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the Securities and Exchange Commission, and assumed the duties of that office
on July 2, 1934. By virtue of three successive reappointments he held that office
until his death on November 16, 1946.
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FOREWORD

This review of the Commission’s activities for the fiscal year ending June 30,
1946, was prepared, pursuant to law, for the information of the Congress. Itis a
factual report, and is in general limited to the activities for the fiscal year covered.
The Commission’s Tenth Annual Report contained a broader historical
statement, and reference to the Tenth Annual Report should be made for a more
adequate survey of the first decade of the Commission’s operations.

The recent Congressional election has brought to the Congress many new
members. We hope that this annual report will help to acquaint them with the
work of the Commission. The report indicates the broad scope of the



Commission’s concerns under the various laws administered by it and the
significance of the policies embodied in those laws. The fields regulated by the
Commission are complex and they are at the heart of the financial life of the
American economy. The key to the most effective regulation in this field is to
carry out the policies of the law with a minimum of interference with the normal
operations of the facilities of securities distribution and trading.

A reading of the report will indicate the extent to which the Commission has
adjusted its methods to achieve that aim. While the number of forms provided
under the various acts may seem, at first glance, to result in complexity, the
forms are, in reality, the result of constant adjustment to achieve simplicity and to
minimize the burdens of those called upon to comply with the laws. The
endeavor is always to find that method of administration which is most suitable
and least burdensome to the particular individual or company affected.

The report describes instance after instance showing the effort of the
Commission to bring the policy of the Congress into play with as much
cooperation as possible with those concerned. The Commission’s method of
procuring corrections in registration statements by conference and negotiation
rather than by formal proceedings is an example of this. The particular care
exercised in conducting trading investigations so as to cause the minimum of
disruption and embarrassment is another example. While, to the layman, many of
the Commission’s rules providing for exemptions and exceptions may appear to
be complex and difficult to follow, they are the careful product of adjustment to
the practical needs of the financial community.

The Commission has broad powers to bring about the geographical integration
and corporate simplification of holding company systems. There are many ways
in which such a far-reaching program may be effected. The dictation of plans by
the Commission and their involuntary enforcement by the courts (which is one of
the methods provided for under the Public Utility Holding Company Act) is one
way. Another way is to indicate the Commission’s findings as to the end results
required by the Act and to leave wide latitude for the proposal of voluntary plans
of compliance by the companies affected. The Commission has chosen the latter
route. While many of the intricate problems dealt with by the Commission under
the Public Utility Holding Company Act might have been disposed of more
quickly by adopting harsh measures for enforcing involuntary changes, the
Commission has consistently considered that fairer and more feasible results can
be achieved by encouraging and assisting voluntary compliance.

Evident throughout the report is the constant concern of the Commission to keep
open the channels of communication between itself and those with whom it
deals. In terms of time and manpower spent the rendition of information, advice,
and help to other governmental bodies, interested companies and members of
the public bulks large. As indicated in this report and in prior reports of the



Commission the formulation of important administrative policies is, wherever
possible, achieved through cooperation and consultation with those affected.

The Commission regards itself as having been charged with a public trust in the
administration of the policies of the law. Its facilities are always available to those
who seek information about its work. It applies to itself the principle of full
disclosure embodied in all the statutes it administers.

COMMISSIONERS, STAFF OFFICERS, AND REGIONAL ADMINISTRATORS
Commissioners: --

Ganson Purcell -- Term expires June 5, 1947 [Footnote: Mr. Purcell resigned as
of the close of business on June 30, 1946, being succeeded as chairman by Mr.
Caffrey. Mr. Edmond M. Hanrahan, of New York, was appointed to the vacancy
created by Mr. Purcell’s resignation.]

Robert F. Healy-- Term expires June 5, 1951 [Footnote: Deceased, November
16, 1946.]

Robert K. McConnaughey -- Term expires June 5, 1949

James J. Caifrey -- Term expires June 5, 1950

Richard B. McEntire -- Term expires June 5, 1948

Secretary: Orval B. DuBois.

Staff officers

Baldwin B. Bane, Director, Corporation Finance Division.

Milton H. Cohen, Director, Public Utilities Division.

James J. Treanor, Jr., Director, Trading and Exchange Division.

Roger S. Foster, Solicitor.

William W. Werntz, Chief Accountant.

Herbert B. Cohn, Executive Assistant in Charge of Opinion Writing office.
Walter C. Louchheim, Jr., Adviser on Foreign Investments.

Hastings P. Avery, Director, Administrative Division.

Philipp L. Charles, Director of Personnel.

James J. Riordan, Budget officer.



Regional Administrators

Zone 1. -- Peter P. Byrne, Equitable Building (Rm. 2006), 120 Broadway, New
York, N. Y.

Zone 2 -- Paul H. Rowen, Post office Square Building (Rm. 606), 79 Milk Street,
Boston, Mass.

Zone 3 -- William Green, Palmer Building (Rm.. 415), Forsyth and Marietta
Streets, Atlanta, Ga.

Zone 4 -- Charles J. Odenweller, Jr., Standard Building (Rm. 1608), 1370 Ontario
Street, Cleveland, Ohio.

Zone 5 -- Thomas B. Hart, Bankers Building (Rm. 630), 105 West Adams Street,
Chicago, Il

Zone 6 -- Oran H. Allred, New Federal Building, Tenth and Lamar Streets, Fort
Worth, Tex.

Zone 7 -- John L. Geraghty, Midland Savings Building (Rm. 822), 444
Seventeenth Street, Denver, Colo.

Zone 8 -- Howard A. Judy, 625 Market Street (Rm. 1301), 625 Market Street,
San Francisco, Calif.

Zone 9 -- Day Karr, 1411 Fourth Ave. Building (Rm. 810), Seattle, Wash.

Zone 10 -- William M. Malone, O’Sullivan Building (Rm. 2410), Baltimore, Md.

PART I
ADMINISTRATION OF THE SECURITIES ACT OF 1933

The main objectives of the Securities Act of 1933 as amended, are to provide for
full disclosure by means of registration statements and prospectuses of pertinent
information regarding securities publicly offered for sale through interstate
commerce or through the mails and to prevent misrepresentation, deceit, and
other fraudulent practices in the sale of securities. The Act does not confer upon
the Commission the power to approve or pass upon the merits of any security.
Even though the act does not insulate investors against risk, it does make
available to them information with which to gage the risk.



REGISTRATION OF SECURITIES UNDER THE SECURITIES ACT OF 1933

To achieve the end of full and fair disclosure of the material facts regarding
securities offered for sale to the public in interstate commerce or by the use of
the mails, the Act provides that, with certain exceptions, before securities may be
so offered or sold, a registration statement must be filed with the Commission
and must become effective. Each registration statement must be filed on the
particular form prescribed by the Commission as appropriate to the type of
security proposed to be offered.

The registration statement, which becomes a public document once it is flied, is
designed to set forth all the material facts with regard to the company and its
securities which are to be sold. This required information includes, for example,
statements with regard to the character, size, and profitableness of the business;
its capitalization; the purpose of the financing; options outstanding against
securities of the issuer; the remuneration of officers and directors; bonus and
profit-sharing arrangements; underwriters’ commissions; and pending or
threatened legal proceedings. Certified financial statements must also be
included in the registration statement proper. In addition, the Act provides as an
integral part of the registration procedure that the issuer must furnish to investors
a prospectus setting forth in convenient form the basic or more important material
contained in the registration statement.

The fact that a registration statement has been filed, or that it has been examined
by the Commission’s staff, or that it is in effect, does not imply any appraisal by
the Commission of the merits of the security as an investment. The Securities Act
does not authorize the Commission to pass judgment upon the soundness of any
security covered by a registration statement. Actually, the statute makes any
representation to the contrary a criminal offense. Thus, in administering the Act,
the Commission does not direct the flow or capital or try to do so, although, of
course, the requirement that registrants disclose the truth concerning security
flotations may very well affect their public reception. In short, as pointed out in
the headnote to this chapter, the basic policy of the Act is not to attempt to
protect the investor by insulating him from risk but to make available to him the
information with which to gage the risk. It follows that, under the Act, even
speculative or apparently unsound issues may be registered and sold to the
public provided the whole truth is told.

One of the Commission’s most important functions is to examine these
registration statements for compliance with the statutory standards of full
disclosure and to obtain amendments necessary to correct deficiencies
discovered thereby before permitting the registration statement to become
effective. The work of examining registration statements has to be accomplished
with maximum dispatch, since the Act provides that the registration statement



shall, ordinarily, become effective on the twentieth day after it is filed. The filing of
an amendment to the registration statement starts the period of delay running
anew, unless the amendment is filed with the consent of or by the order of the
Commission. In that event the running of the original 20 days is not interrupted.
The Commission may, in its discretion, accelerate the effective date of the
registration statement, having due regard to the adequacy of relevant information
available to the public and with due regard to the interests of investors. The
purpose of the 20-day waiting period is to give the public an opportunity to
absorb the information in the prospectus or registration statement before making
a commitment that would otherwise need to be made in haste or ignorance.

The Commission has endeavored in many ways to adapt its procedures to the
accustomed practice of businessmen and distributors of securities insofar as this
adaptation is consistent with the intent of the Congress and the protection of
investors. A notable example is the “letter of deficiency” which the Commission
sends to registrants as promptly as possible after the statements are filed to
advise them of any material misstatements or omissions. Registrants are thus
afforded an opportunity to file correcting amendments before the statements
become effective. Another informal procedure which has proved exceptionally
useful is the pre-filing conference in which representatives of registrants and
underwriters discuss problems in connection with proposed filings with the
Commission’s staff so as to determine in advance what types or methods of
disclosure would be necessary under the circumstances of the particular case.
As a result of such informal advisory assistance rendered in an effort to simplify
the registration procedure in every practicable way consistent with the public
interest and the protection of investors, 1946 was the fifth consecutive fiscal year
in which it has not been necessary for the Commission to issue a single order
under the Act to prevent or suspend the effectiveness of any registration
statement.

THE VOLUME OF REGISTERED AND EXEMPTED FLOTATIONS
Total of Registrations

The aggregate volume of securities effectively registered under the Securities Act
of 1933 during the 12 months ended June 30, 1946, was $7,073,280,000, the
greatest amount in any fiscal year since the passage of the Act and very
substantially greater than the previous high of $4,851,465,000 in the 1937 fiscal
year. [Footnote: The 1946 Volume was distributed over 661 statements covering
1,015 issues. Although the dollar volume represents a new high, both the number
of statements and the number of Issues were less than the peak of 540
statements and 1,266 issues in the fiscal year 1937. The number of statements
represented in these statistics, 661, differs from the 668 given in the table on p.
6, due to differences in the classification as to time of effectiveness of issues
which became effective subject to further amendment.] of this total registered,



securities to be sold for cash amounted to $5,895,840,000, of which about nine-
tenths, or $5,423,593,000, was registered for the accounts of the issuers of the
securities (primary distributions). The amount to be sold for cash which was
registered for the accounts of others than issuers, $472,248,000, was the
greatest amount ever registered for secondary cash distribution in any fiscal year
and more than twice the previous high of $189,722,000 in the 1941 fiscal year.

Volume of Stocks and Bonds

Of all securities registered to be sold for cash for the accounts of issuers, the
volume of stocks was $2,321,324,000 and the volume of bonds and other credit
instruments was $3,102,269,000. The volume of bonds and other credit
instruments was only slightly less than the previous high of $3,153,226,000
registered in the 1936 fiscal year. Although stocks accounted for the smaller part
of securities registered for cash sale, the increase in stock registrations over
previous years was substantially greater than the increase in bonds and other
credit instruments over recent years. The volume of stock registrations was more
than two and one half times greater than the $863,363,000 registered in the 1945
fiscal year and almost double the previous high of $1,208,520,000 in the 1937
fiscal year. The volume of equity securities other than preferred stock registered
for cash sale, $1,330,625,000, was in itself greater than the previous high for all
stocks to be sold for cash; and the volume of preferred stocks to be sold for cash,
$990,699,000, was in itself greater than the total of all stocks registered by
issuers for cash sale in the 1945 fiscal year.

Types of Issuers

Of all new issues registered to he sold for cash, an extremely high amount was
registered by manufacturing companies. The $1,750,752,000 so registered by
this group was substantially greater than the previous high of $1,195,349,000 in
the 1936 fiscal year. Transportation and communication companies registered
$964,795,000 of new issues to be sold for cash, more than 80 percent greater
than the $529,516,000 of such registrations in the 1937 fiscal year. Finance and
investment companies registered $902,344,000 of new issues to be sold for
cash, almost 40 percent greater than the previous high of $649,475,000 of such
registrations in the 1937 fiscal year. Only the volume of new issues registered to
be sold for cash by electric, gas, and water companies, $1,496,860,000, failed to
exceed the previous high of such registrations by these companies,
$1,499,419,000 in the 1936 fiscal year, but only by less than $3,000,000

Methods of Sale
Investment bankers were used for the distribution of 96 percent, $5,195,867,000,

of the volume of all securities registered for primary cash distribution. Eighty two
percent, $4,445,915,000, involved commitments by bankers to purchase for



resale and 14 percent, $749,952,000, commitments to use their best efforts.
Registrants planned to sell 4 percent, $227,726,000, directly to investors.

Cost of Flotation

The cost of flotation of securities registered for primary cash distribution, as
reported in the registration statements for such securities amounted to 5.3
percent of the aggregate dollar volume of such securities. A further break-down
of this 5.3 percent indicates that 4.8 percent was to be paid as commissions and
discounts and 0.5 percent for all other expenses incidental to the flotation of the
securities, including all costs relative to registration. A study of the portion of
aggregate gross proceeds paid as commissions and discounts to investment
bankers on securities registered for sale to the general public through such
bankers reveals a downward trend in recent years, as may be noted from the
table below:

(CHART OMITTED)

Comparable statistics to reveal the trend prior to 1939 are not at present
available. A trend similar to that noted in,the chart may be noted with respect to
bonds, subdivided on the basis of the investment risk involved.

Unregistered Issues

In addition to the $5,424,000,000 of securities registered for primary cash
distribution, some $2,497,000,000 of unregistered new corporate securities are
known to have been offered for cash sale by issuers during the fiscal year,
counting only offerings in excess of $100,000. Issues under the jurisdiction of the
l. C. C. (mostly rails) accounted for $1,317,000,000 of the total of unregistered
issues; privately placed. issues for $991,000,000; new issues of bank securities
for $74,000,000; and intrastate offerings for $4,000,000. The balance of
$112,000,000 consisted of securities offered in issues between $100,000 and
$300,000 under Regulation A, as amended effective May 21, 1945. During the
fiscal year under review there was an almost continuous rise in the volume of
Regulation A offerings. In the final month of the fiscal year alone there were 83
such issues with an aggregate offering price of $18,000,000.

[UNREADABLE TEXT] by investment companies) the volume of all new issues of
corporate securities offered for cash sale in issues of more than $100,000 during
the 12 months ended June 30, 1946, including both those registered and
unregistered, was $7,124,000,000.

New Capital

The amount of proceeds from securities flotations applicable to expansion of
fixed and working capital aggregated $1,557,000,000. This is the highest volume



of new capital financing from securities in fifteen years and compares with the
recent peaks of $1,196,000,000 in the 1937 fiscal year and $862,499,000 in the
1942 fiscal year. Industrial and miscellaneous companies accounted for more
than 80 percent of the new money financing. Flotations by utilities and railroad
companies were mainly for the purpose of refunding outstanding obligations.

Refinancing

The volume of refinancing through new issues of securities reached a record
high of $5,160,000,000, due in great part to the fact that many corporations took
advantage of certain features of the tax laws and of the low level of interest rates
to reduce their interest and fixed dividend costs. In addition, many corporations
retired outstanding securities with cash from sources other than proceeds from
the sale of new issues, such as treasury cash and bank loans, so that the
aggregate volume of fixed income securities is estimated to have declined.

Volume of All New Issues

The addition of non-corporate to corporate issues brings the volume of all new
issues of securities offered for cash sale in the United States during the 1946
fiscal year to $35,948,000,000. The bulk of this volume consisted of long-term
United States Government securities. The volume of such securities,
$27,258,000,000, was, however, the lowest volume of offerings by the Federal
Government in 4 years. The amounts of securities offered for sale by other non-
corporate issuers were: $928,000,000 by states and municipalities; $608,000,000
by Federal Land Banks; $30,000,000 by foreign governments; and approximately
$500,000 by miscellaneous nonprofit organizations.

Statistics of Securities Registered Under the Securities Act of 1933

As shown below, the Commission last year received and examined 752
registration statements under the Securities Act of 1933. This was the largest
number of registration statements filed in any year since 1937. As noted, the
aggregate dollar value of the securities covered by these registration statements
exceeded $7,000,000,000, which is the greatest amount for any year since the
passage of the Act in 1933.

Disposition of Registration Statements

(CHART OMITTED)

It may be helpful to call attention to the striking increase in volume of registration
statements which the Commission’s depleted wartime and post-war staff must

currently process. To that end there is recapitulated below the number of
registration statements originally filed in each fiscal year or other convenient



period since the passage of the Act, along with the corresponding dollar value of
securities covered thereby.

