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FOREWORD

This.is the eighteenth annual report of the Securities and Exchange
Commission to the Congress, summarizing the work of the Commis-
sion during the fiscal year July 1, 1951, to June 30, 1952.

The year has been one of continued intensive activity for the
Commission, which has operated under difficult conditions of re-
duced manpower resulting from a substantial cut in the appropriation
to the Commission for the fiscal year amounting to almost 16 percent.

Registrations of securities were the largest amount for any fiscal
year since securities have been registered with the Commission
and corporations raised more funds in the United States capita,i
market in fiscal year 1952 than in any 12-month period since 1929.
Registrations, totaling $9.5 billion in the fiscal year, brought the
average for the post-war fiscal years 1946 to 1952 to $6.7 billion,
compared with a $2.1 billion average for the fiscal years 1939 to
1945. Total corporate securities offered for cash sale during the
1952 fiscal year exceeded $9.0 billion. The large volume of securities
primarily reflected the greater need for funds by corporations, par-
ticularly those in defense industries, to finance their record expendi-
tures for plant expansion and new equipment. The successful
flotation of securities of this magnitude was possible because of
the prevailing favorable economic conditions, with the financial
position of corporations generally satisfactory and the securities
market strong.

In addition, the Commission, under the statutes which it adminis-
ters and under Chapter X of the Bankruptcy Act, is charged with
many other important duties, such as the surveillance of the securities
markets, the regulation of the activities of brokers, dealers and
investment advisers, the direction and supervision of the integration
and simplification of public utility holding company systems, and
advisory participation in Chapter X reorganizations. The Com-
mission’s activities under the Public Utility Holding Company Act
of 1935 during the past fiscal year and the early months thereafter
have been hig%ﬂighted by a series of successful compromises among
various classes of security holders, effected with the assistance of the
staff of the Commission, which have substantially reduced the time
necessary fo conclude many of the pending reorganization proceedings
under section 11 of the Act. The report discusses these and the other
activities of the Commission.

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

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

X1



X1I FOREWORD

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

During the fiscal year a subcommittee of the House Committee
on Interstate and Foreign Commerce, under the chairmanship of the
Honorable Louis B. Heller, was engaged in an extensive investiga-
tion of all phases of the Commission’s activities, and heard testimony
by members of the Commission and staff officials. A large amount
of material was prepared and submitted at the request of the sub-
committee, relating both to specific cases and to the activities of the
Commission generally. The Commission cooperated with the sub-
committee in every way possible, devoting about 20,000 man-hours
to the matter, which was still pending at the end of the fiscal year.
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Congress having adjourned before acting upon his appointment for
a term of office expiring June 5, 1957.
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. PART 1
ADMINISTRATION OF THE SECURITIES ACT OF 1933

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

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

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

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

DESCRIPTION OF THE REGISTRATION PROCESS

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

N ‘:t ‘There is a limited exemption of securities specified in sec. 3, and of transactions specified in seo. 4 of the
232122—53——2 1
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Form S-11. For Shares of Exploratory Mining Corporations.

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

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

Form D-1. For Certificates of Deposit.

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

Called for Deposit. .

Form F-1. For Voting Trust Certificates.

Each form is designed to disclose appropriately for the class of
issuer involved the types of information prescribed in Schedule A
of the Act. As provided therein, these disclosures therefore cover
such matters as the names of persons who exercise control and direc-
tion of the business enterprise; the security holdings, remuneration,
options, and bonus and profit-sharing privileges, of each such corpora-
tion insider; the character and size of the business; financial statements,
certified by independent public or certified accountants, showing the
profitableness or unprofitableness of operations; the capital structure;
underwriters’ commissions; pending or threatened legal proceedings;
and the specific detailed purposes to which the proceec%s of the offering
are to be applied.

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

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

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

Examination Procedure

The staff of the Division of Corporation Finance examines each
registration statement to determine its compliance with the Act and
the Commission’s rules and regulations which implement the Act.
This analysis of a registration statement is never a simple or routine
undertaking for the security analysts, accountants and lawyers who
must work together as a coordinated team in completing the examina~
tion procedure within the short time limitation imposed by statute.
Always comprehensive, the processing frequently is an exacting task.
Especially is this so when the staff encounters in the registration
statement novel or complex financial problems peculiar to the line
of business in which the registrant is engaged, or finds that the
registrant has an unusually complicated capital structure, or multiple
and far-flung subsidiary companies.
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From the outset of its administration of the Act, the Commission
has employed various informal techniques which have simplified,
speeded-up, and made more effective the examination procedure.
Devices used for these purposes have elicited widespread commenda-
tion of registrants generally and are continually being improved.

Even before a statement is filed, the registrant’s lawyer, accountant
or other representative bas the opportunity to visit the Commission
and -engage in an informal prefiling conference freely made available
by the Commission’s expert staff in any case where such help is
desired in solving any problem that has arisen or may be anticipated
in the preparation of the proposed registration statement. As a
result, types or methods of disclosure appropriate under the circum-
stances of the particular case are determined in advance of the filing.

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

It is not desired by the Commission, the issuer, or the underwriter,
that a registration statement should become effective unless it com-
plies with the Act. Often when the staff discovers deficiencies in the
statement as filed, or when the issuer or underwriter on its own motion
wishes to amend the statement or simply to delay its effectiveness
because of swift-moving developments in the highly sensitive and
competitive securities market or other business reasons, some risk is
created that the registration statement may become effective in
defective form or inopportunely for the purposes of the registrant.
Accordingly & practice has been developed whereby a registrant
facing such a risk may file a delaying amendment which has the sole
purpose of starting the statutory 20-day waiting period running
anew. During the 1952 fiscal year a total of 678 delaying amendments
and 1055 material amendments were filed before the effective date
of registration.

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

The Commission’s vital examination functions face & risk of serious
impairment resulting from the continued reductions in appropriations
to the Commission in recent years. During the year, budgetary
limitations forced the Commission to close its registration unit in
the San Francisco Regional Office where registrants located in the
Pacific Coast area or in Hawaii could conveniently file their registra-
tion statements instead of being required to submit them to the
headquarters office of the Commission in Washington. It also be-
came necessary to abolish the small field office in Tulsa in charge of
a staff geologist which had made effective contributions in the pre-
vention and punishment of fraud in the sale of registered and exempt
oil and gas securities.
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Effective Date of Registration Statement

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

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

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

Time elapsed in regisiration process—19562 fiscal year

1851 1952

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

Total number of registra-
tion statements becom-

Number of days elapsed
‘median): s

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

From date of letter of
comment to date of

i t's first
amendment. 6 8 5 5 4 5 8 [} 5 8 [] 5

From date of filing first

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

VOLUME OF SECURITIES REGISTERED

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

Effective registrations t

For cash sale for account of issuers
Fiscal year ended June 30 Al regis-
trations
Total Bonds Preferred | Common
$9, 500 $7, 529 $3,348 $851 $3,332
6,459 5,169 2,838 427 1, 904
5, 307 4,381 2,127 468 1,786
5,333 4,204 2,795 326 1,083
6, 405 5,032 2,817 537 1,678
6,732 4,874 2,937 787 1,150
7,073 5,424 3,102 991 1,331
3,225 2,715 1,851 407 456
1,760 1,347 732 343 272
659 486 316 32 137
2,003 1,465 1,041 162 263
2,611 2,081 1,721 164 196
1,787 1,433 1,112 110 210
2,579 2,020 1,593 109 318

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

Number of Statements

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

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

2 A discussion of all securities offerings, including issues registered under the Securities Aot of 1933 and
issues, appears on pages 189-91 of this report, while statistical data thereon appear in tables 3, 4,
and 5 of the Appendix.
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for other than cash sale as itemized in Appendix table 1, part 3.
Comparative figures for the 1952 and 1951 fiscal years are as follows:

Registered for 195¢ 1961
Cash sale for account of issuers. .. .concoo.. $7, 529, 287, 000 §5, 169, 092, 000
Cash sale for others than issuers_.ooo.-—coo-. 209, 673, 000 146, 912, 000
Other than cashsale ... ... __ 1, 760, 623,000 1, 143, 330, 000
Total. e eeeceaeeo 9, 499, 583, 000 6, 459, 333, 000

Type of Industry
The industries represented by the securities registered for cash
sale for account of issuers were as follows in fiscal years 1952 and 1951:
1952 1961

Electrie, gas and water. . _ . __._________.___ $2, 246, 560, 000 $1, 692, 604, 000
Manufacturing....._____ ---- 1,819, 300, 000 680, 950, 0600
Financial and investment____.__._ ---~- 1,553,637,000 1,319, 707, 000
Transportation and communication.__._____ 1, 536, 633, 000 667, 351, 000
Foreign government.._ oo oo oo .. 166, 141, 000 678, 484, 000
Extractive o oo oo 131, 993, 000 57, 076, 000
Merchandising_ .. ... 59, 825, 000 64, 239, 000
Service. .o e 9, 800, 000 2, 980, 000
Construetion____ .o .. 2, 948, 000 0
Real estate. .o oeooo o oaaeaas 2, 450, 000 5, 700, 000

Total . _ 7, 529, 287, 000 5, 169, 092, 000

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

Type of Security

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

1958 1951
BOnAS 1o — e oo $3, 345, 696, 000 $2, 838, 001, 000
Preferred stock. .o oo emeeeem 851, 432, 000 426, 649, 000
All other equity securities_ _ . - oooo_._ 3,332, 159,000 1, 904, 441, 000

7, 529, 287, 000 5, 169, 092, 000
1 Bonds include face-amount certificates.

Type of Offering

About 58 percent of the securities registered for cash sale for account
of issuers in the 1952 fiscal year were to be sold through investment
bankers pursuant to agreeménts to purchase for resale. Over 18
percent were to be sold on a best-efforts basis. The term ‘best-
efforts” as used here means all offerings through investment bankers
other than those pursuant to agreements to purchase for resale. The
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remaining 23 percent were to be sold direct by issuers to investors.
Comparative figures follow:
1862 1961

Through investment bankers:
Under agreements to purchase for resale.. $4, 373, 737, 000 $2, 547, 477, 000
On “best-efforts” basis_ .. —____.__ 1,390, 517, 000 1 1, 744, 573, 000
By issuers to investors_ _ .. ____________. 1, 765, 034, 000 877, 041, 000

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

1 Includes $500,000,000 State of Israel bonds,
Investment Companies
Data on securities registered for cash sale by investment companies,
although included with data on all securities registered for casb sale,
are presented here separately. This group of securities amounted to
$1.4 billion in the 1952 fiscal year and $1.2 billion in the 1951 fiscal
year. The registrants of these securities are divided into three main
categories: (1) Open-end companies, (2) closed-end companies, and
(3) 1ssuers of unit and face-amount certificates. Comparative data
for the two years are shown:

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

Through investment bankers on ‘best- 1952 1951
efforts” basis. . __ .. __________ $1,047,620, 000 $840, 960, 000

By issuers toinvestors.._ ... __.__.____._ 31, 641, 000 16, 082, 000
Total . .. 1,079, 261, 000 857, 042, 000

Management closed-end companies:
Common stocks and certificates of participa-
tion:
Through investment bankers:
Under agreements to purchase forresale. 10,200,000 __________.=

On “best-efforts” basis.. ... __..____= 1, 647, 000 5, 566, 000
By issuers toinvestors_ ... ____.__._.__. - 8, 712, 000 33, 000
Total. e eeeee 2T 20, 559, 000 5, 599, 000

Units and face-amount certificates:
Face-amount certificates:
Through investment bankers on ‘best-
efforts” basis. oo oo —._..= 151,660,000 254, 808, 000
By issuers to investors. ... _______..__.. - 16,706,000 14, 288,000
Common stock and certificates of participation:
Through investment bankers on ‘‘best-

efforts’ basis_ .. .o __...._...= 106,150,000 59, 731, 000
Total - _ . .. = 274,515,000 328, 828,000
Purpose of Issue

Nearly 73 percent of the net proceeds of the securities registered
for cash sale for account of issuers in the 1952 fiscal year were for new
money purposes including plant, equipment, working capital, etc.
About 4 percent were for retirement of debt and preferred stock.
About 21 percent were for the purchase of securities, principally by
investment companies. The remaining 2 percent were for use of
foreign governments. The figures are shown in detail in Appendix
table 1, part 3.

