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FOREWORD'~ 
•• " •... ~ "~,I '~'" •• ~~.I" _:; 

Thls,Is.the eIghteenth annual report of.tlie S.ecuntIes and Exchan~e 
Commis~ion .to. the .Congre~s, summarizmg,:.the work of ~he ponimIS~ 
siondurmgthe,fiscalyearJuly 1, 1951,to JlllC 30, 1952. , :., 

The year has been one of continued "intensive activity for the 
Commission, which has operated' under difJicUlt co*ditions"ofre
duced manpow:er resulting from a substantial cut in the appropriation 
to the Commission, for the fiscal ,year amounting'to alrilost 16 percent . 

. Registratipns of securities were. the largest .amount for any: fiscal 
yen-r since securities have be~n registered with the. Qommission, 
and corporations raised more funds ,in' the United States capital 
market in' fiscal rear 1952 th~n in any, 12-month period since 1929. 
Registrations, totaling $9.5 billion in the fiscal year,brought ,the 
average for the post-war fiscal years.: 1946 to '1Q52 to $6.7 bill.ion~ 
compared with a $2.1 b.illio~ .average for t4e fiscal years ,~939 to 
1945. Total corporate secun~Ies. offered for cn-sh' sale durmg, th~ 
1952 fiscal year exceeded $9.0 billion. The large volume of securities 
primarily reflected the greater need for funds by corporations, par
ticularly those in defense industries, to finance their record expendi
tures for plant expansion and new equipment. The successful 
flotation of securities of this magnitUde was possible because of 
the prevailing favorable economic conditions, with the financial 
position of corporations generally satisfactory and the securities 
market strong. 

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

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

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

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

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

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

Clarence H. Adams 

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

J. Howard Rossbach 

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





PART I 

ADMINISTRATION OF TIlE SECURITIES ACT OF 1933 

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

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

THESE SECURITIES HAVE NOT BEEN APPROVED OR DISAPPROVED 
BY THE SECURITIES AND EXCHANGE COMMISSION NOR HAS THE 
COMMISSION PASSED UPON THE ACCURACY OR ADEQUACY OF 
THIS PROSPECTUS. ANY REPRESENTATION TO THE CONTRARY 
IS A CRIMINAL OFFENSE. 

DESCRIPTION OF THE REGISTRATION PROCESS 

The Registration StatelDent and Prospectus 
Any security may be registered with the Commission under the 

Act by filing a registration statement on the appropriate form. Corre
spondingly, no security may be sold in interstate and foreign com
merce and through the mails unless it has been so registered. l Listed 
below are the various forms prescribed for registration of securities: 
Form 8-1. General Form for Commercial and Industrial Companies. 
Form 8-2. For Shares of Certain Corporations in the Development 

Stage. 
Form 8-3. For Shares of Mining Corporations in the Promotional 

Stage. 
Form 8-4. For Closed-End Management Investment Companies 

Registered on Form N-SB-1. 
Form 8-5. For Open-End Management Investment Companies 
0, Registered on Form N-SB-1. 
Form 8-6. For Unit Investment Trusts Registered on Form N-SB-2. 
Form 8-10. For Oil or Gas Interests or Rights. 

I There Is a limited exemption of securities specllled In sec. 3, and of transactions specl1led In 500. 4 of tho 
Act. 

232122-53-2 1 
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Form &-11. For Shares of Exploratory Mining Corporations. 
Form C-2. For Certain Types of Certificates of Interest in Securities. 
Form C-3. For American Certificates Against Foreign Issues and 

for the Underlying Securities. 
Form D-l. For Certificates of Deposit. 
Form D-1A. For Certificates of Deposit Issued by Issuer of Securities 

Called-for Deposit. , ' - ' - .. ' - , , ,-,'" 
Form F-1.~For Voting Trust Certificates. 
'Each:form is 'designed to disclose' appropriately for the' class of 

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

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

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

As a part of its continuing program to make the prospectus a more 
readable and understandable document, the Commission gave public 
notice immediately after the close of the fiscal year of a proposal 
further to change its rules governing the preparation and use of, this 
documenkw:hich is so ,vital to the2accomplis}lment of th~ objectives 
of the Act. In view of the importance of the proposed changes, they 
will be discussed at sOIp.e l~ngth elsewhere in this rep~rt'. -, " " -
Exarnbiation Procedure ' . .' ' , " l' ,', ' , 

:- The staff' of the DiVision of Corporation Finance' e~amines each 
registration statement to determine, its ,compliance with',the Act and 
the Commission's rules and regulations which' implement the, Act. 
rhis amtlysis ,of a' registratio~ stateIpent is neyer a siniple or' routine 
1JIldertaking fO,r the. security ~na1ysts, aC~~)l~nta~ts 8;nd la~ers ~}lo 
must work together as a coordmated team m completmg the' examma
~ion procedure within the short time limitation impo~ed by statute. 
Always comprehensive, the processing frequently is an 'exacting ,task. 
Especially is this so :when, the staff encounters in the registration 
statement novel or complex finaricial problems peculiar to the'line 
of business in which the registrant '.is engaged, or" finds' that -the 
registrant has an unusually complicated capital structur~,'()r multiple 
~nd 'far-flung subsidiary companies: " - , , 
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From the outset of its administration' of th~ ;A~i', -the Co~i~~idn 
has employed various' iii.fo~al techniques which: have simplified, 
speeded-up, and ~ade ipore effective the exammation procedure'. 
Devices used for these purposes have elicited widespread commenda
tion of registrants, gene:r:ally: and are cont~uany'being.~pr.<:>ved. ," 
" Even before a s.tatement IS filed, the regIstrant~s laWyer, accountant 

or other representative has the opportunity to visit' the Commission 
and engage in an informal prefiling conference' fre.ely made available 
by the Commission's expert staff in any, case where such help is 
desired in solving any'problem that has arisen or may be anti~ipated 
in the preparation of the proposed registration statement. As' a 
result, types or methods. of disclosure appropriate under. the circum
stances of the particular case are determined in advance of. the filing. 