Comparative number of registration statements filed, and corresponding value of
securities involved, for specified periods since enactment of the Securities Act of
1933.

(CHART OMITTED)

These progressive annual increases in the number of registration statements
flied in each of the past three fiscal years, compared to the next preceding year,
measure 63 percent in 1944, 80 percent in 1945, and 88 percent in 1946. At the
same time, the value of securities covered by the statements was also increasing
by the staggering [UNREADABLE TEXT] indicated above, the number of these
statements filed during the 1946 fiscal year was the greatest since 1937, while
the dollar amount of securities involved reached by far the greatest total for any
one of the 13 years that the Securities Act of 1933 has been in effect, exceeding
by 38 percent the previous high in 1937.

EXEMPTION FROM REGISTRATION UNDER THE SECURITIES ACT OF 1933

Section 3(b) of the Act empowers the Commission, by Rule and Regulation,
subject to such terms and conditions as it might prescribe, to exempt from
registration issues of securities where the aggregate offering price to the public of
such securities does not exceed $300,000. [Footnote: The maximum, amount
was originally $100,000. Six weeks before the beginning of the 1948 fiscal year
Congress amended this Section to raise the maximum amount of $300, 000. The
Commission promptly amended its Regulation A, effective May 22, 1945 to
provide certain exemptions for issues up to $300,000.]

The law permits the Commission to provide exemptions only when it deems that
enforcement of the Act is not necessary in the public interest and for the
protection of investors by reason of the small amount involved or the limited
character of the public offering.

Under this Section, the Commission has adopted Regulation A, a general
exemption for small issues; Regulation A-R, a special exemption for notes and
bonds secured by first liens on family dwellings; [Footnote: Inasmuch as no
reports or filings are required under this regulation no statistical data as to its
application and use are available.] Regulation A-M, a special exemption for
assessable; shares of stock for mining companies; Regulation B, an exemption
for fractional undivided interests in oil or gas rights; and Regulation B-T, an
exemption for interests in oil royalty trusts or similar types of trusts or
unincorporated associations.



The availability of an exemption under any of these Regulations does not include
any exemption from civil liabilities under Section 12 or from criminal liabilities for
fraud under Section 17. In order to ensure the proper enforcement of these
Sections, the conditions for the availability of the exemptions provided by these
Regulations, with the exception of Regulation A-R, include the requirements that
certain minimum information be filed with the Commission and that disclosure of
certain information be made in sales literature.

Exempt offerings Under Regulation A

Last year a marked increase occurred in the number and dollar amount involved
in public offerings under the general exemption provided by Regulation A. For
example, the number of letters of notification received and examined pursuant to
Regulation A more than doubled from the 578 of the preceding year and reached
a total for the 1946 fiscal year of 1,348. At the same time a much more striking
increase occurred in the aggregate offering price of the securities involved, which
jumped from $38,848,893 in 1945 to $181,600,155 during the past year. It seems
reasonable to attribute a very large part of this increase to the raising of the
maximum limitation for a permissible exempt offering to $300,000. Included in
these offerings were 69 letters of notification, with an aggregate offering price of
$8,158,833 relating to oil and gas leases and securities of companies engaged in
various phases of the oil and gas business.

This number of filings has placed an unprecedented load on the staff of experts
maintained by the Commission to examine such filings. Under Regulation A,
letters of notification must be filed at least 5 days prior to the first day when the
securities are to be offered for sale, in order to permit the Commission’s staff to
examine the material and to check its files for other pertinent information about
the company and persons involved in addition sales literature must similarly be
filed before its use. Such filings must be made in the appropriate regional office,
which examines the material primarily to determine whether any violations of the
antifraud provisions of the Act are indicated and to ascertain that proper
compliance has been made with the Rules applicable to the exemption claimed If
any deficiencies are discovered in the filing, the offeror of the securities is
informed, by letter or telephone in order to prevent any violation of the Act or the
provisions of the Regulation.

In addition to the initial examination by the regional office, the material filed is
reviewed by a staff of experts at the Commission’s central office. Such review
involves a search for pertinent information in the Commission’s extensive files
and an examination to determine whether the exemption of the Regulation is
applicable in the particular case and whether the information filed discloses and
violations of any of the Acts administered by the Commission. The results of this
review are made available promptly to the regional office involved. During the
1946 fiscal year 1603 such reviews were sent to regional offices.



As a further step in the administration of Regulation A, the staff at the central
office of the Commission informs the proper authorities in the States in which the
securities are to be offered of the fact that the offering is to be made, and gives
such authorities certain pertinent data. A weekly report of letters of notification
filed under this Regulation is compiled and mailed to interested persons,
including the proper authorities in all the States and the regional offices of the
Commission. This report includes information as to the name of the issuer of the
securities; the offeror; the principal underwriter; the date the letter of notification
was filed; the dollar amount of the offering and the number of shares being
offered; the type of security being offered; and the States in which the offering is
to be made.

Exempt offerings Under Regulation A-M

The Commission received and examined during the year a total of five
prospectuses covering an aggregate offering’ price of $154,380 for assessable
shares of stock of mining corporations conditionally exempt from registration
pursuant to Rule 240 of Regulation A-M.

Exempt offerings Under Regulation B

Pursuant to Regulation B, which provides for the conditional exemption from
registration of fractional undivided interests in oil or gas rights where the
aggregate offering price does not exceed $100,000 the Commission last year
received and examined 173 offering sheets and 214 amendments to such
offering sheets, with respect to which the following actions were taken:

Various Actions on Filings Under Regulation B

Temporary suspension orders (Rule 340(a)): 63

Orders terminating proceedings after amendment: 49

Orders consenting to withdrawal of offering sheet and terminating proceeding: 11
Orders terminating effectiveness of offering sheet (no proceeding pending): 20
Orders consenting to amendment of offering sheet (no proceeding pending): 74
Orders consenting to withdrawal of offering sheet (no proceeding pending): 7

Total Orders: 224

Confidential Written Reports of Sales Under Regulation B



The Commission also received and examined during the year 2,698 confidential
written reports required pursuant to Rules 320(e) and 322(c) and(d) of Regulation
B concerning sales made by broker-dealers or offerors to investors and by
dealers to other dealers. This total consisted of 2,409 reports on Form 1-G and
289 on Form 2-G, representing sales in the aggregate of $1,001,981 and
$582,634, respectively. If examination of these reports indicates that a violation
of the law may have occurred, the Commission makes appropriate investigations
and, in instances where the facts are deemed to warrant it, appropriate action is
taken.

Oil and Gas Investigations

Among the investigations conducted by the Commission during the fiscal year to
determine whether certain transactions had been effected in violation of Sections
5 (requiring registration) or 17 (prohibiting fraudulent sales) of the Securities Act
of 1933 or Section 15 of the Securities Exchange Act of 1934 (regulating the
conduct of brokers and dealers), a total of 147 involved oil and gas investments.
Apart from the 1,500 letters written and 600 personal and telephone conferences
held during the year by the staff of the Commission’s central office engaged in
work involving oil and gas securities, the engineers and geologists assigned to
that specialized staff prepared 91 technical memoranda or valuation estimates,
and also conducted scores of conferences in the oil and gas producing regions
and other locations in the field, as a part of the Commission’s oil and gas
investigation activity. Eight of these investigations were closed during the year so
that 139 were pending at the end of the year. A summary of these investigations
is tabulated below:

(CHART OMITTED)

As an illustration of the results achieved in certain of these investigations, it may
be noted that the persons concerned in four cases were enjoined from violating
the registration or fraud provisions of the Securities Act of 1933; in three other
cases the facts developed by the Commission were referred to the Department of
Justice for criminal prosecution; and indictments were obtained in three
additional cases which led to the following sentences: (1) George A. King and
Erling L. Wernes, imprisonment for 30 months and 1 year and 1 day,
respectively; (2) Frank V. Raymond, imprisonment for 1 year and 1 day and fine
of $10,000; and (3) C. Milton Smith, imprisonment for 6 months and suspended
execution of an additional 2-year sentence during which he is to be on probation.

New Rule Adopted Under the Securities Act of 1933
The only additional Rule promulgated under the Securities Act of 1933 during the

1946 fiscal year was the one adopting the 40-hour workweek recommended for
Federal agencies by the President.



DISCLOSURES RESULTING FROM EXAMINATION OF REGISTRATION
STATEMENTS

The staff of the Commission makes prompt and intensive study of registration
statements in order, by conference, to procure necessary amendments in
advance of effectiveness of such statements. Because of the extent of this work
the Commission has not needed to resort, in recent years, to the stop-order
proceeding. Several typical examples of inadequacies found in registration
statements and of corrective steps taken will be found in the following brief case
histories.

Inside Dealings With Affiliated Companies

A registrant disclosed that it had entered into an arrangement whereby all of its
goods were sold through two affiliated companies-- a general sales company
which was owned and controlled by officers of the registrant and a specialty
sales company which was owned and controlled by the wives of such officers,
The terms of the contracts were such as to assure the selling companies a profit.
Upon the Commission’s insistence that, in addition, proper disclosure be made of
the advantages secured by the officers and their wives at the expense of the
registrant through these contracts, all such contracts were canceled and all
profits which had accrued to the selling companies were restored to the
registrant.

Effect of Issuance of Warrants

In order to apprise any prospective investor of the unfavorable effect upon any
investment he might make, as a result of the distribution of warrants issued to the
underwriters and promoters evidencing the right to subscribe to 60,000 shares of
stock, the Commission requested and obtained the following disclosure in a
registration statement:

For the life of the Warrants the Underwriters and the Promoters so long as any of
then own any of the Warrants issued to them, will have at no cost, except as part
payment of underwriting commissions and personal service contracts, the
opportunity to profit at the expense of other stockholders from any rise in the
market for the Common Stock of the Company above the prices at which such
Warrants may be exercised; the Company presently has no need for additional
working capital in excess of the amount to be realized front the sale of the Stock
offered hereby; such Warrants were issued at the request of Underwriters in
connection with the underwriting and at the request of the Promoters in
consideration of their entering into employment contracts with the Company
described herein; at any time when a substantial amount of the Warrants may be
outstanding, the Company may be deprived of favorable opportunities to procure
additional equity capital through the sale of Common Stock if it should be needed



for the purposes of the business; at any tune when the holders of warrants might
be expected to exercise them, the Company might be able to obtain equity
capital if it needed capital then, by public sale of a new offering of Common Stock
on terms more favorable than those provided for by the Warrants. Any price paid
to an Underwriter for a Warrant or any price paid to an Underwriter for a share of
Common Stock in excess of the Warrant exercise price may be deemed to be an
Underwriting discount or commission.

Previous Violations of the Securities Act

Pursuant to an investigation by the Commission, it was ascertained that a
company currently filing a registration statement had previously sold $430,000 of
stock in violation of the Securities Act of 1933. Disclosure of this violation,
together with the rights of purchasers to rescind such purchases or to sue for
damages, was required in the registration statement the company filed under the
Securities Act. As a consequence of this required disclosure, stockholders forced
the company to repurchase securities representing an aggregate price of
$102,000 plus interest.

Investment Position of Public Contrasted With That of Promoters

In order to disclose in summary fashion certain essential features of a particular
offering, the staff of the Commission requested the placing of an introductory
paragraph at the beginning of the prospectus disclosing that, upon completion of
the financing, the public would, have paid $1,852,500, or $19.50 per share, for a
23.2 percent interest in the company whereas three promoters would have paid
$25,000, or 8 cents per share, for a 76.8 percent interest in the company. It was
further disclosed in this introductory paragraph that in the last 3 years the
company had earned the following per share: 6 cents (loss), 21 cents and 35
cents and that the book value of the shares to be offered at $19.50 would, after
the receipts of the proceeds by the company, amount to $1.09 per share.

Position of Investor in Foreign Corporation

The Commission required a Mexican corporation to disclose in a prominent place
in the prospectus that (1) the articles of incorporation of the company provided,
as required by Mexican law, that every person other than a Mexican who
acquires an interest or share in a company shall be deemed to be a Mexican with
respect to such interest or participation and agrees not to invoke the protection of
his government under penalty of forfeiting such interest or share to the Mexican
government in case of breach of such agreement; and (2) the company knows of
no provision of law in the United States which by its terms subjects the company,
a Mexican corporation, and its nonresident directors and officers and the
nonresident experts named in the prospectus, to the jurisdiction of the courts in
the United States; and (3) the enforcement in the United States by investors of
claims under the Securities Act of 1933 against the company and such directors,



officers, and experts as are not residents of the United States may therefore be
difficult or perhaps impossible.

Significance of Contingent Liability

A company which was manufacturing its principal product with out having first
obtained a license from the owner of the patent covering a basic device
embodied therein disclosed the fact that it had not secured such license but
failed to disclose the possible disastrous results which would follow from
institution of suit by the patent holder. By amendment required to the registration
statement, the company, whose total capital, reserves, and surplus aggregated
less than $2,000,000, disclosed that while it was unable to state exactly the
amount of its liability for such damages, it estimated that its liability for
infringement to date would amount to approximately $232,000; and that,
moreover, any judgment upholding the validity of the patent would
unquestionably result in an injunction against the continued use of the device by
the company, thus requiring modification and possibly abandonment of further
manufacture of the product in question.

Losses During Reconversion Period

A company whose peacetime business consists of the manufacture of personal
type airplanes reported earnings of $52,000 for the year 1945. Upon inquiry by
the Commission as to the costs of reconverting and entering into peacetime
business, the statement of earning for 1945 was revised to show that although
the company earned approximately $600,000 in the first 8 months of 1945 from
war business, it had lost approximately $550,000 in the last 4 months of 1945
while it was converting to peacetime operations. It was further disclosed that
losses were continuing in 1946.

Misleading Title of Security Revised

A registrant proposed to describe the securities to be offered as “second
mortgage 4 percent non-cumulative income bonds.” This title was considered by
the Commission to be misleading, for the reason that the obligor actually
promised to pay only 2 percent per annum, and would pay an additional 2
percent only in the sole discretion of its Board of Directors. In addition, all
‘income,” as that term is generally understood was not available for payment of
the original 2 percent of interest, for the reason that the indenture provided for
the deduction of a fund for capital improvements in arriving at the amount
available for interest. The title of the securities was accordingly changed, as
disclosed in an amendment to the registration statement, to read “second
mortgage non-cumulative contingent interest bonds,” and this title was further
qualified at the same time by placing a summary of the interest provisions on the
facing page of the prospectus.



Stock Watering

The “watering of stock” in its original sense is almost a forgotten term. However,
the issuance of stock at prices which bear little or no relationship to the issuer’s
book values and earning power accomplishes the same purpose. A case in point
is a New York corporation which filed a registration statement covering 450,000
shares of common stock and 120,000 stock purchase warrants. This company
had 100,000 shares of common stock, 10 cent par value, outstanding, which
were recapitalized immediately prior to the filing of the registration statement into
900,000 shares of common stock, 10 cent par value, the new authorized
capitalization being 1,500,000 shares. The offering to the public of 450,000
shares of common stock was made at a price of $6 per share, or an aggregate
offering price of $2,700,000. In this connection it is interesting to note that
although the shares were to be sold to the public at $6 per share, a few months
prior to the offering one of the organizers and principal stockholders sold the
equivalent of 207,000 of the recapitalized shares at an average price of
approximately 30 cents per share to a company identified with the registrant at
the time of the offering. The aggregate book value of the company’s outstanding
stock prior to the public offering was approximately $283,000. Based on the price
at which the public was asked to purchase, i.e., at $6 per share, the 900,000
outstanding shares owned by the insiders would have an aggregate value of
$5,400,000, an amount exceeding the aggregate book value by approximately
$5,117,000. Thus it will be seen that on a liquidating basis some $1,700,000 of
the $2,700,000 contributed by the public as a result of the offering at $6 per
share would go toward swelling the book value of the outstanding stock held by
insiders from about 31 cents to $2.21 per share.

It should also be noted that the offering at $6 per share was accomplished
without even the support of past earning power. For each of the 3 years prior to
the public offering the company’s earnings, based on its capitalization of 900,000
shares, were from a very small fraction of 1 cent per share to 2% cents per
share. The company recognized that to realize a normal return on its
capitalization after the public offering, its sales would have to increase from the
maximum of $2,600,000 achieved in 1945 to in excess of $16,000,000, and that
such sales were not a reasonable expectancy in the near future.

In the registration statement as originally filed, the above facts were either
obscured or omitted. Information regarding other circumstances, such as the
company’s dependence on substantial borrowed capital, the issuance of
warrants to underwriters and insiders, the existence of competition with larger
organizations having much greater resources, the company’s reliance upon
rented rather than owned facilities, and its performance of only limited functions
(since the products were to be obtained from outside sources and distributed
through independent distributors), was also omitted or not adequately presented.
Only after several amendments did the prospectus achieve clear and adequate
disclosure.



INJUNCTION ACTIONS INSTITUTED UNDER THE SECURITIES ACT OF 1933

The Commission’s enforcement activity under the Securities Act of 1933 is
concerned generally with the prevention of fraud in the sale of securities and
obtaining compliance with the full disclosure requirements of the registration
process. Data with respect to civil cases and appellate proceedings instituted
under that Act, including a brief discussion of all civil proceedings commenced or
pending during the past fiscal year and their status at the close of the year, are
included in Appendix Tables 24, 26, and 29.