Investment Bankers’ Compensation

Commissions and discounts to investment bankers, in the case of

new issues effectively registered for cash sale through them to the
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general public, have amounted to approximately the following per-
cents of gross proceeds in fiscal years 1943 to 1952:

Fisca'l]_gne:raoended Bonds | Preferred | Common Fiscal.nz'ne:rmended Bonds | Preferred { Common
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The above showing is exclusive of investment company securities,
offerings through rights to existing stockholders, securities sold to
special groups such as officers and employees, and securities registered
for other than cash sale. The commissions and discounts shown on
bonds in the above table are broken down by quality and size of issue
in Appendix table 2 of this report and its predecessors.

REGISTRATION STATEMENTS FILED

The amount of new financing proposed to be offered under the
Securities Act during the 1952 fiscal year rose to an all-time high of
$9,045,035,056 represented by 665 registration statements filed. The
previous record was established in the 1946 fiscal year when the
aggregate offering was $7,401,260,809 represented by 752 statements.
As shown in the following table, the new high exceeds the amount in
the 1951 fiscal year by over 409, and that in the 1950 fiscal year by

over 709,.
Regisiration statements filed—1949-52

Fiscal year— Number Amount Fiscal year— Number Amount
1049 . 455 | $5,124,439,119 || 1951 __ ... ________ 544 | $6,371,827,423
1850 e ccecicaaen 496 5,220,654,010 1} 1952 oo 665 9, 045, 035, 056

These expanding figures deal with proposed offerings and not
necessarily sales. Nevertheless they reflect informed underwriters’
opinion that the public has a growing ability and willingness to invest
in additional securities. Especially significant of the increasing work
load carried by the reduced staff available for processing these regis-
tration statements is the fact that the 665 statements filed during
the 1952 fiscal year represent 229, more statements than the number
filed in 1951 and 349, more than the number filed in 1950. It is also
significant in this connection that new registrants—those without
previous experience in filing registration statements—accounted for
119, or 229, of all statements filed in 1951. The number and pro-
portion of such new registrants rose in the 1952 fiscal year to 165, or
259, of the total filing statements. In all cases the examination
process is necessarily exhaustive and time-consuming; in the case of
new registrants it undeniably requires the application of additional
man-hours.

Particulars regarding the disposition of all registration statements
filed are summarized in the following tables: -
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Number and disposition of registration slalements filed

Prior toJuly 1, | July 1, 1051 to { Total as of June
1951 June 30, 1952 30, 1952

9,083 665 9, 748

" : 7,629 1634 18,250

Under stop or refusal order—net. oo o] 183 1 184

Withdrawn—c—cercooo=o== = 1,202 31 1,233

Pending at June 30, 1951 __ [ N F R

Pending at June 30, 1952_. - S N 72

L+ X: | S PV 9,083 —bremeremmmben—. 9,743
Aggregate dollar amount: P —

flled———r e e $69, 555, 152, 582 $9, 045, 035, 056 $78, 600, 187, 638

As effective’l e cees semm lmerrereremmee ==t 65,900, 108, 254 9, 499, 583, 240 75,399, 791, 494

1 This figure does not include two registration statements which were withdrawn after becoming effectives

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

Additional documents filed in the 1962 fiscal year under the Act

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

effective date of registration . _____________________.______ - 1,055
Formal amendments filed before the effective date of registration for

the purpose of delaying the eflective date.._____________._______ _ 678

Material amendments filed after the effective date of registration_._. 683

Total amendments to registration statements. . ________.______ 2, 416
Supplemental prospectus material, not classified as amendments to

registration statements. - ..o ol ... 1208

EXEMPTION FROM REGISTRATION UNDER THE ACT

The Congress, recognizing the need to encourage small business
enterprise, authorized the Commission under section 3 (b) of the Act
by its rules and regulations to exempt from the registration require-
ments security offerings up to $100,000, subsequently raised by
statutory amendment enacted May 15, 1945, to $300,000. Acting
undec this authority the Commission has adopted five types of
exemptions of small offerings as identified below:

Regulation A. General exemption for small issues up to $300,000 for issuers

. (limited to $100,000 for controlling stockholders).

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

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

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

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

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

Exempt Offerings Under Regulation A

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

1051 fiscal year 1952 fiscal year

Regional office Number Number Percent
of letters | Aggregate |of letters| Aggregate lofincrease
of notifi- offering of notifi- offering in aggre-
cation price cation price gate offer-
filed filed ing price

75 | $11, 526,403 07 | $16,874,175 46
89 10, 844, 052 89 12, 286, 417 13
132 18, 590, 277 149 20, 578, 110 11
89 12,026, 985 106 16,015, 445 33
102 12, 650, 509 132 19, 237, 418 52
80 11, 751, 293 101 15, 506, 735 32
372 45, 669, 680 381 50, 855, 271 i1
208 25, 846, 180 218 29, 673, 367 15
117 15, 649, 244 123 17,339,020 11
9,723,139 100 12, 306, 988 27

Total - 1,358 | 174,277,762 1,494 | 210,672,956 21

Included in the 1952 fiscal year totals are 196 letters of notification
covering stock offerings of $25,531,264 with respect to companies
engaged in the oil and gas business.

In connection with the total of 1,494 letters of notification there were
also received and examined by the staff during the fiscal year 1,417
amendments, so that roughly speaking the average letter of notification
required the filing of one amendment in order to meet the limited
applicable standards. Likewise received and examined were 1,831
copies of sales literature to be used to promote these offerings.

Information is available as to 1,488 of the small offerings filed in the
1952 fiscal year to show their relative size; whether made by the issuer
or stockholders; and the extent to which and by what class of persons
underwritten. As to size, 756 covered offerings of $100,000 or less; 276
over $100,000 and not over $200,000; and 456 over $200,000 but less
than $300,000. Issuers made 1,209 of these offerings; stockholders
267; and issuers and stockholders jointly 12. Practically half, or 742
of the offerings were underwritten, mostly by commercial under-
writers who handled 568, and otherwise by officers and directors or
other persons not regularly engaged in the underwriting business who
accounted for the remaining 174.



EIGHTEENTH ANNUAL REPORT 11

Exempt Offerings Under Regulation A-M

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

Exempt Offerings Under Regulation B—0il and Gas Securities

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

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

The following formal actions were taken during the year with respect
to the filings under Regulation B.

Action taken on filings under Regulation B

Temporary suspension orders—rule 340 (8) - - .. ._-_
Order terminating proceeding after amendment_._ . ________________
Ordex;i consenting to withdrawal of offering sheet and terminating pro-

ceeding . i
Orders cgnsenting to withdrawal of offering sheet (no proceeding pending)__
Orders terminating effectiveness of offering sheet . __________________._
Orders accepting amendment of offering sheet_.. ... __________

gcnh"‘ =o©

Total number of Orders._ .o v oo e e e ——————— 60

Confidential reports of sales.—The Commission obtains certain
confidential reports of actual sales of securities exempt under Regula-
tion B which are also examined by the staff to assist in determining
whether violations of the law have occurred in such sales. During the
1952 fiscal year, 1,322 such confidential written reports of sales on
Forms 1-G and 2-G, pursuant to rules 320 (e) and 322 (c¢) and (d),
were received and examined. They covered aggregate sales of
$1,508,868.

0il and gas investigations.—The Commission conducts numerous
investigations, which arise largely out of complaints received from
individual investors, to determine whether there has been any violation
of any other ‘frovision of law in the sale of oil and gas securities
exempted under Regulation B. Litigation resulting from these
investigations is discussed later in this report.
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FORMAL ACTION UNDER SECTION 8

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

Stop-order Proceedings Under Section 8 (d)

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

Cristina holds 37 leases of mining properties covering a total area
of about ten square miles in Cuba. It acquired these leases in 1945
from its president and principal promoter, H. Cortez Johnson. The
only shipment of ore from the property in the nine years the leases
had been held by Cristina or Johnson was of approximately 2,200
tons in 1948 from which proceeds of $41,350.87 were received. The
registration statement recited that the proceeds of $340,000 expected
from the offering were to be expended, after payment of the expenses
of the offering, to explore and develop the present mine area and to
extend workings into new areas.

The registration statement represented that Cristina had sold
162,000 shares of its stock “privately” by April 1950 to “eighteen
private individuals for investment purposes only ‘and not for distri-
bution.” However, the record developed in these proceedings shows
that these 162,000 shares were in fact sold to approximately seventy
persons, and that an additional 28,000 shares, of which no mention
was made in the registration statement, were also sold by Cristina in
July and August 1950. The Commission, after reviewing the record,
found that the statement that 162,000 shares had been privately
offered, and the failure to disclose the offering of the 28,000 shares
and the existence of a contingent liability under the Act because of
Cristina’s failure to register any of these 190,000 shares, rendered the
registration statement materially false and misleading.
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During the period the registration statement was in effect and the
registered shares were being offered at $1.00 per share, at least 28,650
shares of Cristina stock owned personally by individuals who were
directors or promoters of Cristina or closely associated with the
company were offered and sold by them at prices ranging from 40¢
to 75¢ per share. In addition, beginning about January 1951, there
was an active over-the-counter market in Cristina stock at prices sub-
stantially lower than the $1.00 offering price of the registered shares,
and transactions were effected between January 17 and March 5, 1951,
in the total amount of 22,900 shares, af prices ranging from 50¢ to 75¢.
Although Cristina filed several amendments to the registration state-
ment after these sales had been made by these individuals and the
over-the-counter market had been developed, disclosure of those facts
was not made therein. The Commission found that such disclosure
should have been made in connection with the continued use of the
stated offering price of $1.00 per share, since it would have indicated
that such price was considerably higher than the current price on the
open market.

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

The Commission concluded that, in view of the substantial nature
of the various deficiencies found in this registration statement, the
issuance of a stop order was required in the public interest.

DISCLOSURES RESULTING FROM EXAMINATION OF
REGISTRATION STATEMENTS

The results of the Commission’s work in the examination of regis-
tration statements are illustrated below,
Summaries of earnings.—In announcing the adoption on November
1, 1951, of the revised lgorm S-1 for the registration of securities under
the Securities Act, which will be discussed more fully later in this
report, the Commission called particular attention to 8 new provision
in the form pertaining to the summary of earnings in the prospectus,
Under this provision, if the summary of earnings set forth in the
prospectus is certified for the required period and contains the same
disclosure as would be contained in conventional profit and loss state-
ments, the summary will be accepted as meeting the requirements for
groﬁt and loss statements and such statements will not be required to
e included elsewhere in the prospectus or in the registration state-
ment. It was anticipated that this provision for the elimination of
unnecessary duplication and the consequent reduction in the length of
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the prospectus would appeal particularly to registrants in the public
utilities field since it had been customary for such registrants to in-
clude practically the same detail in the summaries as was prescribed
for the profit and loss statements. Not surprisingly, therefore, the
first use of this permissive rule, commencing in December, was made
by certain utility registrants. Of course the new rule does not apply
solely to public utilities, and it has subsequently been used by various
malxlllufacturing and industrial registrants with equally beneficial
results,

The summary of earnings is generally considered to be one of the
most important parts of the prospectus and as such must be prepared
with great care to be sure that no misleading inferences may be drawn
from 1t. The following cases illustrate the results achieved by the
staff’s examination of the summary.

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

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

Accounting for a “pooling of interests.”—A foreign company filed
with its registration statement a prospectus in which it was stated
that the registrant was formed for the purpose of amalgamating a
number of existing companies engaged in the oil business. The regis-
trant urged before the Commission that the transaction was a pur-
chase of assets (as distinguished from a business combination and
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pooling of interests) and that therefore the assets of the amalgamation
should be stated on the basis of an amount, agreed upon by the several
constituents, representing the value of the registrant’s shares issued
in the transaction. On this basis, the consolidated balance sheet
would have reported total assets of approximately $14,500,000, and
capital surplus in excess of $10,000,000.