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

It is not desired by the Commission, .the issuer, or the underwriter, 
that a registration statement should"become effective unless it com
plies with the Act. Often when the staff discovers deficiencies in the 
statement as filed, or when the issuer or' underwriter on its own motion 
wishes to amend th~ statement or simply to delay its effectiveness 
because of swift-moving developments in the highly sensitive and 
competitive, securities market or other business reasons, some r~sk is 
created that the registration, statement may· become effective' in 
defective fo'rm' or inopportunely for the purposes of the registrant. 
Accordingly' a practice has been developed whereby a registrant 
facing such a risk may file a delaying amendment which has the sole 
purpose of starting the' statutory 20-day waiting 'period .running 
anew. During the1952 fiscal year a tot8:1 of 678 delaying amendments 
and 1055 'material amendments were filed before the effective date 
of registration., .. . '. . . .... '. 

The Commission has power to issue a-formal order under section 8 
of the, Act preventing or suspending the effectiveness of a registration 
statement: 'The- substantial natUre- of the deficiencies found in a. 
statement against which_a stop order, was issued under section 8 (d) 
during the 1952 fiscal year will be discussed elsewhere in thi!'l repor~. 

The Commission's vital examination functions face a risk of'serious 
impairment resulting from the continued reductions in appropriations 
to the' Commission in recen t years. During the' year, budgetary 
limitations forced the CommiSSIOn to close its registration unit in 
the San Francisco Regional Office where re~strants located in the 
Pacific Coast area or in Hawaii could convemently file their registra
tion statements instead of being required to submit, .them. to, the 
headquarters " office of the Commission in Washington.' It" also be
came necessary to abolish the small field office in Tulsa in charge of 

. a staff geologist which had made effective contributions in tlJ,e pre-
.. vention'and punishment,of fraud in the sale of registered and' exempt 
oil and gas securities. . · 
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Effective Date of Registration Statement 
Congress provided for a lapse of 20 days in the ordinary case be

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

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

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

Time elap8ed in registration proces8-1952 fi8cal year 

1951 1952 

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

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

------------------------
Number of days elapsed 

(median): 
From date of filing reg-

Istration statement 
to date of first letter of comment _________ 10 10 10 10 10 12 10 10 11 12 12 10 

From date of letter of 
comment to date of 
~trant'Sftrst 

- amendment_ 6 8 5 5 6 5 8 6 5 6 6 5 
From date of filing first 

material amendment 
to effective date of registratlon _________ 6 5 5 5 4 4 6 4 4 5 5 5 

--------

-=--=-I-=-
----------

Total number of 
days elapsed 

20 (medlan)''' __ 22 23 20 20 20 20 23 23 
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the preceding two fiscal years. The average time required to complete 
the registration process for the median statement, which amounted 
to 21h2 days in both 1950 and 1951, was 21}' days in 1952. In view 
of the currently increased work load, aggravated by the acute man
power shortage, this favorable result is attributable in no small part 
to the loyalty and devotion of the members of the staff, many of whom 
frequently work a considerable number of hours of overtime without 
receiving extra compensation therefor. 

VOLUME OF SECURITIES REGISTERED 

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

Effective regi8trations 1 

Fiscal year ended June 30 

1952 ..••.•........•.•.•.••.•..........•.•.. 
195L ••.••••••........•.•.••.••••..•..•.... 
1950 .•.••••••................•.••.....•.... 
1949 .•..•......................•......•.... 
1948 .••.....•.••••............•.••.•..•.... 
1947 ..•.•...•..•.•...........••.•....•..... 
1946 •••.......••.•....................•.... 
1945 ••••••••••••.•..•.••••••••••••.•.•••••• 
11144 .••.......•.•.....................•.... 
1943 •••.••••••••••••••••••••••••••••••••••• 
1942 .••................•................... 
1941. ••.........•.......................... 
1940 ••••••.••..••••••••••••••••••.•.••••••• 
1939 •••........•••..••.•••............•.•.. 

For cash sale for account of Issuers 
1:~rl~~· 1-----,-----,-------,----

Total I 

$9,500 
6,459 
5,307 
5,333 
6,405 
6,732 
7,073 
3,225 
1,760 

659 
2,003 
2,611 
1,787 
2,579 

$7,529 
5,169 
4,381 
4,204 
5,032 
4,874 
5,424 
2,715 
1,347 

486 
1,465 
2,081 
1,433 
2,020 

Bonds 

$3,346 
2,838 
2,127 
2,795 
2,817 
2,937 
3,102 
1,851 

732 
316 

1,041 
1,721 
1,112 
1,593 

Preferred 

$851 
427 
468 
326 
537 
787 
991 
407 
343 

32 
162 
164 
110 
109 

Common 

$3,332 
1,904 
1,786 
1,083 
1,678 
1,150 
1,331 

456 
272 
137 
263 
196 
210 
318 

I Figures in millions of dollars rouuded to even millious. Bonds Include face-amount certificates. Com· 
mon stock Includes certiflcates of participation and all other equity securities except preferred stock. Earlier 
years are shown on p, 5 of the Sixteenth Anuual Report. 