Section 5 of the act requires registration where securities are offered to the
public. [Footnote: Certain exemptions are set forth in Secs. 3 and 4 of the Act]
Section 17(a) makes unlawful the use of any misrepresentations or fraudulent
schemes in the sale of securities. A substantial part of the Commission’s litigation
activities involves injunctive actions to restrain violation of these Sections. For
example, in S.E.C. v. John Wight, Mondakota Development Company, et al.,
[Footnote: U.S. District Court, Montana, Sept. 20, 1945 False and misleading
statements regarding the number and productive capacity of Mondakota’s gas
producing wells, the acreage under lease and the value of its leases and the
assets and the prices at which stock would be sold in the future.] S.E.C. v.
Chemical Research Foundation, Inc. and Robert E. Carroll, [Footnote: U.S.
District Court, Delaware, Sept. 11, 1945. False and misleading statements
regarding the Company’s financial status, value of its securities, its dividend
record and the success of its operations. Following the Commission’s
investigation, defendants were convicted on July 2, 1945, of violations of the
fraud section of the Securities Act and Sec. 215 of the Federal Criminal Code
(mail fraud) and Carroll was sentenced to 2 years’ imprisonment to be followed
by 3 years’ probation.] and S.E.C. v. James F. Morrissey, [Footnote: U. S.
District Court, N. D. (Fort Worth division), Texas, Dec. 19, 1945. False and
misleading statements regarding the extent of defendant’s leaseholdings, a
“‘doodle-bug” device claimed by defendants to be unerringly capable of detecting
oil in commercial quantities and the opinions of an expert concerning the
prospects of finding oil.] The Commission obtained final judgment enjoining the
defendants from violating the registration and fraud provisions.

In S.E.C. v. Great Western Gold and Silver Mines Corporation, Walter H. Moore,
et al.,[Footnote: U.S. District Court, Colorado, Mar. 11, 1946] and S.E.C. v. A. F.
Blakesley, et ano., [Footnote: U.S. District Court, Colorado, Mar. 11 1946.] the
Commission obtained final judgments enjoining the defendants from making false
and misleading statements regarding the content and value of ore in the mining
properties and the use of the proceeds received in the sale of stock.

In S.E.C. v. Claude D. Adams, et al., [Footnote: U.S. District Court, New Mexico,
June 4, 1946] S.E.C. v. A. D. Beck, [Footnote: U.S. District Court, N.D., Texas,



Mar. 14, 1946] S.E.C. v. Paul J. Hunt, [Footnote: U. S. District Court, W. D.
northern division. Washington Feb. 15, 1946. As an offshoot of this case, the
Commission obtained an order in the same district on Aug. 12,1946, adjudging
the defendant guilty of criminal contempt in violating the terms of the judgment]
and S.E.C. v. Bob Burch, [Footnote: U.S. District Court, N. D., Fort Worth
division, Texas, Nov. 8, 1945. On Jan. 28, 1944, the Commission obtained a final
judgment in the U. S. District Court, W. D, Louisiana against The Bob Burch
Company, Inc., and Bob Burch, enjoining them from violating the fraud provisions
in the sale of their securities.] the Commission obtained final judgments
restraining further violations of the registration provisions of the Securities Act. In
S.E.C. v. Milton F. Pulver, [Footnote: U.S District Court, W.D., Washington, Nov.
19, 1945.] the Commission obtained an injunction restraining the defendant from
violating the registration provisions in the sale of pre-organization subscriptions
and promissory notes.

PART Il
ADMINISTRATION OF THE SECURITIES EXCHANGE ACT OF 1934

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

REGULATION OF EXCHANGES AND EXCHANGE TRADING
Registration of Exchanges

The number of exchanges registered with the Commission as national securities
exchanges and the number of exchanges exempted from such registration
remained the same during the fiscal year; the numbers were 19 and 5
respectively.

Each exchange is required to keep its registration or exemption statement up to
date by filing appropriate amendments or supplements reflecting all changes
occurring in its constitution, rules, trading practices, and organization. A total of
113 such amendments or supplements were filed by the exchanges during the
year, each of which was studied and analyzed for its effects upon the public



interest and its compliance with the relevant regulatory provisions. While the
nature of the changes reported in this manner varied considerably, the more
important included adoption by New York Stock Exchange and New York Curb
Exchange of rules designed to regulate floor trading; adoption of a delisting rule
by Salt Lake Stock Exchange; adoption by St. Louis Stock Exchange of rules to
permit and regulate odd-lot trading in unlisted securities and of a rule to permit
member firms to make or participate in secondary offerings of listed securities off
the exchange; adoption of amendments to rules of Cincinnati Stock Exchange to
permit issuance of limited memberships; and adoption by Los Angeles Stock
Exchange and San Francisco Stock Exchange of rules requiring members and
member firms to report with respect to substantial options relating to securities
dealt in on their respective exchanges.

Value and Volume of Trading

Trading on registered securities exchanges during the fiscal year 1946 had an
aggregate value of $20,377,690,000 as shown in Appendix Table 7. This figure
compares with $15,160,875,000 in the preceding 12 months. Stock trading had a
value of $18,934,952,000 in the 1946 period, as against $13,141,773,000 in the
1945 period. The volume of stock trading in the 1946 fiscal year was
826,777,000 shares as compared with 595,133,000 a year earlier.

Exchange Membership

As of the close of the fiscal year, according to Commission records, 2,880
individuals and 1,045 firms (sole proprietorships, partnerships, and corporations)
were full or associate members of one or more of the registered exchanges,
excluding the Board of Trade of the City of Chicago, which is primarily a
commodities exchange. These figures represent an increase of 40 individuals
and 70 firms over the previous year.

Disciplinary Actions

In connection with the Commission’s investigatory activities, the exchanges have
been requested to report to the Commission all cases of disciplinary action which
they take against their members for violations of the Securities Exchange Act of
1934, any Rule or Regulation thereunder, or of any exchange rule. During the
fiscal year, five exchanges reported taking such action against a total of 39
members, member firms, partners or employees of member firms. These
disciplinary actions included fines ranging from $100 to $5,000 in 17 cases with
total fines imposed aggregating $24,750; a 6-month suspension from
membership in 2 instances; the cancellation or suspension of registration of 11
registered representatives of member firms; the suspension of 2 specialists; and
the warning and reprimanding of 8 individuals and firms. One of the specialists
who was suspended was also fined in connection with the violation involved.



The disciplinary actions were occasioned by violations of various exchange rules,
principally those regarding minimum rates of commission, margin trading, floor
trading, handling of orders, partnership agreements, registered representatives,
and specialists. The two members who were suspended from membership were
alleged to have accepted and executed a customer’s order to buy a sufficient
amount of a designated stock to cause the last transaction therein oil a given day
to be above a stated price. It was the consensus of the exchange authorities that
the execution of this order resulted in an improper increase in the price of the
stock involved.

Special Offering Plans

Rule X-10B-2 permits special offerings of blocks of securities on national
securities exchanges where such offerings are effected pursuant to a plan filed
with and declared effective by the Commission. No new special offering plan
became effective during the year; the plans of the seven exchanges mentioned in
our last annual report, which had previously been declared. effective, remained in
effect throughout the year. The San Francisco Stock Exchange was the only
exchange to file an amendment to its plan, such amendment being declared
effective by the Commission on August 17, 1945. This amendment entitles
brokers and dealers who had been approved by that exchange for preferred
rates of commission to 25 percent of the special commission prevailing in special
offerings. [Footnote: Rule X-10B-2 is in general designed to prevent the
stimulation of the exchange market with respect to securities of given issuers
while there is pending a distribution of any securities of such issuer. In
recognition of the fact that special commissions might be paid to brokers acting
for purchasers under plans providing for adequate safeguard to investors and the
public the Commission adopted Rule X-10B-2(d)(1). This Rule permits special
commissions to be paid to such brokers pursuant to plans filed with the
Commission and permitted by the Commission to become effective, having due
regard to the public interest and the protection of investors. One of the basic
requirements provided in the Rule is that such special commissions can be paid
only with respect to securities as to which adequate information is available
under the various Acts administered by the Commission.]

Special offerings on registered exchanges in the 12 months ended June 30, 1946
accounted for sales of 622,629 shares of stock against 1,115,201 shares in the
preceding 12 months. Special commissions amounted to approximately
$340,000 as compared with $626,000 a year earlier. Offerings on the New York
Stock Exchange accounted for 586,726 shares of the 622,629 shares total sold

in special offerings on all exchanges having effective plans in the fiscal year
1946.

Regulation of the Distribution of Publicly Offered Securities



On April 16, 1946, the Trading and Exchange Division recommended the
adoption of a rule pursuant to Section 15(c)(2) of the Securities Exchange Act of
1934 which would curb certain practices of some underwriters and selling group
members with respect to securities being publicly offered. These persons
withhold or divert substantial portions of their allotted shares from public
distribution in the underwriting and thereafter sell them to the public at prices
substantially above the offering price specified in the prospectus. A study
conducted by the Division in connection with the proposed rule had shown such
practices to be widespread and had indicated, moreover, that the withholding of
shares from distribution frequently contributed to an artificial rise in the market
price. The proposed rule was circulated among the trade for comment and
suggestions and was under consideration at the end of the year.

REGISTRATION OF SECURITIES ON EXCHANGES
Purpose and Nature of Registration of Securities on Exchanges

In order to make available currently to investors reliable and comprehensive
information regarding the affairs of the issuers of securities listed and registered
on a national securities exchange, Sections 12 and 13 of the Securities
Exchange Act of 1934 provide for the filing with the Commission and the
exchange of an application for registration and annual, quarterly, and other
periodic reports, containing certain specified information. Such applications and
reports must be filed on the Forms prescribed by the Commission as appropriate
to the particular type of issuer or security involved, which Forms are designed to
disclose pertinent information concerning the issuer, its capital structure and that
of its affiliates; the full terms of its securities, warrants, rights, and options; the
control and management of its affairs; the remuneration of its officers and
directors; and financial data, including schedules breaking down the more
significant accounts reflected therein.

In general, the Act provides that an application for registration shall become
effective 30 days after the receipt by the Commission of the exchange’s
certification of approval thereof, except where the Commission determines that it
may become effective within a shorter period of time. It is unlawful under the
statute for any member, broker, or dealer to effect any transaction in any security
(other than an exempted security) on any national securities exchange unless
registration is effective as to the security on such exchange.

Examination of Applications and Reports

All applications and reports filed pursuant to Sections 12 and 13 of the Securities
Exchange Act of 1934 are examined by the Commission to determine whether
accurate and adequate disclosure has been made of the information required by
the Act and the Rules and Regulations thereunder. This examination does not



involve an appraisal and is not concerned with the merits of the registrant’s
securities. When the examination discloses that material information has not
been furnished in accordance with the requirements, or that sound principles and
procedures have not been followed in the preparation and presentation of
financial statements, the registrant is so advised by letter, or in conference with
its representatives, and any necessary correcting amendments are obtained and
examined in the same manner as the originally filed documents. Where the
examination discloses omissions which are clearly of an immaterial nature,
particularly in connection with periodic reports under Section 13 of the Act, the
registrant may merely be notified thereof by means of a letter containing
suggestions which should be followed in the preparation and filing of future
reports, without insistence upon the filing of an amendment to the particular
report in question.

The examination of an application for registration is made as promptly as
possible after it is filed in order that any material deficiencies may be brought to
the attention of the registrant and the exchange before registration becomes
effective in accordance with the provision of the statute. While the basic period
available for this purpose is 30 days, it was necessary to complete the
examination last year of an increasing proportion of all applications filed within
considerably less time, inasmuch as the Commission issued requested orders
accelerating the effective date of registration in a considerable number of cases.
For example, except for the applications filed with respect to securities issued in
connection with stock split-ups and stock dividends and the like-of which there
was a phenomenal increase last year accounting for approximately half of all
applications filed and in connection with which a temporary exemption from
registration is generally available-acceleration was requested last year with
respect to approximately 90 percent of the applications for registration.

Since a registrant’s annual report is required to be filed within 120 days after the
close of the fiscal year of the registrant, and because of the fact that
approximately 80 percent of all registrants have fiscal years corresponding to the
calendar year, there is filed with the Commission a peak load of more than 2,000
annual reports at or about the end of April each year. Consequently, it is always
necessary to spread the work of examining these annual reports over the
ensuing months. While current reports should be examined during the month in
which they are filed, and such was done prior to the war, there has been such a
phenomenal growth in the volume of work flowing into the Commission, which
has not been coupled with a corresponding increase in personnel, that there has
necessarily arisen in recent years a growing backlog of current reports, as well
as annual reports, that must be held in suspense for appropriate examination,
This acute manpower situation has been aggravated during the past year
particularly by the fact that more than 5,000 current reports were received during
the past fiscal year, nearly double the number of such reports (2,752) received in
the 1945 fiscal year. Further, it is estimated that the number of such current
reports to be received in the current 1947 fiscal year will increase still further to a
total of something like 7,500. The chief reason for this pronounced increase



arises from the adoption on July 23, 1945, of the Commission’s Rule designated
X-13A-6A requiring the filing of quarterly reports by certain companies engaged
in war production (see discussion appearing at pp. 11-12 of the Commission’s
Eleventh Annual Report), and the adoption in substitution therefor of a new Rule
on March 28, 1946, designated Rule X-13A-6B, providing for the filing of
quarterly reports by certain listed companies. An explanation of this substitute
Rule appears below.

New Rules Under the Securities Exchange Act of 1934

Rule X-13A-6B -- Quarterly reports by certain companies: The Commission
announced on March 28, 1946, the adoption of a reporting program providing for
the disclosure to investors and the public of current information as to the volume
of business being done by most issuers having securities registered on a national
securities exchange. At the same time the Commission announced the rescission
of Rule X-13A-6A and paragraph (f) of Rule X-13A-6.

Under the provisions of the new rule, designated X-13A-6B, and the revised Iltem
11 of Form 8-K, most issuers filing annual reports pursuant to the requirements
of Rule X-13A-1 will be required to file quarterly reports on Form 8-K, setting forth
the dollar amount of sales or other gross revenues during the fiscal quarter. A
report must be filed not later than 45 days after the close of each fiscal quarter
beginning after December 31, 1945, or not more than 45 days after the effective
date of the new Rule, whichever date is the later. Issuers previously filing reports
under Rule X-13A-6A begin immediately to report under the new Rule so as to
provide a continuous series of reports as to such companies, Insurance
companies, investment companies, common carriers, and public-utility
companies are exempted from the requirements of the new Rule due to the
nature of their business and because, in the case of most listed public-utility
companies, many Federal and State regulatory agencies to which such
companies are generally subject presently require the filing of more extensive
information on at least as frequent a basis.

Prior to adoption, comments upon drafts of the proposed new rule and of the
amended Item 11 of Form 8-K were obtained from technical and professional
associations, governmental agencies, national securities exchanges, individual
companies, attorneys, and many other interested persons. Effect was given in
the new Rules to a number of the suggestions received. A minority of those
commenting on the proposed Rule, however, expressed varying degrees of
doubt as to the desirability and feasibility of the proposed reporting program. For
this reason it was decided to make public the following statement by the
Commission outlining briefly the more important objections raised by those
opposed to the program and the reasons for adopting the new Rule:

Section 13(a)(2) of the Securities Exchange Act of 1934 requires every issuer of
a security registered on a national securities exchange to file such annual



reports, “... and such quarterly reports, as the Commission may prescribe.”
Pursuant to this subsection Rules calling for the filing of annual reports were
adopted shortly after the effective date of the Act. Rules were later adopted
calling for current reports on Form 8-K whenever any of certain special events
occurred during the year. Since that time the problems involved in the requiring
of regular quarterly operating reports have been under study from the point of
view of both the usefulness of such reports to investors and their feasibility in the
light of-contemporary business and accounting practices.

We have now concluded to initiate a regular quarterly reporting program
applicable to most issuers having securities listed on a national securities
exchange. Under the new rule, a company is required to furnish quarterly
information as to the sales or other gross revenues derived from its operations.
However, companies which regularly publish or distribute to stockholders
quarterly financial statements or reports containing at least the above information
may comply with the Rule merely by filing copies of such published reports as an
exhibit to Form 8-K. The information called for is not required to be certified by
independent public accountants.

As a result of extended study of the problem and of the comments received from
those to whom preliminary drafts of the program were sent, we are of the opinion
that companies should furnish investors and the public with regular interim
information as to their operations, We are inclined to believe, moreover, that it
would he desirable to obtain at quarterly intervals a condensed income statement
showing not only gross revenues but also net income before and after Federal
income taxes together with any nonrecurring items of income or costs and losses
of an unusual size even though certain of the items could only be arrived at by
the use of reasonable estimates or on the basis of certain assumptions. It
appears, however, that a substantial number of listed companies do not now
have their accounting and reporting practices so organized as to be in a position
to make the determinations necessary to furnish reasonably reliable data of this
character on a quarterly basis. Accordingly, we have determined for the present
merely to require information as to sales or other gross revenues. On the other
hand, companies customarily preparing more detailed information will be able to
satisfy the requirements of the rule by filing copies of their regular quarterly
statements or reports.