The Commission, giving consideration to the nature and effect of
the transactions resulting in the formation of the registrant and its
absorption of the businesses of its predecessor and subsidiary com-
panies, concluded that the transaction in substance involved a business
combination and pooling of interests and that accounting procedures
applicable to such a transaction should be followed in setting up the
balance sheet of the new company. As a result, the consolidated
balance sheet of the registrant reported total assets of approximately
$8,400,000 and capital surplus of approximately $4,100,000.

In this connection it may be noted that the prospectus stated that
the price at which the shares were offered was in excess of the value
per share attributable solely to the company’s already proven oil and
gas reserves and its equity in subsidiary companies less its and their
mdebtedness, or solely to earnings of the company and its predecessor
and subsidiary companies as shown in the financial statements included
in the prospectus. Therefore, the prospectus stated, the offering
price already anticipated and reflected the possibility that the company
and its subsidiary companies might in the future discover and develop
oil and gas reserves greatly in excess of those presently owned.

Independence of accountanis~—In connection with the processing
of registration statements during the past year evidence was developed
by the staff in a number of cases indicating that the financial state-
ments included in the registration statements had been certified by
accountants who, under the rules of the Commission, could not be
congidered independent of the registrant. In several of these cases
this situation was revealed early in the examination procedure and new
accountants were appointed by registrants without delay. One of
these registrants was a new investment company, whose accountant
selected to certify the financial statements was shown by the original
prospectus to be its treasurer, director and stockholder. Any one
of these relationships is sufficient to disqualify an accountant under
the Commission’s definition of an independent accountant. Other
cases involved either director or stockholder relationships on the part
of the proposed accountants.

Two other cases in which the accountants were deemed not to
meet the Commission’s standards of independence were similar in
many respects, including the fact that the disqualifying relationships
were not revealed until shortly before it was desired to have the
registration statements become effective. The determination that
the accountants were not independent in these cases resulted in
delays and increased expenses which could have been avoided by the
registrants if they had made full disclosure of the relevant facts prior
to filing. In both cases the accountants had served the client for
many years, and during the period for which they certified financial
statements included in the registration statements they participated
in real estate transactions with officers of the registrants under circum-
stances which led to the conclusion that the accountants could not be
considered as independent of the registrants. However, in both cases
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new accountants were appointed, and financial statements certified
by them were furnished in amendments to the registration statements.
In one of these instances the new accountants found it necessary to
restate the income for all years included in the prospectus in order to
eliminate the effect of arbitrary reserves used by the management,
with the approval of the first accountants, in stating the value of
inventories—a practice not considered to be in accordance with gener-
ally accepted accounting principles.

Effect of insiders’ dealings on offering price—A mining company
incorporated in a foreign country where its common stock is listed
on a securities exchange filed a registration statement covering an
offering of its shares at a price fixed in relation to the market quotation.

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

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

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

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

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

elow:

As originally filed—

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

mon shares
1047 $1.69 $1. 69
B oSS RO pupegepegrgepepamperey ey 3.47 2.73
1949 _ 4.15 3.07
1950 _ e epeied = 6.26 4.13
1951 .. 9.72 5.86
8 months ended Jan. 31, 1052 2.11 2.05
2 months ended Mar. 31, 1952. 1.20 1.20
10 months ended Mar, 31, 1952 3.31 2,656

232122—53——38
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As revised—

Net earn-
ings per
share on.

Year ended May 31 211,000

common

shares
1947 N $0.80
T8 et ermmm e e s ee— e e emeeeemmmmmme— e ————— 1.64
140 e e mmmecmcm - e 196
1950. — === 2.96
1951 DT . . 4.60
8 months ended Jan. 31 1952 . cmeameea 1,00
2 months ended Mar. 31, 1952, . e rmnmeecccmm e —c e mm o .57
10 months ended Mar. 31, 1952__ - 1.67

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

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

The purchasers of such 400,000 shares of Common Stock who will provide all
of the cash required for the purposes of this financing as described later in this
Prospectus, will acquire only 31.259%, of the total Common Stock then outstanding.

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

The directors of [the registrant] who are also later identified in this Prospectus
ag promoters have received 80,000 shares of Common Stock for services rendered
gnd to be rendered, or 6.256% of the outstanding stock on completion of this

nancing.

Thus a total of 68.759%, of the Common Stock will be held by persons designated
as promoters.

CHANGES IN RULES, REGULATIONS AND FORMS

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

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

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

Substantially this rule was first promulgated by the Commission in
September 1935 as a note to Rule 5 of Form E-12 Form E-1 was
the registration form for securities sold or modified in the course of a
reorganization, as defined in rule 5 of that form. In April 1947 the
Commission rescinded Form E-1 as part of its general form simplifi-
cation program.* Since then the Commission has continued to follow
the so-called “no sale theory”’ administratively in applying section
5 of the Act.

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

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

Rule 16—Definition of *“ solicitation of such orders” in Section 4 (2)—
The Commission also adopted during the year a new rule, designated
as rule 154, which defines the term “solicitation” in connection with
the exemption for unsolicited brokerage transactions in section 4 (2)
of the Act.

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

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

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

4 Securities Act Release No. 3211,

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

8 Rochester Gas & Electric Corp., Holding Company Act Release No, 8340 (December 27, 1945).
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The interpretation of Section 4 (2) has been the subject of considerable
doubt. The purpose of the new rule is to settle some interpretative
questions relating to the meaning of the word ‘“solicitation” in that
section.

Paragraph (a) of the rule provides that the term ‘‘solicitation of
such orders’ shall be deemed to include “the solicitation of an order
to buy a security, but shall not be deemed to include the solitica-
tion of an order to sell a security.”” For reasons set forth by the
Commission in Brooklyn Manhattan Transit Corporation, 1 SEC 147,
171-2 (1935), if the broker solicits an order to buy a security,
Section 4 (2) does not provide an exemption either for the solicitation
itself or for the resulting transaction. On the other hand, the mere
fact that the broker solicits the seller to sell will not destroy any
exemption otherwise available to him under Section 4 (2); this con-
struction is based on the fact that the statute is designed primarily
for the protection of buyers rather than for the protection of sellers.

While paragraph (a) of the rule makes it clear that there is no
exemption for the solicitation of orders to buy, a question remains a8
to what constitutes “solicitation’” where a broker for a seller ap-
proaches a dealer who is bidding for the security or soliciting others to
sell it to him. Paragraph (b) of the rule provides that, where the
dealer’s bid or solicitation is in writing, the broker’s inquiry about it
is not a “solicitation” within the meaning of section 4 (2), so that it
does not destroy any exemption otherwise available. Paragraph (b)
recognizes also that, in the over-the-counter market, dealers interested
in buying a particular security may not publish a quotation or indi-
cation of mterest in it every day or every week. To some extent such
quotations are published in monthly services, and to allow for the
delays incident to such publications the rule provides, in effect, that
the broker can rely on bids or indications of buying interest originating
as much as 60 days previously as indicating that a dealer is soliciting
sell orders, so that the broker, in calling the dealer, would not be
deemed to be soliciting him.

Rule 154 is a definition for purposes of Section 4 (2) and is not
intended to serve, for example, as a definition of the phrase “solici-
tation of an offer to buy’”’ which appears in Section 2 (3) of the Act.
Nor is it intended to affect the Commission’s holding in fra Haupt
& Co., Securities Exchange Act release No. 3845 (August 20, 1946),
regarding the applicability of Section 4 (2) to transactions by under-
writers.

Amendment of various rules governing preparation and filing of
registration statements and prospectuses.—The Commission amended
during the year certain of its rules under the Act with respect to the

reparation and filing of registration statements and prospectuses.

he changes made in the text of these rules are set forth in Securities
Act release No. 3424. As explained therein, the Commission had
found it necessary, because of budgetary limitations, to provide that
in the future all registration statements shall be filed and processed
at its headquarters office in Washington. Previously, where issuers
or their underwriters had been situated in the Pacific Coast area or
in Hawaii, they had been permitted to file registration statements
in the Commission’s San Francisco Regional Office. As previously
noted the registration unit in that office has been abolished.
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Some of the other amendments relate to the formal requirements
with respect to the preparation and filing of registration statements.
For example, rule 402 was amended to provide that where the regis-
tration statement is typewritten, one of the copies filed with the
Commission shall be the original “ribbon” copy and that such copy
shall be signed.

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

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

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

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

The revised form permits the omission from the prospectus of
certain information which had theretofore been required to be set
forth therein but requires such information to be furnished elsewhere
in the registration statement so as to be available to investors and
others who desire to make a more detailed study of the registrant
or its securities. Thus, it is no longer necessary to include in the
prospectus a detailed description of the underwriting arrangements,
All that is required in the prospectus in this respect are the names
of the managing underwriters and a statement as to whether such
arrangements constitute what is commonly referred to as a “firm
commitment”’ or whether they are in the nature of an agency or
“best efforts’” arrangement. Further details with respect to the
underwriting and marketing arrangements are required to be other-
wise furnished in the registration statement. In other cases, informa-
tion theretofore required in the prospectus is permitted to be entirely
omitted therefrom and set forth elsewhere in the registration state-
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ment. This treatment, for example, is accorded information with
respect to franchises and concessions and indemnification of directors
and officers.

A study was made of a number of prospectuses filed with the Com-
mission, and the items of the new form rearranged in conformity with
the more carefully prepared prospectuses reviewed. Wherever pos-
sible, the items and instructions were streamlined for the purpose of
producing more concise statements in the prospectus without sac-
rificing essential information. In addition, the instructions as to
financial statements were revised for the purpose of reducing the
number of statements required, particularly in cases involving reor-
ganizations, successions, and other acquisitions of business. In the
draft of the proposed revision of Form S-1 which had previously been
circulated for public comment, it was proposed that the summary of
earnings would be accepted in lieu of conventional profit and loss
statements and that statements of financial position might be fur-
nished in lieu of conventional balance sheets. While the comments
received were generally favorable to this proposal, it was the carefully
considered opinion of many persons and firms that, in the interest of
investors, the disclosure required should be not less than that which
would be furnished by conventional financial statements certified by
independent accountants.

Accordingly, the revised form as adopted by the Commission pro-
vides that if the summary of earnings set forth in the prospectus is
certified for the required period and contains, as is now frequently
the case, the same disclosure as would be contained in conventional
profit and loss statements, the summary of earnings will be accepted
as meeting the requirements for conventional profit and loss statements
and such statements need not otherwise be included in the prospectus
or elsewhere in the registration statement. The revised form makes
no reference to statements of financial position, but it should be noted
that the Commission’s rules and regulations now permit the use of
such statements, in appropriate cases, in lieu of conventional balance
sheets. Such statements, however, must measure up to the same
standards of disclosure as those required for conventional balance
sheets. The revised form provides that the financial statements
included in the prospectus must be certified to the same extent as
previously required by Form S-1.

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

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

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

The revision of Form S-5 under the Securities Act was proposed for
the purpose of bringing it into line with a currently proposed revision
of Form N-8B-1 under the Investment Company Act. It is contem-
glated that the revision of these forms will simplify registration under

oth Acts and will result in shorter and simpler prospectuses for open-
end management investment companies.

Study of regulations governing prospectuses.—Proposal to adopt Rule
132 and amend Rule 431.—For some years the Commission has been
exploring the advisability of recommending appropriate amendment
of the Securities Act in order better to achieve its basic purpose of
affording investors a maximum of timely disclosure in an under-
standable form. It seems clear that the two basic problems are (1)
devising some means, consistent with the statutory prohibition of
selling efforts before the effective date of the registration statement,
for achieving more widespread dissemination of information during
the waiting period, and (2) obtaining a statutory prospectus which is
reasonably concise and readable.

