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FOREWORD 

The 23rd Annual Report of the Securities and Exchange Com­
mission to, the Congress for the fiscal year July 1, 1956, to June 30, 
1957~ describes the Co~ission's activities during the year under 

c,ihe statutes which it administers. _ These include supervision of the 
registration of securities for sale to the public by use of the mails 
and in interstate comm,erce, the surveillance of the exchange and 
over-the-counter mar~ets in securities, regulation of the activities of 
brokers and dealers, regulation of registered public utility holding 
company systems and investment companies, and litig'ation in the 
courts. 

In the fiscal year 1957 new issues of securities registered for _public 
sale totaled $14.6 billion, the largest amount in the Commission's 
history. The number of brokers and dealers registered with the Com­
mission at the end of the year was 4,771, representing some 200 more 
than in any previous fiscal year. _ 

In recent years the Commission has vigorously pursued an intensi­
fied. Enforcement Program of discovering, preventing and punishing 
fraudulent and other illegal activities in connection with transactions 
in securities. Administrative and legal actions taken under this 
Enforcement Program have exceeded those of any prior year. Dur­
ing the year there were 132 suspensions of offerings for which an 
exempt,ion provided for small issues of securities was claimed, 10 stop­
order proceedings were commenced to suspend the effectiveness of 
registration statements covering new issues of securities, 1,214 in­
~pections of' brokers and dealers were conducted which uncovered 
1,722 violations of the securities laws and the rules thereunder, 74 
revocation and denial proceedings were instituted against brokers and 
dealers, 71 injunctive actions were instituted in the courts and 26 
cases were referred to the Departme,nt of Justice for criminal 
prosecution. 

The Commission has submitted to the Congress proposals for a 
comprehensive revision Of various of the acts which it administers, 
which proposals are now pending before the appropriate Congres­
sional Committees. These proposals, as well as other pending bills 
affecting the Commission, are discussed in detail in thi3 report. 

~q 
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27, 1908, and resides in Glendale, Ariz. He attended Texas 'Western 
University and the University of Denver. He is a registered pro­
fessional engineer. During the years 1932 to 1941 he served as a' con­
sulting engineer with mining and industrial firms. From 1941 to 1942 
he worked with Hawaiian constructors on a military installation on 
Oahu, T. H. From 1942 to 1947 he served in various engineering and 
managerial capacities. At that time he became a general partner of 
the firm, Darlington, Hastings & Thorne, which served as industrial 
consultants and managers. In 1949 he was appointed Director of 
Securities, Arizona Corporation Commission, Phoenix, and he served 
in that capacity until March 1, 1956, when he was appointed a mem­
ber of the Securities and Exchange Commission for a term of office 

0, expiring June 5,1959. 
James C. Sargent. 

Commissioner Sargent was born in New Haven, Conn., on Febru­
ary 26, ID16, and holds degrees of B. A. and LL.B. from the Univer­
sity of Virginia. He was admitted to the New York Bar in 1940 and 
became associated with the firm of Clark & Baldwin, New York City. 
From January 1941 to July 1951, except for military service, he was 
employed as a trial attorney by Consolidated Edison Company of 
New York. He enlisted in the United States Army Air Force in 
1942 and served in this country as an Air Intelligence school instruc­
tor and as a combat and special intelligence officer in the South­
west Pacific. He was separated to inactive duty in January 1946 

. with the rank of captain and holds that rank in the organized re­
serve. In the fall of 1948, he se7:ved as an Assistant Attorney Gen­
eral of the State of New York in the Election Frauds Bureau in New 
York City. From July 1951 to August 1954 he was employed as law 
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assistant to the Appellate Division, First Department, Supreme 
Court; State of New York. He was associated with the firm of 
Spence & Hotchlciss, New York City, from August 1954 until No­
vember 1955 .. In November 1955 he was appointed Administrator 
of the .Commission's New York Regional Office. He served in that 
'capacity until June 29, 1956, when he was sworn in as a member of 
the Commission for a term of office expiring.J une 5,1961. 



PART I 

ENFORCEMENT PROGRAM 

The most. significant aspect of the Commission's activities dur­
ing 1957 in providing protection to public investors "under conditions 
then existing and foreseen has' been its Enforcement Program. 

The Enforcement Program, under the day-to-day-direction of the 
Commission, has been carried out by the Commission's operating 
divisions in Washington and by its 14 regional and branch offices 
in principal cities throughout the Nation. -

The Commission believes that there can be no substantial q~~!. 
tion -as to the desir;:tbility, indeed the necessity, for the ~ffective-en­
forcement o~ the 'Federal securities laws. Furthermore,' it 'is the 
policy of the, Commission that its enforcement activities should 'in­
clude such efforts and such measures as are necessary to accorripFsh 
that objective under the conditions 'which exist. The Federal se;­
curities laws were enacted by the' Congress for the stated purpose 
of providing full and fair disClosure of the character of securities 
sold in interstate and foreign commerce, preventing ·frauds in: the 
sale thereof,' prevehting inequitable and unfair practices in' th~' se-
curities markets and for other important purposes. " 

Conditions at present require a more vigorous and accelerated 
program including new measure~ of enforcement. At no time in 
the ,Commission's experience ,have activity and, public participa­
tion in'the securities markets been so great. 
: The dollar volume of securities effectively registered under' the 
Securities Act of 1933 increased by 94 percent from $7.5 billion-,in 
the . fiscal year 1953 to $14.6 billion in the fiscal year 1957.· In the 
postwar years 1945 -to 1950 it was $4.5 billion on the: a,verage. and 
in the 1930's averaged about $2.5 billion. The increase for· the fiscal_ 
years,1951 to 1957 is graphically illustrated 'in a chart appended to ' 
this part of the report. ' , 

The aggregate market value of all stock on all stock exchanges, 
which never exceeded $100 billion before 1946, except briefly, in 
1929, increased from $111 billion at December. 31, 1950, to over $262 
billion at June 30, H)57. The dollar volume of securities traded on 
stock exchanges ,rose to $34 billIon in the fiscal year 1957 as,:CO!l1-

pared with about $17 billion in 1953. . i' , ! 

. The number of· holders of shares in publicly. owned. corporations 
was estimated by the New York St.ock E~change t.o have, ipcre~se~l 

. . 
1 
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from 6,490,000 in early 1952 to 8,650,009 at the end of 1955 and has 
probably further increased since then. 

Markets such as these are accompanied by enforcement problems 
unprecedented in the Commission's experience. These problems were 
not encountered in the relatively quiet and disillusioned markets of 
the 1930's or under the conditions of war and reconversion. By 
reason of recent economic and market conditions, it appears that a 
substantial segment of the public again bel ie,oes that it is, possible 
for the unskilled to reap large and quick profits in the securities 
markets and has available funds which may be used for that purpose. 
As a result, there is an increase in the immber of uninformed and un­
sophisticated investors and an increase in their willingness to pur­
chase unknown and speculative securities, which are represented as 
offering unusual opportunities for gain. " 

These public attitudes, in turn, increase substantially the opportuni­
ties for illicit profit in the illegal or fraudulent sale of securiti~s 'and 
increase also the premium upon successful evasion of the in~estor 
safeguards provided in the Federal securities laws. As in any field 
of law enforcement, the number, ingenuity, and resources of violators 
increase when the potential rewards of successful violations in9rease, 
and the potential rewards of a successful securities fraud may be 
measured in the millions of dollars. 

Illustrative of the enforcement problems now confronting the 
Commission are the matters briefly summarized below. . 

, THE PROBLEM OF "BOILER ROOMS" 

The term "boiler room" means an organization engaged in the sale 
of securities primarily over the, telephone, particularly the long 
distance telephone, by high pressure methods ordinarily accompanied 
by misrepresentation, deception or fraud. Such organizations com­
monly concentrate on the distribution of one or a.few issues of specu­
lative securities at a time, seeking to sell these issues in quantity by 
whatever representations are necessary to make a sale. ' 

To, detect and prove fraud in telephone sales' of securities is a 
difficult undertaking involving the painstaking collection and, veri­
fication of evidence from widely scattered sources throughout the 
United States. ' 

The Commission has utilized all available enforcement techniques 
to meet the problem. As a result, it is believed that most of the larger 
"boiler rooms" whose activities created such concern in the past year 
are no longer in operation. In lieu thereof, there are appearing a 
great number of· smaller firms using the "boiler room" techniques 
with, only a few high pressure salesmen. This cancerous diffusion 
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makes the enforcement work' of· the Commission more difficult and 
requires continued emphasis upon this phase of the enforcement 
program. 

SALES OF UNREGISTERED SECURITIES BASED ON 
CLAIMED EXEMPTIONS 

'The- Commission believes that a large but undetermined number 
of securities have been sold'in violation of the registration and pro­
spectus and in some cases the anti-fraud' provisions of the Securities 
Act of 193,3 pursuant to claimed exemptions which, in fact, were 
not available. The Commission believes that these sales have been 
made, in the main, under claims of exemption pursuant to the so­
called "private offering" exemption and the intrastate exemption. 
This is particularly applicable where an issue, or the sales procedures 
to be employed, would not stand the light of the 'full disclosure re­
quirements of registration. In such cases, there is incentive to attempt 
avoidance of these requirements through purported reliance upon an 
exemption where the . limitations of the exemption are not in fact 

. observed. The Commission ordinarily learns of these offerings only 
after they have been commenced and has no means of ascertaining 
whether or not the exemption is available except by initiating an 
investigation. 

Receritly there have been a number of instances where securities 
claimed to have been issued pursuant to these exemptions were trans­
ferred through channels in Canada, Switzerland, Liechtenstein, and 
other foreign countries. vVhen this occurs, the Commission has been 
handicapped in tracing the transactions and determining the facts 
upon-which proof of the availability or nonavailability of the claimed 
exemption depends, particularly where the laws of the particular 
foreign country preclude disclosure of pertinent information. There 
is reason to believe that in many instances these channels are utilized 
for the deliberate purpose of complicating or frustrating the Com­
missio.n's :investigative effort. Every effort must be, and is being, 
made to discover the facts in such cases and to prevent evasion 9f 
stgtuto;ry duties by such means. 

. EVASION OF"REGISTRATION_REQUIREMENTS THROUGH THE 
:. ~ "~O SALE" THEORY . 

-By Commission rule No. 133, which embodies an interpretation of 
long standing, the issue of securities in connection with certain types 
of corporate mergers, consolidations, reclassifications of securities and 
acquisitions of corporate assets has been deemed not to constitute a 
"sale'~ of securities to stockholders of corporate parties to the trans-
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actions.' This rule has the effect of exempting issues of securities in 
these'transactions from the registration requirements of the Act. It 
has been relied upon in a very large number of corporate transactions 
consummated without registration. A substantial number of trans­
actions allegedly exempted under the rule in fact involve Violation of 
the registration provisiOlis. The enforcement problem involved is 
essentially similar to that in cOlmection with the exemptions Of pri­
vate offerings and intrastate sales and there is evidence that this rule 
also ;has been abused in, deli,berate ~fforts to evade compliance with 
the registration provisions. I 

Last year the Commission invited comment upon a proposal which 
in effect would have repealed the rule and maq.e the transactiolls , 
covered bY'it subject to registratjon. 1 A public hearing was held on 
the proposal in January 1957. In March the Commission announced 
that· it was deferring action on this, proposal pending further study 
of: the problems and questions which had been raised.2 The staff 
of ,the Commission is continuing its study of the proposal and related 
rp.atters . 

. The enforcement problem of keeping transactions subject to the 
. rule within legitimate bounds remains and will require continued in­
yestigat~ve' apd enforcement effort .. Furthermore, substantial revi­
sion of the rulEi may ultimately prove necessary to prevent its 'being 
used as a loophole f9r evasion of the registration requirements. If 
thJs occurs, a substantial increase in the number of registration state­
m~nts filed under the Securities Act and in reports filed under the Se­
curities Exchange Act is anticipated. In this connection, the admin­
istrative burden upon the Commission and upon corporations may be 
minimized, in part, by coordinating such registration requ~rements 
with. the proxy statement requirements of the Commission's rules un­
der section 14 of the Securities Exchange Act. 

CERTAIN PROBLEMS OF PROMOTIONAL STOCK 

. Recent economic conditions have been relatively favorable for the 
sale of 'promotional stocks of new ventures, particularly in fields in' 
which the securities of established enterprises have shown marked 
gains: ¥or.example, many new insurance and, finance v~n~ures have 
been' promoted, particularly in the South Central, Southwestern, and 
Southeastern parts of the country, and their securities have been dis­
tributed either through registration or Regulation A, or more com­
mo~y, in reliance upon the intrastate exemption. Many of these is­
sues arid the sales tec1miques employed in their distribution appear to 
involve abuses and possible violations of the anti-fraud and other pro­
visions 'of the .Securities Act or the Securities Exchange Act, which 

\ 

1 Securities Act Release No. 3698 (October 2, 1956) • 
• Securities Act Release No. 3761 (March 15, 1957), 
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require extensive investigation. The large number of, these, promo­
tions and the rapidity with which they have increased has ,i>I8:c~d, ia 

. most serious burden on the Commission's field enforcement personnel 
,charged with the conduct of such investigations. " " 

S1:oP ORDER AND SUSPENSION PROCEEDINGS FOR NEW IS~UES 

There has been a substantial increase in instances' where issuers 
filing either under the registration requirements of. the' Securities 
Act or under the Commission's exemptive Regulation A do not appear 
to be making an effort to comply in good faith with the disclosure and 
other standards required for such filings. Consequently, it is neces­
sary that the Commission, for the protection of investors, institute 
stop-order proceedings or suspension orders. Each of these has been 
preceded by an investigation and in many instances has required a 
formal administrative hearing. While the collection, presentation 
and analysis of evidence imposes a substantial burden on the Com­
mission's enforcement staff, nevertheless it has been possible to pre­
vent the public sale of securities under circumstances likely to involve 
fraud upon the investing public. ' . 

BROKER-DEALER INSPECTIONS , 

The chart appended to this part of the report shows the results of 
the Commission's program of increased emphasis upon broker-dealer 
inspections. The number of registered brokers and dealers increased 
from 4,053 on June 30,1953, to 4,771 on June 30,1957. The Coffimis­
sion presently estimates that at the end of the fiscal year 1958, there will 
be 5,000 registered brokers and dealers. It is estimated that this num­
ber will increase to 5,200 at the close of the fiscal year 1959. The' Coin­
mission is concerned with the increase in numbers of registered br~kers 
and dealers. Many of the new brokers and dealers are inexperienced 
and unfamiliar with the obligations owed to their customers. The 
Commission has intensified its broker-dealer program. In the fiscal 
year 1957 1,214 inspections were completed, the greatest number since 
the Commission was organized. . 

STATISTICAL SUMMARY OF ENFORCEMENT ACTIVITIES' 

The effectiveness of an enforcement program cannot be measured 
simply by statistics as to the number of investigations undertaken and 
the number of formal legal and administrative proceedings com­
menced. Such a "yardstick" does not differentiate between the rela­
tively simple case and the complex and time-consuming cases, which 
have become increasingly prominent. The effectiveness of an en­
forcement program in the last analysis is measured only by the degree 
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of compliance with the law to be achieved and this in turn, depends 
in large measure on making certain that suspected violations will be 
investigated and that appropriate action will be taken either to 
correct or to punish violations which are discovered. NevertheleSs, 
certain enforcement statistics. of recent years illustrate, to some 
degree, the progress achieved by the CommiSsion, aided by the in­
creased, appropriations in the fiscal years ·1957 and 1958. 'fhere 
follows a comparative table of certain enforcement actions covering 
.the fiscal years 1956 ~nd 1957 .. 

Oomparative table of certain enforcement actions .. , 

Type of action 1956 1957 

A. Investigations of Violations of the Securities Acts: Pending at beginning of period ____________ : __________________________ ~_______ 644 . 813 
Opened during period________________________________________________________ 362 512 

Olosed during period ________________________________________________________ _ 

Pending at end of period __________ , _________________________________________ _ 

B. Broker-Dealer Inspections ____________________________________________________ : __ 

1,006 
193 

1,325 
.' 347 

-------
813 978 

== 
952 

O. Administrative Proceedmgs to Deny or Revoke Registrations of Broker-Dealers -
.1,214 

Instituted ___________________________________________________________________ _ 44 73 
D. Stop-Order Proceedings respecting Registration Statements under the Securities Act Instituted ______________________________________________________________ _ 8 10 
E. Suspeusion Orders respecting Regulation A Filings Instituted _______ , ___________ _ 
F. Injunctive Actions Filed ________________________________________________________ _ 
G. Cases Referred to Department of Justice for Criminal Prosecution _______________ _ 

95 132 
33 68 
17 26 

Number of Possible D~fendants Namodin such References _____________________ _ 43 132 

. . 
If the confidence. and faith of the American public in.the capi~al 

markets are to be maintained. so that the essential supply of capital 
can be continued to meet the high rate of demand .anticipated by 
present estimates of industrial production with the resultant high 
standard of living, it is essential that this agency continue its En­
forcem~nt Program by. supervising the capital markets in accordance 
with the standards established by the Congress in the Federal,st:\curi­
ties laws. 
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CERTAI N ENFORCEMENT ACTIONS 
UNDER THE SECURITIES ACT OF 1933 
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PARTD 

LEGISLATIVE ACTIVITIES 

Statutory Amendments Proposed by the Commission 

, During,1957 the Commission submitted to the Committee on Bank-' 
ing and Currency of the Senate and the Committee on Interstate 
and Foreign Commerce of the House of Representatives, which 
Committees have the duty of exercising watchfulness over the execu­
tion of the securities laws pursuant to section 136 of the Legislative 
Reorganization Act of 1946, proposals to amend an aggregate of 
87 provisions of the Securities Act of 1033, the Securities Exchange 
Act o{ 1934, the Trust Indenture Act of 1939, the Investment Com­
pany Act of 1940 and the Investment Advisers Act of 1940.1 These 
propos'als were introduced in the Senate by Senator Frank J. Lausche, 
then Chairman of the Subcommittee on Securities of the Committee 
on Banking and Currency, as S. 2544, S. 2545, S. 2546, S. 2796 and 
S. 2547. Subsequently, they were introduced in the House of Repre­
sentatives by Representative Oren Harris, Chairman of the Com­
mittee on Interstate and Foreign Commerce, as H. R. 9326, H. R. 
9327, H. R. 9328, H. R. 0329 and H. R. 9330. The Senate bills were 
referred to the Committee on Banking and Currency and the House 
bills to the Committee on Interstate and Foreign Commerce. No 
action 'was taken by either Committee during the remainder of the 
first session of the Congress. 

, The: overall purpose of the Commission's pi'oposals, the more sig­
nificant of which are briefly described below, is to strengthen the 
safeguards and protections afforded the public by tightening the 
jurisdictional provisions, correcting certain inadequacies revealed 
through administrative experience and facilitating criminal prose­
cutions and other enforcement activities. 

While the Oommission was formulating its proposals, Senator J. W. 
Fulbright, Chairman of the Committee on Banking and· Currency, 
and Representative Oren Harris agreed that there would be no obj~­
tit)ll to the Commission's discussing them with representatives of the 
securities industry. On January 24, 1957, the CO,mmission cir­
culated a draft of proposed amendments, and a public conference 
wa:s held on February 25 ~nd 26, 1957, at which interested, persons 

1 The Commission submltted these legislative proposals to the Congress in Jnly and 
August 19.57. ' 

10 
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we~ ~ef:\rd.. Further. conferences were then held with repre~ta; 
tives of. interested industry groups, and the comments made at the 
public hearing were further explored. The Commi:;;sion reexamined 
its. program in the light of all the comments it had received, -and pre­
pared a revised draft of amendments, .which was circulated on June 
17, 1957. Thereafter, another conference was held with intereste9. 
industry representatives. Conferences were also held with represent~ 
atives of the :Qepartment o~ .. Justice. In addition, the Commission 
received and considered written comments on both drafts which' it 
had' circulated. ' " , '.' . 

\ The proposals. under, the. Securities Act of 1933. would provide a 
mQre i workable procedure in stop order proceedings relating t~ pre~ 
effective registration statements; clarify the jurisdictIonal basis of the 
civil liability provisions of the statute; extend civil and crimina,). 
liability to documents filed with the Commission in connection with 
offerings exempt under section 3 (b); 2 increase to $500,000 the size 
of offerings which may be exempted from registration pursuant to 
section 3 (b); 3 -make explicit that a registrant may withdraw his 
registration statement except where the statement is subje~t to a 
stop order or ,a stop order proceeding; make it clear that a showing 
of . past violations is' a sufficient basis for injunctive relief; 4 and 
make it clear that aiders and abettors may be liable in CIvil and 
administrative, proceedings.5 ' , , 

The proposed amendments t~ ,the Securities Exchange Act of 1934 
would establish as, a basis for Federal jurisdiction the status of a 
person as an exchl;mge member, or a broker or dealer doing busineSs, 
through a member, or a registered broker or dealer; clarify and' 
strengthen the statutory provisions relati~g to manipulation. and ~ 
the financial respop.sibility of brokers and dealers; authorize the 
Commission to re~late by rule .the, borr~>wing, holding or lending 
of customers', securities by a broker or dealer; make it clear that at­
tempts to purchase or sell securities are covered by' the anti-fraud 
provisions of the statute; make unlawful under the Act the mis­
appropriation of money or ~curities of, or entrusted to the care of, 
an exchange member or a registered broker or dealer; implement 
the provisions relating to the denial or revocation' of broker and 
dealer registration with respect to the basis on which such action 
may be taken, the sanction which may be imposed, the conditions 
under which an application for registration may be ~ithdrawn, and 

• The proposed amendment for the extension of civil Uabllity in connection with docu-
ments tiled under sec. 3 (b) was also emhodied In H. R. 173. 

• See p. 15 infra. 
• Also proposed with respect to the Securities Exchange Act of 1934. 
S Also proposed with respect to the Securities Exchange Act of 1934 and the Investment 

,AcW1sers Act of 1940. 
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the postponement of the effectiveness of an application for registra.: 
tion; authorize,the CorluniB7'ion to suspend or withdraw the'registra-' 
tion ~f a securities exchange when the' exchange has ceased to meet 
the requirements of original registration; and provide for" ad-' 
judication of an insolvent broker or dealer as a bankrupt ih an 
injunctive proceeding mstituted by the Commission.' : - , 

Changes are proposed in the Trust Indenture'Act of 1939 to con­
form certain provisions of that statute ~ certain of the recommenda-
tions made in conne~tion with the Securities Act; - ' , : 

The proposals with reference to, the Investment Company Act of 
1940 would require an investment company to state as a matter of 
/fundamental policy, which gen~rally' could not be ch~nged' without 
the consent of its stOckholders, the' extent to which iLintends"to 
invest in particular types of secu~it~es and such" other basic invest: 
ment objectives it represen~ it will '~mphasize; 'strengthen' the ,p~o~ 
visions requiring that there be a minimum number of independent 
or nonma,nagement directors; 'limit the extent ,to' which a face 
amount investment company, may include preferred' and common 
stocks in its "qualified investments"; make clE~ar the application' of 
the' s~atute to an "advisory board"; and clarify' the exceptions for 
companies engaged in banking, insurance, small loan, 'factoring, dis-
count' or real estate businesses. ' ' 

The proposals under the Investment Advisers Act of 1940' w~uld' 
expand the basis for disqualification from registration because of prior 
misconduct; authorize the Commission by rule to require the keeping 
Qf books and records and the filing of reports; permit periodic ex': 
aminations of books and records; e~power'the ComID.i~sion' by 'rule 
to define, and prescribe means reasonably designed to prevent,' fraud­
ulent practices; extend criminal liability for a willful vioiation of it 
rule' or order of the Commission; and implement the provisions 
relating to the postponement of effectiveness and"withdrawal of ap-
plicatio~s for registration. , 

Many minor amendments are also proposed. -', 

Proposal to Increase Registration Fees 

',In response to, various inquiries made of the Commission by the 
Chairman of the Committee on Banking and Curre~cy of the Senate, 
by the Chairman of the Committee on Interstate and Foreign Com­
merce of the House of Representatives, by the Chairman ,of the 
Independent Offices Subcommittee of the Committee on Appropria­
tions of the House of Representatives, and by the Bureau of, the 
BUdget, the Commission on April!), 1957, submitted to the Ohairman 
of the Committee on Interstate and Foreign, Commerce of the House 
of Representatives a proposal for un amendment of s~ction 31 of ,the 
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Sec,urities Exchange Act of 1934, which w~uld increase the statutory 
,fe~s,provided. by that sectioll. The·Commission recommended intro­
duction of this bill, stating that if the Congress desired to increase 
the receipts to the Treasury of the fees provided by the Federal 
securities laws this proposal would be an appropriate and feasible 
,method of S9 doing. It would spread the impact of the fees over all of 
,the investing ,public for whose benefit the various acts the, Commis­
sion administers were enacted, without imposing any undue burden 
~pon any securities industry or group or class of ,investors. 

Under existing law the fee for the registration of exchanges pro­
vide~ by s~ction 31 of the Securities Exchange Act of 1934 is one 
fiv~~hpndredths of 1 percent of the aggregate dollar amoUI}t ~f stock 
exchange transactions (equal to 2 cents per $1,000). The Commis­
sion propo~ed that the exchange registration fee under the Securities 
Exchange Act be increased to a rate of 5 cents per $1,000 and that 
there be a similar registration fee for brokel:s and dealers of 5 cents 
per, $1,000 on transactions effected otherwise than on a national se­
curities exchunge. If the proposed fees had been in effect during the 
1956 fiscal year, these, together with receipts from other fees which 
the proposal does not contemplate changing, would have resulted in 
receipts by -the Commission of approximately $4,250,000, as against ' 
total fees actually received of $2,053,932. 

On May 27, 1957, Congressman Harris, as Chairman of the House 
Interstate and Foreign Commerce Comm,ittee, introduced the Com­
mission's proposal as H. R. 7778, which was referred to that Commit­
tee. Subsequelltly, on July 11~ 1957, Senator Lausche, as Chairman 
of the Subcommittee on Securities o~ the Senate Committee on Bank­
ing and Currency, f:1Yorably~ repprted to the S~nate an identical bill 
(with tw'a minor exceptions), as S. 2520.6 The Senate pasSed S. 2520 

,on August 8, 1957, and sent.it to the House on the same date, where 
it' was, referred to the Committee on Interstate and Foreign Com­
merce. The House, Committee had taken no action on either H. R. 
7778, or S. 2520 at the close of t~le first session of the Congress. 

Registration of Unlisted' S~~iti;s' of Certain Companies Having Large Public 
.~' Investor Interest ' 

, , On'February 11, 1957, Senator J.' W. Fulbright, Chairman of the 
Committee' on Bapking and Currency, introduced S.' 1168, a bill to 
amend the Securities Exchange Act of 1934 to extend the 'reporting 
provisions 'of sections 12, 13 and 16 ~nd the provisions of section 14 
relating to the solicitation of proxies to certain corporations whose 
securities are publiciy held but are not listed and registered oil. 'a 
national securities exchange. As originally introduced, the bill ap-

:,' " ) _. _ ' J". ..,'.. ••. ".., : 

• 8. Rept.'60l1. dated .Tul711.,19G1. 



14 

plied to corporationsh'aving'more than 750 stockholders or debt se­
curities of mO,re than, $1' million outstanding iIi the hands' of the 
public, and $2 million of assets. It would h~ve required ,such cor­
porations to register with the Commission, and ,file with it amiual and 
'other periodic reportS' now required only of corporations with listed 
and 'registered secur~ties: 'The bill wou~d have al~o subjected such 
corporations to the Commission's proxy' rUles and the insider-tradi~g 
proVisions of the Act. ' ' 

S. 1168; as originally introduced, was, with one exception, identical 
with ,the August 5;1955, print of S. 2054, introduced by Senator Ful­
bright in the 84th Congress, which had been favorably reported by the 
Subcommittee on Securities to the SeIiateC6mmittee on Banking 
3.I).d Currency.7 The exception was that the exemption for insurance 
companies contained in the August 5, 1955, print of S. 2b54 was not 
contained in the original d~aft of S. 1168. 'N C? final action on S. 2054 
was' taken by the Committee during the 84th Congress. However, 
before that Congress 'adjourned, Senator Fulbright, as Chairman of 
the Cominittee, requested' the Commission to extend a study it had 
previously made of those corporations which would come within the 
scope of S. 2054 to include insurance companies .. The study the Com­
mission had previously submitted to the Committee did not 'CQver 
insurance companies because they were expressly exempted from 
S. 2054., In compliance with the Committee's request, the Commission 
sent questionnaires to more than 530 insurance companies to obtain 
the data necessary for m;king an objective, factu~l appraisal '0£ the ' 
'fina:p.cial, reporting and proxy practices of insuranc~ companies; The 
Commjssion's study showed that deletion o£ the insurance company 
exemption from the bill would extend the bill's coverage to approxi­
mately 169 insurance corporations haVing total assets of' about $24 
billion. '-, Shortly after' the 85th, Congress convened, the Commission 
subrp.itte~ the supplemental report to the Committee on Banking and 
Currency,S and expressed the opinion that it would be consistent with 
the purposes of the Federal securities laws and of the proposed bill 
that, the insurance company exemption ,be deleted. , 

The Commission in general supported the original draft o£ S.' 1168 
bQth in written comments and in h~arings held before, the ,Subcom­
,mit~ on Secu,rities. The Commission, however" urged two amend­
,ments: (1) That the applicabmty of the provisions of existing section 
16, (b) to the corporations subject to the bill be eliminated pending 
,further study by the Commission, and (2) that section 15 (d) not be 
repealed as provided in, t~e bill., Subject to these amendments, 'the 

• For the background and history of S. 20114; 84th Cong., see the 22nd Annual ~port of 
tbe Securltles and Exchange Commlsslon, pp. 9-11. ' 

8 Committee Print, Supplementary' Report of SEC OD S:'20M, February 11, 19117~ 
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Commission expressed the opinion that the bill would pnwide addi~ 
tional protection to investors in corporate securities in which there 
is a broad public investor interest and which are sold and traded 
in the interstate securities mlitrkets by requiring disclosur:e of the 
business and financial facts pertaining to the corporations ,issuing 
them, and that it would strengthen the protections, against fra~d 
afforded to investors.9 

The Committee reported the,bill out to the Senate with amendments 
reducing its application to companies having $10 million of assets 
and more than 1,000 stockholders of record and deleting the debt 
security test.'O , Also the same exernpti~n '£01' insurance ,companIes 
as was provided in S. 2054 was added to the bill. The Commission's 
suggestions with respect to sections 15 (d) and 16 (b) were adopte4. 

No action was taken by the Senate during the first session of the 
85th Congress. ' 

Proposals To Amend the Exemption From Registration for Small Issues ' . ' , . 
S. 810, introduced by Senator Edward F. Thye, and S. 843, ,by 

Senator Jolm J. Sparkman, would each amend section 3 (b) of, the 
Securities Act of 1933 to increase to $500,000 the $300,000 maximum 
limit presently authorized by this exemptive provision. , " 

In written comments to the Senate, Committee on Banking and 
Currency, and, in testimony before the Subcommittee on Securities, 
the Commission supported both bills, pointing out that the proposed 
amendment to section 3 (b) would be in the public interest generally 
and that its own proposed legislative program con~ained a provision 
substantially similar to that of these bills.u 

On June 14, 1957, the committee favorably reported S. 2299, ~ bill 
substantially similar to S. 81'0 and S. 843.'2 Subsequently, on:,Jun~ 
26, 1957, the Senate passed S. 2299, and it was sent to the House of 
Representatives where it was referred to ,the C,ommittee ,on Int~,r­
,state and Foreign Comm~rce. At, the request of this Committee, 
the Commission submitted written comments in which it urged ,en­
actment ,of the bill. Hearings had p.ot yet been scheduled by the 
House Committee at the close of the first session of the Congress. , 

Reporting Requirement of Beneficial Owners of Registered Securities 

,So 594, a bill to 'amend section 16 (a) of the Securities Exchange 
Act of 1934 to require beneficial owners of m9re than 5, ,percent (in­
stead of the present 10 percent requirem,ent) of a;ny class of any 

• Hearings before a Subcommittee of the Committee on Banking and Currency, U. S. 
Senate, 85th Cong., 1st sess., on S. 594, S. 1168 and S. 1601, May 21-29, p. 61 et seq. 
, 2D S. Kept. 700, dated July 24, 1957. ' 
, 'u Hearings before a S~bcommlttee, of th,e Committ~e on Banking and .. Currency, U. S. 
Senate, 85th Cong., 1st sess., on S. 810 and S. 843, May 20-29, pp. 4-6, 9-15.. 

1lI S. Rept. 438, dated June 14, 1957. 
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equity security registered on a national securities exchange to file with 
the 'Commission reports of their holdings and transactions, was intro-
ducedby Senator Homer E. Capehart on January 14, 1957. t. 

In written comments and in hearings held by the Subcomn:iittee on 
Securities of the Senate Committee on Banking and Currency, the 
Commission raised no objection to the bill, pointing out that disclosure 
of 5 percent ownership might serve to permit managem~nt or any 
other group to'determine whether substantial beneficial holdings were 
being accumulated and the identity of beneficial holders accumulating 
themP' 

_ The Committee had taken no action on the bill at the close of the 
first session of the Congress. 

Disclosure of Beneficial Ownership of Registered Sec~ities in Eleclio~ 
Contests 

On March 14, 1957, Senatqr Capehart introduced S. '1601, a bill 
directed to identifying beneficial owners in proxy 'contests. The bill 
would add to section 14 of the Securities Exchange Act of 1934 a 
provision making it unlawful for any person to give or, to attempt 
to gIve a proxy to vote a security registered on a national securities 
exchange at any meeting for, the election or removal of directors, with 
respect to which meeting proxies are solicited by opposing nominees, 
unless (1) such person is the beneficial owner of, the security, or (2) 
the name and last known address of the beneficial owner appear on 
the proxy. In addition, the bill would make it unlawful for any' 
person knowingly to exercise or attempt to exercise any proxy in 
violation of this provision. ' 

In a'memorandum and in hearings before the Subcommittee' on 
Securities of the Senate Committee on Banking and Currency in May 
1957, the Commission opposed S. 1601, expressing the'views that (1) 
there was a substantial question as to whether the bill would actually 
obtain disclosure of beneficial ownership; (2) in any event"the bill 
would not provide investors at the time of, the execution of their 
proxies with any additional information as to the beneficial ownership 
of other security holders; and (3) the bill's enactment might well 
impede the ,conduct of corporate meetings.14 

" ; 

Other Bills Introduced in the Congress To Amend the Federal Securities Laws 

The Commission also prepared written coriunents, at the request of 
appropriate conimittees of the Congress, on the following bills to 
amend the Federal securities laws. ' 

II Hearings before a Bubcommittee of the Commit-tee :ori B'ankin'g' and Currency. U. s. 
senate. 86th Cong., 1st sess., on S. 694. S. 1168. and S. 1601; May 21-29. pP. 11-'12. 

"ld. at p. 12 et Beq. "': ' " ' , .' 
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,·S. 2197, introdu~ed' by Senator Olin B. Johnston, would amend 
section" 3 . (Ii) (2)' of the Securities Act of 1933 to exempt fr?m 
registration 'any security, secured by ,mortgages insured or guar~ 
~teed' by the 'Veterans' Administration or the Federal Housing 
Administration. ' 
',. iI. R. 137, introduced by' Representative Le~nard Farbstein, would 
provide 'for civil liability on the part of those responsible for untruc 
statements of' material facts or omissions to state material fncl s ill 
'any statement or document . filed with the Commission in connection 
;with a~ offering pursuant to an e~emption under section 3 (b) of the 
Securities Act. This proposal is 'also embodied in the Commission's 
legisla~iv:e program,15 , H. R. 4744, introduced by Representative 
JbJm' B. Bennett, would make applicable to exempt offerings' under 
section 3'''(b)' the l?trict civil liabilities now pertaining solely to 
r~gistered offerings .. • . 
':-:H;' R: 810; introduced by Representative Abrah!Lm oJ. Multer, would 
.amend section 16 (a) of the Sec~rities' Excharige Act' of 1934 to re­
quire 'officers' and' directors to report 'to : the Commission' pledges, 
,hyp?,thec~tions and loans' of securities registered on. national 
securities exchan'ges. " , 
, °H. R. 2456,' introduced by Representative Edna F. Kelly; ~ould 
amend section 11 of the Securities Exchange Act of 1934 to require the 
Cbminission to prescribe regulations, embodying insofar as practi­
~abi~ the: 'prin,ciples 'of the Federal Deposit InsllraJ?ce Act, 'Yh~ch 
would require brokers to lnainta:in insurance for the' protection of 
customers' funds intrusted to them. '0 , " • ,',' '0 " • " • • ' 

. 'All 'Of these bills were still in committee at the' close of' the first 
session ofthe 85th COilgress. 

()th~~, ~gi81alive Propos~ls 
•• ' I 

.. The Commission devoted a substantial amount of time to matters 
pertai'ning to other l~gislative proposals referre.d· to it for comment 
.and,to congressional inquiries. During the fiscal year 1957, a total· 
.of, ~hirty-three legislative proposals were analyzed, at the request 
,of, appropriate congressional committees, as compared with nineteen 
,during ,the preqeding fiscal year. In ,addition, :l1UmerO\IS congrcs­
;~iona~ inqui!,i~s relating to .matters other, than !,pecific legisla.tivc 
proposals were received and answered. , i ' , . 

Congr~88ional Hearings ' , 

.. Sehat~ IhterIial Security Subcommittee of the Committee on the 
Judiciary~-In 'April 1957, former Chairman Armstr~ng and other 
.lJle~~e~s of the, Commission appeared before the ~nternal Security 

•. '16 Se~ p. 11, s'upra." , , 1 , 

18 H. R. 173 and H. R. 4744 nrc hlentlcal with H. R. 11308 and H. R. 91119, rCHpcctively, 
introd1J~p{1 In thl! 84th Congo The hnckground of the latter blJlB are discnssr.d in the 22nll 
Annnni RCIJOrt of the Comml~"I(ln, [Ip. 11-12. 

447(;79-58-3 
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Subcommittee of the Senat~ Committee on-the Judiciary. The Chair­
man presented a detailed discussion of the enforcement problems 
arising out of the purchase and sale of securiti~s in the United States 
by or on behalf of persons and institutions in foreign, countries. ' Pa~­
ticular attention was called to the problems arising in connection with 
proxy regulations, insider-trading, manipulative practices an~ other 
related matters. The General Counsel of the Commission presented 
a statement dealing with the obtainiI~g of information from foreigll 
sources, particular attention being dire,cted to provisions, of the 
Swiss Banking Act and the Swiss Espionllge Act. ' 

In response to the request of the Subcommittee, the General Counsel 
testified.in a hearing held in New York City during June, 1~57. ,As a 
matter ancillary to the main inquiry, namely the p~ibi1ity of 

.' acquisition of cont1,'ol of domestic corporations by anonymous foreign 
interests, the Subcommittee was interested in the experienc~ (If the 
Commission in its attempts to detect the identities of those who make 
use, of foreign devices to circumvent the operation of the Fed~ral 
securities laws. At the req~est of the f?ubcommittee, the General 
Counsel prepared and submitted a memorandum pointing out ~hat 
substantial investigatory problems are created due to the difficulty of 
eliciting infor,mation from foreign sources, b.ut indicating ~hat the 
Commission has secured desired information through other mea~s. 

Senate Subcommittee on Welfare and Pension Funds of the 
Committee on Labor and Public Welfare.-On May 29, 1957, Com­
missioner Andrew Downey Orrick, then Acting Chairman of. the 
Commission, testified before the Subcommittee on Welfare and Pen­
sion Funds of the Senate Committee on Labor and Public' Welfare 
concerning S. 1122, S. 1813, and S. 2137.17 These bills, which 
designate the Commission as the administering agency, provide for 
the registration of employee welfare and pension funds.' Similar 
bills are being studied by the Committee which name other agencies 
to administer them.. In addition to registerin'g, certain funds would 
be required annually to report changes respecting p'ortfolios, officers, 
tru~tees, and other matters. The persons administering the funds 
would be charged with the responsibility for filing these reports, and 
the bills prescribe both civil and criminal penalties for failure to file 
registrations or reports or for the violation of fiduciary duties 
specifically described therein. 

Previously, on March 8, 1957, the Commission had submitted a 
memor~ndum of cO!l1ments on several.'Velfare and Pension Plan Dis­
closure bills, including S. 11~2. This memorandum contained techni-

'1 Hearings before the Subcommittee on Welfare and Pension Funds of the Committee 
on Labor and Publ1c Welfare, U. S. Senate, 85th Cong., 1st sess., May 27-July 1, 1957, 
p. 99 et aeq. '. 
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cal suggestions concerning the bills as well as an estimate of the cost 
which would be incurred if the Commission were to administer I 
S. 1122.18 At the request of the Subcommittee, the Commission pre­
pared two supplemental memoranda;. The first, submitted on June 21, 
1957, expressed the Commission's views that it was not the appropriate 
agency to administer the legislation, compared S. 1122 and S. 2175 
.and. discussed ~he need for such legislation and its probable impact 
.upon the, capital markets~19 The second supplemental memorandum 
compared a portion of the.proposed legislation with provisions of· the 
·Investment Company Act.20 

No action has been taken on' thes~bills. 
Subcommittee on Securities of the Senate Committee on Banking· 

and Currency.-In March. and again in May.1957 former Chairman 
Armstrong, the other Commissioners, and several staff members ap'­
'peare,d before the Subcommittee on Securities of the S~nate Com­
mittee qn Banking and Currency. At each of these hearings Chairman 
~rmstrong presented a statement ~nd answer~d inquiries ,concerning 
the Commission's position with respect to certain proposed securities 
'legislation under consideration. 'Of particular c~)}:cern were, the pro­
v:isions of Senate bills S. 594, S. 810, S. 843, S. 1168 and S. 1601. These 
bills a~d the Commission's position thereon are' discussed 8upra at 
pages'13 to 16. ", . 

Other Hearings.-In addition to the hearings mentioned hereto­
fore, the Commission and staff members presented to the House Inter­
state and Foreign: Commerce Committee a general disc'ussion of the 
Commission's activities and the particular problems currently facing 
the Commission. The Commission and various members of its staff 
also appeared before the Anti-Monopoly Subcommittee of the Senate 
Committee on the JUdiciary. In addition, various members of the 
Commission and staff members testified in executive sessions of the 
Internal Security Subcommittee of the Senate Committee on the Judi­
ciary,' the Permanent Investigation Subcommittee of the Senate Com­
mittee on Government Operations and the Subcommittee on Securities 
of the Senate Committee on Banking and Currency ~ , 

m Ibid., p. 62. 
so Ib'd., p. 119. 
'" Ibid.,.p. 122. 



PART m 
REVISION OF RULES AND FORMS 

The Commission maintains a continuous program of reviewing 
its rules, regulations and forms under the various acts in order to 
keep abreast of constantly changing conditions in the securities in­
dustry. Apart from the periodic review conducted by certain staff 
members specifically assigned to <this task, the need for changes is 
brought to the attention of the Commission in several different ways. 
In some instances, changes are requested or suggested by investors 
or by issners, underwriters or their attorneys, accountants, or other 
representatives. Within the Commission, changes may be suggested 
by members of the staff as a result of reviews of the operation of the 
rules and regulations and the examination of material filed with the 
Commission. In accordance with the Administrative Procedure Act, 
most proposed new rules and forms are published prior to their adop­
tion in order to obtain the views of all interested persons, including 
issuers and various industry groups. During the 1957 fiscal year, 
the Commission published for comment or adopted a number of pro­
posed changes in its rules and forms which are described below.1 

Proposed Revision of Rule 133 Under the Securities Act of 1933 

This rule, which is in the form of a definition of the terms "sale," 
"offer," "offer to sell" and "offer for sale," operates to make the regis­
tration and prospectus requirements of the Securities Act of 1933 in­
applicable to securities issued in connection with certain mergers, con­
solidations, reclassifications and transfers of assets between corpora­
tions. The statutory construction embodied in this rule was devel­
oped in the early days of the Commission.2 A review of the operation 
of this rule led the Commission to conclude that the rule should be 
reconsidered. Accordingly, in the latter part of 1956 the Commission 
invited views and comments on a proposed revision of the rule which 

1 The rules and regulations of the Commission are published in the Code of Federal 
Regulations. the rules adopted und,~r the various Acts administered by the CommissIon 
appearing in the following parts of Title 17 : 

Securities Act of 1933, part 230. 
Securities Exchange Act of 1934, part 240. 
Public Utility Holding Company Act of 1935, part 250. 
Trust Indenture Act of 1939, part 260. 
Investment Company Act of 1940, part 270. 
Investment AdvIsers Act of 1940, part 275. 

• See 22nd Annual Report, Securities and Exchange CommISSion, p. 45. 

20 
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would;have the effect of rescinding the existing rule and· substituting 
therefor· one. which would 'define the above terms to: ,include the 
solicitation of a vote, consent or authorization of stockholders of a 
corporation in favor of such mergers, consolidations, reclassific.a­
tions and transfers of assets.3 A public hearing ~vas heid on the pto­
pos~d"revision in January, 1957 4 and in March the Commission an­
noUnced that i't would not adopt the'proposed 'rule as published but 
,vould give the matter fu.rther study and consideration.5 The matter 
,vas still pending at the'end of tIle fiscal year.' '..' J ,','. 

':': ill' 'I' • . 