Objection to the program has been made on the ground that the required
information as to sales or other gross revenues may be uninformative or
misleading due to the seasonal nature of a business or to unusual events of the
quarter. Somewhat similarly it is claimed that the information called for is useless
since changes in sales volume may not be accompanied by a comparable
change in gross or net profits, particularly for short periods or during periods
when business conditions are unsettled. Although such difficulties clearly exist in
varying degrees depending upon the type of company, we feel, to the contrary,
that reports of sales volume when taken in conjunction with other known



information as to the business and as to business generally will be of substantial
usefulness. Among other things, for example the information being required
should at the present time provide an index of the extent to which a company has
been able to reenter civilian markets or to maintain in the postwar period its
wartime volume of civilian business. It is also our view that such information will
aid in the formation and exercise of an informed investment judgment based on
other available information as to the general nature of the operations of the
company, its plans and prospects, for the future, its position with respect to other
companies in the same industry, and many other factors which affect the
financial success of a business.

Where in a particular case an issuer feels that its report as to sales or other gross
revenues may not be representative because of the seasonal nature of the
business or for other reasons, there are, of course, a number of possible
procedures that may be utilized. In the case of a seasonal business an
appropriate statement of the nature of the business could be given. In addition it
would be appropriate and desirable to furnish along with the report for the
particular quarter comparable figures for the same quarter of the previous year or
for the 12 months period ending with the current quarter. Likewise, if in a
particular case it is felt that sales or other gross revenues standing alone are
inadequate because not indicative of the trend in gross or net profits, the report
could include an appropriate explanation of the special circumstances, or there
could be substituted a more complete though still condensed form of income
statement such as is now regularly being published or sent to stockholders by
many issuers.

The other principal objection was that the program imposed an unreasonable
burden on reporting companies. As to the very large numbers of issuers now
regularly issuing quarterly statements, we do not believe that the furnishing of the
required information, either directly or by means of copies of the regular reports,
involves any substantial burden. As to other companies we feel that any added
burden involved in compiling the necessary information as to sales or other gross
revenues is more than outweighed by the benefit to investors and the public of
interim data as to a listed company’s operations. Finally if under the
circumstances of an unusual case it is impracticable to furnish the necessary
information within the prescribed time, or if the required information is neither
known nor available to the issuer, attention is directed to paragraphs 6 and 7 of
the general instructions to Form 8-K which provide for special procedures in such
cases.

It may be noted that shortly after the close of the fiscal year, on July 12, 1946,
Rule X-13A-6B was amended so as to exempt from the Rule in addition
companies primarily engaged in the production of raw cane sugar or other
seasonal single-crop agricultural commodity since such producers will ordinarily
have no sales in two or more of their fiscal quarters. The staff has, however,
been directed to study the possibility of requiring such companies to furnish at



appropriate intervals other significant information as to the progress of the
operations of such companies.

Rule X-12A-1, Temporary Exemption From Section 12(a) of Certain
Securities of Banks

The Commission announced on December 5, 1945, an amendment to Rule X-
12A-1. The previous Rule temporarily exempted from registration under the Act
securities of banks as to which temporary registration expired on June 30, 1935,
securities issued in exchange for or resulting from a modification of any securities
of banks exempted from registration by the Rule, and common stock issued as a
stock dividend on stock of the same class exempted from registration by the
Rule. The amendment enlarges the third category of exempt securities by
providing that any additional shares of common stock (whether issued as a stock
dividend or otherwise) shall be exempt under the Rule if the issuer has common
stock of the same class so exempted from registration. The amendment also
removes from the Rule any reference to securities of bank holding companies
since the exemption of such securities under the Rule has expired.

Amendment to Forms 10-K and 1-MD

The Commission on May 22, 1946, amended annual report Forms 10-K and 1-
MD so as to secure a current restatement of the general character of the
business in which registrants and their subsidiaries are engaged. This
restatement was rendered desirable because of the major changes in many
businesses as a consequence of war activities or occurring in the process of
reconversion to peacetime activities. Moreover, in many cases changes not
individually significant have occurred over a period of years the cumulative effect
of which had been a substantial change in the general character of the business
of a registrant and its subsidiaries or in one or more of the major lines of the
business. The amendment requires the restatement only for the fiscal year
ending on or after December 31, 1945. Where registrants had already filed their
reports or are about to do so extensions of time for furnishing the additional
information may be applied for.

Amendment to Forms 12-K and 12A-K

The Commission announced on February 19, 1946 (Securities Exchange Act
Release No. 3787), the adoption of minor amendments to its annual report
Forms 12-K and 12A-K (prescribed for companies required to file annual reports
with the Interstate Commerce Commission or the Federal Communications
Commission) The purpose of these changes was to revise the selected
schedules so as to conform to certain changes made in Form A of the Interstate
Commerce Commission for the year ended December 31, 1945.



Proceedings Under Section 19(a)(2)

Section 19(a)(2) of the Securities Exchange Act of 1934 authorizes the
Commission, after appropriate notice and opportunity for hearing, to deny,
suspend the effective date of, suspend for a period not exceeding 12 months, or
to withdraw the registration of a security if the Commission finds that the issuer of
such security has failed to comply with any provision of the Act or the rules and
regulations thereunder.

Two proceedings under this Section were pending at the beginning of the year.
During the year two additional proceedings were instituted, one for alleged
inaccuracies in annual reports of the issuer, and the other for failure to file the
required annual reports. The registration of the securities of one issuer was
ordered withdrawn during the year for failure to file the required annual reports.
At the end of the fiscal year, two proceedings were still pending.

Temporary Suspensions of Securities From Trading Pursuant to Section
19(a)(4) and Rule X-15C2-2

Section 19(a)(4) authorizes the Commission summarily to suspend trading in any
registered security on any national securities exchange for a period not
exceeding 10 days where the public interest so requires. Where the reason for a
suspension under Section 19(a)(4) is to prevent fraudulent, deceptive, or
manipulative acts or practices, Rule X-15C2-2 concurrently prohibits over-the-
counter trading by brokers and dealers. During the year two securities were
suspended from trading on exchanges pursuant to these provisions.

In the first case, the common stock, $1 par value, of Red Bank Oil Co. was
suspended from trading on the New York Curb Exchanges. That security was
then the subject of stop-order proceedings under the Securities Act of 1933 and
delisting proceedings under Section 19(a)(2) of the Securities Exchange Act of
1934. The suspension was occasioned by the uncovering of information which
raised a serious question relating to the independence of the accountants who
had prepared financial statements previously filed with the Commission by the
issuer. After the security had been suspended for several 10-day periods, the
Commission found that the financial statements had not, in fact, been properly
prepared and, pursuant to its powers under Section 19(a)(2) of the Securities
Exchange Act, suspended the security from trading on the New York Curb
Exchange for a period not to exceed 12 months pending final disposition of other
matters at issue in the proceedings. [Footnote: The proceedings and the
suspension under Section 19(a)(2) were still in erect at the close of the fiscal
year. However, the expiration of the summary suspension orders under Section
19(a)(4) automatically removed the prohibition against over-the-counter trading
under Rule X-15C2-2. Red Bank Oil Co., Securities Exchange Act Releases,
Nos. 3742 and 3770.]



The second suspension under Section 19(a)(4) involved the common stock, $1
par value, of Interstate Home Equipment Co., a company which was in an
advanced stage of liquidation. A suspension of trading on the New York Curb
Exchange and the Chicago Board of Trade was ordered when it appeared that a
sudden spurt in the market price of the security had carried the price far above
the maximum amount which the stockholders could expect to receive upon
completion of the liquidation. The suspension was continued in effect by further
orders until current financial statements, which had been in preparation, were
released to the public, and was then lifted. Thereafter the exchanges upon which
the security had been traded elected to suspend trading on their own floors and
they subsequently removed the security from listing altogether. With the lifting of
the Commission’s suspension, however, trading became permissible over the
counter. [Footnote: Interstate Home Equipment Co., Securities Exchange Act
Release No. 3766.]

Statistics of Securities Registered on Exchanges

At the close of the fiscal year, 2,188 issuers had 3,585 security issues listed and
registered on national securities exchanges. These securities consisted of 2,552
stock issues aggregating 2,440,707,313 shares, and 1,033 bond issues
aggregating $17,800,893,052 principal amount.

During the year the following applications and reports were filed in connection
with the listing and registration of securities on exchanges:

Applications for registration of securities -- 668

Applications for “when-issued” trading -- 77

Exemption statements for short-term warrants -- 80

Annual reports -- 2,029

Current reports -- 5, 048

Amendments to applications and annual and current reports -- 1, 295

Annual reports of issuers having securities listed only on exempted exchanges --
86

SECURITY TRANSACTIONS OF CORPORATE INSIDERS



The security ownership reports prescribed in three of the Acts administered by
the Commission have as their main objective to furnish public security holder’s
with information as to the trading of insiders in the equity securities of their
companies. [Footnote: Civil liability for the return of profits on short-term trading
in equity securities is also provided for. The reporting requirements not only act
to deter such trading but also aid in the enforcement of the civil liabilities.] The
statutory requirement for the filing of these reports recognizes the fiduciary
capacity of corporate insiders.

These ownership reporting requirement’s were provided first by Section 16(a) of
the Securities Exchange Act of 1934. Under that Section every person who is an
officer, or director or principal stockholder (i.e., a person who is, directly or
indirectly, beneficial owner of more than 10 percent of any class of registered
equity security) of an issuer which has any class of equity security listed and
registered on a national securities exchange must file with the Commission and
the exchange an initial report disclosing the amount of every class of equity
security of the issuer of which he is directly or indirectly the beneficial owner, and
a report for each month thereafter in which any purchase, sale, or other change
in such ownership occurs. Under the corresponding provisions of Section 17(a)
of the Public Utility Holding Company Act of 1935, every officer or director of a
registered holding company is under the duty to file with the Commission reports
disclosing his direct and indirect beneficial ownership of every class of security of
the registered holding company and its subsidiary companies, as well as all
subsequent changes occurring therein. Later, when the Investment Company Act
of 1940 was passed, it contained in Section 30(f) the requirement that every
officer, director, principal security holder, member of an advisory board,
investment adviser and affiliated person of an investment adviser of a registered
closed-end investment company shall in respect of his transactions in any
securities of such company (other than short-term paper) be subject to the same
duties and liabilities as those imposed by Section 16 of the Securities Exchange
Act of 1934. The Commission has adopted appropriate Rules in order to avoid
any unnecessary duplication in the filing of ownership reports which are required
by more than one of these Acts.

Each of these statutes provides that, for the purpose of preventing the unfair use
of inside information, any profit realized by these corporate insiders from certain
short-term transactions shall be recoverable by the issuer or by a security holder
in its behalf if it fails or refuses to bring suit to recover within 60 days after
request or fails diligently to prosecute the same thereafter. It is incorrect to
suppose that these latter provisions have the capacity to prevent insider trading.
They merely provide that, for the purpose stated, any profit the insider realizes
from a so-called “short-swing” transaction (specifically, any purchase and sale or
any sale and purchase within any period of less than 6 months) in securities of
his company, shall he recoverable by the company. At the same time, it is
undoubtedly correct to say that the successful operation of these ownership
reporting requirements has appreciably reduced the amount of such short-term



trading by corporate insiders. It might be noted that since the constitutionality of
the profit-recoverability feature of Section 16 was determined by the court in
Smolowe v. Delendo Corp., 136 F. (2d) 231 (C. C. A. 2, 1943), cert. den., 320
U.S. 751 (1943), certain other civil actions for the recovery of such insider profits
have been instituted; and it may also be pointed out that in several instances
corporate insiders have informed the Commission that they have voluntarily paid
over to their companies profits realized by them from such transactions.
[Footnote: See the section herein on “The Commission in the Courts,” at p. 103]

The number of ownership reports filed on the various forms in accordance with
the existing statutory requirements and examined by the Commission during the
past fiscal year is set forth below:

Number of ownership reports of officers, directors, principal security holders, and
certain other affiliated persons filed and examined during the fiscal year ended
June 30, 1946

Description of Report [Footnote: Form 4 is used to report changes in
ownership; Form 5, to report ownership at the time any equity securities of an
issuer are first listed and registered on a national securities exchange; and Form
6, to report ownership of persons who subsequently became officers, directors,
or principal stockholders of such an issuer, under Section 16(a) of the Securities
Exchange Act of 1934; Form U-17-1 is used for initial reports and Form U-17-2
for reports of changes in ownership of securities. under Section 17(a) of the
Public Utility holding company Act of 1935; and Form N-30F-1 is used for initial
reports and Form N-30F-2 for reports of changes in ownership of securities under
Section 30 (f) of the investment company Act of 1940.]

Securities Exchange Act of 1934:

Original reports -- Form 4, 14,321; Form 5, 835; Form 6, 1,809; Total, 16,905
Amended reports -- Form 4, 806; Form 5, 25; Form 6, 42; Total, 873

Public Utility Holding Company Act of 1935:

Original reports -- Form U-17-1, 80; Form U-17-2, 347; Total, 427

Amended reports -- Form U-17-1, 2; Form U-17-2, 18; Total, 20

Investment Company Act of 1940:

Original reports -- Form N-30F-1, 210; Form N-30F-2, 977; Total, 1,187

Amended reports -- Form N-30F-1, 2; Form N-30F-2, 76, Total, 78



Total: 19,550

The total of 19,550 reports filed during the 1946 fiscal year represents an
increase of 18 percent over the number filed during the preceding year, and is
greater than the total filed in any of the preceding 7 years. During the past 12
years 252,261 reports have been filed by more than 89,000 persons subject to
the ownership reporting requirements. Most of these reports were filed without
the necessity of any action by the Commission, and in relatively few instances
has more than a simple reminder to the reporting person been necessary to
secure the filing of the required reports.

The Commission’s staff engaged in the work of examining these reports for
compliance with the statutory requirements has need, as a practical
administrative matter, to examine currently a wide variety of collateral sources of
information available to the Commission. Among the more important of these
sources are applications for registration of securities, annual reports, and
quarterly and other current reports filed by issuers pursuant to the Securities
Exchange Act of 1934; registration statements and prospectuses filed by issuers
under the Securities Act of 1933; notifications of registration, registration
statements, and annual supplements filed by registered holding companies under
the Public Utility Holding Company Act of 1935; notifications of registration,
registration statements, annual reports and quarterly reports filed by registered
closed-end investment companies under the Investment Company Act of 1940;
preliminary and definitive proxy soliciting material filed by issuers under the
Securities Exchange Act of 1934, the Public Utility Holding Company Act of 1935
and the Investment Company Act of 1940; letters received from issuers; and the
current publications of certain daily, weekly, quarterly and other periodic financial
news services.

It is inevitable, in view of the volume of security ownership reports which are
received by the Commission -- a volume which presently averages about 100
reports each work day -- that many questions involving the interpretation or
application of the reporting requirements to particular situations are presented
daily to the Commission’s staff. Many such questions relate to indirect beneficial
ownership of securities held by the reporter’s spouse or other member of his
intimate family group, his so-called holding company, or a personal trust in which
he has some interest. But the problems extend also to a great variety of other
phases of the requirements. Consequently, a considerable portion of the time of
the examining section assigned to this work is spent in rendering informal
administrative interpretations of the applicable statute or rules as they may relate
to the particular facts and circumstances presented; in answering personal,
telephone, and correspondence requests for advisory assistance as to the
simplest method of preparing necessary forms; and in explaining the scope of the
items of information contained in the forms. Of the 4,223 outgoing letters which
originated last year in the examining section in charge of these ownership
reports, it is estimated that one-half contained such informal advisory assistance



afforded in particular cases, while during the same period hundreds of telephone
and personal inquiries seeking such help were also given appropriate attention.

The security ownership and transaction reports on all Forms are available for
public inspection as soon as they are flied at the headquarters office of the
Commission, and reports on Forms 4, 5 and 6 may likewise be inspected also at
the particular exchange with which an additional copy of each report relating to
the issuer concerned must be filed. For the purpose of making the information
contained in all reports more readily accessible to interested investors, the
Commission compiles and publishes such information in a monthly official
Summary of Security Transactions and Holdings which is widely distributed
among individual investors, newspaper correspondents and press services, and
other interested persons. Copies of these summaries are also available to the
public at each regional office of the Commission and each national securities
exchange.

SOLICITATION OF PROXIES, CONSENTS, AND AUTHORIZATIONS

Under three of the Acts it administers -- Sections 14(a) of the Securities
Exchange Act of 1934, 12(a) of the Public Utility Holding Company Act of 1935
and 20(a) of the Investment Company Act of 1940 -- the Commission is
authorized to prescribe rules and regulations concerning the solicitation of
proxies, consents, and authorizations in connection with securities of the
companies subject to those Acts. Pursuant to this authority the Commission has
adopted Regulation X-14, which is designed to protect investors by requiring the
disclosure of certain information to them and by affording them an opportunity for
active participation in the affairs of their company. Essentially, this Regulation
makes unlawful my solicitation of any proxy, consent or authorization which is
false or misleading as to any material fact or which omits to state any material
fact necessary to make the statements already made not false or misleading.
Under the Regulation it is necessary, in general, that each person solicited be
furnished such information as will enable him to act intelligently upon each
separate matter in respect of which his vote or consent is sought. The proxy rules
set forth in this Regulation also contain provisions which enable security holders
who are not allied with the management to communicate with other security
holders when the management is soliciting proxies. In the Commission’s view the
development of these Rules has already contributed distinctly to a revitalization
of the democratic process in the conduct of corporate affairs. [Footnote: An
example of one type of regulatory problem presented under the proxy rules is
formed in S.E.C. v. Transamerica, discussed herein at p. 106]

Statistically, it may be noted that last year the Commission received and
examined under Regulation X-14 both the preliminary and definitive material
required with respect to 1,670 such solicitations as well as “follow up” material
employed in 390 instances.



