning of them. Numerous such notifications were re-
ceived during the fiscal year.

In the event changes more comprehensive than those emumerated above are effected
in an unlisted security, bhowever, unlisted trading privileges in the altered security
may be continued only if the Commission finds, upon application by the exchange pur-
suant to Rule X-12F-2 (b), that such altered security is substantially equivalent to
the security previously admitted to such privileges. During the fiscal year applica-
tions pursuant to this rule were granted with respect to 1 issme on the Boston Stock

1/ For a discussion of Section 12 (f), pursuant to which unlisted trading privileges
are granted, see Tenth Annual Report, pp. 58-60.

g/ Applications of New York Curb Exchange, Securities Exchange Act Release No. 3658,
described briefly in Tenth Anmual Report, p. 60.

2/ In this instance the period of exemption provided by Rule X-12A-5 would ordinarily
have terminated at the close of business on the tenth day after the Commission
had notified the exchange that its application for unlisted trading privileges in
the security had been denied.



- 19 -
Exchange; 1 issue on the Chicago Board of Trade, and 13 issues on the New York Curb
Exchange. In addition, the New York Curb Exchange was permitted to withdraw appli--
cations involving 3 issues upon being advised by the Commission that the applica-
tions would be denied.
DELISTING OF SECURITIES FROM EXCHANGES

Securities Delisted by Application

Section 12 (d) of the Securities Exchange Act of 1934 defines the Commissiont's
powers with respect to applications by an issuer or an exchange to delist securities
from an exchange. It provides that a security may be withdrawn or stricken from
listing and registration in accordance with the rules of the exchange and upon such
terms as the Commission may deem necessary to impose for the protection of investors.

Pursuant to this section and in accordance with the procedure prescribed by
Rule X-12D2~1 (b), 8 issues were delisted upon application of issuers and 33 issues
were delisted upon application of exchanges during the fiscal year. In one instance
the same issue was dJelisted from two exchanges upon their applications; thus the
total delistings, ircluding this duplication, numbered 42. In each of these cases
the application was granted without the imposition of any terms upon the delisting.
Of the 8 issuec delisted upon application of issuers, 4 had little or no exchange
activity during rccent years, 1 remained listed and registered on another exchange,
and 1 had become very closely held with only a negligible number of shares remaining
in public hands; in the remaining cases, holders of more than two~thirds of the
shares had approved the action pursuant to the requirements of the exchange from
which the securities were delisted.

During the fiscal year the Commission considered the application of The
Torrington Company to withdraw its common stock from Boston Stock Exchange. The ap-
plication was granted subject to the condition that the withdrawal should not become
effective until the applicant had submitted the delisting proposal to its stock-
holders and obtained their consent thereto, 1/ After the close of the year the Com-
mission dismissed this application upon being advised that the company had determined
not to solicit its stockholders! consent to the proposed delisting, g/

This was the second time that the Commission imposed material terms upon the
granting of a delisting application. The first such case occurred in May 1944, when
it granted the application of Shawmut Association to withdraw its common stock from
Boston Stock Exchange. 2/ While the assent of stockholders to the proposed delist-
ing was also required in that case, the precise terms differed, The Commission's
order in the Shawmut case required consent by a majority of the company's 4,000
stockholders and by the holders of a majority of its outstanding stock. In the
Torrington case, however, because of the apparent practical difficulties in obtain-
ing assents from a majority of the company's 11,000 stockholders, the term imposed
was to require assents by a majority of the shares voted and a majority of the stock-
holders voting, provided not less than fifty percent of the outstanding shares were
voted.

1/ Torrington Co., S.E.C, (1945), Securities Exchange Act Release No. 3687.
g/ Torrington Co., S.E.C. (1945), Securities Exchange Act Release No. 3735.
3/ Shawmut Ass'n 3.E.C. (1944), Securities Exchange Act Release No. 3564,

aff'd gub nom. Shawmt Ass'n v. S.E.C., 146 F. (2d) 791 (C.C.A. 1lst, 1945). At
the close of the fiscal vear Shawmut Association had not yet sollclted its stock-
holders! assents 46 the proposed delisting.
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Securities Delisted by Certification

Under Rule X-12D2-2 (a) an exchange, without the necessity of application and
hearing, may remove from listing and registration upon certification to the Commis-
sion securities which have been paid at maturity or are otherwise redeemed or re-
tired in full, or issues which are exchangeable for other securities. During the
year 319 issues were delisted under this rule, Some of these issues were delisted
from more than one exchange; thus the total delistings, including these duplications,
numbered 354.

Rule X-12D2-1 (d) provides that an exchange may remove any security from list-
ing and registration if trading therein has been terminated pursuant to a rule of the
exchange requiring such termination whenever the security becomes listed and admitted
to trading on another exchange. Under this rule, 6 issues were.delisted frcm the
New York Curb Exchange when they became listed and registered on the New York Stock
Exchange,

Securities Removed from Listing on Exempted Exchanges

The listing of a security upon an exempted exchange may be terminated upon the
filing by an exchange of an appropriate amendment to its application for exemption.
Two exempted exchanges filed such amendments during the year, terminating the listing
of 5 issues,

Temporary Exemption of Substituted or Additional Securities

In order to provide continuity of exchange trading in cases where securities
have come to evidence other securities, Rule X-12A-5 affords a temporary exemption
from the operation of Section 12 (a) of the Act to such securities to the extent
necessary to render lawful the effecting of tranmsactions therein on the exchange.
During the year, 67 issues were admitted to trading under this rule. In some in-
stances the same issue was admitted to trading on more than one exchange; the total
of such admissions, including these duplications, numbered 86.

STABILIZATION AND MANTPULATION
Manipulation

In its administration of the statutory provisions of the Securities Exchange
Act of 1934 relating to the manipulation of secvrities markets, the Commission's
policy is to attempt to detect manipulative practices at their inception, before the
rublic has been harmed. At the same time, it seeks to avold interfering with the ’
legitimate functioming of the securities markets. In brief, the Commission's in-
vestigations in this area take two forms. The "flying quiz", or preliminary inves-
tigation, is designed to detect and discourage incipient manipulation by a prompt
determination of the reason for unusual market behavior, If a legitimate reason for
the activity is uncovered, the case is closed. If more extended investigation seems
required, a formal order is sought of the Commission under which members of the
staff are empowered to subpoena pertinent material and take testimony under oath.
These formal investigations often cover substantial periods of time, and trading
operations involving large quantities of shares are carefully scrutinized.

The Commission keeps confidential the fact that any security is under investi-
gation so that the market in the security may not be unduly affected or reflections
be unfairly cast upon individuals or firms whose activities are being investigated.
As a result, the Commission occasionally receives criticism for failing to investi-
zate situations when, in fact, it is actually engaged in an intensive investigation
of those very matters.
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A tabular summary with respect to the Commission’s trading investigations
follows:

Trading Investigations

Flying Informal Formal
Quizzes Investigations Investigations
Pending June 30, 1944 59 — 19
Initiated July 1, 1944 to June 30, 1945 306 5 14
Total to be accounted for 365 5 33
Changed to informal case or formal
investigation 15 2 —_—
Closed or completed a/ 187 — 5
Total disposed of 202 2 5
Pending June 30, 1945 ’ 163 3 28

2/ Includes reference of cases to the Department of Justice or to a national
securities exchange.

Stabilization

During the fiscal year emded June 30, 1945, the Commission continued the ad-
ministration of Rules X-17A-2 and X-9A6-1. Rule X-17A-2 requires the filing of de-
tailed reports of all tranmsactions incident to offerings in respect of which a
registration statement has been filed under the Securities Act of 1933 where any
stabilizing operation is undertaken to facilitate the offering. Rule X-9A6-1 governs
stabilizing transactions in securities registered on national securities exchanges,
effected to facilitate offerings of securities so registered, in which the offering
prices are represented to be "at the market" or at prices related to market prices.

During the eleventh fiscal year of the Commission 402 registration statements
were filed under the Securities Act of 1933. Of these, 276 contained a statement of
intention to stabilize to facilitate the offerings covered by such registration
statements. Because of the fact that a registration statement sometimes covers more
than one class of security, there were 325 offerings of securities in respect of
which a statement was made, as required by Rule 827 under the Securities Act,  to the
effect that a stabilizing operation was contemplated. Stabilizing operations were
actually conducted to facilitate 64 of these offerings. In the case of bonds, pub-
lic offerings of $65,246,735 principal amount were stabilized, Offerings of stock
issues aggregating 9,866,465~1/6 shares and having an aggregate estimated public
offering price of $173,984,000 were also stabilized. In connection with these
stabilizing operations, 16,000 stabilizing reports were filed with the Commission
during the fiscal year., Each of these repcrts has been analyzed, thereby enabling
the staff to determine whether the stabilizing activities were lawful.

To facilitate compliance with the Commission'!s rules on stabilizing and to
assist issuers and underwriters to aveid violation of the statutory provisions deal-
ing with manipulation and fraud, many conferences were held with the representatives
of such issuers and underwriters and many written and telephone requests were
answered. A total of 1,611 letters and memoranda of such conferences and telephone
requests and memoranda to the regional offices of the Commission were written in
comnnection with the administration and enforcement of the stabilization and manipula-
tion statutes and regulations.
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REGULATION OF BROKERS AND DEALERS

Registration

Section 15 (a) of the Securities Exchange Act of 1934 provides for the registra-
tion of any broker or dealer who uses the mails or any other instrumentality of inter-
state commerce to effect over-the~-counter transactions; brokers or dealers whose
business is exclusively intrastate or exclusively in exempted securities are not re-
quired to register. OCertain data are presented below with respect to the registration
of brokers and dealers in the fiscal year ended June 30, 1945.

Registration of Brokers and Dealers
under Section 15 (b) of the Securities Exchange Act of 1934

Year ending June 30, 1945

Effective registrations at clouse of preceding fiscal year # » « o ¢ o o o o o 4,278
Applications pending at close of preceding fiscal year: « « « s o o o o s = » 29
Applications filed during fiscal JEar « « o « ¢ o o o o o ¢ 5 o o o o o o o o 383

Total L ] . 1 L ] - - 2 L ] * L 3 L L ] L] o - L3 L] e - -3 o ° L] o L] L] L] o e o L] 4:690
Applications withdrawn during yearc « « « « ¢ o & o s o ¢ 0 s o a o a = o & o 4
Registrationsﬂthdrmdul‘ingyear e @ ® e 0 s 6 6 e e & °© °o o e & ® O e © © 546
Registrations cancelleddurjngyear- e e ® ¢ & 0 ® 0 ® 9 © € ® © © 6 & o©o @ o 54
Registrations denied during year. « o « ¢« o« o « ¢ o o o 06 6 o 0 s o e 5 o o 2
Registrations suspended AuUTing Jear « « « « o o« o« o o ¢ 02 0 o o o o s 5 o s o 1
Registrationsrevokeddu:ringyeal'l.--no...ooncloooooooc 9
Registrations expiI‘ed by Operaf«ion Of Ru.le X~15 "3- ® © & 06 © o°o 9o & ® & B & l
Registrations made inactive during year 1/. ¢ « v « « o o o o o o o o o o o o 7

Registrations effective at end of year (except those put on inactive status). 4,046
Applications pending at end of year - o ¢ o ¢ o ¢ o o o 0 0 6 o o 0o s o 0 o @ 20
Total o L] (] L] . L] L] L] . L] * L * - L] L ] 2 L] o * . . ° * * * o L - L] -] 4; 690

Broker-Dealer Inspections

As authorized by Section 17 of the Securities Exchange Act, the Commission
regularly inspects the bocks and records of registered brokers and dealers to deter-
mine whether registrants! finanecial condition and business practices conform with
the requirements of law. The results of 825 broker-dealer inspections were reported
by the regional offices during the 1945 fiscal year. For the first time in four
years, the number of inspections reported during a fiscal year showed an increase
over the nmumber reéported during the preceding year.

Among the situations reported in the inspections were: 27 cases of unsatisfac-
tory financial condition, ranging from cases requiring immediate corrective action
to cases requiring merely continued surveillance; 137 cases in which the prices
charged by dealers may not have been reasonably related to the market; 119 cases of
failure to comply with the provisions of Regulation T relating to the extension of
credit; 47 cases of non-compliance with the rules relating to hypothecation and com-
mingling of customers' securities, or the use of customers! free funds or securities;

l/ This figure represents the net registrations placed on inactive status during the
year. The registrations of eighteen brokers and dealers, whose whereabouts,
despite careful inquiry, could not be ascertained, were placed on inactive status.
Eleven such registrations were removed from this status either through cancella-
tion or through restoration to active status.
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and 21 cases in which brokers took secret profits from customers by misrepresenting
prices at which the customers' orders had been executed.

In accordance with established policy, minor infractions are called to the at-
tention of the firm at the time of the inspection and corrective measures are general-
ly agreed to. In some of these instances, a check-up is made within a reasonable time
to ascertain whether the promised corrections have been effected., When the circum-
stances ind cate the infractions may be of a serious nature, further investigation is
made to determine whether action by the Commission may be necessary or appropriate.

In 50 inspections, matters were disclosed which required further inguiry or investi-
gation. As a result of such investigations the Commission filed a bill in equity
against one firm to enjoin certain fraudulent practices and obtained a permanent in-
junction. The facts in five instances were referred to state agencles and in six
others to the National Association of Securities Dealers, Inc. (NASD). In eight other
cases, including one in which an injunction was obtained, 1/ the Commission instituted
administrative proceedings to revoke the registration of the broker-dealer involved.

Administrative Proceedings

A summary of the administrative proceedings of the Commission with respect to
brokers and dealers is given below.

Record of Broker-dealer Proceedings and Proceedings
to Suspend or Expel from Membership in a National Securities Association
Instituted Pursuant to Section 15 of the Securities Exchange Act of 1934

Year ending June 30, 1945

I~

Proceedings on revocation of registration pending at beginning of fiscal year. e
Proceedings on revocation of registration and suspension or expulsion from

NASD pending at beginning of fiscal year « « o « ¢ o + + ¢ ¢ ¢ s s o o o o o o
Proceedings on denial of registration pending at begimning of fiscal year. . . .
Proceedings ordered during year on revocation of registration. « « « ¢« &+ ¢« o o &
Proceedings ordered during year on revocation of registration and suspension

or expulsion from NASD @ o o + ¢« ¢ o o o o ¢ ¢ o o ¢ o 06 s o o « a s« 0 a & a o
Proceedings ordered during year on denial of registration. o « ¢« 2 ¢« « o o o o »

Tctalc ® & ® ® ® e & & ©° ® @ e e 4 0 0 e ® & e 0o © O e © O & 0 o© & O O

I =
[oaN I o

Revocation proceedings dismissed on withdrawal or cancellation of registration s
Revocation proceedings dismissed--registration continued in effect . « . . « + &
Revocation proceedings and proceedings to expel or suspend from NASD dismissed——

registration and membership contimued. « « « ¢ o ¢ ¢ o o &
Denial proceedings dismissed on withdrawal of application. e
Denial proceedings dismissed--registration permitted .
Registrations denied o« o« ¢ o ¢ o« o ¢ ¢ o o ¢ o ¢ o ¢ o
Registrations revoked. @ o« o« « o o o o o s s o o o o «
Firms suspended from membership in NASD. . . . . . . .
Revocation proceedings pending at end of fiscal year . « o o o ¢« o o o s o o o @
Revocation proceedings and proceedings to expel or suspend from NASD at end

of fisca]— year ’ o L] . o o . o o o - L] o L) - -] o L ] L] L] o e L . L] -] -] o ° L ] L ] [ ]
Denial proceedings pending at end of fiscal Jear . ¢« o o o « o « o o o o 5 s o

Totalo € ¢ e 0o © 0 e ¢ e 0 e © © © 6 @ o © o © ®» 0 O & & 0 O @ © © ° e

a o e
.
o a ©®

© e © o @

o e o

a o °

o & o ¢ o e
6 06 o o s o
o -] ° o o -3
o o e e o

o o ° . [ ] o
e 6 © o e o
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e o
¢ . a ®

. o o

NPV [l e "8'\.!1?\)

181 o

1/ Charles E. Greene & Company, S.E.C. (1945), Securities Exchange Act

- Release No. 3684.
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Among the administrative proceedings decided by the Commission during the fiscal
year ended June 30, 1945, three are especially noteworthy. The proceeding against
E. H. Rollins & Sons, Inc. and Walter C. Rawls 1/ involved the firm's and Rawls'
Transactions with the Board of Missions of the Methodist Episcopal Church, South, a
religious and charitable corporation organized under the laws of the State of
Ternmessee. Since early in 1935 Rawls, on behalf of Rollins, had handled practically
all of the securities business in three funds of the Board of Missions of the
Methodist Episcopal Church, South. In 1940 he registered with the Commission in-
dividually as a broker-dealer and thereafter engaged in some transactions with the
Board for his own account, but he also contimued to handle Rollins' business with
the Board. With respect to a great mumber of sales by Rollins to the three funds at
prices far exceeding the prevailing prices and bearing no reasonable relation to such
prices, the Commission found that the Board had not been truthfully informed of the
differences between the current prices and the prices charged by Rollins, and that
without such disclosure the prices charged operated as a fraud on the funds. The
Commission also found that the excessive trading with one of the funds, in the light
of the surrounding circumstances, operated as a fraud. Holding that Rawls, in deal-
ings with the Board on his own behalf and on behalf of Rollins, was guilty of
fraudulent conduct, the Commission ordered his registratration revoked. On the fur-
ther finding that Dryden, vice president in charge of Rollins' Chicago office
through which its transactions with the Board were effected, was or should have been
aware of the fraudulent nature of the firm's and Rawls! dealings with the Board of
Missions and that Rollins could not escape responsibility for the conduct of its
employees, the Commission suspended Rollins from membership in the NASD for a period
of 60 days commencing March 6, 1945.

The opinion stated, however, that a case for revocation of Rollins' registra-
tion had been made, for Section 15 (b) of the Securities Exchange Act provides that
the Commission shall revoke the registration of a broker or dealer if it finds that
such action is in the public interest and if it finds that any Mofficer, director
or branch manager™ or "any person. ¢ .controlled by such broker or dealer™ has
wilfully violated the Securities Act or the Securities Exchange Act or the regula-
tions thereunder. The Bommission said that this result might be avoided and hard-
ship on any innocent persons be made unnecessary if Rawls and Dryden were separated
from the organization. Subsequently, upon submission by Rollins of evidence showing
that the resignations of Rawls and Dryden from their respective positions had been
accepted, the Commission dismissed the proceeding with respect to revocation of
Rollins'! registration. A motion filed with the Commission by Rollims on April 11,
1945, asking relief from the suspension order on the ground that the suspension had
resulted and would continue to result in large losses to Rollins both in current
earnings and through disruption of its sales organization,was denied. 2/

In the proceeding against Hay, Fales & Co., 2/ the ultimate issue was whether
a broker which effects transactions on the order of an outside person holding dis-
cretionary powers over customers’! accounts is under the duty of making full dis-
closure to those customers of all material facts concerning the securities which are
the subject of such transactions. The issues arose out of the purchase of the
securities of two promotional companies by a limited group of customers, all of whom

1/ E. H. Rollins & Sons, Inc. and Walter Cecil Rawls, S.E.C. (1945),
- Securities Exchange Act Helease No. 366l.

2/ E. H. Rollins & Sons, Incorporated and Walter Cecil Rawls, S.E.C. (1945),
Securities Exchange Act Release No. 3683,

3/ William I. Hay, William Kiefer, Jr., et al. dba Hay, Fales & Company,
S.E.C. (1945), Securities Exchange Act Release No. 3697.
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were clients of R. C. M. Page. Page, who was not a registered broker or dealer,
held discretionary authority over a number of investment accounts and custormarily
used registered firms in effecting transactions for these accounts. In 1939, in ex-
change for office space, Page transferred these accounts to the Hay, Fales firm.
Page initiated transactions for the accounts, and the orders were executed by Hay,
Fales as a broker; the firm confirmed transactions directly to the customers, sent
them monthly statements, and took full brokerage commissions on transactions so

executed.

Page was known by the firm to be president of the two promotional companies.

Hay, one of the members of the firm, was a director of one of these promotional com-
panies and was aware of its precarious financial condition, but he did not disclose
the company's condition to customers whose orders, placed by Page, the firm executed.
Upon orders of Page, the firm alsoc confirmed purchases of securities not yet issued,
and effected cross-trades between customers! accounts at prices which were obviously
not the best prices at which such securities could be obtained; these facts were not
disclosed to the customers.

In defense of its conduct, the firm insisted that it owed no duty of disclosure
to any of Page's clients. It pointed out that although its confirmations were made
out directly to Page's clients it neither recommended nor initiated the transactions
of such clients., The firm claimed that since Page had discretionary power to deal
with its clients! accounts the firm was fully authorized to accept his orders and
that it owed no duties as broker except to Page.

The Commission rejected these claims. The facts which imbued all of the trans-
actions with fraud were apparent and known to the firm. By continuing with the
execution of Page's orders under these circumstances, the firm participated in and
made itself a part of Page's scheme. To avoid individual responsibility for this
fraud, the Commission said, the firm was obligated to make the fullest disclosure
directly to the customer, and it held that this conclusion would be applicable even
if the firm had dealt exclusively with Page and had not undertaken to make any direct
disclosures to customers.

While concluding that it was necessary in the public interest to revoke the
firm's registration under Section 15 (b), l/ the Commission ordered that, because
the major pattern of the firm's conduct was one of carelessness and misunderstanding
rather than evasion or wilful violation of the Act, revocation would be without
prejudice to an application for re-registration after 30 days.

The proceedings against Abe Abrahams, 2/ Emanue)l & Company, 3/ and Baker, Weeks
& Harden 4/ were companion cases and involved transactions effected for the Public
Administrator of New York County. The Public Administrator is an official who, under
the circumstances prescribed by state law, administers decedents'! estates in New York
County in the event that there is no private person qualified to perform that
function. In general these estates are small, but in the aggregate the assets in

}/ Revocation of registration under Section 15 (b) automatically disqualifies a firm
from membership in the NASD while the revocation is in effect.

2/ Abe Abrahams, S.E.C. (1945), Securities Exchange Act Release No. 3645,

2/ Rudolph H. Deetjen, et al., dba Emamuel & Co., S.E.C. (1945), Securities
Exchange Act Release No. 3643.

é/ K. P. Tsolainos, et al., dba Baker, Weeks & Harden, S.E.C. (1945),
Securities Exchange Act Release No. 3644.

—\
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the Public Administrator's hands, including securities, run to substantial amounts.
In liquidating estates, the Public Administrator sells securities through brokers.

In 1940, at the suggestion of Frank J. McCabe, then a member of the New York
Curb Exchange and a friend of the Public Administrator, the latter employed Emanuel
& Company as its broker. In exchange for this business Deetjen, a general partner in
the Emanuel firm, agreed that the firm would use McCabe in the execution of Curb floor
business and that it would give some over-the-—counter business to Abrahams, a friend
of McCabe. This arrangement continued from 1940 to 1942. McCabe, dissatisfied with
the amount of his reciprocal Curb business from Emamel & Company, had the Publiec
Administrator transfer his official account to Baker, Weeks & Harden where it remained
for about three months.

While the account was with Emanuel & Company, Abrahams purchased about 170 lots
of listed and unlisted securities from the Public Administrator's official account
through the Emamuel firm. These lots had been delivered to the firm for sale "at the
market." Abrahams, with a free hand in the account, milked it by devious methods.

He bought many listed securities from the account at prices substantially lower than
the lowest contemporaneous exchange quotations, and many unlisted securities at
prices lower than the lowest reported bids, and resold these securities on the day
of the purchase or soon thereafter at substantial mark-ups, without risk and without
any considerable investment of his own funds.

After the account had been transferred to Baker, Weeks & Harden, Abrahams con-
tinued this course of conductj in twenty transactions he purchased securities from
the Public Administrator!s official account at prices below prevailing markets and
profited through immediate resales. Abrahams' continued course of business defrauded
not customers who could meet him face to face but the heirs of many small estates, in
the main helpless to protect themselves.

The Commission, on findings of wilful violations of the Act, revoked Abrahams!
registration as a broker and dealer. The Commission found, however, that Abrahams!
scheme was possible only through the lack of effective supervision by both Emamuel &
Company and Baker, Weeks & Harden over the handling of the Public Administrator’'s
official account, amounting to an abdication of responsibility by the firm and an
unwarranted delegation of control over the account to Abrahams.

Holding that four partners in Emanuel & Co. 1/ knew or should have known what
was taking place and that it blinked at Abrahams! conduct, the Commission concluded
that the firm had wilfully violated the Act, and ordered its registration revoked
but without prejudice to an application for re-registration at the end of thirty days
following the effective date of revocation order.

As to Baker, Weeks & Harden, however, the Commission concluded that the evidence
did not establish that its violations were wilful and the proceedings, insofar as
they involved the question of revocation of the firm!s registration, were dismissed.
But a violation of the Exchange Act need not be wilful for the purposes of disei-
plinary action suspending or expelling an exchange member under Section 19 (a) (3) or
a member of a national securities agsociation under Section 154 (1) (2) (A). The
finding that Baker, Weeks & Harden had violated the Act, although not wilfully,
resulted in an order suspending the firm from the NASD for a period of ten days.

1/ The firm of Emanuel & Co. included at the time of these proceedings five general
partners and Victor Emamuel, a limited partner. As a limited partner, Victor
Emanuel exercised no supervision over the firm. The evidence showed that he spent
practically no time with the affairs of Emamuel & Co. and that he was completely
unaware of the facts upon which this proceeding was based. No finding made with
respect to the firm or any of its partners applied to Victor Emamuel.
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Capital Requirements

On October 29, 1942 the Commission adopted Rule X-15C3-1 prescribing for brokers
and dealers a maximum ratio of aggregate indebtedness to net capital of 2,000 per-
cent, but deferred the effectiveness of the rule pending adoption of definitions of
aggregate indebtedness and net capital. l/ Shortly after the rule was announced a
draft of proposed definitions of these terms was submitted to the industry for com-
ment. During 1943 and the early part of 1944 the Commission experimentally applied
a similar set of definitions to all finmancial statements filed under Rule X-17A-5,
for the purpose of testing them in actual practice. The final rule announced on
August 11, 1944 2/ and the amendment adopted on November 8, 1944 3/ reflect con-
sideration of the comments from interested persons on the proposed definitions and
of the results of the test applied to reports filed under Rule X-17A-5.

Exemption from the rule is given to brokers and dealers who do not extend credit
to customers and who hold the funds or securities of customers only temporarily as an
incident to the prompt consummation of cash transactions., Exemption is also given to
the members of eight national securities exchanges whose rules and settled practices
are deemed by the Commission to impose requirements more comprehensive than those of
the rules however, suspension or withdrawal of the exemption as to the members of any
of these exchanges may be effected on due notice if such action appears necessary or
appropriate in the public interest or for the protection of investors. The rule and
the amendment became effective November 9, 1944.

Amendments to Registration Forms

On April 9, 1945 the Commission adopted several amendments to Form 3-M, one of
the forms on which applications are filed for broker-dealer registration pursuant to
Section 15 (b) of the Securities Exchange Act, and an amendment to Rule X-15B-2,
governing the filing of supplemental statements to such applications. é/

Before adoption of the new amendments, Form 3-M had required a disclosure of
certain relevant information concerning partmers, officers, directors and branch of-
fice managers, including their business histories. The effect of the new amendments
is to require similar information, under specific circumstances, with respect to
salesmen and other employees.

Section 15 (b) of the Securities Exchange Act requires the Commission to deny
or revoke the registration of any broker or dealer if it finds (1) that such action
is in the public interest and (2) that such broker or dealer or any partner, of-
ficer, director, branch office manager, or amny person controlling or controlled by
such broker or dealer, has been convicted within ten years of any felony or mis-
demeanor involving the purchase or sale of securities or arising out of the business
of a broker or dealer, or is enjoined from engaging in or continuing any acts or
practices involving the purchase or sale of securities, or has wilfully violated amy
provision of the Securities Act of 1933 or the Securities Exchange Act of 1934 or
any rule thereunder.

l/ The reasons which impelled the adoption of the rule are described in National As-
sociation of Securities Dealers, Inc., 12 S.E.C. (1942), Securities Exchange
Act Release No. 3322. -

2/ Securities Exchange Act Release No. 3602.
3/ Securities Exchange Act Release No. 3617.

4/ Securities Exchange Act Release No. 3674.
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A salesman or other employee of a broker or dealer is a person fcontrolled by"
him within the meaning of Section 15 (b), and the Commission has held that when a
broker or dealer employs a person who has been convicted or enjoined or who has been
found to have wilfully violated the Acts the broker or dealer is subject to denial
or revocation of his registration if the Commission finds that such action is in the

public interest. 1/

The new disclosures, insofar as they relate to past business histories of sales-
men and other employees, are designed both to give investors the benefit of such
disclosure and to facilitate enforcement of Section 15 (b). In announcing the rule
the Commission made it clear that the adoption of the new disclosure requirement does
not mark any departure from the Commission's policy of permitting persons who have

been convicted or enjoined, or are otherwise disqualified from registration as brokers

and dealers, to act as salesmen for other registered brokers and dealers under ap-

propriate safeguards and proper supervision. The Commission further stated that it
would continue to act on a case-by-case basis as it has in the past in determining

whether denial or revocation of registration of a broker or dealer who retains such
an employee would be in the public interest.