Adoption. of Rule 434A and Amendment ·of. Forms ~1 and ~9 'Under the 
', •. ' . . I ' , 

.' '" ~~~ties Act of .1933 . . . I ' 

.' Section 10, (b) of the Securities Act as amended in 1954 6 authorizes 
the Commissiop. to adopt rules and regulations permitting the use of 
a .prosp~tus w.hich omits in part or summarizes in~ormation set forth 
in 'the ,niore cOlllplete .prospectus required to be used in connection 
with the .s.ale ,of securities. Acting pursuant to this authority, the 
Commission on November 26, 1956, adopted rule 434A which permits 
th,e u~e. of a summary prospectus in· the offering of securities regis­
te~eq. on F,orms S-l. or S-9 by registrants which are required to file 
annual and. other reports nnder section 13 or 15 (d) of tp.e Securities 
E.x~hange Act of 1934.7 Summary Pl~ospectuse~ provid~d;for by thi!? 
rule, are not intended to supplant the complete prosp~tuses which 
ml1st be furnished to purchasers of securities registered .under the Se­
~:urities Act. The purpose of such prospectuses is to furnish prospec­
tive ,investors with a condensed 01' summarized statement of some of 
tIle mo~e .important information contained in the registration state­
m~nt 1)0.as to epable t11em to determine whether they would be .inter­
e\3~,d,:'in re~eiving more complete information iI?- regard ·to the 
securities being offered. Summary prospectuses thus. facilitate the 
d,~ss~mip.atio~ of information in regard to registered securities and 
also serve as a screening device which enables issuers, underwriters 
and dealers to ascertain who is and who is not interested in re<eeiving 
the complete prospe~tus. ' 
; 'Forms 8-1 and 8-9 were amended in connection with the adoption 

of· rule 434.A"'so as to authorize ,the use'of'summary prospectuses in 
connection' with -the offering of .sequrities registered on these forms. 
The amended instructions superseded the instructions as to newspaper 
prospectuses previously ,contained in these forms since under the 
amended I instructions the two types of' prospectuses are combined. 

• Securities Act Release No. 3698 (October 2.1956). ' 
• Securities Act Release No. 3728 (December·17. 1956). 
• Securities Act Release No. 3761 (March 15. 1957). 
• Public Law 577. 83d Congo 
7 Securities Act Release No. 3722 (November 26, 195G). 



'; 

22 SEC'URlT.EE'S, AN'D EXCH.A.NGE OOMMISSION 

Thus a summary prospectus may' be published in a newspaper or 
other periodical or printed in a form suitable for distribution in the 
form of a circular, letter or otherwise. 

Adoption of' Note to' Rule 460 Under the Secu~ities Act of 1933 

The Commission is authorized by section 8 (a)' of the Securities 
Act to accelerate the effeCtive date of a registration statement, having 
due regard to the adequacy of the information respecting the issuer 
theretofore available to the public, the facility with which investors 
can understand the nature of and rights attaching to the securities 
to be registered and their relationship to the capital structure of the 
issuer, and to .the public interest and the protection of investors. 
Historically, the Commission has passed upon requests for accelera­
tion on a case-by-case basis' after consideration' of all the pertinent 
facts. However, with the passage of time, certain of the principal 
areas in which the Commission has refused acceleration have formed 
a pattern. Accordingly, the Commission submitted to the public a 
proposed codification of certain of these bases upon which acceleration 
might be denied.s After a public hearing,9 the Commission adopted 
as. a note to rule 460 a codification of 'the principal grounds upon 
which it would ordinarily deny acceleration of the effective date of 
It registration'statemeht.10 The note gives notice of the Commission's 
policy against acceleration in certain cases where provision is made 
for indemnification by the registrant of its officers, directors, or con­
trolling persons against liabilities arising under the Securities Act; 
where the registrant, a controlling person, or an underwriter is being 
investigated for possible violation of the statutes administered by the 
Commission, 'where an underwriter who is committed' to purchase 
securities does not meet certain standards of financial 'responsibility, 
and where there have been transactions by persons connected' with 
the offering which may have artificially affected the market price' of 
the security being offered. " 

Rescission of Rules 132, 151, and 414 Under the Securities Act of 1933 

Rule 132 w:as adopted prior to the 1954 amendments to the Securi-
ties Act of 1933 11 to provide for the use of so-called identifying 
statements'in connection with securities registered or in the process 
of registration under that Act. Section 2 (10) (b) of the Act as 
amended, in 1954 gave the Commission explicit auth«;>rity to adopt 
rules providing for the use of substantially the, same type of ad-

8 Securities Act Release No. 3672 (August 9,1956). 
9 Securities Act Release No. 3729 (December 18, 1956). 
10 Securities Act Release No. 3791 (May 28, 1957). 
U Public Law 577, S8d Congo 
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veitisements as ,those previously provided by rul~ 132; Acting pur­
suant to this authority the Commission adopted rule 134 in 1955.12 

Inasmuch as this rule superseded rule 132, the latter was rescinded.Is 

Rule ,151 ,was adopted by the Commission not long after the enact­
ment of the Securities Act of 1933. It defined for certain transactions 
the term, ~'issuance" as used in the former section 4 (3) of the Act 
as in effect prior to July 1, 1934. Since the rule applied only to offer­
ings, commenced prior to that date, it had become obsolete and was 
rescinded.14 
, Rule 414 was adopted in connection with rule 132. It required the 

filing with the registration statem!3nt-of identifying statements pro­
posed to be used pursuant to rule 132. With the rescission of that 
rule,,,rule 414 no·longer served any purpose and was rescinded.15 

Amen~ent of Rules 100, 170, and 426 Under the Securities Act of 1933 

, In the, latter part of 1956, the Commission reprinted its General 
Rules' and' Regulations uuder the SeCl~rities Act of 1933 using :the 
"section" designations of such rules in the Code of Federal Regula­
tions.16 In order to avoId possible confusion between sections of the 
Act' and sections of the Code, ,rule 100 was amended by deleting 
theref~om the definition of the term "section" which 'defined the term 
as meaning a section of the Act>·' , 

'Rule'170 was adopted some ye'ars ago to prohibit the use of pro 
forma financial statements which .give effect to the receipt and appli­
cation of any part of the proceeds from the sale of the securities 
being pffered unless the entire issue is firmly underwritten. The 
rule was amended to make it clear that it is intended to permit the 
use of 'such financial statements not only where there is'a firm com­
mitm:ent to take the issue but also where there is n~ such commitment, 
provided'the underwriters have agreed to take all of the securities, 
if any are 'taken, or to refund to public investors all subscription 
paymeilts made, if the underwriters elect not to take the issue.Is 

Rule 426 requires the inclusion in a prospe~tus for registered 
securities of certain statements and information in regard"to stabi~ 
lizing activities. The rule was amended to require, in the ~ase of a 
rights offering to existing security holders, that the prospectus used 
in connection 'with any reoffering of the unsubscribed securities to 
the gene~al public shall, contain informati<?n in regard to trans-

12 Securities Act Release No. 3568 (August 29, 1955). See 21st Annual Report, p. 4. 
1lI Securities Act Release No. 3692 (September 20, 1956). 
10 Id. 

'16 Id. 
11 For example, the Code of Federal Regulations designation of rule 100 Is § 230.100. 
17 Securities Act Release No. 3692 (September 20, 1956). 
18 ld. 
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actions effected: by, the issuer oc t~le underwriters during, t4e, rJghts 
offering period. :The amendment merely codified previous admi¢.~~ 
trative practice in ~his r~spect.19 IJ·.,,' ';, ,! 

Revision of 'RegUlation A Under ·the SecUrities' Act' of ,1933 and 'Withdrawal 
of ~roposed Amendments Thereto ' , . I, ',', 

Sho~tly after the'·begim'lirig of the 1957 fiscal 'year, 'the Oommission 
adopted a revis~d regulation A ,,,hich' 'provides" subject to certain 
terms and c'onditioris, a' general exeinption for certain 'issues 'of se~ 
curities not in excess of $300,000. A similar exemption provided, by 
regulation D for Canadian securities was merged into regul'ationJA, 
so that the regulation as' currently in effect provides a general ElX­
emption for both domestic and. 'Canadian securitieS;20 The revised 
regulation A was 'described in some detaH in' the 22nd IAnnlial 
Report,2l '" ' '" ';,. ,:. ,. 

When the Commission, adopt(.ld the revised re~ation ,A,: it f,Ln­
nounced that it had under consideration certain further ainendnlents 
~fregulation A in· addition to those contained' in the r~v~s~d regula.~ 
tion.22 These further amendments would have had 'the effect of mak­
ipg, the exe~pti~n provid~ci by th~t' ~egulat~o~ ~~ailable,.only: ,t~::~~~ 
sue,rs and', offermgs meetmg, sp~Clfi~ standards b~ed eIther, ,!p~m 
the existence of a record of net earnings by th~, issuer or upo~ a limi~ 
tation of the ~umber of securities which ~ig~t be' issued pursU!iti~ to 
the exemption. After further consid~ration of the ma~ter,' tp.e 'yo.W:: 
mission d~termined not to adopt .. these amendments. It also deter: 
mined not, to adopt a proposed amendment published' in Decembe'i· 
~955, w~i~h, 'vo~ld have '~e9-uire~ the, c~rtification ~f, fin~n~i'~i ,kta~7 
ments filed under regulation A.23 ' . 

With res'pect to the proposals '~hi~h wo~ld rest~lct the '~s~~,of 'r~g~ 
ulation A to seasoned compani!ls' and',offerings of a ~i~ited' nUlJ!.~~;,'of ' 
quits, the Commission,concluded that,there i~,no public investo1;' neep. 
for the imposition, of such; restrictions at th~ present tim~: This 'C9~~ 
clusion' was reached after c<;msidering the comniEmt~, receive'd ,in, re­
gard'to the proposed al11en,dments,', most of whi~h ,yere:'oppos,e<i" to ' 
sucl?- amendments, and th,e C.ommission's exper~ence i~', ~he adminif?­
tration of regulation A following its revision in July 1956. 'Tllei:e 
has been a reduction in the filings und~r regulatio~' 'A arid; thi~ ,'~i~t 
plus the Commission's stepped-up eI).forcement program led t1,le Com~ 
mission 'to believe that the problems to ~hich these proposal~ :relat~~ 
are effectively dealt with by.regulation A as presently in effect. 

With respect to the proposal to require certified 'financial' st!tte­
ments, the Commission concluded that, in view of the nature of the 

19 Id. 
'" Securities Act Release No. 8668 (July 23, 1956). 
81 P. 28ft • 
.. 'Securities Act Release No. 3664 (July 23, 1956) . 
.. Securities Act Release No. 3783 (May 9, 1957). 
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disclosure requirements of regulation' A and taking into account the 
limited financial information which is available with respect to pro­
motional companies as . well. as the added expense which certified 
'financial' statements would. impose on small businesses which use 
that· regulation, such requirement should ·not be imposed. 

'\Vithdrawai of Proposal T~ Amend Form 'S-1 . 
, •• I ) •• ' ~, • ,. I ' • ~. • I • ; - ., . • . 

, Th~s prQpose<;1, amendment related .to the registration of securities 
unger, the $e~uriti~s Act of 19~3, for the purpos~ of ma~ing a rights 
.0ff!3ring to e~i~ting security holders by c~rtain ltJ-rge, established for­
,e~gn, ~nt~~~prises.24 . ,The amendme~lt woul~ have: per~itted, suclJ 
~ssulfrs, w'ith the .excep~ioil. of ·N orth Ameriyan. an~ Cuban issuers, t<,> 
·furnish uncertified, financial statements if certain conditions were 
'~et: Tile p~:oposed' ~mendm~nt ',,-as . ,,;ithdrawJ~ Wh~l; tJl~ . Com­
mission concluded that there appeared to be 110 present need for it.25 

. , 
Proposed Revisions of Forms S-2 and S-3 

.. Form S-2 is used for registration under the Sec~rities Act of 1933 
.of _ securities of 'commercial and industrial c,ompanies.in the promo­
tionalt or developmental stage. Form. S-3 is a similar form .for 
mining companies in the exploratory or developmental stage. Re­
.visions. were proposed to bring .the forms up to. date in the light 
of the Commission's experience and current. admjnis~rative prac­
,tice.26

, .:1n.connection,therewith, Form S-l1, another form for mining 
companies in th~ exploratory stage, would be merg~d into Form S-3 
so that th.ere :would be only OlW form for use by this type of mining 
,companies. ,The proposed revisions were still under consideration at 
the eJ}d o~the.fiscal,ye!!-r.27,' ','.' . J 

Amendment 'of F~rms 8-4;.8'::"5 and 8-6. 
• r \ • 

':' These forms' at'e ti~ed for i'egistr'ation under tIle Sec~rities Act Of 
t933 of securities of iJivestment companies registered lliider the 111-
vestment Company Act of 1940. A registration statement on any of 
these forms ·consists of. certain of the information ,and documents 
which would be required in a registration statement under the 1ilvest­
'ment Company Act of 1940 if such a statement were currently being 
filed. Registrants on this form' are thus permitted to base their regis­
·trationstatementslunder the 19a3 Act'in large.part upon the informa­
tion and· documents' .!filed ,with. the Commission in the original 
.registration statement under the 1940 Act and in subsequent reports 

. filed thereunder. Such data are supplemented by information and 
" : . 

h:·· .. 'Secu~·ltIes Act Release No. 3735 '(Decemb~r in. 1956). 
2G SecurIties Act Release No: 3782 (Aprl\'30. 1957). . 
,. Securities Act Release No. 3668' (August 2, HiIl6). anti Securities :Act 'Release No. 

3700 (October 4.1956). ' ,' . 
• .. , '" Revl"ed . ForniA 'S-2 niul S~3 ,,'p.re ntlopted AiHl'U"t 1!!. ·]!!;:;7. cITecth'c SePtcmilCr, ]!!, 

1 n;J7. ~rc Recnr-itie. Act HelclI""" No". :\82R and :lS2:J. . ., . 
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documents required for registration'under the 1933,A~t which have 
not been previously furnished under the 1940 Act., ' 

Form S-4, which is used for registration of securities of. closed-end 
management companies, was revised during the fiscal year to bring 
it into line with a revision of the corresponding basic Form ,N-:-8B":'1 
under the Investment Company Act.28 A further amendment of this 
form and of Form S-5 was, ~t the end 'of the fiscal year; being co~­
sidered in connection with the Commission's 'consideration' of 'c'ertain 
proposed amendments to its Statement 'of Policy with respect to sales 
literature used in the sale, of investment company securities."" The 
Commission also has under consideration' a proposed 're~ision of Form 
'S-6 which is used for registration of securities of'jlllit investment 
trusts and securities of certain unincorporated managemerit investment 
companies." ' 

Proposed Amendments to Statement of Policy Relating to Investment Com-
pany Sales Literature ' , 

The Commission continued during the fiscal year its consideration of 
certain proposed amendments to its Statement of Policy ielating'to 
sales literature used by iI'l;vestment companies registered imder the 
Investment Company Act of 1940. 'rhe Statemellt of Policy was 
adopted in 195-0 and was amended'in Jal\uary 1955. It is'designed 
to serve as a guide for issuers, underwriters anu uealers in the' prepa­
ration of such sales literature so as to avoid violation 'of the, antifraud' 
provisions of section 17 of the Securities Act of 1933. A public'hear­
ing on the proposed' amendments was held November 15, 1956. After 
considering the testimony and after further consultation ,,-ith indus­
try representatives,' a revised draft of the proposed ,amendments was 
published in May 1957.31 At' the 'close of th~ year the,Com~ission was 
qonsidering t,he comments received as a result of, the p:Ublication 
of this draft and was continuing its 'discussion with iridustry repre-
sentatives."" ' 

Amendment of Rule 12b-35 and Form IO:-K'Under th~ Securities Exchange, 
Act of 1934 

During the.fisca]'year the Commission took lInder'con~ideration It 

revision of rule 12b-:35 of its General Rules and Regulatio'ns under 
the Securities Exchange Act of 1934.33 This rule permits registrants 
under the Securities Act of 1933 to file ,an application for registration 
of securities on a national securities exchange consisting principally 

, , 

"" Securities Act Release No. 3711 (October 29,1956). " 
:0 Securities Act Release No. 3789 (!\Iay 27, 1957)., These amendments :were adopted 

after the end of the fiscal year: see Securities Act Release NO.,3'854 (Ocfober' 30, '1957). 
""Securities Act Release No. 3690 (August 27.1956). , , , ' ,:,- :':' ,',': :,:, 
3t Securities Act Release No. 3790 (!\Iay 27, 1957). ' , ,- _ 
3' The amendments were adopted on October 31, 1957. Securltles'Act Release No. 3856 • 
.. Securities Exchange Act Helease Xo. 54il \)Iar'cll 11. 1!l5i), ' .. - - , 
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of its re'gistratibn statement under the Securities Act and any annual, 
semiannual or current reports filed pursuant to section 15 (d) of the 
Securities, Exchange Act. The principal purpose of the revision is 
to conform the rule to the requirements of the Commission's existing 
forms an9- to provide that the rule may not be used unless the regis­
tration statement filed as a part of the application for registration 
contains substantially ail of the infOl:mation which would be required 
by the appi·opriate application form.34 

The Comniission also considered a proposed amendment to its 
Form 10....:.K:35 This form is the principal form used for annual re­
ports by listed companies and Securities Act registrants which are 
subject to :the reporting reqilirements under sections 13 and 15 (d) of 
the Secui-liies Excharige Act. The proposed' amendment would re­
quire extractive enterprises to furnish such material information in 
regard to their production, reserves, and other matters as might be 
necessary to keep reasonably current the information previously re­
ported in r~gard thereto.36 

Amendment of Forms 4, U-17-2 and N-30F-2 

These for~s are used by directors, officers and principal stock­
holders for ~onthly reports of their security transactions and hold­
irigS- pursuant, to the Securities Exchimge Act of 1934, the Public 
Utility Holding Company Act 'of 1935 and the Investment Company 
Act of 1940~ On November 29, 1956, the Commission amended these 
forms to~quire persons reporting thereon to identify purchases 
niade through, the exercise of options and in private transactions. 
The p:urpose of 'the amendment is to enable persons' studying these 
reports to distinguish between such purchases and purchases made on 
the open market.8T 

Amendment of Forms N-8B-I and N-30A-I 

These forrris are used :respectively for registration statements and 
annual reports of management investment companies registered 
under tlte I~vestment Company Act of 1940. The Commission 
adopted similar amendments to each of tilese forms governing the 

;, computatl?n o~ certain required ratios.3s At the close of the year 
the Commission 'also had Under consideration a further amendment to 
Form N-8B':"1 which would require tlie 'registrant to supply certain 
summarized, irl:come and expense data and certain percentage ratios 
" " : r ". • I 

.. Revised rule' 12b-35 was adopted on August 19, 1957, elfective September 19, 1957. 
See Securities Exchange Act Release No. 5566. , 

115 Securities Exchange Act Release No. 5471 (March 11, 1957) . 
.. The proposed am!!ndment, to Form 10-K was withdrawn August 19, 1957., See, Securi-

ties Exchange Act Release No. 5566. ' 
111 Securities Exchange ,Act Release No. 5410 (November 29, 1956) • 
.. Investment Compan~.~ct Release No. 2430, (October 29,1956). 
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for the past 10 years."9 As mentioned above, this information would 
also be furnished in registration statements under the Securities Act 
of 1933 by management investment companies registering securities 
under that Act.89a 

Amendment of Rule 17d-l Under the Investment Company Act of 1940 

During the fiscal year the Commission adopted amended rule 17d-1 
designed to adapt the rule more closely to the language of section 
17(d) of the Investment Company Act, which grants the Commission 
regulatory powers with respect to profit sharing and joint venture 
relationships between investment companies and their affiliates.41l 

The prior rule had required Commission approval of pension and 
bonus plans whether or not such plans involved profit sharing. The 
amended rule applies only to profit-sharing arrangements. 

Proposed Revision and Consolidation of Forms N-8B-2 and N-8B-3 

This proposed revision and consolidation would result in a single 
form for registration statements filed under the Investment Company 
Act of 1940 by unit investment trusts which are currently issuing se­
curities and by unincorporated management investment companies 
which are issuing periodic payment plan certificates.41 The proposed 
revision is the first general revision of these forms since they were 
adopted in 1942. As a result of the experience gained over the inter­
vening years and in view of the fact that the form is now used chiefly 
by newly organized companies, it is proposed that these forms be sim­
plified. Much of the historical information relating to the operations 
of companies which were in existence at the time of the passage of 
the Act is no longer of importance and hence t.he requirement for fur­
nishing such information would be omitted under the proposed re­
vision. Inasmuch as the requirements for this form serve as a basis 
for furnishing information required in registration statements under 
the Securities Act of 1933, the proposed new form is being considered 
with registration under that Act particularly in mind. 

Adoption of Rule 17a-7 Under the Securities Exchange Act of 1934 

Rule 17a-3 under the Securities Exchange Act of 1934 requires all 
registered brokers and dealers to make and keep current specified 
books and records relating to their business. Rule 17a-4 provides 
that such books and records shall be maintained in an easily accessible 
place during specified periods. These books and records are subject 
to inspection by representatives of the Commission under section 17 

39 Investment Company Aet Release No. 2536 (May 27, 1957). 
89. ThIs amendment was adopted October 30, 1957, Investment Company Aet Release 

No. 2618 . 
.. Investment Company Aet Release No. 2472 (J'anuary 10, 1957). 
11 Investment Company Act Release No. 2401 (August 27, 19116). 
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(aJ),of,the:Act. The above; 'rules, however, were'not specifically de': 
signed to make acceSsible to the Commission the books and records of 
foreign brokers and dealers registered with the Commission.' " " ' 

On ,July ~6, 1956, the Commission adopted rule 17a-7 requiring 
each non~eSide~t 'broker or d~~ler, as 'defined 'in the rule;''to maintain 
in 'the Ullited States,' ~t a, place designated by him in a' \vritten no-
"I " " ' 

tice filed with'the Commission, complete and current copies of the 
books and r~cords he is required to maintain und~r any rule adopted 
under' the' Securities Exchange Act of 1934, unless he files with the 
Comlnission a 'written u'11deftaking, in substantially the form pro-' 
vided' for in the rule; to furnish to the Commission upon demand 
copies of 'any, all'or any part of his books and records sp'eCified in the 
demand: 42 . " 

.1,: ,I 

Amendment of Rule ISc2-:3 Under.the SecuritiesExchange Act of 1934 , 

Rule 15c2-3 was adopted on January 11, 1954,43 after validation 
procedures :for I German bonds were established, to prohibit trading 
in : invalid ,West German securities. This rule made it :unlawful for 
any 'broker. or dealer to effect any transaction in the over-the-counter 
market.in: anY' secu~ity required to be validated' under any applicable 
law of the Federal Republic of Germany unless (a) such security was 

"duly'validated; and (b) ,if such 'security was a dollar security, there 
was attached a document of the V' alidation, Board for German, Dollar 
Bonds certifying to. the validation of such security. The rule was 
amended ,on March 19; 1954,H to make 'it possible for brokers and 
dealei's 'to, trade iIi interest coupons detached from ,German bonds 
which had been duly validated. Subsequently information available 
to the'United States indicated that a considerable number of interest 
coupons detached from unvaiidated German bonds were in the posses­
sion of ' lawful holders .. "It appeared that these'bonds had been duly 
r,~pu,r~l1as~<l18r acquired by the <!er~~n issuers,that the interest. cou­
pons were lawfully detached when the holders sold the b9nds, and 
that many of the bonds were among those which were stolen in Berlin 
~ft.~r : 'the end' ~£ W orId ' .War' Ii. After the' German Gov~rnment 
pa~~;eci an ordi'nanci{ pro~idi~lg for validation 'of such coupons, the 
Validation: Board for German Dollar Bonds undertook to issue 'to 
each' r~gistr~nt',6~~ in~tru!llel~t '~ith ,resp~t'to all 'such coup~ns of 
the same' issue since,becanse ,?f administrative' difficUlt~es, it was 'not 
poss~ble for the Validation Board to issue separate :vali~atio~l illstru­
nl~nts fqr each coupon. -I,n .<?rder ,to l~galize trading in s~ch coupons 
'and to protect purchasers the Commission amended its rule 15c2-3 to 
provide that when ,a broker-deal~r e~ect~ a transa,ction.in a validated 

,-',' 

•• Securities Exchange Act Release No. 5336"­
.. Securities Exchange Act Release No. 4983 . 
.. Securities Exchange Act Release No. 5011. 
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interest coupon detached from an unvalidated Geririan d<?llar bond he 
must deliver with the coupons'the document of the Validation Board 
certifying to the validation of such coupons.45 

Amendment of Rule 12f-2 Under the Securities Exchange Act of 1934 

, Rule 12f-2 pro~ides for the cOlitinu'ati~n of, unlisted t~~~ing pI:ivi­
leges granted to a security pursuant to section ~2 (f) of the, Act when 
certain changes occur, with respect to the security: Before the 
amendment, the rule provided that a security admitted, to 1¥1listed 
trading privileges would still be deemed to be the, security thereto­
fore admitted to such privileges even though cert~in specified changes 
occurred, including changes in the pal' value, ',the number of sha,res 
authorized, or the n,umber of shares outstanding, aild that in other 
cases the exchange could file an application requesting the Conimis­
sion to find that, notwithstanding such change; the 'security was'sub­
stantially equivalent to such security. 

On November 23, 1956, the Commission amended tl!~ rule 46 so that 
if any change occurs with respect to a security which' 'is not fully 
listed and registered on another exchange and such change is accom­
panied by a major change in the capitalizatio~ of the" issuer the 
unlisted trading privileges will continue only if the, Gommissioll 
finds, after application by the exchange that, notwithstanding the ......... 
change, the security is substantially equivalent to the security there­
tofore admitted to unlisted trading ,privileges. A "major change 
in the capitalization of the' issuer" is defined in the nile to mean, one 
where, by reason of one or more mergers, consolidations,' acquisitions 
of assets or securities, or similar transactions, not including a sale 
of securities for cash, a stock dividend or a stock split, the number 
of outstanding shares of stock of the' issuer has been increased by 
more than 100 percent within any 12 consecutive calendar'months: 

Proposal to Amend Rules 15b-8 and 17a-5 Under the Sec~riti~s Exchange 
Act of 1934 , ',' ' 

On May '10, 1~57 t:)le Commission published its propos~l to am~nd 
rules 15b-8 and 17a-5 under 'the Securit~es Exchange, AC,t of 1934.47 
Paragraph (a)' of rule 17a-5 requires each meil1ber" broker, and 
deal~r subject to the rule to file a report of financial condition 
furnishing the information required on Form X-17A-5 within each 
calendar yeal:, but 'reports for any two consecutive years c,allllot be 
filed within less than 4: months of each other. The proposed revision 
of this paragraph of the rule would require reports to 'be.' filed as of 

<Ii Securities Exchange Act Release No. fi.370 (S~ptember 24, 1956) . 
•• Securities Exchange Act Release No. 5405. 
<7 Securities Exchange Act Release No. 5515. , 
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a' 'date within each, calendar year, except that: (a) The first report, . 
(for others than successors) would have to be as of a date not less 
than one nor more than 5 months after the broker or dealer becomes 
subject to the' rule, ' (b) reports could not 'be as of dates within 4 

. months of each, other, and (c) a member, broker, or dealer who suc­
ceeds to a:i1d continues the business of a predecessor would not have 
to file a rep'ort if the predecessor had filed a report as of that year. 

Paragraph (b) (1) of the rule exempts from the certification re­
quirements a' member, broker, or dealer ,vho is not required to file 
a certified firiancial statement with any State agency or any national 
securit.ies exchange and who, during the preceding year, has not 
made a practice of extending credit or holding funds or securities 
of customers except as an incident to transactions promptly con­
summated by payment or delivery. In December 1955 tli~ Com­
mission published a proposal to amend paragraph (b) of this rule 
to require all members, broke'rs, and dealers subject to the rule to 

, file certified reports.48 Many comments were received on this pro­
posal suggesting that exemptions should be available to certain mem­
bers, brOKers, and dealers. Under the Commission's revised pro­
posal, three limited exemptions from the requirement to file certi­
fied reports would be available. The first exemption would he 
available to members of national securities exchanges who do not 
transact business with the public, do not carry margin accounts, 
credit balances, or securities for persons other than general partners 
and are not required to file certified financial statements with the 
exchange. The second would be available to a broker whose se­
curities business is so limited that he has been exempt from the Com­
mission's aggregate-indebtedness-net-capital-ratio rule 15c3-1 by 
paragraph (b) (1) thereof. The third exemption would be available 
to a broker or dealer whose securities business is limited to buying 
and selling eyidences of indebtedness secured by liens on real estate' 
and has not carried margin accounts, credit balances, or securities 
for secnrities customers. ' 

Rule 1!5b-8 requires every broker or dealer who files an applica­
tion for registration to file with his application duplicate original 
statements of financial condition 'disclosing, as of a date within 30 
days, the nature and amount of his assets, liabilities and net worth. 
However, a partnership succeeding to and continuing the business 
of another partnership registered as a broker or dealer at the time 
of such succession is exempt from this requirement. Since the pro­
posed revision of· rule 17 a-5 would exempt successor broker-dealers 
from filing Form X-17A-5 reports for any calendar year as of which 

.. Securities Exchange Act Release No. 5264. 
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. n. predece~sor filed n. report, it is proposed to amend rule 15b-8 to 
delete the above exemption from rule 15h-8 and to require every 
broker-dealer filing un application for registration to file the finan­
cial statement required by the rule. This financial statement does 
not have to be certified by an independent accountant!9 

•• These amendments to rules 17a-5 and 15b-8 were adopted in substantially this form 
on August 8, 1957. See Securities Exchange Act Release No. 556D. 



ADMINISTRATION OF THE SECuRITIES ACT OF 1933, 
~ .'. . . . . ~. 

The 'Securities Act of 1933 is designed' to provide' disclosure to 
investors of material facts concerning securities publicly' offered for 
sale by use' of the mails or instrumentalities 'in interstate commerce, 
and to prevent misrepresentation, deceit, or other frauduient practices 
iIi. the' sale of securit'ies. Disclosure is obtained by requiring the 
issuer of such securities to file with the Commission a registration 
statement and related prospectus containing significant information 
about the issuer and the offering. These documents are available for 
public, iIispection as soon as they are filed. The registrkt~on stite'­
ment,must become "eff~ctive" before the securities may, be ,sold to ~he 
pub~ic. , In addition ,the pr<;>spectus must b,e ,furnished to the pur­
ch,as~r at or before the sale or d~livery of the security. The ~egistrant 
'and,the ~derwriter are responsible tor:the contents o:f,the registra-' 
~~o:q.'lsy~t~ment. T~~ Commission has, no' authority to ,control t~le 
nature or quality of a security to be offered for public sale or to pass 
tiponits merits or the terms of its distribution, and its' !!-cdon i~ per~ 
mitting ,a :registration statem~nt to become effectiv;e d~s not e~n-
stiW~, ,appr~val of *e securities: ' " 

:, DESCRIPTION OF TIlE REGISTRATION PROCESS 

R~gi~trati~n Siatement and Prospectus 

Registration of any security proposed to be publicly offered may 
be1effected by 'filing with the Commission'a registrationstatenient on 
the applicable form containing prescribed disclosures. A registration 
statement must contain 'the information and be accompanied by the 
documents 'specified in Schedule A of the Act, when relating to a 
security issued,' generally speaking, by Ii corporation or other private 
issuer; or those specified in Schedule B, when relating to a security 
issued. by a foreign government.' Both 'schedules specify in consider-' 
abl~ .detail the disclosure which an investor sho:uld have available' 
in order "that he may make' an informed decision whether to buy the 
security. In addition, the Act provides flexibility in its administra­
tion by empow~ring the Commission to classify issues, issuers and 
prospectuses, to prescribe appropriate' forms, and to increase or in 
certa~ instances vary or diminish the particular items of information 
required to "be' disClosed' in the registration statement as the) Com­
mission deems appropriate in the public interest or for the protection 
of investors. 

447079-58--4 33 
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In general the registration statement of an issuer other than a for­
eign government must describe such matters as the names of persons 
who participate in the direction, management, or control of the 
issuer's business; their security holdings and remuneration and options 
or bonus and profit-sharing privileges allqted- ,to them; the character 
and size of the business enterprise, its capital structure; past_hi~tory 
and earnings, and its financial statements, certified by independent 
accountants; underwriters' comm issions ; payments to promoters 
made within two years or intended to be made; acquisitions'of prop~ 
erty not in the ordinary-course of business, and the interest of direc­
tors, officers, and principal stockholders therein; pending or threat" 
ened legal proceedings; and the purpose to which the proceeds of the 
offering are to be applied.' The prospectus constitutes-a part of the 
registration statement and presents the more important of the re­
quired disclosures. 

Examination Procedure 

The staff of the Division of Corporation Finance examines each 
registration statement for compliance with the standards o{accurate­
and full disclosure and usually notifies the registraI1t by an informal 
letter of comment of any material respects in. which the statement 
appears to fail to conform to these requirements. The registrant is 
thus afforded an opportunity to file a curative amendment. In ad­
dition, the Commission has power, after no'tice and opportuni~y for 
hearing, to issue an order suspending the effectiveness of a registra­
tion statement. Information a bout the use of this "stop order" 
power during 1957 appears below ullder "Stop Order Proceedings." 

Time Required To Complete Registration 
/ 

Because prompt ex~mination of a registration statement is -im-
portant to industry, the Commission completes its analysis in the 
shortest possible time. Congress provided for 20 days in the ordinary 
case between the filing date of a registration statement or of an 
amendment thereto and the time it may become effective. This wait­
ing period is designed to proyide investors with an opportunity to 
become familiar with the proposed offering. Information disclosed 
in the registration statement is disseminated during the waiting 
period by means 9f the preliminary form of prospectus. The Com­
mission is empowered to accelerate the effective date_ so as to shorten 
the,20-day waiting period where the facts justify ~uch action. In 
exercising this power, the Commission is required by s~atute to take 
into account the adequacy of the information respecting the issuer 
theretofore available to the public, the facility with which- investors 
can understand the nature of and the rights conferred by the se-
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curities to be registered, and tpeir relationship to the ~apital struct:ure 
of the issuer, and the public Interest and the protection of investors. 

The median time which elapsed between the date of filing and the 
effective date with respect to 766 registration statements that became 
effective during the 1957 fiscal year l,was 23 days, the same period as 
in the preceding year. This time was divided among the three prin­
cipal stages of the registration process approximately as follows: 
(a) From date of filing registration statement to date of letter of 
comment, 13 days; (b) from date of letter of comment to date .of 
filing first material amendment, 6 days; and (c) from date of filing 
first amendment to date of filing final amendment and effective date 
of registration, 4 days. All these days are calendar days, including 
Saturdays, Sundays, and holidays. 

VOLUME OF SECURITIES REGISTERED 

Securities effectively registel'ed under the Securities Act during 
1957 totaled $14.6 billion, the highest volume for any fiscal year in 
the 23-y~ar history of the Commission. Registrations have almost 
doubled since 1953, wh~n $7.5 billion of securities were registered, 
reflecting annual increases of at least $1.5 billion oyer the 4-year 
period. The chart below shows graphically the dollar amount of 
effective registrations from 1935 to 1957. 

15 

10 

5 

o 
1935 

VOLUME OF SECURITIES REGISTERED WITH THE S.E.C. 

(Doll ars Bi 11 ions) 

1940 1945 1950 1955 
(FISCAL 'IEARS) 

1 Exclusive of 120 registration statements of investmeut companies filed as post-effective 
amendments to previously effective registration statements under sec. 24 (e) of the Im-est­
ment Company Act of 1940. 
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,These figures- cover all securities, -including new issues sold for 
cash by the issuer, secondary distributions, and securities ,registered 
for other than cash sale, such as exchange transactions and issues 
reserved'for conversion of other securities. 
- Of the dollar amount of-securities registered in 1957, 82.2'percent 
was:for the account of ,issuers for cash sale, 15.2 percent for account 
of issuers for'other than cash sale and 2.6 percent was for account· of 
others, as shown below. 

A~cou~t for which ~ecurities were 1'egisteri3d under the 8ecur'iti~'8 Act 'of 1933 
'during the fiscaZ year 1957 compared with the fiscal years 1956 and 1955 . , 

1957 in % of 1956 in % of' 1955 in % of ' 
millions t . t:>1 millions to~1 millions .: total ' 

-------------1·------------------
Registered for account of issuers for cash sale ____________________________________ _ 
Registered for account of lssuers for other 

$12,019 82.2 $9,206 70.3 $8,277 75.5 

than cash sale ________ : __ :: _____________ _ 
Registered for account of others than the issuers. _________________ . ______________ _ 

2.225 1;.2 2,819 21.5 2,312 21.1 

380 2.6 1,071 8.2 372 3.4 --------- ------, '{'otaL •• ___ • _________________ • _____ _ 14,624 100.0 13,096 100.0 10,961 ,100.0 
,; , 

: The most important category of registrations, new issu~ to 'be 
sold for cash for account of the issuer; amounted to $12.0 billioh' in 
1957 as 'compared 'with $9.2 billiOll'in 1956. J?or 1957, 47 percent 'of 
the total volume was made up of debt securities, 49 perCent common 
stock and 4 percent preferred stock. Approximat~ly 40' percent ~f 
the volume of COlpmon stock represented securities of i!lvestment 
companies. . 

Figures sh~wing the' number of statenients, total amoUnts regis-' 
tered, and a classification by type of security for new issues to 'be, 
sold for cash for account of the issuing company for 1935 to 1957 
appear 'in appendix table 1. More detailed information ·for .1957 
is given in appendix table 2 .. 

The classification by industries of securities registered for cash 
sale for account' of issuers in each of the last 3 fiscal years is as 
follows: 

Olassification by industries of securities registered for cash sale during the 
fiscal year 1957 compared with the fiscal years 1956 and 1955 

19571n • % of 1956 in % of 1955 In % of 
millions total millions total millions total 

-----------------------------
Manufacturlng_ •• ________________________ $2,674 22.2 $1,788 '19.4 
Mlning___________________________________ 283 2.4 148 1. 6 
Electric, gas, and water___________________ 2,951 . 24.5 1,802 . 19.6 
Transportation, other than raiL__________ 112 .9 118 1. 3 
Communicatlon_ .________________________ 2,030 16.9 1,294 14.1 
Investment companles_:__________________ 2,614 21. 8 2,890 31. 4 
Other financial and real estate __ ._________ 952 7.9 852 9.2 
Trade _______ , __ ,_" _______________________ :_ -84 .7 73 .8 
Service___________________________________ 33 .3 41 .4 Constructlon _________________________________________ c __________________________ _ 

$1,779 
106 

2,127 
12 

837 
2,236 

789 
27 

100 
160 

21.5 
1.3 

, 25.7 
.1 

10.1 
27.0 
9.5 
.3 

1.2 
1.9 --------------------

Total corporate.____________________ 11,733 97.6 9,006 97.8 8,173 98.7 
Foreign governments_·_'_: ____ " ________ : ____ 28_6 ____ 2_. 4 ___ 2_00 ___ ' _2. _2 _'_104 ____ 1._3 

'fotal_ ______________________________ 12,019 100.0 9,206 '100.0 8,277 100.0 
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. TIieinvestment company issues referred to in the table above were 
cl'assified as follows: . 

Ola88i/lcation of regi8tered i88ue8 01 inve8tment companie8 according to type 01 
organization during the 1957 {i8cal year compared with the fi8cal year8 1956 
and 1955 . _ ' . 

1957 In 
millions 

Management open-end companies............................ $1,791 
Management closed·end companies ......................•••................ 
Unit and face amount certificate companies................... 823 

1956 In 
millions 

$2,267 
42 

582 

1955 In 
millions 

$1,853 
28 

355 

2,890 2,236 Total .......... ~ ........•.....•...................•...•.. 1---2-,6-14-
1
-----

1
----, 

,:. Qf the net proceeds of the corporate securities registered for cash 
'sale for the account of issuers in 1957,7'2 percent was designated for 
new money purposes, including plant, equipment and working capital, 
t"percent for retirement of 'securities, and 27 percent for other 
purposes, principally the purchase of securities by investment 
comp,anies. 

REGISTRATION STATEMENTS FILED 
" ' 

During the 1957 fiscal year, 943 registration statements were filed 
foJ,' offerings of securities aggregating $14,667,282,319, compared with 
981 registration statements covering offerings. of $13,097,787,6~8 in 
the 1956 fiscal year. '. " 

Of the 943 statements filed in 1957, 305, or 32 percent, were filed 
by companies that had not previously registered any securities under 
the Securities Act of 1933, compared with 415, or 42 percent, of the 
corresponding total during the previous fiscal year.. ._ 

The growth in the volume of proposed, financing under the regis­
tration provisions of the Securities Act of. 1933 is shown by the fol­
lowing tabulation, which reflects a 3-year increase in 1957 of 63 
percent over 1954 in the aggregate dollar amount. of offerings as 

, stated in the registration statements filed. ' 

Fiscal year 

1954 ••..•.••••.•.••••• 
1955 ••••..••••.••..•.. 

Number of Aggregate 
statements dollar amount 

filed 
Fiscal year 

649 $8, 983, 572, 628' 1956 .••••..•••••••.••. 
849 11,009,757,143 1957 ••.•••. .: .... ~ .• " ••. 

. - ~.; . 

Number of Aggregate 
statements dollar amount 

tlled 

981 $13.097, 787, 628 
943 .14, 667, 282, 319 

; A cumulative total of 13,791 registration statements have been ,flIed 
under the Act by 6;671 different iS3uers covering proposed offerings 
of securities aggregating nearly $134 billion during the 24 yeal'l'l' from 
-the date of the enactment of the Securities Act in 1933 to June 30,1957. 

Particulars regardirig the disposition of all registration statements 
flied under the Act to June 30, 1957, and the aggregate dollar amounts 
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of securities proposed to be offered which were reflected in the registra­
tion statements both as,filed and as effective, are summarized in the 
following table. 

Number and ai8position of regi8tration statements file a 

Prior to July 1, ,July 1, 1956, to Total as of June 
1956 June 30, 1957 30. 1957 

Registration statements: .' Filed_________________________________________ 12,848 13,791 

, . I------------I-----------I-------~---
Disposition: 

Effective-neL___________________________ 11,147 • 884 312,024 
Under stop order-neL _______ .__ _________ 187 6 193 
Withdrawn_________ ______________________ 1,399 70 1,469 

~~gl~~:~ ~~~~: mL::::::::;::::::: ______________ ~~~_ :::::::::::::::::: ---------------i05 
TotaL ___ : ______ ,,________________ ______ 12,848 __________________ 13,791 

1==========1=========1============ 
Aggregate dollar amount: ' 

As tlled_",,:_________________________________ $119,090,464, 965 $14,667,282,319 $133, 757, 747,284 
As effective __ ~________________________________ $116,135,795,262 $14,623,579, 4iO $130,759,374,732 

, I Includes 120 registration statements covering proposed offerings of securities aggregating $2,532,126,208 
which were tiled by investment companics under sec. 24 (e) of the Investment Company Act of 1940, which 
permits registration of additional amounts of investment company securities by posteffective amendments 
to previously efTective registration statement~, , 

, Excludes 2 statements that became effective but were later withdrawn; these 2 st .. tements are counted 
in the 70 statements withdrawn during the year. ' 

• Excludes 7 statements that became effective prior to July 1, 1956, but were withdrawn during the year; 
these 7 statements are counted in the 70 statements withdrawn during the year. 

The reasons for requesting withdrawal of the 70 registration state­
ments withdrawn during the fiscal year ended June 30,1957, are ShOW!l 
in the following table: 

Numher of Percent of 
Reason for withd~wal request statements ' total 

withdrawn withdrawn 

10 14 

17 25 
23 33 
16 23 

Registration statement materially detlcient and staff's letter of comment requested amendment __________________________________ . ________________ ~_ 
Registration statement materially detlcient and registrant advised that 
uules~ statement was withdrawn stop order proceedings would be necessary_ Change in financing plans ________ : _________________________________________ _ 

Change in market conditions _______________________________________________ _ 
Registrant's Inability to obtain acceptable underwriting terms ______________ _ 3 4 
Determination by registrant to utilize Regulation A exemption for offerings not In excess of $300,000 ___________________________________________________ _ 

~ 
TotaL ________________________________________________________________ , 70 100 

RESULTS OBTAINED BY THE REGISTRATION PROCESS 

. Results obtained by the staff's examination of registration state-
ments.during 1957 are illustrated by the following examples. i. 

Adjustments made because of differences in determination of 
income for tax and corporate reporting purposes.-As a general 
principle, income for corporate reporting purposes is deter~ined by 
alloclj.ting revenues and related costs to the same' a'ccounting periods . 
. Certain provisions of the income tax laws depart from this cOl').cept. 
',rh.e . differences in treatment of. various' items of income and expense 
for . .tax and reporting purposes continue to' present problems in the 



TWENTY -THIRD ANNUA'L REPO'RT 39 

'fmanchil statements filed with the Commission. For example, a com­
pany claiming depreciation measured by the declining-balanc~ method 
for tax purposes included lesser amounts calculated by the straight 
line .method in its income statements included in a registration state­
ment. The staff was of the view that as presented the improvement 
in' earnings shown in the statements over a 3-year period could be 
seriously misleading. After amendment the earnings per share for 
the most recent 2 years, ,the only years affected, were reduced to 70 
percent for·the last year and 87 percent for the preceding year of the 

,corresponding figures prior to amendment. 
- In another case preoperating expenses had been taken as a deduction 
for income tax purposes, as permitted lmder the Internal Revenue 
Code, but were'treated as deferred charges to future operations, .£or 
purposes of reporting and therefore omitted as a current cliarge ill 

, determining ~arnings per share. The issuer was required to reduce 
, the reported earnings by setting aside a reserve for income taxes re­

lated to these expenditures to be charged to income in future years but 
no longer ·available as a deduction for taxes .. The effect of this re­
visiori was to reduce the reported net income for the year 1956 to 
$584,426 or $1.22 a common share, from $710,426 or $1.49 a common 
share. Net for the quarter elided March 31, 10;')7, was reduced to 
$63,232 from $213,232 as previously reported'. 