UNLISTED TRADING PRIVILEGES ON EXCHANGES
On Registered Exchanges

As of June 30, 1946, 965 stock issues were admitted to unlisted trading on the
registered exchanges. Of these, 569 issues were fully listed and registered on
exchanges other than those on which unlisted trading privileges existed and 396
issues had only an unlisted trading status so far as the registered exchanges are
concerned. [Footnote: Of the 396 issues, 9 were also listed upon exempted
exchanges.]

The 396 issues having only an unlisted status aggregated 374,597,021 shares,
or about 13.2 percent of the entire 2,832,452,776 shares admitted to trading on
the registered exchanges. 316 of the issues were on New York Curb Exchange
only, 13 were on that exchange and one or another of the exchanges outside of
New York, and 67 were on the latter exchanges only. 296 of the issues were of
domestic corporations, 70 were of Canadian corporations, and 30 were American
depositary receipts for shares of foreign issues. Reported trading volume in the
396 issues for the calendar year 1945 was 54,271,815 shares, consisting of
43,191,756 shares traded in domestic issues, 8,083,380 in Canadian issues and
2,996,679 in the American depositary receipts, and amounting to about 7.1
percent of the total share volume traded on these exchanges.

As of June 30, 1946, 132 bond issues were admitted to unlisted trading on the
registered exchanges. Of these, 16 issues were fully listed and registered on
exchanges other than those on which unlisted trading privileges existed and 116
issues had only an unlisted trading status. The 116 issues aggregated
$1,155,904,721 principal amount and were practically all on New York Curb
Exchange.

The decline in the aggregate of stock and bond issues admitted only to unlisted
trading has continued in accordance with the expectation of Congress, as
mentioned annually in these reports. Most of the net reduction of 37 stock issues
during the past fiscal year was occasioned by retirement of preferred stocks and
by the listing and registration of previously unregistered issues or their
successors. The net reduction of 33 bond issues followed largely upon the
progress made by utility holding companies in adjusting their capital structures
pursuant to integration proceedings under the Public Utility Holding Company Act
of 1935.

On Exempted Exchanges

As of June 30, 1946, 42 stock issues and 1 small bond issue were admitted to
unlisted trading on the exempted exchanges. Of the stocks, 5 issues were also



listed and registered on one or another of the registered exchanges and 1 issue
was admitted to unlisted trading on a registered exchange. The residue consisted
of 36 issues aggregating 5,652,140 shares, all but 1 issue among these being on
the Honolulu Stock Exchange, as was the $140,000 bond issue previously
mentioned.

Applications for Unlisted Trading Privileges [Footnote: For a Discussion of
Section 12(f), pursuant to which unlisted trading privileges are granted, see
Tenth Annual Report, pages 58-60.]

During the fiscal year applications filed pursuant to Clause (2) of Section 12 (f) of
the Act were granted permitting unlisted trading on the Boston Stock Exchange
with respect to 22 issues; Chicago Stock Exchange, 18 issues; Cleveland Stock
Exchange, 8 issues; Philadelphia Stock Exchange, 15 issues; Pittsburgh Stock
Exchange, 11 issues; and St. Louis Stock Exchange, 4 issues. All of the
applications granted were for stocks. An application of the Pittsburgh Stock
Exchange with respect to one stock issue was denied. Applications filed pursuant
to Clause (3) of Section 12(f) of the Act were granted during the year to Chicago
Stock Exchange and New York Curb Exchange with respect to common stock of
the United Light and Railways Co., subject to certain terms and conditions.
[Footnote: The United Light and Railways Co., Securities and Exchange Act
Release No. 3788.]

Changes in Securities Admitted to Unlisted Trading Privileges

Whenever a security admitted to unlisted trading privileges is changed only with
respect to its title, maturity, interest rate, par value, dividend rate, or amount
authorized or outstanding, its privileges are retained on condition merely that the
exchange notify the Commission, pursuant to Rule X-12F-2(a), of the change
occurring in the security promptly after learning of it. During the year numerous
such notifications were received from the exchanges.

In the event, however, that changes more comprehensive than those
enumerated above are effected in an unlisted security, unlisted trading privileges
in the altered security may be continued only if the Commission finds, upon
application by the exchange pursuant to Rule X-12F-2(b), that such altered
security is substantially equivalent to the security previously admitted to such
privileges. During the year applications filed pursuant to this Rule were granted
with respect to 1 bond issue on New Orleans Stock Exchange, 1 stock issue on
Los Angeles Stock Exchange, 10 stock issues and 1 bond issue on New York
Curb Exchange, and 1 stock issue on San Francisco Stock Exchange. In
addition, New York Curb Exchange was permitted to withdraw applications
involving 4 stock issues upon being advised by the Commission that the
applications would be denied.



DELISTING OF SECURITIES FROM EXCHANGES
Securities Delisted by Application

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

Pursuant to this Section and in accordance with the procedure prescribed by
Rule X-12D2-1(b), 3 issues, were delisted upon application of their issuers and
12 issues were delisted upon application of exchanges during the fiscal year. In
three instances the same issue was delisted from two exchanges upon their
respective applications so that the total delistings, including this duplication,
numbered 18. In each of these cases the application was granted without the
imposition of any terms upon the delisting. Of the three issues delisted upon
application of issuers, one remained listed and registered on another exchange,
one had become very closely held with only a few shares in public hands and
with no exchange activity in recent years, and the issuer of one was in course of
dissolution.

During the year the Commission considered the application of Suburban Electric
Securities Company to withdraw its preferred and common shares from listing
and registration on the Boston Stock Exchange. The application was granted
subject (1) to the condition that the withdrawal should not become effective until
after the applicant had submitted the delisting proposal to its shareholders and
obtained their consent, and (2) to certain other conditions relating to adequacy of
disclosure in the event the securities in question were withdrawn from listing and
registration. [Footnote: Suburban Electric Securities Company, Securities
Exchange Act Release Nos. 3822 and 3829.]

This was the third occasion on which the Commission had imposed material
terms upon the granting of a delisting application; the first two such cases were
those of Shawmut Association and The Torrington Company, each of which had
applied to withdraw its Common stock from listing and registration on the Boston
Stock Exchange. [Footnote: For a discussion of the two previous cases see
Eleventh Annual Report, p. 19. During the fiscal year the Commission dismissed
the application of the Shawmut Association. The Torrington Company and
Suburban upon being advised that each had determined not to solicit its
shareholders’ consent to the proposed delisting.] The terms imposed in these
three cases were similar to the extent that the assent of shareholders to the
proposed delisting was required, although the precise terms of each in this
respect differed. In the Suburban case the terms required that solicitation of



shareholders’ assets be made by the applicant within 30 days from the date of
issuance of the Commission order granting the application. Moreover, the order
required consent by two-thirds of the company’s common and preferred
shareholders and by the holders of two-thirds of the shares of each class.
Furthermore, the terms in the Suburban case provided, in the event delisting of
the securities became effective, (1) that prior to purchasing any of its shares the
applicant should furnish the seller with a statement stating that the applicant was
the purchaser and setting forth specified information relevant to its securities, as
well as a consolidated balance sheet, itemized surplus statement, and profit and
loss statement of the applicant and its subsidiaries as of a specified date, and (2)
that the applicant should mail to the Commission a copy of the financial
statements intended to be furnished to security holders as mentioned above prior
to the use of such statements and also mail to the. Commission a monthly
statement setting forth certain specified information relative to the number of its
own shares that it had purchased. These latter terms were imposed in view of the
fact that the Commission found financial statements issued by Suburban to its
shareholders in the past had not set forth the status of the trust clearly or in
accordance with sound accounting principles and that Suburban had been
engaged in a consistent program of buying in its own shares from public holders
while members of the management, familiar with the company’s affairs and
prospects, retained their shares, in effect using the company to increase their
relative percentages of its outstanding securities.

Securities Delisted by Certification

Under Rule X-12D2-2(a) an exchange may remove from listing and registration,
upon certification to the Commission, securities which have been paid at
maturity, redeemed or retired in full, or which have become exchangeable for
other securities. During the year 444 issues of 310 issuers were delisted upon
certification by exchanges under this Rule. Some of these issues were delisted
from more than one exchange; total delistings, including these duplications,
numbering 510. In many instances successor issues of those delisted under this
Rule were subsequently listed and registered on the exchange. Rule X-12D2-
1(d) provides that an exchange may remove any security from listing and
registration if trading therein has been terminated pursuant to a rule of the
exchange requiring such termination whenever the security becomes listed and
admitted to trading on another exchange. Pursuant to this Rule, six issues of six
issuers were delisted from New York Curb Exchange when they became listed
and registered on New York Stock Exchange.

Securities Removed From Listing on Exempted Exchanges

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



SECURITIES EXEMPTED FROM REGISTRATION
Exempted Securities Removed From Exchange Trading

During the year 13 issues of 8 issuers which had been previously admitted to
exchange trading under a temporary exemption from Section 12(a) of the Act
pursuant to Rules X-12A-1, X-12A-2 or X-12A-3 were removed from such trading
by action of the exchanges involved. The reasons for these removals were that
one issue had been paid at maturity; two had been called for redemption; two
had had no exchange activity for many years; the three issuers of the remaining
eight issues were involved in reorganizations as a result of which these issues
had either been eliminated or become exchangeable for other securities which
were not admitted to exchange trading.

Temporary Exemption of Substituted or Additional Securities

In order to provide continuity of exchange trading in eases where securities
previously listed or admitted to unlisted trading privileges have come to evidence
other securities, Rule X-12A-5 affords to such securities a temporary exemption
from the registration requirements of Section 12(a) of the Act to the extent
necessary to render lawful the effecting of transactions therein on the exchange.

Notification of the admission to trading under this Rule with respect to 144 issues
of 127 issuers were received from the various exchanges during the year. In
some instances the same issue was admitted to trading on more than one
exchange, so that the total admissions to such trading, including these
duplications, numbered 181. These figures include many instances in which the
Rule was utilized to permit exchange trading in additional shares of stock
resulting from the numerous stock split-ups and stock dividends which occurred
during the year.

STABILIZATION AND MANIPULATION
Manipulation

In its administration of the provisions of the Securities Exchange Act of 1934
relating to the manipulation of securities markets, the Commission’s policy is to
attempt to detect manipulative practices at their inception, before the public has
been harmed. At the same time, it seeks to avoid interfering with the legitimate
functioning of the securities markets. In brief, the Commission’s investigations in
this area take two forms. The “flying quiz,” or preliminary investigation, is
designed to detect and discourage incipient manipulation by a prompt
determination of the reason for unusual market behavior. If a legitimate reason



for the activity is uncovered, the ease is closed. If more extended investigation
seems required, a formal order is sought of the Commission under which
members of the staff are empowered to subpoena pertinent material and take
testimony under oath. These formal investigations often cover substantial periods
of time, and trading operations involving large quantities of shares are carefully
scrutinized.

The Commission keeps confidential the fact that any security is under
investigation so that the market in the security may not be unduly affected or
reflections be unfairly cast upon individuals or firms whose activities are being
investigated. As a result, the Commission occasionally receives criticism for
failing to investigate situations when, in fact, it is actually engaged in an intensive
investigation of those very matters.

(chart omitted)
Stabilization

During the fiscal year ended June 30, 1946, the Commission continued the
administration of Rules X-17A-2 and X-9A6-1. Rule X-17A-2 requires the filing of
detailed reports of all transactions incident to offerings in respect of which a
registration statement has been filed under the Securities Act of 1933 where any
stabilizing operation is undertaken to facilitate the offering. Rule X-9A6-1 governs
stabilizing transactions in securities registered on national securities exchanges,
effected to facilitate offerings of securities so registered, in which the offering
prices are represented to be “at the market” or at prices related to market prices.

Of the total registration statements filed during the 1946 fiscal year, about two-
thirds, or 504, contained a statement of intention to stabilize to facilitate the
offerings covered by such registration statements. Because of the fact that a
registration statement sometimes covers more than one class of security, there
were 660 offerings of securities in respect of which a statement was made, as
required by Rule 827 under the Securities Act, to the effect that a stabilizing
operation was contemplated Stabilizing operations were actually conducted to
facilitate 96 of these offerings. In the case of bonds, public offerings of
$188,195,000 principal amount were stabilized. Offerings of stock issues
aggregating 18,797,323 shares and having an aggregate estimated public
offering price of $515,548,900 were also stabilized. In connection with these
stabilizing operations, 9,154 stabilizing reports were filed with the Commission
during the fiscal year. Each of these reports has been analyzed, thereby enabling
the staff to determine whether the stabilizing activities were lawful.

To facilitate compliance with the Commission’s Rules on stabilizing and to assist
issuers and underwriters to avoid violation of the statutory provisions dealing with
manipulation and fraud, many conferences were held with the representatives of
such issuers and underwriters and many written and telephone requests were



answered. A total of 2,118 letters and memoranda of such conferences and
telephone requests and memoranda to the regional offices of the Commission
were written in connection with the administration and enforcement of the
stabilization and manipulation statutory provisions and regulations.

REGULATION OF BROKERS AND DEALERS IN OVER THE COUNTER
MARKETS

Registration

Brokers and dealers using the mails, or means or instrumentalities of interstate
commerce, to effect transactions in securities on over the counter markets are
required by Section 15(a) of the Securities Exchange Act to be registered with
the Commission pursuant to Section 15(b) of that Act. An exemption is, however,
granted to those brokers and dealers whose business is exclusively intrastate or
exclusively in exempted securities. The following tabulation reflects certain data
with respect to registration of brokers and dealers during the fiscal year ended
June 30, 1946.

Registration of brokers and dealers under Section 15(b) of the Securities
Exchange Act of 1934, fiscal year ended June 30, 1946

Effective registrations at close of preceding fiscal year: 4,046
Effective registrations carried as inactive: 93

Registrations placed under suspension during preceding fiscal year: 1
Applications pending at close of preceding fiscal year: 20
Applications filed during fiscal year: 644

Total: 4,804

Applications withdrawn during year: 13

Registrations withdrawn during year: 482

Registrations canceled during year: 45

Registrations denied during year: 1

Registrations revoked during year: 8

Registrations effective at end of year: 4,132



Registrations effective at end of year carried as inactive: 80
Applications pending at end of year: 43

Total: 4,804

Broker-Dealer Inspections

Broker-dealer inspections, undertaken pursuant to Section 17 of the Securities
Exchange Act for the purpose of determining whether registrants are in
compliance with the requirements of law, totaled 603 during the 1946 fiscal year.
Infractions, which were discovered in about one-third of these inspections, were
of varying degrees of seriousness.

Seventeen inspections revealed unsatisfactory financial conditions requiring
immediate corrective action or continued surveillance. In 134 inspections, the
reports revealed transactions at prices at such variance with prevailing market
prices as to raise some question as to fair treatment of customers. In 108
inspections, the reports contained information indicating noncompliance with the
provisions of Regulation T relating to the extension of credit. In 36 inspections,
questions were raised concerning improper hypothecation and commingling of
customers’ securities and use of customers’ free funds. In 25 inspections, it was
discovered that firms took secret profits in agency transactions by
misrepresenting the prices at which orders had been executed.

Whenever infractions are discovered, efforts are made to determine whether they
are the result of carelessness or represent a policy of indifference or willfulness
on the part of the responsible management. The Commission has continued its
established policy in calling minor infractions to the attention of the firm at the
time of the inspection so that corrective measures may be taken immediately.
Subsequent check-ups are then made in order to determine whether the
promised corrections have been effected. In some instances, however, the
infractions are of serious nature, requiring further inquiry or investigation. During
the 1946 fiscal year, 39 inspections resulted in inquiry or investigation beyond the
scope of the inspection.