In those cases in which it does not appear necessary in the public interest to
require registrants to disclose publicly any part of the business record of a sales-
man or other employee, consideration of confidential treatment under appropriate
application will be given.

The amendment to Rule X-15B-2 adds to the requirement that every registered
broker and dealer must keep current the information furnished in his application the
new requirement that, within ninety days after the effective date of any amendment
to Form 3-M which requires additional information, each registrant shall report such
additional information as a supplement to his application.

SUPERVISION OF NASD ACTIVITY

The NASD (National Association of Securities Dealers, Inc.) continued to be the
only association registered with the Commission under Section 154 as a national
securities association. As of June 30, 1945 membership in the NASD stood at about
2,290, a gain of approximately 100 members during the year.

Disciplinary Proceedings

The NASD, in the year ending June 30, 1945, reported to the Commission final
action on 21 disciplinary cases against members. The decisions included: dismissal
or withdrawal of the complaint in 6 cases; acceptance of a statement pledging future
observance and compliance in 1 instance; penalty of censure in 3 cases; the imposi-
tion of fines in 9 instances, ranging from $50 to $500; and 2 expulsions, Of six
cases which the Ccmmission referred to the NASD during the fiscal year, 3 had been
disposed of and 3 were still pending at the year-end.

Appeals to the Commission from NASD Disciplinary Action

On July 5, 1944 an NASD member appealed to the Commission for a review of a one-
year suspension imposed by the NASD. During the fiscal year hearings we e held before
a trial examiner and oral argument was held before the Commission. At the year-end

1/ Bond & Goodwin, Imc., S.E.C. (1944), Securities Exchange Act Release No.
3543 and E. H, Rollins & sons, Inc., f.E.C. (1945), Securities Exchange
Act Release No. 3661.
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the Committee had the matter under advisement. l/

Denial _of Membership

On November 1, 1944 the Commission after appropriate notice and hearing, denied
the application of J. A. Sisto & Co. for an order approving or directing its admis-
sion to the NASD. g/ A similar application for approval or direction had been denied
the same petitioner by the Commission on July 1, 1940. In its reconsideration, which
involved a review of the original application and of petitioner's conduct in the
intervening period, the Commission held that he had failed to establish any basis
which would warrant a change in the previous order.

The 5 Percent Mark-up Policy

On October 25, 1943 the Board of Governors of the NASD issued an interpretation
of Article ITI, Section 1, of the Rules of Fair Practice that:

"Tt shall be deemed conduct inconsistent with just and equitable principles
of trade for a member to enter into any transaction with a customer in any
security at any price not reasonably related to the current market price of
the security.® 2/

In connection with this action, the Board pointed out, for the guidance of members
and of the committees whose duty it is to enforce the rules, that of a large number
of transactions effected in 1943, 71 percent had been effected at a gross mark-up
over the current market of not over 5 percent.

The Commission was petitioned to set aside this action by the Board on the grounds
that the interpretation was in fact a rule and as such was a nullity since it had not
been submitted to the membership for approval as required by the NASD's By-laws, Pub-
lic hearings were held on the petitions. On November 25, 1944 the Commission

1/ On August 7, 1945 the Cormission dismissed the review proceedings, finding that
the member had violated the Rules of Fair Practice designated and that his con-
duct was inconsistent with Jjust and equitable principles of trade. See Thomas
Arthur Stewart, S.E.C. (1945), Securities Exchange Act Release No. 3720.

g/ A controlling partner of the petitioner had been expelled from and by the New York
Stock Exchange on a finding that he had acted inconsistently with just and equi-
table principles of trade. That expulsion, by virtue of Section 154 (b) (4) of
the Securities Exchange Act of 1924 and of Article I, Section 2 of the By-laws of
the NASD, operates as a barrier to NASD membership on the part of any firm with
which such person is connected, unless the Commission finds it approprizte in the
public interest to approve or direct to the contrary. In denying the original
application the Commission held, on an independent review of the record of the
action by the Exchange and other evidence, that it was umable to find it appropriate
in the public interest to approve or direct the admission of the firm to membership
in the HASD. See J. A. Sisto & Co., 7 S.E.C. 647, 1102 (1940).

2/ For a more detailed discussion of this action by the Board and of events prior
to the issuance of the Commission's opinion, see Tenth Annual Report, pp. 80-81.
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dismissed the petitions on findings that the Board's action was well within the
sphere of interpretation and that the policies in question did not constitute a
rule. l/ The Commission pointed out in its opinion that there were adequate safe-~
guards in the Act against the improper use of the policy by the NASD!'s committees or
its Board. The Commission stated also that it could pass upon the merits of the
policy only upon review of an individual case where pertinent facts were in evidence
and where the issue was whether, upon the whole record, the-acts and practices com~
plained of were inconsistent with just and equitable principles of trade.

The PSI Case

In a decision announced on June 11, 1945, 2/ the Commission, one Commissioner
concurring and one dissenting, held that the D could not discipline its members
for failure to comply with the terms of price-maintenance provisions contained in
contracts used in the underwriting and distribution of securities.

The result of the decision was to set aside fines levied by the NASD against
six of its members who, in the distribution in late 1939 and early 1940 of
$38,000,000 First Mortgage Bonds issued by Public Service Company of Indiana (PSI),
failed to comply with minimum price and maximm discount provisions contained in
the syndicate agreements.

The under-riters of the issue and the dealers in the selling group, all members
of the NASD, had entered into agreements which provided that the bonds were to be
sold to the public at 102 percent of principal amount and which allowed concessions
of not more than 2 percent to underwriters, 1 percent to dealers, and 1/4 of 1 per-
cent to non-participating NASD members. In the course of the offering mumerous sales
were made at less than the specified amounts and complaints were filed by the NASD
against over 100 underwriters and dealers on the allegation that these off-price
transactions were in violation of the NASD rule providing that Ma member in the con-
duct of his business shall observe high standards of commercial honor and just and
equitable principles of trade.™

After hearings before various committees of the NASD, the Board of Governors
imposed fines of from $50 to $500 against 70 members who were found to have violated
the rule. The Commission thereupon called up for review six of the cases regarded
as typical of the various fact situations involved. The anonymity of these six
members was preserved in the Commission'!s proceedings.

The decision involved a review of the practices followed in the distribution of
securities, particularly price-maintenance agreements. While the proceedings before
the Commission were in progress, the Department of Justice intervened and argued
that the price-fixing provisions of syndicate agreements violated the Sherman Act.
The legality of these agreements was defended by the NASD.

The Commission’s main opinion held that the provisicns of Section 154 (b) (7)
of the Securities Exchange Act specifically limited the scope of the NASD!s rules
so that they could not be used as a means of requiring members to adhere to price-
maintenance contracts and that, consequently, the NASD could not discipline its
members under the rules for failure to maintain the price’ of the bonds during

1/ National Association of Securities Dealers, Inc., S.E.C. (1944),
Securities Exchange Act Release No. 36<3.

2/ National Association of Securities Dealers, Ince, S.E.C. (1945),
Securities Exchange Act Release No. 3700,
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distribution. _/ The opinion included statements thet M“an a-usceiztiion rule designed
to promote minimum prices and discounts runs directly counter io ihe statvtory re-
“L’Tbment that the association's rules be designed to remove fimpediments to . & .

a free and open market!s" FElsewhere the opinion said: "We emphasize thot all we
are holding is that the NASD erroneocusly construed its rule as authorization for the
Zisciplining of members for violating price-meintenance agreements,!

Chairman Purcell and Commissioner Pike, while not deciding the point, ex-
rressed views to the effect that the price-maintenance contracts in question did
not violate the Sherman Act. Commissioner Healy expressed similar views and stated
ne thought a decision cn this question was recessary to a proper disposition of the
case., Commissioner McCornaughey agreed thst the disciplinary actions could not be
allowed to stand but expressed no view on the antitrust question, stating that it
was unnecessary to do so in deciding the case presented.

In his dissenting opinion, Commissioner Healy contended that the NASD was cor-
rect insofar as it held that an unexcused breach of the price-maintenance contract
involved was conduct inconsistent with just and equitable principles of trade, and
that there was nothing in Section 154 of the Securities Exchange Act which precluded
this interpretation. However, he disagreed with the NASD's conclusion in three of
the six cases that the syndicate agreements had been breached, and in a fourth case
found that the dealer had been forced to sell by his bank and was thus not guilty
of conduct inconsistent with just and equitable principles of trade. He concluded
that the fines should be set aside in four cases and allowed to stand in two.

LITIGATION UNDER THE ACT

In Securities and Exchange Commission v. Charles E. Greene and Co. et al. 2/
and Securities and Exchange Commission v. Thomas B. Greening 3/ the Commission ob-
tained injunctions against further violations of the Securities Act of 1933 and the
Securities Exchange Act of 1934 by broker-dealers.

In the Oreene case, which involved a registered firm, the Commission's complaint

charged the defendants, inter alia, with failing to reveal to customers that it was
doing business while insolvent; wrongful hypothecation of customers! securities;

making purchases and sales at prices bearing no rezsonable relationship to the pre-
vailing market prices, withoul disclosing to customers the prevailing market prices;
and making various false representations. To insure the reimbursement of defrauded

investors the Commission, in addition to seeking an injunction, asked that a receiver

of the defendants' assets be appointed. 4/

1/ That sect.on requires that the rules of an association be "designed & . . to
remove impediments to and perfect the mechanism of a free and open market"™ and
"not designed . . . to fix minimum profits, to impose any schedule of prices, or
to impose any schedule or fix minimum rates, commissions, allowances, discounts,
or other charges.”

g/ N. D, I11., E. Div. Decree of permanent injunction and order continuing receiver
entered November 11, 1944. See above for the Commission's administrative action
in this case.

3/ W. D, Wash., N. Div. Decree of permanent injunction entered June 30, 1945,
é/ On July 11, 1945, after the close of the fiscal year, a judgment in the amount of

$19,916.66 was entered by the court in favor of the receiver, for the use and
benefit of various customers of the firm.
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In the Greening case, the Commission's complaint charged the defendant, inter
alia, with effecting transactions in securities in the over-the-counter market with-
out registering with the Commission as a broker or dealer; failure to make prompt
delivery of securities and funds to customers; wrongful hypothecation of customers!
securities; making various false representations; and failing to furnish customers

with written confirmations.

In Securities and Exchange Commission v. Frank W. Bennett and Federal Corpora-
tion l/ the Commission filed a complaint in the United States District Court for
the Southern District of New York for a preliminary and final judgment enjoining
the defendants from violating Section 9 (a) (2) of the Securities Exchange Act of
1934. The Commission alleged that the defendants had manipulated the market for
the common stock of Red Bank 0il Company on the New York Curb Exchange while a regis-
tration statement under the Securities Act of 1933, relating to a proposed offering
"at the market™ of a large block of that stock, was pending,

American Distilling Co, et al. v. Brown g/ and Clarence F., Avery v, Fred C.
Moffatt et al. 3/ were two cases in which the Commission filed briefs as amicus
curiae. Thne former was an action in the New York Supreme Court which had been
brought by American Distilling Company under Section 16 (b) of the Securities Ex-
change Act of 1934 to recover certain profits alleged to have been made by some of
its officers and directors in connection with short-term trading in the plaintiff's
stock., The Commission's memorandum was filed in connection with a motion by the
defendants to dismiss the action for want of jurisdiction, the contention being that
Section 27 of the Act vested jurisdiction of such actions in the federal courts, to
the exclusion of the New York Supreme Gourt. In its memorandum the Commission sup-
ported that contention, and the Supreme Court so held. Later in the year, this
decision was affirmed by the Appellate Division of the Supreme Court, two justices
dissenting. The Commission had likewise filed a memorandum as amicus curiae in that

court, é/

The Avery case was an action in the New York Supreme Court in which Avery, in-
dividually and as liquidating partner of Avery & Company, sought damages against
Moffatt, as acting president of the New York Curb Exchange, and others for alleged
illegal suspension of two of Avery's partners from the exchange and for refusal of
the exchange to permit a member firm to employ Avery. The Commission's brief as
amicus curiae was filed on the sole question whether members of a governing board
of a national securities exchange who bring charges against a member of the exchange
are necessarily disqualified from participating in the board's determination of
such charges. The Court held that Avery had failed to establish any cause of action
against the exchange and ordered judgment for the defendant.

}/ The action for a final injunction had not yet been decided at the end of the
- fiscal year. On August 20, 1945 the Court denied the Commission's motion for a
preliminary injunction. F. Supp. (S.D.NeY. 1945).

2/ 184 Misc. 431, 51 N.Y.S. (2d) 614 (Sup. Ct., Dec. 19, 1944).

3/ Misc. s 55 N.Y.S. (2d) 215 (Sup. Ct., April 16, 1945).

4/ App. Div. » 54 N.Y.S. (2d) 855 (1st Dep't May 4, 1945). After the end
of the fiscal year, a further appeal was taken to the Court of Appeals of the

State of New York. The Commission again filed a memorandum taking the same
position.
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givil Acvions Instituted by the Commission

During the past year the need for more drastic action in dealing with violations
of Rule X-10B-5 led the Commission to invoke the aid of the courts to protect sellers
of securities from misrepresencition and nondisclosure of material facts by prospec-
tive purchasers. The usual pattern of such cases involved the attempt by management
of an issuer to purchase its securities from investors without disclosing pertinent
information regarding the compa y's financial condition.

In S.E.C. v. Ho P. Mueller, et al., }/ the president and controlling stock-
holder of the corporation sou~h’ to purchase its common stock from investors at $2
per share. In making the ofier he failed to disclose that the net current asset
coverage per share was in excess of $16, that the net earnings per share for the pre-
vious year had been $4 and that during the two-month period immediately preceding
the offer the corporation's sales had increased 70 percent. He also failed to dis-
close that the current over-the-counter price of the stock was between $7 and $10
per share and that he had refused to sell his controlling block of stock at less than
its book value of $40 per share., Information contained in an annual report which
accompanied the offer was inadequate to enable investors properly to determine the
value of their stock. After the Commission filed its complaint alleging violation
of the Act and Rule X-10B-5, the defendanis, by stipulation, consented to an injunc-
tion permanently restraining them from effectuating the transaction without dis-
closure of all material facts necessary in order to make the statements made, in the
light of the circumstances under which they were made, not misleading.

A similar but perhaps more subtle device attempted by the controlling common
stockholders of 0ils and Industries, Inc., a registered investment company, took
the form of the proposed exchange of certain of the company's portfolio securities
having a market value of approximately $4.50 per share for its outstanding preferred
stock on a share for share basis. 2/ Two officers and directors of 0ils and Indus-
tries who controlled more than 50 percent of its common stock caused the company to
propose the exchange with a view to retirement of the preferred stock thus repur-
chased. In making the offer preferred stockholders were not informed that their
shares, which had a liquidating value of $12.50 per share, then had an asset coverage
of $17 and a redemption value of $13.50 per share. The company also failed to point
out that retirement of the preferred would cause an increase in the asset value of
the common and that if all the preferred were thus retired, the value of the common
stock would increase approximately $5 per share. Upon the filing of a complaint by
the Commission seeking an injunction the defendants, by stipulation, agreed to
rescission of the proposal and the return of all preferred stock tendered for
exchange.

In S.E.C, v. L. A. Young, et al., 3/ the Commission made initial use of its
authority under Section 21 (f) to seek a mandatory injunction to require compliance
with Section 16 (a) of the Act. In the same action, also for the first time, the
Commission enjoined controlling persons from violating Section 20 (c¢) of the Act.
In that case Young, his wife and a corporation controlled by Young, each had owned
more than 10 percent of the dutstanding common stock of the L. A. Young Spring &
Wire Corporation, which was registered on both the New York and Detroit Stock Ex-
changes, All three disposed of their holdings but failed to file the reports,

i/ USDC ED Wis., April 20, 1945.

g/ S.E.C. v. Oils and Industries, Inc., et al., USDC SD NY (Complaint filed Septem-
- ber 27, 1944).

3/ USDC ED Mich., February 26, 1945.
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rezarding changes in beneficial ownership of registered securities by controlling
persons, required by Section 16 {a). The judgment ordered and directed the de-
fendants to file such reports and in addition permanently enjoined them from hinder-
ing, delaying or obstructing the company's filing of reports regarding the beneficial
ownership of its common stock by defendants. The corporation was not a party to the
action.,

In S.E.C. v. Samuel Okin, 1/ the Commission for the first time sought and ob-
tained an injunction which restrained the use of proxies obtained by Okin in viola~
tion of Section 14 (a) of the Securities Exchange Act of 1934 and Regulation X-14
but did not at the same time restrain the holding of the stockholders' meeting.
Okin's sole purpose in obtaining proxies was to elect himself a director of Electric
Bond and Share Company, of which he was the owner of 9,000 shares of common stock,
Okint's proxies represented such a small fraction of the voting shares that his votes
could not have effected his election and adjournment of the stockholders! meeting
would have caused undue hardship to the corporation and the majority of its stock-
holders. The corporation was not in any way responsible for solicitation of proxies
by Okin. The court, however, in its opinion g/, expressed concern at the disen-
“ranchisement of those common stockholders who had given proxies to Okxin and sug-
gested that they be given an opportunity to exercise the right to vote their stock.

1/ 58 Fed. Supp. 20, USDC SD NY, 1944.

2/ Bright, J.
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PART III

ADMINISTRATION OF THE PUBLIC UJTILITY HOLDING COMFANY ACT OF 1935

The Public Utility Holding Company Act of 1935 deals with holding companies hav-
ing subsidiaries which are electric utility companies, or which are engaged in the
retail distribution of natural or manufactured gas. The Act was passed for the ex-
press purpose of eliminating certain evils and abuses which the Congress had found
to exist in connection with the activities of such companies, and was intended for
the protection of both investors and consumers. It provides for the registration of
holding companies (Sec. 5); regulation of security transactions of holding companies
and their subsidiaries (Secs. 6 and 7); regulation of acquisitions of securities and
utility assets by holding companies and their subsidiaries (Secs. 9 and 10); the
regulation of payment of dividends, solicitation of proxies, intercompany loans and
other intra-system transactions (Sec. 12); the control of service, sales, and con-
struction oontracts (Sec. 13); and the control of accounting practices (Sec. 15).
The key provisions of the Act, however, are contained in Section 11, which requires
the limitation of holding company systems to an integrated system or systems and
related other businesses and the corporate simplification and eqiitable distribution
of voting power of companies in holding company systems.

SUMMARY OF ACTIVITIES

The principal regulatory activities of the Commission under this Act in the
past fiscal year continued to center around the administration of Section 11 and
the disposition of applications designed to give effect to the Commission's orders
under that section. In addition, an important segment of the Commission's work re-
lated to passing upon applications and declarations under Sections 6 and 7 of the
Act for the issuance of securities, mainly by the subsidiaries of registered hold-
ing companies, in the aggregate amount of $1,308,642,000.

As of June 30, 1945, there were registered under the Act 54 public utility
holding company systems, the aggregate consolidated assets of which amounted to ap-
proximately $16,200,000,000, These systems include 118 registered holding companies
and 943 electric, gas and non-utility subsidiary companies.

Further significant progress was made during the past fiscal year in effectuat-
ing the requirements of Section 11 relating to integration, corporate simplification,
and reorganization. At June 30, 1945, integration or simplification proceedings had
been instituted by the Commission in regard to practically all of the holding com-
pany systems. Integration orders outstanding on June 30, 1945 require the divestment
of holding companies! nonretainable interests in 147 subsidiary companies, having
aggregate assets of $4,352,000,000, l/ This figure is exclusive of divestments
already effected, as listed in Appendix Table 20 and discussed later in this section.
Similarly, prior to the end of the past fiscal year the Commission had issued 46
orders involving simplification of corporate structures and equitable redistribution
of voting power and there were 47 such proceedings pending in various stages of
completion.

In the year ended June 30, 1945 the Commission instituted 7 new proceedings to
require public utility holding companies to comply with Section 11. A classifica-
tion of the proceedings instituted by the Commission under Section 11 (b) (1)
[Antegration/ and Section 11 (b) (2) /Corporate simplification/ which were pending
at the close of the fiscal year is as follows:

1/ See Appendix Tables 21 and 22.
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Section 11 Proceedings Pending as of June 30, 1945

No, of Pro-~ No. of No, of Hold~ No, of Aggregate
ceedings Systems ing Cos. Sub. Cos. Assets
Sec. 11 (b) (1) 16 2 3 29 $ 173,261,457
Sec. 11 (b) (2) 34 10 28 223 -+ 3,572,902,875
Secs, 11 (b) (1) and
11 (b) (2) combined 13 21 61 516 9,855,707,763
63 33 92 768 $13,601,872,095

Under Section 11 (e) of the Act, the Commission is authorized to approve
voluntary plans of reorganization submitted by registered holding companies and
their subsidiaries, and to seek court erforcement of such plans if they are neces-
sary or appropriate to effectuate the geographic and corporate simplification re-
quirements and are fair and equitable to the persons affected. Many such plans for
complete or partial compliance with Section 11 have been approved by the Commission
and have been or are being consummated. Others have been filed and are currently
being considered by the Commission. Up to June 30, 1945, a total of 146 plans had
been filed with the Commission under Section 11 (e). The Commission approved 56
of these plans, frequently after securing necessary modifications; 23 were withdrawn
or dismissed; 3 were denied; and 64 were pending before the Commission in various
stages of completion. As stated in the Commission's Tenth Anmual Report, the fil-
ing, approval, and consummation of these plans represent major achievements in the
financial and operating reorganization of the utility industry.

The Commission's experience in enforcing the Act shows that compliance with
Section 11 (b) does not mean dumping or forced sale of securities on the markets.
On the contrary, it is now clear that the favorable market reception of the port-
folio utility stocks that have been sold has been an important factor in strengthen-
ing the market for utility equities. Moreover, in addition to sales, there have
been other methods of compliance, such as exchanges of underlying portfolio securi-
ties for holding company securities, the issuance of subscription warrants to pur-
chase portfolio securities, the distribution of portfolio stocks as dividends, and
exchanges of securities of soundly reorganized companies for the old securities,

A factor of importance in facilitating the divestment of nonretainable proper-
ties and the reorganization of holding company systems has been the growing
confidence of investors in the stability of operating utility common stock earnings,
resulting in part from the more conservative capital structures of the operating
companies, This has been reflected in the sitrong investment demand for portfolio
utility common stocks which have been sold by holding companies in complying with
Section 11 of the Holding Company Act. The supply of operating utility equities
available for investors is still limited, although it is increasing steadily as the
holding companies consummate their Section 11 programs. For many months the market
for utility common stocks has been active and has been advancing. The current
dividend yield on the common stock of most electric utilities at prevailing prices
in the fall of 1945 was less than 5 percent. Since many of the holding companies
have senior securities bearing interest or dividend rates of more than 5 percent,
they have a net advantage in retiring their high-cost senior securities through the
sale of portfolio securities at prevailing prices,

During the past fiscal year registered holding companies disposed of their non-
retainable interests in 86 electric, gas, and other subsidiary companies, with total
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assets of approximately $575,000,000. y This includes 40 electric utility com-
panies, with assets of $384,000,000; 21 gas utility companies, with assets of
$112,000,000; and 15 other companies, with assets of $79,000,000., In addition, 17
companies sold & part of their assets in the total amount of $33,000,000. The fol-
lowing table, which was prepared from the detailed data contained in Appendix Table
20, gives a summary of the total divestment program from December 1, 1935 to June

30, 1945.
SUMMARY.
ELECTRIC, GAS AND NON-UTILITY PROPERTIES SOLD OR OTHERWISE DIVESTED

BY REGISTERED PUBLIC UTILITY HOLDING COMPARIES
December 1, 1935 to June 30, 1945

Assets of Companies Divested

Number of Companies (000,000 omitted)
Elec- Non- Elec- Non-

tric Ges Utility Totel iric Gas Utility ZFotal
Divested by Exchange or Distribu-
tion of Securities to Security

Holders

No longer subject to Holding Com-

pany Act 1 7 2 20 $,155 5/ &11 ¢ 4 $1,570
Still subject to Holding Compeny
bet 1/ 5 -2/ - 5 952 02/ o0 952
Divested by Sele of Property or
Securities
No longer subject to Holding Com-
pany Act 100 9 93 272 1,029 335 211 1,575
Still subject to Holding Company
het L/ 22 2/ 3 43 =200 =25 =20 _ 230
TOTAL DIVESTED 15 x 28 242 $3,34  $T7TL §235  $4.347
Partial Sales of Property Not Number of Companies
Included in above Totals Making Such Ssles Sele Price
Assets sold nmo longer subject to
the Act 50 8 22 80 § 78 4 26 108
Assets sold still subject to the
Act . 10 4 Y 15 - 11 4 —1 - 16
Totals £ 12 23 2 § 89 $ 8 527 g 124

1/ By reason of their relationship to other registered holding companies.

2/ Northern Naturel Ges Co., which was a subsidiary in 3 different company systems end itself a
registered holding compeny having consolidated assets of $63,178,222, was not included in the above
sumsry; Lone Ster Gas Corp. distributed its common stock investment therein to its own stockholders
and United Light & Power Co. sold its holdings for $10,533,612.

3/ Includes all cases where total divestment was effected by sales of entire property to 1 or more
than 1 btuyer.

4/ In the case of sales to more than 1 buyer, the company was clagsified in accordance with the
disposition of the majority of the assets sold.

5/ Reflects divestment of Philadelphis Electric Co. by United Corporation. The divestment of Philadel-
phia Electric Co. by United Gas Improvement Co. is not included in the above summary table figures.

;/ It should be noted that this figure represents the total assets of the divested
companies in order to reflect the size of such companies. In most instances, of
course, the parent holding company owned only the outstanding common stocks of
the divested companies and not their total assets. See Appendix Table 20, which
gives details of the manmer of divestmeni and the consideration received as well
as the total assets of the divested companies,



It may be noted that prior to June 30, 1945, 342 electric, gas, and other sub-
sidiary companies, with assets aggregating approximately $4,347,000,000 were
divested by registered holding companiss. Of the total of these divested companier
292 companies, with total assets of $3,145,000,000, are no longer subject to the
provisions of the Holding Company Act or to the authority of the Commission under
that Act; and 51 companies, with toital assets of $1,202,000,000, remain subject to
the Act by reason of their relation to other holding companies.

A classification of the foregoing divestments with reference to the propertie:
which were sold to municipalities and other public authorities, as contrasted with
those which remain under private ownership, shows the following supmary results: _1_/

No. of Gos. Total Amounts

Sales to municipalities, public authorities,

rural cooperatives, and the T.V.A. 51 $ 293,280,924

Divested properties which contimue under private
ownership 291 4,053,719,333
Totals 342 $4,347,000,257

More than half the properties which were sold to municipalities and other pub-
lic authorities had total assets of less than a million dollars each. The largest
company that was sold to a public authority was the Tennessee Electric Power Com-
pany with gross book assets of $110,000,000. Strictly speaking, the sale of this
company to the Tennessee Valley Authority, in 1939, was not a Section 11 divestment
but was the culmination of a long period of negotiation for the purchase of this
and other properties in the Tennessee Valley Authority area by the T.V.A. and its
wholesale distributors. The sale, therefore, was not effected pursuant to a Section
11 order, nor in contemplation of the provisions of Section 11. A similar state-
ment may apply to certain other divestments where the decision to sell was reached
independently of Section 11 requirements.

INTEGRATION AND SIMPLIFICATION OF HOLDING COMPANY SYSTEMS

There follows a brief summary of the status of each of the major holding com~
pany systems under Section 11 at the close of the past fiscal year. The summary
includes an outline of the principal developments which have been related in fuller
detail in the Commission's previous annual reports, together with an account of the
maj or steps taken during the past fiscal year.

1. Electyic Bond and Share Company

The parent of this system, Electric Bond and Share Company (Bond and Share),
controls five major subholding companiess National Power and Light Company
(National), American Power and light Company (American), Electric Power and Light
Corporation (Electric), American and Foreign Power Company, Inc. (American Foreign),
and American Gas and Electric Company (American Gas),

1/ In the Report of the Committee on Progress in the Regulation of Public Utilities,
Proceedings of the National Association of Railroad and UDtilities Commissioners,
1945, the following statement was made concerning the trend to public ownership:
"We have attempted to determine if there is any important trend toward public
ownership of utility property, and almost without exception we find that the com-
missions do not feel that there is any substantial change in this direction.”™
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Section 11 (b) (2) proceedings with respect to Bond and Share and certain of
its subsidiaries were commenced on May 9, 1940. 1/ In its Findings and Opinion of
August 23, 1941, g/ the Commission ordered National to dissolve since it served no
ugeful function and constituted an undue and unnecessary complexity in the systenm.
National's debt and preferred stock have been retired and its only outstanding
security is now common stock. Its principal remaining assets are the common stocks
of Birmingham Electric Company, Carolina Power and Light Company and Pennsylvania
Power and Light Company. National proposed in plans filed with the Commission 2/ to
distribute these stocks to its own common stockholders, together with its holdings
in two minor subsidiaries. The Commission indicated to National that, prior to
distribution or amy other disposition of its holdings in its subsidiaries, the ac-
counts and corporate structures of such subsidiaries should be conformed to the re-
quirements of the Act with respect to distribution of voting power and other
matters. 4/ Plans to this end were filed by National and approved by this Commis-
sion with respect to Carolina Power and Light, 5/ Birmingham Electric Company, 6
and Pemmsylvania Power and Light Company. Z/ It may be noted that in each of these
cases, the State commission either alone or in conjunction with the Federal Power
Commission, ordered the elimination of certain write-ups (Account 107) and the
elimination or amortization of acquisition adjustment items (Account 100.5). Fre-
quently in such cases, the accounting and structural reorganization of operating
utility subsidiaries of holding companies under the Holding Company Act is accom-
panied by or based upon accounting orders of the State commission, and frequently
also of the Federal Power Commission.