The Commission has tentatively concluded that it would not be
justified in recommending new legislation to the Congress until it
has done everything possible to achieve these two results under its
existing powers. This approach also has the advantage of permitting
a degree of flexibility and experimentation. If the suggestions,
which the Commission offered for public comment immediately after
the close of the year,” are adopted, actual experience may indicate
modifications from time to time. Moreover, the proposals offered
are not necessarily a substitute for new legislation. In the event
legislative action seems desirable, all parties concerned should be in
a better position to consider statutory amendment in the light of the
experience with the administrative changes thus proposed.

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

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

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

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

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

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

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

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

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

$ See Securities Aet release No, 3396 (November 14, 1950).
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statement ten days in advance of such use, unless the Commission
accelerated the period. The identifying statement could be circulated
or published by the issuer or by underwriters and dealers either before
or after the effective date of the registration statement. Any person
using the identifying statement would add to this form his name and
(after the effective date) the price of the security. In order to make
certain that a form of identifying statement would always be avail-
able for use by dealers, the Commission would amend its various
registration . forms to require that each registration statement be
accompanied by a form of identifying statement.

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

The Commission, in considering requests for acceleration of the effective date

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

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

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

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

Injunctive actions

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

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

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

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

Injunctions involving oil promotions were also obtained by the
Commission in SEC v. 0. E. Simmons,®® SEC v. Sierra Nevada Oil
Company and Louis A. Sears,)* SEC v. E. M. Thomasson,* and SEC
v. John G. Perry & Co.'® A preliminary injunction was obtained in
SEC v. Valentine Company, Inc. and Chancey M. Valentine, which is
pending."

In the field of mining promotions the case of SEC v. Frank Lilly,
et al.,'® presented a somewhat novel approach. There the promotors
had acquired & majority of the stock of Gold Valley Mining Com-

¥ Civil Action No 2209, N. D. Tex.
 Civil Aetion No. 2182, N D. Tex.

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

12 Civil Action No. W—417, D, Kans.

18 Chvil Action No 3476, W. D La

% Civil Action No 13056-C, S. D. Calife
1 Civil Action No. 3673, D. Colo.

18 Cyvil Action No. 3463, D. Colo.

1 Civil Action No 142, D. Nebr,
18 Civil Action No. 993, E. D. Wash.
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pany, a corporation which had been dormant for over twenty years.
This company was, of course, entirely without assets. The pro-
moters then proceeded to levy an ‘“‘assessment’”’ on the remaining
outstanding shares, notwithstanding that the stock was, by its terms,
nonassessable. Upon the failure of other stockholders to pay this
assessment, the defendants acquired practically all of the remaining
outstanding stock through delinquent assessment sales for virtually
little or nothing. The defendants then, without amending the charter,
changed the name of the company to Gold Gulch Mining Company,
doubled its capitalization and proceeded to sell its shares. They also
created an artificial market by extensive over-the-counter trading
and by “wash sales’” and ‘“matched orders.” The Commission ob-
tained an injunction before the distribution had proceeded to any
great extent.

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

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

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

1 Civil Action No. 3834, D. Colo.
 Civil Action No. 2081, W. D, Wash.

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

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

An injunction was obtained against ZTom G. Teylor & Co.® for mis-
representations concerning the value, holdings and stability of that
company; and Virgil S. Berry and J. Bridges Lenoir® were enjoined
because of misrepresentations concerning the stock of Research
Manufacturing Corporation, Inc. In the latter case, Berry not only
falsely represented that the company had received large orders from
the Government, but did not disclose that it was his personally held
stock that was being sold and that the proceeds were going into his
own pocket instead of the company’s treasury.

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

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

3 Civil Action No. 7218, W. D. Mo.
# Civil Action No. 52C387, N D, Il
3 Civil Action No. 1339, D. Mont.

# Civil Action No. 1016, 8. D. Ala.
27 Civil Action No. 1983, D. N. Mex.
28 Civil Action No. 1904, D. N. Mex.

2 Civil Action No. 13891-WB, 8. D. Calif.
30 The order was affirmed on November 20, 1952:

-~
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In SEC v. Raiston Purina Company, the Commission sought an
injunction based on alleged violations of the registration provisions
of the Securities Act. The company had been selling its stock to
more than 500 of its employees, including many in minor positions,
and contended that these transactions were exempt from registration
under the non-public offering exemption contained in Section 4 (1)
of the Act. The district court agreed with this contention and
refused to grant a permanent injunction.®s On appeal to the Court
of Appeals for the Eighth Circuit, this decision was sustained on
November 21, 19523 The Commission has filed a petition for a
writ of certiorari in the Supreme Court which is pending.

Participation as Amicus Curiae

Court rulings involving significant interpretations of the Securities
Act were handed down during the fiscal year in two cases in
which the Commission participated as emicus curize. In Blackwell
v. Bentsen ® the federal district court for the Southern District of
Texas dismissed a complaint seeking relief under sections 12 (a) and
17 (a) of the Act for allegedly fraudulent sales of securities. The court
decided that the complaint did not allege facts showing that a “secu-
rity”” had been sold. According to the complaint, defendants sold
plaintiffis 20-acre tracts of purported citrus land in an 800-acre
development in the Rio Grande Valley of Texas, along with manage-
ment contracts pursuant to which defendants undertook to cultivate
and develop the acreage, and harvest and market the crop. It was
alleged that defendants represented that plaintiffs would be getting
into an 800-acre unit which would be developed uniformly by defend-
ants’ citrus experts for the joint benefit of all investors, that defendants
would take care of everything, and that plaintiffs would “only have
to sit back and reap the dividends.” The court rejected the conten-
tion that “investment contracts” had been sold because, it concluded,
no “common enterprise’” was involved. The following circumstances
in this case, the court stated, distinguished it from SEC v. W. J.
Howey Company, 328 U. S. 293 (1946), where the Supreme Court
found an “investment contract’”’ in the sale of citrus acreage coupled
with a service contract: (1) The failure of the instant promoters to
retain any acreage in the development for their own usage, (2) the
larger size of the average parcel sold to investors, (3) the cancelability
of the management contract, (4) the absence of any provision for
pooling the crop of various investors for purposes of marketing, and
(5) the absence in the management contract of provisions for joint
development comparable to the oral representations made to investors.
In its amicus curiae brief the Commission had taken the position that
these differences did not affect the substance of the transactions as
involving “investment contracts.” The court ruled also that juris-
diction was lacking under section 12 (2) for the additional reason that,
even had a “security’”’ been involved, the misrepresentations com-
plained of had not been transmitted by means of the mails or instru-
ments of interstate comimerce as, it concluded, the section required.
The Commission had urged in its brief that any use of the mails or
interstate facilities in the sale of the security would be sufficient, and
that it was not necessary that these instrumentalities be employed to
convey the misrepresentations. The Commission took the position

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

b CCH Fed. See L. Serv, par. 00,603.
31 CCH Fed. Sec. L. Rep. 90,529 (1952),
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that the use of the mails to deliver the securities and to collect pay-
ments thereon, as alleged in the complaint, was sufficient. A number
of other interpretative questions were argued but not decided. An
appeal to the Court of Appeals for the Fifth Circuit was pending at
the close of the fiscal year.s

Wilko v. Swan,”® in which the Cominission also participated as
amicus curiae, likewise involved an action under section 12 (2) of the
Act for alleged misrepresentation in the sale of securities. One of the
defendants, a New York brokerage house, moved to stay the action
under the Federal Arbitration Act in order that the controversy could
be determined by arbitration pursuant to & form agreement which the
plaintiff customer signed before or contemporaneously with the sale.
The United States District Court for the Southern District of New
York denied the stay, ruling, in accord with the view of the Commis-
sion, that the controversy was not ‘‘referable to arbitration’” under
the Federal Arbitration Act. The purpose of Congress to provide a
defrauded purchaser of securities certain litigation advantages under
section 12 (2) which may not be afforded or safeguarded in an arbitra-
tion proceeding, and the anti-waiver provisions of section 14 of the
Act, the court held, precluded giving effect to such an agreement for
arbitration., An appeal was pending at the close of the fiscal years

3 No. 14127,
8107 F. Supp. 75 (1962).



PART I1

ADMINISTRATION OF THE SECURITIES EXCHANGE ACT
OF 1934

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

REGULATION OF EXCHANGES AND EXCHANGE TRADING

Registration and Exemption of Exchanges

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

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

Boston Stock Exchange Philadelphia-Baltimore Stock
Chicago Board of Trade Exchange

Cincinpati Stock Exchange Pittsburgh Stock Exchange
Detroit Stock Exchange Salt Lake Stock Exchange

Los Angeles Stock Exchange San Franpcisco Mining Exchange
Midwest Stock Exchange San Francisco Stock Exchange
New Orleans Stock Exchange Spokane Stock Exchange

New York Curb Exchange Washington Stock Exchange

New York Stock Exchange
Four exchanges were exempted from registration at the close of the
1952 fiscal year:

Colorado Springs Stock Exchange Richmond Stock Exzchange
Honolulu Stock Exchange Wheeling Stock Exchange

81
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Information pertinent to the organization, rules of procedure, trad-
ing practices, membership requirements and related matters of each
exchange is contained in its registration or exemption statement, and
any changes which are effected in such information are required to be
reported promptly by the exchanges.

During the year the most significant change reported by the
exchanges in their rules and trading practices was the extension of
their trading session by one half-hour daily. This innovation was
initiated by the New York Curb Exchange whose Board of Governors
approved a plan which provided for the Curb’s session to close at 3:30
P. M. instead of at 3:00 P. M., effective June 2, 1952. The change in
hours, which was adopted on an experimental basis, was the first
which had been effected in New York in approximately eighty years,
and was almost simultaneously adopted by a number of the principal
regional exchanges. The New York Stock Exchange subsequently
determined to effect a similar change in its trading session commencing
on September 29, 1952, These exchanges also adopted a 5-day week
and will remain closed on Saturdays throughout the year, extending
the practice which has been followed by all exchanges during the
summer months in recent years.

Disciplinary Actions by Exchanges Against Members

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

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

REGISTRATION OF SECURITIES ON EXCHANGES

Disclosure Accomplished by Registration Process

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

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

Examination of Applications and Reports

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

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

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

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

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

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

232122—53——4
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2s a note to the financial statements, a disclosure that, within the
month subsequent to the balance sheet date, settlement in a sub-
stantial amount had been made in respect of claims against it relating
to its sale several years ago of investments in certain companies.
The accountants’ opinion covering the financial statements was signed
approximately seven weeks after the settlement date.

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

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

Statistics of Securities Registered on Exchanges

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

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

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

ing on national securities exchanges_________________________.______ 56
Exemption statements for trading subsecription rights on national securities

eXChaANges . e 121
Annual reports_ e 2, 865
Current rePOItS_ - - o o e 11, 793
Amendments to applications and annual and current reports__.____.____._ 1,197

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

Temporary Exemption of Substituted or Additional Securities

Rule X-12A-5 provides a temporary exemption from the registra-
tion requirements of section 12 (a) of the Act for securities issued in
substitution for, or in addition to, securities previously listed or ad-
mitted to unlisted trading privileges on a national securities exchange.
The purpose of this exemption is to enable transactions to be lawfully
effected on an exchange in such substituted or additional securities
pending their registration or admission to unlisted trading privileges
on an exchange.

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

MARKET VALUE OF SECURITIES TRADED ON EXCHANGES

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

Number Market value

Stocks: issues Dec. 81, 1951
New York Stock Exchange. . oo _._. 1,495 $109, 483, 600, 000
New York Curb Exchange... oo .. 7 16, 492, 136, 000
All other exchanges. _ . ____ 760 3, 243, 023, 000
3,032 129, 218, 759, 000

Bonds:

New York Stock Exchange__ . ___.___._ 918 95, 634, 350, 000
New York Curb Exchange_____ .. ___._.____. 83 869, 101, 000
All other exchanges_ . o eoo 33 159, 741, 000
1,034 96, 663, 192, 000
Total stocks and bonds. - o cocaao - 4,066 225, 881, 951, 000

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

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

Market Value of Bonds

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

New York Stock Exchange

All stocks listed on the New York Stock Exchange as of December
31, 1951, numbered 1,495 and were reported to have a market value
of $109.5 billion. An historic record was made when, on March 1,
1951, the market value of the then listed 1,476 stocks was reported
to have passed the $100 billion mark. The 1929 peak had been
around $90 billion for 1,280 stocks and the subsequent lowest point
occurred in 1932, when the 1,253 stocks then listed were reported to
have a market value of less than $16 billion. By June 30, 1952, New
York Stock Exchange stock listings numbered 1,514 and were reported
to have a $114.5 billion market value.