Restatement of earnings per sh.are.-It is a ~ommon practice to 
refer to earnings on a per share basis and it is essential that an 
appropriate method of calculation be used and that the method used 

. be clearly stated. In one ease a summary of earnings as originally 
filed,showed net income per share as $0.99 and $1.43 on corporate and 
consolidated bases, respectively, for· the most recent fiscal year as 
compared ,vith $0.03 and'$0.39 for the preceding year. The registra­
·tion statement was revised,so as to show the consolidated. amount for 
the last year as $0.45 per share in t'he summary table. The corporate 
amount was not shown in the summary table, 'but a note referred to 
in the table in respect of the last year stated that net income per 
share excluded a special credit, gain on sales' of securities, amounting 
to $O.!)9 per share, based on shares outstanding at the end of the fiscal 
'Year, o~· amounting to $0.64 pel' share based ilpon 'shares 'to,be outstand­
ing as qf the time of the public offering of additional shares '(i. e., giv­
ing effec.t'to conversion' of certain debentures into common shares). 
The note also disclosed that giving effeqt to conversion of debentures as 
though effective at the beginning of the year, with adjustment for 
interest on the debentures and related income tax 'effect, the $0.45 
consolidated net income per share would' have declined to $0;34 per 
share, and on a corporate only 'basis would have been $0.05 per share. 
In 'sun~~ary, the investor obtained a picture of $0.34 net income per 
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share plus $0.64 special credit gain on sales of securities 'per share for 
the last year, as compared with a net income per share figure of $1.43 
as originally presented. 

Adjustments in provision for depletion of oil and gas proper­
ties.-A filing under the Securities Act by a 'Canadian oil and gas 
company included summaries of earnings which ,showed that, the 
registrant and subsidiaries, and an acquired company and its sub­
sidiaries, had substantially higher net incqme in 1956 than in .1955. 
In fact, substantial losses were reported'for'1954 and 1955 'and sub­
stantial profits for 1956. A study of the items in the summary indi~ 
cated that the improvement reported was in large measure'due to 'the 
·fact that the registrant's statement showed a negative or credit pro­
vision for depletion in 1956 of $62,000 compared with a charge of 
'$220,000 in 1955, and the, 'acquired group's' statement showed ,1956 
-depletion charges of approximately 30 'percent of the 1955 ch!Lrges. 
It was ascertained by the staff, that, because in 1956 estimates of re­
coverable oil were materially increased by new discoveries, the com­
panies considered that provisions for depletion in prior' years had 
been excessive and the cumulative adjustment was 'reflected in the 
1956 income statements. The staff took the position that, annual de­
pletion charges should be based upon known reserves, and .that addi­
tional reserves discovered thereafter should be made the basis -for 
determining future depletion charges as oil is recovered therefrom, 
based upon adjusted costs. The financial statements were amended 
'in accordance with the staff's view. As a result the registranVs orig­
inally reported consolidated net income of $132,000 was converted' to 
a loss of $93,000 arid the net income of the acquired group was reduced 

·from the originally reported '$447,000 to $300,000. ,'As originally 
filed the pro forma combined summary of earnings showed net income 
of 8.33 cents per share. As adjusted, earnrngs were 2.98 cents per 
~~ " 

STOP ORDER PROCEEDINGS -

"Section 8 (d) provides that, if it appears to. the Commissi'on at 
any time that a registration statement contains .an untrue stateme.nt 
of a material ,fact or omits to state any material fact required to be 
stated therein or necessary to make the statements therein not mislead- _ 
ing, 'the Commission may institute proceedings looking to the issllance ' 
of a st9P order suspending the effectiveness of the registration .state- . 
ment. Where such an order is isslled, the offering cannot. lawfully , 
be made, ?r continned if it has already b~gun" until the registration 
statement has been amended to cure the deficiencies and the, Com­
mission h~s 'lifted the stop order. During the' i957 fisca( year 10 
new pi'oceedings ,,'ere authorized by the Commission under section 
R (0) of the Act ano 7 snch proceeoings were contim'leo f~om the 
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preceding: :yeur. ; .. J.n connection with .t11ese 17 proceedings' 8 l'top 
orders' were -issued during the year, on,e proceeding was terminated 
l!I).d 'th~, registration. statement permitted to become effective, and 
Qne. I>l'I;>ceeding "!lS, term4Iated by w~thdrawal of the registratio.n 
st!1tement .. The remaining seven casel> w,ere pending. as ,of June 30, 
1~5.7. . .... 
, ,Two, pro.ceedings inwhich stop orders were issued with, respect to 
registration statements' filed by American Republic Investors, In~., 
and, lJranium Properties, Ltd., were described in ~he 22d Annual 
llep.ort.2 The other six proceedings which resulted in the issuance 
of; stop I orders during the year are described below, as, well as a 
seventh proceeding in which a stop order was issued shortly. aft~r 
the end of tl~e fiscal year. " . 
"{iWyoming Gulf-Sulphur Corporation.-This corporation .·filed a 
!,egist~at~on statement with the Cominission relating to ,a proposed 
p1!-blic offering,l,>y th~ cor.poration o~ 70q,000 shares for its own account 
a~d ,2~6,000 s1:l.ares for the acc~>unt of two stockholders: After hear­
ings the Commission issued an order pursuant to section $ (d) of the 
Securities, Act of 1933 suspending the effectiven~ss of the registration 
statement .on the basis, of findings that, among otl}er, things, the corpo~ 
,!ation failed to dif:lclose in the registration statement the limited ex­
peri~nce of management in marketing it~ product and, the 'liin~~ed 
na~ure of the potential ,market for its product.3 

The co.rporation proposed to produce and market '~soilaid,'.' which 
was, obtained .by treating the sulphur-bearing ores, on the proper~ies 
cQntaining about 16 percent sulphur so ~ to increase the sulphur 
content to not less .than 25 percent. Thi~ prod~ct can be used on 
certain soils in the western part of the United States for. the purpos~ 
of,ca~sing:them to become friable and permeable to w~ter. Gypsum, 
in abundl!-nt supply in ·the :west, is also used for this purpose .. AI­
tllOugllthe corporat~~n's stated plans were'to produce 400 'tons a day. 
in one of its plants and 1,000 tons a, day in, a p~ant proposed to be 
c~~~tructed with pa~t.of the f!Inds obtained from ilie proposed financ­
~ng, .o~ly a very limited amount' of sulphur7bearing ore had been, 
t~eat~d,and in the year 1954 only 18,221 tons of sulphur, ;we:t;"~ used 
for'soil,treatment purposes in ,the entire United States.. This infor­
matipn and the fact that b.ecause of transportati.on .costs it' would be 
ch,eaper fO:t;" ia purchaser residing in the west t~ obtain sulphur from 
t~e Gulf Ports of Texas than to purchase the product from the corPo­
ration were either ,not dis,closed in the registration statement or i~': 
adeq~ately. P!esented., .' . 
• • {, • 'J I L~:'" 

'J PP. 75;-77. , 
'. 8 Securities Aet Release No. 3690 (September 18, 1956). 
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, The Commission also found that the proposed method of distribu­
tion of the securities was misleading. Since the bid and asked price 
of the securities at the time the registration statement was filed was 
around $1 and the proposed offering price was' to be not less than $2 
a share, the Commission found that "it seems clear tliat the stock could 
not be sold at $2 a share except by misrepresentations or other fraudu­
lent means, unless the market rose appreciably." In this connection, 
the Commission cited the fact that a few days before the registration 
statement was filed with the Commission, a broker-dealer firm' with 
which a vice president of the corporation was associated circulated a 
grossly false and misleading "special report" recommending the pur­
chase of the registrant's stock. 

Other areas in which the corporation either failed to disclose mate­
rial information or inadequately presented information, included the 
use of the proceeds from 'the' offering, transactions with promoters, 
and the history of the unsuccessful operation of the properties. 

Bets Frozen Food Storage, Inc.-This registrant was organIzed 
in Maryland in April 1956 for the purpose of constructing and op· 
erating a frozen food storage wa:rehouse near Baltimore. 'It pro­
posed to offer through its officers, directors, employees and stocko 

hol~ers, and possibly also through selected brokers and dealers, 
$1,750,000 principal amount of debentures at $100 per', debenture: 
The debentures were to be convertible into preferred stock.' After 
deduction of $15 per debentu!e,' or $262,500, as selling commission~ 
and expenses of $50,000, net proceeds to the registrant were estimated 
to be $1,437,500.' Registrant was virtually without assets and was 
looking entirely to the proceeds of this financing for its capital 
requirements. 

In connection with the proceedings brought under section 8 '(d) 
it was alleged tha~ the registration statement failed to provide ade­
quate disclosure of the registrant's' position and plans in case pro­
ceeds were inadequate to make its projected warehouse a r~ality since 
there was no firm commitment by an underwriter or any person to pur~ 
chase all or any part of the securities and hence no assurance as to 
what amount of proceeds might be received; that registrant 'mini­
mized or ignored competItive conditions in the industry in which 'it 
was about to embark, falsely claiming a 'large demand for its speCific 
services based upon a nonexistent "survey," and grossly misrepre­
senting its outlook even to the point of' predicting with little or no 

, basis except optimism "a gross profit of over $500,000- per year after 
all salaries, wages, and maintenance and costs of operations"; that 
the registration statement failed to disclose that all of the. ~o.~on 
stock equity in the corporation was to be sold to officers and directors 
for an amount not in excess of $2,500; and that the registration state-
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ment misrepresented the business experience of the officers and 
directors. 

After testimony was taken at a hearing registrant consented to 
the entry of a stop order suspending the effectiveness of its regis­
tration statement and such an order was entered.4 Subsequently 
registrant filed an amendment to the registration statement purport­
ing to correct the inadequacies and misrepresentations therein. 
After consideration of the amendment the Commission found that 
inadequacies and misrepresentations still existed, and the stop order 
continues in effect. 

Freedom Insurance Company.-This registrant was organized in 
California in 1954 for the purpose of selling all types of insurance 
except life, title, and mortgage insurance. Under a registration 
statement which became effective December 22, 1955, 500,000 shares 
of'common stock were offered at $22 per share. On July 12, 1956, 
proceedings pursuant to section 8 (d) were instituted. Included in 
the allegations made with respect'to the registration statement ,were 
questions as to the adequacy, and accuracy of disclosure therein of 
the financial, resources of a corporation controlled by the prolnoters 
of the registrant which was to perform selling and service functions 
for the registrant, and the amount of the commission to be received 
by such corporation under it sales alid service contract on insurance 
written by the registrant. 

After hearings were commenced and testimony was taken, the reg­
istrant submitted a written stipulation and consent to the entry of 
an order 'by the Commission pursuant to section 8 (d) suspending 
the effectiveness of its registration statement and snch order was 
entered on the basis of findings and an opinion by the Commission.s 

The registration statement was subsequently 'amended in accordance 
with the order and the stop order was lifted.G 

' 

Ultrasonic Corporation.-At the close of the previous fiscal year, 
the Commission had under advisement the record in the matter of 
the stop order proceedings pursuant to section 8 (d) relating to a 
registration statement',filed by Ultrasonic Corporation (now named 
Advance Industries, Inc.), as described in the 22d Annual Report, 
pages 79-80. The filing covered a public offering of 200,000 shares 
of common stock at $12.75, with net proceeds to the Company of 
approximately $2,300,000, in addition to common stock issuable on 
the exercise of warrants and th,e conversion of certain outstanding 
bonds and, debentui·es., The registration statement became effective 
on July 22, 1954, the sh1tl'es offered for cash were sold and tlie com-

• Securitiee Aet Release No. 3699 (October 2, 1956). 
• Securities Act Release No. 3707 (October 18,1956). 
• Securities Act Release No. 3759 (March 6, 1957). 
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pany received the net proceeds from the· underwriters .. An amenq.: 
ment relating to the offering and exercise price of certain warrants 
was filed on August 23,1954, and was declared effective .0Il A,ugust 
25, 1954. 

On January 18, 1957, a .stop order was issued.1 The record of the 
proceedings showed that numerous improper adjustments on th~ C9!ll­
pany's books and omissions to make necessary adjustments produced 
completely unrealistic financial statements, and were the result of a 
deliberate design to present optimistic figures. It w~s found tl~at th~ 
statement of income for the 6 months ended March 31, 1954,. 'which 
was furnished unaudited in the registration. statement, w!!s,sp.bst~n­
tiaIly inaccurate and misleading in that the $:4:9,715 profitr~ported 
for that period was at least $900,000 in excess of the amount that 
should have been shown. Among adjustments which should. have 
been made for that period were provisions for reserves to. r.educe.in­
come by $317,435 for redetermination of profits on a Government con., 
tract, for profit adjustments downward on other Governm~nt con­
tracts, and for losses .. Also ,cost of sales' of goods manufactured by 
one of the divisions of the company was reflected in the income st~te­
ment for the 6 months ended March 31, 1954, on a percentage of sales 
basis which was entirely unjustified. There did not appear to be acc 
tnal recent support in the experience .of the company for the selection 
of the percentage amount of 77.3 percent used in estimating the ratio 
of cost of sales to sales. The cost of sales for the 6 months' period as 
coinputed on the improper formula of 77.3 percent of sales of the·di.: 
yision for the period amounted to $744,175, as 'compared to .$93.6,436, as 
determined by the comptroller of the company' from the cost books. 
Additional items questioned included inventory items not written off, 
expense items· improperly capitalized, and expense liabilities not 
entered . 

. The. registration ~tatement was also deficient.in failing to disclose 
operating losses incurred after March 31, 1954. Profit and loss data 
compiled by the accounting department of the company available 
prior to the time the registration, statement became effective july 22, 
1954, indicated operating losses for the months of May and·June 1954 
aggregated $485,805 .. A later profit and loss statement showing loss~ 
for May,June, and July 1954 totaling $800,182 was given to the man­
agement on August 19, 1954, before. the post-effective amendment to 
the registration statement was filed.. The management was charge­
able with knowledge that registrant was incurring large operating 
losses during this period. ' '. .' 

Universal Service Corporation, Inc.-This company, a Texas cor­
poration, filed a registration statement cov~ring a proposed"public 

'.,._ • • t I, .-

7 Securities Act Release No. 3742 (January 18, 1957). 
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offering of 560,000 shares of' its ·2-cent par value common stock it 
'$2.50= 'per share, for the purpose of, financing the exploration: and, 
'ifw~rranted, the' mining of uranium, quicksilver, and other'min­
erals, as 'well as gas' and oil. The Commission issued a' stop order 
'for the reasons indicated below.s " , , " 

,: , 'The" disclosures' respecting the existence' of minerals .in. the reg­
istrant's property consisted 'primarily of report.s by, a: consulting 
engineer and' geologist which were included in exhibit.s to the regis­
tratiOlf.statenient imd were 'qlloted 'at length in't.he prospectus. ' The 
8ommission 'found that the reports were essentially misleadirig and 
the'> use' of the' information therein, in the, prospectus was deceptive 
to investors. The survey made by the geologist covered 68 ,square 
'miles' 'ana only a small 'area in a certain section was further explored. 
The few 'sillnples taken from the explored area were handpicked 'and 
showed no evidence: warranting a reasonable belief that minable ura­
'nirtm existed." The 'references to the relatively high uranium content 
of the,selected samples, and to ore'bodies and ore stockpiling were un­
;justified. The reportS also referred to t.he existence of oil"bearing 
boulders' and 'claimed' that, they are direct evidence that oil-bearing 
'strata exist at depth. This' conclusion appeared to be: wholly 
unwarranted'.- " " 
, The Commission, also found the registration statement deficient 
'in other'respects. It,stated that, the registrant might retain an un-
derwriter and pay a commission not to exceed 20 percent but,failed 
to disclose :who the :underwriter .would, be; In respect of the' appli­
cation 'of 'proceeds, the registration statement set' forth a rough item­
ization of the manner in which the proceeds of the offering were,to 

'be 'spent but failed to indicate a, basis for considering that' so large 
a sum as $1,250~000 could reasonably be expended in ~onnection with 
further work on the 'property. The registration statement also failed 
to' disclose' ,possible civil liabilities resulting from the sale <,of its 
securiti~ in violation of the Securities Act. , " 
, 'American Investors Corporation.-The registrant, a Tennessee in­
sUrance' company holding corporation, filed a registration 'statement 
covering 4,962,500 shares of $1 par common stock to be offered at $2, 
of; which 962,500 shares we~e reserved :for issuance upon exercise of 
options to be granted by registrant. < Deficiencies constituting grounds 

,for issuance of the stop order ,cited in the Commission's opinion in-
cluded failure to disclose (1) the plan and terms of the proposed 
distribution by five promoters, four of whom were undisclosed, and 
the commssions to be reallowed to sub-agents; (2) that the purpose 

-in- se~ting up,the holding company was to allow management greater 
'latitude' in the' investme~t < of funds than wO,uld be: permjtted to ,an 

• BeeurlUes Act Release No. 8748 (February II, 19117). 
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insurance company under state law; (3) that registrant had no present 
need for the total anticipated proceeds of $7,200,000 sought, and no 
present plans for the use of such proceeds other than to use $300,000 . 
to organize an operating insurance company subsidiary and to invest 
in debentures, high grade securities, and nonadmitted assets for the 
subsidiary; (4) that none of the persons presently associated. with 
registrant had any experience in the management of an investment 
portfolio or in the management of insurance companies; and (5) that 
options covering from 5,000 to 25,000 shares had been promised to 
prominent persons without cost in order to secure their association 
with registrant for the major purpose of facilitating the sale of its 
securities to the public.9 • I 

Republic Cement Corporation.-This registrant was a Delaware 
corporation organized for the purpose of constructing and operating 
a cement plant of 1 million barrel annual capacity near the town of 
Drake, Ariz. The registration statement covered a proposed offering 
of 1,050,000 shares of $10 par value capital stock at $10 per share. 

After hearings the Commission found that the registrant had failed 
to disclose that its proposed annual output of gray' cement combined 
with that of a presently producing plant in its market. area would 
far exceed any past or present market demand and that the existing 
plant had not been operating at full capacity. It further found 
that the registrant's proposed output of white cement exceeded 25' 
percent of the annual consumption of that product in the entire 
United States. The company's plant construction cost figures were 
determined to be much lower than those of its competitors because 
certain installations which are normally'part of a cement plant were 
to be eliminated, and the registrant had not provided for sufficient 
storage capacity for its finished product. The Commission also found 
~that despite the representation in the prospectus that the registrant 
had 'on its properties 1,851,300,000 tons of limestone suitable for the 
production of cement, only the most rUdimentary type of exploration 
had been performed on the properties, and no systematic core drilling 
or sampling was used to test the continuity, depth~ and quality of the 
limestone. 

The Commission further found that approximately 60 stockholders 
who were designated as "promoters" were not in fact promoters as 
they had not rendered any promotional' services, and that the sales 
of stock to them were not exempt.under section 4 (1) as claimed and 
were in violation of section 5 of the Securities Act. 

• Securities Act Release No. 3771 (AprlI.5, 1957). The registration statement was sub­
sequently amended in accordance with the Commission's stop order and the order was 
llfted. See Securities Act Release No. 3810 (Jnly 9, 1957). . .'. . 
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A stop order was issued by the Commission shortly after the close 
of the fiscal year.10 

EXAMINATIONS AND INVESTIGATIONS 

The Commission is authorized by section 8 (e) of the Act to make 
an examination ,in order to determine whether a stop-order proceed­
ing should be instituted under section 8 (d). For this purpose the 
Commission is empowered to subpoena witnesses and require the 
production of pertinent documents. During the 1957 fiscal year the 
Commission authorized four private examinations pursuant to this 
section of the Act. One additional private examination was pending 
from the previous fiscal year., As of June 30, 1957, one of the exam­
inations was still pending, one had resulted in the withdrawal of the 
registration statement after the institution of stop-order proceedings 
under section 8 (d), two had resulted in the issuance of stop orders, 
and one had been closed and the registration statement concerned 
was permitted to become effective. 
, The Commission is also authorized by section 20 (a) of the Act to 

make an investigation to determine whether any provisions of the 
Act or of any rule or regulation prescribed thereunder have been or 
are about to be violated. The Commission has instituted investiga­
tions under this section as an expeditious means of determining 
whether a registration s.tatement is false or misleading or omits to state 
any material fact. ,During the 1957 fiscal year twelve such investiga­
tions were instituted. Two of such proceedings resulted in the institu­
tion of. stop-order proceedings under section 8 (d) of the Act, one was 
closed and the registration statement involved became effective, one 
resulted in the registration statement being withdrawn, and the other 
eight were pending at th~ end of the fiscal year. 

EXEMPTION FROM REGISTRATION OF SMALL ISSUES 

Under section 3 (b) of the Securities Act, the Commission Is'em­
powered from time to time by its rules and regulations, and' subject 
to such terms and conditions as it may prescribe therein, to add any 
class of securities to the securities specifically exempted by section 
3 (a) of the Act, if it finds that the enforcement of the registration 
provisions of the Act with respect to such additional securities is not 
necessary in the public interest and for the prote,ction of investors 
by reason of the small amount involved or the limited character of 
the public offering. The statute imposes a maximum limitation of 
$300,000 upon any exemption provided by the Commission in the 
exercise of this power. 

10 Securities Act Release No. 3816 (July 26, 19(7). 
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Acting under this authority the Commission has by various regu­
lations adopted the following exemptions: 

Regula tion A: 
General exemption for United States and Canadian issues up to $300,000. 

Regulation A-M: 
Special exemption for assessable shares of stock of mining companies 

up to $100,000. 
Regulation A-R: 

Special exemption for first lien notes 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. 

The exemption for securities of Canadian issuers, formerly pro­
vided by regulation D, was merged into the Commission's revised 
regulation A effective July 23,1956.11 

Exemption from registration under section 3 (b) of the Act does 
not carry exemption from the civil liabilities for material misstate­
ments or omissions imposed upon any person by section 12 (2) or 
from the criminal 1iabilities for fraud imposed upon any person 
by section 17. 

Exempt Offerings Under Regulation A 

The Commission's regulation A implements section 3 (b) of the 
Securities Act of 1933 and permits a company to obtain not exceeding 
$300,000 (including underwriting commissions) of needed capital in 
anyone year from a public offering of its securities if the company com­
plies with the regUlation. Upon complying with the regulation, a 
company is exempt from the registration provisions of the Act. A 
regulation A filing consists of a notification supplying basic informa­
tion about the company, certain exhibits, and an offering circular 
which is required to be used in offering the securities except in the 
case of a company with an earnings history ,vhich is making an 
offering not in excess of $50,000. 

During the 1957 fiscal year, 919 notifications were filed under 
regUlation A, covering proposed offerings of $167,260,900, compared 
with 1,463 notifications covering proposed offerings of $273,471,548 
in the 1956 fiscal year. Included in the 1957 total were 74 notifi­
cations covering stock offerings of $14,133,702 with respect to com­
panies engaged in the exploratory oil and gas business, and 10n 
notifications covering offerings of $18,955,358 by mining companies. 
The 106 filings by mining companies included 59 by uranium com­
panies with proposed offerings a~gl'egating $10,32-!,H)2 and 47 offer-

11 :-;('C ~:.!nc1 Annunl Rrport, p. ::.!8. 
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ings by other mining companies aggregating $8,631,166. The 
reduction in the number of regulation A filings during the 1957 fiscal 
year was primarily due to substantially fewer filings by highly specu­
lative mining companies, particularly uranium companies. 

Certain facts regarding regulation A offerings during the past 
three fiscal years are set forth in the following table: 

Offcl'il1USlIlade un de,· reuulation A duri,IU thc last 3 fiscal ycars 

Description NUIII ber of otTcrings 

Fiscal year _. __________________ ________ ____ _____ __________ _ _ _ _ __ _ ______ ____ 1957 1956 1955 
--------------------1---------
Sizc: $\00,000 or less _________________ - ________ -________________ - - - _______ _ 

Over $100,000 but not over $200,000 ___________________________________ _ 
Over $200,000 but not over $300,000 ___________________________________ _ 

Underwriting: Used ___________________________________________________ --------------
Not used ____________________________ - __ ---- ____ - - -- --- ----- -- --------

OfIcrors: 
Issuing companies ________________________________ -- - - _ - _ - -- ___ -------
Rtockholders _________________________________________________________ _ 
Issuers and stockholders jointly ______________________________________ _ 

307 
16:l 
449 

919 

328 
591 

919 

86S 
52 

2 

919 

481 
246 
736 

1,463 

630 
833 

1,463 

1,389 
62 
12 

1,463 

044 
312 
772 

1,628 

78S 
843 

1,628 

1,517 
109 

2 

1,628 

Most of the under writings were undertaken by commercial under­
writers, who participated in 252 offerings in 1957, 528 in 1956, and 
671 in 1955. The remaining cases where commissions were paid were 
handled by officers, directors, or other persons not regularly engaged 
in the securities business, ,,,ho receiveclremuneration therefor. 

Exempt Offerings Under Regulation D 

From July 1, 195(3, to August 27, 1V56, the last date on which a 
filing under regulation D could be made, 6 notifications were filed 
under that regulation by Canadian issuers covering proposed offer­
ings of $1,049,000. Three of these filings were made by uranium 
companies. In the 1956 fiscal year there were 15 notifications filed 
nnder regulation D covering proposed offerings of $3,367,735. After 
the adoption of the revised regulation A there were, during the re­
mainder of the 195i fiscal year 6 notifications filed by Canadian 
issllers for offerings aggregating $1,488,000. These figures are in­
cluded in the regulation A totals. 

Denial or Suspension of Exemption 

Regulation A provides for the denial or suspension of an exemp­
tion thereunder, generally speaking, where the exemption is sought 
for securities for which the regulation provides no exemption or 
where the offering is not made in acconl:tllce with the terms and con-

417G7!1-a8-5 
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ditions of the regulati<;>ll or, in accordance with prescri~,d disclosure 
standards. Regulation ,D, lprior to its consolidation with regulation 
A, ,contained a sim!lar prqvision., , , . ' . " ' ; 

During the 1957 fiscal year, denial or suspensiOl~. orders. ;were issued 
in 132 cases. During the 1956 fiscal year, 10,O,such orders were,issued. 
The names of the companies ;invohed,in \tl~e, orders issued during the 
1957 fiscal year are set forth in table 6 of the appendix. . A few cases 
are summarized ,below to illustrate the'misrepresentations and other 
noncompliance with the regulation which led to the issuance of sus- , 
pension orders. ' 

Backers Discount & Finance Co., Inc.-The Commission tempo­
rarily suspended the regulation A exemption because <?f misleading 
statements in the notification, offering circular and sales literature, 
and the failure to file sales literature and reports 'of sales. It was 
asserted in the suspension order that, among other matters, an an­
nouncement of the declaration of a quarterly dividend to stock­
holders 'which was used in connection with the offering was mis­
leading in that there was a failure to state that the issuer's officers, 
directors, and insiders had agreed to forego dividends on their hold­
ings in order that a dividend could be paid on shares sold under 
the filing and that the available earnings and surplus were insufficient 
tO'pay the entire dividend. . 

Electronic Micro-Ledger Accounting Corp.-The temporary sus­
pension order entered in this case alleged, among, other' things, that 
the ~ff.erin:g cIrcular ap.d· other sides '-litel:ature did ~ot a~curately 
describe the' 'iicense agreement ,tliat the issl1et claiined to have, the 
market price ,for tlie issuer's stock, the uses tCl' which the pl:oceeq,s '0'£ 
the offering were to be put, or the issuer's 'proposed operations' aAd 
plans. ' " 

Clory Hole, 'n~.--.:, In ~ts order temporarily, susp~n9-ing ,the issuer's 
offering,,.the Commissiol). stated that it had reasonabl~ cause to be­
lieve, that the use of the offering ci~cul,l,l~ would,operate as'~ fraud 
and .d~~eit upon purchasers .. ' Among th,e, matt~rs, asserted in the 
order were the faqure to disylose the background and record of the 
promoter, the past actiyities of the' promoter ,and his· associates in 
predecessor compap.ies, and the results, of other attempts to operate th~ 
same prqperties which ~yere represented' to, ,be under pu:rchase, con-
tract by the issuer~ . '. . 

North Country Uranium & Minerals" L~d., a~d Ha~ker Ur~ium 
Mines, Ltd.-The Commission issued its findings, opinion and ord~l: 
during the 1957 fiscal year in consolidated proceedings' under regula:. 
tion D making permanent its orders 'temporarily suspending and 
denying; respectivel~, exemptions from registration with respect to 

} t j', , :-
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public offerings by North Country and Hawker.12 It found that the 
two i~suers were under common control and therefore the exemption 
was not available for the two offerings since the applicable $300,000 
limitati~n' within one year was exceeded. The CommissioJ? also fou~d 
the ,noFfications and offedng circulars of ,the two issuers to be mated~ 
allyinislea'~ing in failing to disclose ~h~ comm,on control an~ the stat~s 
n;ndOil(itivities of the presidelf~ and cO,ntrolling stockholder'o~ Hawker 
in' promoting North Oountrj, i~ 'the ,acquisition and transfer of the 
North Country claims, in the formation and financi~g ,of that c?m­
puny and in the conduct of its business. 
Un~erwriters Factors Corp.-In its ~)l'(:ler temporarily suspending 

the exemption,' the Commission alleged that in addition to failing to 
comply with the requirements of the regulation by not disclosing 
all the jurisdictions in which the securities were to be offered and 
making use of unfiled sales literature, the offerors of the securities 
made use of false and misleading literature and oral statements. The 
misrepresentations related to the company's profits, the safety of in­
vestments in the factoring bust'ness, the dividend record of such busi­
llesses and the changes in the rrlUrket price for the issuer's securities' 
that could be expected. ' 

Universal Petroleum Exploration' & Drilling Co.-In its order 
temporarily, suspending, the ex~mption; the, Commission alleged that 
the materi~J fi,led ,under regulation A was, false. and misleading and 
failed to, disclose required information concerning, the creation and 
promotion of another corporation having the sam~ principal pro­
moter, officers, and directors as the issuer, for the purpose of 'con­
structing and exploiting the same device as the issuer. In addition 
the filed, material' contained misleading statements concerning the 
marketability of the stock, the undertaki'ng of 'the president to devote 
his services .. to the issuer, t.he issuer's rights t.o const.ruct certain drill­
ing rigs and the cost of constructing such rigs. 

U-H Uranium Corp.-On the basis of a stipulated record, the 
Commission permanently suspended the exemption from registration 
after finding that the issuer had commenced the offering prior to the 
time permitted by the regulation, delivered offering circulars which 
differed from the circular 'on ,file, and made false and l misleading 
statements con~erning, ,among other things, the value of the issuer's 
p:r,operties, the nature of uranium deposits, 'and the qualifications of 
its geologist.' In addition the Commission' found that the' offering 
was advertised in newspapers, by pamphlets, post cards and over 
tel!3vision without copies of such ma~rial having been firSt filed' with 
the Commission as required,by the regulation.13 

,. " I'/ ' .. ' .'. " t I' 

'~,Securlt1es Act Release No. 3758 (March p. 195T). , 
lB SecurlUes Act Release No. 3691 (September 21. 1956). 
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Exempt Offerings Under Regulation n 
During the 1957 fiscal year 133 offering sheets were filed under 

regulation B compared with 114 during the fiscal year 1956 and 71 in 
the fiscal year 1955. These filings, relating to exempt offerings of oil 
and gas rights, were examined by the Oil and Gas Unit 0:1' the Divi­
sion of Corporation Finance which assists the Commission on the tech­
nical and complex problems peculiar to oil and gas securities. Action 
was taken with respect to certain of these filings as shown in the 
following table: 

,tction talcen on offc/'illg shcets tllell 1/1uler regulation B during thc 19.;7 fi8crrl 
?lear as compared with the 1956 and 1955 fiscal years 

F !seal years 

1957 1956 1955 
---------------------------------------1----------------
Temporary suspensIon orders_______________ _________ __ ___________________ 12 
Permanent suspensIon orders ______________________________________________________ _ 
Orders termInating proceeding after amendment__________________________ 7 
Orders accepting amendment of offerIng sheet (no proceedIng pendlngL___ 72 
Orders consentIng to wIthdrawal of offering sheet (no proceeding pending) _ 3 
Order termInating effectiveness of offering sheet ____________________________________ _ 

Total number of orders ____________________________________________ _ 94 

5 
1 
5 

60 
4 
1 

76 

6 

3 
21 
1 

31 

Reports of sales.-As an aid in determining whether violations of 
law have occllrred in the marketing of securities. exempt under regu­
lation B, the Commission requires the filing of reports of actual 
sales made p\lrSuant to that regulation. Sales reports were filed 
under regulation B during the past 3 fiscal years as follows: 

Reports of sales under regulation B during the 1957 fiscal year compare(l with 
thc 1956 und 1955 fiscal years 

Fiscal years 

1957 1956 1955 

Number of sales reports filecL _________________________________ 1,318 1,419 1,07(1 
Aggregate dollar amount of sales reported _____________________ $1,154,792 $1,234,541 $549,951 

LITIGATION UNDER SECURITIES ACT OF 1933 

The· Securities Act empowers the Commission to apply to the 
courts for injunctions when necessary to protect the public from 
damage .which may result from continued or threatened violations of 
the Act. As in former years, threatened violations of the registra­
tion provisions of the Securities Act have required considerable at­
tention in the enforcement efforts of the Commission. 

One of the most significant cases in recent years involving the 
registration provisions of the Securities Act was S. E. O. v. Swan-
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Finch Oil Oorporation, et al.14 The Commission's complaint al­
leged that the defendants had violated and were about to violate sec­
tion 5 of the Securities Act by offering and selling common stock of 
Swan-Finch Oil Corp. to members of the public without having a 
registration in effect with the Commission as required by the Act. 
Affidavits filed in support of the Commission's motion for a tempo­
rary restraining order, which was entered by the court, indicated 
that since 1954, when defendant Lowell M. Birrell apparently ac­
quired control of Swan-Finch, the number of Swan-Finch common 
shares outstanding increased from approximately 94,000 to approxi­
mately 2,800,000 as of January 31, 1957. The original shares had 
been registered and listed on the American Stock Exchange. The 
affidavits recited that the shares representing the increased capitali­
zation were purportedly issued in exchange for the assets of various 
corporations. These additional shares, the Commission alleged, were 
then distributed to the public through yarious American and Cana­
dian broker-dealers and financial firms. It was the contention of the 
defendants that section 4 (1) of the Securities Act or rule 133 as 
promulgated by the Commission exempted these transactions from 
the registration requirements of the Act .. Out of the 24 defendants 

. in this proceeding all but 3 consented to the entry of a final injlUlction 
prior to the close of the fiscal year. 

In the related proceedings of S. E. O. v. Doeskin Products, Inc., 
et al.,15 the Commission charged a similar unlawful distribution of 
Doeskin stock. Five of the seven defendants in that case consented 
to the entry of a permanent injunction prior to the close of the fiscal 
year. 

In S. E. O. v. The Sire Plan Inc., and Albert Mintzel','6 the Com­
mission's complaint charged the defendants with offering and selling 
approximately $325,000 in face amount of 9-month, 8-percent Sire 
Plan Funding Notes without having a registration in effect as required 
by section 5 of the Securities Act, and with having offered the notes by 
means of untrue statements of material facts and omissions to state 
material facts. The offers and sales were purportedly made lUlder 
the exemption from registration provided in section 3 (a) (3) of the 
Act for short-term notes arising from current transactions, but it was 
the Commission's contention that Congress did not intend to permit the 
widespread sale of securities to the investing public in order to provide 
capital for business ventUl'es without compliance with the full and fair 
disclosure requirements of the Securities Act of 1933. The complaint 
also charged that in offering notes the defendants referred, among 

1< S. D. New York 1'\0. 11!l-232 (April 15, 195i). 
"'S. D. New York No. 119-301 (April 18, 19(7). 
,. S. D. New York No. 116-2!l1 (January 18. 10;:ii). 
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other thin~; to "security" and "collat~ral" when in fact the notes had 
no collateral' and *ere not securedY . , , , . ,", 
. 'In S. E. O. v. Micro-Moi8t1tr~ Oontrol8, hie:; et al.,tB another in­
junctive: action instituted by the Commtssion dealing ~ith violations 
of the registration provisions, 7 regist~red broker-deil.ler firins as wep 
as· 9' oth~r persons and cpmpa'nies' were' named as defendants. The 
affidavits filed' by the C~mmission in support of'its complaint recited, 
among o'ther things, 'that originally, in J an:uary'1953, Micro-Moisture 
had an authorized c~pital' of 2 milliori'shares of common stock with 
a pitr:value of 1 c~nt.per share. tn January 1957, it had an authorized 
capitalization of,7 million shares 'of c,ommon sto,ck, of which 5 million 
wer~ outstanding. E5Ccept for 2 'filings u'~der":the regulation A exemp~ 
tion from the registration provisions which.'covered a total' of 310,000 
shares, none of the corporati,on',s shates were r~glstered with the Cbrri~ 
mission. The increased number of outStandingshar:es, 'according to 
the affidu,vits, resulted from an exchange of assets of Converters Ac­
ceptance Corp. of rCanada>for stock of Mi<ird-Moisture; an'd it subse­
quent public distribution py certain controlling stockholder~ of MIBro­
'Moisture througp.- the d~feIidan.t broker-dealer firms and two residents 
of Canada' who were' also named as defendants. The "defendailts 
claimed that ~ach of these trans~ctions was exempt from the registra-' 
tiol,l requirements of the SecUl,~ties Act by virtue of the provisions 
of section 4 (1) or rule 133.' :Th'e cOlirt entei'ed a prelirriinary injunc­
tion as,to all 16 defen,dants" " ' , 

A public 'distrib,utioll 'without, registration in' violation of' the 
Securities Act through 'residents of Canada aiid others: was also 
alleged in the complaint and affidavits filed by the Commis~i6n in 
S. E. O. v. Ben' Franklin Oil. and Gas 'Oorporation, ' ~t al.19 , A, tem­
p~rary restraining order, was issued by the c~ur~ on 'm'otion Of tIie ' 
Commission. ' , ' , , ' 
, A complaint was filed in the United'States Disti:ict COllrt f~J' the 
Northern District of Illinois, seeking'to enjoin Gerald t: Reasor and 
Jo.hnD. Kar8~r'om, Jr.,20 from selling fra'ctional undivided interests 
in oil and gas rights on properties located.'.in more than 10 States 
when no regist~ation statement with respect to'stich securities was iIi 
effect. The matter was pending at the end of the fiscal year. An 
injunction was' obtained' upon similar charges 'in S. E. 0.' v. 'Oora,;;e 
E. Watkins, doing bU8ines8 a8 Watkins 'Oil '(Jdmpany, ~t al.21 ' 
____ '_ " '" ,; _ :~. Ii,. 

17 Sbortly after the close of tbe 1!scal year' Sire PlilD registered Its securities' witb tbe 
Commlssi~n and offered rescission to all persons wbo bad,purcbased its. securities prior to 
registration. 

18 S. D. New York No. 116-190 (January 9, 1957). 
,. D. New Jersey No. 601-57 (June 19, 1957). ' 
,., N, D. Ill. No, 56-C-2038 (De<!ember 21, 1956). ' 
21 D. Colo. No. 5533 (November 9, 1(56); 
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I Injunctiohs were obtained in two cases involving investment 'con­
tracts or profit-sharing arl~angenientS. In 'one of these cases, ~.'E. 0.. 

',i. ,,l-T.:..J Oom.pariy,' Inc.,22 , t1i.e defendants had been offeriil!t"and 
sellin"g, without registration; investmentco'ntracts relating to auto­
mobile trailers sold by the company under an arrangement by which 
the' 'company would operate and service the trailers for :pm;cha'sers 
imder'la profit-sharing arrangement; I~l t.he second case, 8. E. O. ·v. 
Jlm'tgage 0l1tos'lnc.'and Oha'l'les 1.'He?'shrnan;23 the complaint and 
affidavits filed in' conjullction with it alleged :that the defendants 
had' offered' an'd 'sold,' without' 'registrat.ion, ':investment contracts 
evidenced' by participations as chib members in the placing of funds 
ranging from $100 to $500 in'to secured sh~all second mortgage 103m 
through Mortgage' Clubs, Inc. "'In each case the defendants con­
sented to the entry of final judgment. " 

In 8. E; O. v. Oregon Timber Products '00., Inc., et al.24 the defend~ 
ants had made n: filing· under' regulation ,'A in connection with the 
proposed offering but had 'used sales ITmterial' in the soli'citation 
mailings ,vhicIi was' not filed as required by the regulation: The 
Commission alleged,' among' other 'things, that the' defendants mailed 
brochures and other :material' to 23~000 corp'orate executives and 
directors in 18 States, soliciting the purchase 'of, shares of the defend~ 
ant· corporation, without filing such' material with the Commissioil., 
A preliminary injUllction' has been' elitered as to'the company arid 
Hubei-t T. O'Rourke; its president. ,: " 
''In'S. :E. O. v. J. Tom Gri'lrill'nett,25 t.he Commission alleged that 

Grimmett, president' of American States' Oil Co., received 5,391,666 
of the company's 6 million authorized shares, and, since organization 
of ,the, company; sold, to and, through various securities dealers and 
otherwise disposed of, 'without registration,' approximately 4 million 
shares of his personally owned stock. .A final judgment by. default 
erijoining the defendant, from furt.her violations' of the registration 
provisions of the Securities, Act"of 1V33, was' issued by the Court: 

'Final jUdglnen'ts permanently enjoining fur'ther violations of the 
registnition"pi'ovisions of the Securities Act· were also entered in 
actions instituted 'by the Commission in' 8.',£. O. v. Uni-ins1lrance 
SerVioe,Oon~pany;'et al.;'2U:& E. O.:,v;'Operato?' Oonsolidated lIfines 
Oompany, 'et'al.j· 27 S. E. '0. v. Robe?'t'Rodman and'Sidney'New­
man,. 28 and S. E. O. v. Battery Securities 00rporation.29 "In each 
case ,the:defendant consented to the entry of the final judgment. 

""N. D. Texas No. 6809 (November 6,1956). 
23 D. Mass. No. 57-385-W (April 17, 1957)., 
DO D. Nevada No. 1280 (October 3, 1956). ' 
'" S. D. New York No. 110-243 (June 14, 1!l56). 
!lII N. ·D. Calif. No.,'35,64.4 (July 9, 1956). 
'" s. D. Calif. No. 330-57-EH (March 12, 1957). 
28 S. D. New York No. 118-265 (March 18, 1957) . 
.. s. D. New York No. 119-25 (March 28. 1957). 
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The Commission had one of its busiest years in connection with 
its enforcement of the anti-fraud provisions of the Securities Act. 
Many of the cases brought by the Commission to stop further fraud­
ulent activities also involved violations of the registration provisions 
of the Act. 

The brokerage firm of flU1'd, Jacwin & Oosta, Inc., 30 was charged 
by the Commission with fraud in the sale and distribution of stock 
of Sergeant Marty Snyder Foods, Inc. According to the complaint, 
the defendant had been falsely representing, among other things, 
that President Eisenhower would do everything in his power to see 
that Sergeant Marty Snyder's beef stew would be used by the armed 
services, that President Eisenhower had endorsed it and that the beef 
stew was the only product President Eisenhower had ever endorsed. 
The complaint also alleged that the defendant had made several mis­
representations concerning the present and prospective market for the 
Sergeant Marty Snyder products. The court entered a preliminary 
injunction with the consent of the defendant. 

In S. E. O. v. Kauer Development Oorporation Limited and E. 
David N ovelle,31 the Commission charged violations of the anti-fraud 
and registration provisions of the Securities Act in connection with the 
offer and sale of the capital stock of a Canadian corporation to United 
States residents. It was alleged, among other things, that, in connec­
tion with the offer and sale of the defendant company's unregistered 
stock, false and misleading statements were made by means of flam­
boyant bulletins, sales letters, reports, and brochures, and long-dis­
tance telephone calls from Regina, Canada. The statements con­
cerned a guarantee to refund investments, the listing of the stock on 
:t Canadian stock exchange, the present and future market for the 
Rhal'es, the results of exploration on the company's properties and the 
company's practice of acquiring proven properties.32 

In other cases, the Commission again sought the assistance of the 
courts to restrain fraud in the offer and sale of interests in oil and 
gas rights to the public. In S. E. O. v. Mansfield Petroleum and De­
velopment 001'p01'ation and William O. Snowden,33 the defendants 
were enjoined from making false representations and omitting to 
state material facts concerning the escrowing of funds received from 
investors pending the drilling of an oil well in a nonproducing oil and 
gas tract in Nebraska. 