Number of Statements 

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

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

J A discussion of all securities offerings, including Issues registered under the Securities Act of 1933 and 
unregistered Issues, appears on pages 189-91 of this report, while statistical data thereon appear In tables 3, 4, 
and 6 of the Appendix. 
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for other than: cash sale as itemize'd in App,endix,. tab~e : 1, part 3~ 
Comparativ,e figures ,for. the 1952 and 1951 fiscaLyears are as.follows: 

, Registered for. . 1951 1951 . , 
Cash sale for account of issuers _____________ $7,529,·287,000, $5,169,092,000 
Cash saleJor others than issuers _____________ ' ,209,673; 000 146,912,000 
Other 'than c~h sale' __________ .------------ 1,760,623,000 1,143,330,000 

. ': TotaL _, __ ~ __ ~~~ ____ ~L.;~ ______ '____ 9,499,583,000 6,459,333,000 

Type of Industry 
The industries represented by the securities registered for cash 

sale for account of issuers were as follows in fiscal years 1952 and 1951: 
, ' . 1951 ; ;", i951 

Electric, gas and water _____ .: __________ ~_· __ $2;'246,560,000 $1; 692; 604, 000 
Manufacturing___________________________ 1,819,300,000 680,950,000 
Financial and invest1llent__________________ 1,553,637,000 1,319,707,000 
Transportation and communication_________ 1,·536,633,000 .667,351,000 
Foreign government_~ __________ ~__________ 166,141,000 ,678,484,000 
Extractive _________ ~ _____________ '_ ~_; ~ __ _ 131, 993, 000 . 57, 076, 000 
Merchandising_ __________________________ 59,825,000 ,64,239,000 
Service _____ ~___ __ _ _ __ __ _ _ _ _ __ _ _ __ _ _ _ _ _ _ _ 9, 800,'000 ,2, 980, 000 
Construction _________________ ~ ________ '___ 2,948,000 0 
Real estate __ ' _____ :- ___________ .----- __ .---'-- 2, :450,000 5, 700, 000 

TotaL _______________ , ___________ .:_ 7,529,287,000, 5,169,092,000 

From this and similar tables in recent, annual reports, it can be 
ascertained that of approximately $36.6 billion effective registrations 
for cash sale for account of issuers during the past seven fiscal years, 
$12.3' billion were electric, gas, and water, $7.6 billion were manu
facturing, $7.4 billion 'were transportation and communication, $7.0 
billion were financial and investment, $1.3 billion were foreign govern
ment, and all others were somewhat over $1.0 billion. The trans
portation group does not include issues, primarily railroad securities, 
subject to Interstate Commerce Commission filings' and therefore 
exempt from registration. Electric, gas, and water· company issues 
were the largest during the past four fiscal years, transportation and 
communication issues the largest for the 1948 fiscal year, and manu
fa,cturing issues the largest for the 1947 and 1946 fiscal years. 
Type of Security 
. Bonds amounted' to 44.4 percent of the total registered in the 
1952 ~scal y(jar for cash sale for account of issuers, preferred stocks 
11.3 percent, and all other equity securities 44.3 percent, as shown by 
the following comparative figures for fiscal years 1952 and' 1951: 

1959. 1951 
Bonds 1 _________________________________ $3, 345, 696,~000' '$2,838,001,000 
Pfeferredstock ___________ ~ ______ · __ ~ ____ .;_ 851,432,000 426,649,000 
All oth,er: equity securities_'~ __ ~ ______ ;_____ 3,332, 159, 000 1,904,441,000 

I'Bonds Include face-amount certl1lC3t~,' 
7, 529,' 287, 000 .... ,- ' 

5,169;092,000 

• _ ~ I ~". j. I') " 1 ~. • 

Type of Offering "" ." 
About 58 percent of the securities registered for cash s~le for account 

Qf iss,,+et:S ~ .the .1.952 fi,scal y~~r were ,to b~ sold t4ro~gh investment 
b~nk.!'l~. Pll!~up.rit 'tQ agreeme~ts to purchase 'for,. resale: Over, 18 
percent Were' to' be' sold on 'a' best-efforts basis. 'The term "best.!. 
efforts":8;s(used here means all offerings'through.'mvestme:p,~. b~~e~ 
other!than those'pursu~nt, to agreements to purchase for resale .. The 
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remaining 23, percent ,were, to be sold direct by issuers' ,to investors. 
Comparative figures' follow: 

1965 1961 

Through ~nvestment bankers: ' , 
Under agreements to purchase for resale __ 

- On' "bes~efforts"-basis_-__ :'_' _______ :._:._ 
By issuers to investors _________________ . __ _ 

$4,373,737,000 $2,547,477,000 
1,390; 517, 000 11,744;573,000 
1,765,034,000 877,041,000 
------
$7,529,287,000 $5,169,092,000 

I Includes $500,000,000 state of Israel bonds, 

Investment Companies 

Data on securities registered for cash sale by investment companies, 
although inCluded with'data on all securities registered for cash sale, 
are pr~sented here separately. This group of securities amounted to 
$1.4 billion in the 1952 fiscal year and $1.2 billion in the 1951 fiscal 
year. ,The registrants of these securities are divided into ,three main 
categories: (1) Open-end ,companies, (2) closed-end companies, and 
(3) issuers of unit and face-amount certificates. Comparativedata. 
for the two years are shown: ' -

Managemimt open-end companies: 
Common stocks and certificates of, participa-

tion: : --, . ,,' " ' , 
Through investment :'bankers on "best- 1965, ,1051 

efforts" basis ______________ ~ __ ~ ______ $1,047,620, 000 $840,960,000 
By iss~ers t(dn'vestors_~~ ___ '_:__________ 31,641,000 16,082,000 