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

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

New York Curb Exchange

The New York Curb Exchange reports the number and aggregate
market values of the securities admitted to trading thereon annually,
commencing December 31, 1936, when it showed 1,050 stocks with
$14.8 billion market value. At the close of 1951, it showed 777 stocks
with $16.5 billion market value. However, if the holdings of Stand-
ard Oil Company (New Jersey) of two stocks traded on the Curb—
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Creole Petroleum Corporation and Humble Oil & Refining Company—
were subtracted, the remaining market values would have been $14.1
billion at the close of 1936 and $12.7 billion at the close of 1951.!

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

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

Other Stock Exchanges

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

The identity of issues on the regional and the New York exchanges

become so extensive that only the smaller regional exchages still
accomplish most of their trading in their own local issues.?

1 At the close of 1936, Creole and Humble were collectively worth $1 billion, of which $0 7 billion was
owned by Standard. At the close of 1951, their market values aggregated $4.7 billion, of which $3.8 billion
was owned by Standard.

3 This subject was referred to in the 15th Annual Regort (fiscal year 1949), p. 37, where, following a table
of total market value of all securities on exchanges as of December 31, 1948, the statement was made that “Six
of the regional exchanges accounted for over 80 percent of the dollar volume of stock transactions on all 22
such exchanges during 1948. These six exchanges—Boston, Chicago, Detroit, Los Angeles, Philadeiphia,
and San Francisco—reported aggregate 1948 dollar volume of $858,600,000 in stocks, of which about $750,-
000,000 was in issues also traded on New York Stock Exchange or Curb.”” The statement was based on
the following calculation:

Sales in issues | Percent of
Dollar volume | not admitted to |sales not in
Exchange stock sales, [ tradwng on either | competi-
year 1948 New York tion with

Exchange New York

Philadelphia Stock. b : o o $1086, 614, 904 $1,617, 227 1.51
Boston StocK . ccm=cer=z - yo o= ot r—— 171,094, 655 11, 894. 299 6.95
Detrort Btock—mcemer s omrms s oo coggma gz emy| 43,755,237 4,129,058 94
Ch Stock- . 212,024, 313 25, 504, 467 12.02
141, 479, 679 24,157, 253 17.07
7, 926, 5 3,119,736 17 40

12, 926, 769 2. 850, 113 22 05
183, 627, 799 49, 312, 860 26. 85

3 054 1, 676,056 38.06

8, 933, 687 3,752,723 42 00
16. 055, 870 7,913,677 49.29

354,380 , 801 61.18
1, 930, 680 1, 580, 416 81.86

2,782,185 2,375,382 85.38

2,217, 409 2,012, 630 90.76

Richmond Stock-—< 648 435,171 94.88
New Orleans Stock= 1,122,169 1,081, 792 96. 40
Honolulu 8tock __ . e - 4, 918, 986 4,792,432 97.43
189, 455 185, 9. 98.15
i 619,150 612,824 98.98
Colorado Springs Stoek_ - ______________ . 419,776 419, 035 99.82
Minneapolis-St. Paul. . oo -2 : 2, 282, 400 2, 282, 400 100 00
Total -cc————== - - === ==m === 036, 138, 608 151, 922, 307 16 23

Dollar volume of sales in the issues not admitted to trading on either New York exchange has
been red on a basis of monthly sales times monthly high prices, and is accordingly somewhat
greater than actuslity. Dollar volume is used in preference to share volume because the large number
of low-priced shares on the regionsl exchanges weight the share volume comparison.
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The relationship between the exchanges dates back to events such
as the establishment of stations on high points across New Jersey,
from which semaphore signals in daytime and light flashes at night
were observed by telescopes and information on stock prices was thus
conveyed in as short a time as ten minutes between New York and
Philadelphia. After 1844, the telegraph succeeded the semaphore.
The telephone appeared after 1878, with first cross-continent con-
versations around 1915. Stock ticker service from New York was
extended to Pacific Coast points around 1925. Turret boards and
teletype rounded out the communication facilities which have been
instrumental in changing the securities business from local to country-
wide aspect.

The regional exchanges originally developed local issues to the
point where they gravitated to the New York exchanges, and at an
early date they also drew issues from the New York exchanges in
which to trade locally. On the Boston Stock Exchange, for example,
the governing committee was authorized by resolutions adopted prior
to 1880 to permit trading in any securities listed on either the New
York or Philadelphia stock exchanges. In 1932 the Philadelphia
Stock Exchange adopted the rule that no securities could be admitted
to unlisted trading which were not listed on the New York Stock
Exchange, New York Curb Exchange, Boston Stock Exchange, Pitts-
burgh Stock Exchange, or Chicago Stock Exchange. By 1928 the
Los Angeles and San Francisco stock exchanges (and their curbs) had
turned from the ‘“call” to the “post” system, introduced contin-
uous sessions, and installed odd-lot dealer mechanisms, thereby increas-
ing trading in the New York issues.

The consolidation of industry into units of national importance and
the growing diffusion of their shares available for trading on both the
New York and regional exchanges have brought about a heavy concen-
tration of trading volume in a small proportion of the total available
stock issues. At the close of 1951, 158 stocks listed on the New York
Stock Exchange were also available for trading on 4 or more of the
8 leading regional exchanges, and the reported volume during 1951
in these 158 stocks constituted over 40 percent of the reported volume
on the New York Stock Exchange and over 40 percent of that on the
8 leading regional exchanges. These exchanges included Boston,
Cincinnati, Detroit, Los Angeles, Midwest, Philadelphia-Baltimore,
Pittsburgh, and San Francisco, whose aggregate dollar volume of
stock transactions during 1951 was 98.6 percent of the total for all
18 regional exchanges.

The number of stocks admitted to trading on one or more regional
exchanges but not on either New York exchange has dropped from
814 at the close of 1948 to 760 at the close of 1951, During this
period, the market value of all stocks on all the exchanges rose from
$82 billion to $129.2 billion, while those solely on the regional ex-
changes remained a little above $3 billion. New single listings in
this latter category during 1951 amounted to 12 stocks with an ag-
gregate market value of about $22,000,000. Bond issues only on
regional exchanges have dropped during the 3 years from 50 to 33,
with a remaining aggregate market value of about $160,000,000,

New listings admitted practically simultaneously on a New York
exchange and one or more regional exchanges during 1951 had over
$0.5 billion market value for stocks and $0.3 billion for bonds. The
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principal component of the latter was an issue of American Telephone
& Telegraph 3%9%, convertible debenture bonds due in 1963, which
became listed on the New York Stock Exchange and 5 regional ex-
changes.

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

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

regional exchanges.

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

1951, is as follows:

Year 1951 Issues Shares Market value

New single listings 12 6, 600, 534 $22,048,618
Simultaneous listings. 16 22, 726, 460 507,877, 241
New listings of listed issues____ 23 , 740, 644 4,060, 381, 504
Admitted to unlisted trading. . 56 | 263,607,808 | 10,675, 760, 277

107 | 389,675,446 | 185,266, 167,638
Less duplication 15,973,988 476, 649, 529

102 373F701, 458 | 14,789, 518,109

ace

Simultaneous listings of bonds 5 | $271, 437,500 308, 889, 844
All stocks and bonds 107 15,008, 407,953
Portion also on New York Stock Exchange-- 14, 932, 299, 667

The duplication reflected in the above table consists of issues which

became listed on some regional exchanges and admitted to unlisted
trading on others. This is the only duplication in the table, each
issue otherwise being counted but once, whether it appeared on only
one, or more than one, of the regional stock exchanges.

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

First half 1952 Issues Shares Market value

New single Hstings . oo cceccececeecamccmaccceemeee e 3 316, 269 $11, 075, 393
Simultaneous listings. . - 5 1,112, 888 48, 982, 644
New listings of listed 1ssues. .. — 6 10, 396, 526 166, 864, 075
Admitted fo unhsted trading. . 63 | 327,588,714 | 13,903, 658, 063

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

Face

Simultaneous listings of bonds. 4 | $124, 496, 500 131, 956, 395
All stocks and bonds. ..o oe e cccecacccncmcccmacmaaan 81 |oceecccaas 14, 262, 536, 395
Portion also on New York Stock Eachange.. oo |zmzzm=szzmoees 13,930, 722, 427

No duplication exists in this table, the number of issues being net

for the 6 months.

However, 13 of the stock issues admitted to unlisted

trading during the 6-month period, comprising 76,686,499 shares and
$2,469,548,826 market value, duplicate issues which became listed or
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admitted to unlisted trading on some other regional exchange or
exchanges during the year 1951. The American Telephone & Tele-
graph Co. 3}%s of 1964, which were in process of listing on the usual
six exchanges as of June 30, 1952, are not included in the above table.

Securities Available for Listing

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

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

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

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

YOLUME OF SECURITIES TRADED ON EXCHANGES

Stock Volume

Fluctuations in the number of shares sold on the exchanges (includ-
ing stocks, warrants and rights) have been very great. A peak of 962
million shares was reached in 1936, from which there was a year-by-



EIGHTEENTH ANNUAL REPORT 41

year decline to 221 million in 1942. There followed a rise to 803
million in 1946, a relapse to an average of 534 million per annum for
194749, inclusive, and a rise to 893 million in 1950. In 1951, share
sales declined slightly to 864 million, followed by a further shading off
to around 382 million during the half year ending June 30, 1952.

The dollar volume of share sales showed corresponding fluctuations.
A peak of $23.6 billion in 1936 contrasted with a mere $4.3 billion In
1942. There followed a rise to $18.8 billion in 1946, a decline to an
average of $11.8 billion per annum for 194749, inclusive, and a rise to
$21.8 billionin 1950. In 1951, the dollar volume of share sales declined
slightly to $21.3 billion, followed by a further shading off to around
$9.2 billion during the half year ending June 30, 1952.

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

Percent of share volume|Percent of dollar volume
Year
2 New York| All other |2 New York| All other
exchanges | exchanges { exchanges { exchanges
Percent Percent Percent Percent

1935 85.6 14.4 9.5 5.5
D3 PR 80. 5 10.5 49 5.1
1937 87.9 12.1 95.4 4.6
1938. 88.6 11.4 9.8 5.2
1939 89.6 10.4 93.8 6.2
1840, 88.6 11.4 92.8 7.2
1941 86.7 13.3 91.6 8.4
1042, 88.1 11.9 91.8 8.2
1943 - 91.3 8.7 93.8 6.2
IO e gem—gemgecmgeearmagmmermmeom——n 90.3 9.7 93.4 6.6
bR e e 87.2 12,8 93.6 6.4
IO o e gee e e egmmegemae—a . 85.4 14.6 93 4 6.6
I e st 86.8 13.2 928 7.2
1048 o 87.5 12.5 2.7 7.3
1049 880 12.0 92.3 7.7
1850 v o= 89.9 10.1 92 8 7.2
1951 e-——wi-—=tcieslocsooiisceioomecoeeoem—a< 89.0 11.0 93.0 70
1952 1. 86.5 13.6 25 7.6

1 8ix months ending Jane 30, 1952,
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Bond Volume

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

Additional Data

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

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

PERCENT BY EXCHANGES PERCENT BY EXCHANGES
100 ALL REGIONAL 5YOCK FACHANGES . ALL REGIONAL STOCK EXCHANGES

TOTAL ANNUAL SHARE VOLUME é’f’tg.‘c’ifs TOTAL ANNUAL DOLLAR VOLUME

SHARES
BILLIONS
1

NOTE ALL DATA AS OF YEAR END NOTE ALL DATA AS OF YEAR END
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SPECIAL OFFERINGS ON EXCHANGES