Two of the other subholding companies, American and Electric, were ordered to
dissolve §/ for similar reasons as set forth for National. Appeals were taken by
these companies to the United States Circuit Court of Appeals for the First Circuit,
vhich affirmed the order of the Commission on March 17, 1944. 2/ Application for
rehearing was denied by the court, whereupon the companies petitioned the United
States Supreme Court for a writ of certiorari, which was granted on May 28, 1945,
Arguments were concluded on November 16, 1945 but no decision has been rendered by
the court. Certain major steps taken by Electric and American and their subsidiaries
in the over-all process of complying with Section 11 are detailed below.

On July 13, 1944 American filed an application for approval of a plan under
Section 11 (e) of the Act for retirement of approximately $36,400,000 principal
amount of debentures at par plus accrued interest. Hearings were held and objections
heard with respeé¢t to the plan. Briefs were filed by American and by an objecting
debenture holder. On October 31, 1945 the Commission issued its Findings and Opinion
disapproving the plan, the Commission concluding that the fair and equitable standards
of Section 11 (e) required that holders of American's debentures should receive 110%
of principal amount plus accrued interest, and leaving for subsequent determination

1/ Holding Company Act Release No. 2051.

2/ Holding Company Act Release No. 2962.

3/ File No. 54-51,

4/ Holding Company Act Release No. 3896.

5/ Holding Company Act Release Nos. 3995 and 4746.
6/ Holding Company Act Release No. 4955.

7/ Holding Company Act Release Nos. 6080 and 6167.
€/ Holding Company Act Release No. 3750.

2/ American Power and Light Company v. S.E.C.; Electiric Power and Light Company v.
s.Eocn’ ].41 Fed. (2&) 606.
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the precise amount—in no event less than 1104 of principal amount plus accrued in-
terest—mwhich should be received by holders of certain assumed debentures (not
callable until 1947). y American was given 30 days to file an amendment in ac-
cordance with the Commission's Findings and Opinion. An amendment designed to comply
with this condition was filed on November 5, 1945 and approved by the Commission on
November 8, 1945. 2/

Minnesota Power & Light Company, a subsidiary of American, filed an application
on August 14, 1944 for approval of a plan pursuant to Section 11 (e) of the Act.
The plan provided for correction of existing unfair and inequitable distribution of
voting power in the company by increasing the equity represented by the common stock
by means of capital contributions by American. The plan also provided for conver-
sion of ocutstanding preferred stock into a new 5% preferred stock and the payment of
cash to preferred stockholders. The Commission's Findings and Qpinion approving
the plan, as amended, were issued June 6, 1945, 3/ and the plan was subsequently en-
forced by the United States Distriet Court for the District of Minmesota.

During the year American disposed of its interest in Nebraska Power Company
for approximately $14,000,000 and the oil properties of Glacier Production Company,
a subsidiary of The Montana Power Company, for approximately $9,600,000. 4/

During the spring of 1945, two of American's subsidiaries, Texas Electric
Service Company and Texas Power & Light Company, went through accounting reorganiza-
tions under which American made cash capital contributions of $15,500,000 to the two
companies, and under which approximately $50,000,000 of estimated inflationary items
were eliminated from the plant accounts of the two companies. §/ Subsequent to the
close of the fiscal year, American formed a new Texas holding company which acquired
the above-mentioned two companies and, in addition, acquired Electric's interest in
the common stock of Dallas Power & Light Company, the latter for a cash considera-
tion of $17,350,000. y American stipulated that it would dispose of Texas Utilitdies
Company within one year from October 1945.

On May 5, 1941 United Gas Corporation, a subsidiary of Electric, filed an ap-
plication proposing certain refinancing and in connection therewith the repayment
of $52,925,000 in debt claims held by Bond and Share. At the time the Commission
ordered hearings on this application, it also instituted proceedings pursuant to Sec-~
tion 11 (b) (2) and other sections of the Act 7/ for the purpose of examining the
transactions proposed and exploring the validity and rank of the debt claim of Bond
and Share., After the close of the hearing, a Section 11 (e) plan was filed which
provided for the reorganization of United Gas and a compromise settlement of the

1/ Holding Company Act Release No. 6176. (Commissioner Healy dissenting).

2/ Holding Company Act Release No. 6176. On November 30, 1945, the Commission ap-
proved a supplemental amendment providing for the retirement of the assumed
debentures at 115% of principal amount plus accrued interest (Commissioner Healy
dissenting.) Holding Company Act Release No. 6258,

3/ Holding Company Act Release No. 5850.

4/ Holding Company Act Release No. 5463.

5/ Holding Company Act Release Nos. 5742 and 5798.

6/ Holding Company Act Release No. 6158.

7/ Holding Company Act Release No. 2790.



- 41 -

claim of Bond and Share. At the conclusion of hearings on this voluntary plan, the
Commission issued its order approving the plan as fair and equitable, l/ At the
company's request, the Commission applied to the Federal Court for enforcement of
the plan, which was approved by the court on November 20, 1944.2/

On March 8, 1943 Utah Power and Light Company, a subsidiary of Electric, filed
an application proposing certain refinancing and the Commission instituted 11 (b)
(2) proceedings which were consolidated therewith. 3/ The Commission approved the
refinancing and ordered a recapitalization of the company involving, among other
things, the conversion of its preferred and common stock into a single class of new
common Stock and requiring certain other adjustments in its accounts. é/ The Com-
mission's decision in this case was preceded by an order of the Federal Power Com-
mission on August 2, 1943 directing the company to elimihate from its property
accounts inflatiomary items aggregating $29,441,872 by charges to surplus; the
order was based on a stipulation of facts entered into between the Federal Power
Commission, the Public Service Commission of Utah, and Utah Power and Light

Company .

On March 21, 1945 Utah filed an application with the Commission for the ap-
proval of a plan of reorganization under Section 11 (e) of the Act, in which Elec-
tric joined. The plan provided, among other things, that Electric would surrender
all of its holdings in Utah, inciuding its entire common stock interest, and would
release Utah and its subsidiaries from all claims in favor of Electric against Utah
and its subsidiaries in consideration for which Utah would (a) pay Electric
$650,000 cash, (b) release Electric from all claims in favor of DUtah or any of its
subsidiaries against Electric, and (c¢) assign to Electric all claims of Utah and
its subsidiaries against Bond and Share of its wholly—owned subsidiaries. After hear-
ings thereon, the Commission issued its Findings and Opinion approving the plan on
November 13, 1945. 2/ The plan was subsequently enforced by the United States Dis-
trict Court for the District of Utah. One major result of the reorganization, in ad-
dition to greatly improving Utah's capital structure, will be to separate the company
entirely from the Bond and Share system.

On May 18, 1943 hearings were reconvened with respect to the 11 (b) (2) pro-
ceedings of Bond and Share and its subsidiaries, é/ The first issue to be considered
was Bond and Share's relation to American Gas. Before the hearings were concluded,
Bond and Share requested that it be permitted to present a plan for its disposition

of its interest in American Gas. 7/

1/ Holding Company Act Release No. 5271.
2/ In the Matter of United Gas Corporation, et al., 58 Fed. Supp. 501.

3/ Holding Company Act Release No. 4157.

4/ Holding Company Act Release No. 4716.

5/ Holding Company Act Release No. 6212. (Commissioner Healy dissenting as to the
payment of $650,000 to Electric and the assigmment to Electric of Utah's claim
against Bord and Share.)

6/ Holding Company Act Release No. 4305.

2/ After the close of the past fiscal year, Bond and Share filed a series of three
plans for the stated purpose of enabling Bond and Share to comply with Section
11 (b) of the Act, including therein a plan for the disposition of its interest
in American Gas. (Holding Company Act Release No. 5970).

On October 10, 1945, the Commission approved Plan 1 which provided for a distri-
bution by Bond and Share to its preferred stockholders of approximately
$31,000,000 or $30 per share in partial retirement of the stock, accompanied

by a 30 percent reduction in dividends. (Holding Company Act Release No, 6121).
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On October 26, 1944 American Foreign filed a plan of reorganization under Sec~
tion 11 (e) of the Act which was joined in by Bond and Share. Proceedings on the
plan were consolidated by the Commission with the proceedings directed to Bond and
Share and American Foreign under Section 11 (b) (2) of the Act. 1/ Hearings on the
consolidated proceedings have been held and the matter is pending.

Proceedings pursuant to Section 11 (b) (1) directed to American Gas were in-
stituted December 1, 1939. Proceedings on an application previously filed by
American Gas, requesting approval of the continuance of its Central System together
with continuance of alleged South Jersey and Northeast Pennsylvania systems, were
consolidated therewith, Hearings were held from time to time in such consolidated
proceedings. On February 6, 1945 this Commission issued its Statement of Tentative
Conclusions with respect to the properties of American Gas subsidiaries. g/ The
Commission tentatively concluded that properties comprising the Central System could
be retained under common control under the standards of Section 11 (b) (1) of the
Act but that other properties must be divested if such Central System was to be re-
tained. Hearings to consider whether such tentative conclusions should be adopted
as the final conclusions of the Commission have been held and the decision was
pending at the end of the fiscal year. 3/

2. The North American Company

Section 11 (b) (1) proceedings were commenced March 8, 1940 with respect to the
North American Company (North American) 4/ and its subsidiaries and 11 (b) (2) pro-
ceedings were initiated on December 2, 1941 with respect to North American Light and
Power Company (Light and Power), 5/ a subsidiary holding company of North American.

On April 14, 1942, the Commission's order and opinion were rendered in the

11 (b) (1) proceedings, directing North American to confine its operations to a
single integrated system built around the Union Electric Company of Missouri. 6/
The order permitted the company to file an alternative plan within 15 days, where-
upon the company requested a modification of the order, which was denied. j/ North
American appealed the order to the United States Circuit Court of Appeals for the
Second Circuit, which court affirmed the order on Jamuary 12, 1943. 8/ On March 1,
1943, the United State Supreme Court granted a writ of certiorari 9/ to review the
case, but on April 15, 1943 indefinitely deferred the case because of the lack of a
qualified quorum. Subsequent to the end of the fiscal year, November 18, 1945, the
Supreme Court heard argument on the case but no decision has as yet been rendered.

1/ Holding Company Act Release No. 5388.

2/ Holding Company Act Release No. 5591.

3/ On December 26, 1945, the Commission issued its Findings, Opinion and Order in
this proceeding reaffirming in all essential respects its earlier tentative con-
clusions. Holding Company Act Release No. 6333,

4/ Holding Company Act Release No. 1960.

5/ Holding Company Act Release No. 3168.

6/ Holding Company Act Release No. 3405:

7/ Holding Cospany Act Release No. 3630.

8/ 133 F. (2d) 148,

9/ 318 7.S. 750.
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North American has continued its policy of paying common stock dividends in
the stock of its subsidiary, Pacific Gas and Electric Company, and in addition has
sold 700,000 shares of Pacific common stock in a public offering. The cash so
realized and conserved has been used to retire North American's entire issue of
6% Series preferred stock aggregating $30,317,950, and to reduce its debt obliga-
tions. North American sold its Pacific Gas stock on a 5.13 percent basis (on re-
sale the yield was 5 percent) and used the proceeds to retire preferred stock on
which the dividend rate was 6 percent. }/ As a result of its disposition of holdings
in the Pacific Gas and Electric Company, the latter company has been declared not to
be a statutory subsidiary in the North American system. On May 4, 1945, the Commis-
sion approved a voluntary plan filed under Section 11 (e) for the simplification of
the corporate structure of Union Electric Company of Missouri, g/ subholding company
of North American, whereby two of Union's subsidiaries were eliminated.

On December 30, 1941, the Commission ordered the dissolution of North American
Light & Power Company, BJ a subsidiary of the North American Company, finding that
it constituted an undue and unnecessary complexity in the system and served no use-
ful purpose. However, the determination of a fair and equitable plan of dissolu-
tion has been delayed pending the disposition of claims asserted by Illinois Power
Company, an indirect subsidiary of Light and Power. BExtensive hearings have been
held with respect to these claims but have not yet been completed. Meanwhile,
Light & Power has retired §3,376,500 principal amount of its publicly held deben-
tures without the payment of redemption premiums., This action was approved by the
Comuission and was appealed by the trustees under the indenture securing such deben-
tures to the United States Circuit Court of Appeals for the Seventh Circuit which

upheld the Commission!s order. 4/

A plan for the dissolution of Illinois Traction Company, a subsidiary holding
company in the Light & Power system, filed pursuant to the provisions of Section 11
(e), was approved by the Commission on October 24, 1944 5/ and was affirmed by the
U.S. District Court for the District of Maine on December 19, 1945.

3. The United Gas Improvement Company

Section 11 (b) (1) proceedings with respect to this system were instituted on
March 4, 1940. The United Gas Improvement Company (UGI) subsequently requested the
Commission to state its views, whereupon the Commission issued its tentative con-
clusions with respect to this system and defined its integrated system as the elec-
tric properties in the Pemnsylvania-Delaware-Maryland area, Orders of divestment
were issued 6/ on July 30, 1941 and May 7, 1942 on the basis of this interpreta-
tion. These orders were appealed by the company to the United States Circuit
Court of Appeals for the Third Circuit, which court sustained the orders on

November 17, 1943. 7/

1/ In December 1945, North American borrowed $32,000,000 from certain banks at
1-3/4 percent interest and has used the proceeds, together with other funds, to
retire its remaining 5-3/4 percent preferred stock. The company's capitalization,
therefore, now consists solely of bank loans and common stock.

2/ Holding Company Act Release No. 5776.

3/ Holding Company Act Release No. 3233.

4/ 134 F. (2d) 165.

5/ Holding Company Act Release No. 5367.

6/ Holding Company Act Release Nos. 2913 and 3511.

7/ 138 F. (2d) 1010.
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After argument before the court but prior to the issuance of its decision, UGI
and its subsidiary, Ppiladelphia Electric Company, filed voluntary plans under Sec-
tion 11 (e) with a view to complying at least partially with the provisions of Sec-
tion 11 (b). Briefly, the plan provided for the distribution to UGI stockholders
of $30,600,000 in cash and substantially all the stock holdings in two of its
subsidiaries, Philadelphia Electric Company and Public Service Corporation of New
Jersey. The plan was approved by the Commission on March 18, 1943 1/ and by the
common stockholders on April 19, 1943. In May 1944, UGI distributed to its stock-—
holders its holdings of Delaware Power & Light Company and subsidiaries. During the
past fiscal year, UGI has disposed of its interests in three additional companies,
namely, Nashville Gas & Heating Company, 2/ Arizona Power Corporation 2/ and
Manchester Gas Company.4/ Subsequent to the close of the fiscal year, UGI filed
another voluntary plan 5/ under Section 11 (e), designed to effect further compli-
ance with the requirements of Section 1l. This plan provides for the voluntary
exchange of certain miscellaneous investments in public utility holding companies
having a present market value of approximately $25,000,000 for shares of UGI com~
mon stock. No decision has as yet been rendered by the Commission with respect to
this plan,

4. The Commonwealth & Southern Corporation

On March 6, 1940, Section 11 (b) (1) proceedings were begun with respect to
this system and on April 8, 1941 Section 11 (b) (2) proceedings were instituted and
consolidated with the former proceedings. In its order of April 9, 1942, 6/ the
Commission directed Commonwealth & Southern Corporation (Commonwealth) to reduce its
then outstanding preferred and common stock to a single class of new common stock.
The order was appealed by the company to the Circuit Court of Appeals for the Third
Circuit which affirmed the Commission's order on March 31, 1943. Z/

On April 20, 1943, Commonwealth filed a plan of recapitalization providing for
the reclassification of its stock into a new class of common stock and a distribu-
tion of its holdings of all the common stock of Consumers Power Company to stock-
holders of Commonwealth. On February 26, 1944, the company filed an amended plan
proposing a change in the allocation between its preferred and common stockholders
and further proposing the distribution of its stock holdings in its other Northern
subsidiaries in addition to Consumers Power Company.

Hearings on the amended plan were concluded on March 27, 1944 and the staff
filed its proposed findings on May 29, 1944 approving the basic features of the
amended plan but recommending that certain further amendments be made., Briefs were
filed and oral argument held on the issues inwvolved by various stockholders partici-
pating in the proceedings. On May 31, 1945, the Commission issued its Findings and

L d

1/ Holding Company Act Release No. 4173.
2/ Holding Company Act Release No. 5896.
3/ Holding Company Act Release No. 5882.
4/ Holding Company Act Release No. 5130.
5/ File No. 54-140.

6/ Holding Company Act Release No. 3432.

7/ 134 F. (2d) 747.
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Opinion 1/ which stated that if the plan were amended in several respects, the Com-
mission would approve it. Commonwealth filed the amendments requested and thereupon
the Commission on June 30, 1945 issued its order g/ approving the amended plan,
Among the provisions of this amended plan was one requiring that the plan receive
the affirmative vote of the holders of a majority of each class of stock of Common-
wealth at a special meeting, before the Commission applied to an appropriate federal
district court for an order approving and enforcing the plan. A period of several
months thereafter elapsed without arrangements having been completed for conducting
the vote contemplated in the plan. No vote having been taken, the Commission, by
order dated November 1, 1945, 3/ modified its previous order so as to approve the
plan on condition that the company delete that portion of the plan requiring a stock-
holders vote. On November 9, 1945, Commonwealth filed modifications of its plan
stating that it would eliminate the provision for a stockholders vote if the Commis-
sion would approve an extensive amendment of the plan which essentially altered

it. 4/

The Commission, in all these orders, has retained jurisdiction to determine the
retainability of Commonwealth's remaining subsidiaries and any of the utility opera-
tions and other businesses of the system under Section 11 (b) (1).

Commonwealth has contimued to refinance and recast the security structure of
its utility subsidiaries and in the process has materially improved their financial
condition,

5. Cities Service Company

On May 5, 1944, the Commission issued its order in the Section 11 (b) (1) pro-
ceeding involving Cities Service Company (Cities), the top company in this system. 2/
The order directed Cities to comply with Section 11 (b) (1) by reducing the opera-
tions of its system to certain gas distribution properties located in the Mid-
Continent section, together with certain gas production and transmission properties,
The order, however, permitted the retention of the system's nonutility properties
if Cities should choose to camply with Section 11 (b) (1) by disposing of all its
direct or indirect interests in utility companies. Cities elected to retain its
nonmutility properties, whereupon the Commission, on October 12, 1944, entered a sup-
plemental order é/ providing, in substance, that Cities might dlspose of its in-
terests in utility preperties in lieu of complying with the provisions of the

1/ Holding Company Act Release No. 5825.
2/ Holding Company Act Release No. 5895.

3/ Holding Company Act Release No. 6177.

/ On January 24, 1946, the Commission issued a memorandum opinion stating that the
modifications of the plan did not have sufficient merit to warrant scheduling of
hearings thereon in view of their highly complicated and confusing nature, aside
from difficult questions of fairness. The Commission indicated that further
proceedings in this case would be withheld for a period of 30 days in order to
afford an opportunity to Commonwealth and to any person having a bona fide in-
terest in the reorganization to file a plan for compliance with the Commission's
order of April 9, 1942 based upon the principle of retiring the preferred stock
through the sale or other disposition of assets. Holding Company Act Release No.
6381.

5/ Holding Company Act Release No. 5028,

6/ Holding Company Act Release No. 5350.
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earlier order. Since the original order, Cities has disposed of its interests in 32
subsidiaries 1/ and has consummated a program effectuating various intercovrporate
transfers preparatory to a divestment of its interest in Cities Service Power &

Light Company.

The order of May 5, 1944 also directed Arkansas Natural Gas Corporation, a sub-
sidiary holding company of Cities, to confine its operations to the natural gas
business and dispose of its interest in i1ts nonutility subsidiaries. Arkansas
Natural Gas Corporation appealed the order of the Commission to the U. S. Circuit
Court for the Fifth Circuit, which court had arguments on the case but has not yet
rendered a decision,

On August 17, 1943, the Commission ordered g/ Cities Service Power & Light
Company (Power & Light), a holding company subsidiary of Cities Service Company, to
dispose of its interest in 43 companies, including Federal Light & Traction ‘Company
(Federal) and its 14 subsidiaries. Since this order was issued, Power & Light, as
indicated above, has disposed of its interests in 30 companies. The order of August
17, 1943 required that Federal confine its operations to the electric utility busi-
ness conducted by subsidiaries in the States of New Mexico and Colorado, jurisdiction
being reserved with respect to certain properties in New Mexico and Arizona. On
March 30, 1944, 2/ the Commission granted Federal an option to retain as its utility
system either the properties in New Mexico and Colorado or in Arizona. Federal ap-
plied for a year's extension to comply with the Commission'!s order of March 30, 1944,
which was granted, and Federal's option to elect to retain one of the two integrated
systems was continued until March 30, 1946.

6., Associated Gas and Electric Company

In 1940, Associated Gas and Electric Company (Ageco) and its subsidiary holding
company, Associated Gas and Electric Corporation (Agecorp), filed petitions in the
U. S. District Court for reorganization under Chapter X of the Bankruptcy Act. Both
companies are registered holding companies. The Trustees of Agecorp (Denis J.
Driscoll and Willard L. Thorp) also registered as a holding company. On August 13,
1942, thes Commission issued an order 4/ pursuant to Section 11 (b) (1) in which it
directed the trustees, among other things, to dispose of their interest in 115 com~
panies, reserving for further consideration questions relating to the retainability
of certain other properties. At the end of the first year, the trustees reported
that they had disposed of their interest in 60 of these companies. During the next
succeeding year, disposition was made of an additional 22 companies and 14 others
were under contract for sale. Of the original 115 companies, the trustees retained,
as at the close of the fiseal year, an interest in only 16. On February 9, 1945,
upon application of the trustees, the Commission modified its order of August 13,
1942 by removing Manila Electric Company, its subsidiary, Associated Utilities In-
vesting Corporation (an inactive corporation which is the original obligor under the
mortgage on the bonds of Manila Electric Company), and Escudero Electric Service
Company from the list of companies required to be divested. Both Manila Electric
Company and Escudero Electric Service Company operate properties in the Philippine
Islands.

;/ Of these, 2 companies were direct subsidiaries and 30 companies were subsidiaries
of Cities Service Power & Light Company or of its subsidiary holding company.
Federal Light & Traction Company.

2/ Holding Company Act Release No. 4489, )

3/ Holding Company Act Release No. 4960.

4/ Holding Company Act Release No. 3729.
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On August 9, 1945, the U. S. District Court for the Southern District of New
York confirmed a comprehensive reorganization plan 1/ proposed by the trustees,
pursuant to Chapter X of the Benkruptcy Act ard Section 11 (b) of the Holding Com-
pany Act, and which had been epproved by the Commission on April 14, 1944. 2/ After
the close of the fiscal year, the U. S. Supreme Court dismissed a petition for
certiorari, and the plan was consummated. The new company, General Public Utilities
Corporation, took over the affairs of Ageco and Agecorp in Jamuary 1946.

On February 3, 1941, the Commission instituted proceedings pursuant to Section
11 (b) (2) with respect to General Gas and Electric Corporation (Gengas) a subsidiary
holding company of Agecorp. 2/ Subsequently, Section 11 (e) plans for the reorgani-
zation of Gengas were filed, the hearings on which were consolidated with the Section
11 (b) (2) proceedings. On August 12, 1944, a revised plan was filed jointly by
Agecorp and Gengas, which provided for the distribution by Gengas of certain assets
among its public security holders, after which there would remain no claims against
Gengas except those held by the trustees of Agecorp, who would turn in their holdings
and receive in exchange an entire issue of new common stock of Gengas. This plan
was approved by the Commission on July 25, 1945. 4/ By orders dated October 15,
1945 and October 22, 1945, the District Court of the United States for the Southerm
District of New York approved and enforced the plan,

Section 11 (b) (2) proceedings were instituted with respect to Georgia Power
and Light Company, another subsidiary of Gengas, on February 10, 1943. Or April 24,
1944, Georgia, Gengas, and Florida Power Corporation, an associated company, filed
a joint plan proposing, among other things, the recapitalization of Georgia. The
proposal included the donation by Florida to Georgia of $1,400,000 in cash to be
used in part for the reduction of the mortgage debt of Georgia and for a cash pay-
ment in the amount of $150 per share in full satisfaction of the public holders of
the preferred stocks of Georgia. The proposed recapitalization, together with the
related donation and an issue and sale by Florida of preferred stock through competi-
tive bidding, was approved by the Commission on January 23, 1945 é/ subject to the
condition that within one year Georgia divest itself of its water and ice properties.

On September 29, 1943, the Commission instituted Section 11 (b) (2) proceedings
with respect to Tide Water Power Company, a subsidiary of Gengas, raising the issue
as to whether the voting power of Tide Water was fairly and equitably distributed.
After appropriate hearings, the Commission issued its order on August 25, 1944, é/
providing, among other things, for a recapitalization of the company by substituting
a single class of common stock for the then outstanding classes of stock, There-
after, Tide Water filed a plan Z/ to comply with the Commission's one~stock order.
The plan was approved on December 22, 1944 §/ subject to reservation of jurisdiction
as to the percemtage of new common stock to be received by Gengas.

1/ 61 Fed. Supp. 11.

2/ Holding Company Act Release No. 4985.
3/ Holding Company Act Release No. 2543.
4/ Holding Company Act Release No. 5950.
5/ Holding Company Act Release No. 5568.
6/ Holding Company Act Release No. 5238.
7/ Holding Company Act Release No. 5309.

8/ Holding Company Act Release No. 5512.
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On March 30, 1945, a plan of reorganization was filed by York Railways Company,
a debtor in possession under Section 77B of the Bankruptey Act, in proceedings which
had been pending since November 30, 1937, l/ The plan provided for the raising of
sufficient cash to pay all public creditors and preferred stockholders the full
amount of their claims and for the liquidation of York Railways Company. Hearings
were held in May 1945 and the matter was pending at the end of the fiscal year. g/

On September 30, 1941, the Commission instituted proceedings under Section 11
(b) (2) with respect to New England Gas and Electric Association (Negea), a regis-
tered holding company. After hearings were held but prior to the final order of the
Commission, the trustees of Ageco and Agecorp and a subsidiary company in the Asso-
ciated system instituted proceedings in both a State and Federal Court asserting
claims against Negea arising from various transactions in the years 1930 and 1932.
It appeared to the Commission that before a determination could be made with respect
to the recapitalization of Negea, the validity and rank of the asserted claims would
have to be resolved. Therefore, on February 17, 1943, the Commission instituted
further proceedings with respect to these claims. 3/ On March 29, 1945, Negea filed
a plan %/ of recapitalization pursuant to the provisions of Section 11 (e). This
plan was based on the assumption that the aforementioned claims would be held not
valid. At the close of the fiscal year, the Commission had reached no decision with
respect to the claims but hearings were going forward in connection with the pro-
posed plan on matters not related directly to the claims. 2/

7. Standard Power and Light Corporation - Standard Gas and Electric Company

Proceedings pursuant to Section 11 (b) (1) were instituted by the Commission on
March 6, 1940 with regard to Standard Power and Light Corporation (Standard Power)
and Standard Gas and Electric Company (Standard Gas) and their subsidiaries. On
June 5, 1940, the Commission instituted proceedings pursuant to Section 11 (b) (2)
with respect to Standard Power. After subsequent hearings, the Commission, on June
19, 1942, issued an order requiring the liquidation and termination of existence of
Standard Power., €/ A dissolution plan for Standard Power was approved by the Com-
mission on February 22, 1945. 7/

On March 24, 1943, Standard Gas filed a plan pursuant to Section 11 (e), to
comply with the provisions of Section 11 (b), and at the same time the Commission
instituted proceedings pursuant to Sections 11 (b) (2), 15 (f), and 20 (a) amd
directed consolidation of the two proceedings. The Commission issued its findings
and opinion on May 29, 1944, 8/ after hearings and oral argument, stating that it
could not make findings necessary for approval of the plan, and withheld entry of

1/ Holding Company Act Release No. 5744.

‘2/ Subsequently the plan was approved by the Commission and by the U. S. District
Court (Del.).