" " ' " , 'j,',,' ' - , ---,'---

.' 'TotaL~~ ___ l~ ___ , __ :~' _______ ~' __ .:"_,'_i_,1,079, 261, 000 857,042,000 
Management closed-end companies: ' 

Common stocks and certificates of participa-
tion: " 

Through investment bankers: -, 
Under agreements to purchase for resale_ 
On "best-efforts" basis ___________ ~ __ _ 

By issuers to investors _________________ , 

10,200,000 
1,647,000 
8,712,000 

TotaL_, ___________ c________________ 20,559,000 
Units and face-amount certificates: 

,Face-amount certificates: _ 

, '5,566,000 
33,000 

-----
5,599,000 

Through investment bankers on "best-
efforts" basis _______ ~'~ ____ ~ ________ '_ _ 151, 660, 000 , 254, 808; 000 

By issuers to investors~:.. _______________ ' 16,7:06,000 14,288,000 
Common stock and certificates of participation: 

Through' investment bankers on, "best-
efforts" basis _______ ~ ____________ ,____ 106,150,000, 59,731,000 

Total~_' _____ -_~--:~--~---'-'------~--- 274,515,000 ,328,828,000 

Purpose of I~sue _, ,', ' , i _' 

. ,N eariy 73 percent of the :net proceeds of ,th~ secUrities regi~~er~d 
fO,r ,caf?h sale for'll.ccount ,of issuers' in, the: 1952 fiscal ye,ar were for new 
money. purposes, includipg plant, =equipment, working capital, etc. 
About '4 percent were for retirement, of 'debt, and ,preferred stock! 
About,21.-percent rwere for,th~ purchase ,of securities, principally.,py 
inyestmen,t companieS." The rem~~g,\2 'percent, were (or use, of 
foreign governments. The figures are shown in detail in ,Appendix 
ta1:>le 1, part, 3. , -
InvesllDent Bankers' ColDpensation 

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

PAUL GONSON 
SECURITIES AND EXCHANGE COMM'N 

WASHINGTON, DC 20549 
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general'cpublic, have .amounted· to approximately the following per-
cents of gross proceeds in fiscal years 1943 to 1952: ' ' -' '. 

FI4~:r3~nded Bonds Preferred Common Flsca~~~oended Bonds Preferred' Common 

1943 ___________ -_____ 1. 7: 3.6 9.7 1948 __ . _____________ 0.6, - 4.5 10:2 
1944 --.-- - - -------- 1.5 - - 3.1 8.1 

1949 ________________ 
.8 3.8 7.1 1945 ________________ 1.3 3.1 9.3 1950 ________________ .6 2.7 6.4 1946 ________ ._: _____ ~ '.9 3.1 8.0 

1951 ________________ 
.8 3.6 6.1 1947 ________________ 

! 2.8 9.3 
1952 ________________ 

1.0 3.2 -5.8 

" 'The. above' !?howing' is, exclusive of'IDvestment company securi ties, 
offerings ·through rights to existing stockholders, securities sold' :to 
special groups such as .officers and employees, and securities registered 
for other than cash sale. The commissions and discounts' shown on 
bonds in the above, table are broken down ·by quality and size of issue 
in Appendix table 2 of this report and its predecessors. 

REGISTRATION STATEMENTS FILED' 

The amount of new financing proposed to be offered under the 
Securities Act during the 1952 fiscal year ,rose to an all-time high 'of 
$9,045,035,056 represented by 665 registration statements filed. The 
prev:~ous record was established· in' the' '1946 fiscal year when the 
aggregate offering was'$7,401,260,809 represented by 752.statements. 
As showIi in the following table; the new 'hi~h exceeds the amount in 
the 195I,fiscal year by over 40% and that III the 1950'fiscal year by 
over 70%. . ' - . 

Registration statements jiled"":"'1949-5e 

, '":/1 

Fiscal year- . Number Amount, " Fiscal year-

1949 ____________________ " 455 $5,124,439, 119 195L _____ c:,~ _________ _ 
1950__ __________________ 496 5,220,654,010 1952 ___________________ _ 

Num,lier Amount 

544 .' $6, 371, 827, 423 
665 9, 045, 035, 056 

These expanding figures deal with propo~ed offe~u;.gs and not 
necessarily sales. Nevertheless' they reflect informed underwriters' 
opinion that the public has a growing ability and willingness to invest 
in additional securities. Especially significant of tpe incre~ing work 
load carried by the reduced staff available for processing these regis
tl:ation statementS is the fact that the· 665 statements filed during 
the 1952:fisca.1 ye~ represent 22% more statements than .the number 
filed in 1951 and 34% more than the numbe.dHed in 1950. It is also 
significant in .this connertion that new registrants-those' "without 
previous' experience in, filing registration :statements--':accouilted 'for 
119, or 22%, of' all statements' filed in 195H ' The nlimber and pro"
portion of such 'new registrants'rose in the"1952 'fiscal year to 165;, or 
25.% of the total filing statements .. In 'all cases the" examination· 
process is necessarily exhaustive .and time::consilliling; in the· case o( 
new registrant$' it undeniably requires the .application of 'additional 
man-hours.'" '. .". -. .: r. "., : 

Particulars regarding the disposition of all registration statements 
filed are summarized in the following .tables: 
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Number and disposition of'regi8tration statements filed 

Prior to July I, July I, 1951 to Total as of June 
1951 June 30, 1952 30, 1952 

Registration statements: Flled ________________________________________ _ 
9,083 665 9,748 