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

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

Special offerings on Stock Exchanges

TWELVE MONTHS ENDED DEG. 31, 1951

Namber NUMBER OF BHARES Value olfd Amte
urm| shares o]
Exchange made In Sub- (thousands ?{’m&?
oré%i;al seribed Sold of dollars) of dollars)
All Exchanges:
Total._. - 27 | 329,742 | 332,403 | 323,013 10, 841 208
Completed ... _______ 25| 307,288 | 320,248 | 310,858 10, 188 195
Not completed - 2 22,454 12,155 12,155 653 10
Midwest Stock Exchange: Total com-
pleted_ ... . . 1 5,000 5,000 5,000 184 3
New York Stock Exchange:
Total 25 | 309,742 | 312,403 ; 303,013 10, 618 200
Completed.. 23§ 287,283 | 300,248 | 290,858 9, 963 190
Not complete 2 22, 454 12,155 12, 165 653 10
8an Francisco Stock Ex
completed 1 15,000 15, 000 15,000 41 2
SIX MONTHS ENDED JUNE 30, 1952
All Exchanges:
otal e ccccaas 16 | 245,550 | 271,951 | 208,095 5,138 112
Completed._... 12§ 197,150 | 261,006 | 197,150 4,831 107
Not completed.__- 4 48, 400 10, 945 10, 945 305 5
Midwest Stock Exchange:
otal. ... ______.__. 2 14,8%0 9, 890 9, 890 338 5
Completed ... 1 4, 890 4,890 4, 890 145 2
Not completed 1 10, 000 5, 000 5,000 193 3
New York Curb Exchange: Total not
completed. .___ ... . . o_e__. 1 20, 000 2,275 2,275 11 1
New York Stock Exchange:
Total . ccamae- 121 207,590 | 256,716 | 192,860 4,678 103
Completed..... 10 189,190 | 253,046 { 189,190 4,577 102
Not completed 2 18, 400 38,670 3,670 101 1
8an Franeisco Stock Exchange: Total
completed.. - 1 3,070 3,070 3,070 109 3
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SECONDARY DISTRIBUTIONS APPROVED BY EXCHANGES

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

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

Namb NUMBER OF SHARES ;,’a]ue o{d
umber shares so
Exchange made | In original Afggi(liajgle Sold | (thousands

offer tribution of dollars)
All Exchanges: | . ..

Total = s = 88| 5,104,200 { 5,237,950 | 5,193,756 148, 459
Completed 83| 4,085,390 | 5,115 887 { 65,121,046 143,318
Not completed. . = 5 117, 810 122,063 72,710 3,141

Oincinnati 8tock Exchange:

Total . ceeem. o seeloees 2 2 50, 667 53, 820 46, 820 1,218
Completed- S 1 9, 000 9, 200 9, 200 230
Notcompleted_._.____.2° 1 1 41, 667 44,620 37,620 988

Detroit Stock Exchange: Total completed.._ 2 10, 430 10, 480 10, 580 209
Midwest Stock Exchange: Total completed_. 8 86, 053 86, 858 86, 898 3,541
New York Curb Exchange:

Total ——.— : A 16{ 1,506,414 [ 1,606,520 | 1,647,443 20,673
Completed- === 15} 1,563,814 | 1,643,929 | 1,647,118 20, 649
Not completed . meeeeeees mee e e 1 22, 600 22, 600 325 2%

Neow York Stock Exchange:

Total = = . 60 | 3,370,585 | 3,420,263 { 3,402,015 120, 818
Completed- = 57| 8,317,043 | 3,365,420 | 83,367,250 118, 689
Not completed. 2% 2200 20 ] 3 53, 543 54, 843 34,765 2,129

SIX MONTHS ENDED JUNE 30, 1952
All Exchanges .

Total.— r— 341 1,482,608 | 1,555,887 | 1,540,258 57,440
Completed Bl 81| 1,400,661 | 1,473,650 | 1,493,850 56,318
Not completed:”. 2 bed 3 82,037 82,237 46, 408 1,122

Detroit Stock Exchange: Total completed._. .. 1 1, 500 1, 500 1, 500 13
Midwest Stock Exchange: Total completed. . 8 65, 200 66, 800 68, 800 1,352
New York Curb Exchange: Total completed. 4 149, 048 155, 462 155, 462 2,480
New York, Stock Exchange;, .

Total. .. cc—c————=—.co- s seme- e 211 1,266,050 | 1,332,125 1,316,498 53, 505
Completed -—————c.coowo==s === 18| 1,184,013 | 1,249,888 | 1,270,088 52,473
Not completed...ocevecaccmcmaacan 3 82,037 82,237 46, 408 1,122

UNLISTED TRADING PRIVILEGES ON EXCHANGES

Number of Issues Admitted to Unlisted Trading

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

Number of stock issues available for trading

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

Status on each stock exchange June 30, 1952 Ons
listed Clause 1
basis ¢
Clause | Clause
Listed on|Not listed 23 34
another | on any
exchange ?/exchange?
BOSEON - - oo e 105 162 1 131 0
Chicago Board of Trade 10 2 3 0 0
Cincinnati. 61 0 0 59 0
14 0 1] 0 Q
119 14 0 99 1]
57 0 33 0 1}
146 40 1 118 1}
409 0 0 83 0
3 4 9 2 1]
New York Curb . 461 60 256 3 3
New York Stock_ .. ieciieas 1,528 0 0 0 0
Philadelphia-Baltimore. - 111 263 4 126 0
Pittsburgh__.__________ - 54 17 0 54 0
Richmond 5.._ - 27 0 [} 0 0
Salt Lake.__.._...._.. - 96 0 3 0 1
San Franciseo Mining - 41 0 0 0 0
San Franeisco Stock 202 69 37 68 0
Spokane..._.__._. 25 1 7 0 0
‘Washington, 42 0 0 2 1]
Wheeling . ... _...__ .- 16 0 0 3 0
Total 8- 8,527 632 354 748 4

1 Includes registered issues, issues temporarily exempted from registration, and issues listed on the four
exempted exchanges. .
% In addition to the unhsted status as shown, these issues are Hsted on one cr more of the registered ex-

ch

'Bll\lﬁ)elfe of these 1ssues has any listed status on any domestic stock exchange, with the exception of 9 of the
37 San Francisco Stock Exchange 1ssues which are also histed on an exempted exchange.

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

5 Exempted from registration as g national securities exchanges

¢ Duphration of issues among exchanges 1ncreases the total of each column except the last to more than
the actual number of issues involved.
Volume of Unlisted Trading in Stocks

The reported volume of stock traded on the stock exchanges on an

unlisted basis during the calendar year 1951 was in excess of 60,000,000
shares, or between 7 and 8 percent of the total 1951 share volume on
the exchanges. Of this volume, about 27,000,000 shares were in
issues listed and registered on some other exchange than that where

the unlisted trading occurred, and 33,000,000 shares were in issues



EIGHTEENTH ANNUAL REPORT 47

not listed and registered on any exchange. Most of the latter amount
was reported with respect to the New York Curb Exchange. This
unlisted volume, broken down among exchanges and among issues
traded on an unlisted basis pursuant to the first and second clauses
of section 12 (f) of the Securities Exchange Act, was as follows:

Unlisted pursuant to clauses 1 and
2 of section 12 (f) of the Securities
Total Exchange Act
Unlisted share volumes reported in 1951 unbisted
Clause 1 Clause 1

Listed ! | unlsted? | Clause2?
Boston-————- 3,454,821 | 2,250,134 16,063 | 1,188,624
Chicago Board of Trade...... 0 0 0 0
Cwemnnati____..____.._ —— 286, 845 [ [} 2886, 845
Colorado Springs 3.... [ 0 0 0
Detrott._____ --—-{ 1,3A3,060 189, 807 0 1,173,253
Honolulu 3. 50, 519 0 50,519 0
Los Angeles--—cococmosesoommmsms s == o —e oo 3,081,000 | 1,141,861 7,974 1,931, 255
Midwest .. ciem e 4,929,159 0 0 4,929,159
New Orleans.. seecemmecemanmaarsecemmmmvecss - 63, 033 1,968 52,229 8,836
New York Curb__..7___, 38,278,743 | 7,305,425 | 30,015,438 928, 700
New York Stock—— 0 0 0
Philadelphia-Baltimore. .. 3,365,510 | 2,312,060 29,779 1,023, 671
Pittsburgh._____ - -- 440,228 263, 627 Q 176, 601
Richmond 3 - 0 0 0 0
Salt Lake.._._....._ e —ecm e —— 2, 554 0 189 0
8an Francisco Mining. ... __.____ 0 0 0 ¢
San Franecisco Stock s 4,672,142 | 1,110,415 | 2,677,091 884, 636
8pokane-—— . c—c=z==cs=e==sromss=mme=s === 156, 544 3,150 153, 394 0
Washington, D. C. 25,226 0 0 25,226
Wheeling 3.___. 1,419 0 0 1,419

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

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

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

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

Applications for Unlisted Trading Privileges

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

Stock exchange: Number of stocks
BoSton . e 13
(0575767111 7 - O 14
Detroit . o o e 20
Los Angeles - e 21
Midwest o oo e e 9
New York Curb_— o 1
Philadelphia-Baltimore__ _____ . ___________________ 18
Pittsburgh e 1
San Francisco . o oo e 13
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The number of different issues involved is less than the total shown
in the table because some of the issues were the subject of applications
by more than one exchange.

Changes in Securities Admitted to Unlisted Trading Privileges

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

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

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

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

A somewhat similar case was an application of the New York Curb
Exchange with respect to bonds issued by Guantanamo & Western
Railroad Company. In this case the changes involved extension of
the maturity date from 1958 to 1970 and reduction of the interest
rate from 6%, to 4% as well as a provision for annual retirement of
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1% of the amount of bonds outstanding. This application was
granted by the Commission.

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

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

DELISTING OF SECURITIES FROM EXCHANGES

Securities Delisted by Application
During the fiscal year, a number of applications were filed with the
Commission by various national securities exchanges and issuers of
Iisted securities, pursuant to section 12 (d) of the Securities Exchange
Act and rule X-12D2-1 thereunder, to strike securities from exchange
regli‘stra,tion and listing.
he Los Angeles Stock Exchange and the San Francisco Stock Ex-
change each filed such an application with respect to the capital stock
of Republic Petroleum Company, which had been dissolved and was in
process of liquidation.! The Midwest Stock Exchange filed applica-
tions to strike the common stock of Horder’s, Incorporated, and the
common stock of St. Louis Car Company on the ground that the
ownership of each of these securities had become so concentrated
that there was inadequate public distribution and exchange trading
to warrant a public auction market on a national securities exchange.$
The San Francisco Stock Exchange filed an application with respect
to the capital stock of North American Oil (%onsolidated, asserting
that all but 3,000 shares of the approximately 271,000 shares previously
outstanding in the hands of the public had been purchased by one
shareholder, following which the issuer had sold its properties and
approved a voluntary plan of dissolution.® The Los Angeles Stock
Exchange made application respecting the common stock of Signal
Petroleum Company of California, Ltd., stating that the financial
9 Securities Exchange Act release No. 4667 ?952); Securities Exchange Act release No. 4646 ? 951)

4 Secorities Exchange Act release No, 4677 (1952); Securities Exchange Act release No. 4665 (1952).
s Securities F.xchange Act release No, 4693 (1952).

232122—53——05
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condition of this company, as disclosed by its annual repert to the
Commission was so questionable as to require that its exchange
trading privileges be terminated for the protection of investors.® All
of the foregoing applications were granted by the Commission.

The Boston Stock Exchange filed an application to strike from
registration and listing the preferred stock of Lamson Corporation of
Delaware under the fo%lowing circumstances. The issuing corporation
had reclassified this security by adding the word “prior”’ to the name
of the stock. In the view of the Commission, based on numerous
precedents, this small change in the name of the security did not make
it & new security for the purpose of registration under the Securities
Exchange Act, with the result that the same security under its new
name continued to be fully registered on the Boston gtock Exchange.
However, that exchange, in accordance with the practice of other
national securities exchanges, considered that the change in name of
the security constituted it a new security. Since the issuer declined
to comply with the listing requirements of the exchange, including
payment of a new listing fee, with respect to the changed security,
the unusual situation existed of a security which in the view of the
Commission was fully registered on the exchange but in the view of
the exchange was not. When the issuer declined to initiate proceedings
to terminate the registration of this security, the exchange made apph-
cation to strike it from registration, and the application was granted
by the Commission.’