3/ Holding Company Act Release No. 4124.
4/ Holding Company Act Release No. 5730.
5/ Holding Company Act Release No. 5799.
6/ Holding Company Act Release No. 3607.
7/ Holding Company Act Release No. 5625.
8/ Holding Company Act Release No, 5070,
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an order for 90 days to afford Standard Gas the opportunity to file an amendment in
accordance with the views of the Commission. In August 1944, Standard Gas submitted
an amended plan, which was approved by the Commission on November 15, 1944. l/

On December 20, 1944, the Commission, at the request of Standard Gas, applied
to the U. S, District Court for the Distriet of Delaware for an order of enforcement
of the amended plan. On March 2, 1945, the District Court in an opinion stated that
the plan would not be approved as fair and equitable and appropriate to effectuate
compliance with the Act unless the note and debenture holders were paid off in cash,
although it would be approved as to stockholder participation. The Commission,
Standard Gas, and several other parties to the proceedings, took an appeal from the
judgment of the District Court to the United States Circuit Court of Appeals for the
Third Circuit. ter the end of the fiscal year, on September 14, 1945, the latter
Court rendered a decision reversing the judgment of the District Court and upholding
the opinion of the Commission that the amended plan was fair and equitable to the
note and debenture holders.

Subsequently, Standard Gas filed a motion with the District Court requesting an
order of the court disapproving the amended plan for recapitalization as being un-
fair and inequitable because of changed conditions, and stating that it proposed to
borrow money with which, together with treasury cash, it would effectuate a call of
the notes and debentures and pay off the bank notes then outstanding by the sale of
portfolio securities. A decree of the U. S. District Court for the District of
Delaware, issued on December 29, 1945 and amended January 9, 1946, held that
Standard Gas had the right to call the notes and debentures and provided that such
call should be made within thirty days or within such further time as the Securities
and Exchange Commission might grant. 2/

On June 5, 1942, Northern States Power Co. (Delaware) filed its plan of liqui-
dation pursuant toc Section 11 (e) and on the same date the Commission instituted
proceedings pursuant to Section 11 (b) (2) and other sections of the Act with re-
spect to that Company and each of its subsidiary companies. Extensive hearings
were held, subsequent to which (March 31, 1944) the Compuny submitted an amended
plan, upon which hearings were also held, briefs submitted, and argument heard. The
Commission issued its Findings and COpinion on the Northern States Power Company
amended plan on April 26, 1945, 2/ stating that if an amendment to the plan were made
in accordance with the views expressed therein, an appropriate order would be entered
approving the plan as so further amended. Subsequent to the end of the fiscal year
the required amendment was filed. The Commission in a subsequent Memorandum Opinion,
dated October 12, 1945, ﬁ/ required a further amendment reducing the stated value of the
proposed new common stock from $6.75 to $6.00 per share. Upon the filing of this amend-
ment, the Commission issued its order on October 31, 1945, 2/ approving the plan as

1/ Holding Company Act Release No. 5430.

g/ Holding Company Act Release No. 6385, Notice of appeal from the court order has
been filed with the Third Circuit Court of Appeals by a debenture holder.

3/ Holding Company Act Release No. 5745. (Commissioner Healy concurred in a separate
opinion stating his differences with the majority as to the meaning and effect of
the U. S. Supreme Court decision in Otis & Co. v. Securiiies and Exchange Com-

mission, 323 U. S. 624.)

4/ Holding Company Act Release No. 6127,

5/ Holding Company Act Release No. 6173.
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amended, granting applications and declarations in connection therewith, sabject to
certain regervations of jurisdiction. 1/

On June 30, 1942, Southern Colorado Power Co., a subsidiary of Standard Gas,
filed a plan pursuant to Section 11 (e) for recapitalization and, on July 2, 1942,
the Commission imstituted proceedings under Section 11 (b) (2} and crdered con-
solidated hearings thereon. On fAugust 3, 1943, the Commission approved the plan
subject to certain modifications, which were later satisfied by amendments to the
plan, The amended plan was approved by the Commission on November 24, 1943, 2/
and by the United States District Court in Colorade on December 31, 1943. %/ Appeal
was taken therefrom to the United States Circuit Court of Appeals for the Tenth
Circuit, which has rendered its decision upholding the Commission's approval of the
plan. The Supreme Court denied writ of certiorari, and on June 26, 1945 the Dis-
trict Court for the District of Colorade entered its order declaring the plan ef- ‘
fective as of June 30, 1945. ' o

8. Columbia Gas & Electric Corporation

Section 11 {b) (1) and Section 11 (b) (2) proceedings were commenced with re-
spect to Columbia Bas & Electric Corporation (Columbia) and were.consolidated with
a Section 11 (e) plan filed by the Company on July 14, 1942. The plan involved, -
among other things, the sale by Columbia Qil & Gasoline Corp, a subsidiary of -
Columbia, of its interest in Panhandle Eastern Pipe Line Company, tle transfer of
its five oil and gasoline subsidiaries to Columbia Gas and the liquidation of
Columbia 0il & Gasoline Corp. This veluntary plan was approved by the Commission
on October 2, 1942, é/ The Commission's order was affirmed by the United States
Circuit Court of Appedls for the Third Circult, é/ and the Tmited States District
Court for the District of Delaware entered its order approving the plan, 6/

FPurther proceedings were instituted by the Commission on May 2, 1944 with re-
spect to subsidiaries not included in the Company's 11 (e) plan. A% the close of
the hearings in this matter, the LCommission issusd its Findings, Opinion and '
Order, 7/ in which it stated which properties of Columbia might be retained and :
reserved jurisdiction with respect to the retainability of the remaining properties,

Columbia on December 21, 1944 filed a plan pursuant to Section 11 (e) provid-
ing for its recapitalization through the conversion of iis Preferred and Common @
Stocks into one class of Common Stock, the partial payment and refunding of the
remsining debt of Columbiaj and the distribution to the new common stockholders of
its interest in the Dayton and Cincinnati groups of companies., The plan also pro-

- poses certain inter-system transactions prior to its completion. Public hearings

1/ On January 22, 1946, the Commission applied to the U. S. District Court (Mirn.)
for enforcement of the plan, i

2/ Holding Company Act Release No. 4501.

3/ Enforced without opirion,

4/ Holding Company Act Release Nos. 3829 and 3885,
5/ 134 F. (2d) 822. "
&/ 50 F. Supp. 965.

77/ Holding Gcmpanf Act Release No. 5455,

#u
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with respect to this plan were held from time to time and during said hearings the
plan was opposed by The United Corporation, the holder of 19 percent of the voting
securities of Columbia. During a temporary adjournment of these hearings Columbia
asked for an indefinite postponement, stating that Columbia and United had agreed
upon a modified program which they intended to present to the Commission, The
program, as outlined, provided for the sale of the Dayton and Cincinnati groups of
companies after certain refundings and inter-system transactions with respect
thereto, and the retirement for cash of the debt and preferred stock of Columbia.
Such cash would be obtained from the sale of the before-mentioned companies and
others covered by the Commission's divestment order and by the issuance of new debt
by the revised Columbia. The postponement was granted. Subsequent thereto Columbia
has completed the refinancing of the Dayton and Cincinnati groups of companies and
has completed the inter-system transactions related thereto.

9, Niagara Hudson Power (orporation

In 1942, the Commission instituted proceedings pursuant to Section 11 (b) (2)
with respect to Niagara Hudson Power Corporation (Niagara Hudson), Buffalo, Niagara
and Eastern Power Corporation (BNE), and their subsidiary companies. A public con-
ference was also held to explore means of resumption of dividend payments on pre-
ferred stock of the two holding companies. A plan, pursuant to Section 11 (e), was
filed in June 1943, providing for the consolidation of principal public utility
companies with BNE, the dissolution of Niagara Hudson, and payment in cash of all
accrued and unpaid dividends. The consolidation, as contemplated, was disapproved
by the New York Public Service Commission on Jamary 21, 1944.

On June 19, 1944, the Securities and Exchange Commission denied the application
of BNE for exemption as a holding company from provisions of the Act insofar as
applicable to Section 11 (b) (2). The Commission's order also required BNE to sub-
stitute common stock for its then outstanding $1.60 cumlative preferred, Class A
and comf;n stocks, and the extension of appropriate voting rights to its $5 preferred
stock. 1

On October 3, 1944, BNE and its parent company, Niagara Hudson Power Corpora-
tion, filed separate plans pursuant to Section 11 (e) providing for the reorganiza-
tion of BNE in order that the company might comply with the Commission'’s order of
June 19, 1944, Both plans were substantially the same, providing for the consoli-~
dation of BNE and three of its subsidiaries and the reclassification of BNE's
Second Preferred Stock, Class A Stock and Common Stock into one new class of stock
namely, Common Stock. The difference in the two plans was in the allocation among
the various classes of security holders of the new Common Stock. Public hearings
were held from time to time with respect to this plan, On July 16, 1945, amended
plans were filed by BNE and Niagara Hudson. These amended plans were identical in-
sofar as they provided for the reorganization of BNE. They provided for the payment
of all arrears on the First Preferred Stock of BNE; the contribution by Niagara
Hudson to BNE of $63,000,000 from treasury cash, the sale of portfolio securities
and a bank loan in the approximate amount of $40,000,000; the use of such funds by
BNE for the retirement of its $1.60 Preferred Stock at the redemption price thereof
plus accrued dividendsy the consolidation of BNE and three of its subsidiaries; the
exchange of the 5 percent Preferred Stock of the new company, share for share, for
the outstanding $5 First Preferred Stock of BNE; and the issuance to Niagara
Hadson of all the Common Stock of the new company. The plan of Niagara Hudson fur-
ther provided for the subsequent divestiment by Niagara Hudson of all of its hold-
ings of the Common Stock of the new company and set forth certain steps designed to

1/ Holding Company Act Release No. 5115.
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accomplish further simplification of the corporate structure of Niagara Hudson and
its subsidiaries other than the new company. These plans were approved by the Com-
mission on October 4, 1945. 1/

10. International Hydro-Electric System

On June 17, 1940, proceedings involving International Hydro-Electric System
(IHES) were instituted pursuant to Section 11 (b) (2). After appropriate hearings,
the Commission, on July 21, 1942, ordered IHES to liquidate and dissolve, finding
that it performed no useful function. 2/ On March 17, 1943, the Commission ordered
that Massachusetts Utilities Associates Common Voting Trust be liquidated and dis-
solved and that certain other companies be eliminated from IHES. 2/ On September
19" and December 20, 1942, Paul H. Todd, a stockholder and director of IHES, filed
petitions in the United States Circuit Court of Appeals for the Sixth Circuit for
review of the Commission's order of July 21, 1942, which directed the dissolution of
THES. This petition was dismissed, thereby sustaining the order of the Commis-
sion. 4/ In July 1943, IHES notified the Commission that, because of certain as-
serted claims against its former parent, International Paper Company, it would be
impossible for it to comply with the Commission's order of July 21 without the ald
of court enforcement. The Commission therefore, on August 12, 1943, instituted a
proceeding under Section 11 (d) to enforce compliance with its ligquidation order
and on October 11, 1943 the court appointed Bartholomew A. Brickley of Boston,
Massachusetts, as special counsel, to investigate certain transactions alleged to
give rise to cause of action on behalf of IHES against International Paper Company.
On November 13, 1944, the court appointed Mr. Brickley as trustee for IHES and he
has effectuated a settlement between the two companies, which settlement was ap-—
proved by the Court on December 26, 1945. 5/

On March 6, 1944, New England Power Association and its subsidiary holding
companies filed an application for approval of a plan of simplification of the New
England Power Association holding company system for the purpose of complying with
the provisions of Section 11 (b) (2) and with the Commission's order of March 17,
1943. After hearings on that plan were completed, the company was informally ad-—
vised that it would not serve to effectuate the provisions of Section 11 (b) (2)
and the Commission's previous order, whereupon the company filed an amended plan,
upon which hearings have been completed, oral argument heard and briefs filed, but
decision has not been rendered by the Commission.

11. The Middle Wes. Corporation

The Commission instituted Section 11 (b) (1) proceedings with respect to The
Middle West Corporation (Middle West) and its subsidiaries on March 1, 1940. On
January 24, 1944, the Commission ordered Middle West to sever its relations with its

1/ Holding Company Act Release No. 6108.

2/ Holding Company Act Release No. 3679.

3/ Holding Company Act Release No. 41é68.

4/ 137 F. (2d) 475.

é/ Notices of appeal to the Circuit Court of Appeals of the United States for the
First Circuit from the decree of this Court approving said settlement have been

filed by Osmond Y. Ladd, Paul H. Todd, stockholders of IHES, and by J. Dudley
Clark and William Elwell, bondholders of IHES.
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subsidiary companies, except Central Illinois Public Service Company, and Kentucky
Utilities Company and its subsidiaries. 1/ On May 9, 1944, a further hearing was
ordered to permit the introduction of additional evidence with respect to the question
of what constituted the integrated system of Central and South West Utilities Com-
pany (Central) and with respect to the retainability of certain other businesses.

On February 16, 1945 2/ and on July 4, 1945, 3/ the Commission entered its opinions
and orders with respect to the issues involved in the rehearing, finding that the
major electric utility properties of the subsidiaries of Central form a single in-
tegrated system retainable by Central. The electric utility properties of Oklahoma
Power and Water Company, a subsidiary of Middle West, were found to constitute a
part of Central's integrated system. Central was ordered to dispose of its in-
terest in its retail gas distribution properties as well as its interest in certain
small isolated electric properties and was further ordered to dispose of its

interest in certain of its nonutility properties. A substantial number of the non-
utility properties have been disposed of in compliance with these orders. Sales by
Middle West of its interest in Arkansas-Missouri Power Corporation and Missouri
Edison Company and the sale by Arkansas-Missouri Power Corporation of its subsidiary,
East Missouri Power Company, were approved by the Commission on June 1, 1945. 4/

In February 1940, Central and American Public Service Company (American), two
subsidiaries of Middle West, filed a joint application proposing a consolidation of
the two companies., On December 5, 1940, the Commission instituted proceedings under
Section 11 (b) (2) and ordered that the hearings on the two cases be consolidated.
The proponents of the plan of consolidation contended that preferred stock was
necessary in the new company in order to preserve the priorities of the holders of
the prior lien and preferred stocks of Central and the preferred stock of American.
The Commission on June 4, 1942, ruled that the new corporation could have only
common stock. é/ The respondents filed a petition for review in the United States
Court of Appeals for the District of Columbia, which upheld the Commission in its
opinion of June 7, 1943. 6/ On August 2, 1943, Central and American filed an
amended plan of merger to be effectuated through the issuance of a single class of
capital stock. The plan also provided that Middle West would distribute to its
stockholders the new shares of Central allocated to Middle West. Hearings were held
on this matter and, subsequent to the close of the fiscal year, the plan was further
amended primarily with respect to the allocation of the new common stock to the
security holders of Central. Hearings afe in progress on the present plan and the
companies have stated that due to present market conditions additional amendments to
the plan are being formulated.

The Commission on June 9, 1941, instituted proceedings pursuant to Section
11 (b) (2) which raised issues as to the equitable distribution of voting power
among security holders of the North West Utilities Company (North West) system, and
also as to the continued existence of North West, a subsidiary holding company in
the Middle West system. The proceeding was consolidated on June 11, 1941, with a

1/ Holding Company Act Release No. 4846.
2/ Holding Company Act Release No. 5606.
3/ Holding Company Act Release No. 5906,
4/ Holding Company Act Release No. 5845.
5/ Holding Company Act Release No. 3580.

6/ 136 Fed. (2d) 273.
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plan of recapitalization of North West which had been submitted by North West and
Middle West. The Commission on September 10, 1943, held that the proposed plan of
recapitalization fell short of effectuating the provisions of Section 11 (b) and
ordered that North West be liquidated. 1/ Sale by North West of its subsidiary,
Lake Superior District Power Company, was approved by the Commission on April 21,
1945, g/ and recapitalization of another subsidiary, Wisconsin Power and Light Com-
pany, preparatory to its disposal, was approved on October 26, 1945, 2/

12. The United Light ana Power Company

Proceedings pursuant to Section 11 (b) (1) instituted on May 8, 1940, together
with proceedings under Section 11 (b) (2) started on December 6, 1940, involving The
United Light and Power Company (United Light), were consolidated in 1941. The
liquidation of United Light was ordered by the Cormission under the standards of
Section 11. An important step towards liquidation involved the distribution of the
common stock of The United Light and Railways Company (Railways) to preferred and
common stockholders of United Light. On April 5, 1943, the Commission disapproved
the distribution originally proposed by the company but thereafter approved the
plan as amended to allow the preferred stockholders approximately 95 percent of
Railways common stock. ﬁ/ Commissioner Healy dissented on the ground that the pre-
ferred stockholders were entitled to receive all the assets. On June 30, 1943,
Judge Leahy, of the United States District Court of Delaware, confirmed the order
of the Commission, and on April 10, 1944, the United States Circuit Court of Appeals,
Third Circuit, affirmed the order. A petition for certiorari in the United States
Supreme Court was granted on June 12, 1944. On January 29, 1945, the Supreme Court
rendered its decision affirming the Commission's approval of the plan., 2/ Follow-
ing this decision United Light accomplished its liquidation and dissolution in com-
pliance with the Commission's order of March 20, 1941. é/ Railways, which has two
subsidiary holding companies, American Light & Traction Company (American Light)
and Continental Gas & Electric Corporation (Continental), thus became the top hold-
ing company in the system. .

On June 2, 1945, Z/ the Commission issued a Memorandum Opinion which concluded
that the most appropriate means for achieving compliance with its order of August
5, 1941 requiring Railways to dispose of its interests in certain subsidiaries was
the liquidation and dissolution of American Light and the disposition by Railways
of all securities received by it in such liquidation. To accomplish this and other
action recommended by the Commission in its Memorandum Opinion, American Light on
July 2, 1945 filed an amended plan of liquidation and dissolution. The principal
point at issue in this plan relates to the amount which should be paid to the
holders of the company's non-callable 6 percent preferred stock. Hearings were
concluded and oral argument was heard before the Commission in December 1945, but
no decision has been rendered,

1/ Holding Company Act Release No. 4552.
2/ Holding Company Act Release No. 5747.
3/ Holding Company Act Release No. 6169.
4/ Holding Company Act Release No. 4215.

2/ Three Justices dissenting. Otis & Co. v. Securities and Exchange Commission,
323 U. S. 624.

6/ Holding Company Act Release No. 2636.
7/ Holding Company Act Release No. 5840.
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Subsequent to the close of the fiscal year, Railways and Continental filed a
plan under Section 11 (e) proposing the divestment of stock interest in four com-
panies l/ to be received by Railways upon the liquidation of American Light, the
proceeds from which are proposed to be used to retire senior securities. Other di-
vestments and retirements are also proposed, together with intra-system adjustments
necessary to comply with the Commission's order of August 5, 1941.

Railways, through its subsidiary, Continental, was authorized on July 18, 1945,
to acquire St. Joseph Light & Power Company (St. Joseph). 2/ Negotiations are also
pending for the purchase by Continental of the common stock of Missouri Power & Light
Companmy, a subsidiary of North American Light and Power Company operating in terri-
tory adjacent to that of St. Joseph.

13. American Water Works and Electric Company, Inc.

This was the first registered holding company to file a corporate simplification
plan pursuant to Section 11 (e). The plan contemplated no divestments of any of the
utility properties or utility investments of the system, but did provide for the
elimination of several Msecond degree™ holding company relationships and for certain
other intra-system readjustments. Consummation of the main features of the plan was
contingent upon the accomplishment of extensive refinancing.

The Commission approved the plan on December 31, 1937, with various modifica-
tions and reservations. The Commission held that the applicant's interests in
certain argiculiural properties in California and in an office building in New York
were not retainable, and that the distribution of voting power in the system was
not fair and equitable; it reserved jurisdiction with respect to the retention of
American!s interest in a water subholding company to afford it an opportunity to
increase its equity therein and to recapitalize it; and also reserved for future
consideration the question of adjustments of write-ups of system properties and in
investments. 2/ American recently announced a plan for divesting itself of all
the water companies in its system.

14. Engineers Public Service Company

Section 11 (b) (1) proceedings were instituted with regard to Engineers Public
Service Company (Engineers) and its subsidiaries on February 28, 1940. On July 23,
1941, the Commission ordered Engineers to disposg of its interest in Puget Sound
Power & Light Company and The Key West Electric Company, and on the same date
initiated Section 11 (b) (2) proceedings with respect to The Western Public Service
Company (a Maryland corporation), a subsidiary of Engineers. 4/ On December 29,
1941, the Commission approved the sale of Western's Nebraska and South Dakota
properties. 2/ Western then redeemed its publicly-held securities and liquidated. é/

1/ Detroit Edison Company, Madison Gas and Electric Company, Michigan Consolidated
Gas Company and Milwaukee Gas Light Company.

2/ Holding Company Act Release No. 5943.

3/ 2 S.E.C. 972.

4/ Holding Company Act Release Nos. 2897 and 2898.

5/ Holding Company Act Release Nos. 3230 and 3245.

6/ For further details see Tenth Annual Report, p. 135.
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On September 16, 1942, the Commission ordered the divestment of the remaining prop-
erties in the Engineers system except the electric utility properties of Virginia
Electric and Power Company, allowing Engineers, however, fifteen days within which
to petition for leave to retain instead the electric utility properties of Gulf
States Utilities Company. 1/ Engineers appealed to the United States Court of
Appeals for the District of Coluwbia, which on November 22, 1943 rendered an Opinion
upholding the Commission’!s order in most respects but setting it aside upon the
ground that the Commission had misinterpreted the so-called M"incidental business
clause™ of Section 11 (b) (1). The Court indicated also that Engineers must be given
a further right to designate the principal integrated utility system which it desired
to retain, Both Engineers and the Commission filed petitions for writs of certiorari
in the Supreme Court of the United States. On June 5, 1944, the petitions were
granted and on November 14, 1945 the matter was argued before the Supreme Court. No
decision has yet been rendered by the court.

Engineers has divested itself of its interest in Puget Sound Power & Light Com-
pany, The Key West Electric Company, El1 Paso Natural Gas Company, El Paso & Jauresz
Traction Company, Baton Rouge Bus Company, The North Kansas Power Company, Missouri
Service Company, Savannah Electric & Power Company and the transportation businesses
conducted by El Paso Electric Company (Texas) and Virginia Electric & Power Company.

Subsequent to the close of the fiscal year (September 10, 1945), Engineers
filed a plan under Section 11 (e) proposing the disposition of its remaining sub-
sidiaries and the dissolution of Engineers. g/ Hearings have not been concluded on

the plan,

15. The United Corporation

On July 28, 1941, the Commission instituted proceedings under Sections 11 (b)
(1) and 11 (b) (2) with respect to the United Corporation, and consolidated such
proceedings for hearing with United's Section 11 (e) plan filed in March 1941. In
its plan, United proposed to reduce its holdings in each of its statutory sub-
sidiaries to less than 10 percent of the outstanding voting securities and pending
such reduction, to refrain from voting the securities without the prior approval
of the Commission. On August 14, 1943, after extensive hearings, the Commission
disapproved United's plan, and, pursuant to Section 11 (b) (2), ordered that United
change its existing capitalization to one class of stock and cease to be a holding

company. 3/

On June 27, 1944, the United Corporation filed a plam pursuant to Section 11
(e) which provided for the exchange of substantially all of its holdings of the
common stocks of Philadelphia Eleectric Company and Delaware Power & Light Company,
plus eash for approximately one-half of its outstanding preferred stock. 4/ The
plan was subsequently amended to provide for the exchange of only the Philadelphia
Electric common stock and an increased amount of cash. The plan, as amended, was

1/ Holding Company Act Release No. 3796.

g/ Holding Company Act Release No. 6131. The plan, however, referred to the review
proceedings pending in the Supreme Court of the United States with respect to
Engineers and stated that it was not expected that any portion of the plan would
be consummated until after the Supreme Court's decision.

3/ Holding Company Act Release No. 4478.

4/ Holding Company Act Release No. 4870.
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approved by the Commission on November 24, 1944, 1/ and has since been consummated.

The United Corporation on Jamuary 17, 1945 filed a plan pursuant to Section
11 (e) providing for the exchange on a voluntary basis of two shares of the Common
Stock of Delaware Power & Light Company and $5 in cash for outstanding shares of
United's $3 Cumulative Preferred Stock. The plan was subsequently amended to pro-
vide for the payment of $6 in lieu of the $5 in cash as originally proposed. The
plan, as amended, was approved by the Commission on June 9, 1945 2/ and has been
consummated.

16. Midland United Company and Midland Utilities Company

A plan of reorganization for Midland United Company (United) and its sub-
sidiary, Midland Utilities Company (Utilities), both of which controlled important
operating utility subsidiaries in Indiana, was filed by the Trustee of United in
February 1943 under Section 11 (f). In September 1943, the Trustees of Utilities
filed a separate plan for its reorganization. In November 1943, a joint plan for
both companies waa filed by the Trustees of the two companies. The Commission is-
sued its preliminary findings on the joint plan approving it subject to certain con-
ditions. g/ The Trustees then filed an amended plan meeting the conditions, which
plan was approved by the Commission by orders dated October 5, 1944 and October 24,
1944 . 4/ The reorganization court also approved the amended joint plan on December
11, 1944. On April 7, 1945, the Circuit Court of Appeals for the Third Circuit
dismissed an appeal taken from the order of the Distriet Court. 2/ The plan was
consummated as of May 25, 1945.

The consummation of this plan, involving companies in the former Insull utility
empire, concluded one of the most difficult and complicated reorganization proceed-
ings that the Commission has ever had to pass upon. Among other issues, it included
the disposition of complex claims and counterclaims which had been the subject of
extended litigation and negotiation among the claimants.

17. New England Public Service Company

A Section 11 (b) (2) order was issued on May 2, 1941 with respect to New
England Public Service, Company directing it to recapitalize on a one-stock basis or
to liquidate. On December 6, 1941 the company filed a plan for compliance with
this order. One public utility company of this system (Cumberland County Power &
Light Company) has been eliminated by merger into Central Maine Power Company and
another (Twin State Gas & Electric Company), through conveyance of its properties
to Public Service Company of New Hampshire and Central Vermont Public Service
Corporation. §/ On December 19, 1944, on the application of Central Maine Power
Company, the Commission approved a plan for the divestment of Portland Railroad Com-
pany, a nomutility subsidiary. On February 3, 1945 certain common stockholders
filed a bill of complaint in the Supreme Judicial Court of Maine seeking a rescis-
sion of the sale of Portland Railroad Company. Hearings have been held and the

1/ Holding Company Act Release No. 5440.

2/ Holding Company Act Release No. 585G.

3/ Holding Company Act Release No. 5317.

4/ Holding Company Act Release Nos. 5335 and 5317A.
5/ 58 F. Supp. 667.

6/ Holding Company Act Release No. 4711.
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matter is now pending before that court. Also, Maurice A. Bowers and Theron A.
Woodsum filed petitions in the Circuit Court of Appeals for the First Circuit to
review the Commission's order of December 19, 1944. These proceedings have been
dismissed on motion of the petitioners. On October 25, 1944, New England Public
Service Company filed an amended plan of reorganization. l/ Hearings were held on
the amended plan in February and March, 1945, Subsequently, the company again
amended its plan to provide for the sale of its industrial subsidiaries. Extensive
hearings on this phase of the amended plan were held after the close of the fiscal
year. On October 11, 1945, the Commission approved the sale of the industrial sub-
sidiaries to a banking group for a consideration of $16,500,000. 2/ The sale by
NEPSGO of its industrial holdings was approved by the United States District Court
for the District of Maine (Southern Division). Allen L. Goldfine, an unsuccessful
bidder, and Harry C. Blatchley, a stockholder of NEPSCO, have filed petitions in
the United States Circuit Court of Appeals for the First Circuit for review of the
Commission's order of October 11, 1945. They have also appealed from the District
Court's order.

18. Federal Water and Gas Corporation

On December 31, 1942, proceedings were instituted by the Commission with re-
spect to Federal Water and Gas Corporation (Federal) and its subsidiaries under
Section 11 (b) (1) and 11 (b) (). The Federal system at that time consisted of a
mumber of utility and non-utility companies conducting water, natural gas transmis-
sion and distribution, manufactured gas distribution, and electric operations in a
mumber of widely separated states. Federal's principal subsidiary was, and is,
Southern Natural Gas Company, a registered holding company controlling four gas
utility subsidiaries in Alabama and directly owning and operating a natural gas
pipeline extending from Texas into Georgia. On the same date, Federal and certain
of its subsidiaries filed a plan under Section 11 (e) which, among other things,
provided for the sale by Federal of its interests in Mississippi Public Service Com-
pany and Chattanooga Gas Company to Southern Natural, for the distribution of
Federal's interest in Southern Natural to Federal's stockholders, and for the
elimination of Federal as a separate corporation. The Commission reserved juris-
diction with respect to those provisions of the plan. The plan also provided for
the disposition by Federal of its interests in all its other subsidiary companies,
provided, however, that before disposing of its security holdings in Peoples Water
and Gas Comparny, Scranton-Spring Brook Water Service Company and New York Water
Service Corporation, these companies be recapitalized. On February 10, 1943, the
Commission approved the latter provisions of Federal's plan and directed that steps
be taken to carry out those provisions, 2/ In addition, Federal, Pennsylvania Water
Service Company, and Scranmton-Spring Brook were directed to cause the elimination of
Pennsylvania Water Service Company and the 63 inactive subsidiaries of Scranton-
Spring Brook. Since the entry of the 1943 order, Federal has caused the elimination
of 62 inactive subsidiaries of Seranton-Spring Brook and has disposed of its in-
terests in 15 companies and of the bulk of the properties of Alabama Water Service
Company. Extensive hearings have also been completed on Federal's plans for the
reorganization of Scranton-Spring Brook and New York Water, and these matters are
now pending befoare the Commission.