Effectlve-net____________________________________ 7,629 1634 • 8,259 
Under stop or refusal order-net ________ ,__________ 183 1 184 
Withdrawn_______________________________________ 1,202 31 ,1,233 
Pending at June 30,1951. _________ '________________ 69 ___________________________________ _ 
Pending at June 30,1952__________________________ __________________ __________________ 72 

, TotaL______________________________________ 9,083 
Aggregau-, dollar amount: , As filed ___________ :___________________________ $69,555,152,582 

As effectivo _____ : _____ ,________________________ 65,900,108,254 
$0,045,035,056 
9,499, 583, 240 

9,748 

$78,600, i87, 638 
75,399,791,494 

1 This figurc does not includc two rcglstration statcmcnts which were withdrawn after bccoming effective • 
• This figure does not include threc registration statemcnts which became effective prior to July I, 1951, 

and were withdrawn. and on'e which became effectivc prior to this period and was placed undcr stop order, 
and thcsc are ~ounted in tho number withdrawn. 

Additional documents filed i";' the 1952 fiscal year under the Act 

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

effective date of registration __________________________________ 1,055 
Formal amendments filed before thc effective date of rqiistration for' 

the purpose of delaying the effective date_______________________ 678 
!I'Iaterial amendments filed after the effective date of registration_ _ _ _ 683 

Totalameni:l'Inents to registration statements _________________ 2,416 
Supplemental prospectus material, not classified as amendments to 

, re~istration statements_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ _ ___ _ _ _ _ _ i, 208 

EXEMPTION FROM REGISTRATION UNDER THE ACT 

, The Congress, recognizing .the need to encourage small business 
enterprise, authorized the Commission under sect.ion 3 (b) of the Act 
by its'rules and regulations to exempt from' the registration require
ments_ security offerings' up",to: $-10_Q,000, subsequently, raised by 
statutory amendment enacted May ~5, 1945, ,tq ,$300,000. Acting 
unde!, ,this authQrjty ,the, Go,:nmission, h~ :adopt.ed fjye, types of 
exe~pti0n.:s 'of small o,fferings as identified~ b.elow: '" " 
Regulation A. General.exemption, for small issues up to $300,000 for issuers 
, (limited to $100,000 for controlling stockholders). , 
Regulation A-:R. ' Special exemption for notes and bonds, secured by first liens 

oli family dwellings up to $25,000. , ' 
RegUlation A-M: Special exemption f9r assessable srares of stock of mining 

companies'-up to' $100,000: ", ,,-, -, , 
-RegUlation B. Exemption for, fractional :uildivided interests in oil or gas rights 

up to $100,000., , ', " _ ' " " ' , 
Regulation B-T.' EJ(emption for interests in oil,royalty trusts or similar types 
" of trusts or unincorporat,eq assoCiations up "to' $100,000. , " ' 

, B~ far ~he most frequ~nt of these e~e~ptiO'ns 'are the oIi~s provided 
by. Regulations A and B, which 'call for the filing, respectively, of_a 
letter Of notification and an offering) sheet. ' -These' documents' call 
for a disclosure in brief BUnlmary of pertinent information regardirig 
the security which is far less :complete than what '~s prescribed by the 
Act for' a registered security. After such filing, little time elapses 
before the offering may be made-five business days under Regulation 
A, and eight calendar daY'S under Regulation B. Any sales literature 
to be used must be filed III advance with the Commission.' 



10 SECURITIES AND_ -EXCHANGEl COMMISSION 

Exemption from registration 'afforded by 'any of the regulations 
adopted pursuant to section 3 (b) does not carry exemption from the 
civil, liabilities for ma~,erifl.l untruths or omissions imposed by section 
12 or from the criminal liabilities for_ fraud imposed by section 17. 

Exempt Offeririgs Under Regulation A 
- -

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

1951 fiscal year 1952 fiscal year . 
Regional Office Number Number Percent 

of letters Aggregate of letters Aggregate of Increase 
oCnotifi- offe~ing ofnotifi- offering in aggre-
cation pnce cation price gate offer-
filed filed ing price 

Atlanta .... __________________________________ 75 $11, 526_ 403 97 $16,874; 175 46 Boston ________________________________ : _____ 89 10,844,052 89 12,286.417 13 Chicago ____________________________ ' _________ 132 18.590.277 '149 20.578,110 11 Cleveland ___________________________________ 89 12_ 026_ 985 106 16_015.445 33 Denver ______________________________________ -102 12. 650,1iD9 132 19.237.418 52 Fort Worth _______________ : ________________ : 80 11,751.293 101 15,506.735 32 New York .. _________________________________ 372 45.669.680 381 liD. 855;271 11 San Franclsco _______________________________ 208 25_ 846.180 216 29.673.367 15 Seattle ______________________________________ 117 15.649.244 123 17.339.020 11 Washington _________________________________ 94 9_ 723,139 100 12,306,998 27 
Total. _________________________________ 

1.358 174.277.762 1,494 210. 672, 956 21 

- Included in- the 1952 fiscal year totals'are 196: letters of notification 
coyering stock offerings of $25,531;264 with respect to companies 
engaged in the oil:and gas busmess.· . , -,': : . ' . - '.-

In connection with the total of 1 ,4.94 letters 'Of notification thfi\re were 
also received and ,examined'by the staff·during the fiscal'year'1,417 
amendments, so that roughly speaking the average letter of notification 
required the filing of one amendment in order to meet the limited 
applicable standards. Likewise received _and examined were 1,831 
copies of sales li~erature to be used to promote these offe!ings. - . 