In S. E. O. v. Wyoming Oil Oompany, et al.,34 the use of fraudulent 
representations in the offer and sale of capital stock, promissory notes, 

,., s. D. New York No. 115-376 (December 18, 1956). ""'31 W. D. Wash. No. 4359 (April 9, 1957) . 
.. Subsequent to the end of the fiscal year, an injunction decree was entered hy consput 

ngnlnst E. David Novelle and by defanlt agaln8t Kaiser Development Corp., Lttl. 
"D. Colo. No. 5513 (November 19,1956). 
'" D. Nebr. No. 66L (FE'bruary 16, 1957). 
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and undivided fractional interests in oil, gas and other mineral rights 
of the defendant company was enjoined. It appeared that the de­
fendants had, among other things, made misrepresentations concern­
ing the market price of its stock. A final judgment was also obtained 
by the Commission, permanently enjoining Eldon L. Jewett and Perr 
Oil Oompany 35 from further violating the anti-fraud and registration 
provisions of the Securities Act in connection with the offer and sale 
of interests in oil leases. Additional details of this proceeding are 
contained in the 22nd Annual Report. In each case, the defendants 
consented to the entry of the judgment. In the last two cases, the 
defendants were also enjoined from further violations of the registra­
tion provisions of the Act. 

The Commission took sleps in S. E. O. v. Dealers Discount and 
Investment Oompany, et al.,36 to stop the offer 'and sale of securities 
through the use of misleading comparisons. The defendants had 
been comparing the capitalization, management, past operations, and 
type and extent of the business of the issuers of the offered securities 
with that of well-known established companies. The court perma­
nently enjoined the defendants, who consented to the decree, from 
further use of such comparisons ill violation of the anti-fraud provi­
sions of the Act. 

Threatened fraud in connection with the sale of securities of insur­
ance companies was the subject of S. E. O. v. Southern Ohristian Oor­
poration, O. L. Edmonds, Earl E. Holliday and James T. Souther­
land 87 and S. E. O. v. P1'ofessional Investors, Inc., Insurance Oor­
p01'ation of America, Ray O. Vallghn and 111 ark H. [{1'01l.88 In the 
SOtbthern Ohri8tian case, the Commission filed a complaint alleging, 
among other things, that the defendants had been offering and sell­
ing SUbscriptions and interim certificates for shares of common stock 
in Southern Christian Life Insurance Co., a proposed Oklahoma cor­
poration, and, in connection therewith, had been making untrue state­
ments concerning the comp!;Lny's income prospects, the requirements of 
the insurance laws, and the success records of other life-insurance 
companies. A final judgment permanently enjoining such conduct 
was entered by the court. The defendants in the Professional Inves­
t01"S case were permanently enjoined from selling the common stock of 
the defendant Insurance Company of America without disclosing to 
prospecti ve purchasers that the same stock could be obtained in the 
market from broker-dealers at prices which were less than that at 
which the defendants had been offering and selling such stock. 

3G W. D. WnAil. No. 1989 (February 1G, 1HuG). 
"" X. D. Georgin No. 58!Ju (Janunry 21, 1957). 
31 W. D. Okln. No. 7448 (lIIarcil 23, 1!J(7) . 
.. S. D. Ind. No. IP-56-C-152 (June 22, 195(l). 
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Other court actions instituted by the Commission in which it was 
charged that untrue statements of material facts in the offer and sale 
of securities to the public were made as to the nature and quality of the 
offered investment were S. E. C. v. National Society of lJfusic and A.rt, 
Inc.3D and S. E. C. v. Franklin A.tlas Corporation, et al.40 A finallll­
junction by default was entered in the first case and the second is pend­
ing with a temporary restraining order in effect against the defendants. 

With respect to S. E. C. v. John Robert Fish and Fish Cal'bu1'etor 
Corporation 41 and S. E. C. v. Colotew Uranium and Oil, Inc., et al.,42 
which were referred to in the 22nd Annual Report, the Commission 
obtained permanent injunctions against the defendants in each case as 
a measure to prevent further violations of the registration and anti­
fraud provisions of the Securities Act. 

3D s. D. New York No. 112-210 (August 22,1956). 4. s. D. New York No. 120-172 (l\Iay 9, 1957). 
41 S. D. Florida No. 3400-J (April 2, 1956) • 
.. D. Colo. No. 53i1 (May 15, 1956). 



PART V 

'ADMIMS'I'RATION OF THE SECURITIES, EXCHANGE ACT 
OF 1934 

"The 'S~c~rities Exchange Act of 1934 provides for the registration 
and regulation o'f securities exchanges, and the registratio~ of securi­
ti~s 'listed ~n su6h exchange's and it establishes, for issuers of securities 
so registered, financial and other reporting requirements, regulation 
of proxy soli<;:itations, and requirements with respect to trading by 
directors, officers and principal security holders. The Act also pro­
vides ,for the registratio'n and regulation of brokers and dealers doing 
business in the over-the-counter market, contains provisions designed 
to' prevent fraudulent, deceptive and manipulative acts and practices 
ort the' exchmlges and in'the over-the-counter markets and authorizes 
the Federal Reserve 'Board to regulate the use of credit in securities 
ttansactions. ,The purpose' of these statutory requirements is to en- " 
sure the'maintenance of fair and honest markets in securities. 

i _, 

'REGULATION OF EXCHANGES AND EXCHAN~E TRADING 

Regi8tratio~;'~nd' Exemption of Exchanges 

At the close of 1957, 14 stock exchanges were registered under the 
Ex,c~a~ge Act as, ~ational securities exchanges: 1 ' 

American Stock Exchange. 
Boston Stock Exchange. 
Chicago Boi,rd of Trade. 
Ci~cin~ati St~ck Exch~nge. 
Detroit StOCK Exchange. 
Midwest Stock Exchange. ' 
New Orleans Stock Exchange. 
New York Stock Exchange. 

Pacific Coast Stock Exchange. 
Philadelphia-Baltimore Stock Ex-

change. 
Pittsburgh Stock Exchange, 
SaIt Lake City Stock Exchange. 
San Francisco Mining Exchange. 
Spokane Stock Exchange. 

, ,The following 4 exchanges hnve beeH exempted from registration 
by. the Commission pursuant to sedion 5 of the Act: 

Colorado Springs Stock Exchange.'\ 
, Honolulu' Stock'Exchange. 

Uichmond Stock Exchange. 
Wheeling Stock Exchange. 

" , 

"In 'tJ,le'liitter part of 1956 the Los Angeles Stock Exchange and the 
San ,Francisco Stock Exchange, registered national securities ex-

, changes, entered into an ,agreement providing for the consolidation of 
tlie~r membership and operations into the Pacific Coast Stock E~­
change but maintaining the Los Angeles and San Francisco trading 
floors a's'separate Divisions of the new exchange. The consolida, F0!i 

'I 
51) 
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became effective December 31, ID56, on which date the registrations 
of the other two exchanges were withdrawn. 

Disciplinary Actions 

Each national securities exchange reports to the Commission dIS­

ciplinary actions taken against members for violations of the 
Securities Exchange Act or exchange rules. During the year 8 ex­
changes reported 42 cases of such disciplinary action. The actions 
taken included fines in 12 cases, expulsion of 2 individuals from ex­
change membership, suspension of 5 individuals and censure of 
individuals and firms. 

REGISTRATION OF SECURITIES ON EXCHANGES 

It is unlawful for a member of a national securities exchange or 
a broker or dealer to effect any transaction in a security on such ex­
change unless the security is registered on that exchange under the 
Securities Exchange Act or is exempt from such registration. In 
general the Act exempts from registration obligations issued or 
guaranteed by a State or the Federal Government or by certain sub­
divisions or agencies thereof and authorizes the Commission to adopt 
rules and regulations exempting such other securities as the Com­
mission may find it necessary or appropriate to exempt in the public 
interest or for the protection of investors. Under this authority the 
Commission has exempted securities of certain banks, certain se­
curities secured by property or leasehold interests, certain warrants, 
and, on a temporary basis, certain securities issued in substitution 
for or in addition to listed securities. 

Section 12 of the Exchange Act provides that an issuer may register 
a class of securities on an exchange by filing with the Commission and 
the exchange an application which discloses pertinent information 
concerning the issuer and its affairs. An application requires the 
furnishing of information in regard to the issuer's business, capital 
structure, the terms of its securities, the persons who manage or 
control its affairs, the remuneration paid to its officers and directors, 
the allotment of options, bonuses and profit-sharing plans, and 
financial statements certified by independent accountants. 

Form 10 is the form used for registration by most commercial and 
industrial companies. There are specialized forms for certain types 
of securities, such as voting trust certificates, certificates of deposit, 
and securities of foreign governments. 

Section 13 requires issuers having securities registered on an ex­
change to file periodic reports keeping current the information fur­
nished in the application for registration. These periodic reports in­
clude annual reports, semiannual reports, and current (monthly) 
reports. The principal annual report form is Form 10-K which is 
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designed to keep up to date the information furnished on Form 10. 
Semiannual reports required to be furnished on Form 9-K are de­
voted chiefly to furnishing mid-year financial data. Current reports 
on Form 8-K are required to be filed for each month in which any 
of certain specified events have occurred. A report on this form 
deals with matters such as changes in control of the registrant, im­
portant acquisitions or dispositions of assets, the institution or termi­
nation of important legal proceedings, and important changes in the 
issuer's capital securities or in the amonnt thereof outstanding. 

As of June 30, 1957, a total of 2,256 issuers had 3,730 classes of 
securities listed and registered on national securities exchanges of 
which 2,667 were classified as stocks and 1,063 as bonds. Of the 
2,256 issuers, 1,278 had 1,520 stock issues and 1,019 bond issues listed 
and registered on the New York Stock Exchange. On a percentage 
basis, the New York Stock Exchange had 57 percent of the total of 
both issuers and stock issues and 96 percent of the total bond iss.u~s. 

During the fiscal year 1957, a total of 83 issuers listed a!3d 
registered securities for the first time on a national securities exchang'~ 
and the listing and registration of all securities of 80 issuers was 
terminated during the year. The nlUnber of applications filed yor 
registration of various classes of securities on exchanges during the 
year was 232. 

The following table shows the number of annual, semiannual, and 
current reports filed during the year by issuers having securities 
listed and registered on national securities exchanges. The table also 
shows the number of such reports filed under section 15 (d) of the 
Securities Exchange Act of 1934 by j"suers obligated to file such re­
ports by reason of their undertaking contained in one or more registra­
tion statements effective under the Securities Act of 1933 for the public 
offering of securities. As of June 30, 1957, there were 1,274 such 
issuers, including 188 also registered under the Investment Company 
Act of 1940. 

Number of annual and otlter periodio /'cPOl'ts filed by issuers under the SecUI'ities 
Exohange Aot of 19S4 during tllc fiscal year ended JuneSO,1957 

Type of report 

Number of reports filed 
by-

Listed is­
suers filing 

reports 
under sec, 

13 

Over-the­
counter IS­
suers filing 

reports 
under sec, 

15 (d) 

Total reo 
ports filed 

Annual reports on Form I()-K, etc.___________________________ 2,178 1,159 3,337 
Semiannual reports on Form 9-K_____________________________ 1,46G 633 2,099 
Current reports on Form 8-J(' ._______________________________ 3,575 1,299 4,874 

1--------:-------1--------Total reports filed _ _ ____________ ____ ____________________ 7,2191 3,091 10,310 
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MARKET VALUE OF 'SECURITIES TRADED' ON EXCHANGES 
, r.-

The market value on December 31, 1956, of all stocks and bqnds 
admitted to trading on one or more stock. exchanges ~n the' Unit~4 
States was approximately $353,915,50,0,00,0" as reported beIO"\~.. ' ... 

Stocks: New York Stock Exchange _____________________________________________ _ 

~~r~~~~I~tg~ko~~;~~~~'imges=========================,================= 

Number Market value 
oC Issues ,'Dec. 31', 1956 . 

1,502 $219,175,881.000 
849 31, OW, 099, 000 
618 . 3,821,820, 000 . ----Total stocks _____________________ · ______________________ " ____ .___________ 2; 969 254,017,800,000 

Bonds: ==;='1==0===;== 

~~j£~:~~g~~~~~~l~fl~~~;:::::::::::::::::::::::::::::::::::~::;~i: _' _1_' 04_~_.1 __ 9_9_. r_~_J...:.~-'-!:_ggg'_O 
Total bonds ________ ' ______________________________ , _________ , _________ ,_ 1,136 99,897,700,000 

, .. =~'I=~='==~ 
Total stocks and bonds _____________________________________ 

c 
______ ;____ 4,105. 353,915,500,000 

I Bonds on the New York Stock Exchange included 55 U. S. Goveriunen't'and New.York State and city 
Issues with $76,317,759,000 aggregate market value. . : 

The New York Stock Exchange and American Stock Exchange 
figures were reported by those exchanges. There is no duplication 
of issues between them. The figures for all other exchanges are for 
the net number of issues. appearing only on such exchanges, exclud~ 
ing the many issues on them which were also traded on one or .the 
other of the New York exchanges. The number of i'ssues as shown ex­
cludes those suspended from trading and a few others for which.quota~ 
tions were not available.' The stocks divided into categories as' follows, 
with market value as of pee ember 31, 1956, in millions o{dollltrs:-

•• 1 • 

PreCerred Issues , Common Issues 

,Number Stock values' Nup:tber Stock val.!I~ 
-----------------1-----
Listed on registered exchanges__________________________ 586 $8,240.6 2,044 $222,991. 6 
Unlisted on all exchanges_______________________________ 52 553.7 217 221,803.6 
Listed on exempted exchanges , ________________________ . 12 15.7 &8 412.6 

----1------1----1------Total stocks______________________________________ 650 8, ~1O. 0 2,319 245,207.8 

, Excluding Issues also traded on registered exchanges, • 
2 No deductions have been made Cor the holdings oC Standard Oil Co. (New Jersey), an aggregate oC $12.5 

billion market value oC shares oC Creole Petroleum Corp., Humble Oil & Refining Co., Imperial 011 Ltd., 
and International Petroleum Co., Ltd. 

'. The market value of all stocks on the New York Stock Exchange 
on June 30" 1957, was $227.9 billion. It is·estimated that,' as of such 
date, the market value of all stocks on all the exchanges was about 
$262 billion, compared with about $250, billion on June 30" 1956. 

The number of shares admitted to trading on the stock exchanges 
on December 31, 1956 was approximately 6,334,50,0"0,0,0,, an increase 
of over 850, million since December 31, 1955_. Some 5,852,439,000, 
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shares; or 92.4 percent of the total, were·listed on registered exchanges, 
and iricluded 163,339,000' preferred' and 5,689,100,000 common shares. 

'1 ',! " " I 

,Ass~t.s ~f .Comp!lnies With Listed C~mmon Stocks 

"As shown abov;e, there were 2,044 common stock issues ~ ith aJ;!. 
aggregate market value of about $223 billio~l listed on registered ex­
changes as of December 31, 1956. The assets of the 2,027 issuers 
involved: were. in the vicinity of $250 billion. Figures published by 
the New Y ()~k .Stock Exchange covering 1,071 companies with 1,077 
common.stock issues,ap.d ~ith assets of about $234.2 billion are used 
in. this compilation, the amount of assets being revised slightly. up­
ward' because they were' stated to be for the year-end 1955 .for the 
most. part. Data . for the remaining exchanges are from fiscal year 
reports. on or· near December 31, 1956, and assets are compiled as 
shown·in.the balance sheets, using company rather than consolidated 
assets.:when.both- are shown.' Companies.whose common stocks have 
only unlisted trading privileges on exchanges or are listed only on 
exempted.exchanges are· excluded from 'this computation. 

, 
Foj.~igD. StOck 

The' market value on December 31, 1956, of all certificates repre­
senting foreign stocks on the stock exchanges was reported at about 
$12:7 billion~ of which $11.7 billion represents Canadian and about 
'$1.0: billion other foreign stocks. However, the values of the entire 
'Canadian stock ~ssues are included in' thes~ figures, and a substantial 
'deducti~n ,~ould have to be made to determine the amounts held in 
the United,S'tat,es .. Most of the other foreign stocks we~e represented 
by, A.~erican D~pository Receipts or American Shares, only the out­
st~nding amo:unts of which were ,used in determining market values. 
The American .pepository Receipts and American Shares substan­
,tiaIly measured the. domestic investment in the foreign issues so repre­
sented. The market value of the entire foreign stock issues repre­
sen,t~d in part by American certificates was about $9.0 billion. 

,Comparative Over-the-Counter Statistics 

.. Section '15 (d) of the Securities Exchange Act of 1934 requires that 
registrati'ons filed pursuant to the Securities Act of 1933 contain under­
'takings by the issuers to file the reports required by section 13 of the 
'Exchange Act, when the class of securities offered and outstanding 
exceeds $2 million.' The number of issuers required to file these re­
ports, exclusive of issuers also filing under the Investment Company 
Act of 1940/ was 971 on June 30,1956, and 1,086 on June 30,1957. The 

1 Registrants under the Investment Company Act of '1940 are subject to the reporting 
and other requirements of that Act. On June 30, 1957, about 188 registrants under the 
Investment Company Act also had registrations under the Securities Act of 1933 requiring 
reporting pursuant to sec. 15 (d) of the Securities Exchange Act of 1934, which is accom-
plished by filing on a single form available under both Acts. . 
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1,08(; issuers had quoted stocks with an aggregate market value on 
December 31,1\:)56, of approximately $20 billion, including $17 billion 
domestic and $3 billion foreign, mostly Canadian. About $1.5 billion 
of the domestic and $1.8 billion of the foreign stocks were admitted to 
unlisted trading on stock exchanges and the remaining $15.5 billion 
domestic and $1.2 blllion foreign stocks ,,'ere traded only in over-the­
counter markets in the United States. 

The number of issuers registered under the Investment Company 
Act of 1940 increased from 399 to 432, and estimated aggregate assets 
increased from $14 billion to $15 billion, during the fiscal year ending 
June 30, 1957, as shown below in the discussion of that Act in this 
Annual Report. Of the 432 issuers, 36 had listings on registered stock 
exchanges and 3 had stocks with unlisted trading privileges on an ex­
change, all but 2 of the 39 issuers being of the "closed-end" type. The 
assets of these 39 issuers were approximately $2 billion. The remain­
ing 393 registrants, with about $13 billion of estimated aggregate 
assets, had exclusively over-the-counter markets for their securities. 
The use of investment company totals in computing overall securities 
aggregates is duplicative to a very great extent in that the holdings 
of investment companies consist of other securities, principally listed 
stocks. 

The aggregate market value of all domestic stocks, exclusive of in­
vestment company issues, with 300 or more reported holders, traded 
exclusively in over-the-counter markets, appears to have changed from 
about $45 billion to about $46 billion during the calendar year 1956. 
:l\fany issues make their appearance in the over-the-counter markets 
each year, while many other issues are no longer traded in such markets 
because of listings on stock exchanges, mergers, sales of assets, liquida­
t ions and other reasons. The number of domestic issuers reporting 
300 or more holders of oyel'-the-counter stocks does not appear to have 
increased materially from the 3,500 mentioned in previous Annual 
Reports. 

As stated above, of the $46 billion domestic oyer-the-countel' stocks, 
$15,5 billion were of issuers reporting pursuant to section 15 (d) of 
the Securities Exchange Act of 1934, and a further $2.5 billion con­
sist of over-the-counter stocks of issuers complying with provisions 
of the Exchange Act by reason of having other issues listed and 
registered on stock exchanges. Thus, $18 billion, or about two-fifths 
of the $46 billion domestic over-the-counter stocks (excluding in­
vestment companies) ,"\"'ere of issuers reporting pursuant to the SecUl'i­
ties Exchange Act. 
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,nE.~ISTING OF, SECUIUTIES I"ROM EXCHANGES 
" ' 

f' ':Dp.ririi the fi~'cal y~ar, 1957 th~ C.ommission granted 26 applications 
fih~dby stock exchanges and 13 applications filed by issuers; piu'smtnt 
,to'ru'le 12d2-1 (b) under section 12 (df of the Securities Excllange 
Act 'of 193'4; to' remove secllrities from listiIig and registration, .' 

The applications by stock exchailges covered 4 bond iSStleS and U) 
stbck 'issues. Since 3 stock isslles were delisted from 2 exchanges' 'and 
1 'from 3"exchanges, the total number of removals was 24. The appli.:. 
cations" by 'issuers' covered, 13 stock issues,..one Of ,vhich was also -in~ 
eluded' among the 19 stocks delisted upon stock exel~angeapplicatioil'.2 
Th~s th~'.Ilet sec{lrities delisted were 4 bond issues and 31 stock iss{ies, 
accoimtin'gfoi' 411'emovals in all. f ' " .. , 

,', Th,e', New York Stock Exchange delisting app1ications'gr~nted dm: 
ing' the: current' fiscal year covered 3 bond issues and'14 stocks. THat ,. 
exchai~ge, has' j'ecently revised its policy so that ~elisting ';i~l 'be 
co~sidered iIi inst~mces_ among·ot.hers where the size of a company 
has 'oeen' rechlced to below $2 million in net tangible assets 'or 'ag­
gregate' ma~ket value of the' common stock and tIle average net 
;earriin'gs'aJter taxes for t.he Ia~t three yea~s is below $200,000, and eel:: 
tain'instances ,,,here the stockholders have authorized liquidation 
'6~' where' sales of assets have been made '\vit.hout liquidation being 
a:ilthorized. The first applications under t.hese revised standards were 
inade 'by't.he exchange in J ariu~ry 1956, with r,espect to the crimIjlon 
stocks of Atlas Tack Corp., Exchange Buffet Corp.,' and Kalamazoo 
Stove & Furnace Co. Pursuant to requests, hearings on th~ ,AtlaS 
,Tac~ and Exchange Buffet applicat.iOl}s were held by the Co~m~ssion. 
:rro heal·ing was 11l~ld on the Kalamazoo application, since the single 
'reQgestfor a:'heariilg,was ~{lbseqllently withdrawn and th~',stock're­
l~,aine~l ~.i~ted o~ a~,othei' Rtock excha~ge. All:three applicatio~~, ~e~,e 
gra,nt~i;l'in, ~epteml?er 19,56., The, orders with respect to Atlas Tack 
,an~, Exchange Bllffet were subsequently upheld by United Stutes 
Cou~~~ of 4-ppeals, ~s described below under Litigation :Under the 
~~cu~ities,E.xcha:nge Act of 1934. Additi~mal ,delisting appli~ati?~1,S 
19Y: the Ne\~7 Yo;rk Stock Exchange included 4 )vhere liquidati9~Hya~ 
::Hlt~lOrized and ,the initial liquidating dividend, had been .~aid,~. 4 
where p,ublichQldipgs became ~egligible .fo1l6wil~g :e~cl~aIlgej, ~)~e0!? 
made by other companies, 1 preferred stock issue which had been,re-

I ,I " 

, 'I' t ,,1'1 " I '. 
• The common stock of Jaeger Machine Co, was removed from the Cincinnati Stock Ex­

change plirsuant to exchan!(e application nnd from the l\I1dwest Stock Exchan'ge pursuant 
to applicatIon by the issuer. It remaIned listed on the New York Stock Exchange. "" 

• In each case, payment of the Initial liquidating dividend left only smail amount~ for 
further payment. 

447579-GS-6 
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duced to a small 'amount by conversion into other issues of the same 
issuer, 1 wpere there was 'a sale, of assets, an~l no, liquidatiop., and -1 
where the sU,l:vivo,r, to a merger failed to meet.,the' e~changestandards 
for, listing. ': In, the .)as~ byo cases, the stocks became liste,d ,and 
registered ,on the Americ\ln'Stock Exchange., The, 3. delisted bond 
issues were residues' of ,qfi'ers tO,exchange into ,other ,securities. 

,With one exception, where the issue remaili.ed listed on another 
exchange, 'the' delisting applications l;Jy, other, stoc;k exchanges were, all 
based' on virtual~lisappearance ot the issU\lS ,py"re~son of, ,exchange 
ojI'ers and.liquidations. , " ,'" ",,', 

,The deFsting applicatiop.s ,filed by issuers covered, 7 sto,c1f~: 'Yhich 
remained listed' on other stock exchanges, 2 stocks which had never 
been iadmit~ed to, trading because ofin~dequacies in, tl~e "dii?closures 
made in conne~tiorr with listing and registration, 1 cl9se~y held pre­
ferredstock, ~ s~ock .of ,a liq).lidatiI1g ~ompany,: and 2 st<?~ks ,of ,coJ?l­
panies registered under ,~he Investment C()mpany: Act of 19'40.' , 
.. fro,m July 1, 1936, through .r~ne ,30, 1957, ~lelistings pursuant to 

rule ,12d-1j~); ,h~ve a'ggregated 4~4 upon applicationi by sto(.'lk e;x­
changes and ,264 upon application by issuers, counting each removal 
from'~ach,exchange ,in the totals: The net number;s of issues delisted 
were;440 upon application by st,oc~,excha~lges al}d249 upon applicati<?n 
by issuers., Thus, the total remo'y~ls u~lder! r,ule 12d-1 (b) ,during the 
period, mentioned ,'yere 728, i~lcluding duplication among exchanges. 
and}:esplted in a net delisting of 688, issues.4 ' 

'Deli~ting: Proceedings' Under Section 19 (a) 

" Section 19 ',(a) (2) ~uthorizes 'the Commissiop to suspend for a 
'period not' exceeding t~yel{'e months, or t9 ,Yithdr~w, tJleregistration 
of a security on a hationa~ s'ecurities' exchange ~f, in its opiniq'n, such 
ahioli isnecessdry or 'appropriate 'for the protection of inve~tors; and 
after notice and opp.ortunity fo'r hearing, 'the COIn!llission fin~s that 
the issuer of the security has 'faile'd to ,comply with any 'pl;ovision' of 
the Act or the rules and l~egul~tions thereunder. Section 19 (a) '(4) 
authorizes the 'Comnii~sion sunlmar~ly to suspen~' trading in any 
registered'security '~m any national securities exchange for a, 'period 
not exceeding ten day~ i,f in'its opinion such action is necessary or 
approp:r~ate f9i" th~ pl:6tectibn 'of investors and the 'public interest so 
requires: . ' ; I .! ' .. '". ,'. . 

At th~ beginning of the, yea 1', there 'were no cases pending' under 
section i9 (a), (2). 'During'the year, however; lline proceedings ,were 
instituted by the Commissi~n under subsection 19 (a) (2)" of which 

• These totals are aggregates of the data presented and analyzed yearly In the Annual 
Reports of the Commission, The issue mentioned In footnote 2 Is Included in the separate 
counts of net Issues delis ted upon stock exchange application and upon issuer application; 
but Is counted only once In the 688 Issue total. 
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two were concluded and'se,'eri were pending ~t the end of the year. 
Triuiitionally, the'CommissiOll' has useQ. its power under subsection 

19 '(a) (4) sparingly. However, during the year itfound ~t necessary 
and appropriate, in connection with three proceedings ,brought by it 
under subsection 19' (a) (2);' fo ~pply' its authority summarily to 
suspend trading in three securities r~gist'ereCl on the Americ~n Stock 
Exchange.' 'Tw()of these proceedings, Great Sweet Gras8'Oils Limited 
~l1ld K roy Oil8 Limited, reslllted in the issuance of orders withdrawing 
the iregistration of the securities on that excha~ge.5 The other pro­
ceeding, which involved Bellanca Corporation, was pending at the end 
of the fiscal year. ' , ' " 

In the Great Sweet 'Gras8 and K1'OY' cases, the Corruilission found 
that reports ,'filed by'the comp,anies with the American Stock Ex~ 
change, and the C9mnlission pursuant to section 13 of the Securities 
Exchange Act were false and misleading. These reports were fou~d 
to' co;ntain overstatements of oil and gas reserves in their properties. 
l\1oreover, 'the reports misrepresented that certain securities issued 
and sold by the companies in exchange'for oil and' gas properties,were 
exempt fro~ the registration reqlliI:einents of the Securities Act 'of 
1933' pursua'nt,to the ?o-called""no sale" rule' (rule 133) ';1nder that 
Act." .' , '.! ", {' 

The Commission in its opinion held that where there is a preexisting 
plan, as in this case, to, use stockholders merely as a conduit for dis­
tributing a substantial amount of securities to the 'public, rule 133 
cannot be relied upon by the issuer and that thexule is not applicable 
to an "exchange" qf assets for stock which is, "but_a step in the'major 
activity or selling st9ck.", The theo.ry of rule 133, as de~cribed in 
the Commission's op~nion, is that no sale to, sto~kholders is involved 
where ~he vote,of stoc~llOlders as a group authorizes a coq~orate act 
such as a tranf3fer of assets for stock of another corpor:ation, a merger 
9r a consolidation, l;Jecause there is n~t present the, element 9f indi- ' 
vidual consent ordinarily required for it "sale" in the, contractual 
sense., However, this q.oesnot ;tl1ean thft~ the s,tock issl,led under such 
a pl~;n ~s "free" s"tock ,which need no~ be registered,ins?far as subse­
quent sf1~es a,re, c,oncerned. Unless the ~ecuiities Act pr<;>yides an 
exempti9n for a subsequent sale of sucr nonregistered stock, regis­
tratiQn w~)Uld be required. 
, ·.The,Co~nmission found,that Sweet G~:ass and Kroy were chargeable 
~,:ith,lmow,ledge of, ~he plan of ,distribution and such,knowledge re­
qu,ir~d each company, to register the secur~ties if it ,wished .to avoid 
violations of !'it;lCtiO~l 5 of. the Secl~r.iti~s Act. In ~ny ~vent, ~he opin­
ion stated, where the persons negotiating an exchal~e,' m~rger or 
similar transaction have sufficient control of the voting stock to make 

, , 

• Securities Exchange Act Rflcase No, 5483 (April 8',1957). 
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a vote of stockholders a mere formality, rule 133 does not apply. In 
such case the transaction is not corporate action in a real sense, but 
rather is action reflecting the consent of the persons in control, and 
consequently results in a "sale" as to them. 

The Commission found that no bona fide reliance on rule 133 was 
or could have been intended in this case and that the distribution of 
the unregistered shares created a contingent liability against Sweet 
Grass and Kroy to purchasers, pursuant to section 12 (1) of the 
Securities Act, which should have been disclosed in the reports filed 
with the Commission. The deliberate efforts disclosed by the record 
to evade the registration requirements of the Securities Act by creat­
ing corporate entities and effecting transactions meeting the require­
ments of the rule in appearance only were strongly condemlwd. 

The Commission concluded that the use of the facilities of a na­
tional securities exchange by an issuer is a privilege involving im­
portant responsibilities under the Act, including compliance with the 
reporting requirements. It stated that "when those responsibilities 
are abused, the integrity of the exchange market is vitiated," and it 
decided that under the circumstances of the case, the protection of 
investors required that the registrations of the securities of Sweet 
Grass and Kroy on the American Stock Exchange should be with­
drawn. 

UNLISTED TRADING PRIVILEGES ON EXCHANGES 

Unlisted Trading Categories 

Under the provisions of section 12 (f) of the Securities Exchange 
Act of 1934, the Commission may approve applications by national 
securities exchanges to admit securities to unlisted trading privileges 
thereon without action on the part of the issuers. Such admissions 
impose no duties on issuers beyond any they may already have under 
the Act. Section 12 (f) provides for three categories of unlisted 
trading privileges. 

Clause (1) of section 12 (f) provides for the continuation of un­
listed trading privileges which existed on the exchanges prior to 
:March 1, 1934. On December 1, 1D35, unlisted trading privileges 
lInder clause (1) in effect consisted of 496 bond and 817 stock admis­
sions of issues not listed on other exchanges, and 75 bond and DD1 
stock admissions of issues listed on other exchanges.6 By June 30, 
1957, the number of admissions to unlisted trading privileges under 
clause (1) remaining ill effect had fallen from 2,379 to 834, consisting 
of 25 bond and 265 stoek admissions of issues not listed on other ex-

• Thc 1!l35 data arc taken from a "Rpport on Trading In Unlisted Securities Upon Ex­
changes" Issued uy the Commission in 1!J:16. BX(,IlI\lted e,"chan~<'s nre eXcluded. The nUIll­
ber of admissions to unlisted trndln;;· privileges Is greater than the number of Issues 
Im·olved because some issues are admitted on more than one exchange. 
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changes awl of :3 bond and 512 stock admissions of issues listed on 
other exchanges. 

Clause (2) of section 12 (f) provides for the granting by the Com­
mission of applications by exchanges for unlisted trading privileges 
in securities which are listed on other exchanges. The first such 
applications were granted in 1937, and there were 90S admissions of 
stock issues to unlisted trading privileges under clause (2) in effect on 
,Tune 30,1957.7 There have been 8 admissions of bond issues, and 7 re­
movals, leaving a single bond issue remaining admitted under clause 
(2) . 

Clause (3) of section 12 (f) provides for the granting by the Com­
mission of applications for unlisted trading privileges conditioned, 
among other things, upon the availability of information substantially 
equivalent to that filed in case of listed issuers. There have been 45 
bond and 11 stock admissions to unlisted trading privileges under 
clause (3), of which only 12 bond and 4 stock issues remained on 
.June 30, 19G7, and 2 of the stock issues have also become listed on other 
exchanges. There have been no applications under clause (3) since 
1949. 

Volume of Unlisted Trading in Stocks on Exchanges 

The reported volume of shares traded on an unlisted basis on the 
stock exchanges during the calendar year 1956 included approximately 
33.9 million shares in stocks admitted to unlisted trading only and 
30.2 million shares in stocks listed and registered on exchanges other 
than those where the unlisted trading occurred. These amounts were 
respectively about 3.1 and 2.S percent of the total share volume re­
ported on ull exchanges. Appendix table S shows the distribution 
of shure volume among the various categories of unlisted trading 
privileges on exchanges. 

Applications for Unlisted Trading Privileges 

Pursuant to applications filed by exchanges with respect to stocks 
listed on other exchanges, unlisted trading privileges were extended 
during the year to .T nne 30, 1957, us follows: 

Number oJ 
Stock exchange: 8tock. 

Boston__________________________________________________________ 8 
Cinclnnati_______________________________________________________ 11 
I>etroit__________________________________________________________ 2 
Los Angeles______________________________________________________ 17 
~Iidvvest ___________________ ~--------------------------___________ 14 
Philadelphia-Baltimore___________________________________________ 26 
San Francisco___________________________________________________ 2 

TotaL _____________________________________ -____________________ 80 

• The reduction from 1,025 unllstM stock trading prlvll~ges \1D(ler clause (2) on June 
30, 1956 to 908 on June 30, 1957 was caused primarily by ending of duplications upon the 
merger of the Los Angeles Stock Exchange and the San b'ranclsco Stock Exchange Into the 
Pacific Coast Stock Exchange on December 31, 1956. 
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The Commission's rule 12f-2 p~ovides that when,a security admitt~d, 
to unlisted trading privileges is changed in certain minor respects it 
shall be deeme~ to be· the security. previously admitted to unlisted 
trading· privileges, and if it ischang~d in other ,respects, the .llx:ch~ng~ 
may file ~n application requesting the Commission to det~rmine that 
notwithstanding such change the security is su~stantially equivalent 
to the security theretofore admitted to unlisted trading privileges. 
During the year to June 30, 1957"the Commission granted 3 applica­
tions by the American Stock Exchange for determination that one 
bond issue and two stock issues were the substantiai equivalent of the 
securities previously admitted to 'unlisted 'trading: 

. -' ~, . ',.' , I , 

BLOCK DISTRIBUTIONS BY EXCHANGES 

Rule' 10b-2 unde~> the Securitie1s '; E~change Act of 1934 III Silb-, 
st.~nqll prohibits any per,son parti<;i pating or ,i,l)t~rested ~n the ~i~tri­
but~on, of' a security from paying, any ,other person for,sol~cit~ng' or 
inducing a third. person to buy the security on a national securities 
exchange. This rule is an anti-manipul;ttive rule adopted ur;'der sec­
tion 10 (b) of the Act which n~akes it unlawful for any' person -to 
use any manipulative or deceptive' device or contrivance hi contra~ 
ve~tion of Commission ru!esprescribed in the· public' interest or for 
~he'prdtection of investors. Paragrapn (d)' 'of the rule' provides an 

.exemption·from its prohibitions ,,'her'e'compensation: is paid pursuant 
to the terms 'of a plan; 'filed by a nation~l se<;urities exchange and de~ 
ciated' effective by the' Co'mmission, authbrizing the payment of such 
comp'ensation in connection with'the distribution.' ' 

At the' present time two 'types of plans are' in effect. to perinit. a 
block of securiti~s to be distdbllted through'the'£aci'lities of a national 
securities exchange when it has been determined that the regUlar 
market on the floor of the exchange cannot 'absorb the particular 
block within a reasonable time and at a reasonable price or prices. 
These plans have been d~signated the "Special Offering Plan,'.', esse~­
tially a fixed price offering based on the market price; and the "Ex­
change Distribution Plan," which is a distribution "at the market." 
Both plans contemplate that orders will be solicited off the floor but 
executed on the floor. Each of such plans contains certain, anti­
manipulative controls and requires specified disclosures concerning 
the distribution to be made to prospective purchasers. - ' 
: In addition to these two methods ofdistribut,ing large blocks of 

securities on national securities exchanges, a third method is' c.om­
monly employed whereby blocks of listed securities may be distributed 
to the public over the counter. This method is commonly referred 
to as a "Secondary Distribution" and such a ,.distrib~tion usually 
takes place after the' close of e~change trading .... It is ge~erally·the 

t .. " " ". , ", _, " \ • 

" • I 
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practice'of'exc4anges ,to requi~~ members to obtain .~~le·approv:al o.f 
the exchange before p~rticipating in .such secondary distribution~ .. , 

The follo~ving table shows the number apd volume of special offer­
ings and ex~hange distributions reported by the exc~anges }laving 
sJlqh plans i1) effect, ,~s well as similar figures for secondary, distribu­
ti~n.s ·which exchanges have approved,for member .. participation an<i 
reported to the Qommission. 