1/ Holding Company Act Release No. 5477.
2/ Holding Company Act Release¢ No. 6123.
3/ Holding Company Act Release No. 4113.
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Federal itself was recapitalized in 1941; one aspect of the said reorganization,
relating to the Commission's decision therein that officers and directors of Federal
should not be permitied to profit on securities of Federal purchased by them during
the pendency of the reorganization, was appealed to the Supreme Court, which set
aside the Commission's order and remanded it to the Commission. l/ In February 1945
the Commission issued its findings, opinion and order reaffirming its previous
determination. g/ This order was reversed by the U, S. Court of Appeals for the
District of Columbia in February 1946. 3/

19. Ogden Corporation

Ogden Corporation (0gden) is a successor corporation to Utilities Power &
Light Corporation which went into bankruptcy in 1937. A plan of reorganization ap-
proved by this Commission é/ provided, among other things, that Ogden would divest
itself of all its interests in utility companies. Section 11 proceedings were in-
stituted with respect to Ogden by the Commission on March 22, 1943, and were con-
solidated with a Section 11 (e) plan of Ogden. On May 20, 1943, the Commission
approved certain provisions of the plan and ordered Ogden to divest itself of all
its interests in public utility companies and eliminate itself as a public utility
holding company. 2/ Ogden has divested itself of its interests in Derby Gas &
Electric Corporation, Missouri Natural Gas Company, Laclede Gas Light Company and
Missouri Electric Power Company which includes all of its interests in utility prop-
erty except Interstate Power Company and certain residual assets of Central States
Power and Light Corporation. Hearings are in progress on Ogden's plans for the
reorganization of Interstate preparatory to the divestment of its interests therein
and for the distribution of the remaining assets of Central States. The assets of
the latter company, consisting principally of cash, will be distributed upon the
determination of the rights of the various classes of security holders which in-
volves the issue of whether any portion of the securities of Central States held by
Ogden should be subordinated to the claims of public security holders. In our pre-
vious report, we mentioned the reorganization plan of Laclede Gas approved by the
Commission 6/ which provided, among other things, for the redemption of the com-
pany’s bonds by payment in cash of the principal amount but without the payment of
premium required in the event of "voluntary" redemption. The Order of the Commis-
sion approving the plan was affirmed by the United States District Court for the
Fastern Division of the Eastern District of Missouri. Z/ Certain of the bondholders
indicated that they intended to appeal from the orders with respect to the bond
premium. In order that the plan might be carried out, nevertheless, it was amended
to provide for the placing in escrow of sufficient cash to provide for the payment
of premium in the event that the order was not upheld on appeal. On October 30,
1945, however, the Circuit Court of Appeals for the Eighth Circuit affirmed the
order of the Commission and of the District Court and subsequently denied a petition

1/ 318 U. S, 80. For a discussion of the issues in this case see the Commission's
Tenth Annual Report, page 118.

2/ Holding Company Act Release No. 5584.

3/ Chenery Corp. v. S.E.C., F. (2d) __ (C.A.D.C. Feb. 4, 1946).
4/ 5 8.E.C. 483.

5/ Release No. 4307.

6/ Holding Company Act Release Nos. 5062 and 5071.
7/ 57 F. Supp. 997.



- 60 -

for rehearing. The appellant has filed a petition for certiorari in the United
States Supreme Court.

REGULATION OF SECURITY ISSUES

In the fiscal year ended June 30, 1945, the Commission declared effective 93
applications and declarations pursuant to Sections 6 and 7 of the Act, pertaining
to the issuance of securities totaling $1,308,641,520. }/ For the preceding year,
92 such applications were declared effective with respect to $985,981,951 of
securities. The following table classifies the securities involved in applications
made effective during the past fiscal year by type and purpose of issue.

Summary of Effective Security Issues under Sections
6 (b) and 7 of the Public Utility Holding Company Act of 1935%

July 1, 1944 to June 30, 1945

Type of issue: Amount Percent
Bonds $ 909,269,000 69,7
Debentures 2,450,000 0.2
Notes 72,030,000 5.5
Preferred stock 145,152,725 11.1
Common stock 175,620,825 13.5

Total $1,304,522,550 100,0

Purpose of issue:

Refunding and refinancing $1,105,282,397 84.7
Reorganization 100,682,389 7.7
Exchange for other securities 43,027,261 3.3
Acquisition of property or other assets 43,902,850 3.4
New financing 11,627,653 _ <9
Total $l§304§5225550 100.0
———— 4

# These figures do not include outstanding issues whose rights were
altered under Sections 6 (a) (2) and 7 (e), nor do they include the
guarantee of other issues.

In the past year there was a contimance of the heavy refunding program that
has been in progress for the pasp ten years. Because of the declining rate of in-
terest, many companies which refunded their bonds several years ago were able to
effect further interest savings by a second refunding. Tax considerations facili-
tated this program since companies which were in the excess profits tax brackets
could reduce their excess profits taxable net income by the amount of unamortized
discount and expense and call premiums applicable to the refunded issue. In recent
months highest quality electrie utility bonds have been refunded at an effective
interest cost of between 2.69 percent and 2.75 percent. BEven the lowest bank
quality electric utility bonds are being consistently refunded on approximately
a 3.00 percent basis.

1/ At the beginning of the fiscal year ended June 30, 1945, 43 applications and
declarations under Sections 6 and 7 were pending and 179 were filed during the
year. Of these, 124 were declared effective, 1 was withdrawn and 1 denied, leav-
ing 96 pending at the close of the fiscal year. Of the 124 effective declarations
and applications, 93 pertained to security issuance, 30 to alteration of rights
and 1 to assumption of liability.
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An important development in the field of public utility finance in the past
year has been the increasing number of preferred stock refinancing cases to take
advantage of the lower yields prevailing for preferred stocks. As a result out-
standing preferred stock issues bearing dividend rates of 5, 6 and 7 percent are
being refinanced on a 4 percen' basis or lower, A variety of methods of refinanc-
ing preferred stocks has been used. In some cases the outstanding issue is called
at the contract redemption price and replaced by a new issue which, under the Hold-
ing Company Act, must be sold at competitive bidding. }/ A second method is a
direct exchange offer on a share for share basis without underwriting. 2/ Under
this method any stock not exchanged is retired at the call price from the general
funds of the company and without selling any of the unexchanged shares. In cases of
this type it has been customary for the company to fix the dividend rate on the new
stock high enough to make an even exchange on the basis of the call price of the
outstanding stock. It is also the usual practice to engage the services of a secu-
rities dealer to assist the company in carrying out the exchange plan and to manage
the dealer group organized %o effect exchanges. A third'method, having some of the
characteristics of each of the methods mentioned above, involves an exchange offer
and a sale of any unexchanged stock in a public offering through underwriters. The
offering price and the choice of underwriters to solicit exchanges and underwrite
and sell the unexchanged stock are determined by competitive bidding. 3/ Still
another method involves a reclassification of outstanding stock. é/ There have been
further differences of detail with respect to such matters as premiums, cash dif-
ferentials and the like. In its Findings and Opinion in a preferred stock refinanc-
ing case after the close of the fiscal year, the Commission commented on the variety
of methods and problems presented in such cases as follows: é/

"Because of the large volume of preferred stock transactions which
have been proposed and the relative novelty of many of the problems pre-
sented, we have thought it appropriate to give reasonably wide latitude
to issuers in determining the precise form of their transactions, so long
as no major difficulties appeared under the standards of the Act. On the
basis of experience gathered through this policy we may well find it ap-
propriate to limit more narrowly the methods of preferred refinancing to
be employed in future-cases. Thus our present decision and other decisions
relating to preferred stock refinancing in this period should not be taken
as establishing general precedents for the future,”

Further progress was made during the past fiscal year in strengthening the
financial structures of public utility operating companies and their parent holding
campanies. The manner in which that has been accomplished in other years has been
set forth in previous anmual reports of the Commission (see, for example, the Tenth
Anmual Report, pages 98-107).

}/ For example, see Holding Company Act Release No. 5763 (April 27, 1945), New York
Power and Light Corporation. '

g/ For example, see Holding Company Act Release No. 5713 (April 6, 1945), Carolina
Power & Light Company.

2/ E.Z., Holding Company Act Release Nos. 5292 and 5308 (September 1944), Gulf States
Ttilities Company.

4/ E.g., Holding Company Act Release No. 6093 (October 1, 1945), Rochester Gas and
Electric Corporation.

2/ Holding Company Act Release No. 6120 (October 13, 1945), The Cincinnati Gas &
Electric Company.
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Speaking generally, the improvement in public utility capital structures has
resulted from debt reduction, made either at the time a refunding took place, or,
where that was impracticable, by provision for the retirement of debt through sink-
ing fund or serial debt retirement programs, from the elimination of write-ups,
from increased provision for depreciation both as to current accruals and reserves,
from improved mortgage indenture provisions, and from the inclusion in corporate
charters of improved protective provisions with respect to preferred stock. All
this has been accompanied by a substantial decrease in the burden of interest on
funded debt and preferred stock dividend reguirements.,

Competitive Bidding

During the past fiscal year an additional $862,000,000 of securities were sold
at competitive bidding pursuant to Rule U~50, which prescribes public invitation of
sealed bids in connection with the sale of securities by registered public utility
holding companies and their subsidiaries. This brings to $1,856,000,000 the total
amount thus sold from May 7, 1941, the date on which the rule became effective, to
July 1, 1945. 1/ The rule permlts exemption from competitive bidding under specified
or approprlate circumstances, A number of such exemptions have been granted since
the rule was adopted.

COOPERATION BETWEEN THE SECURITIES AND EXCHANGE COMMTSSION
AND STATE COMMISSIONS

It is the established policy of the Securities and Exchange Commission to
foster effective cooperation with the State commissions in all matters where their
respective jurisdictions complement each other amd in all additional matters where
such cooperation is desirable and appropriate in the case under consideration. The
purpose of the Holding Company Act is, in large part, to free operating companies
from the absentee control of holding companies, thus permitting them to be regulated
more effectively by the State. This fundamental purpose of the Holding Company Act
—the facilitating of State regulation——underlies the Commission'!s efforts to work
cooperatively with the various State commissions in the administration of the Act.

A program of cooperation on a two-way basis is greatly to be desired in the interest
of effective regulation and a mutual understanding of the respective regulatory
duties and responsibilities.

The protection of State regulation is specifically provided for in several
sections of the Act. For example, Section 6 (b) of the Act directs the Commission
to exempt from the requirements of Section 7 an issue and sale of securities which
has been expressly authorized by a State commission of the State in which the issuer
is both organized and doing business and where the securities are solely for the
purpose of financing the business of the issuer. These provisions limit the Com-
mission'!'s powers over security issues where a State commission has full authority
over the subject matter and where the other conditions for exemption are met. In
granting a Section 6 (b) exemption, however, the Commission is empowered to impose
such térms and conditions as it deems appropriate in the public interest or for the
protection of investors and consumers. The Commission usually consults with the
State commission with regard to the imposition of terme and conditions in Section
6 (b) cases. Certain security and utility asset acquisitions are likewise exempted
under Section 9 (b) from the provisions of Section 9 where they have been approved

1/ For details relating to the bids received for each issue sold under Rule U-50 to
December 31, 1944, see table beginning at page 21 in the report of the Commis~
sion's Public Utilities Division entitled "Security Issues of Electric and Gas
Utilities, 1935 - 1944."
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by a State commission. Moreover, the Commission may not authorize security issues
/Section 7 (g)/ or the acquisition of assets éﬁéction 10 (£)7/ unless applicable
State laws have been complied with. Section 8 prevents the ownership of both elec-
tric and gas utility properties in violation of State law, while Section 20 (b) re-
quires that accounting standards established by the Commission shall not be incon-
sistent with the provisions of applicable State law,

A mmber of specific sections of the Act reflect the Congressional intent that
the Commission'!s work should be coordinated with the work of State commissions.
Section 19 of the Act, for example, expressly provides that in any proceeding before
the Commission, the Commission, in accordance with such rules of practice as it may
prescribe, shall admit as a party any interested State, State commission, munici-
pality or any political subdivision of the State. Pursuant to this provision, the
Commission uniformly notifies interested State commissions of proceedings before it
which may affect the work of such commission. Many State commissions have taken
advantage of this provision and have intervened in proceedings before the Commission
and in these and other cases there has been an interchange of ideas and information
between the Securities and Exchange Commission and the State commission concerned.

The Act contains other provisions which look toward action by the S.E.C. and
State commissions on a cooperative basis. Thus Section 18 of the Act not only
authorizes the S.E.C. to make available to State commissions information obtained in
the course of its investigations under the Act ZEéction 18 (a27, but also makes
provision for placing the investigatory power of the S.E.C. at the disposal of State
commissions /Section 18 (b27. Further, the provisions of Section 13 of the Act with
respect to the regulation by the S,E.C. of intrasystem service charges affords
significant assistance to State commissions in this field. Section 13 (d) empowers
the Commission, upon the request of a State commission, to require, after notice
and opportunity for hearing, the revision or elimination of inequitable servicing
arrangements among member companies of a mutual service company. Section 13 (g)
of the Act, which authorizes the Commission to conduct investigations and make
recommendations with respect to service sales and construction contracts, directs
that such recommendations be made available to State commissions,

There are listed below some of the specific instances during the past year in
which there have been interchanges of ideas between the S.E.C. and State commissions
or members of their respective staffs:

Case State Comission

American Light & Traction Company Michigan Public Service Commission
File NO. 54—25
plan for liquidation and dissolution

Arizona Power Corporation Arizona Corporation Commission
File Nos. 70-888 and 70-889

proposed sale of its interest in this company

by The United Gas Improvement Company

Buffalo, Niagara & Eastern Power Corporation - New York Public Service Commission
File Nos. 54-106 and 54-107
reorganization

Central Arizona Light & Power Company Arizona Corporation Commission
File No. 70-1156

proposed sale by American Power & Light Company

of its interest in this company



Case

Cities Service Power & Light Compaimy

File No. 70-1019

accounting matters in relation to proposed
sale of the Western Division of the Marion-
Reserve Power Company to Dayton Power & Light

Company

Consolidated Electric and Gas Company

File Nos. 70-1145 and 54-131

proposed sale of its interest in Atlanta Gas
Light Company to Southern Natural Gas Company

Consumers Power (ompany
File No, 70-1114

accounting matters in connection with

refinancing

Federal Light & Traction Company
File No. 70-1163

proposed sale of this company's common
stock holding in The Tucson Gas, Electric
Light and Power Compamy to the Arizona

Edison Company, Inc,.

Georgia Power and Light Company

acquisition by Florida Power Corporation
of this company's common stock and a

recapitalization of the company

Great Lakes Utilities Company
File NO. 54_53

rate matter in connection with Section 11 (e)

plan of reorganization

Indiana Service Corporation
File No. 59-58
Section 11 (b) (2) proceedings

Jersey Central Power & Light Company

Section 11 problems

Long Island Lighting Company
File No. 31-7
exemption and recapitalization

New England Public Service Company
File No. 70-986

accounting problems in connection with
proposed sale of gas properties by the
company!s subsidiary, Public Service

Company of New Hampshire

State Commission

Ohio Public Utilities Commission

Georgia Public Service Commission

Michigan Pixblic Service Commission

Arizona Corporation Commission

Georgia Public Service Commission

Ohio Public Utilities Commission

Indiana Public Service Commission

New Jersey Board of Public Utility
Commissioners

New York Public Service Commission

New Hampshire Public Service
Commission
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Case

New Hampshire Gas & Electric Company
File No. 70-1146

acquisition by it of the stocks of two

supsidiary companies of its parent,

New Fngland Gas and Electric Association

Northern Natural Gas Company

File Nos. 59-~10 and 54-93
acquisition by its wholly-owned subsidiary,
Peoples Natural Gas Company, of the assets
of another subsidiary, Argus Natural Gas Co,

Portland Electric Power Company

File No. 52-19
accounting matters in connection with plan
of reorganization

Portland General Electric Company

File No, 70-1084
accounting problems and maximum sales price
of securities in connection with a refunding

Rochester Gas and Electric Corporation
File No. 70-1091

plan for exchange of securities and

proxy matters in connection therewith

Seattle Gas Company

File No. 54-124
problem of capital structure in connection
with the company'!s reorganization

South Carolina Power Company
File No. 70-1002
refinancing

Spokane Gas & Fuel Company
File No. 54-122
Sec. 11 (e) plan of reorganization

Utah Power & Light Company
File No. 54-119
proposed plan of reorganization

Vermont Utilities Company, et al.

File No. 70-991
acerunting matters in relation to acquisition
“y (eniral Vermont Public Service Corporaticn
of Vermont Utilities, Inc.

Virginia Flectric and Power Company
File No, 70-1047
accounting matters in relation to a refunding

State Commission

New Hampshire Public Service
Commission

Kansas State Corporation Commission

Oregon Public Utilities Commissioner

Oregon Public Utilities Commissioner

New York Public Service Commission

Washington Department of Public
Utilities

South Carolina Public Service
Commission

Washington Department of Public
Utilities

Utah Public Utilities Commission

Vermont Public Utilities Commission

Virginia State Corporation Commission



Caze State Commission
Western Light & Telephone Company Kansas State Corporation Commission

File No. 70-865
accounting matters in connection with
company's acquistion of the common stock
of The Kansas Power Company

York Railways Company Pennsylvania Public Utility
File No. 52-26 Commission

reorganization and related accounting

matters

LITIGATION UNDER THE ACT

Constitutionality of Section 11 (b)

The issue of constitutionality of Section 11 (b) (1) has been upheld by the
Second and Third Circuits and the Court of Appeals for the District of Columbia, }/
and that of Section 11 (b) (2) by the First and Third Circuits and the Court of
Appeals- for the District of Columbia. g/ Petitions for writs of certiorari were
filed only in the North American, Engineers, American Power, and Electric Power
cases. The Supreme Court granted certiorari in these cases and set them down for
oral argument on November 13, 1945.

Proceedings under Section 11 (e)

During the past fiscal year court decisions involving voluntary plans filed by
companies under Section 11 (e) of the Act have been of far-reaching importance in
the determination of the relative rights of interested security holders.

a, Liquidation preferences and call premiums

In the United Light & Power Company case the Supreme Court for the first time
had before it the question whether the "fair and equitable” standard of Section 11
(e) requires the Commission to treat a preferred stockholder's liquidation
preference as though it were a claim matured by operation of Section 11, 3/ The
majority opinion of the Supreme Court upheld the Commission's decision 4/ that a
preferred stockholder's rights must be measured on a going-basis without regard to
the impact of Section 11, giving proper emphasis to immediately operative rights
(rights to current dividends) as against inchoate rights (ligquidation preferences),

1/ The North American Company v. S.E.C.; 133 F. (2d) 148 (1943); Dnited Gas Improve-
ment Company v. S.E.C., 138 F. (2d) 1010 (1943); Engineers Public Service Gompany
V. 8.BE.C., 138 F. (2d) 936 (1943).

g/ American Power & Light Company and Electric Power & Light Corpe v, Securities
and Exchange Commission, 141 F. (2d) 606 (1944); Commonwealth & Southern Corp.
v. Securities and Exchange Commission, 134 F. (2d) 747 (1943); Central and South-
west Utilities Company v. Securities and Exchange Commission, 136 F. (2d) 273

(1943 )+

3/ Plan approved and enforced, 51 F. Supp. 217 (D.C. Del,), aff'd sub nom, Otis
& Co. v. Securities and Exchange Commission, 142 F. (2d) 411 (C.C.A. 3), 323
Uo So 624, 89 Lo Ed. Z6O (1945).

4/ Holding Company Act Release No. 4215.
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and further held that the liquidation preference as contained in the charter of
United Light & Power was inoperative in a proceeding under Section 11 (b) (2). 1/

In other Section 11 (e) plans providing for the retirement of senior securities,
the issue presented was whether voluntary call premiums are necessarily payable as
such in connection with retirement of senior securities. The Commission has re-
peatedly held that the retirement of a senior security compelled by the requirements
of Section 11 is not an exercise by a company of a right of redemption which neces-
sarily entitles the holder to receive a call premium as such. g/

b. Discharge of debt securities by payment in kind

In the case of a Section 11 (e) plan providng for the satisfaction of a portion
of the claims of holding company debenture holders with portfolio common stocks
owned by the applicant holding company, the U. S. District Court refused to enforce
the plan on the ground that there is no power under the Holding Company Act to re-
quire creditors of a solvent corporation to take securities in satisfaction of their
claims and on the further ground that no such plan could be fair and equitable. 2/
On appeal, the Third Circuit Court of Appeals reversed and remanded. é/ The Circuit
Court held that the Holding Company Act permits a plan for satisfaction of the
claims of a holding company creditor with securities, and further held that the
question whether such power .ought to be exercised in a particular situation was
esgentially for the Commission's determination.

c. Fees and expenses

The Commission has held that its approval of plans of reorganization and re~
capitalization filed under Section 11 (e), not providing for the payments of fees
and expenses incurred in connection with such proceedings, will be expressly con-
ditioned upon an applicant company undertaking to pay such fees and expenses as
are approved, allocated or awarded by the Commission. The only instance involving
litigation in the matter of fees and expenses occurred in the Columbia Gas &
Electric Corporation case where four applicants who opposed the plan filed by the
company and whose requests for fees and expenses were disallowed by the Commission,
made motions to resubmit the disallowances to the Federal District Court of
Delaware. The court denied the motions to resubmit. In re Columbia Gas & Electric

Corporation, F. Supp. (1945).

}/ Commissioner Healy disagrees with much of this interpretation of the United
Light & Power decision. See his concurring opinion in the matter of Northern
States Power Co. (Del.), Holding Company Act Release No. 5745.

2/ In re Central States Power & Light Corp., plan enforced (D.C. Del.) No. 354
{October 30, 1944); In re Consolidated Electric and Gas Company, plan enforced
(D.C. Del.) No. 382 (March 20, 1945); In re The Laclede Gas Light Company, 57
F. Supp. 997 (E.D. Mo. 1944). Cf. In re United Gas Corp., plan approved and
enforced, 58 F. Supp. 501 (D.C. Del., 1944), where the Commission held that if
a senior security could be left ocutstanding in a recapitalization of a company
under Section 11 (e) consistently with the requirements of Section 11 (b), the
retirement of such security, although provided for in a Section 11 (e) plan, will
be considered as a voluntary exercise of the redemption privilege rendering the
call premium payable as such.

3/ In re Standard Gas and Electric Company, 59 F. Supp. 274 (1945).
4/ 151 F. (2d) 326 (1945).




Proceedings under Section 11 (f)

Section 11 (f) of the Holding Company Act requires, among other things, that
plans of reorganization under Chapter X of Section 77B of the Bankruptcy Act for
registered holding companies or their subsidiaries shall not become effective un-~
less such plans shall have been approved by the Commission after opportunity for
hearing prior to their submission to the Court. Several such plans have been
passed upon by the Commission during the past fiscal year, all of them involving
settlement of pending litigation relating to the rank or status of the various
classes of claims against the respective debtors. In considering whether these
plans were fair and equitable, the Commission has carefully weighed the legal merits
of the claims and contentions at issue, in order to determine whether the settlement
was reasonably consonant with litigation possibilities. In re Associated Gas and
Electric C (Stanley Clarke, Trustee, et al.), Holding Company Act Release No.
2985, 61 Fed. Supp. 11 (D.C. S.D. N.Y., 1944), 149 F. 2d certiorari denied

U. S. 3 In re Midland United Company, 58 F. Supp. 667 (D.C., Del., 19443,
appeal dismissed without opinion, No. 8813, C.C.A. 3 (April 5, 1945). In amother
case arising under Section 11 (fs, there was the unusual circumstance that the plan
was negotiated at arm's-length and agreed to by representatives of all classes of
claimants. In re Inland Power and Light Corporation (John E. Dwyer, Trustee),
Holding Company Act Release No. 5369. (D.C. N.D. I11. No. s 1944 ).

Judicial Review

Section 11 (e) of the Act provides for the enforcement of a Section 11 (e)
plan if the District Court, Mafter notice and opportunity for hearing®, shall ap-
prove the plan as fair and equitable and as appropriate to effectuate the provi-
sions of Section 11. Where the Commission’s order approving a plan filed under .
Section 11 (e) is only a preliminary step to approval and enforcement thereof by a
District Court, such order is not considered to be reviewable under the provisions
of Section 24 (a) of the Act, which provides that a "person or party aggrieved by
an order issued by the Commission™ is entitled to obtain judicial review in a
Circuit Court of Appeals. 1/ In Okin v. S.E.C., 145 F. (2d) 206 (C.C.A. 2, 1944), 2/
the Circuit Court dismissed a petit¥on for review under Section 24 (a) on the
ground that this Section 11 (e) plan could be consummated only after hearing and
approval of such plan before the Delaware District Court, vwibich court was consider-
ing the plan at the time of this suit. 3/

The Federal courts also had occasion during the period under consideration to
rule on the question whether the statutory provision for review at the instance of
a "person or party aggrieved” under Section 24 (a) should be construed as transcend-
ing traditional limitations on the rights of stockholders to litigate on behalf of

1/ Court enforcement under Section 11 (e) occurs only at a company's request, and
an order approving any plan which does not contemplate such court enforcement is
considered by the Commission as immediately operative to license the transactions

proposed.

g/ Certiorari granted, limited; judgment vacated and case remanded to Circuit Court
on other grounds, 324 D. S. (June 18, 1945).

3/ See Gilbert v. S.E.C., 146 F. (2d) 513 (C.C.A. 7, 1944), where the Circuit Court
dismissed a petition filed under Section 24 (a) to review an order of the Com-
mission approving a plan under Section 11 (f) of the Act, which plan was subject
to approval and enforcement by a District Court in a Chapter X proceeding. Cf.
Disman v. S.E.C., 147 F. (2d) 679 (C.C.A. 10, 1944), certiorari denied
U. 8. >, 89 L. Ed. 1160 (1945); Phillips v. S,E.C. (C.C.A, 2), No. 19623
(DOC. ] 19“)- -
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a corporation immediately affected by an order of the Commission. A majority of
the Supreme Court held that it was not essential within the meaning of "person or
party aggrieved" under Section 24 (a) that a proceeding instituted by a stockholder
thad the character of a derivative suit™ as long as the stockholder has a sub-
gtantial financial and economic interest distinct from that of the corporation
which is directly and adversely affected by an order of the Commission. 1/

Injunctive Relief

The Federal courts in past years have enjoined or stayed the prosecution of
judicial proceedings in both state and Federal courts which might have interfered
with the enforcement of a Commission order under Section 11. 2/ In S.E.C. V.
Island Lighting Company, 59 F. Supp. 610 (D.C. E.D. N.Y., 1944), the Comnmission
instituted an action seeking a preliminary and final injunction to restrain Long
Island from directly or indirectly taking amy action to effectuate appending plan
of recapitalization until determination of certain proceedings then before the Com-
mission. The District Qourt denied relief on the ground that as a matter of law it
was without the power to grant the injunctive relief sought. The Circuit Court,
one judge dissenting, affirmed the District Court's ruling on the ground that the
Commission lacked standing to sue and the Federal courts lacked jurisdiction to
grant the relief sought. 148 F. (2d) 252 (C.C.A. 2, 1945). On application by the
Commission, certiorari was granted, but before the case was heard by the Supreme
Court, Long Island stipulated that the Commission could proceed promptly to dispose
of the proceedings before it, and the cause of action being moot, the Supreme Court
vacated the judgment of the Circuit Court and remanded the case to the District
Court with direction to dismiss the complaint. 324 U. S. 837 (1935).

Existence of control or controlling influence

Pacific Gas and Electric Company applied to the Commission under Section 2 (a)
(8) of the Act for an order declaring it not to be a subsidiary of The North
American Company, which held 17.71 percent of its voting stock. The Commission
having concluded after hearing that the record did not permit a finding that Pacific
was not subject to a controlling influence on the part of The North American Com-
pany, it denied the application. Holding Company Act Release No., 2988. Pacific
Gas and Electric Company petitioned the Ninth Circult Court of Appeals for review
of the Commission!s order. That Court affirmed the Commission's order, one judge
dissenting (127 F. 2d 378); upon reargument, the decision was affirmed by an
equally divided court. In Pacific Gas and Elecjric Company v. S.E.C., 324 U. S.
826, 65 Sup. Ct. 855 (1945), the decision of the Court of Appeals was affirmed by
an equally divided court. Petition for rehearing was denied, 324 U. S, 890,
65 Sup. Ct., 1010 (1945). )

1/ American Power & Light Company v. S.BE.C.. 143 F. (2d) 250 (1944); Okin v. S.E.C.,
143 F. (2d) 945 (C.C.E, 2, 1944). The Supreme Court heard argument and con-
sidered both cases together. American Power & ht Company v. S.E.C. (No. 470);
8.E.C. v. Okin (No. 8153, 325 U. 5. 385 (1945). Cf. Okin v. S.E.C., 143 F, (2d)
No. 943 (C.C.E, 2, 1944

2/ See Standard Powsr & Light Corporation, 48 F. Supp. 716 (D.C. Del.); Illinois-
%ém Power ﬁcmgagz v. North American Light & Power Company, 49 F. Supp. 277 (D.C.
1.7.
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PART IV

PARTICIPATION OF THE COMMISSION IN CORPORATE REORGANIZATIONS
UNDER CHAPTER X OF THE BANKRUPTCY ACT, AS AMENDED

Chavter X of the Bankruptcy Act, as amended in 1938, affords appropriate ma-
chinery for the reorganization of corporations (other than railroads) in the Federal
courts. The Commission's duties under Chapter X are, first, at the request or with
the approval of the court to act as a participant in proceedings thereunder in order
to provide, for the court and investors, independent expert assistance on matters
arising in such proceedings, and, second, to prepare, for the benefit of the courts
and investors, formal advisory reports on plans of reorganization submitted to it
by the courts in such proceedings. The Commission has no right of appeal in any
such proceeding, although it may participate in appeals taken by others.