. Information is available as to 1,488 of the smallofferings:filed ill the 
1952 fiscal year to show'theirTelative size;'whether made by the issuer 
or stockholders; and the extent,to which and by what class of persons 
underwritten: . As tQ size;75~ c,<?vered offerings of $100,000.or l.~~s; ~76 
over $100,000 and not over $200,000; and ,456 over $200,000 but less 
than $300,000. Issu~rSinade '1,2'09 of 'these off~rings; stockholders 
267; and issuers and stockholders jointly 12; Practically half, or 742 
of. the' 'offerings were undemitten,"mostly by commercial -Under.:. 
writei-swho liandled '568, and"otherwise by. officers and directors or 
other pe:rsonsnot fegul~ly, engaged in 'the J~ria~~tipgbus.irle~s who 
accounted for the.remain~g 174': ' 'j. > \,. ".'1 . " 'I 

• r \ .",:' ',' 
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Exempt Offerings Unaer Regulation A;;'M .' 
During the .ye,ar the Commission received a total of ,five .prospec

tuses ,lmder ~~iulation A--:M covering an aggregate off~ring, p'rice of 
$20~,368 of aSf?~ssl,tble spaI:es of stock of mining co,mp8:nies. All ~vere 
filed at the Seattle Regional Ofli'ce. . . 

!:. - • . 

Exempt Offerings.Under Regulation B-Oil and Gas Securities 

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

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

-, The following formal actions were taken during tp.e year with respect 
to the filings under Regulation B. i' -

, I' , , . . - ~ 

Action taken on :lfling~ under Regulation B 

~emporary.suspimsion orders-rule 340 (a) ___ . ___ ; ____ ~-_----~--------- ,9 
Order terminating proceeding after amendment ____________ " _________ ·__ '1 
Order .consenting to vdthdra.,Yal of ~£fering sheet and ter~inating pro.- .. ceedmg _______ . ___ ~ ___ ~ __ : _____ :. __ ~ ______________ . __________ ~ ___ : ~. '·1 
Orders consenting to withdrawal of offering sheet (no proceeding pending)_·" .4 
Orders terminating effectiveness of offering sheet _________________ .--.--~ 5 
Orders accepting .a~endment .of offe~ing sheeL __ , ____ , __ ,_ ~, _____ : __ -; __ , __ ~ 

. '. ~ , Total number Of orders ____ · ____ ' ___ ~.~ __ : ___ :,. ___ '.: _________ :..' _' __ ~ _ 60 

,Oonfidential report8 oj ,8ale8.-:-:-The !'Coni,missioJ,: ,o'i>taiI.1s ~ertaiii 
confidential reports ,of actual sales ofsecuri.ties e~emp't unde:r'Regula
~ion B which,'are also ~xamined by thes~afi to,ass~st ,in determinmg 
whether viol~:t~.oris of ~lle law have o~cuiT~d in such sales. ' .·Durihg th~ 
19~2 .fiscal year, 1,322 such confidt?ntial_writ~en·rep9rt~: of ,~~les.on 
Forms 1-G and 2-G, pursuant to rUles 3~0 (e) .and 322,(~) and (d)~ 
were: received and examined .. They . covered· 'aggregate. sale's' of 
$i,508,868 .. ' ,,' ........ " "':.. ' .' ' .. _"... ..:;'.; .. 
: Oil 'and ga8 iiwestigation8.-The CoIninissi6n, conducts nuirierotlS 

in~estigations;.$hich, arise largely. out:of co~plajnts';rec~iyed"fro~ 
iridividuarinvestorS',' to deterinine-whe'ther there'has been arty 'violation 
9~ any. o.th~r p;rovisi6n' 9£, law', ill the 'sale :Qf ,·ojI',ailt}., gas !3ec:uri~ie$ 
exempted' under ,;Reg~a:t~on ~. Litigation··re~ultiI).g 'f~~mf .th~se 
investigations is discussed later ill this report. ' .. , .. ' "' t .) 
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FORMAL ACTION UNDER SECTION 8 

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

, Cristina Copper Mines, Inc.-File No. 2-848?'.~During the 1952 
fiscal year a stop order was issued under section 8 (d) suspending the 
effectiveness of the registration statement of Cristina Mines, Ltd., a 
Delaware corporation organized in 1945. This registration statement 
became effective August 22, 1950, as to 400,000 shares Of 50¢ par 
value comnion stock to be offered publicly at $1.00 per share. After 
the sale of' 31,610 shares pursuant to the registration statement, 
Cristina withdrew, the unsQld 368,390 shares from registration on 
June 13, 1951. Between May 23 and 29, 1951, an examination was 
held under section 8 (e), and after the institution of stop-order pro
ceedings on June 29, 1951, the record of that examination was in
corporated in these proceedings. The Commission's findings and 
opinion resulting in the issuance of a stop order suspending the 
effectiveness of this registration statement on May 1;'1952, is available 
as Securities Act Release No. 3439. Certain data relating to Cristina's 
public offering of unregistered shares, the sale of promoters' holdings, 
the market price of its shares, and the false and misleading character 
of relevant financial statements which 'were held to require the stop 
order are briefly discussed below. . . ' , 