,.' . ':'. " 
TotalsaZes-12 months ended Dec, 31, 1956 1 

! • I I " , 

~~~~:~~~~~~ii;uiion~-:~~:::'::':~::~:::::::::::::::: 
Secondary dtstribut\o~ _____ , ___ .. ______ ......... ,. 

Number 
t. I 

8 
17 

146 

Shares in 
offer 

143,880. 
169,351 ' 

11,526,079 

Sbares sold 

131,755 
156,'481 

11,696,174 

Value (tbou­
sands of dol­

lars) 

4,557 
4,645 

,520,966 

I. 
'~~ __ ~ ____ ~-L ____ ~~ ______ __ 

I 

; I 20 
66 

Special offerings ....................... : ............ . 
Exchange distributlons. __ ' ....... , ........ __ .:.' .... . 
Secondary. distributions ........................... . 

• I' I • :-

6 months ended June 30, 1957 1 

1,845 
11,255 

255,160 

1 Details of these distributions appeaf in the Oommission's monthly Statistical Bulletin.' 'For data for 
prlo~ years see app~ndix table. 

MANIPULATION AND STABILIZATION· 

Manipulation 
.. 'I 

The Exchange A~t describes a~ld prohibits certain.forms of manipu­
l~tive'activity in securities regist~red on a nation~l securiti~s.exchange. 
T.h~ .. pr011ibi.~~~ act'iv,it}es include, ~yash'sales and n:mtcl{eq. ~)I:ders 
effe,cted ,for ,the, purpose I?~ cre!).ting a false ,or mi~]eading appe,q,rance 
of trap~ng, q.qtivi~y or with respect,~q the Ir!a:rk~t for. any, such s~curity; 
a seri!'ls ~f transactions in which the pri~e pfsuch security is raised or 
d~p~'~ssed, o~ in which the appearan~e of active tru;d~ng i~ created, 
for th~ purpo.se of inqucing purcha~es or sales .by. others; circulation 
by a 1;>roker, deal~r, se~ler, or buyer,.or, by a person who receives con­
si<;leration' ~rom a broker, dealer, seller, or buyer, of infol'l.n~tion: con­
cerning market operations conduded for a rise or a' decline; and the 
making of material false and misleading statements by brokers, deal'­
ers, sellers, or buyers, or the omission of material information regard­
ing securities for the purpose of inducing purchases or sales. The Act 
also empm"ers the Commission to adopt rules and regulations to de­
fine and prohibit the use of these and other forms of manipulat~ve ac­
tivity in securities whether or not such securities are registered on an 
exchange or traded over the counter. . 

The Commission's market surveillance staff in its Division of 
Trading and Exchanges in 1Vashington and in its New York Re~ 
'gional Office and other field offices observes the ticker-tape quotations 
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of the New York Stock Exchange and the American Stock Exchange 
securities, the sales and quotation sheets of the various regional ex­
changes, and the bid and asked prices published by the National 
Daily Quotat.ion Service for about 6,000 unlisted securities to observe 
any unusual or unexplained price variations or market act.ivity. The 
financial news ticker, leading newspapers, and various financial pub­
lications and statistical services are also closely followed. 

'When unusual or unexplained market activity in a security is ob­
served, all known information regarding the security is examined 
and a decision made as to the necessity for an investigation. Most 
investigations are not made public so t.hat no unfair reflection will 
be cast on any persons or securities and the trading markets will not 
be upset. These investigations, which are conducted by the Com­
mission's regional offices, take two forms. A preliminary investiga­
tion or "quiz" is designed rapidly to discover evidence of unlawful 
activity. If no violations are found, the preliminary investigation 
is closed. If it appears that more intensive investigation is necessary, 
a formal order of investigation, which carries with it the right to 
issue subpenas and to take testimony under oath, is issued by the 
Commission. If violations are discovered, the Commission may 
revoke the registration of a broker-dealer or it may suspend or expel 
him from the National Association of Securities Dealers. Similarly, 
a member of a national securities exchange may be suspended or ex­
pelled from the exchange. The Commission may also seek an in­
junction against any person violating the Act and it may recommend 
to the Department of Justice that any person violating the Act be 
criminally prosecuted. In some cases, where State action seems 
likely to bring quick results in preventing fraud or where Federal 
jurisdiction may be doubtful, the information obtained may be re­
fen'ed to State agencies for State injunction or criminal prosecution. 

The following table shows the number of q11izzes and formal in­
vestigations initiated in 1957, the number closed or completed during 
the same period, and the number pending at the end of the fiscal 
year: 

Tradinu investigatiOllS 
----.---------------~--~--- -- - --- -----

Formal 
Quines Investi· 

gations 
--------------------------------------1-------
Pending June 3D, 1956 ______________________________________________________________ _ 
Initiated during fiscal year _________________________________________________________ _ 

TotaL _______________________________________________________________________ _ 

Closed or completed during fiscal year ____ ._. ___________ . __ ...... _._. __ . __ ._. _____ ._. 
Changed to formal during fiscal year. ___ ...... _._._._._._ ... _ ... _. _________________ _ 

100 
37 

137 

7 
4 

11 

67 2 4 _________ _ 

TotaL______ ________ __________________ __________________ ___________________ __ __ 71 2 

--------------Pending at end of fiscal year __ .______________________________________________________ 66 9 
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'Whcn seeurities arc to be offered to the public, their markets are 
watched very closely to make sure that the price is not unlawfully 
raised prior to or during the distribution. Eight hundred and sixty 
registered offerings having a value 'of $14,623,600,000 and 925 
offerings exempt under section 3 (b) of the Securities Act, having a 
value of about $168 million wcre so observed during the fiscal year. 
About 200 other small offerings, such as secondary distributions and 
distributions of securities under special plans filed by the exchanges, 
which had a total value of about $500 million, were also kept under 
surveillance. 

Stabilization 

Stabilization involves open-market purchases of securities to pre­
vent or retard a decline in the market price in order to facilitate a 
distribution. It is permitted by the Exchange Act subject to the 
restrictions provided by the Commission's rules 10b-6, 7 and 8. These 
rules are designed to confine stabilizing activity to that necessary for 
the above purpose, to require proper disclosure and to prevent 
unlawful manipulation. 

During 1957 stabilizing was efl'eded in connection with stock offer­
ings aggregating 28,585,236 shares having an aggregate public offer­
ing price of $706,538,755. Bond issues having a total offering price 
of $223,483,150 were also stabilized. To accomplish this, 970,942 
shares of stock were purchased in stabilizing transactions at a cost 
of $20,870,422 and bonds costing $4,688,610 were also bought. In 
connection with these stabilizing transactions 7,341 stabilizing re­
ports which show purchases and sales of securities effected by persons 
conducting the distribution were received and examined during the 
fiscal year. 

INSIDERS' SECURITY TRANSACTIONS AND HOLDINGS 

Under section 16 (a) of the Securities Exchange Act of 1934 every 
person who becomes a direct or indirect beneficial owner of more 
than 10 percent of any class of equity security (other than an ex­
empted security) which is listed and registered on a national se­
curities exchange, or who becomes a director or an officer of the issuer 
of any such security, is required to file with the Commission and the 
exchange a statement of his ownership of the issuer's equity securities 
and to keep such information current by filing a report for each 
month in which any subsequent change in his ownership occurs, show­
ing the transactions involved. Officers and directors of public 
utility holding companies and officers, directors, principal security 
holders, members of advisory boards, investment advisers or affiliated 
persons of investment advisers of registered closed-end investment 
companies are required to file similar reports w~th the Commission 
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under section 17 (a) of the Public Utility Holding Company Act of 
1935 and section 30 (f) of the Investment Company Act of 1940. 

These reports are available for public inspection at the Commis­
sion's office and at the exchanges. In order to make available to 
interested persons throughout the country the information contained 
in these reports, it is summarized and published in the Commission's 
monthly "Official Summary of Security Transactions and Holdings," 
which is distributed on a SUbscription basis by the Government Print­
ing Office. The circulation of this pUblication now exceeds 4,500 
copies a month. 

The number of reports filed has continued to increase during the 
last 5 fiscal years, reaching a new high of 34,443 for the 1957 fiscal 
year. The following table shows the number of reports filed for 
each of the last 5 years. 

Nwmber of ownership reports filed during the last 5 fiscal years 

Number of 
Fiscal year: reports filed 

1957 ____________________________________________________________ 34,443 
1956 ____________________________________________________________ 32,001 
1955 ____________________________________________________________ 28,975 
1954 ____________________________________________________________ 23,199 
1953 ____________________________________________________________ 2~333 

The following table shows details concerning the reports filed dur­
ing the fiscal year 1957: 
Number of owner8hip report8 of 01!lC61'S, director8, principal 8ecurity holders, 

and certain other a1!lUated persons filed during the fiscal year ended June 80, 
1957 

Securities Exchange Act of 1934: 1 

Form 4 ___________________ ~ _____________________________________ 29,348 
Form 5_________________________________________________________ 823 
Form 6 _________________________________________________________ 3,315 

Total _________________________________________________________ 33,486 

Public Utility Holding Company Act of 1935: 2 

Form U-17-1___________________________________________________ 21 
Form U-17-2 __ -________________________________________________ 275 

Total_________________________________________________________ 296 

Investment Company Act of 1940:' 
Form ~-30F-1__________________________________________________ 272 
Form ~-30F-2 ______________ ~___________________________________ 389 

TotaL __________ .______________________________________________ 661 

Grand total ___________________________________________________ 34,443 

1 Form 4 is used to report changes In ownership; Form I) to report ownership at the 
time an equity security of an issuer is first Hsted 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. 

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

3 Form N-30F-1 is used for Initial reports and Form N-30F-2 for reports of changes of 
ownership. 
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Recovery of Short Swing Trading Profits by or on Behalf of Issuer 

For the purpose of preventing the unfair use of information which 
may have been obtained by an officer, director or la-percent stockholder 
by reason of his relationship to his company, sections 16 (b) of the 
Securities Exchange Act, 17 (b) of the Public Utility Holding Com­
pany Act, and 30 (f) of the Investment Company Act provide for 
the recovery by or on behalf of the issuer of any profit realized by the 
officer, director or la-percent stockholder from certain purchases and 
sales, or sales and purchases, of securities of the company within any 
period of less than 6 months. The Commission is not charged with 
the enforcement of the civil remedies created by these provisions, 
which are matters for determination by the courts in actions brought 
by the proper parties. 

REGULATION OF PROXIES 

Scope of Proxy Regulation 

Under sections 14 (a) of the Securities Exchange Act, 12 (e) of the 
Public Utility Holding Company Act of 1935, and 20 (a) of the In­
vestment Company Act of 1940 the Commission has adopted Regula­
tion X-14 requiring the disclosure in a proxy statement of pertinent 
information in connection with the solicitation of proxies, consents and 
authorizations in respect of securities of companies subject to those 
statutes. The regulation also provides means whereby any security 
holders so desiring may communicate with other security holders when 
management is soliciting proxies, either by arranging for the inde­
pendent distribution of their own proxy statements or by including 
their proposals in the proxy statements sent out by management. 

Copies of proposed proxy material must be filed with the Commis­
sion in preliminary form prior to the date of the proposed solicitation. 
·Where preliminary material fails to meet the prescribed disclosure 
standards, the management or other group responsible for its prepara­
tion is notified informally and given an opportunity to avoid such 
defects in the preparation of the proxy material in the definitive form 
in which it is furnished to stockholders. 

Statistics Relating to Proxy Statements 

During the 1957 fiscal year 1,991 solicitations were made pursuant 
to regulation X-Hi 1,968 were conducted by management and 23 by 
nonmanagement groups. These 1,991 solicitations related to 1,755 
companies, some 160 of which had more than one solicitation during 
the year, generally for a special meeting not involving the election 
of directors. 

Of the 1,991 proxy statements filed during the year, 1,726 involved 
the solicitation of proxies for the election of directors, 239 were for 
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special meetings not involving the election of directors, and 26 solicited 
assents and authorizations not involving a meeting of security holders 
or the election of directors. 

In addition to the election of directors, stockholders' decisions were 
sought in the 1957 fiscal year with respect to the following types of 
matters: 

'Num·ber 
01 prol1J/! 

Natltre 01 proposal8 statements 

Mergers, consolidations, acquisitions of businesscl:l, purchases and sales 
of property, and dissolutions________________________________________ 112 

Issuance of new or additional securities, modifications of existing secu-
rities and recapitalization plans other than mergers or consolidations__ 207 

Employee pension and retirement plans (including amendments to existing 
plans) ________________________________________________________ ~____ 86 

Bonus and profit-sharing plans, including deferred compensation arrange-
ments_____________________________________________________________ 40 

Stock option and employee stock purchase plans (including amendments 
to existing plans)__________________________________________________ 216 

Approval of selection by management of independent auditors____________ 516 
Amendments to charters and bylaws and miscellaneous other matters 

(excluding those involved in the preceding items)____________________ 461 

Stockholders' Proposals 

During the 1957 fiscal year, 33 stockholders submitted a total of 
127 proposals which were included in the 78 proxy statements by the 
management of 77 companies under the provisions of rule 14a-8 of 
regulation X-14. 

Typical of such stockholders' proposals submitted to a vote of se­
curity holders were resolutions relating to amendments to ehartet;s 
and bylaws to provide for regional meetings of stockholders, cumula­
tive voting for the election of directors, preemptive rights for stock­
holders, a requirement that directors own a minimum amount of stock, 
limitation of the authority of the directors to issue securities for prop­
erty without specific approval by stockholders and the allnual election 
of all directors. Other resolutions of stockholders included in man­
agements' proxy statements related to limitations on executive salaries, 
pensions, and options to purchase stock of the company, the sending to 
all stockholders of a report of the annual meeting and the approval 
by stockholders of the selection by management of the independent 
auditors. 

The management of 21 companies omitted from their proxy state­
ments, under the conditions specified in rule 14a-8, a total of 39 addi­
tional stockholder proposals submitted by 24 individual stockholders. 
The reasons why these 39 proposals were omitted from managements' 
proxy statements are given below with the number of times each reason 
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was involved shown in parentheses: (a) The proposal was not a propel' 
subject matter under state law (15); (b) the proposal was not sub­
mitted to the company within the prescribed time limit (4); (0) the 
proposal involved a personal grievance (7); (d) the same proposal 
did not receive sufficient votes at a previous meeting of stockholders 
(4) ; (e) the subject matter related to the ordinary conduct of business 
of the company (3); and (I) the proposal was withdrawn by the 
stockholder (6). 

Ratio of Soliciting to Nonsoliciting Companies 

Of the 2,256 issuers that had securities listed and registered on 
national securities exchanges as of June 30, 1957, 2,004 had voting 
securities so listed and registered.s Of these 2,004 issuers, 1,532, or 
76.4 percent, solicited proxies under the Commission's proxy rules for 
the election of directors during the 1957 fiscal year while the remain­
ing 472, or 23.6 percent, did not file proxy statements. 

Proxy Contests 

During the 1957 fiscal year there were 20 companies involved in 
proxy contests for the election of directors, 11 of which were for 
control of the company and 9 for representation on the board of 
directors. In these contests 265 persons filed detailed statements as 
participants under the requirements of rule 14a-11. Of the 11 con­
tests for control, management won 7, the opposition won 2, 1 was 
settled by negotiation, and 1 was pending in court as of June 30, 
1957. Of the 9 contests for representation on the board of directors, 
management won 5, the opposition won places on the board in 3 
cases, and in the other case the opposition was given a place on the 
board by negotiation. 

REGULATION OF BROKER-DEALERS AND OVER-THE-COUNTER 
MARKETS 

Registration 

Section 15 (a) of the Securities Exchange Act of 1934 requires 
registration of brokers and dealers using the mails or instrumental­
ities of interstate commerce to effect transactions in securities on the 
over-the-counter market, except those brokers and dealers whose 
business is exclusively intrastate or exclusively in exempt securities. 
The tabulations below reflect certain statistical data with respect to 

8 Not included in the 2,004 issuers were 11 companies that listed and registered voting 
securities on an exchange for the first time subsequent to their 1957 annual meeting of 
stockholders. 
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~egi~,t~ati~~, of b~oke~s an~l. dealers ~nd a'p'pl~cati?ns for su~h r~gis-
tr.atlOp. durmg, the fiscal yei1r 1957. ,;,'" '! ' 

Effective registrations at close of' preceding fiscal :year.:. ________ '-_______ 4,591 
Appli~!ltions 'p'~nding a~ '~19s~ ,of ,preceding fiscal, year ____ :-_;-, __ ...: ____ ..:_;. __ " " 53 
Applications ,filed during fiscal year___________________________________ '776 

, ,I ' " '! 'I !, I", • • 'I ; I L • t " 

': TotaL_:.-;~~ _________ ~: ___ ..: _______ ~ ______ .:. ___ ~ __ .:.~ ___ ~_,_:. ________ ·5,420 
'j! , '., 

Applications denied ________________________________________ ' _____ :..____ 6 
Applica tions withdra wn _____ - - - ___ - - ___ - __ - _: _,-; ~ ___________ -:_, __ ,- _ ____ 17 
Applications cancelled _________ ..:::. ___ ~.:. ______ '..: _____ :.._..: __ '..:~ __ :..:. _____ ~_.:...: 0 
Registrations. withdrawn,._-; _____ :-____ . __ ..: ___ :.. _______________ ' __ :-_____ :..,.. , : 477 

!!~:i~,:i!~:: ~~;~~~:~===~=~'=~===~===========~==============,========= ,; i ,~~ Registrations effective at end of year ______________________ .:. __________ 4,,771 
Applications pending at· eiId: of year _____ .:. __ ..:_...:.:.~_:...L_~.:. __ ..:~___________ ·69 

TotaL __________ -: __ ,-______________ . ________ ..: ____________________ ,5,420 

Administrative Proceedings 

; 'Under se~tiq!l, 15, (b) ,of ~l!e SecUl:ities E~change,Act of 1934, the 
Commission may deny broker-~ealer registration to an applicant or 
t;evoke such registration if i,~ finds that it is in the, pu~lic interest a~~ 
that the applican,t or r~gistra~t or ,any pa~t!ler, o~cer, director or 
otl,ler ,person directly or indirectly controlling ,or contr~l1ed by such 
appli~ant (~r .brc;>ker-qe~ler }~I subject: to one 9r more of the disquali­
fJc~tioJ}.~ set, forth, in the Ac~: ; These di~qualifi~ations, ,in general, are 
(1), :vrillful false, or misl~ad~ng statements, in the application or d~u­
ments, supph~mental thereto" (2) ,conv;iction within t~n years of ,a 
feJony or, misdemeanor involving the purchase or sale of, securities or 
of any conduct arising out of the business as a broker-de~ler, ,(3) in­
junction by a court of competent jurisdiction from engaging in any 
practices in' connection, with the purchase or sale of securities, and 
(4) willful violation of the Securities Act of 1933 or the Securities 
Exchange Act of-1934 or any of the Commission's rules or regulations 
thereunder. ,In addition, brokers and dealers may be suspended or 
expeHed by the 'Commission from membership in the National As­
so~iatlo'ri of Securities Dealers, Inc'.; and national securities exchanges 
fbi particip-ating in"viola:tions' of 'the various federal securities laws 
or the regulations therimnd~r. ' The Commission may not deny regis~ 
tnttion to any person, 'wlioapplie? ,therefor 'absent 'evidence of mis­
conduct of the speCified types' enumerated in the Act. Reputation, 
character, lack of experience in the securities business or even convic­
tion, of the registrant o{ a f~lony, ~ot involving the sale of secu~ities 
do not constitute statutory bars to registration as a broker-dealer." 

The Commission's vigorous enforcement program and a greater 
number of broker-dealer inspections during the fiscal year resulted in 
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a substantial increase in the number of proceedings under section 15 
(b) of the Securities Exchange Act as compared with prior years. 
A tabulation reflecting these proceedings for the fiscal year follows. 

Statistics of administrative proceedings to dOilY an(l I'evoke l'ogistration and to 
suspend and expcl fl'om membership 'i·lll a natioll(l1 sccuritics a8sociation 01' an 
exchange 

Proceedings pending at start of fiscal year to: 
Revoke registration ______________________________________________ 22 
Revoke registration and suspend or expel from NASD or exchanges__ 11 
Deny registration to applicnnts__________________________________ 4 

Total proceedings pending_____________________________________ 37 

Proceedings instituted during fiseal year to: 
Revoke registration_______________________________________________ 27 
Revoke registration and suspend or expel from NASD or exchanges__ 31 
Deny registration to applicants___________________________________ 15 
Impose terms and conditions on withdrawaL______________________ 1 

Total proceedings instituted____________________________________ 74 

Total proceedings current during fiscal yeal'______________________ 111 

Disposition of 1)rOceclling8 

Proceedings to revoke registration: 
Dismissed on withdrawal of registration__________________________ 13 
Dismissed-registration permitted to continue in effecL____________ 1 
Registration revoked_____________________________________________ 13 

Total__________________________________________________________ 27 

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

Registration revoked and firm expelled from NASD_________________ 9 
Dismissed on withdrawal of registration___________________________ 1 
Dismissed-registration amI membership permitted to continue in 

effect__________________________________________________________ 3 
Suspended for a period of time from NASD________________________ 4 

Total__________________________________________________________ 17 

Proceeding'S to deny registration to applicant: 
Registration denied______________________________________________ 6 
Dismissed on withdrawal of application___________________________ 2 
Dismissed-application permitted to become effective________________ 2 

Total__________________________________________________________ 10 
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Disposition of proceedings-Continued 

Proceedings to impose terms and conditions on withdrawal: 
Dismisseu-withuruwal of registration permitted__________________ 1 

TotaL________________________________________________________ 1 

Total proceedings uisllosed oL__________________________________ 55 

Proceedings penuing at end of fiscal year to: 
Reyoke reglstratioD______________________________________________ 22 
Reyoke registration and suspend or expel from NASD or exchanges__ 2;:; 
Deny registration to applicants.___________________________________ !) 

Impose terms and conditions on withdrawaL_______________________ () 

Total proceedings pending at end of fiscal year____________________ 56 

l'otal proceedings aCcoullteu fOL________________________________ 111 

Proceedings in which action was taken during the year includeJ 
the following: 

Registration as a broker-dealer in securities was denied to John 
Raymond LU<Jas, doing business as Luoas and Oompany 9 upon a find­
ing that while not so registered with the Commission the applicant 
had effected securities transactions involving $8,900,000 with 116 cus­
tomers located in 6 states and with 36 other brokers and dealers. A 
substantial number of transactions had been effected by Lucas after 
he had been advised of the broker-dealer registration requirements'of 
the Securities Exchange Act of 1934. In addition, it was found that 
the sworn financial statement filed with his application for registra­
tion was false in failing to disclose a large amount of liabilities and 
that Lucas had engaged in transactions with customers while insol­
vent without disclosing such information to his customers. Subse­
quently Lucas was tried and convicted in a state court on charges of 
grand larceny and embezzlemcnt and was sentenced to five years in the 
state penitentiary. 

In The Western TJ'ade1', Ino.,I° the Commission denied an applica­
tion for registration as a broker-dealer upon a finding that the appli­
cant had been previously registered as a broker-dealer and in an action 
instituted by the Commission "'us permanently enjoined by a decree 
entered in a United States District Court in which it "'as adjudged, 
among other things, that the applicant sold unregistered stock in a 
uranium company by means of misrepresentations concerning the 
company and its properties, and had effected principal and agency 
transactions with customers without sending proper confirmations 
as required. The Commission also found that Clifford A. Greenman, 

• Securities Exchnnge Act Itelense No. 5470 (March 8, 1!);;7). 
10 HecllritieH Exchange Act Helens" :\0.5514 (:.Iny 13, 10;;7). 
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president and controlling stockholder of applicant, was a cause o'f the 
'order of denial. Greenman was also a registered investment ad7 

viser' ,operating under the name The Western Trader and Investor. 
Proceedings resulting in revocation of that regi~tration are discussed 
in the: section of this report relating to Investment Advisers Act of 
1940. , , 

The broker-dealer registration of The Lewellen-Bybee Oompany 11 

, was -revoked upon a finding that the firm had offered and sold the 
common stock of Venezuelan National Diamond Co. and Powder 
River Uranium Co., Inc., and the common and preferred stock of 
~emisphere Productions, Ltd., when no registration under the Se­
.curitiesAct of 1933 was in effect with respect to any of these securi­
ties. In connection with the offer of stock of Venezuelan National 
'Diamond Co., the firm made false and misleading representations 
cqncerning the incorporation of the issuer and the return to be ex­
pected from an investment in the security. In the offer and sal~ of 
the securities of Hemisphere Productions Limited the firm made false 
representations concerning the issuer's repurchase of its preferred 
stock, the soundness of an investment in the securities, and their future 
price. In addition, it was found that a predecessor of the firm had 
offered and sold unregistered securities of another issuer" and in 
doing so had made various false and misleading statements. The 
Commission determined that ,Rollo Lee Lewellen, president of Lew­
ellen-Bybee, was a cause of the revocation. 
, ,e. Herbert Onderdonk, doing business as O. Herbert Onderdonk 
00.,12 had been permanently enjoined by a United States District 
Court, upon a complaint filed by the Commission, from engaging in 
business as a broker:-dealer unless his books and, records were made 
current and made available for inspection by a representative of the 
Commission, and a true 'ana. correct report of his financial conditi6n 
filed. It appeared that his books and records and his financial report 
filed with the Commission failed to reflect certain liabilities to cus­
tomers and that New York State had obtained an injunction based 
JJpon a finding that Onderdonk was insolvent and had misappro­
priated funds and securities of customers. The Commission entered 
an order revoking Onderdonk's registration. Onderdonk received 
a sentence of from 5 to 10 years' imprisonment upon a plea of guilty 
to charges of forgery and grand larceny brought in a state court. 

'The Commission suspended the membership of Brereton, Rice & 
00., Inc. 18 in the National Association of Securities Dealers, Inc., for 
30 ,days upon a finding that the firm had prepared and inserted in a 

U Securities Exchange Act Helease No. 5401 (November 23. 1956). 
,. Securities Exchange Act ReleaRe No. 5532 (June 17. 1957). 
,. Securities Exchange Act RE-lease No. 5477 (Mnrch 25, 1957). 

447579-58-7 
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mining newspaper an advertisement which represented that the' firm 
offered to sell the unsold balance of an issue of 200,000 shares of 
Leadville Lead and Uranium Corporation stock at the original pub­
lic offering price of $1.25 per share; that a survey of Leadville's min­
ing properties by a certain eminent mining engineer indicated large 
bodies of gold, silver, lead, zinc, and copper ore; and that the mining 
engineer after completing his survey bought a substantial block of 
Leadville stock at $1.25 per share. . 

The Commission determined' that the offer to sell the unsold bal­
ances of the Leadville issue was materially misleading in that Brere­
ton, Rice & Co., Inc., intended to fill orders received in response to 
the advertisement with outstanding rather than original issue stock, 
and consequently none of the proceeds of such sales would be received 
by the issuer. 'With regard to the survey indicating large bodies of 
certain minerals, it was found that the conclusions were based upon 
certain anomalies which did not necessarily indicate the existence of 
any ore bodies. It was also found that the claim that the mining 
engineer had purchased a ,block of slock in Leadville was misleading 
since the engineer was given the stock as partial compensation before 
begilming his surveys. Prompt action by the Regional Office caused 
a discontinuance of the offering before any sales were effected. 

An order was' entered denying the application for registration as 
a broker-dealer of George W. OMllian, doing business as George W. 
OMllian ill Oompany 14 based upon violations of the registration pro­
visions of the Securities Act and the Securities Exchange Act. The 
Commission found that the applicant had participated in the distribu­
tion of more than a quarter of a million shares of capital stock of 
New Metalore Mining Co., Ltd., a Canadian mining company, to 
residents of the United States in eight states. The shares were not 
registered under the Securities Act and Chilli an was not registered 
as ,a broker-dealer under the Exchange Act. It was found that he 
also effected transactions in other Canadian securities for residents 
of Minnesota. 

The Commission revoked the registration of L. D. Friedman &: 00., 
, Inc.,t5 as a' broker-dealer when it was found'that the firm had made 
false statements in its application for registration, and made false 
statements that an offering of North Pacific Exploration, Ltd., stock 
was almost completed and that only a few shares were left, that the 
price of the stock would go up substantially in the near future, that the 
firm had made large purchases of the stock, that oil had been dis­
covered on,North Pacific's properties and th~t North Pacific compared 
favorably with another well-known successful company., In addition, 

1< Securities Exchange Act Release No, 5368 (September 26, 1956). 
,. Securities Exchange Act Release No. 5518 (May 17, 1957). 
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it was found that the firm had failed to meet the net capital require­
ments and to keep the books and records required by the Securities 
Exchange Act of 1934 and had sold securities not registered under the 
Securiti~s Act of 1933. The Commission found Louis D. Friedman 
and Leo Haymond, president and former vice president, respectively, 
of L. D. Friedman.& Co., to be causes of the revocation. 

Proceedings against Ooburn and Middlebrook, I'JUJorporated 16 were 
based upon violations of section 7 (c) of the Securities Exchange Act 
of 1934 and regulation T promulgated by the Federal Reserve Board 
thereunder relating to the extension of credit to customers by broker­
dealers who transact business through the medium of a member of a 
national securities exchange. The registrant maintained 14 branch 
offices and employed about 100 salesmen. Its business largely involved 
dealings in securities traded.in the over-the-counter market. Section 
4 (c) (2) of regulation T provides that a broker or dealer shall 
promptly. cancel or otherwise liquidate the ,transaction where a cus­
tomer purchases a security in a special cash account and does not make 
full cash payment within 7 business days. Section 4 (c) (8) of the 
regulation provides that unless funds sufficient for the purpose are 
already in the account, no security shall be purchased for or, sold to a 
customer in a special cash account if during the preceding 90 days the 
customer had purchase¢!. another security in that account and sold it 
before he paid for it in full. Section 4 (c) (1) (a) of regulation T 
permits a broker or dealer to effect bona fide cash transactions involv­
ing the purchase of a security by a customer in a special cash account 
which does not have sufficient funds for the purpose,only if he does so 
in reliance upon an agreement accepted by him in good faith that the 
customer will promptly make full cash paymel).t for the security and 
that he does not contemplate selling the security prior to making such 
payment. The Commission found that registrant had violated section 
7 (c) of the Act and each of the foregoing provisions of regulation T 
and suspended registrant from membership in the National Associa­
tion of Securities Dealers, Inc., for a period of 30 days. 

Another case involving charges of violation of section 7 (c) of the 
Securities Exchange Act and regulation T was In thf lIfatter of Den­
ton &: Oompany, IncorporatedP In this case the Commission foun4 
that the registrant did not promptly cancel or otherwise liquidate 
transactions of customers in special cash accounts when the cllstomer 
did not make full cash payment within 7 business days in violation of 
section 4 (c) (2) of regulation T. At least one of these transactions 
also violated section 4 (c) (8) '0£ the regulation in that a customer was 
permitted to purchase a security in a special cash account without hav-

1. Securities-Exchange Act Release No. 5454 (February 27,1957). 
17 Securities Exchange Act Release No: 5~93 (A~rU 22, 1957). 
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ing sufficient funds in the account for that purpose when within tli~ 
previous 90 days the customer had purchased another security in that 
account and sold it before he paid for it. In addition to the regulation 
T violations, the Commission found that the registrant had failed to 
keep current certain books and records as required. The Commission 
suspended the firm from the National Association' of Securities Deal: 
ers, Inc., for 30 days and found three officers of 'the' firm to be causes 
of the suspension order. ' 

The broker-dealer registration of Gill, Pope 00.18 was revoked 'upon 
n. finding that the registrant's books and records and its report of fimii~~ 
cial condition filed with the Commission failed to reflect a liability 
for an advance by Paleo Oil & Gas Corp. for expenses in connection 
with a "best efforts" underwriting. Had'the liability' been shown;: it 
would have revealed that the firm was doing business with custo~ners 
while in violation of the net capital rule and ~hile insolvent. Jesse 
S. Gill and Frank I. Pope were found to be causes of the revocation 
order.' " 

The Commission revoked the registration of Ba1'~lett and Weikel'19 
as a broker-dealer based upon a finding that the firm-had engaged in 
a distribution of Acteon Gold Mines, Ltd., a Canadian security, ill the 
United States when no registration statement was in' effect for the 
securities imder the Securities Act of 1933. In connection with such 
sales the firm made false and misleading statements by overstating 
the value of Acteon's properties, orders held by Bartlett and Weikel 
for Acteon stock and the indicated market price of the stock. lfur­
ther, it was found that the firm had failed to keep certain'books and 
records, had made fictitious entries in other books and records and had 
filed a' false annual financial statement with the Commission. The 
Commission 8:lso found Malcolm H. Biddle Weikel and Paul Henry 
Kroger, partners in Bartlett and Weikel, to be cau'ses of the revocation. 

The broker-dealer registration of Mitohell Seouritie8, Ino.,20 was 
revoked by the Commission, based upon an injunction. mitered Ill' a 
United States District Court in which it was adjudged that the firm 
had sold its own debentures to the public by means of misrepresenta­
tions about its financial condition, its history of unprofitable opera­
tions, and commissions paid in connection with the sale of its deben­
tures. The Commission also determined that C. Benjamin Mitchell 
'and Russell P. Dotterer, who were officers and directors of Mitchell 
Securities, were causes of the revocation. 

The broker-dealer registration of Paul Soarborough, Jr.,21 was re­
voked by the Commission following his conviction in United States 

18 Securities Exchange Act Release No. 5840 (July 19, 1956). 
sa Securities Exchange Act Release No. 5857 (August 81, 1956) . 
.. Securities Exchange Act Release No. 5498 (April 28, 19117) • 
.. Securities ~ebange Act Release No. 111107 (April 80, 19117). 
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District Court on charges of violating the anti-fraud provisions of 
the ,Securities Act and the Securities Exchange Act involving con­
version by Scarborough of customers' funds and securities. The 
'Commission earlier had obtained an injunction in the same court 
to restrain further violations of the anti-fraud provisions of the 
Secl,l,rities, Exchange Act and from continuing to effect transactions 
in ,securities asa broker-dealer without making and keeping current 
the books and records required under the Act. The injlllction was 
also a basis for the Commission's order of revocation. 

, , 
Net Capital Rule 

" To provide safeguards for funds and securities of customers dealing 
with broker-dealers, the Commission has adopted rule 15c3-1 under 
the' Secui·ities Exchange Act, commonly known as the net capital 
rul~. This rule restricts the amount of indebtedness that may be in­
curred by a registrant in relation to his capital. Under the rule, no 
broker-dealer subject thereto may permit his "aggregate indebtedness" 
to ,exceed 20 times his "net capital" as those terms are defined in the 
rule.' , 
, Prompt action ~s taken by the Commission whenever it appears that 
any, hroker-dealer fails to meet the capital requirements prescribed 
by the rule. Unless the broker-dealer takes necessary steps promptly 
to correct any capital deficiency found to exist either by inspection_ 
or'by reports filed with the Commission, injunctive action may be 
taken or proceedings instituted to determine whether the broker~ 
~~aler registration should be revoked. During the fiscal year viola­
tions of the net capital rule were alleged in injunctive actions filed 
against 34 broker-dealers, and in revocation proceedings instituted 
against 20. 

Where a broker-dealer participates in "firm commitment" under­
writings careful check, based upon latest available information, is 
ma~e to determine whether he has adequate net capital to be in com­
pliance with the rule. Acceleration of effectiveness of registration 
statements' under the Securities Act is not permitted if it appears 
that any underwriter would as a result of his commitment be in viola­
tiqn of the net capital rule. In a number of instances during the past 
year broker-dealers who were named as underwriters appeared to be 
i~adequately capitalized to take down their commitments in con­
formity with the rule. The broker-dealers were informed of the situ­
ati()ll and the effect it would have on a pending registration statement, 
and they thereupon obtained sufficient capital so that full compliance 
with the rule could be ha:d, reduced their commitments to the extent 
to which they could be undertaken without violating the rule or with­
drew entirely as an underwriter. 
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Financial Statements' 

A report of financial 'condition is required to be filed with the Com­
mission ollce each calendar year by every registered broker-dealer. 
These reports serve to inform the Commission and the public as to the 
financial responsibility of b~'oker-dealers, and they are analyzed by 
the staff to determine whether the registrant is in compliance with the 
Commission's net capital rule. If the analysis discloses that- the 
registrant is not in compliance with the net capital requirements an 
opportunity is usually afforded for'compliance, particularly where the 
situation appears to be inadvertent or of a temporary nature. How­
ever, the Commission, for the protection of 'customers, insists that 
registrants be in compliance and, where the public interest would be 
better served, appropriate action is taken. Revocation proceedings 
are brought against registrants who fail to make the necessary filing. 
During the year 4,328 reports of financial condition were filed. 

Broker-Dealer Inspections 

Inspections of registered broker-dealers as provided for in section 
17 (a) of the Securities Exchange Act are a vital part of the Com­
mission's activities. to provide maximum protection of investors. The 
purpose of these regular and periodic inspections is to assure compli­
ance by broker-dealers with the securities acts and the rules and regu­
-lations promulgated by the Commission and to detect and prevent 
violations. 

An inspection ordinarily includes, among other things, (1) a deter­
mination of the financial condition of the broker-dealer; (2) review 
of pricing practices; (3) review of the treatment of customers' funds 
and securities; and (4) a determination whether adequate disclosures 
are made to customers. The inspection process also determines whether 
the required books and records are adequate and currently maintained, 
and whether broker-dealers are conforming with the margin and other 
requirements of regUlation T, as prescribed by the Federal Reserve 
Board. They also check for "churning," "switching," sale of un­
registered securities, use of improper sales literature or sales methods, 
and other fraudulent practices. These inspections frequently discover 
situations which, if not corrected, would result in losses to customers. 

The policy inaugurated in the previous year of increasing the num­
ber of inspections was carried forward in the fiscal year 1957. The 
1,214 inspections completed during the year represent an increase of 
more than 25 percent over the previous year. Since the number of 
registered broker-dealers continued to increase during the year from 
4,591 to 4,771 at the end of the year, it is proposed that the inspection 
program will be further expanded to keep pace with the increased 
nu;mbcr of persons engaged in the securities business. 
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While an inspection may disclose violations of the Commission's 
statutes or rules, formal action is not taken against every broker-dealer 
found to be in violation. In determining whether to institute action 
against a broker-dealer found as a result of an inspection to be in 
-violation, consideration is given to the nature of the violation and to 
the effect it has upon members of the public. Inspections usually re­
veal a number of inadvertent violations which are caught before they 
become serious and before they jeopardize the rights of customers. In 
such situations, where no harm has come to the public, the matter is 
called to the attention of the registrant and arrangements made to cor­
rect the improper practices. Where, however, the violation appears to 
be willful and the public interest is best served-by instituting proceed­
ings against the broker-dealer, such action is promptly-taken. 

The following table shows the various types of violations disclosed 
asa result of the inspectio:n program during the fiscal yea~' 1957. 

Type Number 
Financial difficulties__________________________________________________ 121 
Hypothecation rules __________________________________________ ~------_ 26 
Unreasonable prices for securities purchases _______ ~____________________ 234 
Regulation T of the Federal Reserve Board ______________ ~ _______ ~______ 218 
"Secret profits" ______________________________________________________ 8 

Confirmation and bookkeeping rules___________________________________ 950 
Miscellaneous _______________________________________________________ 165 

Total indicated violations ___________________________________ -:-____ 1,722 

Total number of inspections _______________________ ..: _____________ 1.214 

In addition to the Commission's inspection program, the National 
Association of Securities Dealers, Inc., and the principal stock ex­
changes also conduct inspections of their members and some of the 
States also have inspecfion programs. Each inspecting agency con­
ducts inspections in accordance with its own procedures and with 
particular reference to its own regulations and jurisdiction. Conse­
quently, inspections by other agencies are not an adequate substitute 
for Commission inspections since the inspector will not be primarily 
concerned with the detection and prevention of violations of the 
Federal securities laws and the Commission's regulations thereunder. 
The Commission and certain other inspecting agencies, however, 
maintain a program of coordinating inspection activities for the pur­
pose of avoiding unnecessary duplication of inspections and to ob­
tain the widest possible coverage of brokers and dealers. This seems 
appropriate in view of the limited number of irispections which it 
is 'possible for the Commission to make. The program does not 
prevent the Commission from inspecting any person recently in­
spected by another agency, and such an inspection by the Commission 
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is made whenever reason therefor exists, but it has been neceSsary 
for the Commission.to rely to a considerable extent upon the inspec­
tion programs of the major exchanges, such ,as the" New York Stock 
Exchange. 

Agencies' now participating in the coordinated program include 
the New York Stock Exchange, the American Stock Exchange, the 
Midwest Stock Exchange, the Philadelphia-Baltimore Stock Ex­
change, the Pacific Coast Stock Exchange, and the N ational Associa~ 
tion of Securities Dealers, Inc. 

SUPERVISION OF .ACTIVITIES OF NATIONAL ASSOCIATION 
OF SECURITIES DEALERS, INC. 

Section 15A of the Securities Exchange Act of "1934 ("the Ma­
loney Act") provides for registration with the Commission Of na­
tional securities assoCiations and establishes standards for such as­
sociations. The rules of such associations must be designed to pro­
mote just and equitable principles of trade, to prevent fraudulent and 
manipulative acts and practices and to meet other statutory require~ 
ments. Such associations serve as a medium for the co-operative self 
regulation of over-the-<eounter brokers and dealers and operate Ul1d!n~ 
the general supervision of this Commission. The NatioI).al Associa­
tion of Securities Dealers, Inc. (NASD) is the only association 
registered under the Act. " 

In adopting legislation to authorize the formation and'registration 
of such associations, Congress provided an incentive to membership 
by permitting such associations to adopt, and the NAS]) has adopted, 
rules which preclude a member from dealing with a' non-member, 
except on the same terms and conditions as the member affords'llle 
general public. As" a consequence, membership is necessary to the 
profitable participation in underwritings and over-the-counter trad­
ing in general, for price concessions, discounts and similar allowances 
may properly be granted only to members. 

On June 30, 1957, there were 3,856 NASD'members, an increas~ 
of 222 during the year, as a result of 456 admissions to and 234 termi­
nations of membership." There were also registered with the NASD 
as registered representatives 57,103 individuals, including, generally, 
all partners, officers, salesmen, traders and other persons employed 
by qr affiliated with ~ember firms in capacities which i~volvea their 
doing business directly with the public. The number of' registered 
representatives increased by 8,537, during the year, as" a" resu,lt ,o~ 
15,014 initial registrations, 5,861 re-registrations and 12,338 term,ina­
tions of registration. 
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Disciplinary Actions 

'The NA.SD sends the Commission summaries of decisions on all 
final disciplinary actions taken against members and the registered 
representatives of members. Each such decision is considered by the 
Commission's staff to determine whether the underlying facts indi­
cate, conduct violative of the statutes administered by the Commis­
sion or the rules adopted thereunder. This consideration ofte~ in­
'cludes an examination of th,e NASD's file on a particular case. 
Where the available £acts appear to indicate violations of the Com­
mission's rules or statutes, independent Commission enforcement ac­
tion is initiated, unless, of course, such action had already been com­
menced before receipt of notice from the NASD. 
-, During the year here under review, the N ASD reported to the 
Commission on 140 final disciplinary actions against 141 members, 
one complaint' having been directed against two different members, 
and 61 registered representatives of members. In 97 cases com­
plaints were directed solely against member firms, and in 44 addi­
tional cases complaints were directed against both members and repre­
sentatives of such members. In all, 135 member firms and 51 regis­
'tered representatives were found to have violated various NASD 
rules 'as specified in the underlying complaints and were subjected to 
penalty. The penalties imposed on members and registered repre­
sentatives covered a wide range of available sanctions and in several 
iilstances more than a single penalty was imposed on a firm or repre­
sentative. Thus, 38 member firms were expelled and 1 was suspended 
for 2 weeks; 58 firms, including 1 suspended and 2 expelled firms, 
were fined am'ounts ranging from $50 to $5,500 and aggregating over 
$37,500; and 38 other firms were either censured or required to file a 
statement pledging future observance and compliance with the rules 
of :fair practice and the bylaws. In addition, the registrations'o~ 27 
registered representatives were revoked, the registrations of 6 repre­
sentatives were suspended for periods ranging from 15 days to three 
years, five representatives were fined amounts ranging from $50 to 