SUMMARY OF ACTIVITIES

The Commission actively participated during the year in 116 reorganization pro-
ceedings involving the reorganization of 141 companies (116 principal debtor corpora-
tions and 25 subsidiary debtors) 1/, with aggregate stated assets of $2,039,439,000
and aggregate indebtedness of $1,369,751,000. These debtors, together with their
assets and indebtedness, are classified according to their industries and the size
of their total indebtedness in Appendix Table 19, During the year, the Commission
filed its notice of appearance in 9 new proceedings under Chapter X, in 3 of which
the notice was filed at the request of the judge and in the remaining 6 it was
enterad upon approval by the judge of the Commission's motion to pariicipate. These
9 new proceedings involved 9 companies with aggregate stated assets of $280,589,000
and aggregate stated indebtedness of $256,970,000., Proceedings involving 21
principal debtor corporations and 2 subsidiary debtors were closed during the year.

At the close of the year, the Commission was actively participating in 95 re-
organization proceedings involving 118 companies (95 principal debtors and 23 sub-
sidiary debtors), with aggregate stated assets of $1,966,245,000 and stated
indebtedness of §1,301,685,000.

For a more detailed account of the Commission's work under this statute, refer-
ence is made to the Tenth Annual Report, pages 141-152,

1/ Appendix Table 34 identifies these proceedings, listing the names of 115 principal
debtors inasmuch as during the year two proceedings were consolidated.
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PART V
ADMINISTRATION OF THE TRUST INDENTURE ACT OF 1939

The standards of the Trust Indenture Act of 1939 ocutlawed many provisions pre-
viously incorporated in trust indentures to exculpate the trustee. The Act is
designed to insure that the trustee will act in the interest of the bond or deben-
ture owners and to insure his complete independence of the issuer and the under-
writers. To secure its objects, the Act requires that bonds, notes, debentures, and
similar debt securities publicly offered for sale, sold, or delivered after sale
through the mails or in interstate commerce, except as specifically exempted by the
Act, be issued under an indenture which meets the requirements of the Act and has
been duly qualified with the Commission. The provisions of the Securities Act of
1933 and the Trust Indenture Act of 1939 are so integrated that regzistration pursu-
ant to the Securities Act of 1933 of such securities to be issued under a trust
indenture shall not be permitted to become effective unless the indenture conforms
o the requirements expressed in the Trust Indenture Act of 1939, and such an
indenture is automatically "qualified” when registration becomes effective as to
the securities themselves. An application for qualification of an indenture cover-
ing securities not required to be registered under the Securities Act of 1933,
which is filed with the Commission under the Trust Indenture Act of 1939, must
expressly meet the same statutory requirements as though such application were a
registration statement filed pursuant to the Securities Act of 1933.

STATISTICS OF INDENTURES QUALIFIED

- The mumber of indentures filed with the Commission during the year for qualifi-
cation under the Trust Indenture Act of 1939, together with the disposition thereof
and the amounts of indenture securities involved, are shown in Tables I, II and IIT
below. It will be noted that Table III merely consolidates the figures set forth in
the other two tables.

Table I. Indentures Filed in Connection with Registration
Statements under the Securities Act of 1933

Number Amount of Offering

Indentures pending at June 30, 1944 6 $ 163,500,000
Indentures filed during the year 7 2,143,484,900

Total to be accounted for 103 $2,306,984,900
Indentures qualified $1,736,016,400

82

Principal amount reduced by amendment - 250,000
Indentures deleted by amendment or withdrawn 2 103,000,000
Indentures pending at June 30, 1945 19 467,718,500

Total accounted for 103 $2,306, 9§"’_‘4, 900
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Table II. Applications Filed for Qualification of Indentures Covering
Securities Not Required To Be Registered under the Securities Act of 1933

Number Amount of Offering

Indentures pending at Jume 30, 1944 —

Indentures filed during the year 20 $63,799, 420
Total to be accounted far 20 $63,799,420
Indentures qualified 16 $55,173,920
Indentures withdrawn 1 45295,000
Indentures pending at June 30, 1945 3 4,330,500
Total accounted for 20 33"'3,7“99", 420

Table IIT. Total Number of Tndentures Filed Under the
Trust Indenture Act of 1939

Number Amount of Offering

Indentures pending at June 30, 1944 6 $ 163,500,000
Indentures filed during the year 117 2,207,284,320

Total to be accounted for 123 §2,‘37‘o’,‘7“84""", 320
Indentures qualified 98 $1,791,190,320
Principal amount reduced by amendment — 250,000
Indentures deleted by amendment or withdrawn 3 107,295,000
Indentures pending at June 30, 1945 22 472,049,000

Potal accounted for 123 $2,370, 784,320

During the year the following additional material relating to trust indentures
was filed and examined for compliance with the appropriate standards and
requirements:

16 indentures exempt from the Trust Indenture Act of 1939 but subject to the
Public Utility Holding Company Act of 1935 and required to meet the standards
of the Trust Indenture Act of 1939.

137 trustee statements of eligibility and qualification under the Trust Indenture
Act of 1939.

55 amendments to trustee statements of eligibility and qualification.

96 Supplements S-T, covering special items of information concerning indenture
securities registered under the Securities Act of 1933.

44, amendments to Supplements S-T.

35 applications for findings by the Commission relating to exemptions from
gpecial provisions of the Act.

247 anmal reports of indenture trustees pursuant to Section 313.
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PART VI
ADMINISTRATION OF THE INVESTMENT COMPANY ACT OF 1940

The Investment Company Act of 1940 requires the registration of and regulates
investment companies, that is, companies engaged primarily in the business of in-
vesting, reinvesting, and trading in securities. The Act requires, among other
things, disclosure of the finances and of the investment policies of these com-
panies, to afford investors full and complete information with respect to their
activities; prohibits such companies from changing the nature of their business or
their investment policies without the approval of the stockholders; bars persons
guilty of security frauds from serving as officers and directors of such companies;
prevents underwriters, investment bankers, and brokers from constituting more than
a minority of the directors of such companies; requires management contracts in the
first instances to be submitted to security holders for their approval; prohibits
transactions between such companies and their officers and directors and other
insiders except on the approval of the Commission; forbids the issuance of senior
securities of such companies except in specified instances; and prohibits pyramid-
ing of such companies and cross ownership of their securities. The Commission is
authorized to prepare advisory reports upon plans of reorganizations of registered
investment companies upon request of such companies or 25 percent of their stock-
holders and to institute proceedings to enjoin such plans if they are grossly un-
fair. The Act also requires face-amount certificate companies to maintain reserves
adequate to meet maturity payments upon their certificates,

SUMVARY OF ACTIVITIES

During the past year the Commission in its administration of the Act concerned
itself primarily with the disposition of the applications filed pursuant to various
provisions of the Act. There were 70 such applications pending at the beginning of
the year and 59 additional ones filed during the year; 59 were disposed of in the
course of the year, and 70 were pending at its close. These applications are i
classified below, together with an indication of the disposition made of them. It
should be noted that the detailed figures in this summary are not totaled for the
reason that some applications involved more than one section of the Act.

Nature and Disposition of Various Applications Filed under
the Investment Company Act of 1940 - Fiscal Year 1945

Number Number
pending at TFiled Disposed pending at
Section of the Act under June 30, during of during June 30,
which application was filed 1944 year year 1945
2 (a) (9) Determination of question
of control 5 — 1 withdrawn 4
3 (b) (2) Determination that applicant
is not an investment compamny 5 1 2 granted 4
6 (b) Employees! security company
exemptions 1 —_ 1 denied —_—
6 (c) Various exemptions not
specifically provided for by 1 withdrawn.

other sections of the Act 10 16 14 granted 11
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Nature and Disposition of Various Applications Filed under
the Investment Company Act of 1940 - Fiscal Year 1945 (Contimued)

Number Number

pending at Filed Disposed pending at
Section of the Act under June 30, during of during June 30,
which application was filed 1944 year year 1945

6 (d) Exemption for small closed-
end investment companies
offering securities in intra-

gstate commerce -— 1 —_ 1
g8 (£) Determination that a regis-

tered investment company has

ceased to be an investrent 1 denied

company 7 19 15 granted 10
9 (b) Exemption of ineligible persons

to serve as offiecers, directors,

etec. 37 — — 37

11 (a) Approval of terms of proposed
security exchange offers 1 1 — 2

12 (g) Approval of acquisition of
control of existing insurance

companies —_— 1 1 withdrawn —_—
17 (b) Exemption for proposed trans- 6 withdrawn

actions between investment 1 denied

company and affiliates 7 21 16 granted 5

23 (c¢) (3) Terms under which closed-end
investment company may
purchase its outstanding 1 withdrawn
securities 1 2 1 granted 1

New rule excluded certain guarantees as securities of the guarantor.—The Com-
mission adopted during the year a rule dealing with the status of guaranteed
securities under the diversification provisions of Section 5 of the Investment
Company Act of 1940, designated as Rule N-5B-2.

Under Section 5 (b) of the Act an investment company is comsidered a ™diversi-
fied company”™ if at least 75 percent of its total assets is represented by cash,
Goverrment securities, securities of other investment companies and securities
limited in respect of any one issuer to not more than 5 percent of the total assets
of such investment company and to not more than 10 percent of the ocutstanding vot-
ing securities of such issuer. Since the term "security” is defined under the Act
to include a guarantee of a security, the securities of Many one issuer! include
guarantees of securities of other companies by such issuer. This situation presents
difficult problems for the investment company in the valuation of guarantees and
guaranteed securities in determining whether its investments meet the diversification
standards of the Act. These problems are further complicated by multiple guarantees,
guarantees solely of principal, or solely of interest, and guarantees which may
expire prior to the maturity date of the guaranteed security.
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The new rule adopted by the Commission alleviates these difficulties while re-
taining the basic diversification standards of the Act. The rule provides, in
effect, that diversified investment companies may invest in guaranteed securities
on the basis that the guarantor is not the issuer of the securities provided that
the aggregate value of its investment in the direct issues of a company and the is-
sues guaranteed by such company does not exceed 10 percent of the value of the
total assets of the investment company. The rule does not affect the 5 percent and
10 percent limitations of Section 5 (b) as respects the direect obligations of
issuers. The rule also provides that guarantees by a railroad of terminal, ware-
house, switching or bridge company securities shall not be considered as securities
of the railroad if the guaranteed security is guaranteed by more than one railroad
no one of which controls all of its co-guarantors. The rule also makes clear that
4 lease or similar arrangement shall not be deemed in itself a guarantee.

STATISTICS RELATING TO REGISTERED INVESTMENT COMPANIES

At the beginning of the year 371 companies were registered as investment com-
panies under the Act. Inasmuch as during the year 14 additional companies became
registered, while the registration of 19 companies was terminated, there remained
366 companies registered at the close of the year, whose assets, it may be noted,
aggregated approximately $3,250,000,000. The comparative number of documents filed
under the Act during the past two fiscal years and certain other relevant statis~
tics are shown in the following tabulation.

REGISTERED INVESTMENT COMPANTIES

Fiscal year
1945 1944

Kumber of reglstered investment companies:

Beginning of year 3N 390

Registered during year 14 8

Terminations of registraticn during year 19 27

Number of companies registered at end of year 366 371
Notifications of registration 14 8
Registration statements 8 5
Amendments to registration statements 26 47
Annual reports 235 248
Amendments to annual reports 41 53
Quarterly reports 768 809
Periodic reports to stockholders containing financial statements 67 706
Reports of repurchases of securities by closed-end management

companies 134 111
Copies of sales literature 1,489 910
Applications for exemption from ‘various provisions of the Act 41 34
Applications for determination that applicant has ceased to be

an investment company 18 21
Amendments to applications 35 57
Total applicationss :

Pending at beginning of year 70 95

Filed during year . 59 55

Disposed of during year 59 80x

Pending at end of year 70 T0%

* Adjusted figures.
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CIVIL ACTIONS INSTITUTED BY THE COMMISSION

The Commission during the past year made use of its authority to file injunc-
tive actions to restrain violations of the Investment Company Act of 1940 in three
cases. }/ In two of them, the Courts, acting under Section 36 of the Act, enjoined
officers and directors of registered investment companies from further serviag in
such capacities on the ground that they had been guilty of gross misconduct and
gross abuse of trust in connection with their management of the companies involved.
In the case against British Type Investors, Inc., after the defendants by stipula-
tion agreed to a reorganization of the company and to make restitution of benefits
acquired by them aggregating over $1,000,000 in value, the Commission agreed to a
dismissal of its complaint. In the case against Aldred Investment Trust, the Com-
mission sought and obtained the appointment of receivers to safeguard the interests
of investors. In the case against First Investment Company of Concord, New
Hampshire, a liquidating agent was appointed to wind up the affairs of the company.

In the Aldred case, Gordon B. Hanlon, for less than $20,000, acquired a
ma jority of Aldred's common stock which had no asset value but gave him control of
approximately $2,500,000 in assets. Aldred had a funded debt of $5,900,000 and had
been insolvent since 1937. Absent a default in interest, the shareholders were not
entitled to put an end to the Trust until 2002. Earnings were insufficient to meet
the Trust's interest requirements. To prevent default in interest and possible
termination of the Trust, a large proportion of interest was paid out of capital,
Various plans of reorganization proposed by Hanlon, giving him an equity position,
were never effectuated because they were considered by the Commission to be unfair
to the debenture holders. Thereafter, without adequately informing the Trust's
security holders, Hanlon radically changed Aldred!'s investment policy by selling
approximately one-third of the Trust's choicest securities to acquire majority con-
trol of Suffolk Downs Race Track. After an extended trial the District Court
entered a judgment permanently enjoining Hanlon and certain other defendants from
serving as officers and trustees of Aldred. The judgment also provided for the ap-
pointment of receivers with power either to reorganize or liquidate the Trust in
the interest of investors. ’

In S,E.C. v. First Investment Company of Concord, New Hampshire, the Commission
sought an injunction restraining Charles L. Jackman from serving or acting in the
capacity of officer, director, member of the advisory board or investment adviser
of the company or any other registered investment company and permanently enjoining
all defendants from effectuating transactions in violation of Section 10 (b) of the
Securities Exchange Act of 1934 and Rule X-10B-5 thereunder. The complaint alleged
that Jackman, while serving as president and director of the company, had been
guilty of gross misconduct and gross abuse of trust within the meaning of Section 36
of the Act. It was further alleged that Jackman operated and managed the company in
his own interest to the detriment of investors and caused First Investment's stock-
holders to sell their securities to his nominee under false and misleading informa-
tion regarding the compamy's financial position. Jackman purchased the company's

1/ S.E.C. v. Otis, et al. (British Type Investors, Inc.) (U.S.D.C., S.D.N.Y.,
October 24, 1944).

S.E.C. v. Aldred, 58 Fed. Supp. 724, 151 F. 2d 254 (C.C.A. 1, September 17,
1945). On January 28, 1946, the Supreme Court denied certiorari.

S.E.C. v. First Investment Company of Concord, New Hampshire (Civil Action No.
400, U.S.D.C. New Hampshire, June 19, 1945). (See also this Report -
Administation of Securities Exchange Act of 1934 - Civil Actions Instituted by
the Commission,)
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common stock at prices ranging from $6 to $6.75 per share. He failed to disclose to
stockholders, however, that he was in fact the purchaser and that, at the time of

the offer, the stock had an asset coverage of from $18 to $20 per share. In addi-
tion, stockholders were further misled by the company's failure to file with the
Commission or to submit to its stockholders financial reports required by the Invest-
ment Company Act. The complete absence of financial information was of great assist-
ance to Jackman in his stock acquisition program. It was further alleged that
Jackman caused the company to engage in numerous financial transactions with corpora-
tions controlled by him in violation of various sections of the Investment Company
Act. After the Commission instituted action, defendants consented to an injunction
under which Jackman was permanently enjoined from further serving the company or any
other registered investment company in any capacity and defendants were permanently
restrained from engaging in any acts or practices in violation of Section 10 (b)

of the Securities Exchange Act and Rule X-10B-5 in connection with the transactions
involved. Jackman also agreed to make restitution.

In S.E.C. v. Otis, et al., the Commission alleged that the officers and direc-
tors of British Type Investors, Inc., through control of Class B stock (which had
no asset value but carried all voting rights), engaged in a series of transactions,
the effect of which was to dilute the asset value of the Class A stock for their
own benefit., Class A stockholders had no voice in the management of the company,
although they had the only equity position. It was alleged that Automatic Products,
Inc., an investment company controlled by British, had failed to register as an
investment company in violation of the Act. After the Commission filed its com-
plaint, defendants agreed to a reorganization of British to give its Class A stock-
holders the right to elect five of its seven directors, and to make restitution.
Automatic also filed notification of registration. Thereafter, the action was dis-
missed on stipulation.
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PART VII
ADMINISTRATION OF THE INVESTMENT ADVISERS ACT OF 1940

The Investment Advisers Act of 1940 requires the registration of investment
advisers, that is, persons engaged for compensation in the business of advising
others with respect to securities. The Commission is empowered to deny or revoke
registration of such advisers if they have been convicted or enjoined because of
misconduct in respect of security transactions. The Act also makes it unlawful for
investment advisers to engage in practices which constitute fraud or deceit; re-
quires investment advisers to disclose the nature of their interest in transactions
executed for their clients; prohibits profit-gharing arrangements; and, in effect,
prevents assignment of investment advisory contracts without the client’s consent.

REGISTRATION

Figures are presented below with respect to the registration of investment
advisers.,

Investment Advisers! Registration Statistics
Year ending June 30, 1945

Effective registrations at close of preceding fiscal year 719
Applications pending at close of preceding fiscal year 7
Applications filed during fiscal year 118

Total 844
Registrations withdrawn during year 51
Registrations canceled during year 4
Registrations effective at end of year 780
Applications pending at end of year 9

Total 844

As was pointed out in the Tenth Annual Report, the Commission is granted
authority to make investigations when it appears that the provisions of the Act
have been or are about to be violated, and by the use of its subpoena power may ob-
tain information concerning such violations. However, the protections afforded
under the Act are not so extensive as those afforded with respect to the activities
of brokers and dealers under the Securities Exchange Act of 1934, chiefly because
the Advisers Act does not grant power to the Commission to inspect books and
records as does Section 17 (a) of the Exchange Act. The absence of such power
limits the effectiveness of the Act with respect to protection of investors. To
remedy this signal weakness as well as other related weakmesses in the Act, the
Comnission, on Jamuary 31, 1945, sent a report to the Congress recommending certain
amendments to the Act. On July 5, 1945 the Honorable Clarence F. Lea, Chairman of
the Committee on Interstate and Foreign Commerce, introduced H. R. 3691, which con-
tains the amendments recommended by the Commission. This bill has been referred to
the Committee on Interstate and Foreign Commerce.

To clarify the effect of Section 206 (3) of the Imvestment Advisers Act, as
well as the anti-fraud provisions of the 1933 and 1934 Acts, on transactions ef-
fected by investment advisers with their own clients, the Commission, on February 5,
1945, made public an opinion by James A. Treamor, Jr., Director of its Trading and
Exchange Division, to the effect that it is unlawful for an investment adviser
(whether or not registered under the Investment Advisers Act) to effect a transac-
tion with or for a client, either as principal or as broker for another person,
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unless he obtains the client's consent after having made full disclosure of any ad-
verse interest he may have. }/ This disclosure, the opinion states, must include a
statement of the capacity in which the investment adviser proposes to act, the cost
of the security to the investment adviser where he proposes to sell, and the best
price at which the transaction could be effected by or for the client elsewhere if
such price is more advantageous to the client than the actual purchase or sale
price. The opinion states further that (except where no advice is rendered as to
the particular transaction) the Investment Advisers Act requires, in the case of a
registered investment adviser, that the disclosure of capacity be given in writing
and the client's consent obtained before the completion of each transaction of the
types in question.

CIVIL ACTIONS INSTITUTED BY THE COMMISSION

During the fiscal period ending June 30, 1945 the Commission for the first time
invoked the aid of a court of equity in restraining violation of Section 203 (a) of
the Investment Advisers Act of 1940. g/ That section prohibits any investment ad-
viser from making use of the mails or any means or instrumentality of interstate
commerce unless he is registered with the Commission in accordance with the Act.

The Commission's complaint alleged that one Charles A. Crowder, on a weekly broad-
cast over a small radio station for a considerable period of time, gave advice to
his listeners regarding the value of o0il securities. At first his advice appeared
to be disinterested and he built up a considerable following. He also solicited and
accepted money from his radio audience with which he purchased oil leases on their
behalf in which he retained interests in return for his advice and services,

Crowder was not and had never been registered as an investment adviser under the Act.
Later Crowder was approached by Roy E. Wilson, who at the time was engaged in an

0il promotion with one Jolm W. Myers. Wilson and Myers employed Crowder to adver-
tise their venture on the radio and to influence his listeners to purchase interests
in the promotion. Crowder did so without disclosing that he was in the employ of
Wilson and Myers. The complaint also alleged violations of Sections 5 (a) and 17
(a) and (b) of the Securities Act. All defendants consented to a permanent
injunction.

1/ Investment Advisers Act Release No. 40.

2/ S.E.C. v. Roy E. Wilson, et al., U.S.D.C, E.D. Ill., February 3, 1945.
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PART VIII
OTHER ACTIVITIES OF THE COMMISSION UNDER THE VARIOUS STATUTES
LITIGATION

Civil Proceedings

At the begimning of the fiscal year ending June 30, 1945, 30 civil proceedings
instituted by the Commission were pendingj during the year, the Commission instituted
23 additional proceedings, including 14 injunctive actions brought against 45 per-
sons to restrain them from fraudulent and otherwise illegal practices in the sale of
securities. Of this total of 53 proceedings, 27 were disposed of during the fiscal
year, including 13 cases which resulted in the entry of injunctions against 32
defendants. Twenty-six civil proceedings were pending at the end of the year.

Since its inception, the Commission has instituted a total of 531 eivil proceed-
ings and disposed of 505. Permanent injunctions have been obtained against 1008
firms and individuals.

Data with respect to civil cases and appellate proceedings commenced or pending
during the fiscal year and their status at the close of the year, together with all
criminal proceedings, are included in Appendix Tables 24 to 33. Some of the more
important of these .civil cases have been summarized in the preceding parts of this
report.

Criminal Proceedings

The statutes which the Commission administers provide for the transmittal of
available evidence of statutory violations to the Attorney General who, in his dis-
cretion, may institute appropriate criminal proceedings. The Commission, largely
through its ten regional offices, thoroughly investigates all suspected violations
and, whenever grounds from criminal prosecution are disclosed, transmits detailed
reports of investigation to the Attorney Genmeral. If criminal proceedings are de-
cided upon, the Commission assigns such of its employees as have participated in
the investigation to assist in preparing the case for presentation to the Grand
Jury, in conducting the trial, and in preparing briefs on appeal. Should the Com-
mission's investigation disclose violations of statutes other than those which it
administers, the evidence is referred to an appropriate federal or state agency.

Up to June 30, 1945, a total of 365 criminal cases have been developed by the
Commission and indictments against 2404 defendants have been obtained in these cases
by the Department of Justice. Of these, 23 indictments were returned during the
past year against 88 defendants. Convictions have been obtained against 1,173
defendants, 73 of whom were convicted during the past year.

In the appeals decided during the past year, convictions were reversed as to
only 2 defendants. Judgments of conviction were affirmed as to 22 defendants, ap-

.peals were dismissed as to 4 defendants, and appeals voluntarily withdrawn by 2

others. \

The status of all cases pending during the past fiscal year is set forth in
Appendix Table 27. As in previous years, the types of cases involved are varied.
Thus, they include frauds by and against broker-dealers; frauds in connection with
the sale of corporate securities, the exploitation of natural resources, the pro-
motion of inventions, new businesses, and fraternal organizations; failure to keep
books and records as prescribed by the statutes; and the filing of false financial
statements and anmual reports with the Commission.
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Charges of fraud on the part of broker—dealers figured prominently in the cases
prosecuted during the year. In U.S. v. Guaranty Underwriters, Inc., et al. (S.D.
Fla.), criminal sanctions were imposed for the fraud involved in charging excessive
prices bearing no reasonable relation to prevailing market prices for securities
without appropriate disclosure to customers. This was the second successful prose-
cution based on this theory of fraud, the first being U.S. v. Otto B. Dagg, et al.
(Dagg & Company, Inc.) (W.D. Wash.), convictions in which were obtained in 1943. In
the Guraranty Underwriters case, defendants were also charged with numerous false
misrepresentations and the making of large secret profits on transactions in which
they represented investors in an agency capacity. The eight major defendants either
pleaded guilty or nolo contendere and were sentenced for violations of the fraud
provisions of the Securities Act of 1933, and other statutory offenses. }/ Fraud
based upon the charging of excessive prices without adequate disclosure was also the
basis of the convictions in U.S. v. Samel S. Alexander, et al, (S.D. N.Y.) where
fractional undivided interests in oil, gas and other mineral rights in various
tracts of land were sold at prices ranging up to 328% of cost. Defendants also made
numerous fraudulent misrepresentations in the sale of these securities.

Fraudulent conduct of business as a broker-dealer is also charged by the in-
dictments pending in U.S. v. Maxwell Goldberg, et al. (Maxwell & Co., Inc.) (D.
Mass.), U.S. v. Edwin P, Woodman, et al. (Woodman & Co.) (D. Mass.), and U.S. V.

W. R. Hempstead Co., et al. (D. R.I.). In the first case, the indictment ‘charges
such practices as the unauthorized pledging of sustomers! securities, the forgery
of customers' checks, the forgery of signatures to assignments of customers!
securities, and the printing and sale of spurious stock certificates and debentures.
In the latter two cases, defendants are charged, inter alja, with practices such as
the acceptance of orders and deposits while insolvent and being unable to execute
customers! orders, the conversion of securities deposited by customers, the keeping
of false records, and the filing of false financial statements with the Securities
and Exchange Commission,

Other cases involving frauds by broker-dealers are U.S. v. Roy E. Crummer, et
al. (The Brown-Crurmmer Investment Co.) (D. Kan.) where the pending indictment
charges fraud in the collection of customers' securities in a municipal refunding, 2/
and U.S. v. Samuel S, Alexander (S.D. N.Y.) which marks the first conviction of a
registered securities dealer for fajilure to keep and preserve accounts, corre-
spondence, books and other records as required by Section 17 (a) of the Securities
Exchange Act of 1934 and Rules X-17i-3 and X-17A-4 prescribed by the Commission as
necessary and appropriate for the protection of investors.

U.S. v. Jom N. Landberg (E.D. Pa.) involved a conviction for frauds perpetrated
upon various securities brokers. Defendant would induce brokers to purchase securi-
ties for the account of his wife upon the false representation that other securities
of the latter would be deposited to secure payment. After the securities had been
purchased, defendant would refuse payment, and would direct that they be sold and
the profits turned over to him. If the newly purchased securities had declined in
value, he would then reveal his lack of authority to act for his wife.

Fraudulent misrepresentations in the sale of securities in connection with the
promotion of inventions or scientific discoveries were the basis for the convictions

l/ The indictment was nolle prossed as to three minor defendants.

g/ A second indictment against Substantially the same defendants alleging similar
frauds in connection with another munijcipal refunding was dismissed by the
District Court for vagueness and insufficiency to apprise defendants of the
nature of the charges. An appeal by the government is pending.
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in U.S. v. Harvey H. Hevenor (General Ordnance Co., Inc.) (S.D. N.Y.) (new type
mechanical fuses for anti-aircraft projectiles); U.S. v. August F. Slater (Automat-
ic Engineering, Inc.) (S.D. Cal.) (new automobile parking device); U.S. v. Leslie
G. Bowen, et al., (Bowen Industries) 1/ (W.D. Mo.) (mechanical device for use in

the manufacture of bicycles); and U.S. v. Chemical Research Foundation, Inc., et
al. (D. Del.) (pharmaceutical formmlae).

A substantial number of the cases active during the past fiscal year involved
charges of fraudulent mining promotions and frauds in which oil and gas properties
were the underlying basis for investment, The oil and gas cases are U.S. v. Samuel
S. Alexander, et al. (S.D. N.Y.) 2/; U.S. v. Frank Mansfield, et al. (Central
Securities Co.) (W.D. Tex.) 3/; U.S. v. Jacob M, Danziger, et al. (Irinidad Inter-
national Petroleum, Ltd.) (S.D. Cal.) 4/; U.5. v. George A, Earnhardt, et al. (Big
Bend Realty and Development Co., Inc.) (5.D. Ind.) 5/; U.S. v. James R Boyer, et
al. (S.D. Fla.) 6/; U.S. v. Frank V. Raymond (D. Md,) 7/3 and U.S. v. George A.
King, et al., (Crow 0il & Refining Co., Ltd.) (S.D. I11.). 8/ Tn the Mansfield and
Earnhardt cases, the securities sold tock the less common form of deeds to lands
with collateral promises and agreements pertaining to the drilling of test wells and
otherwise developing markets for the properties involved.