Allied Produects Corporation filed an application with the Commis-
sion to withdraw its common stock from registration and listing on
the Midwest Stock Exchange on the ground that no transaction in
that stock had been effected on that exchange since 1947. The Com-
mission granted this application with the understanding that the
security would continue to be fully registered and listed on the New
York Curb Exchange.! Hunt Foods of Ohio, Inc. also filed applica-
tion with the Commission to withdraw its common stock from regis-
tration and listing on the Midwest Stock Exchange on the ground that
another corporation had acquired 99.479 of the total number of
shares outstanding, leaving only 237 other shares outstanding in the
hands of only seven shareholders, and that this represented an in-
sufficient number of shares and shareholders to warrant the continu-
ance of exchange trading, which had virtually ceased. On the basis of
these facts the Commission granted this application.?

A number of companies registered with the Commission as diversified
open-end management investment companies under section 8 (a) of the
Investment Company Act of 1940 filed applications with the Com-
mission to withdraw securities from exchange registration and listing.
The reasons for withdrawal included the fact that the rules of the Na-
tional Association of Securitics Dealers, Inc., as well as provisions of
the Investment Company Act of 1940, restricted exchange trading in
this type of security to such an extent as to make further registration
and listing unwarranted.'® One of the applications further recited that

$ Jecurities Exchange Act release No. 4711 (1952).

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

§ 8ecurities Exchange Act release No. 4638 (1951).

¢ Securities Exchange Act release No. 4658 (1951).

19 Commonwealth Investment Company, Securities Exchange Act release No. 4716 (May 29, 1952): Broad
Street Investing Corporation, Securities Exchange Act release No. 4667 (January 18, 1852): Affilioted Fund,

Inc., Securities Exchange Act release No. 4647 (October 12, 1951); Century Shares Trust, Securities
Ezxchange Act, release No. 4676 (February 15, 1952).
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since all the issuer’s shares are redeemable at current liquidating value
upon tender to the issuer, substantially all transactions were conducted
either with or through the underwriter and no useful purpose was
served by the registration and listing of such shares upon an exchange.!
All of these applications were granted by the Commission.

Securities Delisted by Notification

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

ective May 26, 1952, amendments were adopted to clarify the
provisions of rule X-12D2-2 (a}; to prescribe a new Form 25 for
notification of removal, simplifying its preparation and assuring that
the prescribed information is furnished; and to expand the rule so as
to provide for the removal of securities from listing and registration
when funds for their redemption, retirement or payment have been
deposited with the paying agency, appropriate notice has been given,
and the funds have been made available to security holders.

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

Securities Removed From Listing on Exempted Exchanges

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

MANIPULATION AND STABILIZATION

The Stock Markets

During the fiscal year both the S. E. C. Composite Index of weekly
closing prices of common stocks and the Dow-Jones Composite Aver-
age advanced from the low of the year during the first week to the
high of the year during the last week. The S. E. C. Composite Index
was 174.3 (the low) for the week ended June 30, 1951, and was 199.3
(the high) for the week ended July 5, 1952. The Dow-Jones Compos-
ite Average was 86.92 (the low) on June 29, 1951, and 106.13 (the
high) on June 30, 1952.

The greatest decline in stock prices during the calendar year 1951
occurred in June following the Russian proposal for a cease-fire in
Korea. A recovery in prices started on July 2, 1951, and continued
until October 15, 1951, when the stock market reached a 21-year high.

1 Century Shares Trust, supra
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The market then declined until late November when a year-end rise
began and continued through January 1952. This was followed by
aegecline in February, s rise in March, a decline in April, and a rise
beginning in May, which continued to the end of the fiscal year and
brought prices to the highest average reached in 21 years.

During the fiscal year considerable public interest was evidenced
in oil and mining shares generated partly by continuing publicity
given to reports of discoveries of new oil fields and mineral deposits.
Interest in rail stocks also developed in the last few months of the
fiscal year.

The international character of the markets was a notable feature.
Activity in dual listings on Canadian and United States exchanges
increased sharply, and many new securities were so listed. Accord-
ingly, the Commussion instituted surveillance over the Canadian as
well as the domestic market for these securities. When a spectacular

rice movement occurred in Molybdenum Corporation of America
isted on the New York Curb Exchange, investigation disclosed that
Canadian trading (beyond our jurisdiction) was an important factor
in this market activity. Other investigations disclosed active trading
in other securities originating in European countries,

Manipulation

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

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

Manipulation of securities prices in the years previous to the enact-
ment of the Securities Exchange Act, requted in loss to the public of
millions of dollars annually. Pool operations were rampant. A
pool, generally speaking, consisted of a group of men who, acting
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in concert, bought stock in the market or secured options to buy
for the purpose of later selling the stock at a higher price. To do
this they created fictitious market activity and raised prices in a
stock to deceive the purchaser into believing that its quoted price
represented what investors actually thought the stock was worth.
The Senate Banking and Currency Committee in its investigations
disclosed that in 1929 alone there were 105 pools in securities listed
on the New York Stock Exchange.

In the early days of the Commission’s existence, some market
operators attempted to continue their manipulative activities. The
Commission uncovered these activities and caused the imposition of
various penalties upon them including expulsion from exchanges,
revocation of broker-dealer registrations, fines and jail sentences.
Years of experience have enabled the Commission to improve substan-
tially its techniques of detection and enforcement. It has become
increasingly evident that if the public is to receive adequate protection
the Commission’s enforcement activities, so far as possible, must be
preventive rather than punitive. The Commission therefore operates
on the premise that manipulation should be, and in most cases can be,
suppressed at its inception. Losses suffered by the public are seldom
recoverable, even though the perpetrator of the fraud is brought to
justice. Accordingly, it is more important to prevent a possible
violation than to allow unlawful market operations to continue until
it appears that sufficient evidence for a successful prosecution is
available.

To carry out the Commission’s policy of preventive action against
manipulation, any unusual market activity (either in price or volume)
of securities traded on the New York Stock Exchange or the New
York Curb Exchange is observed as it appears on the stock tickers of
these exchanges in the Commission’s headquarters. A financial news
ticker also enables the staff to keep abreast of spot news items. This
close market observation is supplemented by a careful study of the
stock exchange quotation sheets and the next day’s newspapers. The
quotation sheets of regional exchanges and, because of many dual
listings, newspaper reports of three Canadian exchanges are similarly
reviewed. Activity in over-the-counter issues is examined as it is
reported by a national quotation service. Charts are kept on all
securities which have a regularly quoted market.

Information assembled concerning all charted securities includes
not only data reflecting the market action, but also the latest news
items, earnings figures, dividends, options and other facts which
might explain price and volume changes in the individual issues as
W(laﬁ as of the industry group with which the issue is associated.
Trained analysts read the Wall Street Journal, Standard and Poor’s,
Moody’s, and many other financial publications, and record any items
that might be reflected in the market price of these securities. Reports
required by the acts administered by the Commission from corpora-
tions or t{eir officers, directors and 109, stockholders and from
registered broker-dealers are reviewed, and important information
contained therein is recorded on the security’s weekly price and
volume record. The dates of public releases of any important news
items regarding a company are carefully recorded, since unusual
activity in a security prior to the publication of news might indicate
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that insiders were using secret information to their own advantage,
while the same activity after publication might well be a natural public
reaction to the news.

As the 1952 fiscal year began, a weekly review was being made
of more than 7,600 charts which were mamtained on practically all
securities listed on exchanges and the most active issues traded over
the counter. Quotations for a varying group of about 3,500 additional
less active over-the-counter securities were being reviewed at longer
intervals. By the end of the fiscal year, however, budgetary restric-
tions forced a reduction in the Commission’s expert foree to such an
extent that the number of securities reviewed weekly had to be reduced
to some 3,300 with some 4,500 examined on 8 monthly basis and the
balance over longer periods.

The Commission 1s considerably concerned that such delayed and
infrequent review may defeat the Commission’s policy of prompt
preventive action and reduce the protection against manipulation
that the public has come to expect.

At the inception of any unusual market activity in a security all
pertinent information is reexamined and a conclusion drawn as to
the necessity for an investigation. Once decided upon, the investi-
gation is quickly begun. It has been found that many would-be
violators of the regulations prohibiting manipulation have been
halted by these prompt inquiries by the Commission. The fact that
trading in a given security is under investigation is kept confidential
by the Commission. This is done to avoid interference with the
legitimate functioning of the markets and to prevent any unfair
reflection upon individuals or securities being investigated. So effec-
tively has this confidential approach been maintained that on occasion
the Commission has received criticism for failure to investigate a
particular case which in fact already was under investigation. How-
ever, while the general public is not informed when an investigation
is being made, any persons conducting unusual market activity in a
security will soon become aware of the Commission’s inquiry and
discontinue unlawful operations. In itsinvestigations the Commission
has received excellent cooperation from the stock exchanges and from
brokers and dealers.

When questionable market activity is limited to a brief period
during a day’s trading, or even an entire day’s transactions, a simple
inquiry addressed to an exchange or broker by the Commission’s
nearest Regional Office may result in a satisfactory explanation. If
the activity cannot be explained, an investigation is conducted by the
Regional Office located nearest the exchange or market in which the
transactions were effected.

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

Trading investigations

Formal

Quizzes | investi-

gations
Pending June 30, 1951 ... _____ ...l .o 113 10
Initiated in period July 1, 1951-June 30, 1952. . .. e o] 139 2
Total to be accounted fOr_ oo ool 252 12
Closed or completed during fiseal year.. ... .o oo aeeioo R 135 . 2
Changed to formal during fiseal year.... ... o eoilzes 1 (.l =
Total disposed Of .. e eaeaee 136 2
Pending at end of fiseal year_ ... eecimees 116 10

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

Stabilization

While manipulation of securities prices is prohibited by the Securi-
ties Exchange Act, certain other transactions that inject artificial
activity into the market are permitted. These are permissible only
when used to prevent or retard a price change, usually a decline, when
securities are being offered. Stabilization means the maintenance of
a price independently reached in the market, and any attempt to
raise or lower the market, under the label of stabilizing, is prohibited.
All stabilizing transactions are kept under careful surveillance by the
Commission but here again its enforcement activities are predomi-
nantly of a preventive nature. Reports on stabilizing activities are
required in most instances, thus enabling the staff to observe violations
as they occur as well as to assist the registrant or underwriter both
before and during an offering.

The Commission recognizes that the investment industry must
necessarily change its methods with changing conditions in order that
it may achieve its primary function, which is to supply industry with
the capital it needs. Over the years the Commission has considered
any new practices in the light of the public interest and has amended
its policies to permit those changes which seem desirable.

Of 664 registration statements filed with the Commission during the
fiscal year, 438 contained a statement of intention to stabilize in
order to facilitate the offerings covered by such registration state-
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ments. Each of these latter filings was examined critically as to the
propriety of the proposed method of distribution, market support, and
full disclosure thereof, and suggestions were made to the issuers before
the offering as to any contemplated course of action which might lead
to violations of law.

Stabilizing transactions were made in offerings of stock issues
aggregating 33,649,899 shares with an aggregate public offering price
of $743,651,363. Bonds stabilized had a total face amount of
$77,000,000. In connection with these and other offerings, 353
conferences were held by the staff with representatives of issuers and
underwriters to assist them to avoid violations of the acts and rules
relating to manipulation and stabilization as well as disclosure.