$2,700 and aggregating $4,850, 7 representatives were censured, and 
6 repres~ritatives were found to have been the cause of some penalty 
i'inposed on the controlling or controlled member firm. , Costs were 
also imposed on 38 members and on 1 representative in amounts 
ranging from $12.50 to slightly over $1,600 and aggregating approxi­
mately $11,500. 

Commission Review of NASD Disciplinary Actions 

Section 15A (g) of the Act provides that disciplinary actions of 
the NASD are subject to review by the Commission on its own,motion 
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or on the application of any aggrieved person. The' statute also 
provides that the effectiveness of any penalty imposed by the NASD 
is automatically stayed pending determination of any matter brought 
before the Commission on review. At the beginning of the fiscal 
year, two such review cases were pending before the Commission and 
during the year three other such applications were filed. Two cases 
were disposed of during the year and at the' year's end three cases 
were penqing before the Commission.2~ 

The Commission sustained in part, and set aside in part, certain 
fines and assessments imposed by the NASD upon Managed Invest­
ment Programs, of San Francisco, and upon Nathaniel S. Chadwick, 
the principal partner, and Richard O. Atkinson, a salesman.23 All 
three parties joined in a petition bringing this matter before the Com­
mission on appeal. The N ASD Board of Governors had imposed 
fines of $2,000 upon Programs, $1,000 upon. Chadwick, and $300, plus 
censure, upon Atkinson, and it also assessed Programs for costs in 
the amount of $2,000. These disciplinary actions were based upon 
violations of the NASD rules of fair practice, involving sales of se­
curities to customers at prices not reasonably related to c.urrent market 
prices, permitting a salesman who was not at the time Program's 
registered representative to trallsact business for the firm and failing 
to maintain and preserve certain records. 

Upon review of the N ASD decision, the Commission affirmed the 
NASD fmding that Programs and Chadwick had violated the NASD 
rules in the respects indicated and the Commission further held that 
such conduct was inconsistent with just and equitable principles of 
trade. The Commission sustained the $2,000 fine against Programs 
and the $1,000 fine against Chadw~ck. Howe~er, it set aside the 
action taken ,against. Atkinson on the ground that this action of the 
Board of Governors was beyond the scope of its power to review the 
prior ruling of the NASD district business conduct committee, which 
had not found a violation by Atkinson on this count. In addition, 
the Commission set aside the $2,000 assessment of costs, ag~instPro­
grams, without prejudice to the right of the NASD to ,~'eassess 'costs 
in an amount not in excess of $2,000 provided such costs are itemized 
and without prejudice to the right of Programs to seek fu~ther Co~-
mission review thereof.24 , ' ',. - , 

In another decision the Commission set. aside disciplin\lry action 
of the N ASD against one of its members, Louis C. Le~ner, of :Boston, 
doing business under the name Lerner & CO.25 The case arose out 

22 The 'three pending cases concern applications filed by Samuel B. Franklin &' Co. (File 
16-:1A65) ; Graham & Co. (File 16-1A66) ; and Batkin & Co. (File 16-1A67). 

23 Securities Exchange Act Release No. 5509 (May 8, 1957). ' 
.. Informatlon subsequently supplied by the NASD indicates that the fines as sustained 

by the Commission. and the costs as reassessed In the amount of $2,000, have been paW . 
.. Securities Exchange Act Release No. 5538 (June 28.1957). 
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of a controver~y between Lerner and Ball, Burge & Kraus, of Cleve­
land, over the'purchase of stock of Morgan Engineering Co. of Al­
liance, Ohio. The conduct of both firms was reviewed by the NASD, 
which cens.ured Ball Burge and imposed a $5.0.0 fine and costs upon 
it. The NASD also censured Lerner for its failure to accept delivery 
of and pay for a 6,1.0.0 share block of Morgan stock acquired by Ball 
Burge for Lerner, and ordered that unless Lerner paid for the stock 
within 3.0 days, he be suspended from NASD membership until he 
did so. Lerner appealed to the Commission from this action. 

The Commission found that in February 1955, Lerner began ac­
quiring Morgan stock from various brokers, including Ball Burge, 
who was the most active dealer in Morgan stock. Lerner talked with 
Paul Gaither, a Ball Burge partner, about his interest in Morgan 
and Gaither indicated. that he could supply Lerner with a great deal 
of Morgan stock over a period of time. Lerner testified that in view 
of the substantial number of shares available through Gaither, he 
decided to seek representation on Morgan's board, that he told 
Gaither of this purpose, and that Gaither assured him that he would 
obtain proxies on all the shares purchased for use on Lerner's behalf 
at Morgan's annual meeting of stockholders schedvled for March 22. 
By March 18, 1955, Lerner had agreed to buy from Ball Burge a total 
of 27,01.0 shares of Morgan stock (at an aggregate price of $694,352), 
which would have been more than enough to elect one director on a 
cumulative voting basis. Gaither did not obtain proxies for all the 
shares sold to Lerner, nor did he attend the Morgan meeting to vote 
on Lerner's behalf such ·proxies as he had obtained. Lerner strongly 
protested to Gaither that he had breached the contracts relating to 
the purchase of Morgan stock by not delivering proxies for stock 
so acquired· 'and not using his influence to obtain representation for 
Lerner on Morgan's board, and refused to accept the 6,1.0.0 shares 
tendered in delivery by Ball Burge 'on March 23, 1955. 

The Commission noted that, as the N ASD itself had stated, the 
NASD is' 'not the proper forum to decide private contract rights 
between parties, but should only determine whether a member's conduct 
is unethical. It stated that in the absence of justifying or extenuating 
circumstances a member's failure to live up to contract obligations 
would constitute' improper conduct under the N ASD's rules. How­
ever, the Commission ,found that even assuming, as the NASD found, 
that deliveries of proxies was not an integral part of the contracts, 
Lerner's refusal to accept the 6,1.0.0 shares did not under all the cir­
cumstances represent unethical or dishonorable conduct. The Com­
mission ~oUlid that Lerner considered the delivery' of proxies to be 
a vital part of its agreement to purchase the Morgan shares and that 
he honestly and reasonably believed that upon Gaither's failure to 
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procure and vote the proxies he was no longer legally or morally obli­
gated to accept the undelivered shares and concluded that Lerner's 
conduct was not inconsistent with "just and equitable principles of 
trade" within the meaning'of the rule, and that accordingly the action 
t~ken by the N ASD against Lerner must be set aside. 

Commission Review of Action on Membership 

.Section 15A (b) of the Act and the bylaws of the NASD provide 
that, except where the Commission finds it appropriate in the public 
interest to approve or direct to the contrary, no broker or dealer may 
be admitted to or continued in membership if he, or any controlling or 
controlled person, is under any of the several disabilities specified 
in the statute or the bylaws. Effective expulsion from the NASD 
for violation of a rule prohibiting conduct inconsistent with just and 
equitable principles of trade is one such disability. At the beginning 
of the fiscal year, four such cases were pending before the Commissiop, 
two petitions were filed during the year and one was withdrawn 
prior to a determination of the issues. Two cases were disposed of 
during the year and three were pending at the year end. 

The CommissioJ} approved applications permitting two firms i!o be 
continued in membership while employing persons who. had been ex­
pelled by the N ASD for action inconsistent with just and equitable 
principles of trade. In one case, the Commission, on application of 
the NASD, approved the continuance in membership of a firm while 
omploying Marvin E. Fowler. In its opinion, the Commission con­
sidered, among other things, specified limitations on Fowler's proposed 
duties, which were to be in the real estate mortgage loan department 
of his employer, and the fact that his activities would be subject to 
close supervision of the president of the employing member.26 
. In the other case, the Commission approved the continuance in mem­
bership of Life Insurance Fund Management Co., Inc., while employ­
ing Giles E. MacQueen, Jr. The Commission noted that MacQueen's 
activities were to be limited to those of a statistician or bookkeeper 
and would not involve handling of money or dealing with the public 
or other dealers, and that he would be subject to close supervision by 
officers of the employer. The Commission' also observed that Mac­
Queen had made restitution to customers whose securities he had·im­
properly used in the incident which resulted in his expulsion and that 
his conduct d~ring the 3 years subsequent to his expulsion had been 
good.2T 

.. Securities Exchange Act· Release No. 6376 (October 22, 1966) and File 16-1A60 •. 
'" Se~urlties Exchange Act Release No. 6367 (September 19,19116), and File No. i6-1A6i. 

, '. 
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Co~mission Action on NASD Rules 

Section 15A (j) of the Act provides that any change in or addition 
to the rules of a registered associ,ation shall be disapproved by the 
Commission unless such change or addition appears to the Commis­
sion to be consistent with the requirements of subsection 15A (b) of 
.the· statute. 

During the fiscal year the N ASD adopted, without Commission dis­
approval, an integrated series of amendments to the Code of Procedure 
.for Handling Trade Practice Complaints. The basic amendment 
would permit a District Business Conduct Committee to offer a re­
spondent what is called "minor violation procedure" pursuant to 
whic,h a respondent would be permitted, but not required, to admit 
the allegations specified in a complaint, waive a hearing and accept 
a penalty not to exceed censure and a fine of $100. The program is 
designed to reduce the time of staff and committee representatives and 
.other costs involved' in handling disciplinary actions where the 
facts are not in question and indiQate only minor or technical rule 
violations with no significant damage to customers, other parties or 
the public interest. Controls included in this program preserve to a 
respondent every right accorded by statute, including review by or 
appeal tothe Board of GovernorS and this Commission. A respondent 
may refuse to admit the allegations in the complaint and require the 
ordinary complaint procedure, including a hearing and the right to 
representation by counsel. 

.other amendments to various rules adopted by the Association dur­
ing the year appear to concern only internal administration or to be 
of a nature not requiring comment or description in this report . 

. LITIGATION UNDER THE SECURITIES . EXCHANGE ACT OF 1934 

The Commission is authorized to institute actions in the courts to 
enjoin broker-dealers and other persons t'rom engaging in conduct 
which ~iolates the provisions of the Securities Exchange Act of 1934. 
Some of the actions brought as a result of such violations also alleged 
violations of other acts administered by. the Commission. 

Anti-Fraud Litigation 

During the year, the Commission; pursuant to its responsibility to 
prevent fraud by broker-dealers, fileq a complaint for an injunction 
against W. T. Anderson Co., Inc., Waldorf Theodore Anderson,28 an 
officer, director and controlling stockholder of the company, and Louis 

t 

.. S. Fl. O. v. W. T. Ander80n Oompany, Inc., et a1. E. D. Wash. No. 1517 (April 8, 1957). 
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Payne, a securities salesman for the company. The coIn:plaint alleged 
that the defendants induced customers, by false representations and 
omissions of material facts, to sell securities of one mining company 
and buy securities of another, and at the same time induced other cus­
tomers to effect contra transactions in the same securities, marking tip 
the prices charged the customers for the securities acquired by them 

. as much as 100 percent in the process. The defendants were also 
alleged to have made fraudulent statements concerning the market 
price of the securities, t.he business propert.ies and operat.ions of the 
issuers oUhe securities, and t.he dividends t.o be paid. 

In S. E. O. v. Paul Soarborough, Jr.,29 the Commission'secured an 
injunction against t.he defendant broker-dealer who, the Commission 
charged, induced and effected the sale of securit.ies by means of manip­
ulative, deceptive and fraudulent devices in that he caused customers 
to deliver the securities to him upon the representation that he would 
sell t.he securities and remit t.he proceeds to said customers, when, in 
fact, the defendant converted the proceeds to his own use. The court, 
in addition, enjoined further violations of ,the Commission's rules con­
cerning confirmation of t.ransactions· and maintenance of books and 
records relating to a broker-dealer's business. The defendant con­
sented to the entry of the final judgment. He was convicted in a 
criminal action and sentenced to seven years imprisonment ~nd his 
registration as a broker-dealer was revoked. 

In S. E. C. v. Branch Carden &; Company, Inc. and Branch J. 
Carden, Jr.,30 the fraudulent mishandling of customers' funds was the 
dominant aspect of the action. In that case the Commission alleged 
that the defendants had converted to their own 'use and benefit funds 
deposited with them by customers for the purchase of securities. Fur­
ther, defendants commingled and hypothecated customers"securities 
in violation of the Commission's rules. The defendants consented to 
the entry of a decree by which the court enjoined further,illegal con­
duct of this nature and also restrained defendants from further vio­
lations of the net capital requirements and the transaction of business 
while insolvent without disclo~ing this fact to its customers. , 

Cases Involving the Net Capital Rule 

As indicated above the "net capital rule," rule 15c3-1 under the 
Act, provides an important protection against loss to customers that 
may occur by reason of financial difficulties that broker-dealers may 
encounter by requiring, with certain exceptions, that no' broker or 

'YE. D. Virginia No. 523 (October 18, 1956). 
soW. D. Virginia No. '847 (May 16, 1957). 
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dealer shall permit his aggregate indebtedness to all other persons 
to exceed 2,000 per centum of his net capital. The Commission ob­
tained injunctions against broker-dealers who failed to maintain in 
their business the required ratio between their net capital.and aggre­
gate indebtedness in S. E. O. v. Ooombs and Oompany,· 31 S. E. O. v. 
Utah' Gener'al Securities, Inc.,. 32 S. E. O. v. Oayias, Lar'son, Glaser', 
EmeTy, Inc.,. 33 S. E. O. v. Golden-Dersch & 00., Inc.,. 34 S. E. O. v. 
W. L. Mast & 00., Inc.,. 35 S. E. O. v. Geor'ge B. Wallace & 00.,. 36 

S. E. O. ,v. Rutledge l1'vine & 00., Inc.,. 37 S. E. O. v. Foster-Mann, 
Inc., fit al.; 38 S. E. 0., v. Jaclcson and Oompany, Inc.; 39 S. E. O. 
v. Fir'st Jer'sey Securities Oorp.; 40 S. E. O. v. A. J. Gould & 00., Inc., 
et al.; 41 S. E. O. v. M. J.'ShU<Jk, doing bUlJiness as M. J. Shuck Oom­
pany; 42 S. E. O. v. First Investment Savings OOr'poration; 43 S. E. O. 
v. Ohur'chill Securities Oorporation, et al.,. 44 S. E. O. v. J. D. 01'eger 
& 00.,. 45 S. E. O. v. Jean R. Veditz 00., Inc.; 46 and S. E. O. v. Zwang 
and Oompany,et aZ.47 In the Ooombs and Golden-Dersch cases the 
courts, at the request of the Commission, appointed receivers of the 
assets of the defendants as a further measure to insure the safety of 
customer,s' funds and securities. 

In several instances, broker-dealers not only violated the net capi­
tal rule, but also were insolvent. By continuing to do business w~th­
out informing their customers of their precarious financial condition, 
they engaged in acts and practices which operated as a fraud or de­
ceit upon customers. The courts entered final judgments permanently 
enjoining such conduct in S. E. O. v Ba?'rett, Herrick & 00., Inc. and 
Frederick L. Ohapm,an~' 48 S. E. O. v. The Lawrence & :lIfurray 00., 
inc. and'lIhtrray Ramoy; 49 S. E. O. v. MartinM. Swirsky, Bess Swir­
sky and Milton Oohen, individ~tally and doing business as Seaboard 
Securities; 50 S.E. O. v. Edward B. Olarl('.; doing business as Edward 

"DIstrict of Columbia No. 3437-56 (August 17,1956) . 
.. D. Utah No. C-119-56 (July 26, 1956). 
:J3 D. Utah No. C-127-56 (August 17, 1956). 
s·S. D. New York No. 112-377 (September 7, 195C). 

, .. D. Nevada No. 197 (January 17,1957) . 
.. D. New Jersey No. 932-56 (November 30, 1956), 
37'S. D. New York No. 114-150 (October 26,1956). 
33 S. D. New York No. 118-383 '(March 26, 1957). 
so D. Mass. No. 57-504' S (May 21, 1957). , 
.0 D. New Jersey No. 979-5.6 (December 21, 19(6). 
fl S. D. New York No. 113-87 (September 18, 1956) • 
•• S. D. New York No. 112-267 (August 28, 19(6) . 
.. N. D. Alabama No. 8670 (March 3, 19(7) . 
.. S. D. New York,No. 117-196 (February 11, 1957). 
<5 S. D. California No. 369-57 WB' (March 21, 1957) . 
.. S. D. New York No. 118-378 (March 25, 19(7). 
A7 S. D. New York No. 113-192 (September 27, 1!l56) . 
• 8 S. D. New York No. 112-396 (September 11, 195C). 
,. S. D. New York No. 113-143 (September 21, 1956), 
jill Jil. p. ;New Yprk No. 16.993 (October 15, 1956). 
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B. Olarle & OO.j 51" and S. E. O. v. Seaboard Securitie8 Oorp. ap,d 
i1I ar8halll. Stewart.52 

In the Clark case, the Commission also charged that the defendant 
appropriated customers' monies and securities to his own use' for 
various periods of time, hypothecated customers' securitieS without 
their knowledge or consent, failed to make, keep and preserve books 
and records in accordance with Commission rules and made false state­
ments in reports and documents filed with the Commission. The 
court also enjoined such violations of the law. In the Barrett, Herrick 
& 00. case the defendants consented not oilly to the issuance- of an 
injunction, but also to the appointment of a receiver. ' 

Delisting Cases 

In Exchange Buffet Oorporation v. New Ym'k Stock Exchange and 
S. E. 0.,53 and Atla8 Tack Oorp. v. New York Stock EaJohange, et al.,64 
the petitioners sought to have set aside the Commission's orders 
granting applications by the New York Stock Exchange, pursuan~' 
to, the provisions of section 12 (d) of the Securities Exchange ~ct" 
to strike petitioners' capital stock from listing and registration on 
the New York Stock Exchange. In both of these cases the Commis­
sion found that the rules of the New York Stock Exchange relating 
to deli sting had been complied with and that the applications should 
be granted without the imposition of any te'rms or ~onditions. Th~ 
Bpard of Governors of the N ew York Stock Exchange, following 
a public hearing after notice to issuers of listed securities, including 
Exchange Buffet and Atlas Tack, had amended its rule governing the 
deli'sting of securities, spelling out specific standards as guides for 
continued listing of the securities on the N ew York Stock Exchange. 
The amended rule provided that deli sting would be considered where: --• * * the size of a company whose common stock is listed has been reduced, 
as a result of liquidation or otherwise, ,to below two million dollars in net 
tangible assets or aggregate market value of the common stock, and the average 
net earnings after taxes for the last three years is below $200,000. 

Exchange Buffet, which was notified of this change in policy, did 
not meet the revised standards, and a resolution was adopted by the 
Board of Governors directing that an application to delist be filed 
with the Commission. -In denying the petition to set aside ,the Com­
mission's order, the Court of Appeals for the Second Circuit agreed 
with the Commission that, where the Commission has permitted an 
amended rule to become effective without requesting changes or insti­
tuting a proceeding under section '19 (b), it is not authorized, to deny 

61 D. Idaho No. 3267 (July 17, 1956) . 
.. DIstrIct of ColumbIa No. 2358-56 (June 6, 1956) . 
.. 244 F. 2d 507 (C. A. 2, 1957). ' 
50 246 F. 2d 311 (C. A. 1, 1957). 



TWEN'l'Y-TIDRD ANNUAL REPORT 97, 

an application to delist a security, under section 12 (d) in accordance 
with, the amended rule of the Exchange. ' 

In the Atlas Tack Corp. case the United States Court of Appeals, 
for the First Circuit under similar facts, also agreed with the Com­
mission in affirming its order, that the Commission's power with re­
spect to section 12 (d) proceedings is limited to the imposition of 
terms where the Exchange has complied with its delisting rules, and 
that the Exchange's rules cannot be attacked as objectionable in a 
section 12 (d) action. 

Proxy Litigation 

'The, Commission appeared 'as plaintiff-intervenor in Ostergren v. 
Kirby G5 and obtained a preliminary injunction which enjoined Kirby 
and certain other shar~holders of Lakey Foundry Corp. from voting 
proxies at the annual meeting of shareholders of the corporation, or 
any adjournment thereof, unless Kirby filed the m.aterial required 
by the' Commission's proxy rules and unless he fur~ished to the share­
holders whose proxies he had solicited the material required by these 
rules. The Commission's complaint alleged that the defendant Kirby, 
acting in concert with other defendants, had persuaded a large num­
ber of persons to purchase stock of the corporation by lending or 
o'ffering to lend funds to purchase such stock, whereby the stock would 
be held in the name of Kirby's nominee and thus assure Kirby the 
right to vote the stock. In its opinion, the United States District 
Court for the Northern District of Ohio upheld the Commission's 
contentions that, by virtue of these activities, Kirpy w'as ~ participant 
in the proxy soliCitation within the meaning of the term .in rul~ 
14a-ll, that Kirby was therefore in violation of regulation ,X-,14 in 
that he failed to file a proxy statement as required by rule 14a-3 and 
in that he failed to file the information prescribed in Schedule 14B 
as required of participants in a proxy solicitation. An appeal from 
the District Co~rt's decision is pending in the Court' of Appeals for 
the Sixth Circuit (No. 13310). . ' 

Litigation Involving Registration and Reporting Requirements , ' 

In S. E. O. v. Red BanJc Oil Oompany, et al.,G6 the Commission ob­
tained a decree enjoining Red Bank Oil Co., its officers and directors, 
from failing to file the reports required of it under section 13 of th~ 
Sec~rities Exchange Act by virtue of the registration of its capital 
stock on the Ame!"ican Stock Exchange, from failing to correct de­
ficiencies in such reports after receiving notice of such deficiencies 
from the Commission and from failing to make timely filings with 

, , 

li6 N, D. Ohio No, 33393 (February 15. 1957) • 
.. S. D. Texas No. 10414 (December 12, 1956). 

447579-58-8 
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the' Commission and with the American Stock Exchange. The de­
cree also directed that within 60 days from the date of service of the 
decree; Red Bank Oil Co.; its' officers and directors, file all past due 
annual reports. The defendants consented to the entry of the decree. 

Another case in which the Commission found it necessary to seek 
the re~e,dy. of injunction in'order to enforce the broker-dealer regis­
tration requirement of the Securities Exchange Act was S. E. O. v. 
Pacific Investment, Inc. and Norman Hays, individually and doiJng 
business as Pacific Investment 00mpany.57 The Commission's com­
plaint and the affidavits filed in support of its motion for preliminary 
injunction recited that the defendants had been for some time selling 
substantiaL amounts of securities without registration as a broker 
and dealer under the Act. ' The defendant Norman Hays had sub-

, mitted an application for registration as a broker-deaier but it was 
returned as not acceptable for filing due to certain deficiencies. Not­
withstanding the return of his application he continued doing business 
in securities. The defendants cqnsented to' the entry of a permanent 
injunction. ' . ' , 

In John Pierce v. S. E. 0.,58 the Court of Appeals for the Ninth 
Circuit affirmed the Commission's denial of petitioner's application 
for ~egistr~tion as a broker-dealer. The petitioner in this appeal had 
previi:nisly been n'amed as defendant in an action brought by' the Com­
missionto enjoin him from doing business as a broker-dealer without 
registering with the Commission pllrsuant to the provisions or section 
f5( a) of the Act.59 

, In' addition to the instances previously mentioned, the Commission's 
l:uies relating to the maintenance of books and records were enforced 
by court action in other cases: In S. E. O. v. P. J. Gmber &: 00., Inc.60 

a preliminary injunction was secured restraining the defendant broker­
dealer and two of its officers from making false ,and fictitious entries 
ill its, books' and records. Affidavits filed by the Commission in that 
a~tion were to the ~ffect that registrant's records showed confirmations 
for purported purchases of securities to prospective customers when 
in fact such customers had not ordered any securities and had refused 
to' buy securities when offere~. , 
. S. E. :0. v. Ohristopulos &: JYichols Brokerage 00mpany,61 and 

S . .E. O. v. Wendell E. Kindley, doing, business as Wendell E. Kindley 
00,;6? resulted in permanent inj\lllctions against the defendants .for 

071). Utah No. C-1Q4-57 (1\1ay 17, 1057). 
,os 239 F. 2d 160 (1956). ' 
r;o D. Nevada No. 70 (October 7, 1954). . 
00 S. D. New York No. 114-281 (November 7, 1956). 
61 D. Utah No. C-178-56 (November 6, 1956). 
"_D. Or~on No. 8003 (November _23.1956) .. 
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failing to make and keep current their books and rec'ords: PrelirriiIuil:Y 
injunctions were also issued in the cases of S. E. O. v. [{eith Richal'ds 
SecUrities' Oorporation 63 and S. E. O. v. R. 'G. Worth'&: ,Co., In(};,64 
registered broker-dealers who the Commission had alleged were en-
gaging in similar violations. '. .. 

The defendant in S. E. C. v. C. Herbert Onderdonk, doin'g business 
as C. Herbert Onderdonk,65 was enjoined by court decree from doing 
business as a broker~dealer until he made his books and records current 
in accordance with Commission ,rules and made them accessible to the 
Commission for examination. 

Other Litigation 

The constitutionality of section 19 (a) (4) of the Securities Ex­
change Act was challenged in Great Sweet Grass Ous Limited v. 
S. E. C., et al.66 and [{roy Oils Limited v. S. E. C. et al. 67 In these' 
cases the plaintiff contended that section 19 (a) (4), which provides 
that the Commission may summarily suspend trading in any reg­
istered security on any national securities exchange for a period not 
exceeding 10 days, if in its opinion such action is necessary or appro­
priate for the protection of investors and the public interest so re­
quires, deprived plaintiffs of property without due process of law and 
failed to prescribe adequate standards to guide the exercise of ad­
ministrative discretion. The plaintiffs further alleged that the Com­
mission's successive summary suspension orders were an unauthorized 
exercise by the Commission of the authority conferred upon it by 
section 19 (a) (4) of the Act. During the pendency of this action 
the Commission on April 8, 1957, issued an order permanently sus­
pending trading in Kroy and Great Sweet Grass' stock. Both Kroy 
and Great Sweet Grass have filed an appeal from the Commission's 
order. These appeals were pending in the District of Columbia Cir­
cuit at the close of the fiscal year.6S ' 

The Commission's enforcement of certain provisions of the Federal 
Reserve Board's regulation T relating to margin requirements in 
securities transactions resulted in the entry of injunctions directing 
future compliance with that regulation in S. E. C. v. Western States 
Investment Company, Inc.,. 69 S. E.p. v. Provincial American Securi­
ties, Inc. and Stanley I. Younge1,70 and the Christopulos &; Nichols 
case, supra. 

6:J S, D, New York No, 1H-45 (October 17, 1956) . 
•• S, D, New York No. 116-210 (January 11,1957), 
"" S, D, New York No, 113-356 (October 9, 1956), 
"District of Columbia No, 4170-56 (October 20,1956), 
67 District of Columbia No, 4324-56 (November 3, 11l56), 
68 CA-DC Nos. 13,920 and 13,921. 
... D. Utah No. C-5-57 (January 3,19(7). 
7G S. D. New York No. 120-338 (May 23, 1957). 
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Participation as Amicus Curiae 

In Speed, et oJ. v. Transamerioa Oorp./l in which the Commission 
appeared as amiaus curiae, the Court of Appeals for the Third Circuit 
modified judgments entered by the District Court of Delaware in 
favor of the plaintiffs 72 by increasing the rate of interest allowed 
prior to judgment and affirmed the modified judgments. For a dis­
cussion of the Commission's views with respect to the issues raised by 
this litigation, see page 124 of the 22nd Annual Report . 

.. 235 F. 2d 369 (1957). 
"135 F. Supp. 176 (1955). 



PART VI 
'. 

ADMINISTRATION OF THE PUBLIC UTll.JTY HOLDING 
COMPANY ACT OF 1935 

The Public Utility Holding Company Act of 1935 provides for 
three sepa~ate areas of regulation of holding company systems which 
control electric utility companies and companies engaged in the retail 
distribution of natural or manufactured gas. The first embraces 
those provisions of the Act, principally those in section 11 (b) (1), 
which require the physical integration of public utility and function~ 
ally related properties of holding company systems,' and those pro­
visions, principally section 11 (b) (2), which reqUIre the simplifica~ 
tion of intel'corpora:te relationships and financial structures of hold­
ing company systems. The second area of regulation covers financing 
operations of registered holding companies and their, ,subsidiaries, 
acquisitions and dispositions of securities and properties, accounting 
practices, servicing, arrangements and intercompany translictions.' , 
The third area includes the provisions of the Act providing for ex-: 
emptions, and those regulating the right of a person who is affiliated' 
with a public utility company to acquire securities resulting in a 
second such affiliation. 

COMPOSITION OF REGISTERED HOLDING COMPANY SYSTEMS-
SUMMARY OF CHANGES ' 

During the fiscal year 1957, one registered holding comp'any syste~, 
the trustee of International Hydro-Electric System and its subsidi­
aries, which had ceased to have any public utility subsidiaries operat­
ing in the United States, was granted an exemption by the Commission 
pursuant to section 3 (a) (5) of the Act.1 As a result, there remained 
on June 30, 1957, 22 public utility holding company systems which 
are subject to the regulatory provisions of the Act as registered 
systems. Of these 22, four systems compris~ng 130 companies do not. 
own as much as 10 percent of the voting securities of any public utility 
company operating within the United ~tates.2 The aggregate assets 

1 Holding Company Act Release No. 131109 (June 24, 1957). 
• The four registered holding company systems which 'do not own as much as 10 per: 

cent of the voting securities of any public utlllty company operating 'within the United 
States are (a) Central Public Utility Corporation, (b) CIties Service Company, (0) Electric 
Bond & Share Co., and (d) Standard Shares, Inc • ' 
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at December 31, 1956, less valuation reserves, of the 18 systems 
which had public utility subsidiaries operating within the United 
States amounted to $9 billion. The numbers and types of companies 
comprising each such system at June 30, 1957, and the total assets of 
each at December 31, 1956, are set forth in the following tabulation: 

Classification of companies as of June so, 1957 

System 

. Solely 
registered 
holding 

com· 
panles . 

Regis· 
tered 

holding 
operating 

com­
panies 

Electric 
and gas 
utility 

subsldi· 
aries 

Non· 
utility 

subsldl· 
aries 

Total 
com­

panies 

Aggregate 
system I 

assets, less 
valuation 
reserves at 

Dec. 31, 
1956 (000,000 

omitted) 
--'-----'---,------'-----------------1-----
1: American Gas and Electric Co ••... :.. 12 12 25 
2. American Natural Gas Co.: ••• ' •..... , 2 4 7 
3. Central and South :West Corp......... 6 . 0

6 
7 

4. Columbia Gas System, Inc., The...... 8 15 
5. Consolidated Natural Gas Co......... 1 4 1 6 
6. Delaware Power & Light Co .....•...... __ ._,... 2 0 3 
7. Eastern Utilities Assoclates ..•.•.• _... 1 5 0 6 
8. General Public Utilities Corp .. _ .. _... 1 9 3 13 

$1,159 
642 

• 534 
772 
536 
I(\.1 
80 

721 
9. Granite City Generating Co. (Voting 

, Trust) ... _ ...... -'.,_ .. _ ..... :_.~:._.. 1· 0 2 '1 
to. Middle South Utilities, Inc .••. _ .. __ .. 7 1 9 613 
n. National Fuel Gris Co .... __ .. _._ ... _.. 3 6 10 168 
12. New England Electric System._ ... _.. 1 23 2 26 • 527 
13. Ohio Edison Co ............ ,_ .. _ ....... ~_....... 3 0 4 486 
14. Philadelphia Electric Power Co •..... ____ ... _... 1 0 2 44 

l~: t~~~e~1e~frTcP~~::.~~~::====::::::·:: .. _ ..... ~. 1 ~i ~ ':~ 
17. Utah Power & Light Co .• _ .... __ .. ~ .... _ ..... _'. '1 1 0 2 196 
18. W~t ~enn ElectricCo:, The_ •• _ ..... ,- 1 1 12 6 20 464 

---------------1·----
Subtotals ......... ___ , ...... ___ ... _. 13 6 107 45 171 

Less: Adjustment to eliminate dupllca· 
tlon In count resulting from 5 companl~s 
being subSidiaries, as defined In the Act, 
In 2 systems and 2 companies being sub· 
sldlaries, as defined In the Act, In 3 
systems e., . .:::.. ____________ .: _____________ ________ ":... _ -7 -2 . -9 

Add: Adjustment to Include the aSsets of 
tbese 7 Jointly owned snbsldlarles -and 
to remove the parent companles'lnvest· 
ments therein which are Included In 

8, ,128 

,system assets above... ___ ..... __ _'., .•. __ . _ .. _._-_.-_-_._ .. _ .. _._._ .. _._._.- _.-_._._. __ ._._ .. _ •. _._-_ .. _._ .. _.1_._ .. _._ .. _._.1 ____ 5_69 

. Total com paniC!! and ass!lts m active 
systems __ ....... -----.... -,.---.... 13 6 tOO 43 162 9,097 

I Represents the consolidated assets,less valuation reserves, of each system as reported to the CommiSSion 
on Form U5S, except as otherwise noted. 

~ Central and South West Corp. has 1 foreign subsidiary wIth assets, less valuatIon reserves, of $9 million 
w'lilch.are not lricluded In consolidation. The parent's Investment In tbls company is carrIed at one dollar . 

. S, Represents the corporate assets of GranIte City Generating Co. Assets or the Voting Trustees of Granite 
C1ty Generating Co., the boldlng company parent of tbe GeneratIng Co., have not been reported. 

0<. New England Electric System owns 30 percent of tbo voting securities of Yankee Atomic Electric Co. 
wHich bad assets or $1 mflUon. The parent's Investment therein was carried at $300,000. 

I The Southern Co. system has 3 nonconsolldated subsidiaries (including Southern ElectrIc Generating 
Co.) wltb aggregate assets of $1 million. The systcm's Investments in these companies totals $851,000. 
This does not include $261,000 carried as other securIty Investment, I. e., In MississIppi Valley Generating Co. 

G These 7 companies are: Beech Bottom Power Co. and Windsor Power House Coal Co. which are Indirect 
subsidiaries of American Gas & Electric Co. and The West Penn Electric Co.; Oblo Valley Electric Corp. 
and' Its subsidiary, Indlana·Kentucky Electric Corp., which are owned 37.8 percent by American Gas & 
Electric Co., 16.5 percent by Ohio Edison Co" 12.5 percent by The West Penn Electric Co., and 33.2 percent 
by 7 electric utilfty companies not associated with registered holding company systems; Electric Energy, 
Inc., which Is owned 10 percent by Middle South Utilities, Inc., 40 perccnt by Union Electric Co., and 
50 percent by 3 electric utility companIes not associated wltb registered systems; Mississippi Valley Gener' 
atlng Co. which 'Is owned 79 percent by Middle South Utilities, Inc., and 21'percent by The Soutbern 
Co.; and Arklahoma Corp. -which is owned 32 percent by the Central & South West Corp. system, 34 per· 
cent by the Middle South Utilities, Inc" system and 34 percent by an electric ntllIty company not associated 
with a registered system. 
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'On June 30, 1956 there were'19 registered systems.3
; Included in 

these 19 systems were 21 registered ,holding companies, of which 15 
functioned solely as holding companies and 6 functioned also as op­
erating electric utility companies, 105 electric aild- gas utility sub­
sidiaries and 47 nonutility subsidiarie's, a total of 173 companies. ,In 
each of 2 systems there ,yere 2 registered holding companies. 

During the fiscal year 1957, registered systems divested' themselves 
of 2 nonutility companies with aggregate assets, less valuation re­

serves, of approximately $G million. Five companies, 've~'e release~l 
from the jurisdiction of the Act as a result of the ex:emption granted 
during the year to International Hydro-Electric System, 8' coID.­
panies were absorbed by m'erger and 1 was dissolved. Registere,4 
systems incorporated 2 new subsidiaries during the y~ar'to take over 
the properties of certain associated companies and they acquir,ed, 3 
companies as going concerns with aggregate asse~s of more than ,$~2 
million. These changes brought about a net decrease during' the 
fiscal year of 11 in the number of companies, encompassed w,i,thin 
registered systems. " " 
, The maximum number of ,companies subject' to the Act, as com~ 
ponents of registered holding compltny systems at any .. qne point of 
time was 1,620 in 1938. Since that time additional systems have 
registered and certain systems have organized or acquired addition a) 
subsidiaries, with the result that 2,334 companies have beeIi'subject 
to the Act as registered holding companies ,and subsidiaries thereof 
during the period from June 15, 1938, to June 30,1957. included in 
this total were 216 holding companies (soiely- hold.ing companies mid 
operating-holding companies), 1,008 electric and gas utility corh~ 
panies and 1,110 nonutility enterprises. From june 15, 11:>'38, t~ 
June 30, 1957, 2,042 of these companies 'have b'een released from the 
active regulatory jurisdiction of 'the Act or have ceased to exist as' 
separate corporate entities. Of this number 92f companies with as­
sets aggregating approxiIi-iately' $15.3 billion as at tlleir respective 
dates of divestment have been .divested by their i.'espective parel~ts 
and are no longer subject to the Act as' components of registel'ed'sys­
tems.4 The balance of 1,121 c0ll11Janies incl~cles 773 which \\'en~ i'e-

3 Excluding the four registere\l holding cOlllpany SystelllH' w\lich do not own us iniicb 
as 10 percent of the voting securitics, of,uny public utility company operating within the 
Urilted States named in footnote 2 SUPrll.' - " : ' 

, The 921 cOlllpanies consist of 284 elect rio utility companies with, assets, as at tbeir rc­
SIJcctive diycstment dates of $10,9 blllion, 180 gas utility compunies with as&ets of $2.0 bil­
lion and 457 holding companies and nonutility ent-erp~ises with assets' of' $2:4 builori. 
Thcse totals include companies which remained subject to the Act as compon'ents of regis­
tered systems Immediately following their dh'e,tment and ivbich subsequently were released 
t "0111 the regulutory jnrisdiction of the .Act as a result of exemption, deregistl'lltiollS, or 
other changes in status. . ' 
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leased from the regulatory jurisdiction of the Act as a result of dis­
solutions, mergers and consolidations D and 348· companies which 
ceased to be subject to the Act as components of registered systems as 
a result of exemptions granted under sections 2 and 3 of the Act and 
deregistrations pursuant to section 5 (d) of the Act.6 

• ! 

. DEVELOPMENTS IN .INDIVIDUAL REGISTERED SYSTEMS 

Among the significant corporate developments in active registered 
~ystems have been the incorporation of new companies to accomplish 
certain realignments of properties, divestments of subsidiaries, dis­
positions of nonretainable· properties by operating subsidiaries, ac­
quisitions by systems of additional subsidiaries, all of the assets of an 
electric utility, and segments of properties, and, as previously indi­
cated, the exemption of one registered holding company system. Fol­
lowing is a discussion of each active system in which there occurred 
during the fiscal year 1957 significant corporate changes other than 
recurrent financing transactions. Most active systems undertook sub­
stantial bank borrowings. and permanent financing duriIig the year to 
meet continuously risirig construction expenditures. Those develop­
ments are treated in a separate section of this report on page 131 
below. 

American Gas and Electric Co. 

American Gas and Electric Co. ("AG&E") functions solely as a 
registered hol.ding company and. controls the largest holding company 
system subject to the provisions of the Act .. It has 24 direct and in­
direct subsidiaries which render electric service to 1,331,000 customers 
in 2,328 communities in the States of Virginia, 'Vest Virginia, Ken­
t~cky, Tennessee, Ohio, Indiana, and Michigan, having an aggregate 

. population of approximately 4,974,000. At December 31, 1956, the 
systeI!l.had consolidated assets, less valuation reserves, of $1,159 mil­
lion and net dependable generating capacity of 3,973,000 kw. In ad­
dition, AG&E owns 37.8 percent of the voting securities of Ohio 
Valley Electric Corp. ("OVEC") which, with its wholly owned sub­
sidiary, Indiana-Kentucky Electric Corp., furnish electric power to 
l],n installation of the Atomic Energy Commission near Portsmouth, 
Ohio. There is pending before the Commission the issue of whether 
th~ acquisition of OVEC's stock: by AG&E and other sponsoring COIIl­

panies meets the standards of section 10 of the Act. This issue and 
the organization and financing of ·OVEC and Indiana-Kentucky 
Electric Corp. are discussed at page 126 of this report. 

• Includes 104 holding companies (solely holding companies and operating-holding com­
llanles), 289 electric and gas utility companies and 380 non utility companies. 

• IncllldeR 71 holillng companies (solely .holding compnnleR nn,l oJlp.rating-holdlng com­
JlHnlps), 109 plf'ctrlc and gRR utility comJlAnlf'R lind lfl8 nonullllty cnmJlnn!PR. 
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On September 18, 1956, Public Service Co. of Indiana, Inc. ("PSI"), 
an independent public utility company engaged in the distribution 
of electricity iIi the north central, central and southern portions of 
the State of Indiana, filed a petition with the Commission requesting 
it to institute an investigation to determine whether the proposed con­
str_uction by Indiana & Michigan Electric Co. ("I&M"), a subsidiary 
of AG&E, of a 450,000-kilowatt steam electric generating station on 
the-Wabash River in western Indiana, violated the integration stand­
ards of section 11 (b) (1) of the Act. PSI charged, among other 
things, that the site of the new generating station was about 130 miles 
from tl;le,nearest generating station of I&M and a considerable distance 
from its distribution service area, and that it would be interconnected 
'Yith other I&M generating stations by means of 330,000-volt transmis­
sion lines which would cross existing PSI transmission lines. It also 
charged that the proposed construction would materially enlarge the 
present AG&E system and cause operations beyond the limits per­
missible by an integrated public utility system under the standards 
qf the Act. 
, The Commission held separate administrative conferences with of­
ficials of AG&E and PSI and- with a member of the Public Service 
Commission of Indiana, which has regulatory jurisdiction over both 
PSI and I&M, and a member of the State Corporation Commission 
of 'Virginia, ,which has regulatory jurisdiction over another electric 
utility- subsidiary of AG&E. Both State commissions opposed the re­
quest' of PSI. A formal resolution adopted by the Indiana Commis­
sion stated, amOIlg other things, that the request of PSI was not proper 
or desirable and requested this Commission not to make the investiga­
'tion. The president of AG&E, who is also president of I&M, advised 
the Commission that the proposed construction on the Wabash River 
and the associated transmission facilities for bringing power to I&M's 
service ;area "have as their purpose the supplying of electric power 
requirements to take care of the load growth in the area now served by 
I&Mand 'neither I&M nor the AG&E system has any intention of 
using-such facilities to provide electric service in any other territory 
than that presently served by our system." -

On October 26, 1956, the Commission announced that it would not 
conduct an investigation stating, among other things, that it observed 
no basi~for concluding that the construction of the facilities would 
constitute an expansion of AG&E's integrated public utility system 
beyond the limits previously found permissible by the Commission.7 

, On September ,13, 1956, the Commission approved a proposal per­
omitting AG&E to acquire the outstanding common capital stock of 
Seneca, Light and Pow.er Company, Ii nonaffiliated public-:u,tility com-

f Holding Company Act Release' No. 18292. 
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pany.S Seneca is an Ohio corporation whose service area is sur­
rounded by the service areas of subsidiaries of AG&E and purchases 
all its electric energy from Ohio Power Co., a subsidiary of AG&E. 
In connection with this acquisition the Commission also approved the 
issuance by AG&E of not in excess of 13,000 shares of common stock 
having a market value of $500,000 which it proposed to offer in ex­
change for the stock of Seneca. The transaction was consummated 
on September 17, 1956, with 12,800 shares of AG&E stock being used 
to effectuate the exchange. 

During the fiscal year the Commission approved the acquisition by 
Ohio Power Co. of all the capital stock of Captina Operating Com­
pany, a newly form'ed subsidiary company,9 which will supervise and 
operate a generating plant 'near Cresap, W. Va., having three unIts 
of 225,000 kilowatts rated capacity each, on behalf of Ohio Power 
Co. and a nonaffiliated company, Olin Revere Generatiilg Corp., a 
wholly owned subsidiary of Olin Revere Metals Corp.1O ' One of the 
three units is to be owned by Ohio Power Co. and the other'two by 
Olin Revere Generating Corp. Ohio Power Co. and Olin Revere 
Generating Corp. will reimburse Captina for all its expenses in the 
operation of the plant in proportion to the power and energy used by 
each. 

The Commission also approved the transfer by AG&E to Appa­
lachian Electric Power Co., as a capital contribution, of all of the 
authorized and outstanding common stock of Kanawah yalley 
Power CoY As a result, Kanawah became a direct subsidiary of 
Appalachian. 

Central Public Utility Corp. 

Central Public Utility Corp. ("CENPUC") functions solely as a 
registered holding company and controls 13 direct and indirect sub­
sidiaries. The system renders transportation, ice, coal, fuel oil, water 
and miscellaneous services in the States of North Carolina, South 
Carolina, Virginia, Delaware and Maryland. The system's only re­
maining public utility subsidiaries, as defined in the Act, operate in 
Puerto Rico, Haiti, the Canary Islands and the Philippine Islands. 
At December 31, 1956, the consolidated assets of the system, less valua­
tion reserves, amounted to $26 million. 

• Holding Company Act Release No. 13264, 
• Holding Company Act Release No. 13382 (February 12, 1957). 
10 AlI the voting securities of Olin Revere'Metals Corp, are to be owned jointly by Olin 

Mathieson Chemical Corp. and Revere Copper and Brass, Inc. As a result of acquiring its 
Interest in an electric utility company, Olin Revere Metals Corp. became a holding company 
liS defined In section 2 (a) (7) of the Act. It requested and the Commission granted an 
~xemption pursuant to sec. 3 (a) (3) (A) of the Act, which exempts companies which are, 
among other things, only incldentalIy holding companies. Holding Company Act Release 
No. 13426 (March 20, 1957). . 

11 Holding Company Act Release No. 13413 (March 11, 1957). 
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On June 1, 1955, CENPUC filed an application requesting modifi­
cation of an outstanding section 11 (b) (2) dissolution order directed 
against its wholly owned intermediate holding company, The Islands 
Gas & Electric Co., and exemption pursuant to section 3 (a) (5) of 
the Act. Shortly thereafter a large block (about 30 percent) of 
CENPUC's common stock was acquired by certain new investors, 
thereby creating several additional tiers of holding companies in the 
system's structure. With the company's approval, the determination 
of CENPUC's application for exemption w~s delayed pending a. reso­
lution of these complications. Numerous conferences relating to the 
problem were held by representatives of CENPUC, the Division of 
Corporate Regulation, and the new investors. 

On May 2, 1957; CENPUC filed an amendment to its application 
renewing its request for exemption and stating that the ownership of 
the large block of CENPUC's stock had been transferred from domes­
tic to foreign inyestors. .The Commission, pm:suant to rule 6, 
issued a notice to the new stock owners terminating the automatic 
exemption provided them by rule 10. The new holders of the con­
trolling block of CENPUC's common· stock thereupon, on May 10, 
1957, filed applications pursuant to sections 3 (a) (4) and 3 (a) (5) 
of the Act for exemption from the obligations of a holding ,company. 
At the request of the new holders of the stock,· and with the consent 
of CENPUC, the proceedings relating to the various exemption ap­
plications have been temporarily suspended pending the filing of fur~ 
ther amendments. In the meantime, in order to preserve the status 
quo with respect to the management of CENPUC, the annual meeting 
of CENPUC's stockholders scheduled for May 28, 1957, was post­
poned. 

Central and South West Corp. 

Central and South 'Vest Corp. functions solely as lPregistered hold­
ing company. Its 6 subsidiaries render electric service to 762,000 cus-

'tomers in 766 communities with a total population of 2,697,000 in the 
States of Arkansas, Louisiana, Oklahoma, and Texas .. At December 
31, 1956, the system liad consolidated assets, less valuation reserves, of 
$534 million and aggregate generating capacity with effective capa­
bility of 1,739,000 kw. Central and South "Vest Corp. has one Mexican 
subsidiary with assets, less valuation reserves, of $9 million and 
through a subsidiary owns 32 percent of the capital stock of Arkla­
homa Corp., a jointly owned transmission facility,t2 which had assets, 
less valuation reserves, of $3 million at December 31, 1956. : 

llIl\Ilddle South Utilities, Inc., another registered holding company, owns 34 percent of 
Arklahoma Corp.'s capital stock and the remaining 34 percent Is owned by an electric 
nt1l1ty company not affiliated with any registered holding company system. 
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Public Service Co. of Oklahoma ("Public Servic~"), an ele'?tric 
utility subsidiary of Central and South West Corp., utilizes natural: gas 
as fuel in its electric generating stations. In 1955 Publi<; Se~vic~ 
entered into an arrangement with Transok Pipe ,Line Co., a ne~ly 
created nonaffiliated company, whereby Transok agreed to constrllct 
a natural gas pipeline to supply the natural gas requirements of 
P,ublic Service. Transok financed the construct~on of 'its pipeli~e 
facilities principally through the issuance of bonds in the aggregate 
principal amount of $17,500,000. The gas purchase contract entered 
into between Public Service and Transok contained provisipns ~here­
by, in the event of default by Transok, Public Service agreed, ,a,t the 
option and upon the demand of the Trustee under the indenture se,­
curing the Transok bonds, to either lease or purchase, the pipeline 
facilities, and to pay either as rental or purchase price therefor all 
sums then due and thereafter becoming due upon the then outstanding 