Administrative Proceedings

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

Record of broker-dealer proceedings and proceedings to suspend or expel from
membership in a national securities association instituted pursuant to Sections
15(b) and 15A of the Securities Exchange Act of 1934



Proceedings on revocation of registration pending at beginning of fiscal year: 2

Proceedings on revocation of registration and suspension or expulsion from
NASD pending at beginning of fiscal year: 5

Proceedings ordered during year on revocation of registration: 6

Proceedings ordered during year on revocation of registration and suspension or
expulsion from NASD: 4

Proceedings ordered during year on denial of registration: 5

Proceedings ordered on question of terms and conditions on withdrawal of
registration: 1

Total: 23

Revocation proceedings and proceedings to expel or suspend from NASD
dismissed, registration and membership continued: 1

Denial proceedings dismissed on withdrawal of application: 2
Registrations denied: 1

Registrations revoked: 8

Registrations revoked and firms expelled from NASD: 1
Firms suspended from membership in NASD: 1

Revocation proceedings pending at end of fiscal year: 2

Revocation proceedings and proceedings to expel or suspend from NASD
pending at end of fiscal year: 4

Denial proceedings pending at end of fiscal year: 2

Proceedings pending on question of terms and conditions on withdrawal of
registration: 1

Total: 23

Among those proceedings resulting in revocation of registration was the action
against Oxford Company, Inc., of Washington, D. C. The transactions upon



which the Commission made its findings were between the firm and two of its
customers, elderly women to whom the firm owed fiduciary duties, and involved
considerable cross trading between their accounts. In transactions with these
customers, the firm habitually confirmed as principal and at a profit to itself. The
Commission concluded that the firm, under the duty to act as a broker for these
two customers, had obtained secret profits in effecting cross transactions
between customer accounts as principal, and had willfully violated the antifraud
provisions of Section 17(a) of the Securities Act and Sections 10(b) and 15(c)(1)
of the Securities Exchange Act. The Commission emphasized that, under all the
circumstances of the case, the riskless character of the transactions was itself
evidence of an agency relationship. The firm had the complete trust and
confidence of the customers; it solicited them to buy specific securities which it
recommended; it knew that these securities were not in inventory and that it
would have to go into the market to obtain them to fill orders; it knew also that it
could obtain the securities without any risk of its own funds. The Commission
held that under all of the circumstances the firm was under the duty to act as
agent for the customer in the absence of explicit and informed consent to the
firm’s acting as principal.

In a case of considerable interest to underwriters and securities dealers
generally, the Commission suspended from membership in the NASD for a
period of 10 days, beginning March 16, 1946, the New York firm of Van Alstyne,
Noel and Co. upon a finding that the firm had willfully violated Section 5(a)(1) of
the Securities Act of 1933. On December 14, 1945, approximately a month and a
half prior to the filing of a registration statement, this firm entered into
arrangements with Andrew J. Higgins, President of Higgins, Inc., for the
underwriting of 900,000 shares of common stock of Higgins, Inc. Having
completed the formation of a so-called “underwriting group” consisting of itself
and 74 dealers throughout the country, the firm on or about January 10, 1946,
completed the formation of a selling group consisting of about 160 dealers
throughout the country and allotted specific amounts of shares to these latter
dealers, who in turn allotted shares to their customers. A registration statement
covering this issue of securities was finally filed on January 30, 1946, some 20
days after the formation of the selling group. The Commission found, on these
admitted facts, that there had been a sale of Higgins common stock prior to its
effective registration. In reaching this conclusion, the Commission considered
that clause of Section 2 (3) of the Securities Act which excepts “preliminary
negotiations or agreements between an issuer and any underwriter” from the
definition of “sale.” The firm’s activities, however, were found to have exceeded
mere negotiations with underwriters and to have involved sales to members of
the selling group and to members of the public. Commenting on the
Congressional intent to outlaw offers or sales to selling group members prior to
the effective date of the registration statement, the Commission also pointed out
that a prohibition against making “offers to buy” had been expressly included in
the prohibition of Section 5(a)(1) for the specific purpose of preventing
underwriters from discriminating against dealers who did not make offers to buy



between the period of the filing of the registration statement and its effective
date.

After prolonged proceedings, the Commission on January 22, 1946, issued its
findings and opinion and ordered revocation of the registration of Norris and
Hirshberg, Inc., of Atlanta, Ga. The Commission found that in fixing prices which
were unaffected by the operation of a free, open and competitive market without
disclosing the nature of its market, in dealing as a principal with uninformed
customers and customers who had given it powers of attorney, and in trading
excessively for accounts as to which it had discretionary powers, this firm had
engaged in activities which were fraudulent and illegal under Section 17(a) of the
Securities Act of 1933 and Sections 10(b) and 15(e)(1) of the Securities
Exchange Act of 1934. On April 29, 1946, Norris and Hirshberg, Inc., filed a
petition for review of the Commission’s order in the United States Court of
Appeals for the District of Columbia, and on May 2, 1946, the Court entered an
order by stipulation staying the Commission’s order pending further order of the
Court. The Court conditioned its stay order upon conformance by the firm with its
stipulation and agreement with the Commission not to engage during the
pendency of the review in acts or practices violating the above-mentioned
provisions of the statutes.

SUPERVISION OF NASD ACTIVITY

The National Association of Securities Dealers, Inc., continued to be the only
national securities association registered as such with this Commission. During
the year ended June 30, 1946, membership increased from 2,290 to 2,514, a
gain of 224 members.

Disciplinary Proceedings

Final action of 19 disciplinary cases against members was reported to the
Commission by the Association in the year ending June 30, 1946. Of these 19
cases, complaints were dismissed or withdrawn in 6 instances; in 4 cases
violations were found and the members censured; and in the remaining 9 cases
violations were found and the firms involved were fined an aggregate of $3,950 in
amounts ranging in particular cases from $1,000 to $200. In this last group of
cases, collateral penalties such as censure or an agreement pledging future
observance and compliance with the rules were sometimes also included and, in
addition, in 3 such cases costs, in varying amounts up to $250, were also
imposed on the members found to have violated Association rules.

During the year the Commission found it appropriate to refer, for whatever action
the association might find advisable, facts concerning the business practices of
11 different member firms. Three such cases had been pending at the beginning
of the year. During the year, final action by the association was reported to the



Commission on seven such cases and seven cases were still in process at the
year end.

Commission Review of Disciplinary Action or Denial of Membership

Section 15A (g) of the Securities Exchange Act of 1934 provides for review by
the Commission, on application by an aggrieved party, of disciplinary action by
the Association against any member or of denial of membership by the
Association to any broker or dealer. Four such cases came before the
Commission in the 1946 fiscal year, two of which were decided during the year
and the remaining two were pending at the year end.

On August 7, 1945, the Commission by order, after hearing and oral argument,
dismissed a review proceeding brought by Thomas Arthur Stewart, a member
who had been found by the Association to have violated its rules of fair practice
and had been suspended from membership for 1 year. [Footnote: Thomas
Arthur Stewart, Securities Exchange Act Release No. 3720.] The Commission’s
opinion included findings that Stewart had violated the Association’s rules of fair
practice, and that his conduct had been inconsistent with just and equitable
principles of trade in that he had recommended to and executed for certain
customers purchases and redemptions of shares of open-end investment
companies, timed in relation to dividend dates so as to obtain multiple dividends,
without having reasonable grounds for believing his recommendations to be
suitable for such customers and without making adequate disclosure as to (a) the
manner of determining the prices of such shares, (b) the effect of dividends on
such prices, and (c) the amount of selling charges included in the prices of
shares purchased by the customer. In effect, the dismissal of the review
proceeding affirmed the decision and the penalty imposed by the Association.

At the end of the fiscal year another such appeal from Association disciplinary
action was also pending before the Commission. [Footnote: On July 12, 1946,
the Commission issued a memorandum Opinion and order identifying this case
without considering or deciding any of the substantive questions raised in the
application for review, the Commission denied the motion of the applicant,
Herrick, Waddell & Co., Inc., to open the record to admit evidence of business
practices adopted after the completion of transactions forming the basis of
disciplinary action, holding that such evidence was not relevant to show whether
any transactions had been in violation of the Association’s rules. See National
Association of Securities Dealers, Inc., District Business Conduct Committee, No.
11, v. Herrick, Waddell and Co., Inc., Securities Exchange Act Release No.
3831.] There was also then before the Commission a petition by Foelber-
Patterson, Inc. seeking review by the Commission of action of the Association in
denying membership to the applicant. [Footnote: On Sept. 4, 1946, the
Commission by order set aside the action of the Association denying
membership to Foelber-Patterson Inc., and required the admission of the firm to
membership. The question at issue was whether the recent registration of



Foelber-Patterson Inc., with the Commission as a broker-dealer removed the
disqualification from membership resulting from the Commission’s revocation of
the broker-dealer registration of Central Securities Corp., of which Foelber and
Patterson had been officers and directors, on Apr. 3, 1942 (see Central
Securities Corp., 11 S.E.C., 98 (1942)). In effect, the Commission held that the
broker-dealer registration of Foelber-Patterson Inc., removed the disqualification
insofar as the revocation order against Central Securities Corp. related to
Foelber and Patterson. See Foelber-Patterson Inc, Securities Exchange Act
Release No. 3847.]

Commission Action on Petitions for Approval of or Continuation in
Membership

Section 15A(b)(4) of the Securities Exchange Act of 1934 and the bylaws of the
Association bar from association membership persons under specific disabilities,
including those who have been expelled from a registered securities association
for violating any rule which prohibits conduct inconsistent with just and equitable
principles of trade, unless the Commission approves or directs the admission of
that person as appropriate in the public interest. In the year here under review,
three cases came before the Commission pursuant to this statutory provision.
One of the cases was decided during the year and two were pending at the year
end.

The Commission on May 28, 1946, after hearing, by order approved a petition
filed by the Association on behalf of John L. Godley for approval of his
application for membership. [Footnote: See John L. Godley, Securities
Exchange Act Release No. 3823.] Godley had been expelled by the Association
in 1942 for violations of its rules of fair practice which prohibit conduct
inconsistent with just and equitable principles of trade, and as a consequence,
was ineligible for membership unless the Commission approved or directed his
membership as appropriate in the public interest. The matter came before the
Commission after the district committee of original jurisdiction and the Board of
Governors of the Association had considered his application and recommended
that the Commission admit him to membership.

At the year end, a somewhat similar petition filed by the Association on behalf of
Greene & Company was before the Commission for decision. The petition on
behalf of Greene and Company asked that the firm be continued in membership.
with W. F. Thompson acting as a partner or an employee. Thompson had been
expelled by the association in 1942 for violations of the rules of fair practice
which prohibit conduct inconsistent with just and equitable principles of trade.
This expulsion created a barrier to membership by any firm employing
Thompson, and made Thompson ineligible for direct membership, absent
Commission approval or direction. As in the Godley case, the petition for
Commission approval of the continuance of Greene & Company in membership



was filed by the Association after the District Committee and the Board of
Governors had considered and conditionally approved the application.

The other pending case arose from a petition filed by Lawrence R. Leeby for
admission to membership in the Association notwithstanding the fact that the
Association had expelled with from membership in 1942 and that the
Commission had in 1943 revoked his broker-dealer registration. Leeby’s petition
requested that the Commission exercise its administrative discretion in his favor,
as far as Association membership was concerned, and it was coupled with an
application for registration with the Commission as a broker.

Registered Representative Rule

The Association on July 31, 1945, filed with the Commission as amendments to
its registration statement, after requisite approval by the Board of Governors and
the membership, a series of amendments to the bylaws and rules requiring that
no member should permit any person to manage, supervise, solicit or handle
securities business, trade in or sell securities or solicit investment advisory or
investment management business, unless that person was registered with the
Association as a “registered representative.” Registered representatives must
agree to be bound by the articles of incorporation, bylaws and rules of the
Association, and duly authorized rulings, orders, directions, decisions and
penalties. The rules also provide that a person may not become registered if he
is subject to an order of the Association suspending or revoking his registration
or if he is subject to any of the disqualifications for which brokers and dealers
may be refused or discontinued in membership. However, under Section
15A(b)(4) of the Act, the Commission may approve or direct admission into or
continuance of membership notwithstanding the member’s control of a person
with a disqualification.

The statute does not require affirmative Commission approval before
amendments to the Association’s rules may become effective, although it does
require the Commission to disapprove any amendment unless it is found to be
consistent with the applicable statutory standards. In order to give all interested
parties an opportunity to be heard on the proposed amendments, the
Commission held a public hearing at which arguments were made both for and
against the proposal. In an opinion dated September 19, 1945, the Commission,
after a detailed exposition of the reasons for the proposed amendments and their
implications, found that they were consistent with the statutory standards and
announced that it would not disapprove them. [Footnote: National Association of
Securities Dealers, Inc., Securities and Exchange Act Release No. 3734]

On December 31, 1945, various members of the Association and a few
nonmembers filed a petition in the District Court for the Southern District of New
York to require the Commission to enter a formal order in connection with its
determination not to disapprove the amendments, so that the petitioners might



take an appeal to the circuit Court of Appeals. After argument on a motion by the
Commission to dismiss this petition for lack of jurisdiction in the District Court, the
petition was withdrawn. Thereupon the same petitioners filed a similar petition in
the Circuit Court of Appeals for the Second Circuit, which was denied without
opinion on March 9, 1946. The Commission took the position that the statute did
not contemplate a formal order when the Commission failed to exercise its veto
power over amendments to the Association’s rules.

As a result of these amendments and because of the Commission’s residual
supervisory duties, a substantial number of cases may come before the
Commission on review of action by the association in denying membership to
broker-dealers employing persons who are not qualified to be registered
representatives.

LITIGATION UNDER THE ACT

During the past fiscal year the Commission instituted its first actions for injunction
based solely on violation of Regulation T, the margin regulation promulgated by
the Board of Governors of the Federal Reserve System for certain categories of
broker-dealers pursuant to Section 7(c) of the Act. Effective February 5, 1945,
the Board had increased the general margin requirement from 40 percent to 50
percent; effective July 5, 1945, it was increased to 75 percent; and effective
January 21, 1946, it was made 100 percent. On October 16, 1945 the
Commission instituted three companion actions in the United States District
Court at Cleveland One action was against Butler, Wick & Co., a New York Stock
Exchange member house with offices in Youngstown, Ohio; another against
Hirsch & Co., a member firm with offices in New York and Cleveland; and the
third against two firms jointly, the S. T. Jackson & Co., Inc., an over-the-counter
firm in Youngstown, and A. E. Masten & Co., a member house in Pittsburgh
which acted as correspondent of the Jackson firm in effecting transactions on the
New York Stock Exchange. Richard C. Brown, of Youngstown, and First
Mahoning Co., an investment company controlled by Brown, were named as
defendants in all three of the actions. [Footnote: S.E.C. v. Butler, Wick and Co.,
Richard C. Brown, and First Mahoning Company (N.D. Ohio); S.E.C. v. Hirsch
and Company, Richard C. Brown, and First Mahoning Company (N.D. Ohio);
S.E.Cv. A. E. Masten and Co., Richard C. Brown, and First Mahoning Company
(N.D. Ohio)] The charges in these cases are that the first three broker-dealer
firms repeatedly violated Regulation T by overextensions of credit to Brown and
his investment company; that the Masten firm overextended credit directly to the
Jackson firm, its over-the-counter correspondent, and indirectly through the
Jackson firm to Brown and his investment company, customers of the Jackson
firm; and that Brown and his investment company aided and abetted all of these
violations. On November 16, 1945, the court entered a final injunction against the
Jackson firm by default. On the same day the court entered preliminary
injunctions by consent in all three eases restraining Brown and First Mahoning



Co. from inducing the four defendant firms or any other broker dealer to effect
unlawful transactions of the types alleged in the complaints. At the close of the
fiscal year Brown and First Mahoning Co. were in default of an answer, and the
actions against the other three broker-dealer firms were awaiting trial.

In Securities and Exchange Commission v. Patrick A. Trapp, the Commission
brought suit to enjoin a broker-dealer from selling oil royalties at prices unrelated
either to his own contemporaneous cost or to reasonable estimates of
recoverable oil. [Footnote: D. N. Dak., complaint filed June 12, 1946] Although
this doctrine is to be newly tried in the courts, the basis thereof has been laid in
quasi-judicial proceedings before the Commission. The Commission sought at
the same time to enjoin Trapp, whose broker-dealer registration had been
previously revoked for fraud in connection with the sale of such securities, from
continuing to engage in the business of an over-the-counter broker-dealer
without registration, and from selling oil royalties by means of various
misrepresentations. The case was pending at the close of the fiscal year.

There were two cases in which the Commission sought mandatory injunctions to
require registered broker-dealers to permit an examination to be made of their
books and records pursuant to Section 17(a) of the Act and the Commission’s
bookkeeping rules. In the first case, Securities and Exchange Commission v.
Maurice A. Sharkey, the District Court for the Western District of Washington
entered a summary judgment of mandatory injunction on December 10, 1945. In
the second case, Securities and Exchange Commission v. Nevada QOil Co., which
was pending in the District Court for the Northern District of Texas at the end of
the fiscal year the registrant, after refusing access to Commission investigators
on several occasions, filed an application to withdraw from registration as a
broker-dealer. [Footnote: The complaint was filed on June 18, 1946] Thereupon
the Commission filed its action for mandatory injunction and at the same time, in
order to prevent the withdrawal of the application from becoming automatically
effective under the Commission’s Rules, instituted an administrative proceeding
to determine whether withdrawal from registration should be conditioned upon
the company’s first permitting the required examination of its books and records
to be made. This administrative proceeding, which is the first of its kind ever
instituted by the Commission, was likewise pending at the end of the fiscal year;
the Commission had postponed the administrative hearing in order to permit the
court action to go ahead first.

One manipulation case was Pending in the courts during the fiscal year. In
Securities and Exchange Commission v. Frank W. Bennett and The Federal
Corp., the Commission had filed a complaint in the District Court for the Southern
District of New York on June 28, 1945, to enjoin the defendants from violating
Section 9(a)(2) of the Act.