Cristina holds 37 leases of mining properties covering a total area 
of about ten square miles in Cuba. It acquired these leases in 1945 
'from its president and· principal promoter, H. Cortez Johnson. The 
only ~hipment of ore from the property in the nine years the leases 
had been held by Cristina or Johnson was Of approximately 2;200 
tons in 1948 from which proceed~ of:$41,350.87 were received. The 
registration ·statement -recited that the proceeds of '$340,000 expected 
from the'offering were to be expended; after payment of the expenses 
of the 9jfering, to explo:r:e and. develop the present mine area and to 
extend wQ:tkings into new areas. , 
. The, registration stateIllent, represented that 'Cristina had sold 
'162,000 shares of its stock' "privately" by April'1950 to "eighteen 
pri'\Tate individuals for ll!vestment' purposes only and. not for distri
bution.". However,' the recor(;l developed in these proceedings 'shows 
that these 162,000' ~hl~.i·es were in fact.sold toapproxiniately seventy 
persons, and that an addition81 28,000 shares, of which no mention 
wad made"inthe'-registration statement, were also sold'by Cristma in 
JUly and AugJlst)950, The Commission"aft,er, reviewing the rec~rd, 
found that the statement that 162,000" shares had beenprivate~y 
offered, and the failure':to disclose the offering', of the 28,000 ~hares 
and the' existence of a' ,contmgent liability under the Act because of 
Cristina's failure' to regiSter any of t1;tese'190,0,00 shares, rendered the 
registration statement materially false and misle~ding~ , ' , _ 

• • '. t' • • • 
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During the period the registration statement was in effect and the 
registered shares were being'offered at $1.00 per share, at least 28,650 
shares of Cristina stock owned personally by individuals who were 
directors or promoters of Cristina or closely associated with. the 
company were offered and sold' by them at prices ranging from 40¢ 
to 75¢ per share. In addition, beginning about Janu8.ry 1951, there 
was an active over-the:..counter market in Cristina stock at prices sub
stantially lower . than the $1.00 offering price of the registered shares; 
and transactions were effected between January 17 and March 5, 1951, 
in.the total amount of 22,900 shares, at prices ranging from 50¢ to 75¢. 
Although Cristina filed· several amendments to' the registration state
ment after these sales had been made by these individuals and the 
over-the-counter market had been developed, disclosure of those facts 
was not made therein. The Commission found. that such disclosure 
should have been made, in connection with the continued 'use of the 
stated offering price of $1.00 per share; since it would have indicated 
that such price was considerably higl>er than the current price on the 
open market. . 

. The registration statement filed .by Cristina disclosed no liabilities. 
The record in these proceedings showed, however, that as of June 30, 
1950, Cristina owed approximately $2,000 for expenses incurred·in 
connection with its operations; around $1',000 to' its. accountant; 
approximately $6,000, to one promoter for back c.oIllIllissions; $3,000 
to another promoter; and was in default on its royalty payments to 
the extent of over $9,000. In addition, Cristina owed its attornev 
an amount that· was, in dispute, and, as suggested, above,: it was 
contingently liable for selling unregistered securities in violation of 
the statute .. Besides the materially misleading omission of liabilities, 
which exceeded the cUrrent assets of the company stated at $6,536.11, 
the financial data included in the registration statement were found bv 
the Commission to be inaccurate and incomplete in certain other 
respects. . , . 
. The Commission concluded that, in view of the substantial nature 
of the various' deficiencies found in this registration statement, the 
issuance of a stop order:was.required in t~e public interest: 

; ~ . 
,'DISCLOSURES RESULTING FROM EXAMINATION OF 
.. : • '.' - REGISTRATION STATEMENTS,'; , 

rr:he'results of the:Commission's work in the examination of regis-
tration statements are illustrated below:' .' I ' '.' , 

Summaries oj earnings.-In announcing the adoption on November 
1,'1951, 'of the revised Form 8-1 for the registration of securities under 
the Securities Act, which will be discussed more fully later in ,this 
report, the Commi~sion called particular attention to a, new provision 
iri. the form pertaining 'to the summary of earnmgs in the prospectus. 
Under this provision, if the summary of earnings set forth in the 
prospectus is certified for the required period and cont~ins, the same 
disclosure as would be contained in conventional profit and lqss !3tate
ments, the summary will be accepted as meeting the requirements for 
profit and loss statements and such statements will not be required to 
be included els'ewhere in the prospectus or'in the, registration staie~ 
ment. It was anticipated that this provision for the' elimination' of 
unnecessary duplication and the'"consequent reduction in the length of 
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the prospectus· would appeal. particularly to registrants-in the public 
utilities field since it'had,been customary for'such registrants to in.:. 
elude :practically the 'same detail in the summaries 'as was prescribed 
for the profit· and loss ; statements'. Not surprisingly, therefore, the 
first use/of this permiss~ve rule, commencing in' Decemberj'was made 
by. ,certain utility registrants. Of course the new rule 'does not apply 
solely to public utilities, and it has subsequently been-used by various 
manufac~uring· and: indus'trial· registrants ',with.: equa~y' beneficial 
results. . :!: , ':' , " . ',. 