bonds of Tra~sok. Public Service filed a declaration requesting ap­
'proval of the gas purchase contract between it and Transok to the ex­
tent that the provisions of the Act were applicable to the trans~ction~ 
therein contemplated. The Commission concluded that the 'obligation 
of Public Service to pay, under the conditions stated, the interest on 
and the amortization payments of the Transok bonds in'the event of 
a Transok default constituted a guaranty of payment of Transok's 
bonds, and that therefore Public Service had, issued a security requir,­
ing approval. After analyzing the financial effect of the, transaction', 
the Commission permitted the declaration to become, effective as satis-
fying the standards of section 7 of the Act.1S . 

Cities Service Co. 

Cities Service Co. and 46 of its 47 subsidiaries constitute a fully 
integrated oil producing, refining and marketing organization. At 
December 31, 1~56, the company and its subsidiaries had consolidated 
assets, less valuation reserves, of $1,198 million. The company's 
only remaining public utility subsidiary, as defined in the Act, is 
Dominion Natural Gas Co., Ltd., which had assets at December 31, 
1956, of $14 million and serves a population of 548,000 in 94 com-
munities, in Ontario, Canada. ' 

Consolidated proceedings involving an exemption application filed 
by Cities pursuant to section 3 (a) (5) of the Act and a section 11 
(b) (2) proceeding pertaining to the existence of a publicly held 
48.5 percent minority interest in its subsidiary, Arkansas Fuel Oil 
Corp., are described at page 57 of the 21st Annual Report and pages 
130-131 of the 22nd Annual Report. On July 15, 1957-, the United 
States Court of Appeals for the Second Circuit filed its opinion 

:Ill Holding Company Act Release No. 13328 (December I), 191)6). 
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affirming ,the' Co~ission's action denying the exemption on the 
ground that the existence'of the public minority interest constitutes 
an inequitable distribution of voting power contrary to the standards 
of the'Act, thereby precluding the granting of the exemption.14 
, . With reference to the proceedings described at page 131 of the 
22~,d Annual Report, involving the acquisition by W. R. Stephens In­
vestment Co., Inc., from Cities of its holdings of 51.5 percent of the 
c~mmon' stock of Arkansas-Louisiana Gas Co. and the exemption 
granted the Stephens Co. under section 3 (a) (4) of the Act, the 
Stephens Co. has dispose<;l of all of its holdings of such common 
stock by means of certain private sales and a public distribution. 
Aplong the private sales was one to Union 'Securities Corp. (now 
Eastman: Dillon"Union Securities & Co.) of 807,070 shares, which the 
latter subsequently disposed of through a public distribution . 

. (: 
The Columbia Gas System, Inc. 

, The Columbia Gas System, Inc., functions solely as a registered 
holding 'company and controls 13 operating subsidiaries and a sub­
sidiary service company. The system sells gas at retail to 1,345,000 
customers in 1,293 communities and at wholesale to other distributing 
companies servicing 1,700,000 customers in the States of Ohio, Penn­
sylvania, West Virginia, Kentucky, New York, Maryland, and Vir­
ginia.' The' total population of the service area is 12,500,000. The 
system: operates 37,536 miles of distribution, field gathering and 
transmission pipelines, and, also sells gasoline, oil, and other hydro­
carbons. The system' purchases 80 percent of its gas requirements 
from southwest suppliers and the balance is produced and purchased 
in, the Appalachian area. Columbia and its subsidiaries.had consoli­
dated a~sets, less valuation reserves, of $772 million at December 31, 
1956. ' 
, In accordfmce with a systemwide realignment program, during the 

fiscal, year Columbia requested authorization to effect a series of intra­
~ystem property transfers. The ultimate objective of this program is 
t<? transfer to a single operating company all production and inter­
state transmission properties subject to the jurisdiction of the Federal 
Power Commission, and to consolidate the distribution facilities ~ith­
in each State in a single company subject to the jurisdiction of the 
appropriate State commission. Columbia anticipates that consum­
mation of these transactions will, among other things, produce greater 
economy by minimizing the problems with respect to rate 'and other 
proceedings before local and Federal regulatory agencies. 

, u Omes' Serolce OOfTI,fJany v. S. 10. 0., 247 F. (2d) 646. Subsequently, CIties Service 
Co. flied a petition for certiorari with the United States Supreme Conrt. 
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The proposals approved by the ,Commission in the past fiscal year 
to effectuate the realignment program included: (1) the transfer by 
Central Kentucky Natural Gas Co. of its assets and properties used 
in wholesale operations for the transmission and storage of natural 
gas together with reserves, liabilities and obligations applicable 
thereto to a newly formed Delaware corporation, Kentucky Gas 
Transmission Corp.; 15 (2) the s~le and conveyance by Natural Gas 
Co. of West Virginia and the acquisition by an associate company, 
Manufacturers Light and Heat Co., of certain gas facilities located in 
the Ohio-Pennsylvania border area which were already integrated 
with Manufacturers' eastern Ohio operations; 16 (3) the merger of 
Natural Gas Co. of West Virginia into Ohio Fuel Gas Co., the as­
sumption by Ohio Fuel, as the surviving corporation, of all the liabili­
ties of Natural Gas including promissory notes in the principal 
amount of $4,026,000 owing to Columbia, and the making of a capital 
contribution by Columbia to Natural Gas equal to its earned surplus 
deficit of $1,731,938; 17 and (4) the consolidation of the Keystone Gas 

• Co., Inc., with Binghamton Gas Works, both New York corporations, 
with the name of the surviving corporation changed to Columbia Gas 
of New York, Inc.1s After the close of the fiscal year the Commission 
also approved the transfer by United Fuel Gas Co., for cash estimated 
at $2,916,747, to Central Kentucky Natural Gas Co., both of Charles­
ton, W. Va., of all properties which United uses in connection with the 
retail distribution of natural 'gas in Kentucky, together with accounts 
receivable and other assets related to such distribution operations.19 

In addition to the realignment program, the 'Commission approved' 
the acquisition by Home Gas Co. of gas production facilities located 
in portions of Schuyler, Yates, and Steuben Counties, N. Y., from 
the Wayne Gas Co., a nonaffiliated company, for a cash consideration 
of $131,500.20 In taking jurisdiction over the acquisition by Home 
Gas Co., t~e Commission observed that "Since the properties which 
Home proposes to acquire will not be used in the distribution at retail 
of natural gas and therefore are not utility assets, the exemption 
afforded by section 9 (b) (1)21 is not available to Home; and since 
such properties constitute an interest in a business within the mean­
ing of section 9 (a) (1) of the' Act, Home's proposed acquisitions are 

'" HoldIng Company Act Release No. 13302 (November 6,1956). ' 
,. HoldIng Company Act Release No. 13299 (November 22, 1956). 
11 HoldIng COInpany Act Release No. 13353 (December 28,1956). 
1B HoldIng Company Act Release No. 13435 (March 28, 1957). 
,. HoldIng Company Act Release No. 13607 (November 22, 1957) • 
.. HoldIng Company Act Release No. 13252 (August 30, 1956). 
01 Sec. 9 (b) (1) provides that the provisIons of sec. 9 (a), whIch requires generally that 

acquisitIons of securIties, utility assets and Interests In other bnslness by companies subject 
to the Act must be approved by the CommIssIon, shall not apply to "the acquisition by'a 
public-utility company of utility assets the acquIsition of which has been expressly 
authorized by a State co~mlsslon-" ' 
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subject to the jurisdiction of this Commission." The Commission 
further stated that "It is immaterial' that part of the properties was 
heretofore included within a public utility distribution system under 
the jurisdiction of the New York Commission, and that such Com-
mission has approved the transfer thereof to Home." , 
, With respect to another proposal, the Commission determined that 
the acquisition by The Manufacturers Light and Heat Co., pursuant 
to an exchange agreement with Carnegie N atl.lral Gas Co., a ,non­
affiliated public utility company, of certain gas utility assets located 
in Marshall and Wetzel Counties, W. Va., and in Greene County, 
Pa., was exempted from the Commission's jurisdiction pursuant to 
section 9 (b) (1), since the acquisition had been expressly authorized 
by the Pennsylvania Public Utility Commission and the Public Serv­
ice Commission of West Virginia. However, the sale and conveyance 
under the e.,xchange agreement by Manufacturers to Carnegie of gas 
utility assets, consisting of oil and gas leases, wells and pipelines 10-
'cated in Washington and Greene Counties, Pa., was approved pur­
suant to section 12 (d) ofthe Act.2~ 

A motion filed by Columbia, discussed at page 132 of the 22nd An­
nual Report, requesting that the Commission find Columbia and its 
subsidiaries to be in conformity with the standards of section 11 (b) 
(1) of the Act, was pending for decision at the close of the fiscal 
year. The Commission has approved a post-hearing schedule for 
the filing of 'proposed findings and conclusions by the parties. 

Eastern Utilities Associates 

Eastern Utilities Associates ("EUA") functions solely as a regis­
tered holding company and is a voluntary association formed under 
the laws of Massachusetts. It has three direct subsidiaries,· Black­
stone Valley Gas and Electric Co., Brockton Edison Co., and Fall 
River Electric Light Co., which furnish electric service to 173,000 
customers in northern Rhode Island and in Brockton and Fall River, 
Mass., and adjacent communities. The total popUlation of the area 
served is 494,000. Natural ga,s is sold by, Blackstone at retail in 
Rhode Island to 48,000 customers in an area with a total population 
of· 189,000. These three subsidiaries of EUA in turn own all of the 
outstanding securities of Montaup Electric Co., an electric generating 
company supplying the major portion of the system's energy require­
ments. The combined electric generating capability of the system 
aggregates 2~2,950 kilowatts, and 350 miles of gas mains are in serv­
ice. At December 31, 1956, the consolidated assets of the system, less 
valuation reserves, amounted to $80 million . 

.. Holding Company Act Release No. 13287 (October 19. 1956). 
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On April 4, 1950, the' Commission, with the company's consent, 
ordered EUA to cause the disposition of. the gas propertie!?' owned 
by -Blackstone.23 On July 10, 1951,- a year's extensiof.l was .granted.24 

At the request of EUA the Commission by letter dated July 17, 
1952, advised the company that it did not intend to insist. upon the 
disposition of the Blackstone gas properties prior-to January 1, 1955, 
if the earnings from such property were necessary to enable EUA 
to continue to pay dividends of $2 per share on its common stock. -. 

The Rhode Island Legislature has adopted a special Act permitting 
the creation of a new company to -hold the gas properti'es presently 
owned by Blackstone. On February 18, 1957, EUA filed a program 
designed to accomplish the disposition of the Blackstone gas proper­
ties l:>Y July 1, 1960. The proposal involves a series of transactions 
including the issuance of collateral trust bonds by EUA. A hearing 
on this matter was held in May and July 1957 and post-hearing pro­
cedures have been agreed upon. ' ':; 

General Public Utilities Corp. 

General Public Utilities Corp. '("GPU") fu~ctio~ solely as a 
registered holding company controlling nine public utility subsidi­
aries, as defined in the Act, and three nonutility subsidiaries .. Seven 
of the public utility subsidiaries render electric service to 993,289 
customers in the States of Pennsylvania and New Jer:sey .. The <,>ther 
two sell electricity to 283,710 customers in .the Philippine. Islands. 
The effective electric generating capability of the se~en domestic 
utility subsidiaries amounts to 1,861,000 kilowatts and the 'effective 
(!apability of the Philippine subsidiaries totals 222,000 kilowatts. The 
consolidated assets of the system, less valuation reserves, amounted to 
$721 million at December 31, 1956, . ' 

On May 14, 1957, the Commission authorized GPU to acquire from 
Eastern Gas & Fuel Associates, a nonaffiliate, all of the' outstanding 
securities of Colver Electric Co., consisting of 245 shares of Colver's 
$100 par value common stock, for approximately $257,400.25 . Colver 
serves the area in the township of Cambria, Cambria County, Pa., 
which ·is surrounded by that of Pennsylvania Electric Co., a subsid­
iary of GPU, and as soon as feasible Colver will be merged' with 
Pennsylvania Electric. Colver was also authorized to' purchase from 
Eastern certain property owned by Eastern for Colver's utility op­
erations. After acquisition of its stock by GPU, Colver purchased all 
of its electric energy requirements directly from: PeIinsylvariia 
Electric. 

'" 31 S. E. C. 329. 
2' Holding Company Act Helease No. 10603. 
'" IIoWlng Company Act RclcnRc No. 1:\474. 
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On March 24, 1957, th8 Commission issued its findings and opinion 
and order approving a proposal by GPU to make cash advances to 
its foreign subsidiary, Manila Electric Co., from time to time during 
the period ending December 31, 1958, in amounts aggregating $3,750,-
000.26 Manila proposes to use the funds for the installation of an addi­
tionaI25,000-kilowatt unit to its utility plant, the total cost of which 
was estimated at $5 million and the sums advanced by GPU are to 
supply the dollar component needed to purchase certain of the neces­
sary equipment in the United States. Particular consideration was 
given by the Commission to the effect of currency control in the Philip­
pines. Since the proposed construction of the additional unit and 
method of financing it involved the matter of future repayments in 
dollars by Manila Electric to GPU, Manila Electric applied to the 
Central Bank of the Philippines for approval of the program. Such 
approval was granted, subject to a provision that such future dollar 
repayments would be subject to governing Philippine regulations at 
the time when the repayments were due. Under present regulations, 
the repayments of the loan would be permissible at the rate of 20 per­
cent per annum beginning 5 years from the date the new 25,000-
kilowatt unit commences operation. 

In approving the proposal the Commission had to be satisfied that 
the consideration was fairly related to the amounts invested in or the 
earning capacity of the utility assets underlying the advances in terms 
of the local peso currency. These requirements appeared satisfactory 
as to the G PU loan, but as indicated, the ultimate dollar repayment of 
the advances would be subject to conditions and circumstances outside 
the control of Manila Electric and GPU. The Commission noted that 
GPU's board of directors had determined that the proposed trans­
action was appropriate. The Commission also observed that Con­
gress, in its enactment in 1956 of a private law which, in effect, 
exempted GPU from compliance with a previous order of the Com­
mission directing that GPU divest itself of its interest in Manila Elec­
tric, appeared to have given considerable weight to the financial aid 
which GPU, as the parent company, is to render to Manila Electric. 

On October 19, 1956, the Commission issued an order authorizing 
GPU to dispose of its wholly owned nonutility subsirliary, Employees 
Welfare Association, Inc. ("EW ADEL"), a Delaware corporation, 
with respect to which the Commission had issued a section 11 (b) (1) 
order in 1951 requiring GPU to dispose of that part of the company's 
business relating to the servicing of the insurance policies of employees 
of those companies which were no longer a part of the system.27 Based 

lIO Holding Company Act Release No. 18481. 
111 Holding Company Act Release No. 18288. 

447579-58-9 
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'upon the conclusion that'it would not be economically. or adminis­
tratively feasible to attempt to reduce the scope of EW ADEL's ac­
tivities to 'the servicing of employees' policies of the present systeni, 
GPU decided to divest itself of its entire interest therein, retaining 
temporarily, however, EWADEL's wholly owned .subsidiary, 'Em­
ployees Welfare Association,-·Inc; ("EWANJ"), a New Jersey cor­
poration,. consisting of 1,000 shares of common stock of $1 par ·value 

-per sh~re. G PU proposed to hold EW A~ J as a -direct subsidiary 
. pending the latter's liquidation. Apart.from certain nominal adminis­
-trative functions'in respect of pension trustS which are'in the process 
of liquidation,' EWANJ is inactive and has no incOme or expenses. 
its' only assets consist of an interest in a pension trust .agreement 
~temini~ from its original deposit of $1,000 with the pension -trustee. 

inte~national Hydro-Electric System 

International Hydro-Electric System,: ("IIlES"), a registefed 
holding c'ompany, had only one remaining subsidiary at the beginning 
.of t4e fiscal year, Gatineau Power Co., which in tUrn had two suq­
sidiaries, Gatineau Transmission Co. and St. John ~iver Storage Co. 
Gatineau Power and its subsidiaries pperate entirely in Canada. The 
consolidated, assets of Gatineau and its subsidiaries, le~s valuation 
reserves, amounted to $113 million at December 31, 1956, and system 
generating capacity totaled 814,094 kilowatts., . 

The .commission by its Findings and Opinion 2~ and Order 29 ap­
proved the section 11 (d) plan ao of the Interim Board of Dire~tors of 
IIlES for modification of a 1943 order requiring liquidation and ,dis­
solution of-the company,81 and for the· continuance of IIlES as;~n 
investment company. The plan was approved by _ the enforcement 
court on April 23, 1956, and was subsequently consummated.82 

On June 24, 1957, the Commission .entered an order approving an 
application of the Interim Board to permit IIlES to restate the ledger 
values of its portfolio securities on the basis of market values at J:?ecem­
ber 31, 1956, and the substitution on a share for share basis of common 

. stock of the par value of $1 per share for the outstanding 856,718 shares 
of class A stock of the par value of $25 per share.sa As thus revalued, 
the system assets (including cash and cash items in the amount of 

,$12,990,345) were restated at an aggregate amount of $29,677,378 . 

. "Holding Company Act Release No. 13045 (November 25,1955). 
. .. Holding Company Act Release NO .. 13083 (January 13, 1956). _ . 

.. IHES Is the only registered holding company'system reorganized pursuant to section 
·11 (d) of the Holding Company Act up to the present time. . 

.. For a summary of prior proceedings In this matter, see 21st Ann:ual Report, p. 62; 
22nd Annual Report, p. 135 . 

.. In re International Hydro-Electric System, unreported Dlst.· Mass. Civil ·Action 'No. 
2430; aJrd sub nom. The Equity Oorporation' v. Brickley, 237 F. 2d 839 (C. -A. 1, 
October 26, 1956) ; certiorari denied, 352 U. S. 989 (January 28. 1957) . 

.. Holding Company Act Release No. 13508. 
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_ On the same date the Commission also el).tered an order, pursua~t 
tO,section 3 (a) (5), granting exemption to IHES and its,subsidiary 
companies.84 The exempted holding company, under its new name,of 
Abacus ,Fund, thereupon file~ a notification of registration ,as a closed-; 
end, nondiversified investm~nt company pursuant to se<;tion 8 (a) "of 
the Investment Company Act of 1940. 
, On:September 17, 1957, subsequent to the close'~f the fiscal year, 
the Court approved the application of'the Court Trustee to turn over 
to the.Abacus Fund all but $1,500,000 of the assets remaining in the 
Trustee's hand.s. The $1,500,000 ,has been ,retained for the purpose,of 
satisfying such claims and final allowances as may be awarded agains~ 
the estate of IRES for services rendered during the final stages of 
the reorganization proceedings.' On October 1, 1957, final claims ag: 
gregating $904,905 for fees ,and expenses requested to be paid by; the 
II-rES estate were filed with the Commission. Any allowance awarded 
by, the Commission constitutes the. maximu:r.n amount which may be 
awarde,d by the Court. After the payment of the final allowances, 
only the question of the discharge of the Court Trustee will remain 
before t.he proceedings are terminated. 

Middle Sou~ Utilities, Inc. 

Middle South Utilities, Inc., functioris solely as a registered holding 
company and controls 4 operating subsidiaries which furnish electric 
utility service to 837,522 customers in 1,700 communities and adjacent 
rural areas in Arkansas, Louisiana, and Mississippi with a total popu­
lation of approximately 4 million. The system also sells natural gas 
at,retail to 241,353 customers in 70 communities in Louisiana. Transit 
ser.vice 'is· furnished in the city of New Orleans and adjacent com~ 
munities. The system's net electric generating capability totals 
2,165,000 kilowatts and it operates 2,162 miles of gas mains. In addi­
ti~n, the system owns 79 percent of the voting securities of ~ississippi 
Valley Generating Co., an inactive company, and all of the securities 
of another inactive subsidiary, Louisiana Gas Service Corp. One of 
Middle South's operating subsidiaries, Arkansas Power and Light Co., 
owns 34 percent of the securities of Arklahoma Corp., an electric trans­
mission line company with assets, less valuation reserves, of $3 million 
at pecemller 31, 195~.35 Middle South owns 10 percent of the voting 
securities of. Electric Energy, Inc., which operates a large electric gen­
erating station ,furnishing power to an installation of the Atomic En­
ergy Commission.· A proposal filed with the Commission by Middle 
South to sell its interest in Electric Energy, Inc., to Kentucky Utili-

.. Holding Company Act Release No. 13509 (June 24,.1957). 
, .. The balance of the capital stock of Arklahoma Is owned 32 percent by a subsidiary of 

Central and South West Corp., another registered holding company. and 34 percent by an 
electrl.c utility company not affiliated with a. registered holding company system. 
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ties Co:; a, 'nonaffiliate,' is discussed at page 128 of·this report. ,There is 
stili :pending before the Commission the'issue of whether the acquisi­
tions'Of the'st~ck of Electric Energy, Inc.; by Middle South and others 
meet 'the 'standards of section 10 of tli:e Act. This issue and 'the 
organization 'and 'fulancing of Electric Energy, Inc., are discussed':at 
page 126 of this report. ' 
"'A proposal" filed by Middle South and its subsidiary, Louisiana 

Power &iLight Co. In the pre'viousfiscal; year to 'divest themselves of 
tlleir:friterests in the nonelectric properties of Louisiana in coinpl~ance 
witha:1953 section 11 (b) (1) order of the Commission, and the liti~ 
gation'thereon, are described' at page 139 'of the 22d Annual Report. 
During,the past fiscal year the 'Supreme Court, after granting the 
Conimisslon's petition,to review'the decision of the Court' of Appeals 
for the, Fifth Circuit,38 reversed the' Court of Appeals, holding that 
the Coillmission's' order denying Louisiana Public Service Commis­
sion's 'petitIon to 'reopen the divestment proceeding was not a review': 
able order.s7 ' Subsequently, on November '22,' 1957, the Commission 
approved.'a section'i1 (e) plan filed by Louisiana Power & LighVCo. 
to transfer its gas and water properties to Louisiana Gas Service Co. 
as a step in compliance with the section 11 (b) (1) order.s7a ,Upon the 
~eql,l~st of tl~e company the Commission has file~ an appl~cat~on with 
the United States District Court for the' Eastern District of Louisiana 

- ! '," " " - .' 

foran order approving and enforcing the plan. The Cou,rt lias fixed 
January 14, '1958 as the date for hearing. 

- " I' '. -. • 

National, Fuel Gas Co. 

';'The National Fuel Gas Co. functions solely as a registered holding 
company and controls 3 gas utility subsidiaries and 6 nonutiiity sub­
SIdiaries. !The system furnishes retail gas,service t6 497,888 customers 
ill the States of New York, Ohio, and Pennsylvania in an'area with 
a: total population of 1,700,000. The system operates 12,797' miles 
ot distribution, transmission, gathering a:nd, storage pipelines. 'Teri 
percent of the system's natural gas :requirements are produced and 
the; ba1ance is' purchased' ,tlirough major' pipeline companies; ; pri'n: 
cipally 'from' southwest ;fieldsJ At'December' 31, 1956, the consoli­
dated assets of the'system, less valuation reserves, totaled $168 million. 
-On September 28; 1956, the Commission issued an order'approving 
the purchase by Iroquois Gas Corp., a subsidiary of National' Fuel 
Gas Co., of the 'natural gas properties of Reservation Gas Co. and 
Finance Gas Co.,'both nontItilities located in western'New York, con­
sisting 'primarily of 49 producing wells, approximately 45 miles of 

.. 352 U. S. 924 (December 3; 1956): 
• 81 S. 'E. O. v.' Louisiana 'Public ServIce Oommission; 353 U. S. 368 (May 13, 1957) ; peti­
tion for rehearlnj(denied, 354 U. S. 928' (June 17, 1957). ' ; , , '. '. 

81. Louisiana, GM: Service 00., et al., Holding' Company Act, Release No.' 13606. " 
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pipelines,2 compressor sta,tions, various parcels of realestf!.te and ga~ 
producing ',and' ,storage leaseholds 'covering ,approximately 2~,8~0 

acres for a consideration of $450,000.38 ,', ' ,,' ,.',' . \:,! 

'" On April ,22, 1957, the Commission authorized Iroquois ,Gal? Co;r,-' 
poration to selHts natural gas distribution facilities, in w~ste~; ~ ~w 
.York, together with ·anintrastate gas .transmission line, to .a. nqnT 
affiIhite company, New. York State Electric & Gas Corp.3~; ',\ . J. 

The merger of Republic Heat, Light & Power Co., In~., into Jro­
quois Gas Corp., .was approved by the Commission on Deceinbe;r,26, 
1956.~o,., The 'Commission's order therein pointed out that the service 
area of both companies, which are located in the'-w:estern part of ' New 
.York,are for. th_e, most part contiguous aI;l.d that both companies op~ 
erated with substantially the same executive personnel and the com-
mon use of many services and facilities. . 

Ne~ 'E~gland Electric System 

New England Electric System ("NEES"), a voluntary association 
'c,reated under ~he laws of Mass~,chuse'tts, functions s~lely as a regis~ 
tered holding company. ' It controls 23 electric and gas sul:lsidi~ries 
imd 2 non utility subsidiaries. Electric utility'service is furnished .to 
142 communities in Massachusetts, 27 in Rhode Island,'21 in New 
Hampshire and 4 in Connecticut with an aggregate population ,of 
2,200,000. ;. The ,net electric' generating capability ,of -the system is 
1,060,000 kilowatts. The 'system sells gas at retail to customers in 40 
coinmunities in Massachusetts, 3 in Rhode Jsland and 1 in Conn,oot~­
cut . .' 9as is purchase9, from 2,n<maffiliate9, transmission compani~. 
At 'December. 31, 1956,. the consolidated assets of, ~he syste~,: les!? 
valu~tionireserv:es, totaled $527:million. , " " . , 
, NEES also o~ns,. indirectly, ~O percept of the ,v;oj;ing .sec.;ur~ties ,of 
Yankee Ato~ic Electric Co., organized in 1954 for. the. purpq~e of 
cOI;l.structing and operating an atomic nuclear power plap.t of appro~i<-­
mately134,000-kilowatt capacity. The plant is to be located in Rowe, 
Mass.,' and 'is scheduled for completiqn in 1960 .. , T~e outp~to~ the 
plant wi~l be sold to the 12 ,New ~nglap.d electric utility companies 
which are stockholders of Yankee. 41' , , , ! 

NEES has from time to .time initiated and consummated ,various 
proposals that have resulted in a m,ate-rial reduction in the number:of 
~uQ~i.a.iary'.compani~s in the system:, the eli~ination of minority .4tter~ 
~sts .in'the corporate structure of several of the subsidiaries.aAd the 
segregation of the electric and gas operations of certain of the sub­
sidiaries into separate companies. 'During the fiscal year'NEES- ob-
I .' _" ~ , • 

" ,'\ . . 
sa Holding Company Act Release No. 13273 . 
.. HOldln'g Company Act Release No. 13455. 
4. Holding Company Act Release No. 13348. . 
41 See Holding Company Act Release No. 13048 (November 25. 1955). 
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tained Commission approval of the merger (and related financirig 
transactions) of five of NEES' electric utility subsidiaries-Alnes­
bury Electric Co., Essex County Electric Co., Haverhill Electric Co., 
Lawrence Electric Co. and Lowell Electric Light Corp.,42 and the 
-acquisition by NEES of about 95 percent of the voting securities of 
Lynn Gas and Electric Co., a nonaffiliated -public-utility comp-any, 
whose operations were closely related to and conducted within the area 
served by subsidiaries of NEES.43 - -

The principal problems remaining to be resolved by the NEES 
system under section 11 (b) of the Act pertain to the elimination of 
the -publicly held minority interest in the common stock of certain 
of 'the·subsidiaries in the system, and a determination by the Com­
mission of the permissible limits of the operations by the system 
under the standards of section 11 (b) (1) of the Act. NEES has 
submitted a formal commitment to file a plan or plans to eliminate 
the minority interests in. its subsidiaries. On AugUst 5, 1957, the 
Commission issued a notice of and order for hearing pursuant to sec­
tion 1i (b) (1) o.f the Act for the purpose of determining the status 
of the NEES system under the geographical integration .provisionS 
of the .Act.4~ , , 

Ohio Edison Co • 

. Ohio Edison Co. is an operating utility company and is also·a 
registered holding company by virtue of its ownership of Pennsyl:. 
vania Power Co., an electric utility company. The electric facilities 
oi Ohio Edison and Pennsylvania Power constitute an integrated 
electric utility system serving 610,000 customers in 588 communities 
and rural areas in Ohio and 133 communities and rural areas in 
Pennsylvania. ' The total population of the system's service area is 
1,855,900. ' The combined capability of Ohio Edison and Pennsylvania 
Pbwer.is 1,688,500' kilowatts. The consolidated assets of the' system, 
less val~ation reserves, 'totalled $486 million at December 31, 1956. . 

I . ~. 

, '.ohio EdisOll owns a 16.5 percent interest in Ohio Valley Electric 
·Corp. which, with its wholly owned subsidiary, Indiana-Kentucky 
Electric ~ Corp., furnishes electric· power to an installation of· the 
Atomic -Energy Commission. There is pending before this ·Com­
mission the issue of whether the acquisitions of Ohio Valley' Electric' 
Corp.'s 'stock by Ohio Edison and other sponsoring ·companies.,meet 
the standards of section 10 of the Act. This issue, along with 'the 

.. HoldIng Company Act Release No. 13480 (May 23, 1957) . 

.. Holding Company Act Release No. 13456 (April 22, 1957). A petition for revIew of 
the CommissIon's order approvIng the acquIsItion of the Lynn stock filed in the United 
States Court of Appeals for the First CIrcuit was dIsmIssed for lack of prosecutIon In John 
P. Orcmens v. 8. E. O. No. 5264, October 4, 1957. ;,," 

.. HoldIng Company Act Release No. 13525. . '" I i 
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organization and financing, of Ohio Valley Electric Corp .. and In­
diana-Kentucky Electric Corp. are' discussed at page 126 of this 
report. 
'. During· the past fiscal year. the 'Commission approved five applica­
tions for the acquisition of' utility assets from certain municip~lities 
and an electric cooperative a~l'located in the State of Ohio. The!le 
acquisitions included a generating plant from the village of.Plain City 
for $410,000; 45 the municipal ~lectric distribution system of the cIty of 
Huron for $;3q5,000; 46 t1:le electric distribution system of the village of 
Leroy for $78,500; 47 utility assets from the city of. Galion consisting 
of a distribution line api?roxima~ly 1.2,miles long for $2,78~.; ~8 ~n9-
a;2.r-mile'transmissio~ line from Delaware Rural Cooperative, Inc., 
~or $14,700.49 The assets acquired und~r the foregoing orders· are 
located within Ohio's service area and will be operated as a part of 
the company's integrated system. . 

The Southern Co. 

'. The Southern Co.' functio~s solely a~ a registered holding comp'any: 
It controls 5 electric utility subsidiaries ~hich furnish electric serVice 
to. 1,372,000 I customers in 1,406 commUnities' and rural areas with 
aggregate population of' 6,405,000 in Alabama, Florida, Georgia, and 
Mississippi. The system· also has 2 nonutility subsidiaries and a 
mutual service company. Two of the electric utility subsidaries, 
Alabama Power Co. and Georgia Power CO., each own 50 percent of 
the capital stock of Southern Electric Generating Co., which is build­
ing a generating plant to furnish power to its·two parent companies. 
The Southern system has installed generating capacity of 3,288;380' 
kilowatts and- at December 31, 1956, had consolidated assets, less 
valuation reserves, of $932 million. -' . ., , 

Oil February 27, 1957, the Commission issued an order approving 
the' acquisition 'by . Georgia Power Co. of all the assets, properties and 
business of Georgia Power and Light Co., a nonaffiliated electric utility 
company and a subsidiary of Florida Power Corp. The Commission 
also approved the purchase by' Georgia Power Co. of a'llO-kilowatt 
transmission line from Florida Power Corp. and the arrangements 
to' Mance the acquisitions. 50 The aggregate consideration for the 
properties amounted to approximately $18,500,000 of which $7,705,000 
represented the . assumption of Georgia; Power and Light CO.'s ·first 
mortgage bonds with the balance paid in cash . 

.. Holding Company Act Release No. 13259 (September 5,1956). 
~ Holding Compan'y Act Release No. 13270 (September 28,1956). 

I "Holdlng Company :Act Release No. 13354 (December 31, 1956). 
,'. Holding Company Act Release No. 13424 (March 20, 1957) • 
•• Holding Company Act Release No. 13320 (November 26, 1956) • 
.. Holding Company Act Release No. 13398. 
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Two regulatory commissions, the Georgia Public Service Commis­
sion and the Florida Railroad and Public Utilities Commission, 
urged approval of the acquisition. 

In finding the transactions consistent with the standards of the 
Act, particularly section 2 (a) (29) (A) thereof, the Commission, 
in commenting upon the fact that the acquisition would result in 
Georgia Power Co. serving virtually the entire State of Georgia, 
stated among other things, that: "In some circumstances it might 
give us cause for concern in connection with the effectiveness of reg­
ulation that a registered holding company system should absorb one 
of the only two other electric distribution companies in the State 
with which its rates and other practices might be compared. In this 
particular case, however, the differences in relative size and type of 
system operation between Georgia [Power Co.] and [Georgia Power 
and] Light [Co.] are so marked as to lead us to the conclusion that 
absorption of [Georgia Power and] Light [Co.] will not have a 
discernible effect upon the effectiveness of regulation." The Commis­
sion also found that the acquisition would not in any material sense 
extend the Southern system to a new area or region and that econom­
ically the service area of the company being acquired is part of the 
area or region already serviced by the Southern system. 

Standard Shares, Ine. 
Standard Gas and Electric Co. 
Philadelphia Co. 

Standard Shares, Inc., formerly known as Standard Power and 
Light Corp., is the top holding company of a system which no longer 
has any public utility subsidiaries, as defined in the Act. At June 30, 
1957, Standard Shares owned 45.59 percent of the voting securities 
of Standard Gas, a registered holding company, which in turn owned 
all of the voting securities of Philadelphia Co., a registered holding 
company. These holdings reflect the consummation of a reorgani­
zation plan approved by the Commission under section 11 (e) of the 
Act and ordered enforced by the United States District Court for 
the District of Delaware. Pursuant to another provision of this plan 
Standard Shares is in the process of conversion into a closed-end 
nondiversified investment companyP 

At June 30, 1957, Standard Shares owned 50.89 percent of the vot­
ing securities of Pittsburgh Railways Co., a transit system. serving 
the city of Pittsburgh, which had assets, less valuation reserves, of 
$43 million at December 31, 1956. On that date Standard Shares 
owned 4.58 percent and Standard Gas owned 1.20 percent of the 
common stock of Duquesne Light Co., an electric utility company 

.. HoldIng Company Act Release No. 13101 (February 16, 1956). In re Standard Power 
and lAght Oorporatlon (nnreported (D. Del. CIvil Action No. 1793. March 13. 1956». 
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serving the Pittsburgh area which formerly w'as a subsidiary in the 
Standard system. The corporate assets of Standard Shar~5 

. amounted to $29 million at June 30, 1957. 
During the fiscal year, all of Philadelphia's approximately 51 per­

cent interest in the common stock of Pittsburgh Railways Co. was 
sold -under a rights offering to the Standard Gas- common stock­
holders, including Standard Shares, and substantially all of .Phila­
delphia's interest in the common stock of Duquesne was distributed 
to the stockholders of Standard Gas, including Standard ·Shares.52 

Later in the fiscal year, Standard Shares sold to the public 265,000 
shares -of Duquesne common stock.53 In addition, the Commission 
released jurisdiction over the selection and composition of Duquesne's 
board of directors.54 Subsequent to the close of the fiscal year Stand­
ard Shares filed an application under section 5 (d) of the Act seeking 
an order by the Commission declaring that it has ceased to be a hold­
ingeompany, subject to such terms and conditions as the Commi~sion 
finds as necessary for the protection of investors. 

As indicated in the 22nd Annual Report, page 143, and in the 21st 
Annual Report, page 71, uncertainties with respect to certain unre­
solved tax difficulties arising from a dispute between Standard Gas, 
Philadelphia and Duquesne on the one hand and the Department of 
the Treasury on the other hand as to their Federal income liabilities 

-for the years 1942 through 1950 have been impediments to compliance 
by Standard Gas and Philadelphia with the orders of the Commission 
requiring their liquidation and dissolution. Although the income 
tax difficulties remain unresolved, during the fiscal year and with the 
approval of the Commission and the United States District Court for 
the District of Delaware the then existing tax cutoff agreement, be­
tween Philadelphia and Duquesne was canceled and another tax cutoff 
agreement substituted therefor.55 The effect of this action was to 
reduce the need by Standard Gas and Philadelphia to retain assets to 
cover their potential tax liabilities .. This permitted the divestment 
by Standard Gas of the Duquesne and Pittsburgh Railways common 
stock referred to above: 

Union Electric ·Co. 

Union Electric Co., formerly known as Union Electric Co. of Mis­
souri, is an electric utility operating company and also a registered 
holding company. The company and its public utility subsidiaries, 
Missouri Power and Light Co. and Missouri Edison Co., furnish elec-

OJ Holding Company Act Release No. 13376 (February 4, 1957). In re Standard Gas 
and Electric Company (unreported (D. Del. Civil Action No. 1459, March 14, 1957». 

oa Holding Company Act Release No. 13505 (June 18,1957) • 
.. Holding Company 'Act Release No. 13501 (June 12, 1957) • 
.. Holding Company Act Release No. 13376 (February 4, 1957). 
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tric service to approximately 642,000 customers in the city of St. Louis 
and in 123 other communities in eastern and central Missouri, 2 COIll­

munities in Illinois and 1 in Iowa. As at December 31, 1956, the con­
solidated assets of the system, less valuation reserves, totalled $457 
million. .The system also owns certain gas utility properties and non-' 
utility assets, and Union Electric Co. owns 40 pe~celit of the common 
stock of Electric Energy, Inc., which operates a large generating plant 
which furnishes power to an installation of the Atomic Energy Com­
mission near Paducah, Ky. There is still pending before the Com­
mission the issue of whether the acquisitions of the stock of Electric 
Energy, Inc., by Union Electric and other sponsoring companies meet 
the standards of.section 10 of the Act .. ' This issue and the organization 

, and financing cif Electric Energy, Inc., are discussed at page '126 of 
this report. . 

During the fiscal year Union Electric disposed of its. interest in 
Poplar Ridge Coal Co., a wholly owned nonutility coal company 
subsidiary. . 

In November; 1956, the Commission instituted a private investiga­
tion to determine whether Union Electric and certain of its officers 
and employees had violated certain provisions of the Act. The in­
quiry related particularly, to the question whether payments aggre­
gating $35,000 made by Union Electric ostensibly to a Chicago lawyer 
violated the prohibition of section 12 (h) of the Act against direct or 
indirect contribution_s by a registered holding company in connection 
with the candidacy, nomination, election, or appointment of any per­
son for or to any office or position in the Federal or State government 
or in support of anY' political party or any committee or agency 
thereof.. In addition, the investigation concerned the question 

, whether any such payments had been properly recorded on the books 
and records of Union Electric and whether financial 'statements and 
reports filed by Union Electric with the Commission correctly ac­
~ounted for and reported such'payments. . 

The Commission's investigation was prompted by newspaper dis­
closures that Union Electric had issued $35,000 in checks payable to 
the lawyer which had been found in a so-called "envelope account" 
maintained at a bank by Orville Hodge, formerly State auditor of the 
State of Illinois, who was convicted of various State and Federal of­
fenses. The possibl~ violation of the Act was also the subject of ,a 
simultaneous inquiry by a Federal grand jury in Springfield, Ili."· The 
Commission and the United States attorney's office in Springfield co­
operated in this matter. During the course of the Commission's in-

. ves~igation some 40' individuals were interviewed and considerable 
research involving the inspection' of documents and other material was 
undertaken. ' " " . 
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The Commission referred the evidence which its investigation dis­
closed to the Department of Justice., The Department concluded that 
the facts developed did not come withiJ;1 the reach of the Act. 'On 
May 24,1957, the grand jury before which this inquiry was conducted 
w~s discharged without voting any indictments. In view of the fore­
going, the Commission discontinued its investigation. 

Union "Electric, was also involved in a proxy controversy with two 
of its common stockholders in regard to its annual meeting held on 
April 20,1957. Union Electric informed the Commission that it was 
prepared to spend corporate funds to engage in a proxy contest with 
the two stockholders, and the Commission pursuant t()o- section 12 (e) 
of the Act issued an order on February.27, 1957, prohibiting any per­
son from soliciting the security holders of Union Electric Co.' unless 
such person had first filed a declaration with the Commission which 
had' been permitted to become effective.56 Upon the filing of such a 
declaration by Union Electric, the Commission ordered a hearing 
thereon 57 at which the complaining stockholders were given leave'to 
participate. At the conclusion of the heariilg the Commission issued 
its order permitting Union Electric's declaration to become effective.58 

The two interested stockholders filed a petition to review the order 
with the United States Court of Appeals for the Eighth Circuit and 
simultaneously requested the Court to stay the execution of the order. 
The stay was denied. The Findings and Opinion of the Commission 
was issu~d supsequently 59 and the petition for review was pending 
at the end of the fiscal year. The Commission also sought an order 
from the United States District Court for the Eastern District of 
Missouri enjoining the stockholders from sendIng out certain solicita­
tion material in violation of the Commission's order of February 27, 
1957. This action was in the process of litigation at the end of the 
fiscal year. 
, ,On March 6, 1956, Union Electric filed an application requesting 
an exemption from the Act pursuant to section 3 (a) (2) thereof 60 

on the ground that it is predominantly a public-utility company 
whose operation as such does not extend beyond the State in which it 
is organizec;!., and States contiguous thereto. The application also 
requested that the Commission release the jurisdiction previously 
reservea' over the question of the retainability of the gas 'systems .of 
Union Electric and its subsidiaries. Due to the relevance and im­
portance of the outcome of the proceeding concerning Electric Energy, 
Inc., to this application, the Commission has taken no action on the 
application, and it was still pending at the close of the fiscal year . 

.. HoldIng Company Act Release No. 13399 (Febrnary 27, 1957) • 

... HoldIng Company Act Release No. 13410 (March 8, 1957). 
liS HoldIng Company Act Release No. 13420 (l\Iarch 21, 1957) . 
.. HoldIng Company Act Release No. 13450 (Apr1117, 1957) . 
... HoldIng Company Act File No. 31-635. , 
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The West Penn Electric Co. 

The West Penn Electric Co. ("West Penn") functions solely as ~ 
registered holding company and controls 13 electric ut~ity sub­
sidiaries, one of which is a registered holding company, and 6 non­
utility subsidiaries. The system also owns some small water proper­
ties, coal mines, and transportation facilities. The system's consoli­
dated assets, less valuation reserves, totaled $464 million at December 
31,1956. 

West Penn owns a 12.5 percent interest in Ohio Valley Electric 
Corp. which, with its "wholly owned subsidiary, Indiana-Kentucky 
Electric Corp.-;- furnishes electric power to an installation of the 
Atomic Energy Commission. There is still pending before this 
Commission the "issue of whether the acquisitions of OVEC's stock 
by West Penn Electric and the other sponsors meet" the standards of 
section 10 of the Act. This issue and the organization and financing 
of OVEC and IKEC, are discussed at page 126 of this report. 

During the past fiscal year the Commission approved a proposal 
regarding the dissolution of one inactive nonutility company, the 
Braddock Heights Water CO.,61 and authorized West Penn Railways 
Co., also an inactive nonutility company," to pay its parent, West I 

Penn, a liquidating dividend of $1,100,000.62 The application by 
West Penn Railways Co. to pay a liquidating dividend indicated that 
Railways is ultimately to be liquidated and dissolved. Of the 
$1,100,000 to be distributed, $766,317 was in the hands of a trustee 
which amount represented an accumulation of the proceeds of the 
sale of certain property subject to the lien of the mortgage under 
which there is outstanding $3,897,000 principal amount of 5 percent 
noncallable bonds due June 1, 1960, issued by West Penn Railways 
Co.'s predecessor, West Penn Traction Co. The proposal further 
provided that the Trustee of the Traction bonds was to be requested 
to use such funds to purchase Traction bonds on the open market or 
at private sales, at current prices," through requests for tenders or 
o~herwise, as determined by the Trustee and West Penn. 

Other Holding Companies 

On June 30, 1956, there were five companies in addition to tho;e 
listed above which were subject to the provisions of the Act as regis­
tered holding companies, but which as a result of having completed 
nearly all steps required for compliance with outstanding orders of 
the Commission unde:r section 11 (b) of the Act, were in the final 
stages of either dissolution or of conversion to some status other than 
that of a registered holding company.63 All of these companies have 

81 Holding Company Act Release No. 13265 (September 17,1956). 
a Holding Company Act Release No. 13506 (June 21, 1957). 
a New England Public Service Co., Northern New Engiand Co., Engineers Public Service 

Co., The United Corp. and United Public Service Corp. 
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completed divestments of former subsidiaries and all but one are 
in the final stages of liquidation. 

One of these companies, 'Engip.eers Public Service Co., is a regis­
tered holding company in the final stages of liquidation and dissolu­
tion. During the past fiscal year the Commission approved an 
amendment to Engineers' section 11 (e) plan, providing for, among 
other things, the payment of certain fees and expenses to counsel for 
Engineers and counsel for the escrow agent under the plan and an 
order directing the escrow agent to turn over to Engineers certain 
funds held by it in escrow. The amendment also provided that the 
Commission request the Court which had previously enforced other 
aspects of the plan to fix a bar date for the filing of claims against 
Engineers. The amendment further provided that a bar date be 
fixed after which the right to exchange securities in accordance with 
the plan of Engineers shall terminate. The application was approved 
by the Commission on November 13, 1956,64 and enforced by the 
·United States District Court of Delaware on December 20, 1956.65 

The bar date terminating the period for exchange of securities was 
set at February 18, 1962. 

Pending litigation involving The United Corp., formerly a reg­
istered holding company and now a registered'investment company, 
at the close of fiscal year 1956 is described at pages 147-148 of the 
22d Annual Report. An appeal filed by Randolph Phillips, a stock­
holder of United, to the United States Circuit Court of Appeals for 
the Second Circuit, requesting a review of the Commission's order 
granting United's application to be declared not to be a holding com­
pany pursu~nt to section 5 (d) of the Act, was dismissed for lack of 
prosecution.66 During the fiscal year appeals were taken by Randolph 
Phillips and Joseph B. Hyman from an order of the United States 
District Court of Delaware dated October 31, 1956,67 enforcing the 
Commission's order approving, among other things, the payment' of 
$50,000 to Phillips and $7,000 to Hyman, for fees and expenses in 
connection with United's 1951 Amended Investment Company Plan.68 

The amounts awarded to Phillips and Hyman by the Commission an~ 
the District Court were substantially lower than the amounts re­
quested by these applicants. 

On October 22, 1957, subsequent to the end of the fiscal year, th,e 
Court of Appeals for the Third Circuit reversed the District Court 
and held that Phillips should receive $50,000 as a fee and $26,925 for 
'expenses, and that Hyman should receive $12,000 as a fee. A petition 
for rehearing filed by the Commission was denied by the Court on 
December 3, 1957. 

"Bolding Company Act Release No. 13305. ' , 
fIlS In re Engineer8 Publio Service 00., unreported (D. Del., Civil Action No. 995) • 
.. Phillip8 V. 8. E. 0., unreported (C. A, 2, No. 24041, April 1, 1957). 
fit In re The United Oorp., unreported (D. Del., No. 1650) . 
.. Holding Company Act Release No. 13194 (June 28, 1956). 
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'ACQUISITIONS BY PERSONS OTHER THAN REGISTERED HOLDING 
COMPANIES 

. The provisions of the Act do not pertain solely to the organization 
and activities of registered holding companies and their subsidiaries. 
Certain se<#ons of the statute reguhite transactions between other 
persons and any electric or gas utility company and the acquisition 
by other persons of yoting securities of such public utility companies. 
One of these provisions is section 9 (a) (2) of the Act, which requires 
that the acquisition by any person of 5 percent or more of the voting 
securities of two or more public utility or holding companies satisfy 
specified statutory standards. 