The mining stock cases are U.S. v. Eldridge S. Price (D. Kan.) 2/, 0.S. v,
Edward J. Stoll, et al. (Multi Metals Corp.) (S.D. Iowa) 10 U.S. V. Franklin
Lamon, et al. (Graphlte Company of America} (D. Del.) 11/; U S. v. James H, Collins,
et al. (Union Associated Mines Co.) (S.D. Cal.) 12/; and U.S. v. E. M. McClean, et

. (Devon Gold Mines, Ltd.) (E.D. Mich.) 13/. Tn the last mentioned case, which

l/ The principal defendant was found guilty and has appealed., Two minor defendants
were acquitted.

2/ Four defendants pleaded guilty. The remaining defendant was convicted after
trial.
3/ Appeal pending from judgments of conviction.

é/ One defendant pleaded guilty. Three defendants were found guilty after trial and
have appealed from their convictions. Trial is pending as to the remaining two
defendants.

2/ Both defendants convicted after trial. One has appealed.
6/ Trial pending.

7/ Idem.

§/ Two defendants convicted after trial. Indictment dismissed as to remaining de-
fendant. Convicted defendants filed notices of appeal, September 29, 1945.

9/ Trial pending.
10/ Idem.
11/ One defendant plead nolo contendere. The other was convicted after trial.

12/ Appeals from judgments of conviction pending.

;2/ Three indictments. Trial pending in first. In the second, one defendant pleaded
guilty, two were convicted after trial, and trials are pending as to the remain-
ing four defendants, In the third, one defendant pleaded guilty, two were con-
victed after trial, and trials are pending as to the remaining nine defendants.
Defendants convicted after trial have appealed.
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involved the sale of Canadian gold mine stock to residents of the United States in
violation of the registration and fraud provisions of the Securities Act of 1933

and other statutes, the defendant-manager of the Canadian securities concern was
sentenced to ten years' imprisomment and fined $5,000 and cne of the principal sales-
men was sentenced to seven years! imprisomment and fined $1,000. Tnese are the
severest sentences which have been imposed during the past fiscal year.

Convictions for fraudulent misrepresentations in the sale of insurance company
stock were obtained in U.S. v. George Howell, et al. (S.D. Tex.) (Texas National
Life Insurance Company), and in U.S. v. w11m1ngton Fire Insurance Co., et al. (D.
Del.)s

Fraudulent sales of securities of an alleged fraternal and educational associa-
tion formed the basis of the conviction of the principal defendant in U.S. v. Hugh
G. Carruthers, et al. (N.D. I11.). According to the indictment, Carruthers
organized the Neological Foundation in 1936, purportedly for the spiritual improve-
ment and economic self-betterment of its members. Its membership consisted chiefly
of persons who by reason of distress could be persuaded that solace and self-
betterment would be obtained by joining the Foundation and adhering to its so-called
"eological” course of training. Thereafter, Carruthers obtained loans from members
for the alleged purpose of expanding the association!s activities, furthering its
policies, and carrying on various business enterprises to be operated by the Founda-
tion including the mamufacture and sale of hair shampoo, a tonic laxative, a course
of instruction in personal development, and a daily newspaper. Member investors
were promised 6% interest plus a bonus of 4% with a dividend of 50% of principal at
the end of three years. Instead, Carruthers allegedly diverted substantial amounts
of the funds obtained for his own use and benefit. Verdicts of not guilty were
directed by the court as to two minor defendants. Carruthers appealed to the
Seventh Circuit Court of Appeals which, on December 27, 1945, affirmed the judgment
of conviction.,

A "front money" scheme for the defrauding of persons desirous of obtaining
capital for the financing of new businesses or the expanding of established ones
was involved in U.S. v. Amster Leonard, et al. (E.D. Mich), in which both defendants
were convicted. Defendants would contact persons seeking capital and offer aid in
the raising of the necessary capital through their so-called "Founders Syndicate
Plan® and the sale of pre-organization certificates through 260 "key men". Victims
were induced to part with M"advance fees" or "front money" under the representation
that defendants would obtain the desired capital although the latter knew that they
could not and did not intend to raise new capital through the "Plan”,

Other fraud cases are U.S. v. W. R. Frentzel, et al. (Ocean Crab Pot Operators,
Inc.) (W.D. Wash.) involving profit-sharing agreements in commection with sales of
traps for ocean crab fishing 1/; U.S. v. Federal Fyr-Ex Company, et al. (S.D. N.Y.)
involving the promotion of an allegedly’non—ex1stent fire extinguisher manufacturing
business 2/; and U.S. v. Charles T. Rice, et al. (Parquay Royalty Co., Inc.) (W.D.
Wash.) 3/ and U.S. v. Maurice N. Leavitt, et al. (Lakemoor Development Co.) (W.D.

}/ Principal defendant pleaded guilty. Indictment dismissed as to co-defendant.

2/ Trial pending.

2/ Defendants convicted after trial. Conviction of one defendant reversed on
appeal for admission of incompetent evidence and case remanded for retrial.
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Wash.) l/, both involving fraudulent misrepresentations in the sales of securities
for corporate promotions.

The making of false and misleading statements in reports required to be filed
under the Securities Exchange Act of 1934 is charged by the indictment pending in
U.S. v. Liggett & Myers Tobacco Co., et al. (E.D. Pa.). According to the indict-
ment, defendants conspired to conceal the existence of a profit-sharing plan, known
as the B Fund Bonus, providing for the payment of a portion of designated net prof-
its of the company to certain officers and employees other than ths president and
vice-presidents. It is alleged that in filing application for registration pur-
suant to Section 12 of the Act, defendants set forth only one bormus plan-——that pro-
vided by the company's by-laws affecting the president and vice-presidents—-but
failed to disclose the B Fund Bonus plan. MNoreover, in the company's Form 10-K
annual reports for the years 1935-1942, inclusive, defendants would state "none" or
"no changes" in answering questions concerning bonus plans not previously reported
and would thereby fail to reveal the existence of this B Fund Bonus plan.

Of the criminal appeals decided during the past fiscal year, several are
worthy of mention. In U.S5. v. H. B. Monjar, et al. (The Mantle Club), 147 F. 24
916 (C.C.A. 3, 1944), cert. den., 65 Sup. Ct. 1191 (1945), the court sustained the
convictions of 12 defendants on charges of defrauding members of a fraternal
organization in obtaining personal loans and the sale of investment contracts. The
Supreme Court denied certiorari in U.S. v. Minuse, et al., 323 U.S. 716 (1944),
wnere the Second Circuit Court of Appeals had upheld convictions for a stock "jiggle"
in the Class A capital stock of Tastyeast, Inc., a security listed on the New York
Curb Exchange ZiL2 F. 2d 388 (194427. In U.S. v. Edmond B. Bronson, et al. (Bagdad
Copper Corp.), 145 F. 2d 939 (C.C.A. 2, 197Z), convictions were upheld for the sale
of treasury stock at prices greatly in excess of the amounts to be received by the
company, on the theory that such practices, just as in the case of the sale of a new
issue under similar circumstances, constitutes fraud per se. g/ In U.5. v. Herman
Kadison, et al. (Commerical Underwriters, Inc.), 145 F. 2d 525 (C.C.A. 7, 1944),
the court sustained convictions for the sale of defendants! personally owned worth-
less stock under the misrepresentation that it was valuable treasury stock and for
other fraudulent misrepresentations in the sale of the securities. In Louis J.
Ascher, et al. v. U.S. (Sentenal Corp.), 143 F. 2d 592 (C.C.A. 6, 1944), convictions
were sustained for fraud in the sale of vending machines under a "lease back"
arrangement involving servicing of the machines by the vendors and the sharing of
profits.

}/’Two principal defendants pleaded guilty. Indictment dismissed as to two minor
defendants. Indictment pending as to one defendant.

g/ The appeal was dismissed as to a minor defendant.
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COMPLAINTS AND INVESTIGATIONS

The Commission received during the year approximately 8,000 items of mail con-
cerned with alleged securities violations which is classified administratively as
fcomplaint enforcement™ correspondente. This material constitutes one of the Com~
mission's chief sources of information concerning possible securities violations,
while investigations made by the Commission's staff and contacts maintained with
other govermmental (Federal, State, and local) or private agencies provide addition-
al sources of such information. Where it appears on the basis of any such data that
any such violation may have occurred, the Commission conducts appropriate investiga-
tions by means of correspondence or the assignment of cases to field investigators
to ascertain the facts of the particular case. The extent of these investigatory
activities of the Commission during the past year, under the Securities Act of 1933,
the Securities Exchange Act of 1934, Sections 12 (e) and (h) of the Public Utility
Holding Company Act of 1935, the Investment Company Act of 1940 and the Investment
Advisers Act of 1940, is reflected in the following table:

Investigations of securities violations 1/

Preliminary 2/ Docketed 3/ Total

Pending at June 30, 1944 136 539 675
Opened 7-1-44 to 6-30-45:

New cases 129 239 - 368

Transferred from preliminary - 33 33
Total number of cases to be accounted for 265 811 1076
Closed 43 110 153
Transferred to docketed 33 — 33
Pending at June 30, 1945 . 189 701 890

A list of the civil, criminal, and other actions resulting from certain of these
investigations is set forth in Appendix Tables 24 - 27, inclusive.

To assist its continuing enforcement and registration activities, and to pro-
vide a further means of preventing fraud in the purchase and sale of securities, the
Commission has established what is called for convenience a Securities Violations
File, comsisting of a clearing house of information concerning persons who have been
charged with violations of various Federal and State securities statutes. This
clearing house has been kept up-to-date during the past year as in previous years
through the cooperation of the United States Post Office Department, the Federal
Bureau of Investigation, parole and probation officials, State securities commissions,
Federal and State prosecuting attorneys, police officials and other public agencies,
members of the National Association of Better Business Bureaus Inc., and members of
the United States Chamber of Commerce. By the end of the past fiscal year the Com-
mission had assembled in these files data concerning an aggregate of 45,778 persons
against whom Federal or State action had been taken in connection with securities
violations. During the past year alone additional items of information relating to
3505 such persons were added to these files, including information concerning 1459
persons not previously identified therein.

;/ These investigations of securities violations include the oil and gas investiga-
tions which are separately tabulated and discussed in Part I of this report.

g/ Investigations carried on through correspondence and limited field work.

2/ Investigations assigned to field investigators.
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The extensive use made of this clearing house of information is suggested by
the fact that during the past year the Commission received in comnnection with its
maintenance approximately 2,500 "securities viclations" letters or reports (apart
from those mentioned above which are classified as fcomplaint enforcement’) and
dispatched about 3,000 communications in turnm to cooperating agencies.

ACTIVITIES OF THE COMMISSION IN THE FIELD OF ACCOUNTING AND AUDITING

Effect of the War and the Prospect of Reconversion

The difficulties and uncertainties inherent in wartime accounting have been
commented on in previous Annual Reports. During the past year, the major problem in
this area has been the application of procedures developed in prior years to the
special circumstances presented in individual registration statements and reports.

At the same time the rapid progress of the war necessitated extensive considera-
tion of the accounting and disclosure problems that would arise when war business
was cut back or terminated and the process of reconversion to peacetime operations
and markets began. As one step toward dealing with these problems, efforts were
begun in the fall of 1944 to provide for a system of current reporting which would,
first, enable investors to determine the extent to which cut-backs and terminations
consequent upon the approaching end of the war affected particular companies; and
second, furnish them with some indication of the speed with which particular com-
panies were able to reconvert to peacetime production and to reenter the civilian
markets. Such financial information, by companies, seemed essential since general
announcements as to cut-backs and terminations rarely disclosed their effect on
particular companies and it was clear, in any event, that the end of war operations
would come at different times and in different degrees so far as any individual
company was concerned, Discussions were first had with the appropriate Federal
agencies to determine whether such modification of censorship and secrecy restric-
tions as would be necessary to permit general publication of pertinent data could
be made without detriment to the war effort. At the same time, extended discussions
were undertaken with interested registrants, technical associations and others to
determine the most useful and practicable form for such current reports. As
finally developed, ‘the program applies to all companies having a substantial amount
of war business and calls essentially for quarterly reports as to war and non-war
sales and as to war orders, beginning with the most recently ended fiscal year of
the company. In addition, an immediate report is obtained whenever a particular
termination cancelled a war contract the uncompleted portion of which amounted to
over 20% of the registrant's total sales for the previous fiscal year. %/

A second important problem in this field was the treatment to be accorded
terminated war contracts in financial statements issued prior to the date of final
settlement., Fortunately, the development of Uniform Termination Procedures under
the Contract Settlement Act of 1944 so clarified the problem that it was possible,
well before volume termination of war contracts began, to reach general agreement,
both within the Commission and among accountants and companies, as to how such
claims were to be reflected in financial statements., g/

s

1/ Announced in Securities Exchange Act of 1934, Release No. 3718, July 23, 1945.

g/ The Commission's position was established in December, 1944 by the issuance of
an internmal staff memorandum. In April, 1945, the Committee on Accounting Pro-
cedure of the American Institute of Accountants issued its bulletin ™Accounting
for Terminated War Contracts.
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A third problem arising out of reconversion is the disposition of so-called
war reserves. During the war period, many companies established reserves as a pro-
tection against losses or expenses which registrants anticipated would be encountered
after the war ended but which they felt should be attributed to war operations. The
exact amounts of many such losses and expenses cannot, of course, be determined until
after cessation of war operations, and,in some instances, many months thereafter.
However, it is essential that definite criteria be established to assure that only
true war expenses be charged against such reserves, either directly or indirectly.
If especial care is not exercised in this regard, the operations of post-war years
may be relieved of charges and costs applicable to such operations with a consequént
inflation of reported net income. In view of its importance, this problem is being
given extensive consideration, and discussions have been had with respresentatives
of accounting societies and other interested persons, with a view to arriving at a
practicable solution,

Accounting and Auditing

During the past year the Commission issued a mumber of decisions or opinions
dealing with accounting or auditing matters. In the Leedy, Wheeler & Company
case 1/ the respondent, a registered broker-dealer, had employed a pro-forma balance
sheet in selling securities to the public but had not disclosed the nature of the
assumed transactions that had been reflected therein. Moreover, the assumptions
made in preparing the pro-forma statement were of questionable validity. Finally,
the balance sheet concealed an operating deficit by netting it against capital stock
accounts without disclosure. The Commission, after discussing the proper functions
and uses of pro-forma statements, found that the pro-forma balance sheet in question

was misleading and deceptive.

In its findings and order in the Suburban Electric Securities Company g/ case
the Commission pointed out a number of improper accounting practices followed by the
registrant, including its failure to recognize an apparently permanent impairment
in the value of its investments in certain subsidiary companies and its failure to
provide for depreciation on depreciable assets of a subsidiary. However, since just
prior to the conclusion of the hearings in the matter the registrant amended its
financial statements to cure these improprieties the Commission determined that it
was not necessary to suspend or withdraw the registration of the registrant's
securities under the Securities Exchange Act of 1934.

Several other accounting questions were dealt with in opinions of the Chief
Accountant issued during the past year as part of the Commission's Accounting Series
releases. Release No. 50 in this series concerned the practice of writing down or
writing off goodwill by charges to capital surplus and served to draw attention to
the general applicability of the Commission's views expressed in a previous
opinion, 2/ The release pointed out that where intangible assets had been acquired
for cash or its equivalent their write-off to capital surplus was improper, inasmuch

1/ In the Matter of Leedy, Wheeler & Company, Securities Exchange Act, Release No.
3593 5.E.C. iy 29, 1972,

2/ Securit%es Exchange Act of 1934, Release No. 3655 S.E.C. (February
8, 1945).

Q/ In the Matter of Associated Gas and Electric Company, Securities Exchange Act of

193Z, Release No. 3285A, 11 S.E.C. 1025, August 5, 1942.
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as it circumvented the charging to income or earmed surplus of items which were
properly chargeable thereagainst, with a resulting overstatement of income and
earned surplus and an understatement of capital., The charge to capital surplus in
such circumstances, the release points out, is in violation of the fundamental ac-
counting principle that a distinction should be maintained between capital and
income. Accounting Series Release No. 52 discussed certain problems relating to the
presentation in financial statements of Federal income and excess profits taxes in
cases where a company, for which individual financial statements are filed, pays

its tax as a member of a consolidated group of companies.

During the period of high, wartime rates of corporate income taxes, some com-
panies and accountants have sought to reflect in the income statement not only
charges for the income taxes estimated to be actually payable but also additional
amounts representing so-called "tax-savings" or Mtax reductions” caused by
differences in the accounting treatment afforded certain items for tax purposes
and for financial reporting purposes. This practice, the propriety of which is
supported or condoned by some public accountants and objected to by others, has
been the subject of extended discussion between the Commission and representatives
of various professional accounting societies and other interested persons. These
discussions have indicated a feeling, both within and without the Commission, that
financial statements in which this practice i8 followed are frequently unsatisfac-
tory, if not actually misleading, to the investor. It is expected that upon com-
pletion of these discussions the Commission will promulgate an opinion concerning
the mamner in which these "tax-savings™ or "tax reductions® should be dealt with in
financial statements filed with the Commission. 1/

One of the most perplexing of the accounting problems now facing the Commis-
sion is the question of whether there are circumstances under which certain items
of income, expense or loss may justifiably be excluded from the computation of net
income as shown by the profit and loss statement and carried directly to earned
surplus. Over the years, a great many cases involving this question have come to
the attention of the Commission. A staff study of an extensive sample of such cases
discloses a very great disparity in treatment of items wholly similar in nature.
Heterogeneous treatment of such items obviously increases the difficulty of compar-
ing income statements as between years and particularly as between competitive
companies. Accordingly, certain tentative changes in the Commission's regulations
have been prepared with a view to securing more uniform and intelligible income
statements through a requirement that, in the absence of very exceptional circum-
stances, all items of loss, expense and income shall be reflected in the income ac-
count. These proposed amendments have been sent for comment to many companies hav-
ing financial statements on file with the Commission, to the various professional
accounting societies, and to other interested persons. While the responses received
indicated, a general agreement with the proposed amendments in principle, it appears
necessary to establish reasonably clear-cut and objective criteria for determining
when, if at all, certain items may be considered to be so extraordinary in nature
as to permit their exclusion from the computation of net income. The problem is
now undergoing further study in light of the suggestions received.

Additional staff consideration has been given during the past year to proposals
for a comprehensive revision of the accounting requirements applicable to investment
companies under the 1940 Act. The proposed revision has been discussed in detail
with representatives of the industry, practicing accountants, and other interested
persons, but has not yet been finally acted upon by the Commission.

The Commission has contimmed to give careful attention to its overall require-
ments as to financial statements with a view to their simplification and integration

l/ Ammounced in Accounting Series Release No. 53, November 16, 1945.
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with the requirements of other agencies, wherever practicable and feasible. During
the past year, for example, the staff has worked closely with another governmental
agency on a program for integrating the respective reports required of companies
subject to their common jurisdiction.

Cooperation with Professional Societies and Others

As in previous years, the Commission has sought to add its full influence to
that of the professional accounting societies and others interested in maintaining
accounting and auditing standards at a high level. As in the past, the Commission
has, wherever practicable, invited professional accounting societies, Federal and
State agencies, and many other interested persons te review and comment upon proposed
rules and regulations pertaining to accounting matters. In appropriate cases con-
ferences of such persons with the Commission or the staff have been arranged.
Reciprocally, the Commission informally has accepted the invitation of professional
accounting societies to make suggestions or comments as to proposed actions or
bulletins of such organizations. Substantial benefits, which are reflected in a1l
types of financial statements whether coming under the jurisdiction of the Commission
or not, have resulted from these activities.

Professional Conduct

Certification of financial statements, if it is to operate as an added protec-
tion to investors, pust be based on an impartial and expert review of the financial
affairs of the company. Disregard of professional standards of conduct applicable
to such reviews furnishes grounds for disbarring an accountant from further practice
before the Cormission pursuant to Rule II (e) of the Rules of Practice. During the
past year the Commission instituted proceedings under this rule against an account-
ant who had certified financial statements filed with the Commission by a securi-
ties broker-dealer. Imvestigation disclosed that the accountant in question had
knowingly violated the Commission’s accounting and auditing rules, had failed to
make an appropriate audit of the broker-dealer's accounts, and had unqualifiedly
certified to financial statements that were grossly misleading. On the other hand,
the failure of the certified public accountant to perform a satisfactory audit did
not appear, in this instance, to have contributed to the fraud perpetrated by the
broker~dealer involved, nor did his extreme laxity appear to have occasioned losses
to investors of the brokerage firm. Under these circumstances the Commission dis-
continued its proceedings upon receipt of a stipulation that the accountant would
never again practice before this Cormission. In order to emphasize the importance
of the requirements for certification of broker—dealer finanecial statements, the Com-
mission published Accounting Series Release No. 51 summarizing the facts of this
case,

Informal Consideration of Accounting Problems Raised in the Case of Individual
Registrants

The examination of financial statements filed by registrants pursuant to the
various Acts administered by the Commission has always accounted for a large part
of the Commissionts activities with respect to accounting and auditing matters.
Deficiencies in the statements disclosed by such examination are called to the
attention of registrants by correspondence, and, in many instances, the deficiencies
become the subject of informal conferences between the Commission's staff and
representatives of particular registrants. It is a common occurrence, also, for
persons intemding to file finaneial statements to arrange for pre-filing conferences
in an effort to agree upon a solution to the more difficult accounting problems in-
volved in proposed statements. These conferences have proved to be a particularly
expeditious means of resolving difficult or unusual questions where the problem
presented is not covered by a specific rule or where the application of existing
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rules is uncertain. They also play an important role in securing dependable and
informative financial statements for investors,

STATISTICS AND SPECIAL STUDIES

Capital Markets Statistics

The Commission in the fiscal year ended June 30, 1945 continued to compile and
analyze statistics on the volume and characteristics of offerings and retirements of
securities; the distribution of and the changes in ownership of securities between
different groups of institutional, corporate, and individual holders; and various
other aspects of capital markets statistics. Figures were released monthly showing
the volume of all new issues of securities known to have been offered within the
United States for cash sale in amounts of more than $100,000, together with break-
downs comparing the amounts oft public offerings and private placementsj; bonds,
preferred stocks, and common stocksj corporate and non-corporate issues; and the net
proceeds intended for refunding and for expansion of plant and equipment and working
capital of each principal industrial group. .

It was possible to release regularly additional breakdowns of the doliar volume
of securities registered under the Securities Act to show: the amounts registered
for exchange, conversion, ete., as well as for cash sale; the volume of secondary
as well as primary distributions; the amounts offered through investment bankers and
directly by the issuers; the volumes expected to be absorbed primarily by the general
public, by security holders, and by other special groups; and the distribution by
investment banking firms of underwriting commitments and syndicate management
activities. A special study of the cost of flotation of stocks registered for sale
under the Securities Act by small companies was published during the year, and data
were gathered for future analysis on the success of flotation of small nonunder-
written issues. In addition to information published on the capital markets, many
special adaptations of the basic data were made to problems met in the day-to-day
operations of the Commission and to questions raised by other govermmental agencies
and by members of Congress.

Saving Study

The Commission continued its series of quarterly releases on the volume and
composition of saving by individuals in the United States. These releases show the
ageregate volume of individuals' saving, that is, the increase in their assets less
the increase in their liabilities, exclusive of gains or losses from revaluation of
assets. The figures also show the components contributing to this total, such as
changes in securities, cash, insurance, consumers! indebtedness, and consumers:?
durable goods.

Tinancial Position of U.S. Corporations

The series of quarterly releases on the working capital position of all United
States corporations, exclusive of banks and insurance companies, was continued.
These releases show the principal components of current assets and current liabili-
ties and an abbreviated analysis of the sources and uses of corporate funds. In
addition, a serles of supplemeniary tables was inaugurated in July 1944 showing a
detailed breakdown of current assets and liabilities for various industry and size
groups of corporations registered with the Commission. It is intended in subsequent
reports to present more detailed data on the sources and uses of corporate funds,
thus giving a complete pictire of the volume and composition of corporate saving as
well as an up~to-date analysis of the financial condition of corporationms.
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Shortly after the close of the fiscal year the Commission, together with the
Department of Commerce, initiated a regular quarterly survey of private plant and
equipment expenditures by U. S. business other than agriculture. It is planned to
publish shortly after the end of each quarter industry totals on the actual capital
expenditures of that quarter and anticipated expenditures for the next two quarters.
These data should provide a useful index of present and future activity in the
capital goods industries and capital markets and a valuable barometer of business
activity in general.

Survey of American Listed Corporations

During the past fiscal year, the Commission again released for public and
government use statistical data filed with the Commission by registrants under the
Securities Exchange Act of 1934 and the Securities Act of 1933. These data are
summarized in a series cf reports known as the "Survey of American Listed Corpora—
tions® showing individual data for each company as well as industry totals for
registered companies. Two series of reports were completed in the past fiscal year,
one covering "Data on Profits and Operations, 1942-1943" and another "Balance Sheet
Date, 1939-1943". Principal items furnished in the reports on profits and opera-
tions are data on sales, costs and/or operating expenses, operating profits, net
profit before and after income taxes, depreciation, depletion, etc., maintenance
and repairs, selling, general and administrative expenses, and return on net worth
before and after taxes. Each of these companies! reports also shows data before and
after renegotiations of all contracts, the amounts and effects of Mcarry-backs™ of
taxes and data on termination of contracts whenesver reported. M"Balance Sheet Data,
1939-1943" contains detailed balence sheets for the same industry groups which were
included in the reports on profits and operations with condensed statements for each
of the individual companies. Covering five years, the principal items in the report
are current assets and current liabilities, investments, land, buildings and equip-~
ment and applicable reserves, post-war refunds of excess-profits taxes, capital
surplus, earned surplus, total assets, total liabilities and net worth, and in
addition to these balance sheet items preferred and common dividends paid.

Investment Company Data

Data for closed-end and open-end management investment companies were compiled
and released quarterly showing purchases and sales of their own stocks and bonds and
changes in their portfolios and in their principal asset items.

Stock Market Statistics

The Commission continued to publish indexes of weekly closing prices of common
stocks on the New York Stock Exchange, the monthly market value and volume of sales
on registered and exempted securities exchanges, daily and weekly round-lot stock
sales on the two New York Exchanges, weekly round-lot stock transactions on the New
York Stock Exchange for accounts of members and nonmembers, weekly round-lot and
odd-lot transactions on the New York Curb Exchange for accounts of members and non-~
members, and daily odd-lot stock transactions on the New York Stock Exchange for
odd-lot accounts of odd-lot dealers and specialists.

Special Studies

The Commission's staff continued its studies on various aspects of trading in
securities, including a report on floor trading, an analysis of broker and dealer
trading, and a study of the financial condition of brokers. Other studies were con-
ducted during the year on the methods of compensating customers! men, the division
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of brokerage fees in special offerings, trading in certain foreign securities,
trading practices on two of the national securities exchanges, the volume of pur-
chases and sales of security options, and general research on exchange rules and

practices. ’

War Activities

As a part of the Commission's war activities, several members of the staff
were loaned to various war agencies and committees for spetial economic investiga-
tions in Germany.

PUBLICATIONS

Public Releases

The releases issued during the past fiscal year included 74 under the Securities
Act of 1933; 126 under the Securities Exchange Act of 19343 768 under the Public
Utility Holding Company Act of 1935; 123 under the Investment Company Act of 1940; and
2 under the Investment Advisers Act of 1940, In addition, 3 releases were issued
concerning the Commission's activities in corporate reorganizations, and 4 releases
were issued under the Trust Indenture Act of 1939,

The following is a partial classification by subject matter for the past fiscal
year:

Findings, Opinions and Orders 276
Orders, excluding those with

Findings and Opinions 543
Reports on Court Actions ‘ 73
Statistical data 10
Survey series 6
Accounting series 4

Other Publications

Decisions and Reports of the Commission:

Buckram-Bound
Volume 11 - March 8, 1942 to August 31, 1942

(The Decisions and Reports of the Commission may be purchased from the
Superintendent of Documents, Government Printing O0ffice, Washington, D.C.,
and a price list will be furnished upon request.)

Twelve monthly lssues of the Official Summary of Security Transactions
and Holdings of Officers, Directors and Principal Stockholders.

List of Securities Traded on Exchanges under the Securities Exchange Act of
1934, as of December 31, 1944, together with Supplements thereto.

Security Issues of Electric and Qas Utilities, 1935-44.

Financial Statistics for Electric and Gas Subsidiaries of Registered
Public Utility Holding Companies, 1944.

Report on Floor Trading - January 15, 1945,
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(A complete 1list of the Commission's publications, the Rules of Practice
or the Guide to Forms will be sent upon request made to the Office of the
Commission in Philadelphia, Pemnsylvania.)