It was alleged that they had manipulated the market for the common stock of Red
Bank Oil Co. on the New York Curb Exchange while a registration statement was



pending under the Securities Act of 1933 with respect to a proposed offering of a
large block of that stock “at the market.” On August 20, 1945, the court denied
the Commission’s motion for preliminary injunction. [Footnote: 62 F. Supp. 609.]
The Commission’s evidence that the defendants’ raising of the price on the Curb
from 1 and three quarters to 2 would increase the proceeds to them of the
proposed offering by approximately $100,000 was not held to be sufficient
evidence of a manipulative purpose. [Footnote: Various administrative
proceedings affecting the registration statements of Red Bank Oil Co. under the
Securities Act of 1933 and the Securities Exchange Act of 1934 are described
elsewhere in this report.] Instead of appealing from the denial of its motion for
preliminary injunction, the Commission decided to go to trial on the merits, and
the case was awaiting trial at the end of the fiscal year.

There were two civil actions during the year in which the Commission obtained
injunctions against various fraudulent practices by broker-dealers. In Securities
and Exchange Commission v. Financial Service Inc., the District Court for the
Southern District of Indiana, on August 28, 1945, enjoined the defendant, a
registered broker-dealer, as well as Oscar F. Koenig, his wife, and Mrs. Mildred
Martin, officers and directors of the company, from soliciting and accepting funds
and orders from customers without disclosing to them that the firm was insolvent.
The defendants were enjoined at the same time from falsely representing to
customers the prices at which the firm effected purchases and sales, such
misrepresentations having enabled the firm to realize secret profits while acting
as agent for its customers. [Footnote: The Commission subsequently revoked
the firm’s broker-dealer registration. Securities Exchange Act Release No. 3774
(Jan. 8, 1946)] The Commission also sought the appointment of a receiver, but
the company succeeded in paying off its obligations to its customers and the
request was denied. In the second case, Securities and Exchange Commission
v. Gilbert M. Bates, the defendant consented to the entry of an injunction by the
District Court for the Northern District of lowa restraining him from engaging in
various fraudulent practices (the effecting of purchases and sales at prices not
reasonably related to the market without disclosing that fact, taking secret profits
by effecting transactions with customers at prices fixed by the defendant while he
purported to act as their agent, and violating the confirmation requirements) as
well as doing business as an over-the-counter broker-dealer without registration.

Judicial review of Commission action under the Securities Exchange Act was
sought in two cases, both discussed elsewhere in this report. Norris and
Hirshberg, Inc., v. S.E.C., which is pending in the United States Court of Appeals
for the District of Columbia, involves a petition to review a Commission order
revoking the petitioner’s broker-dealer registration for various violations of the
antifraud provisions of the Securities Act of 1933 and the Securities Exchange
Act of 1934. The second case involved the Commission’s opinion (previously
discussed herein) announcing the reasons for its refusal to disapprove certain
amendments to the bylaws of the National Association of Securities Dealers, Inc.,
setting up a system whereby employees of members have to be registered with



the association as “registered representatives.” Various persons sought
unsuccessfully to obtain judicial review first in the District Court for the Southern
District of New York and then in the Circuit Court of Appeals for the Second
Circuit.

Civil Actions Instituted Under the Securities and Exchange Act of 1934

The 1946 fiscal year has witnessed a continuation of the ever-growing need to
resort to the courts for injunctions under Rule X-10B-5 to protect investors. Rule
X-10B-5, adopted pursuant to Section 10(b) of the Securities Exchange Act of
1934, contains a general prohibition against fraud in the purchase or sale of
securities through certain channels. The violations which were enjoined during
the year generally involved combinations of situations where controlling
stockholders took advantage of investors in their companies by suppressing
information relating to recent and sharp improvement in the volume of business,
relating to increases in market value of portfolio securities, or other vital
information. These situations are further examples of the need for preventative
legislation asked for by the Commission in its report to the Congress of June 19,
1946, entitled “A Proposal to Safeguard Investors in Unregistered Securities.”

Violations of Rule X-10B-5 were sometimes coupled with infractions of other
Sections of the Act as well as violations of the Securities Act of 1933. For
example, in S.E.C. v. Financial Service, Inc., et al, [Footnote: U. S. District Court,
S. D., Evansville Division, Ind., August 28, 1945. False and misleading
statements to customers regarding prices of securities bought and sold, obtaining
secret profits, and the omission to disclose insolvency while soliciting and
accepting deposits of money and orders for the Purchase and sale of securities
from customers.] and S.E.C. v. Gilbert M. Bates, [Footnote: U.S. District Court, N.
D., Cedar Rapids Division, lowa, March 7, 1946. Sales to and purchases from
customers of securities at prices hearing no reasonable relation to prevailing
market prices, obtaining secret profits, false and misleading statements to
customers regarding the prices of securities bought and sold as well as the
amount of the Commission. Bates was also enjoined from violating tile
registration provisions of the Securities Exchange Act.] the Commission
obtained final judgments enjoining the defendants from violating the antifraud
provisions of the Securities Act as well as the antifraud sections of the Securities
Exchange Act.

In S.E.C. v. Boyd Transfer and Storage Co., et al the Commission obtained a
judgment enjoining violations of the fraud provisions of the Securities Exchange
Act of 1934 in the purchase of the securities of the company. [Footnote: U.S.
District Court, Fourth Division, Minneapolis, Minn., Dec. 5, 1945.] The case
involved false and misleading statements in the acquisition of preferred stock
regarding book value, net asset value, and net earnings of the company as well
as the benefits to be received by the management (majority common
stockholders) by the retirement of the preferred stock issues.



In S.E.C. v. Albert M. Greenfield, et al. the Commission instituted an action
charging that the defendants had violated the antifraud provisions of the
Securities Exchange Act in purchasing the debentures of Albert M. Greenfield &
Co. [Footnote: U.S. District Court, E. D., Pennsylvania, complaint filed Nov. 7,
1945.] It was charged that the defendants had made misleading statements
regarding the market price, and suppressed certain information, including the fact
that the net profits during 1944 and the sharply increased profits for the first 6
months of 1945 of Albert M. Greenfield & Co. were sufficient to pay cumulative
interest for past years as well as certain noncumulative interest obligations of the
company. It was further charged that the defendants failed to disclose the identity
of the purchaser and the market value of Albert M. Greenfield & Co.’s portfolio
and that the assets attributable to each outstanding debenture were substantially
in excess of the price offered. The action was dismissed on the Commission’s
motion upon the filing of a stipulation between the parties in which defendants
agreed to furnish audits of books for the years 1944 and 1945 to the indenture
trustee, to furnish copies of its certified annual reports including balance sheets,
profit and loss statements, and other data to debenture holders, to offer to
rescind its purchases of debentures since March 27, 1945, and to comply in the
future with Rule X-10B-5.

In S.E.C. v. Joseph M. Gentile, [Footnote: U.S. District Court, S.D., New York,
Jan. 30, 1946], S.E.C. v. Frank Cohen, American Caramel Company and B. F.
Rodda Candy Co.[Footnote: U.S. District Court, E.D., Pennsylvania Dec. 11,
1945] and S.E.C. v. Roy Irwin Mitchell [Footnote: U.S. District Court, N.D.,
Eastern Division, Ohio, Aug. 6, 1945] the Commission obtained judgments
enjoining the defendants from violating the antifraud provisions of the Securities
Exchange Act in the purchase of securities.

The Gentile case involved false and misleading statements to security holders of
Breck Distilled Products Corporation regarding current market price and
omissions to advise security holders regarding the existence of an agreement by
Gentile to sell his stock at $6.13 per share and their right under such agreement
to dispose of their securities at the same price. [Footnote: Gentile has made
restitution in the approximate amount of $60,000 to the minority stockholders
concerned.]

The Cohen case involved false and misleading information regarding the book
value, current asset value, and market price of American Caramel Company
preferred stock, the control of American, the identity of the purchasers, material
changes in American’s business including significant increases in sales and
profits and plans for the recapitalization and reorganization of American.

The Mitchell case involved false and misleading statements to stockholders by
an employee of Empire Steel Corporation regarding the market price or value of



Empire’s securities and the identity of the purchaser. Neither Empire nor its
management was involved.

PART IlI
ADMINISTRATION OF THE PUBLIC UTILITY HOLDING COMPANY ACT OF
1935

The Public Utility Holding Company Act of 1935 was enacted for the purpose of
eliminating certain evils and abuses which the Congress found to exist in
connection with the activities of holding Companies having subsidiaries which are
electric utility companies, or which are engaged in the retail distribution of natural
or manufactured gas. It was particularly designed to remove control of widely
scattered utility properties from the hands of holding companies in large financial
centers’ and thus to afford to the operating companies the advantages of
localized management and to strengthen local regulation. This objective finds its
most direct expression in Section 11 of the Act. Section 11(b)(1) requires the
operations of holding company systems to be limited to one or more integrated
systems and to such additional businesses as are reasonably incidental or
economically necessary or appropriate to the operation of the integrated
systems. Section 11(b)(2) requires elimination of undue complexities in corporate
structures of holding company systems and the redistribution of voting power
among their security holders on a fair and equitable basis. The Act provides also
for tile registration of holding companies (Sec. 5); regulation of security
transactions of holding companies and their subsidiaries (Secs. 6 and 7);
regulation of acquisitions of securities and utility assets by holding companies
and their subsidiaries (Secs. 9 and 10); regulation of sales of public utility
securities or assets, payment of dividends, solicitation of proxies, intercompany
loans and other intra-system transactions (Sec. 12); control of services, sales
and construction contracts (Sec. 13); and the control of accounting practices
(Sec. 15).

SUMMARY OF ACTIVITIES

The volume of financing involved in applications and declarations filed under
Sections 6 and 7 considered by the Commission during the 1946 fiscal year
surpassed that of any previous year. The aggregate thereof, relating principally to
subsidiaries of registered holding companies, involved security issues totaling
$2,375,000,000 as compared with $1,305,000,000 during the 1945 year. There
was also a substantial increase in the number of cases filed involving matters
looking toward compliance with Section 11 and to give effect to the
Commission’s orders thereunder. Further noteworthy progress was made during
the past year in effectuating the requirements of the Act relating to integration
and corporate simplification. During this period, registered holding companies



disposed of nonretainable interests in 57 electric, gas, and other subsidiary
companies having total assets of approximately $1,726,000,000. [Footnote:
Included in this figure is $894,000,000, representing assets of Pacific Gas &
Electric Co., which, during the year, ceased to be a subsidiary of a registered
holding company.] These included 29 electric utility companies with assets of
$1,545,000,000; 8 gas utility companies with assets of $22,000,000 and 20 other
companies having assets of $159,000,000. Section 11 orders were outstanding
on June 30, 1946, requiring the divestment of holding companies nonretainable
interests in 122 subsidiary companies having aggregate assets of
$3,352,000,000.

During the year the Commission instituted seven new proceedings directing
compliance with Section 11. A summary of proceedings instituted by the
Commission under Section 11(b) which were still pending at the close of the
fiscal year follows:

Number of proceedings: 61

Number of systems: 36

Number of holding companies: 116
Number of subsidiary companies: 692
Total assets involved: $13,895,000,000

Section 11(e) of the Act authorizes the Commission to approve voluntary plans of
reorganization submitted by registered holding companies and their subsidiaries.
Prior to June 30, 1946, 167 such plans had been filed. The Commission has
approved 68 of these plans, 28 were withdrawn or dismissed, 3 were denied, and
68 were pending before the Commission in various stages of completion.

INTEGRATION AND CORPORATE SIMPLIFICATION UNDER SECTION 11
Summary of Progress

As indicated in the Tenth and Eleventh Annual Reports of the Commission the
integration and simplification program has undergone three phases of
development. The first phase, in which the public utility industry was invited to
offer voluntary proposals for compliance with Section 11, had a limited success,
due to failure of many companies to submit plans amounting to more than the
preservation of existing systems. In the second phase, the Commission issued
orders with respect to each holding company system directing compliance and
indicating in general terms the changes which the systems must make to meet
the geographical integration requirements of Section 11(b)(1) and the corporate



simplification and redistribution of voting power requirements of Section 11(b)(2).
With the exception of a few minor problems, this phase is now complete. The
third phase has embraced the processing of voluntary plans for reorganization or
recapitalization filed by nearly all of the systems looking toward compliance with
the orders issued by the Commission under Sections 11(b)(1) and 11(b)(2). This
phase of the integration program has been the center of attention during the
recent period.

Divestment and Simplification

The fiscal year ending June 30, 1946, witnessed a sharp rise in the market prices
for utility securities, particularly common stocks. This provided substantial
impetus to the divestment by holding companies of assets not retainable under
the integration standards of Section 11(b)(1).

During the year ended June 30, 1946, the total consideration received by holding
companies for their interests in subsidiaries divested and for miscellaneous
properties sold was $254,000,000 as compared with $150,000,000 for 1945.
Because of the fact that the interest disposed of usually consisted of no more
than the parent company’s holdings of common stock in the divested company,
the total assets of the subsidiary company involved in the divestment are many
times the consideration received.

Of particular significance among the divestments of the past year have been the
increased cash sales to underwriters for public distribution by holding companies
seeking to dispose of the common stocks of operating subsidiaries held in their
portfolios. Among these sales during the past fiscal year were the following, all of
which were sold at competitive bidding:

Subsidiary company: Proceeds to holding company

Central Hudson Gas and Electric Corp: $4,157,175

Pacific Gas & Electric Company: $27,272,200

Florida Power Corporation: $6,445,227

Central Arizona Light & Power Co: $10,432,800

Dallas Railway & Terminal Co: $3,517,963

Colorado Central Power Co: $1,418,769

Midland Realization Company: $3,087,000

Scranton Electric Company: $25,881,266



Columbus & Southern Ohio Electric Co: $38,115,352
Dayton Power and Light Co: $51,467,670

Tucson Gas,Electric Light and Power Co: $5,558,070
Total: $177,353,992

Also of interest is the recent distribution and sale of 2,000,000 shares of
Cincinnati Gas & Electric Co. common stock through issuance of rights to the
common stockholders of the holding company, Columbia Gas & Electric Corp.,
combined with an underwriting of the unsubscribed shares. Proceeds to the
parent company resulting from this transaction approximated $50,000,000. A
number of other important divestments have been effected by means of
distribution of subsidiary securities to security holders of the parent company in
the form of liquidating dividends.

Prior to June 30, 1946, holding companies’ nonretainable interests in 399
subsidiaries having aggregate assets of $6,073,000,000 had been divested. Of
this number, 343 companies with assets of $4,580,000,000 are no longer subject
to the Holding Company Act. Integration orders outstanding at the end of the
fiscal year require additional divestments of interests in 123 subsidiaries with
total assets of $3,354,000,000.

(chart omitted)

Noteworthy progress has also been witnessed in the simplification of corporate
structures and redistribution of voting power of holding company systems under
Section 11(b)(2). Because of the fact that in many cases dissolution of
unnecessary holding companies cannot take place until a series of involved
transactions has been consummated, it is difficult to provide a precise statistical
measure of the over-all simplification which has been achieved. The following
table, however, covering the period from June 15, 1938 to June 30, 1946,
indicates the sharp reduction which has taken place in the total number of
holding companies, and utility and nonutility subsidiary companies subject to the
Holding Company Act, This reflects the simplification which has occurred as a
result of compliance with both the geographic integration requirements of Section
11(b)(1) and the corporate simplification requirements of Section 11(b)(2) .

Interpretation of Section 11
Recent interpretations of the geographic integration requirements of Section

11(b)(1) in the light of the definitions contained in Section 2(a)(29) have been of
particular interest. In Texas Utilities Co., Holding Company Act Release No.



6373, the Commission held that the requirements of Section 10 precluded the
acquisition of Dallas Railway & Terminal Co. by Texas Utilities Co., a registered
holding company, in the absence of a showing of a substantial operating
relationship which would qualify the combination of electric and transportation
properties for retention under Section 11(b)(1).

Two other cases contained important interpretations of the statutory limits of
bigness of an integrated public utility system, as applied to electric companies. In
American Gas and Electric Co., Holding Company Act Release No. 6333, the
Commission found that the holding company’s principal group of properties,
which was known as the Central System, constituted a single integrated public
utility system within the meaning of Section 2(a)(29). These properties, which
included gross electric utility plant of approximately $443,000,000, had gross
operating revenues of approximately $102,000,000 and served an area of
approximately 90,000 square miles in the States of Michigan, Indiana, Ohio,
West Virginia, Virginia, Tennessee and Kentucky. The Commission noted, in
particular, that practically all of the power requirements of the Central System
were met by its own electric generating stations, that the Central System had a
long historical record of having been developed and operated as a highly
coordinated system under the central control of the holding company, that
interchanges of energy among the component companies were frequent and
substantial, and that it did not blanket the entire area, inasmuch as other
important electric utility companies operated in the territory.