Central Vermont Public Service Corp. is a holding company claim­
ing exemption pursuant ·to rule 2, and thus is required to obtain 
approval of the Commission under section 9 (a) (2) in respect of 
acquisitions creating additional affiliate relationships. The Coni­
mission approved the acquisition by Central Vermont Public Service 
Corp. of 1,730 shares (86.5 percent) of the initial 2,000 shares of capi­
tal stock issued by Vermont Electric Power Co., Inc.69 Central Ver­
mont Public Service Corp., Green Mountain Power Corp., and Citi­
zens Utilities Co., the latter two of which are not subject to the Act, 
organized Vermont Electric Power Co., Inc., for the purposes of con· 
structing, owning and operating the necessary transmission facilities 
and receiving, at various points on the New York-Vermont State line, 
power generated on the St. Lawrence River and purchased by the 
State of Vermont pursuant to a contract with the Power· Authority 
of the State of New York, and to transmit such power to the points of 
delivery to various electric distributiori companies and agencies 
within the State of Vermont,' in accordance with allocations thereof 
made. by the Public Service Commission of Vermont. The' total 
cost of such. new transmission facilities is estimated at between $10 
million and $15 million 'and it is presently contemplated that its 
capital structure will consist of ' between 5% and 15% in equity securi­
ties with the balance represented by debt securities. . . 

ELECTRIC GENERATING COMPANIES DEVELOPING ATOMIC powtR 
OR SUPPLYING ELECTRIC ENERGY TO INSTALLATIONS 'OF iHE 
ATOMIC ENERGY COMMISSION ' 

Electric Energy, Inc., Ohio Valley Electric Corp. and Indiana-Kentucky Elec. 
tric Corp. . . 

Three large electric generating companies sponsored by certain 
registered holding company systems in cooperation with a number of 
nonaffiliated electric utility operating companies were organized in 
1950 and 1952 to furnish electric power in large quantities to installa-
tions of the Atomic En,ergy Cpmmission. ' " 

.. Holding Company Act Release No. '13461 (May 2, 1957). 
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The first of these companies, Electric Energy, Inc. ("EEl"), was 
organized under the laws of Illinois late in 1950 by five sponsor 
publ~c-utility or holding companies to _erect and operate an electric 
generating -station at Joppa, Ill., to supply power to the Atomic 
Energy ,Commission in connection with the operation of its new ura­
nium processing plant located near Paducah, Ky. EEl had total as­
sets, less valuation reserves, of $182 million at December 31, 1956', and 
net electric generating capability Of 1,003,800 kilowatts. 

,The ,sponsor companies and their proportionate holdings of the 
62,000 outstanding shares of, EEl's common stock are : Union Elec­
tric Co., an electric-utility company and a registered holding company, 
40 percent; Middle South Utilities,- Inc., a registered holding com­
pany, 10 percent; Kentucky Utilities Co., an electric-utility company 
and a holding company heretofore granted exemption pursuant to 
section'3 (a) (2) of the Act, 10 percent; Illinois Power Co., an elec­
tric-utility company, 20 percent; Central Illinois Public Service Co., 
an electric-utility: company, 20 percent. 

, .Ohio Valley Electric Corp. ("OVEC"), an Ohio corporation, and 
its wholly. owned subsidiary, IndIana-Kentucky Electric Corp. 
("IKEC"), an Indiana corporation, were organized in 1952 by 10 
public-utility and public-utility holding companies to construct and 
operate two large generating stations, one near Cheshire, Ohio, and 
the other near Madison, Ind., together with the requisite transmission 
facilities, to supply power to the Atomic Energy Commission in con­
nection with the operation of its new uranium processing plant lo­
cated near Portsmouth, Ohio'. The consolidated assets of OVEC 
and IKEC, less valuation reserves, totalled $374 million at December 
31,1956, and the combined proven electric generating capacity of the 
two companies amounted to 2;365,000 kilowatts. 

The sponsor companies and their proportionate holdings of the 
100,000 shares of outstanding common stock of OVEC are: American 
Gas and Electric Co.; a registered holding company, 37.8 percent; The 
Ohio Edison Co., an electric-utility company and a registered holding 
compaI).y, 16.5 percent; The 'West Penn Electric Co., a registered 
holding company, 12.5 percent; The Cincinnati Gas & Electric'Co., 
an electric-utility company claiming exemption as a holding com- ' 
pany pursuant to rule 2, 9 percent; Louisville Gas and Electric Co., 
an, electric-utility company heretofore granted exemption as a holding 
company ,pursuant to section 3· (a) (2) of the Act, 7 percent; The 
Dayton: Po~er and Light Co., an electric-utility company, 4.9 percent;. 
Columbus and Southern Ohio Electric Co., an electric-utility company, 
4;3 percent; The Toledo Edison Co., a~' electric-utility company, 4 
percent; Kentticky Utilities Co., an electric-utIlity company hereto­
fore granted exemption as a holding company pursuant to section 3 
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(a) (2) of.theAct, 2.5 percent; imd Southern Indiana Gas and Electric 
Co., an electric-utility company, 1.5 percent. 

As described at page 102 of the 17th Annual Report and at page 
129 of the 22nd Annual Report, the acquisitions of the capital stocks 
of EEl and OVEC by their respective sponsor companies and the, 
plans for the financing of these two generating companies and of 
OVEC's subsidiary, IKEC, were tentatively approved by the Com­
mission in the interest of national defense, reserving until a later 
hearing the determination of whether the acquisitions of the capital 
stocks of EEl and OVEC by the sponsor companies is consistent 
with the standards of section 10 of the Act and the status of the 
sponsor companies under section 2 (a) (7) of the Act.70 On Novem­
ber 19, 1956, the Commission ordered that hearings be held in respect 
of these reserved issues.71 Hearings were held on the EEl matter in 
March and April of 1957. Hearings were held on the OVEC and 
lKEC reserved issues in March, May, August, October, and December 
of 1957. The matters are still pending before the Commission. 

In May, 1957, Middle South entered into a contract to sell its 10 
percent stock interest in EEl to another sponsor company,' Kentucky 
Utilities Co., and the latter company agreed to acquire such additional 
interest in EEl subject to the condition that the status of Kentucky 
Utilities under the Act would not be altered as a result of such acqui­
sition: A hearing on these proposals was held on June 24, 1957, and 
this proceeding was consolidated with the section 10 proceeding in­
volving EEl which had been coinmenced on November 19; 1956 . 
. EEl undertook no new financing in the past fiscal year. The 
earlier financing of OVEC and its wholly owned subsidiary, IKEC, 
is described at pages 86-87 of the 20th Annual Report and page 84 
of the 21st Annual Report. OVEC increased its Subordinated' Note 
indebtedness to its sponsor companies by $1,502,000 during the past 
fiscal year. In that same period, the Commission authorized an in­
crease in the principal amount of Subordinated Notes of OVEC from 
$8 million to $9,102,000, the additional $1,102,000 to be taken down by 
sponsor companies with funds which they received from OVEC as a 
cash dividend on its common stock.72 Of the $8 million 'principal 
amount of Subordinated Notes authorized in prior fiscal years, $400,000 
was taken down by sponsor companies' during the fiscal year 1957. 

In the fiscal year 1955, the Commission approved allowances of fees· 
and expenses totaling $1,026,532 for services rendered up to December 
31, 1953, in connection with the organization and financing of OVEC , , 

'10 As to EEl see 32 s. E. C. 202 (1951) ; and 34 S. E. C. 586 (1953). As to OVEC and 
IKEC see 35 S. E. ,C. 255 (1953) ; Holding Company Act Release No. 12752 (December 21, 
1954) ; 36 S. E. C. 304 (1955) and 34 S. E. C. 323 (1952). . ' 

.. Holding Company Act Release Nos. 13312, 13313, and 13342. 
'"Holding Company Act Release No. 13293 (October 29, 1956). 
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and IKEC.7s During the past fiscal year the Commission approved 
allowances of $753,318 for services rendered in this connection from 
January 1, 1954, to June 30, 1955,74 and $401,257 for services rendered 
from July 1, 1955, to June 30, 1956.76 

Power Reactor Development Co. 

The Commission has also had occasion in recent years to consider im­
portant cases pertaining to the development and financing of experi­
mental projects for the employment of fissionable materials as sources 
of heat energy for the generation of electric power. In 1956, the 
Commission published for comment a proposed amendment to its rule 
7, promulgated under the Act, which was designed for the specific 
purpose of facilitating the development of nuclear power projects. 
This amendment, which was adopted by the Commission on July 13, 
1956,76 and the circumstances leading up to its proposal, are described 
at pages 164--166 of the 22nd Annual Report. 

One of the first cases which followed the adoption of this amend­
ment related to the creation of Power Reactor Development Co. 
("PRDC"). In August, 1955, a group of public-utility and industrial 
companies participated in the formation of this company as a nonprofit 
membership corporation organized for the purpose of advancing the 
art and technology of producing electric power by the use of fission­
able materials. During the past fiscal year PRDC filed an application 
with this Commission pursuant to section 2 (a) (3) of the Holding 
Company Act requesting that it be declared not to be an electric util­
ity company. After a hearing, the Commission found that PRDC will 
be engaged, at least until December, 1959, in the construction of an 
atomic reactor and in research and development in connection there­
with. Thereafter, the reactor will be operated experimentally to 
ascertain the technical and economic problems of operation, and to 
provide its sponsors with the technical knowledge and experience 
needed for the construction of other atomic reactors. In addition, the 
company will not sell any electric energy, and will sell only steam to 
Detroit Edison Co. and plutonium to the Atomic Energy Commission, 
with the sale of plutonium expected to produce the larger portion of 
PRDC's revenues. Since it appeared that PRDC will be engaged 
primarily in the business of research and development, a business 
other than that of an electric-utility company, the Commission con­
cluded that PRDC was entitled to the exemption provided in section 
2 (a) (3) of the Act.77 

78 Holding Company Act Release No. 12764 (December 29, 1954) • 
•• Holding Company Act Release No. 13297 (October 31, 1956). • 
.. Holding Company Act Release No. 13519 (July 24, 1957). 
T. Holding Company Act Release No. 13221. 
"Holding Company Act Release No. 13364 (January 17, 1957). 

447579-58-10 
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i In i~s opinion the Commission noted (hat PRDC would be entitled 
to be deemed not an electric utility company, if it elected to claim this, 
status, under subparagraph (b) of rule 7, as amended on' July 13, 
1956. It also pointed out that this rule does not prohibit the filing of 
an application pursuant to the provisions of section 2 (a) (3) for an 
order declaring the company, which meets the standards set forth 
t~e'rein; not t~ be an electric utility company. However, in harmony 
with this rule, PRDC stipulated in its application and the Commission 
cb~di.tioned its order granting PRDC's application on the representa­
ti6n that PRDC, on or before May 1.of each year, would make a filing 
indic'atirig whether or not there had been any changes in its business 
hi: thEdollowing respects: (a) That its only connection with the gEm­
e!ati<;m, "transmission or distribution of electric energy is the owner­
~hip:,or operation of facilities used for the production of steam from 
speci'al nuClear materials, which ,steam is used by another in the gen­
eration of electric energy, (0) that it is not organized for profit, and 
«(}) that it is engaged primarily in research, and development activities. 
-4\.dditionally PRD,C agreed and the Commission ordered that there be 
att'ached to such stateme~ts as exhibits\statements showing any changes 
in 'its charter, bylaws and licenses issued by the Atomic Energy Com­
mission' and any change in its members or i~ the relative voting 
powers of its me~bers, and a statement of its receipts and disburse­
me,ntsfor the preceding calendar year and of its financial status at, the 
e~'d ofsuch year. ' 

" 

Yankee Atomic Electric Co. 

The Commission was called upon" during the past year to consider 
further developments in respect of another nuclear power project, 
Yankee Atomic Electric Co. On November 25, 1955, the Commis­
sion approved the initial financing of Yankee and the acquisition of 
its voting securities by certain of its 12 sponsoring companies, two of 
which were subsidiaries of registered holding companies and two of 
which were electric utility companies which were also holding com­
panies, exempt from the provisions of the Act. ' These transactions 
are,described in detail at pages .162-164 of the 22nd Annual Report. 

Yankee was organized to: construct and operate a nuclear power 
plant which it is proposed will be of the pressurized water type,. cooled 
and moderated by ordinary'water and using slightly enriched uranium 
as, fuel. At the time of the company's organization, representatives 
of Yankee indicated that it was too early to forn;tulate with'any de­
gree of certainty the company's ultimate financing program or to 
provide more than a rough, estimate of the total capital cost of the 
proposed plant. It was estimated at that time ,that the entire plant 
would require an investment of approximately $33,400,000., It was 
also represented that the investment would be financed by means of 
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co~veritional public utility financing arrangements with a minimum 
of 35 percenfof the total cost of the plant to be provided by the com­
mon stock equity investments of the sponsoring companies. Recently 
the estimate of the ultimate construction cost of the Yankee project 
has been increased to about $55 million. 

In May, 1956, the Commission granted the companY's request to 
enter into preliminary discussions with representatives of financial 
firms for the purpose of formulating its overall finaricing program. 
Such authorization was subject to the understanding that no discus­
sions as to price or other terms of any securities to be sold would be 
undertaken. In the closing weeks of the past fiscal year the com­
pany requested authorization of the Commission to commence ,active 
negotiations with prospective purchasers of its, securities. In sup­
port of its request, Yankee contended that it was an unusual type of 
company having no assets, earnings history or credit rating. It was 
also urged that the unusual circumstances of Yankee's contemplated 
operations made it desirable that its securities be sold to knowledge­
'able buyers who have the means of acquiring it complete understand­
ing of the company's probleins. The, Commission authorized Yankee 
to initiate negotiations as to price and other terms and conditions of 
the securities to be sold with the prospective purchasers. However, 
it reserved complete freedom of action to consider Yankee's--'formal 
application for exemption from the competitive bidding requirements 
of rule 50 when it is filed and stated that the application would be 
granted only upon a sufficient showing that such exemption is 
warranted. 

FINANCING OF REGISTERED PUBLIC UTILITY HOLDING COMPANY 
SYSTEMS-TRENDS IN EL~CTRIC AND GAS UTILITY INDUSTRIES 

During the fiscal year 1957, registered holding companies and their 
subsidiaries sold to the public and to institutions 39 issues of their 
securities totaling $637 million. As in the preceding fiscal year, all 
,of this money was used ·to provide new capital. In 1956 registered 
systems sold 45 issues totaling $589 million.fs The increase in the 
volume of external financing of $48 million, or 8.1 percent, in 1957 
occurred despite the cumulative effect of divestments of recent' years 
and the absence from 1957 totals of any large scale financing by tile 
two large electric generating companies serving Atomic Energy Com­
mission plants. In 1956 one of these companies, Ohio Valley Electric 
Corp., sold ,$107 million of debt securities to institutions pursuant 
to construction loan authorizations obtained from the Commission 
in earlier years, as described at page 162 of the 22nd Annual Report. 
This compa'ny sold' only $99,000 of securities in 1957. The other large 

1a The difference between the total of $589 million reported for 1956 In this report and 
the amount of $565 million reported for 1956 at page 148 of tbe 22nd Annual Report'repre­
sents a correction based upon receipt of subsequent Information. 
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generating company, Electric Energy, Inc., sold no securities in 1956 
and 1957. If the sales of securities by Ohio Valley Electric are de­
ducted from the totals for both years, the volume of external financ­
ing by all other companies in registered systems would reflect an in­
crease of 32 percent in 1957 over 1956. 

Included in the above total were 32 issues with total sales value of 
$590 million which were sold by registered systems in 1957 to the 
public and to institutions by public distribution or directly to stock­
holders. The remaining 7 issues totaling $47 million were placed 
privately with institutional investors. 

In addition to passing upon the 39 issues amounting to $637 million 
which were sold outside of their respective systems by registered 
holding companies and their subsidiaries in the fiscal year 1957, the 
Commission authorized the issuance and sale of 78 issues of securities 
totaling $219 million by subsidiaries to their parents. In 1956 sub­
sidiaries of holding companies in registered systems sold 76 issues with 
a volume of $199 million to their parents. 

The types of securities included in the foregoing totals, the classes 
of companies in registered systems which sold the securities, and the 
types of sales employed are shown in the following table. 

Sale8 of 8ecuritie8 for ca8h or pur8uant to elCchange offer8 authorized pur8uant 
to 8ection8 6 and "I of the Public Utility Holding Oompany Act of 1935 for the 
ji8CaZ year ended June 30, 195"1 

(Securities issued in exchange for other securities in connection with 
reorganizations are excluded) 

[Dollar amounts In millions] 

Type of sales 

Total external 
Sales to public Private place- financing 

and outside ments 
stockholders 

Sales by sub­
sidiaries to 

tbeir parents 

Gross Number Gross Number Gross Number Gross Number 
sales of issues sales of Issues sales of issues sales of issues 
value value value value 

-----------1----------------------
Electric and gas utilities: 

Bonds___________________________ $243 15 _______ _________ $243 15 $2 1 
Debentures _____________________________________________________________________________________ _ 
Notes_ __________________________ _______ _________ $1 2 1 2 38 19 
Preferred stock__________________ 10 2. _______ _________ 10 2 _______________ _ 
Common stock__________________ _______ _________ _______ _________ _______ _________ 165 47 

TotaL________________________ $253 17 $1 2 $254 19 $205 67 
======== 

Holding companies: 
Bonds__________________________ _ $41 1 _______ _________ $41 1 _______________ _ 
Debentures______________________ 86 4 _______ _________ 86 4 _______________ _ 
Common stock__________________ 179 9 _______ _________ 179 9 _______________ _ 

TotaL________________________ $306 14 _______ _________ $306 14 _______________ _ 

======== 
NonutlJity companies: 

Bonds___________________________ $3 1 $20 2 $51 3 _______________ _ 
Debentures _____________________________________________________________________________________ _ 
Notes___________________________ _______ _________ 26 3 26 3 $4 2 
Common stock__________________ _______ _________ _______ _________ _______ _________ 10 9 

TotaL________________________ $31 $46 5 $77 6 $14 11 
-========= 

Grand totaL_________________ $590 32 $47 7 $637 39 $219 78 
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Excluding the companies in registere.d systems, the: electric and gas 
utility and natural gas pipeline' companies in the electric and gas 
utility industries sold $2,923 million of ,securities to the public and 
to financial institutions in the fiscal year 1957. All but about $24 
million of this amount was for new money purposes. The total for 
1957 represented an increase of $943 ,million, or 47.6 percent, over 
the volume of such financing completed in 1956., ' 

The table on the, foll0'Ying page sets forth the amounts of various 
types of securities sold in the fiscal years 1957 and 1~56 by registered 
holding companies and their subsidiaries and by all'other companies 
in the electric and gas utility industries.' 

As shown by the 'data in t~at table, 28.1 percent of the total 
dollar volume of external financing completed by -registered hold­
ing company systems in the fiscal year 1957 was': in the form of 
common stock. The ,corresponding ratio for registered systems in the 
preceding year was 20.9 percent. All other companies in the electric 
and gas utility industries sold common stock issues in'1957 accounting 
for 17.0 percent of their to'tal financing as compared with 16.3 percent 
in 1956. Bonds, debentures and, long' term notes accounted for 70.2 
percent of the total voltime of financing of registered systems in 1957 
as compared with 71.2 percent' for all other companies in the electric 
and gas utility industries. ,In 19M these debt securities represented 
73.5 percent of the total financing of registered syst~ms and ,67.6 
percent of the total financing of all' other companies in the electric and 
gas utility industries. There was a sharp increase in debenture 
financing from 6:6 percent of the total py all ,other companies in the 
electric and gas utility industries in 1956 to 15.7 percent in 1957. There 
were virtually no changes in ,the prop9rtionate amounts of debenture 
financing employed by registered systems in th6se 2 years. It will 
also be noted from the table ~hat r~gistere~ systems in both years 
showed much less interest in preferred stock financing than did other 

, companies in the two industries. I I .' . .' : . . . 

The increase in :the volum'e of new money financing in 1957 over 
1956 by registered 'holding companies and by other companies in the 
electric and gas utility industries'was caused by the sharp upturn in 
expenditures for new plant and equipment which began in the last 
quarter of the fiscal year 1955. In that 3-month period expenditures 
by electric, gas, and water utilities were equivalent to a seasonally ad­
justed annual rate of $4,090 million. The comparable adjusted annual 
rate for the last quarter of the fiscal year 1957 amounted to $5,930 
million and estimates for the first half of the fiscal year 1958 indicate 
that a seasonally ,adjusted annual rate of $6,480 million may be 
reached by the second quarter of that year.79 

'III The water ut!l1ty and sanitation component ot these amounts Is estimated to average 
only about 2 percent ot the total .. 



Sales of securities for cash and issuances in connection with refunding e:cchanges to members of the public and to financial institutions by registered 
holding companies and their subsidiaries and by all other electric and ga8 utility companies, holding companies, and gas pipeline companie8 
in the electric and gas utility industries, fiscal years 1957 and 1956 

(Dollar amounts In mllllons] 

Fiscal year 1957 Fiscal year 1956 

All other com· Total companies, All other com· Total companies, 
Registered holding panles, electric electric and gas Registered holding panles, electric electric and gas 
company systems and gas utility utU1ty industries company systems and gas utU1ty utility industries 

industries industries 

Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent Amount Percent 

Bonds ••• _._. __ • __ •.• __ ._ ...•....• _ •••• __ ••• _ ••• _____ $335 52.6 $1,582 54.1 $1,917 53.8 $332 56.4 $1,171 59.1 $1,503 59.1 Debentures ____ • ______________________ • _____________ 86 13.5 460 15.7 546 15.3 81 13.7 131 6.6 211 8.3 Notes (due 5 years or longer) ________________________ 26 4.1 40 1.4 66 ~.9 20 3.4 38 1.9 68 2.2 Preferred stock •••• ____ • _________ • ____ . _. ___ •• _ •••••• 11 1.7 344 U.8 355 .0 33 5.6 318 16.1 351 13.8 Common stock_._. _______ •• __________ • _______ •••• _ •• 179 28.1 497 17.0 676 19.0 123 20.9 322 16.3 422 16.6 

Total. __ ._._. __ ••• __ •• _______ ._. ____ ._. __ •• _ •• $637 100.0 $2,923 100.0 $3,560 100.0 $589 100.0 $1,980 100.0 $2,545 100.0 I 
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Actual expenditures for plant and equipment by ,the ·electric· and 
gas utility industries, exclusive of the water and sanitation companies, 
totaled $5,360 million in the fiscal year 1957, re:fl.ecting an increase' of 
$933 million, or 21 percent, over the am'ount expended in 1956. In the 
calendar year 1956, the funds required by these industries to'fin'ance 
their plant and equipment outlays were derived approximately 33:6 
percent from depreciation accruals and-retained earnings, 45.4 percent 
from sales of new securities and 21.0· percent from temporary:com-
mercial bank borrowings. .. 

Sales of securities by registered holding companies and· their sub­
sidiaries pursuant to sections 6 and 7 of the Act and' portfolio sales 
by registered holding companies under section 12 (d) are required 
to be made at competitive bidding in accordance with the provisions 
of· rule 50. Certain specified types of security issuances are auto­
matically excepted from the competitive bidding requirement of the 
rule by clauses (1) through (4) of paragraph (a) thereof; . These 
include issues with proceeds of less than $1 million j private borrow­
ings .from financial institutions with maturities 'of 10 years or less j 
issues the acquisition of which have been approv.ed by the' Commission 
under section 10 of the Act j and pro rata issues to existing· security 
holders, such· as nonunderwrittim. common stock rights. offerings to 
stockholders. " 
. Of the 32 issues of securities totaling $590 million sold by registered 
systems in 1957 to the public and.to outside shareholders, as showfiby 
tIle table at page 132 of this report, 29 issues aggregating $554 million 
were sold at competitive bidding pursuant to rule 50. The follow­
ing table shows the number of issues and the amounts of each class of 
securities sold by this method in the fiscal year 1957 and during the 
period from the effective date of the rule to June 30,1957. 

Sales of securities at competitive bidding pursuant to. rule 50 

[Dollar amounts In millions] 

May 7,1941 I to June 30,1957 

Number of Volume Number of Volume 
issues issues 

Bonds ..•............... ~ ...•.•.•. ~. ..••••...... 17 $315 
Debentures .... ~ ........•...•.......... ~........ 4 '86 
Notes •.............•....................•....•.....•.........••••••••...... 
Preferred stock ...• ~................ ..• .•.••.•. 1 '8 
Common stock................................. 7 145 

TotaL .•....•....•••••.......••........•. 29 . $554 

I Effective date of rule 50 • 

417' 
, 51 

9 
117 
117 

711 

, $6,339 
1,297 

75 
, 997 
1,.297 

$10,005 

. In addition to t~e 29 issues S9ld at,. competitive bid~ing,. 3, issu~s 
'aggregating $36 million were' also sold to the public or to I existing 
shareholders but at prices and terms determined by the issuers or 
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set, by ,neg()tiation:with underwriters. These consisted of (1) a non­
,under;w:ritten;off~ring by. New England Electric System, a registered 
holding ,comp~~y".of ,$12.7 million of its common[stock in exchange 
for' shares!of .co~on !ltock of Lynn Gas and Electric Co., a,nonaffili­
ate~ public. utility company, which transaction is described at page 

· liS of, this report; (2). ~a nonunder:written rights offering to its 
shareholders .of, $21.1 million: of common stock by General l'.ublic 
Utilities Cor,p!,. a. registered. ~l.Olding .company; and (3) a negotiated 
underwritten public offering of $2.5 millio~ of preferred stock by 

.Blackstone Valley Gas and Electric Co., a public utility subsidiary of 

.EasterR.iUtili~ies Associates, a registered holding company. The 
,Commission granted exemption from t~e competitive bidding re­
,quirements of .rule 50 pursuant. tq paragrapl). .(a) ,(5) thereof with 
respect, to .. the Blackstone , Valley Gas preferred, stock sale and the 
· New· England Elec.tric. exchange offering., Blackstone Valley Gas 
'previously. had 'attempted to sell its shares at competitive bidding and 
.had received no bids.8,o In the New England Electric case, the Com­
·mission . determined that .competitive bidding ·was not an ,appropriate 
.meansf.of;effectuating the' exchange ,of: New England stock for the 
·~hares of, LyIin· Gas and Electric.81 In connection with the proposed 
,rights offering of,common sto.ck by General Public Utilities Corp:, it 
could not be determined in advance of consummation of the transac­
:tion whether the provisions.of.clauses (1) through (4) of paragraph 
.(a) of,rule 50 would afford' automatic exemption from the competi-
· tive bidding requirement to all parts of ,the p~oposed financing. Ac­
cordingly the, .conimission granted the company an exemption -from 
the provisions of rule 50, to the extent such rule was' applicable to the 
transaction:~.2 . . 

The only"other securities sold by registered holding companies and 
their subsidiaries in the fiscal year 1957 through channels other than 
competitive' bidding were -the "{ issues of debt securities amounting 
to $47 million shown in the table at page 132. Included in this total 

· were 2 issues of suhordinated notes. in the amount of $449,000 sold 
· by Ohio Valley Electric Corp. to the 12 participating' companies, 
which sponsored its organization and which own all of its capital 
stock,83 and 3 issues of notes aggregating $26 million placed privately 
with institutional investors by American Louisiana Pipeline Qo., a sub­
sidiary of American Natural Gas Co., a registered holding com-

.. so Holding Company Act Release No. 13319 (November 20,1956). 
81 Holdlng.Company Act Release No. 13456 (April 22, 1957) • 
.. Holding Company Act Release No. 13408 (March 7, 1957) • 
.. Holding Company Act Release No. 13293 (October 29, 1956). Ohio Valley was au· 

thorlzed ,to Issue, and sell '$1,102,000 of these notes to the participating companies. See 
· PP. i26':'·129· of this .report for a discussion of this' transaction and the organization and 
.flnanclng of the company. ". " ,'. . , . . . 
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pany.84 These sales were automatically exempt from the provisions 
of rule 50 pursuant to clauses (1) through (4) of paragraph (a) 
thereof. American Louisiana Pipeline also placed privately with 
institutions during the fiscal year 2 issues of mortgage bonds totaling 
$20 million pursuant to an exemption from the requirements of rule 
50 granted by the Commission in the preceding fiscal year.85 

During the period from May 7, 1941, the effective date of rule 
50, to June 30, 1957, a total of 241 issues of securities with an ag­
gregate sales value of $2,215 million have been sold pursuant to orders 
of the Commission granting exemption from the competitive bidding 
requirements of the rule under paragraph (a) (5) thereof. In­
cluded in these amounts are 188 issues with a dollar value of $1,715 
million which were sold without underwritings. These totals com­
pare with 711 issues with a sales value of $10,005 million sold at com­
petitive bidding under the rule as shown in the table at page 135. 
The numbers of issues and the amounts of various classes of securi­
ties which have been sold pursuant to exemptions granted under 
paragraph (a) (5) of rule 50 are set forth in the following table. 

Sales by registered holding companies and their subsidiaries Of securities 
eil1empted from competitive bidding reqUirements pursuant to the provision8 
of paragraph (a) (5) of rule 50 by order8 of the Oommis8ion entered from 
May 7,1941,' to June 30,1957 

[Dollar amounts In millions] 

Underwritten Nonunderwrltten Total 

Number Amount Number Amount Number Amount 
of Issues of issues of Issues 

------------1------------------
Bonds________ __________ __ __ __ __ ______ ____ 4 $27 
Debentures_______________________________ 3 83 
Notes _______________________________________________________ _ 
Preferred stock___________________________ 13 111 
Common stock___________________ __ __ ____ 33 279 

TotaL _____________________________ _ 53 $500 

I Effective date of role 50. 

76 $1,087 
5 37 

29 83 
25 265 
53 243 

188 $1,715 

80 
8 

29 
38 
86 

241 

$1,114 
120 
83 

376 
522 

$2,215 

Competitive bidding also has been used extensively by electric and 
gas utility and gas pipeline companies which are not associated with 
registered systems. During the fiscal year 1957, these companies 
sold $2,923 million of securities, of which $1,060 million, or 36.3 per­
cent, were sold at competitive bidding. Negotiated public offerings 
were employed for the sale of $1,250 million, or 42.7 percent, and the 
balance of $613 million, or 21.0 percent, was placed privately with 
institutional investors. Natural gas pipeline and distributing com­
panies accounted for the major portion of the debt securities which 

.. Holding Company Act Release No. 13245 (August 21, 1956) • 

.. Holding Company Act Release No. 12953 (July 29, 1955). 
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were sold through channels other than competitive bidding. Electric 
and gas companies participated about equally in the negotiated public 
offerings of preferred and common stocks not subject to the Act. 

The following table shows the amounts and percentages of each 
class of security which were sold by means of competitive bidding, 
negotiated public offering and private placement by electric and 
gas utility and gas transmission companies not associated with regis­
tered holding company systems. 

Bales of securities for cash and issuances of securities in connection with re­
funding exchanges to members of the public 1 and to financial in8titutions by 
electric and gas utility companies, holding companies, and gas pipeline com­
panies not subject to the Act as registered public utility holding companies 
or subsidiaries thereof, fi8cal year 1957 

[Dollar amounts in millions) 

Total amounts Securities sold Securities sold Securities placed 
of securitIes by competitive by negot iated privately with 

issued and sold bidding public offering instItutional 
Type of security investors 

Amounts Percent Amounts Percent Amounts Percent Amounts Percent 
-----------------

Bonds _______________________ $1,582 100 0 $881 55.7 $190 12.0 $511 32.3 
De bentures __________________ 460 100.0 92 20.0 314 68.3 54 11. 7 Notes _______________________ 40 100.0 --------9- 2 5.0 38 95.0 
Preferred stock ______________ 344 100.0 2.6 327 95.1 8 2.3 
Common stock ______________ 497 100.0 78 15.7 417 83.9 2 _4 

--------------------TotaL ________________ $2,923 100.0 $1,060 36.3 $1,250 42.7 $613 21.0 

1 Include. rights offerings to shareholders and Issuances of securIties in exchange for properties or securities 
of other companies. 

The rights offering to shareholders continued to predominate in 
the common equity financing of registered holding company systems 
in the fiscal year 1957, accounting for 80 percent of the total in that 
year as compared with 91 percent in 1956. The device seemed to be 
less popular with other companies in the electric and gas utility 
industries. These companies employed the rights offering technique 
to effect 43 percent of their common stock financing in 1957 as com­
pared with 77 percent in 1956. The numbers of issues and aggregate 
sales value of common stocks sold by means of rights offerings, pub­
lic offerings and other methods by registered systems and by all other 
companies in the electric and gas utility industries are shown in the 
table on the following page. 

The types of rights offerings employed by registered holding com­
pany systems in the fiscal year 1957 differed substantially from those 
used by other companies in the electric and gas utility industries. In 
1957, 85.5 percent of the dollar volume of rights offerings of common 
stocks undertaken by registered systems were underwritten by in­
vestment bankers. Electric and gas utility companies, holding com­
panies and gas pipeline companies not associated with registered 
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Gommon equity financing during the fiscaZ year 1957 by registered holding com­
pany systems and by aU other electric and gas utility companies, including 
holding companies, and gas transmi8sion companie8, secondary offm'ings and 
intercompany transactions excluded . 

[Dollar amounts in millions) 

Registered holding I All other electric Total electric and 
. company systems and gas utilities gas utility industries 

Type of offering 

Number Volume I Number Volume Number Volume 
of issues of issues of Issues 

-------------------

~~'b~f~~= = =: =:: = = == = = = == = = = = = = = = = = == == = ~: =: 
7 $144 31 $212 38 $356 
1 22 18 164 19 186 Miscellaneous ____________________________ '1 13 '18 '121 19 134 

---------------
Total sales of common stock ________ 9 $179 ' 67 $497 76 $676 

1 This Issue was the exchange offe,'ing made by New England Electric System to the holders of Lynn 
Gas and Electric Co. common stock which is descrihed at pp. 118 and 136 of this report. 

, 15 of these issucs were small offO-flngs made pursuant to regulation A, proinulgated und~r the Securities 
Act of 1933. 1 sale was an exchange offermg by EI Paso Natural Gas Co. to the holders of common stock 
of Pacific Northwest Pipelme Corp. The other 2 were small private sales •. 

systems had 70.3 percent of the dollar volume of their rights offerings 
underwritten. Only 14.5 percent of the common stock rights offerings 
of registered systems were made without .Underwriting commitments. 
The comparable percentage for. other companies. in the electric and 
gas utility industries in 1957.',was 29.7. In the fiscal year 1956 both 
categories of companies employed underwriters to support about 
90 percent of their common-stock rights offerings. 

Companies not associated with regi~tered systems provided their 
stockholders with the privilege of subscribing to additional shares 
over those obtainable upon exercise of their primary warrants in 28.2 
percent of the dollar volume of their underwritten rights offerings in 
1957 and in 71.4 percent of their nonunderwritten offerings. The 
oversubscription privilege was omitted by these cqmpanies in the case 
of 71.8 percent of their underwritten rights offeririg(3 in that year and 
in 28.6 percent of their nonunderwritten offerings .. 

Registered systems provided oversubscription privileges in 65.3 
percent of the dollar volume of their underwritten rights offerings in 
1957 and in 42.2 percent of such offerings in 1956 .. These companies 
used the feature in all nonunderwrit,ten offerings'imdertaken in both 
years. The oversubscript~on privilege was omitted from 34.7 percent 
of the underwritten rights offerings of registered systems in 1957 and 
from 57.8 percent of the dollar volume of such offerings in 1956. 

The following table. shows the numbers of issues and aggregate 
sales value of underwritten and nonunderwritten common stock rights 
offerings, with and without oversubscription privileges, which were 
undertaken in 1957 and 195$ by registered holding company systems 
and by all other companies in the electric and gas utility industries. 



Rights offerings of common stocks during the ji8cal years 1956 and 1957 by all electric and gas utility companies, including holding companies 
and gas transmission companies, secondary offerings and intercompany transactions excluded. 

(Dollar amounts In millions] 

Underwritten offerings N on·underwrltten offerings 

With oversubscription Without oversubscription With oversubscription Without oversubscription 
privileges privileges privileges prlvlleges 

Issues Volume Issues Volume Issues Volume Issues Volume 

1956 1957 1956 1957 1956 1957 1956 1957 1956 1957 1956 1957 1956 1957 1956 1957 

---------------------------------------------
Companies In registered holding company 

$48 $21 systems ••••.•...••..........•.•••...... 1 4 $35 $81 3 2 $43 1 1 $8 -------. - .. ------ -------- --------
All other electric and gas utUities and gas 

transmission companies •••••.•.••.•••••• 4 11 9 42 20 14 213 107 2 4 22 45 2 2 $3 $18 ------------------------------------------------
Total •••••••.•••••••••.•.•••••••.••. 5 15 $44 $123 23 16 $261 $150 3 5 $30 $66 2 2 $3 $18 
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~ :PROTECTlVE,PROVISIONS'OF'FIRST MORTGAGE BONDS,AND :~; , 
PREFERRED STOCKS OF PUB~IC 'l1TILITY COMPANIES J 'I , i ': 

.. Duruig;the' fiscal year 1956, :the Commission adopted Statements 
of Po~cy regardmg first D?-0rtgage bonds ~6 and preferred' stocks. 87 of 
pub~ic' utility companies' 'which represent su~stan~ially a' codific!!:tion 
of certaiil:'pririciples' 'or policies 'prescribed for the"protective pro­
visions' of:'these: 'securities ann<,mnced on it case-by-case basis' over Ii 
peri'od:of'years, as,modified in the light of experience and a'reap­
praisal'of those pririciples and poli6ies and'in the further light 'of 
comments ,received from various interested persons who had' beeri in; 
vit~d tosubmit'their Views. From April 1, 1956, when the'Statements 
of Policy becaim~'applicable, to'June 30, 1957,' applications'or deelara": 
tions'were filEld bypublic-utility:conipanies under the Act wIth 'respect 
to' 20 r first rllOrtgage bond issues aggregating $339,500,000' principal 
amount and 3 preferred sto'ck issues with total par value of $l!i,500,000: 
, Of the 20 first mortgage bon'd issues, 12 ~Ssues, with'it totl!-l principal 
amount of $212,500,000, included'provisions, as set forth in the State­
ment of' Policy, placing' additional restrictions on the-distribution 6f 
earned'surplus to the ;common stockholders, 'thereby' 'assutin.'g the in­
vesting bondholders of a' greater'degree of safety of their investment 
through the 'maintenance of an appropriate comm:on stock equity;' IIi 
respect of 'the other 8 issues with a total principal amount' 6f $127 
million; no additional restrictions were required since the indentureS 
already 'conformed in this regard to the Statement of Policy. Thelad~ 
ditional restrictions on earned surplus distributions were proposed by 
the companies themselves or were inserted as a result of informal dis: 
cussions between'the staff of the Commission and representatives of 
the issuing companies. ' ,: ,,' ", , ,',' " 
lOne of the more important provisions contained in the Statement of I 
Policy regarding first mortgage bonds is that 'relatmg to the renewal 
and replacem'entfund'requirement which is frequently referred to as 
a minimum depreciation requirement. Essential1y~ it: recpiires that 
the issuer"construd:.' addltions to its property, or else deposit cash or 
bonds with the indenture trustee, in an amount which on 'a cumulative 
basis will provide for the replacement in cash or property of the dollar 
equivalent of the cost 'of the depreciable mortgaged property durfug 
its estimated useful life; The Statement of Policy provides that the 
requirement be expressed as a percent of the book cost of depreciable 
property. This is subject to the qualification' that'if the existing in­
denture provision expresses the requirement on a different basis as, 
for example, in terms of a percent of operating revenues,' no change 
will be required if the company can demonstrate that the eXisting pro-

~ . - : . 
, ;"{J, Holding Company Act Release, No, ,13105' (February 16, 1956), 
.' 87 Holding Company Act Release No. 13106 (February 16, 1958). 
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vision provides an : amount at least equal to a requirement based on the 
book cost of depreciable property. ' 
, ! In a number of instances ,the determination of an appropriate rate 
of ,depreciation f9r ~ndenture purp?s,es, occlli?'i~~ed ;diffe~e~ces' <?f 
opjnion b,etween' ,the; ,staff, of the qommission, and representatives of 
the issuing, companies. ,In all, cases, ho~eyer, a4er,ex~hange of ,vi,ews 
and:data betw.een the staff,!lnd the companies, the dl.fferenc~.w.~re're­
solY,ed. In some c,ases wh~re· the is~uing company agreed, to inser~, a 
provision,that the reqrtirement be expressed in terms ,of ,a percent of 
depreci~bl~, property, rather than a percent of operating, revenues~ 
aI)., aqd~tional ,pro:vision 'was 'inserted,' in the 'interest of flexibility, 
th,at: the ,per~et:lt. could, be changed with the Commission's approval 
1,lpon applicati9n by the compa1,lY.: Of the,20 issues of first mortgage 
p,oJ).ds,; tJ;te i'i~dentures of, ,8" having an aggregate ,principal amount 
of, $142,5QO,OOO, incorporated for the -first time a percent of. property 
f!'lquirement. .of the, remaining 12 ,bond issues, indent.ures of 8, having 
a: principa~; 'amount ,~f $1~1?,500,OOO,: already contained ~ per~~nt of 
property r«¥l~irement;, the ,indentures of 3 i~sues, with a principal 
amount ,~f:$31,500,OOO, did not require any modification of ~heir exist­
ing. percent of revenues, provisions since such provisions were deemed 
aq.eq~ate; and the, iI).denture of 1 issue, filed prior to July 1, 1956, 
~h,ich wa~ also on a percent of revenues basis, was not required to con­
form:in this respect to this provision since the requirement did not be­
cqm~ operativ;e under the StateJp.ent of Policy until July 1, 1956. 
, :Anothe~ ,of the prQyisions of both, the bond ·and the preferred stock 
St~tements of Pqlicy. requires, that the securities be redeemable at 
the option of the issuer ,at any time upon reasonable ,notice upon the 
payment of a reasonable redemption premium, if any., The purpose 
o~ this provision is to assure. that 'public-,utility companies subject 
t9 the Act shf!.ll be in a position, if money rates decrease materially, 
to refund, their 'bonds or preferred stock.' This:.is, deemed to be con­
si!:?tent with ,t4e intent, of the A~t, as expressed in section 1,(b) (5), 
~o ensure economies ,in th,e raising of capital. While .the Statements 
of: Policy .do not"d~fine".what is meant by a.reasomible,redemption 
premiu!ll, th~ ,working policy of ,the Commission has been that the 
in~tial redemptioJ). price shall not exceed the sum of the initial public 
offering pri,ce plus. the coupon rate on the bonds or the dividend rate 
on, tp,e preferred 'stock. , ' 
,,),he' Commission informally received a number of, requests from 

issuing companies to relax its requirements so as to permit bonds to 
be ,nonrefundable for a period, after issuance, generally -f!ve years, 
or. to permit the initial redemption price to be higher. than that pro­
vided by the working formula. No showing was made that-higher 
premiums on refunding :~ould notiCe~bly ,reduce the cost of financing 

. , ' . : .,' 
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so as to warrant the loss of future financing flexibility. In addition, 
the Commission has noted that issues subject to its jurisdiction con­
tinue to attract a healthy number of bids .. Accordingly, to date the 
Commission has not acceded to such requests, although it has advised 
the issuing companies that it will continue to consider each case as it 
comes before it in the light of all the relevant circumstances of the 
case at the time and under the then existing market conditions. 

Because of the wide importance of this question of redemption 
prices for refunding purposes in periods of high interest rates such as 
the present, the Commission authorized a member of the staff of its 
Division of Corporate Regulation to serve as a member of a com­
mittee organized by the Wharton School of Finance and Commerce 
of the University of Pennsylvania, which is now making a compre­
hensive study of redemption provisions. The study is under the 
sponsorship of the Life Insurance Association of America. 

The three issues of preferred stock having an aggregate par value 
of $19,500,000 had charter protective provisions conforming sub­
stantially to the provisions of the Statement of Policy, except that 
in one case, involving an issue of $8 million par value, the Commission, 
with the consent of the issuer, conditioned its order permitting the 
issue to provide, among other things, for limitations on unsecured 
indebtedness, limitations on the acquisition of its outstanding pre­
ferred stock which may become in arrears and limitations on the is-

. suances of any prior preferred stock. 

RULES, FORMS AND STATEMENT OF POLICY 

Proposal to ADlend Rule 9 

On March 14, 1957, the Commission issued notice of a proposal made 
by its Division of Corporate Regulation to rescind rule 9 provid­
ing for the exemption of any holding company system whose net 
utility assets did not exceed $1 million at December 31, 1946. Eleven 
comments were received, all favoring retention of the present rule 
or some modification thereof. The Commission had the matter under 
advisement at the end of the fiscal year. 

Amendments of Rule 70 

Section 17 (C) of the Act prohibits any registered holding company 
or subsidiary thereof from having as an officer or director any "execu­
tive officer, partner, appointee or representative of any bank, trust 
company, investment banker, or banking association or firm" except 
as permitted by rules and regulations of the Commission "as not ad­
versely affecting the public interest or the interest of investors or 
consumers." Rule 70 defines those persons to whom the Commis­
sion has granted exemptions from the prohibitions of section 17 (C). 
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After receiving comments on a proposed amendment, the Commission 
on April 23, 1957, adopted an amendment to rule 70 to permit a 
person whose only financial connection is that of a director of a com­
mercial bank, as defined in the rule, to be a director, but not an officer, 
of a registered holding company which has no public-utility sub­
sidiaries within the United States and either is in the process of con­
verting into an investment company in compliance with a final order 
under section 11 of the Act, or is subject to an order entered under 
section 11 (b) (1) of the Act which has become final requiring it to 
divest itself of all its interests, direct or indirect, in any public utility 
company.&8 

Proposed Statement on Capitalization Ratios 

During the fiscal year 1957, the Division of Corporate Regulation 
of the Commission commenced a study of capitalization ratios for 
registered holding companies and their subsidiary operating com­
panies subject to the Act. The purpose is to determine the advis­
ability of recommending that the Commission issue for comment a 
proposed Statement of Policy regarding capitalization ratios. The 
Division considers that such a Statement of Policy may be a desirable 
means of informing issuers subject to the Act and investors and con­
sumers of the standards respecting capitalization ratios which the 
Commission would generally apply in deciding whether to impose 
terms and conditions in granting applications under section 6 (b) 
or to make adverse findings in respect of declarations under section' 
7 (d) of the Act. 

To obtain the benefit of the views and comments of as large a num­
ber of interested and informed persons as possible, the Division sent 
a questionnaire on September 5, 1956, to Federal and State regulatory 
agencies, utility companies, insurance companies, investment com­
panies, banks, underwriters, text book writers, educators in finance, 
security analysts, and other interested persons. Copies were also 
mailed to a large number of persons on the Commission's general 
mailing lists inviting them to submit their views and comments.89 

Over 200 public replies, plus an additional number of replies which 
the writers requested not be made public, have been received and are 
being carefully considered by the staff. Upon completion of its 
study of the replies, it is expected that the Division will submit a re­
port to the Commission regarding the advisability of promulgating 
for comment a proposed Statement of Policy. 

sa Holding Company Act Release No. 13454. 
sa Holding Company Act Release No. 13255 (September 5, 1956). 