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

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

1952 1951
Begistration statements filed . - B 664 554
Statements of intent to stabilize__ : 438 231
Stabilizing transaction made m stock issues aggregating—shares.._______ 33, 649, 899 18,461,164
Public offering price of above shares; - $743, 651, 363 $402, 878,038
Bonds stabilized—face amount.. . _ . __ . .. = $77, 000, 600 $64, 500, 000
Stabilizing reports received and examined. 22 b 2 11, 547 9,210

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

SECURITY TRANSACTIONS OF CORPORATION INSIDERS

Purpose of Regulation

Section 16 of the Securities Exchange Act has two basic objectives:
(1) To make available to public stockholders information as to the
prospects of their company which may be implicit in the security
transactions of insiders; and (2) to prevent insiders from unfairly
using inside information in security trading.
Reports of Transactions and Holdings

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

Publication of Information Reported by Iusiders

In order that the information contained in these reports may be
made available to the vast majority of public stockholders who are
not in a position to examine the reports at the Commission’s office
in Washington or at the various exchanges, the Commission sum-
marizes and publishes the data contained in the reports in a monthly
Official Summary of Security Transactions and Holdings, which 1s
widely circulated among individual investors, security dealers, in-
vestment advisers, newspaper correspondents and other interested
gersons. Beginning in August 1951 free distribution of this Official

ummary was discontinued as a matter of necessary economy. Dis-
tribution is now handled by the Superintendent of Documents,
Government Printing Office, at a subscription price of $2.50 per year.
A substantial number of the persons on the Commission’s free list
immediately subscribed for the Summary, and the subscription list
has been steadily growing since that time.

Coincidentally, various changes were made in the Commission’s
techniques of copy preparation which greatly improved the appearance
and readability of the publication and substantially reduced its
printing costs.

Volume of Reports Filed and Examined

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

These reports are examined for compliance with the statutory
standards and the Commission’s related rules and interpretative
opinions by a specialized group maintained in the Division of Cor-
poration Finance. Procedures employed in doing so are necessarily
itegrated closely with the Commission’s examination of related items
of information mm documents required to be filed by corporations
registered under various Acts administered by the Commission. The
stock holdings of nominees for election as director which are dis-
closed in proxy statements under Regulation X-14 illustrate such
related data.
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The following table shows the number of reports of different kinds
filed under the three Acts during fiscal year 1952:
Number of ownership reporis of officers, directors, principal security holders, and

certain other affiliated persons filed and examined during the fiscal year ended
- June 30, 1952

Original | Amended| ey

Description of report reports | reports
Securities Exchange Act of 1934: 1
Form 4.__ - 16,548 748 17,296
Form5.___. - 465 6 471
Form 6.. by 2,228 18 2,246
Total. . : 1 19,24 72| 2,013
Public Utility Holding Company Act of 1635: 3
Form U-17-1_. : 56 4 60
Form U-17-2_... 354 6 360
Total__ = e B 410 10 420
Investment Company Act of 1940: ?
Form N-30F-1 =] 105 0 105
Form N-30F-2. 4 511 12 523
Total 2] 616 12 628
Grand total 20, 267 794 21,061

1 Form 4 is used toreport changes in ownership; Form 5, to report ownership at the time any equity security
is first listed and registered on a national securities exchange; and Form 6, to report ownership of persons
who subsequently become officers, directors, or principal stockholders of the issuer.

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

3 Form N-30F-1 is used for initial reports and Form N-30F-2 for reports of changes in ownership.

Enforcement of Reporting Requirements

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

Preventing Unfair Use of Inside Information

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

SOLICITATION OF PROXIES, CONSENTS, AND AUTHORIZATIONS

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

Statistics Relating to Proxy Statements

During the 1952 fiscal year the Commission received and its staff
in the Division of Corporation Finance examined, for its adequacy
in meeting the prescribed standards of disclosure, material relating
to 1,818 solicitations of security holders’ proxies as well as ‘“follow-up”
material used in 158 of these cases. In each instance it was necessary
under the regulations to receive and process these proxy statements
both in their preliminary and definitive forms. These figures compare
with 1,788 solicitations and the use of ‘“follow-up’”’ material in 192
instances during the preceding fiscal year.

Much more detailed information about proxy solicitations is
available on a calendar year basis. The total number of solicitations
made in 1951 was 1,791. Nearly 999, of these, or 1,769 were made by
management and the remaining 22 by nonmanagement groups. It
should be added that 40 of the proxy statements filed by management
included, as provided for under the regulation, 63 proposals of 24
different stockholders who were not connected with the management.
The number of management proxy statements including such stock-
holder proposals shows a drop from the 57 recorded in 1950, while the
number of such stockholder proposals shows a drop from the 97 in
1950.

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

The wide range and frequency of items of business other than
election of directors on which stockholders’ action was sought in
1951 are shown below.

Number of

braat Lot ot .
Ttem of other than ofd " aztre ;gu .

Mergers, consolidations, acquisitions of businesses, and purchases and sales

of properties_ - _ o eeimcaeeeeooo [P s

Issuance of new securities, modification of existing securities, recapitaliza-
tion plans other than mergers or consolidations_ ... ... ... 272
Employee pension plans_ . _ . oo oo e e el 116
Bonus and profit-sharing plans, including stock options_________________ 143
Indemnification of officers and directors_ _ . oo oocm oo 11
Change in date of annual meeting. = oo ... 20
Miscellaneous amendments to bylaws and other matters_ .o ccuoao- 302

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

Examination of Proxy Material

Under the regulation copies of proposed proxy material must be
filed with the Commission in preliminary form at least 10 days prior
to the date of the proposed solicitation, and in definitive form at
the same time defimitive copies are furnished to stockholders. The
preliminary material is filed for the information of the Commission
and to enable the staff to determine the adequacy of the prescribed
factual disclosures therein. Thus the examination of this material
must be completed in the comparatively brief interval between the
filing of the preliminary and definitive material. Even this brief
geriod is frequently shortened, where requested and found practicable,

y Commission action accelerating the date of the proxy solicitation.
Where preliminary material fails to meet the disclosure standards,
the management or nonmanagement group responsible for its prepara-
tion is given an opportunity to correct the deficiency before preparing
its definitive proxy material. Since the financial statements in-
cluded in proxy material seeking stockholder approval of the merger,
acquisition or recapitalization of corporations frequently present
important and complex accounting questions, it is not surprising
that such statements in preliminary material often do not meet the
prescribed standards of disclosure. Two examples may be noted.
. 1. Preliminary proxy solicitation material, which was submitted by
a food manufacturing company with total assets of approximately
$95,000,000, contained a pro forma statement of financial position
giving effect to the acquisition of the net assets of a company with
total assets of approximately $15,000,000.

The registrant issued 115,000 shares of its common stock, $25 par
value, for substantially all of the net assets of the company to be
acquired. This represented the issuance of approximately 20 percent
additional stock. The sum of $2,296,300, representing the excess of
the common stock equity of the company to bz acquired over the
aggregate par value of registrant’s common stock issued therefor, was
reflected in the registrant’s account, ‘“Accumulated earnings retained
and used in the business.”” The accounting staff in the Division of
Corporsation Finance took the position that the accumulated earnings
of the company to be acquired in excess of the credit to registrant’s
common stock account, $2,875,000, should be credited to capital
surplus instead of to registrant’s accumulated earnings account since
the transaction appeared to be, and was representeg as, 8 purchase
of net assets. Consequently, the pro forma statement of financial
gosition was amended to reduce the accumulated earmings account

y $2,296,300 and to credit the capital surplus account with the same
amount. . .

2. The registrant, a manufacturing company, filed preliminary
proxy soliciting material to be used in connection with a forthcoming
special meeting of stockholders at which it was proposed to effect a



BIGHTEENTH ANNUAL REPORT 61

Pla.n of recapitalization of the company in order {0 eliminate accumu~
lated and unpaid dividends of approximately $8,600,000 on the pre-
ferred stock of the company. The proposed recapitalization was to
be effectuated through a statutory merger of the company with its
wholly owned subsidiary company. The plan contemplated the issu-
ance by the surviving parent company of 5% percent sinking fund
debentures and new common stock primarily to the preferred stock-
holders in exchange for their preferred stock and in satisfaction of
the unpaid dividends on this stock. The preliminary proxy material
included a pro forma balance sheet giving effect to the proposed
recapitalization of the company. In thisn%a.lance sheet the earned
surplus of the parent company in the amount of $578,740.29 was
brought forward in the merger as earned surplus of the surviving
company rather than as capital surplus.

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

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

Registration

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

Statistics relaling to regisiraiions of brokers and dealers—fiscal year ending

June 80, 1962

Effective registrations at close of preceding fiscal year___________.______ 3, 945
Effective registrations carried as inactive_ _ ... _____..____ 9
Registrations placed under suspension during preceding fiscal year.__.__ 0
Applications pending at close of preceding fiseal year___ ... . _____....___ 26
Applications filed during fiscal year_ . . e 501

Total. . e e e e m e mmmmmcecm———aaa 4, 481
Applications withdrawn during year_ _ ool 10
Applications canceled during year_ - - - o cnoo e 0
Registrations withdrawn during year__ . _ . L ... 357
Registrations canceled during year- - -« oo oooo oL 61
Registrations denied during year_ _ oo _._ (1]
Registrations suspended during year. . - o oo coono oo 1
Registrations revoked during year_ .. ... 20
Registrations expired by Rule X—15B-3. .. _.___ 0
Registrations effective at end of year_.____._._ s 3,994
Registrations effective at end of year carried as inactive- - ___._..__. 13
Applications pending at end of year. ... 35

Total . - oo ee e mmcmeecmmemmcmmecceccecene--a-on 4,481

1 Registrations on inactive status because of inability to Jocate registrant despite careful inquiry.
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Administrative Proceedings

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

Record of broker-dealer proceedings to deny registration, proceedings to revoke regis-
tration, and proceedings lo suspend or expel from membership in a nalional
securilies exchange or association instituted pursuant to the Securities Exchange
Act of 1984 for fiscal year 1952.

Proceedings pending at start of fiscal year to:

Revoke registration_ ___ oo 11
Revoke registration and suspend or expel from NASD,! or exchanges. 11
Deny registration to applicant . _ . _ e 1

Total proceedings pending__ - . 23

Proceedings instituted during fiscal year to:

Revoke registration . _ ____________ ... 13
Revoke registration and suspend or expel from NASD, or exchanges. 5
Deny registration to applicants_-___ ... 2

Total proceedings instituted. - - - . o eeo 20

Total proceedings current during fiscal year_____ . _________._..__ 43

Disposition of proceedings
Proceedings to revoke registration:

Dismissed on withdrawal of registration_ __.___.____._______________ 2
Registration revoked__. ___ . ____.___— . _._____. 15
Total . e mm————— 17

Proceedings to revoke registration and suspend or expel from NASD, or
exchanges:

Suspended from NASD—registration not revoked. __._____.___.___.__. 1
Registration revoked and firm expelled from NASD. _______.__.__.__ 3
Registration revoked—no action taken on NASD membership..._._. 2
Dismissed on withdrawal of registration. .. ... o o ... 1
Total e ———— 7
Proceedings to deny registration to applicant:
Dismissed on withdrawal of application. . .. ___ . _______.______ 2
Dismissed—registration permitted . __ ... ______ . __ . o__.__ g 1
Total e ————m 3
Total proceedings disposed of - __ o ... 27
Proceedings pending at end of fiscal year to:
Revoke registration____ . ___ e 7
Revoke registration and suspend or expel from NASD or exchanges.. 9
Deny registration to appleants. .. eeoo 0
Total proceedings pending at end of fiscal year_ .. ... ... 16
Total proceedings accounted for____._________________._______. 43
_—

1 The National Association of Securities Dealers, Inc. is the only national securities association registered
with the Commissjon.
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Since 1947 the Commission, in appropriate instances in revocation
proceedings, has named as party respondents persons who were not
registered as brokers and dealers with the Commission but who were
partners, officers or directors or persons controlling or controlled
by such brokers and dealers. They are so named in order that they
may have a right to present evidence and cross-examine witnesses
with respect to any misconduct charged in which they allegedly
participated, and, pursuant to section 25 (a) of the Act, to appeal
from any order issued by the Commission which aggrieves them.

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

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

In a proceeding against Frank S. Kelly, against whom the Com-
mission had already obtained an injuncti