The Commission concluded that the Central System constituted a single
integrated system and that it did not appear to be so large in any of the States in
which it operated as to impair the effectiveness of regulation. Further, a relatively
high degree of coordination of the system’s utility facilities and its relatively
economical operation were demonstrated. These characteristics were shown, in
part, to be due to common control. In reaching this conclusion the important
distinction was made that the Commission was not asked to approve the creation
of a new holding company over the Central System, but merely to determine
whether Section 11(b)(1) required the status quo to be affected. It also observed
that “the Central System approaches the maximum size which we believe is
consistent with the standards of localized management, efficient operation and
effectiveness of regulation contained in Sections 2(a)(29) and 11(b)(1).” This
limitation on the size of the Central System was clarified further in a subsequent
case under Sections 9 and 10 of the Act, American Gas and Electric Co., Holding
Company Act Release No. 6639, in which the Commission denied the application
of American Gas & Electric Co. for permission to acquire the common stock of
Columbus & Southern Ohio Electric Co. In its opinion, the Commission noted that
Section 10, which governs extensions of control, permits a new acquisition only if
the Commission can affirmatively find that such acquisition will tend toward the
creation of an integrated system as defined in Section 2(a)(29). Section 10
requires disapproval of such acquisition if the Commission finds that the
acquisition will “tend towards ... the concentration of control of public-utility



companies, of a kind or to an extent detrimental to the public interest or the
interest of investors or consumers.” The marked difference between the
standards of Sections 10 and 11, the Commission stated, “inheres in the
difference between Section 11, as a compromise of the policy of ‘elimination’ of
holding companies otherwise than as permitted by the Act (Section 1(c), and the
‘new acquisition’ standards of Section 10, which were designed as a more
restrictive check on further growth of holding companies and further extension of
their control.”

The Commission concluded that “the acquisition of Columbus and Southern Ohio
would not be merely the addition of a spur or connecting link to the system, but
would represent a major extension into new territory which very materially and
very substantially enlarges the system, and that it would extend the system
beyond the maximum limit deemed permissible in the earlier Section 11(b)(1)
determination of whether the status quo should be affected. [Footnote: Holding
Company Act Release No. 5970]

STATUS OF INTEGRATION PROGRAM -- 20 MAJOR SYSTEMS

There follows a brief summary of the status of the major holding company
systems at the end of the fiscal year with respect to Section 11. A résumé of
previously reported accomplishments is included together with a fuller description
of the principal steps taken during the current year.

1. Electric Bond and Share Company

The parent of this system, Electric Bond and Share Co. (Bond and Share),
controls five major subholding companies: National Power & Light Co. (National);
American Power & Light Co. (American); Electric Power & Light Corp. (Electric);
American & Foreign Power Co., Inc. (Foreign Power); and American Gas and
Electric Co. (American Gas).

Bond and Share has filed Plans |, I, and Il under Section 11(e) of the Act,
setting forth a program for the retirement of its preferred stocks and the
divestment of all remaining public utility investments in the United States.
[Footnote: Holding Company Act Release No. 5970] After receiving Securities
and Exchange Commission and court approvals, Bond and Share paid $30 per
share as a capital distribution on its outstanding preferred stocks and reduced
regular preferred dividends by 30 percent (subject to any adjustment found by
the Commission and approved by an appropriate court as fair and equitable),
thus consummating Plan |. [Footnote: Holding Company Act Release No. 6121]
Plan II-A was filed in June 1946 and provided for an additional $70 per share
capital distribution and the issuance of a certificate evidencing the further claim, if
any, of the preferred stockholders, the amount of such claim to be made definite
in a subsequent amendment to the plan. [Footnote: Holding Company Act



Release No. 6747] In order to raise the necessary cash for the capital
distribution to the preferred stockholders, Bond and Share included as part of
Plan II-A the proposal to sell its holding of the common stocks of American Gas,
Pennsylvania Power & Light Co. (Pennsylvania), Carolina Power & Light Co.
(Carolina), and Birmingham Electric Co. (Birmingham).

After the commencement of Section 11(b)(2) proceedings with respect to Bond
and Share and certain of its subsidiaries, [Footnote: Holding Company Act
Release No. 2051] the Commission ordered National to dissolve since it served
no useful function and constituted an undue and unnecessary complexity in the
system, [Footnote: Holding Company Act Release No. 2962] and indicated to
National that prior to any disposal of its holdings of subsidiaries their accounts
and corporate structures were to conform to the requirements of the Act with
respect to distribution of voting power and other matters. [Footnote: Holding
Company Act Release No. 3896] Plans to this end were filed by National and
approved by this Commission with respect to Carolina, Birmingham, and
Pennsylvania. [Footnote: Holding Company Act Release Nos. 3995, 4746, 4955,
6080, and 6167] The State commission in each of these cases, either alone or in
conjunction with the Federal Power Commission, ordered the elimination from
the companies’ property accounts of certain write-ups (Account 107) and the
elimination or amortization of acquisition adjustment items (Account 100.5).

Under the settlement approved by the Commission in May 1946, with respect to
all suits and claims against Bond and Share by or on behalf of National and its
subsidiaries and certain former subsidiaries, Bond and Share paid National and
such other companies the amount of $750,000. [Footnote: Holding Company Act
Release No. 6663] This settlement was subsequently approved by the United
States District Court; and in August 1946 National distributed the common stocks
of Pennsylvania, Carolina, and Birmingham pro rata to its common stockholders.
Thus, Bond and Share, which held 46 percent of National’'s common stock,
received 46 percent of the common stock so distributed. With respect to
National’s only remaining subsidiaries -- Memphis Generating Co., The Memphis
Street Railway Co., and Lehigh Valley Transit Co. -- plans are pending for the
reorganization and divestment of the first two companies, while it is expected that
a plan dealing similarly with Lehigh Valley Transit will be filed shortly.

American and Electric, two of the other subholding companies. were ordered to
dissolve for reasons similar to those set forth for National. [Footnote: Holding
Company Act Release No. 3750] These companies carried appeals to the
United States Circuit Court of Appeals for the First Circuit, which affirmed the
order of the Commission (141 Fed. (2d) 606). The companies’ petition to the
United States Supreme Court for a writ of certiorari was granted and arguments
were concluded on November 16, 1945. After the death of Chief Justice Stone,
the Court directed a re-argument of the case during the fall of 1946. Certain
major steps taken by Electric and American and their subsidiaries in the overall
process of complying with Section 11 are detailed below: Under a Section 11(e)



plan approved by the Commission for American in November and December
1945, American retired approximately $36,400,000 principal amount of
debentures [Footnote: Holding Company Act Release Nos. 6176 and 6258
Commissioner Healy dissenting)] The company had originally proposed to retire
such debentures at 100 percent of principal amount plus accrued interest, but it
amended its plan, pursuant to the Commission’s findings and opinion, to provide
for the retirement of its debentures at 110 percent of principal amount plus
accrued interest and certain assumed debentures, non-callable until 1947, at 115
percent of principal amount plus accrued interest. The plan, as amended, was
subsequently enforced by an appropriate district court.

The Commission approved the formation by American in October 1945 of a new
Texas holding company, which acquired from American its interest in Texas
Electric Service Co. and Texas Power & Light Co. and from Electric the latter’s
interest in Dallas Power & Light Co. for a cash consideration of $17,350,000.
[Footnote: Holding Company Act Release No. 1658] The new holding company,
Texas Utilities Co., was to be disposed of by American within 1 year from
October 1945. During the fiscal year American disposed of its interests in New
Mexico Electric Service Co. [Footnote: Holding Company Act Release No. 6281]
and Central Arizona Light and Power Co. [Footnote: Holding Company Act
Release No. 6179] Minnesota Power & Light Co. [Footnote: Holding Company
Act Release No. 6032] and The Montana Power Co. underwent debt refundings,
the latter company also accomplishing an accounting reorganization. [Footnote:
Holding Company Act Release Nos. 6128 and 5897]

A plan has also been filed by Electric under Section 11(e) of the Act. Under it
Electric proposed an exchange offer of its holdings of the common stock of
United Gas Corporation for its outstanding first preferred stock. [Footnote:
Holding Company Act Release No. 6231] Thereafter, Bond and Share filed an
alternative plan, following which, in July 1946, Electric and Bond and Share
jointly filed a compromise plan. [Footnote: Holding Company Act Release No.
6768] The latter plan provides for the retirement of Electric’s first and second
preferred stocks; for the creation of a new southern electric holding company;
and for the transfer by Electric to the new holding company of the common
stocks of Arkansas Power & Light Co., Louisiana Power and Light Co.,
Mississippi Power & Light Co. and New Orleans Public Service Co. Electric’s first
and second preferred stockholders under the plan will be offered a choice of (a)
shares of United Gas Corporation, (b) shares of the common stock of the new
southern. electric holding company, or (c) cash. Any portfolio securities not
exchanged will be sold or distributed by Electric. It is provided that, upon
consummation of all the above steps, Electric will withdraw its appeal from the
Commission’s dissolution order and dissolve. A compromise plan, on which
hearings were held after the close of the fiscal year, is now pending before the
Commission.



A. Section 11(e) plan approved for Utah Power & Light Co. provided that Utah
would (a) recapitalize on a one-stock basis, the holders of the outstanding
publicly held stock to receive new common stock for their holdings, (b) pay
Electric $650,000 cash, (c) release Electric from all claims in favor of Utah or any
of its subsidiaries against Electric and assign to Electric all claims of Utah and its
subsidiaries against Bond and Share or its wholly owned subsidiaries. In
consideration of the foregoing, Electric surrendered to Utah for cancellation
3,000,000 shares of common stock and 2,100 shares of $7 preferred stock
having an aggregate stated value of $30,210,000. [Footnote: Holding Company
Act Release No. 6212 (Commissioner Healy dissenting in part)] The plan was
subsequently enforced by the United States District Court for the District of Utah.
As a result of the reorganization, in addition, to having Its capital structure
improved, Utah was separated entirely from the Bond and Share system.

Electric has disposed of its interests in Dallas Railway & Terminal Co., its
remaining investments now consisting of its holdings of United Gas Corp.’s
common stock and the common stocks of the four companies which are
proposed to he transferred to the new Southern Electric Holding Co.

Proceedings on an application filed by American Gas, requesting approval of the
continuance of its Central System together with continuance of the alleged South
Jersey and Northeast Pennsylvania systems, were consolidated with Section
11(b)(1) proceedings instituted by the Commission in 1939. Hearings were held
from time to time in such consolidated proceedings. The Commission concluded
that properties comprising the Central System could be retained under common
control under the standards of Section 11(b)(1) of the Act but that other
properties must be divested if such Central System were to be retained. In April
1946, American Gas sold at competitive bidding its holdings of the common stock
of Scranton Electric Co. leaving the Atlantic City Electric Co. to be divested in
order for American Gas to meet fully the above-mentioned order. [Footnote:
Holding Company Act Release No. 6565]

On October 26, 1944, Foreign Power filed a plan of reorganization under Section
11(e) of the act in which Bond and Share joined. Proceedings on the plan were
consolidated by the Commission with the proceedings directed to Bond and
Share and Foreign Power under section 11(b)(2) of the Act and hearings were
thereafter held from. time to time until July 8, 1946, on which date the record in
the proceedings was closed as to the necessity and fairness of the plan.
[Footnote: Holding Company Act Release No. 5388] The staff of the Public
Utilities Division is preparing its Proposed Findings and Opinion for submission to
the Commission, following which the parties and participants will be given the
opportunity to file counter-proposed findings and briefs, and to argue orally
before the Commission.

2. The North American Company



In Section 11(b)(1) proceedings instituted with respect to The North American
Co. (North American), the Commission directed the company to confine its
operations to a single integrated system built around the Union Electric Company
of Missouri. [Footnote: Holding Company Act Release No. 1960] North
American appealed from the order to the United States Circuit Court of Appeals
for the Second Circuit, which court affirmed the order. [Footnote: 133 F. (2d)
148] Section 11(b)(2) proceedings have also been initiated with respect to North
American Light & Power Company (Light & Power), a subsidiary holding
company of North American. [Footnote: Holding Company Act Release No.
3168]

A writ of certiorari was granted by the United States Supreme Court to review the
North American case, argument having been heard in November 1945.
[Footnote: 318 U.S. 750 (1943)] The Court handed down its opinion on April 1,
1946, affirming the decision of the Circuit Court of Appeals and sustaining the
constitutionality of Section 11(b)(1). [Footnote: U.S., 66 S. Ct. 785 (1946)]
Thereafter, North American filed a plan pursuant to Section 11(e) of the Act
providing for (a) disposition of the major portion of its interests in four principal
subsidiaries, (b) the formation of a new company to hold the securities of the
Union Electric Company of Missouri system and lllinois Power Co., and (c) the
formation of a new company to hold miscellaneous non-utility investments and
residual investments in certain utility properties. Hearings have been held on
certain phases of the plan.

North American has continued its policy of paying common stock dividends in
stock of Pacific Gas & Electric Co. In addition, it sold 700,000 shares of Pacific
common, stock in a public offering and used the proceeds to retire its 6 percent
preferred stock [Footnote: In December 1945 North American borrowed
$32,000,000 from certain banks at 1% percent interest and has used the
proceeds, together with other funds to retire its 5 and three quarters percent
preferred stocks. The company’s capitalization, therefore, now consists solely of
bank leans and common stock.] Pacific Gas & Electric Co., as a result of North
American’s disposition of holdings therein, has been declared not to be a
statutory subsidiary in the North American system. A Section 11(e) plan was
approved by the Commission for Union Electric Co. of Missouri. [Footnote:
Holding Company Act Release No. 5776] Two of Union’s subsidiaries were
thereby eliminated and the company’s corporate structure simplified.

The Commission entered an order of dissolution against Light and Power, a
subsidiary holding company of North American, but its determination of a fair and
equitable plan of dissolution has been delayed by consideration of the disposition
of claims asserted by lllinois Power Co., a subsidiary of Light and Power.
Extensive hearings have been held on these claims and briefs and reply briefs
have been submitted.



The assets of lllinois Traction Co., a former subsidiary of Light and Power, have
been transferred to Light and Power in the course of dissolution pursuant to the
provisions of a Section 11(e) plan, which was approved by the Commission 31
and affirmed by the United States District Court for the District of Maine on
December 19, 1945.

3. The United Gas Improvement Company

After Section 11(b)(1) proceedings were instituted with respect to the United Gas
Improvement Co. (UGI), its integrated system was defined by the Commission as
the electric properties in the Pennsylvania-Delaware-Maryland area, and orders
of divestment were issued on the basis of this interpretation. [Footnote: Holding
Company Act Release Nos. 2913 and 3511.] The company appealed these
orders to the United States Circuit Court of Appeals for the Third Circuit, which
court sustained the orders. [Footnote: 138 F. (2d) 1010] Voluntary plans under
Section 11(e) were filed by UGI and its subsidiary, Philadelphia Electric Co., after
argument before the court but prior to the issuance of its decision. The plan
provided for the distribution to UGI stockholders of $30,600,000 in cash and
substantially all the stock holdings in two of its subsidiaries; Philadelphia Electric
Co. and Public Service Corp. Of New Jersey. The plan was approved by the
Commission and by the common stockholders. [Footnote: Holding Company Act
Release No. 4173] Subsequently, UGI distributed to its stockholders its holdings
of Delaware Power & Light Co. and subsidiaries. During the past fiscal year, UGI
has disposed of its interests in three additional companies, namely, Nashville
Gas and Heating, Arizona Power Corp., and Manchester Gas Co. [Footnote:
Holding Company Act Release Nos. 5896, 5882, 5130 respectively]

Pursuant to another Section 11(e) plan filed on December 6, 1045 and designed
to effect further compliance with the requirements of Section 11, UGI exchanged,
for approximately 750,000 shares of its outstanding capital stock, its portfolio
holdings of securities of four public utility holding companies, namely, American
Water Works and Electric Co., Inc., The Commonwealth & Southern Corp.,
Niagara Hudson Power Corp., and Public Service Corporation of New Jersey.
These securities had a market value at that time of approximately $23,146,000.
The Commission approved this plan on March 13, 1946. [Footnote: Holding
Company Act Release No. 6474] On May 16, 1946, UGl filed a declaration
concerning the sale of its holdings of the preferred stocks of Kansas City Gas Co.
and The Wyandotte County Gas Co. (subsidiaries of Cities Service Co.) to each
of these companies for a total consideration of $5,150,000. Since the close of the
fiscal year, the Commission permitted the declaration to become effective and
the sale was consummated. [Footnote: Holding Company Act Release No. 6770]

4. The Commonwealth & Southern Corporation

In the Section 11(b)(1) and (2) proceedings which were instituted and
consolidated with respect to this system, the Commission’ directed the



Commonwealth & Southern Corp. (Commonwealth) to reduce its outstanding
preferred and common stocks to a single class of new common stock. The
Commission’s order was appealed by the company to the Circuit Court of
Appeals for the Third Circuit, and affirmed by the court. [Footnote: 134 F. (2d)
747]

Commonwealth’s initial plan of recapitalization provided for the reclassification of
its stock into a new class of common stock and a distribution of its holdings of the
common stock of Consumers Power Co. to Commonwealth stockholders. An
amended plan was later filed which proposed a change in the allocation between
Commonwealth preferred and common stockholders as well as the distribution of
its holdings in its other Northern subsidiaries in addition to Consumers Power Co.
After the conclusion of hearings on the amended plan the Commission issued its
findings and opinion stating that if the plan were amended in certain respects, it
would be approved. [Footnote: Holding Company Act Release No. 5825] Th