CONFIDENTIAL TREATMENT OF APPLICATIONS, REPORTS, OR DOCUMENTS

Conditions under which the Commission may provide for the confidemtial treatment
of information contained in applications, reports or documents which registrants are
required to file under various Acts administered by it have been described in the
Tenth Annual Report, page 217. The Commission, in exercising this power, determines
whether disclosure of the information in question is in the public interest, or
whether it would be inconsistent with the standards of the Code of Wartime Practices
promulgated by the United States Office of Censorship.

The number of applications for such confidential treatment received and acted
upon during the past fiscal year is indicated below.

Applications for confidential treatment——Fiscal Year 1945

Number Number
pending pending
July 1, Number Number Number denied June 30,
Act under which filed 1944 received granted or withdrawn 1945
Securities Act of 1933 a/ 1 55 50 3 3
Securities Exchange Act of
1934 b/ 10 9% 66 L %
Total 11 149 116 17 27

g/ These figures represent applications filed under Rules 580 and 171.
_13/ These figures represent applications filed under Rules X-24B-2 and X-6.
INFORMATION AVAILABLE FOR PUBLIC INSPECTION

The Comnission maintains public reference rooms at the central office in
Philadelphia, Pennsylvania, and in its regional offices in New York City and Chicago,

I1linois.

Copies of all public information on file with the Commission, contained in
registration statements, applications, reports, declarations, and other public docu-
ments, are available for inspection in the public reference room at Philadelphia.
During the past fiscal year 2,454 persons visited this public reference room seeking
such information. In addition to providing facilities for personal inspection of
registered public information, the public reference room received thousands of
letters and telephone calls from persons requesting registered information. (This
does not include requests for copies of releases, forms, publications, ete.) Through
the facilities provided for the sale of copies of public registered information,
2,312 orders, involving a total of 181,753 pages, were filled.

In 1ts New York Regional Office, located at 120 Broadway, facilities are pro-
vided for the inspection of certain public information on file with the Commission.
This includes copies of (1) applications for registration of securities on all
national securities exchanges, except the New York Stock Exchange and the New York
Curb Exchange, together with copies of anmual reports, supplemental reports and
amendments thereto, and (2) anmual reports filed pursuant to the provisions of
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Section 15 (d) of the Securities Exchange Act of 1934, as amended, by issuers hav-
ing securities registered under the Securities Act of 1933, as amended. During the
past fiscal year 9,085 persons visited the New York public reference room, and more
than 4,388 telephone calls were received from persons seeking registered public
information, copies of forms, releases and other material.

In the Chicago Regional Office, located at 105 West Adams Street, copies of
applications for registration of securities on the New York Stock Exchange and the
New York Curb Exchange, together with copies of all annual reports, supplemental
reports and amendments thereto, are available for public inspection. During the
fiscal year ended June 30, 1945, 2,948 members of the public visited this public
room, and approximately 729 telephone calls were received, a total of 3,677 in-
quiries. Of this total, 3,593 were for registered public information, forms, re-
leases and other material.

In addition to the material which is available in the New York and Chicago
public reference rooms, there are available in each of the Commission's regional of-
fices copies of all prospectuses used in public offerings of securities effectively
registered under the Securities Act of 1933, as amended. Duplicate copies of ap-
plications for registration of brokers or dealers transacting business on over-the-
counter markets, together with supplemental statements thereto, filed under the
Securities Exchange Act of 1934 and duplicate copies of applications for registra-
tion of investment advisers and supplemental statements thereto filed under the
Investment Advisers Act of 1940, are available for inspection in the regional of-
fice having jurisdiction over the zone in which the registrant!s principal office
is located. Also, inasmuch as letters of notification under Regulation A exempting
small issues of securities from the registration requirements of the Securities Act
of 1933, as amended, may be filed with the regional office of the Commission for
the region in which the issuer's principal place of business is located, copies of
such material are available for inspection at the particular regional oiffice where
filed.

In the Commission's San Francisco and Cleveland regional offices, in which are
provided complete facilities for registration of securities and qualification of
indentures, copiles of registration statements and applications for qualifications of
indentures filed at those offices are available for public inspection.

Copies of all applications for permanent registrations of securities on
national securities exchanges are available for public inspection at the respective
exchange upon which the securities are registered.

PUBLIC HEARINGS

The following statistics indicate the number of public hearings held by the
Commission from July 1, 1944 to June 30, 1945:

Securities Act of 1933 2

Securities Exchange Act of 1934 36

Public Utility Holding Company Act of 1935 201

Trust Indenture Act of 1939 0

Investment Advisers Act of 1940 0

Investment Company Act of 1940 21
PERSONNEL

As of the close of the past fiscal year, the personnel of the Commission was
comprised of 5 Commissioners and 1,146 employees, 299 of whom were assigned to the
regional offices. This is exclusive of 439 employees who were then in the military
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service and who were carried on the rolls in a furlough status. This figure for
employees in the military service does not include the 25 employees who have re-
ceived honorable discharges from the military service and who have returned to duty
with the Commission and 6 employees whose names were dropped from the rolls of the

Cormmission because of death while in the military service.

The total of 1,151 employees is segregated as to sex as follows:
569 females.

FISCAL AFFAIRS

582 males and

Uncbligated
Appropriation Title Amount Obligations balance
Salaries and Expenses $4,651,704 $4,509,813 $141,891
Printing and Binding 45,000 44,918 82
Total $4,696,70L $4,554,731 $141,973

Working Fund Advanced to Securities and Exchange Commission by Foreign

Economic Administration to Cover Cost of Services Rendered by the Commission

Working fund, Securities and Exchange

Commission $ 150,000 $ 55,756 $ 94,244
Receipts for the Fiscal Year 1945 1/
Character of Fee Amount

Fees for registration of securities $398,575.51
Fees under Trust Indenture Act 1,800.00
Fees from Registered Exchanges 235,604.34
Fees from sale of photo duplicates 17,201.36
Miscellaneous 994.33

Total $654,176.04

1/ This money must be turned into the general fund of the Treasury of the United

States and is not available for expenditure by the Commission.
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Table 1.-Reglstrations under the Securities &ct of 1933 fully effective during tbe fiscal year ended June 30, 1945

Part l.~Pistribution bty Months

(Amounts in thousands of dollars‘l'/ )

A=)

411 Effectively Reglstered Proposed for Sale for Account of Issuers
Year &né ¥onth -
Humber of Eumber Kumber of Nurber
Statenents of Issues Amount Stetements of Issues Lmount
1944
July 28 35 158,248 27 30 125,483
August, 18 20 65,932 13 13 37,656
Septenber 20 27 252,457 19 23 245,641
October 33 173 780,496 26 32 730,586
Fovexber 33 42 218,266 25 28 193,649
Decenber 1 13 37,886 8 9 28,58,
1945
Jenuary 18 45 218,208 16 40 195,838
Februery 1 2 85,950 1 33 80,101
March 32 40 262,164 23 25 199,627
April 49 7% 370,049 k) 54 243,422
Bey 62 29 481,665 46 59 374,556
June 22 40 293,263 18 31 259,631
|
Total Fiscel Yesr 1945 340 2/ 508 3,224,584, 27 377 2,704,776
Table 1, Part 2,~Breakdown by method of distridbutdon and
type of security of the voluse proposed for cash sale for account of the issuers
(A ts in th ds of dollarsl/)
Type of Security
Method of Distribution
and Group to Whom Qffered Al Secured Unsecured Preferred Common Others/
Types Bonds Bonds Stock Stock Types
A1l Msthods of Distribution 2,74, TH 1,386,788 320,786 406,875 316,178 284,149
To Genersl Public 2,590,720 1,386,788 318,847 358,886 253,613 272,586
To Security Halders *204, 736 L *250 24,760 59,725 -
To Other Specisl Groupe 19,320 - 1,689 3,229 2,840 11,563
Through Investment Bankers 2,662,416 1,385,085 n7,797 404,727 286,606 268,201
By Purchase and Rosale 2,187,844 1,384,235 n1,'87 399,385 86,428 -
To Gemeral Public 2,116,711 1,384,235 317,197 355,516 59,164 -
To Security Holders " 20,295 T - 43,031 27,264 -
To Other Special Qroups 838 - - 838 - -
n Best Efforts Dasis 474,572 850 - 5,342 200,179 268,200
To General Public 461,925 850 - 3,370 189,504 268,201
To Security Holders 12,40 - - 1,730 10,674 -
To Other Special Groups - - 1 -
By Issuers 52,360 1,704 2,989 2,149 29,571 15,948
To Genexal Public 12,083 1,704 l,ggg - let,gls.g 4,385
To Secwrity Holders 2,038 - - , -
20 Othar Spectsl Grows 18,238 - 1,689 2,49 2,838 11,563

discrepsucies

nuwber of statements ®fully effective® differs from the 344 shown as “effective™ in the table on page of the text by reason
oot to dments which dments were not made during

the year (three to cover results of compstitive bidding and the other two to cover deficiencies); and (b) the inclusion of one state—

ment which was effective during the preceding fiscal year subject to the filing of amendment covering the receipt of competitive bdds,

which amendmert, becams effective during the fiscal ysar ended June 30, 1945.

ymmofmﬁmmw’iumc

4/Consists mainly of certificates of participation and face amount installmeni certificates,
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Table §.—Round-lot snd odd-lot stack

(thousands of shares)

A-19

transacticons y effected cn the New Yark Curb Bxchenge for the accounts of mecbers and non-mecbers, weekly, Juna 26, 1944-Juns 30, 1945

Round-lot transactions for the accounts of meabers 2/
411 round- Transactions of specialiats | Other transsctions Other transections [Round=lot transactions 0dd-lot trensactions for
Teek lot aales in stocks in which they are | irdtiated on the floor initiated off the floar |for the accounts of the accounts of customers
ended registered 3/ Inon-nexbers 3/
Satur-
day Pur- Sales Pur- Sales Pur- Sales Pur- Sales Par— Sales
chases chases chases chases | chases
Total | Short 4 Total |Short 4/ Total |Short 4 fotal | Short 4, Total |Short 4 Total Short g_
1944, Wiy 1 2,419 ) 163 175 13 63 55 3 66 105 712,127 2,084 5 52 0
8 2,201 35 17 209 15 54 50 3 55 83 41,9 1,859 3 58 67 [
15 2,55 31 185 173 10 3 73 4 %6 166 16§ 2,25 2,147 3 & n [*]
22 1,805 % 136 1% ki 36 37 1 81 68 411,552 1,521 2 48 57 o
-] 1,540 12 126 123 7 32 | 40 3 43 e /11,329 | 31,3331 20 42y 52 1 0
Aug. 5 1,122 9 81 126 H 18 n| - 1 2 3 2] e 936 |7 T 36 46 [4
12 1,504 22 118 12 8 b 45 9 31 45 2(1,31 1,290 3 36 51 o
19 1,328 15 ] 119 8 25 23 2 P 38 2| 1,18 1,148 3 52 36 [
% 1,59 17 102 iz7 [ 2z 45 67 4 42 %ﬂgﬂ,}}é 41,295 5 43 534 0
Sept. 2 1,10 15 &2 77 4 ER 26 4 34 56 93 7 961 s 36 45 0
9 1,242 10 101 16 4 30 32 2 23 25 11,088 1,069 3 46 48 [
16 1,051 20 72 87 H % 26 5 20 4 4| 935 N6 6 33 40 o
23 919 13 75 B [ 38 2, 1 30 35 “ T 781 2 30 &9 o
30 3,210 18 106 98 5 38 27, .3 34 (' 511,032_) 1,021 | Y R 2 > N 74
Oct.” 7 1,486 19 106 12, 7 56 43 5 55 50 511,209 1,260 2 41 57 [
bos 1,175 n 80 103 6 Ldy 33 2 32 41 2{1,019 998 1 3% 45 [4
2 1,347 2 5 138 n 37 33 3 57 43 711,138 1,133 2 43 57 0
28 1,312 18 95 127 9 kg 4, 1 3 4do 611,15 1,098 2 b 49 [
Bov. 4 1,158 13 51 8 26 27 1 40 35 177,008 1,005 3 35 52 °
1 953 12 76 85 5 31 35 2 35 2% 1 811 89 4 31 41 0
18 1,37 17 101 11 9 0 % 4 51 ¥ 19,19 1,162 3 43 56 [}
25 1,22 15 125 % 8 26 2 4 52 36 33,017 1,056 2 31 43 [}
Dec. 2 1,671 2 132 140 12 57 50 5 37 46 111,445 1,435 3 43 &3 [
9 2,046 19 152 | 1% 10 ] L 2 9 65 1{1,7%3 1,7 6 51 7 [
16 2,012 17 140 186 8 © 52 4 56 61 311,76 1,73 2 57 8 0
23 1,566 13 15 16 8 Al 9 1 3 38 11,46 1,473 3 » 67 [}
30 1,17 3 138 154 = 48 41 3 42 42 1]1,489 1,480 4 | 41 .y 0
1945 Jan. 6 2,193 24 142 1% 13 86 8 4 63 63 111,902 1,857 [3 55 3 0
13 3,068 35 204 223 16 108 116 12 78 92 2] 2,678 2,637 5 75 93 [}
20 2,545 2 172 208 8 a8 96 8 | 52 98 612,29 2,143 7 7 75 [
27 2,095 22 166 b} 10 i 58 5 43 104 3{1,811 2,763 (4 61 |~ 68 [}
®b. 3 3,113 Ed 217 27 16 92 81 8 91 110 312,13 2,705 10 A 91 [
10 2,89 34 156 199 % 56 @ 4 (A 154 812,53 2,416 8 n 92 0
17 2,51 38 177 7 20 & 73 3 51 109 812,598 2,638 7 88| 1M [
2 2,827 47 218 254 3 % & P % 181 8| 2,502 2,323 14 81| 8 | 0
Mar. 3 2,808 28 196 206 15 88 2 b 17 62,486 | 2,17 5 78 9, | — 0
10 2,412 1 226 m n 53 52 1 53 106 2| 2,080 2,043 5/ 8 96 0
17 1,377 j7A 110 17 9 28 42 1 35 ] 31,19 1,149 1 51 [ 0
24 1,693 18 134 14 10 47 & 4 36 & 111,476 1,431 3 53 68 0
31 1,166 | bic o7y 116 9 7 1 56 n 1! 956 950 2] _ 38 51 0
Apr. 7 1,19 12 92 90 4 35 3 31 44 31 980 960 2 35 48 [
U 1,471 = 17 134 n 36 48 7 48 % 11,270 1,215 3 41 56 o
2 2,97 36 172 217 19 66 77 8 58 92 612,001 1,911 3 78 84 0
28 1,960 17 7 132 9 & ® P Py 41 21,60 1,749 4 65 el 0
Nay S 2,110 32 161 347 n 77 76 5 50 8 81,82 1,803 g Z] 81 [}
12 1,944 29 187 160 10 9 56 4 47 1ns 31,6600 1,593 12 0 » [4
19 1,762 25 155 180 9 48 E 2 %1 1™ 811,503 1,37 6 ® 83 ]
26 1,783 17 151 163 9 = 53 3 38 ] 31,558 1,492 2 66 78 0
June 2 1,572 28 107 Ll 1 L 35 T 47 77 13171,3% 1,315 3 52 62 0
[} 2,426 51 176 213 28 8, 65 5 7% pras 12 | 2,090 2,003 6 n 88 [
16 3,019 48 225 21 27 98 19 13 L 168 32,625 2,511 5 75 91 0
23 3,233 28 218 236 2% 106 95 5 72 107 32,837 2,5 6 il 92 0
0 3,952 28 2% 282 26 210 96 8 5 167 213,58 3,407 2 94| 100 4}

i/ Round-lot transactions are transactions in the unit of trading or multiples thereof, while odd-lot transactions are transactions involving less tan the

unit of trading. The unit of trading on the New York Curb Exchange is not the same in 811 stocks, tut ranges from 10 to 100 shares.

and warrsnts are not incladed in these data, although ticker volumes for the New York Curb Exchangs include such transactions.

Z/ The term "members® inclndes all regular and asscciate members, their firms and their partners.

Transactions in rights

2/ On the New York Curb Exchange odd-lot transactions are handled solely by specialists in stocks in which they are reglstered and the round-lot transactions
of specialists resulting from such odd-lot transactlons are not segregated froc specialisis' other round-lot trulas.

4/ Short sales which are exempted from restriction by the Cormission's and Exchange's rules are not included in these data.

5/ 500 shares or less.

HOTE.--Por earlier data see the Seventh Anmal Report of the Commission, p. 298; the Sixth innual Report, p. 285; the Pifth Annual Roport, p. 230; the Fourth

Anmual Report, p. 164; and the Tmird Anmual Report, p. 15.
and Exchange Division of thé Commisaion upon request.

¢

Statistics for the perlod July 5, 1941 to Juns 24, 1344 may be obtained from the Trading
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Table 10.—-0dd-lot stock transactions effected on the New York Stock Exchange for odd-lot accounts of odd-lot deslers
and specialists, weekly, June 26, 1944-June 30, 1945, inclusive

Purchases by customers from odd-lot Sales by customers to odd-lot
dealers and specialists dealers and specialists
Customers!'! short
Total sales 1/
Number Number Market Number Number Market Number Number
Week ended of of value of of value of of
orders shares (dollars) orders shares (dollars) orders shares
1944 July 1 27,378 817,296 28,161,859 28,142 787,561 | 23,174,002 352 6,624
8 25,501 755,113 26,705,238 27,282 700,162 | 21,482,983 163 5,406
15 26,360 758,472 217,733,093 25,924 702,948 |23,361,617 157 4,968
22 26,935 786,105 28,196,844 25,754 711,984 | 24,129,294 278 10,037
_ .29 18,958 | 539,704 | 20,574,688 19,003 | 486,746 (17,158,483 | 188 6,312
Aug. 5 17,759 498,766 19,824,968 17,639 442,049 | 15,440,031 110 4,116
12 17,367 454,709 18,366,037 17,70 469,578 | 14,432,161 156 4,505
19 16,751 481, 602 18,493,837 17,044 455,578 | 14,970,277 1u6 4,914
26 16,290 459,378 18,017,603 17,525 437,334 15,108,138 148 4,406
Sept. 2 14,4719 407,324 16,562,326 14,553 361,527 |12,486,909 81 2,600
9 20,329 572,503 21,593,157 19,308 509,514 |17,984,452 261 9,528
16 15,817 440,996 17,043,461 15,462 386,879 113,486,751 184 6,928
23 14,237 396,287 16,763,384 14,755 376,507 13,211,453 139 4,866
30 15,096 423,978 17,658,725 15,564 404,302 114,993,222 135 4,783
Oct., 7 20,158 508,857 21,333,048 20,796 491,120 (17,241,475 175 6,028
p7A 13,904 387,206 16,526,051 13,926 336,323 | 12,095,927 122 3,963
21 17,091 477,484 20,719,604 17,493 438,243 |16,209,361 105 3,360
28 18,058 527,891 21,566,464 | 17,545 | 457,990 |16,990,282 224 7,706
Nov., 4 16,870 466,867 19,743,715 16,852 427,462 |15,780,668 339 8,178
11 15,112 429,242 17, 604,739 13,870 354,203 | 12,838,085 193 5,415
i8 21,164 589,912 24,709,814 19,057 503,608 |18,619,433 306 8,654
25 14, T7% 408,256 18,307,880 14,200 365,129 |13,456,650 153 5,077
Dec. 2 19,4313 563,774 24,453,061 19,631 523,168 |18,814,430 230 7,179
9 25,297 756,710 31,796,819 28,306 765,600 | 26,024,886 289 9,951
16 26,950 814,890 33,348,977 30,833 833,112 28,413,392 403 13,882
23 20,566 615,565 24,417,370 23,564 639,100 [21,510,872 275 9,720
30 23,002 676,872 27,060,754 22,701 636,423 121,560,166 235 8,216
1945 Jan. 6 25,533 745,337 29,227,681 26,237 719,309 |23,944,108 191 6,731
13 34,078 |1,012,032 38,872,290 35,92 1,003,933 |33,663,711 285 9,916
20 31,065 916,118 33,979,468 29,018 827,860 (28,390,679 190 6,840
27 26,898 780,788 31,337,529 23,529 _ 683,279 124,675,884 217 7,313
Feb. 3 28,094 825,748 32,326,578 28, 628 94,635 | 27,163,418 275 8,796
10 29,599 869,027 32,814,459 28,678 802,717 |27,418,226 229 8,053
17 29,390 884,549 34,371,010 29,04 835,104 |[29,497,534 225 7,766
' R4 27,76 823,054 32,231,166 2b,948 745,170 27,109,731 191 6,671
Mar. 3 32,194 956,443 38,389,354 30,999 850,410 |[31,315,010 250 8,715
10 36,575 |1,070,895 42,255,728 34,436 973,039 |36,619,040 289 10,184
17 23,215 634,328 26,450,057 20,537 530,098 120,789,585 221 75424
2, 24,368 688,328 28,214,060 23,356 638,624 | 24,722,619 224 7,984
31 19,617 559,478 22,441,982 19,914 541,058 20,523,104 208 7,484
Apr. 7 17,838 490,340 21,425,434 17,900 443,566 17,586,947 142 5,299
1 19,052 566,155 25,005,391 19,995 520,494 | 20,280,109 143 4,727
21 34,030 1,021,243 42,480,515 33,143 900,718 | 34,638,072 347 11,320
28 30,766 929,396 37,624,17 30,832 829,740 31,203,138 357 12,060
s May 5 30,003 891,852 36,858,214 30,885 838,225 | 32,064,626 241 8,143
12 30,024 896,848 34,885,708 217,755 785,030 | 29,605,097 255 9,104
19 27,082 800,450 31,846,473 24,274 674,005 24,760,216 194 6,743
26 26,199 762,070 34,129,655 24,913 682,111 [25,576,002 201 7,141
June 2 23,027 697,443 28,940, 565 23,599 651,843 [23,964,515 187 6,451
9 26,567 795,391 31,770,879 26,711 745,100 |26,158,55, 188 7,055
16 27,087 832,342 33,438,886 28,715 811,826 |29,238,312 192 6,716
23 29,602 926,265 35,295,708 30,675 877,567 31,136,009 226 7,907
30 34,380 |1,071,464 40,471,537 35,992 |1,033,381 |37,826,299 206 8,300

1/ Short sales which are exempt from restrietions by the Commission's and Exchange's rules are not included in these data.

Note: For earlier data see Seventh Annual Report of the Commission, p. 300; Sixth Annual Report, p. 287; Fifth Annual Report,
p. 232; and "Selected Statistics on Securities and on Exchange Markets," table 66. Statistics for the period
July 5, 1941 to June 24, 1944 may be obtained from the Trading and Exchange Division of the fommission upon request.,
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Table 15,~Nusber of issuers having securities admitied t¢ dealing on all exchanges as of June 30, 1945,
classified according to the basis for admission of their securities to dealing

Column I (1) Column II (2)

Basis of admission of securities to dealing Number of issusrs Number of issuers
ROGIBLEIEA. o o o « o o o ¢ o o s o o 5 o 6 o 8 s o s s o o s 4 06 ¢ 5 5 ¢ 6 0064 2,185 2,185
Temporarily exempted from regiStrations + « o o o« ¢ o o o o o ¢ ¢ o 6 s 0 o ¢ o o 46 31
hdmitted to unlisted trading privaileges on registered exCBNEES « o o o ¢ o o s o 931 3%
Iisted on exenpted exchangeBe s s 6 8 2 & o 2 8 8 8 J"0"'8 0.0 8 2 ¢ 0o 00 0 040 117 75
Adnitted to unlisted trading privileges on exempted exchanges ¢ ¢ s o ¢ o o ¢ o o 41 35
Total number of issuers having securities admitted to dealing on all exchanges. . . » o « « & 2,705

(1) The purpose of Column I is to show the number of issuers having securities admitted to dealing under the various bases for
the admission of securities to dealing under the Act. Each igsuer is counted once under each basis for admission of its
securities to dealing. For example, an issuer having securities registered on one or more exchanges end zlsc admitted to
unlisted trading privileges on one or more exchanges is counted once under “Registered” and once under ®Admitted to unlisted
trading privaleges on registered exchanges”. This column is not totaled because of such duplicataons,
(2} The parpose of Column II is to show the unduplicated total mumber of issuers baving securities sdmitted to dealing on all
exchanges. Each issuer is coun.ed once, and only once, and the elimination of the duplications in Colunn I is made 1n the
order in which the various bases for admission of securities to dealing is given. For example, of the 46 issuers shomn in
Column I as having securities temporamly exempted from registration 15 also have securities registered, leaving the 31 shom
in Column II; of the 931 issuers showmn in Column I as havang securities adwitted to unlisted trading privileges on registered
exchanges 549 also have securities registered and 3 8160 have securities temporarmly exempted from registration, leaving the
379 shown in Column II; of the 117 issuers shown in Column I as having securities listed on exempted exchanges 32 also have
securities registered and 10 also have securities admitted to unlisted trading privileges on registered exchanges, leaving
the 75 shown in Columm II; and of the 41 issuers shown in Column I as having securities admitted to unlisted trading privileges
on exempted exchanges 5 also have securities regastered and I also has securities admitted to unlisted trading privileges on
a registered exchange, leaving the 35 shown in Column II.
Table 16.—Number of issiers having stocks only, bonds only, and both stock and bonds,
adritted to dealing on all exchanges as of Juns 30, 1945.
Classification Number of issuers % of total issuers
1. Issuers having only stocks admitied to trading on exchanges . « « « « ¢« « 4 & 2,084 71,0
2, Issuers having only bonds admitted to trading on exchiNgesS. « « o « o « « o o 346 12.8
3. Issuers having both stocks and bonds admitted to trading on exchanges . + . « 275 10,2
Total 488UETS, « o ¢ o o o o s o « o o o » 2,705 100.0
4. Issuers havang stocks admitted to trading on exchanges (Classification 1 plus 3) 2,39 . 87,2
5. Issuers having bonds admitted to trading on exhhanges (Classificataon 2 plus 3) 621 23.0
Tatle 17.—Kumber of issuers and securities, basis for admission of securities to dealing, and the percentage of
stocks and bonds, for each exchange, admitted to dealing on one or more other exchanges as of June 30, 1945.
| STOCKS % traded on BONDS % traded on
! T 1 or more 1 or more
Total ' Total ! - other ex- other ex-
Name of exchange issuers |dssues| R ' X | U ! x1 | 30 | Totsl |changes R| X| U | XL | W | Total changes
Baltimore 64 | 94 41 | 2 | 23| = | — 66! 56,1 20 | — 8| — | - 28 | 5.0
Boston 308 | 376 137 | =— [206] = | = | 343] 81.9 Bl=] = = -~ 33| 51.5
Chicago Board of Trade 30 33 27 | - 5 f — - 32| 56,2 1 |- | - - - 1 —
Chacago Stock Exchange 260 4| 287 [15 | 19 — | ~ ! 321 62.0 12 (11 | | - - 23 | 35.0
Cincinnati 63 | 86f{ 72 11 91 = | — ! 82| 29.3 30 1| — | = | = 4 | 100.0
Cleveland 8 92| 2 1= | 20|~ | — F 92| 58,7 e R R R - -—
Colorade Springs (1) U 15] — | — 1= | 15 | — 151 26,7 - e | =] =~ — | —
Detroit 19 158 101 | — ST - -_ 158] .7 - - | - - -— -— —
Honolulu (1) 8 ' 01| — |— |= |57 |3 ] 94| 25.5 — -] 6] 1 —
Los Angeles 190 | 21| 1% | 3 | B85, — | == | 212! 8444 9|l =t= | = | = 9 | 100.0
Minneapolis-St.Psul (1) VA 18] - - - ;16 2 18| 66.7 [N (VU TR R e R R e
New Orlsans . b7 21 1 [ — 16| - —_ 171 17.6 1 | = 3 —_ - 4 25.0
New York Curb ! g1 ! 1,076 1 435 | 2 1458 [ -— 8951 25.6 23 2 156 -— -— 181 7.8
New York Stock ©1,195 2,336 1,290 P 3 - - -— 1,293 51.6 1,027 [ 16 | »= — _ 1,043 8.5
Phi ladelphia I43s | 33| 66 | e 1404 | = | = 470 96.8 62 1= | = | — 63| 63.s
Pittsturgh | 104 ! % ‘ 21 8l et - 19| 75.6 2| —|—= | =] — 2|
Richmond (1) ! 21 28 —— -2 - 27 14.8 — | - - 1 - 1 —
St. Louis ! 4 %l 6311 = — |~ 8| 9.7 W0 | [ = | = | - 10 | 40.0
Salt lake I oo ! 96| & = | 71— = 96| 0.4 —-|=]=1=1=- -] —
San Francisco Mining ; 39 39 39 [ == - - 15.3 —_— ] = - -— - — ——
gan Francisco Stock H 280 | 351 165 7 19| -— -— | 331} 71.6 19 | == 1 -— — 20 95.0
Spokans | 30 | 32| 22 } e N 32| 313 — e = | - —
Washington, D.C. | 3% 8] 31 ] 9 [ | == | - 40| 12.5 L I e T 9 | 33.3
Whecling (1) : 2 | 23 - t - -1 2 23| 47.8 — | - -— —_— _— | —

(1) Exenmpted from registration as a natioml securities exchange.

R, registered; X, temporarily exempted from registration; U, admitted to unlisted trading nrivileges on a registered exchange;
XL, listed on an exempted exchange; and XU, admitted to unlisted trading privileges on an exenmpted exchange.
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