" The suinmary of earnings is. generally considered to' be one of the 
most important parts of the prospectus ,and as such'must be prepared 
with great care to be sure tl:~at no misleading inferences may be drawn 
from ·it; 'The following, cases ·illustrate the results achieved by,the 
staff's exaniination of the summary.:' . . 
" 'The registration statement, as originally; filed by a company deriving 
its'income principally from long-term contracts, included'in the sum
mary of earnings and in the financial statements' unaudited interim 
figures for the 12-week period subsequent to the close of its last fiscal 
year. 'The summitry;)in'addition to its figures for ten full fiscal years 
and the 12-week interim period, also included,figures for 'the 16-week 
period subsequent to the close of'~he'fiscal year. Comparison of the 
two interim periods disclosed net income in .the last 4 weeks of the 
16-week·period approximately equal to the net income in -the first 
twelve weeks., In view of the.possible.interpretation that this com
parison indicated a·substantial improvement'in earnings, which was 
unwarranted' because of the nature of the business, it was agreed in a 
'discussion' between members of the.staff and counsel for the company 
to ·delete. the, 12-week figures from the summary of earnings and to 
substitute the 16-week for the 12-week figures in the financial state-
ments. '. ", 
- In another case the prosp'ectus submitted.as a part of ·the registra
tion statement, as originally filed, contained a consolidated summary 
of earnings for five ,fiscal years and for an interim period of 5 months. 
It was -noted in·the process of examination that a compariy with ap
proximately equal sales and:assets was merged into the registrant near 
the close of the second fiscal year but was not included in the summary 
until the year after the merger, which was the third year included in 
the summary. Under ·the circumstances, it did not appear to the 
staff. that. the information furnished for' the first 2 years ,was fairly 
comparabie' to that shown for subsequent pe:r:iods ... Consequently, 
.this registrant, at the,staff's request, restated the results of operations 
for the first 2 years on 'a combined basis to reflect the effect of the 
merger, and made corresponding changes_~ the paragraph in the text 
which discussed ihe growth of the company. As o,riginally filed, ,i~ 
was asser~ed that in 5 years sales increased from $29,000,000 to $206,
pOO,OOO and total asse~s from $24,000,000 to $130,000,000. As 
amended, it was stated that sales on a combined basis increased from 
$63,000,OPO to $206,000,000 and combined assets from $40,000,000 to 
$130,000,000. ' " , , . 

Accounting jor a "pooling oj interests."-:-A foreign company filed 
With'its registrAtion stat.ement a prospectus in which"jt was stated 
that the regist,rant was formed for the purpose of amalgamating a 
number of existing companies engaged in the oil business. The'regis
trant Urged before the Commission that the transaction was a pur
chase of assets (as distinguished from a business combination and 
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pooling of interests) and that therefore' the assets of the' amalgamation 
should be stated on the basis of an amount, agreed upon by the several 
constituents, representing the/value of :the registrant's shares issued 
in . the transaction., ,0n this, basis,,! the' c,ollsolidated 'balance sheet 
would have reported total assets of approXimately $14,500,000, and 
capital surplus iii excess of $10,000,000 .. I' I ;. , I : ' • 

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

In this connection it may 'oe noted that the prospectus'stated' that 
the price' at which the shares were' offered was in excess of the value 
per 'share attributable solely to ,the company's already proven oil and 
gas reserves . and its' equity in subsidiary companies less its and their 
indebtedness, or sole,ly to earnings of the company' and 'its predecessor 
'and subsidiary companies as shown. in the financial statements iricluded 

. in the" prospectus. "Therefore," lthe prospectus stated~ the offering 
price already anticipated and reflected,the possibility that the company 
and its subsidiary. companies might·in,the.future discover and develop 
oil and gas reserves greatly in excess of those presently owned. ' 

Independence oj accountants.-In .connection with the processing 
of registration statements during the past year evidence was developed 
.by the staff in a number of cases indicating that the financial state
ments included in the' registratio~ stateinen~s had been certified 'by 
accountants who; under the' I:ules of the Commission, could not be 
considered independent', of the registrant. In several of these cases 
this situation was revealed early in' the examination procedure and new 
accountants were appointed by registrants without delay. ' One of 
these registrants 'Yas a, ~ewinv'estment company, whose accountant 
sel~cted t~ certify the financial !Statements ,was shown by the original 
prospectu!,!' to be its treasurer, director and stockholder. Anyone 
of these relationships is sufficient to disqualify an accountant under 
the Commission's definition of an iridependent ~Gcountant. Other 
cases inyolved either direct~r ~;r stockhold~r, relationships C;>ll the part 
of the proposed accountants: ". ' , . 

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

Effeet oj insiders' dealings on· offering price.-A mining company 
incorporated in a foreign country where its common stock is listed 
on a securities exchange filed a registration statement covering an 
offering of its shares at a price fixed in relation to-the market quotation. 
:, In the course of the examination of the registration, statement, a 
study was made by the' staff ,of a number of articles appearing in a. 
widely read mining newspaper ,over a period of: months preceding the 
filing of the, registration statement, during which time ,there was 
extensive activity with a substantial rise in the quoted price of the 
stock. The study showed that the newspaper' articles contained 
statements that were inaccurate'and in sharp variance with the infor
mation given in the registration stateinent and that there had been 
extensive trading in the shares by persons active in the affairs, or 
holding large blocks of stock of the company. ' In view of the possible' 
influence of these circumstances upon the market price, and cOn
sequently upon the' offering price of the shares, the folloWing disclosure 
was added,to the prospectus: , ',' :. ; 

The prices * * '* at which the securities are being offered are essentially 
arbitrary and cannot reasonably, be related to any development in the Company's 
affairs to, date. The price of the Company's shares on the * *, * Stock 
Exchange has fluctuated widely, ranging during the past year'from a low of $0.60 
to a high 9f $1.95 and closing on March 7th, 1952 at $1.07 per share. These 
prices bear no discernible relationship ,to the progress of the ,Company in the 
exploration of its mining properties and must be viewed in light of market,activ
ities whieh may have been ~ffected by rumors and, the app~r!l-nce from time to 
time of. inaccurate public press reports. Large stockholders and other persons 
a,ctive in the affairs and management of the Company have engaged in extensive 
trading in the stock of the Company during the past year: ,. , 

,Distortion oj per-share eamingsfig~res ~orrected.-Per-share earningS 
figures are often used by investors as' a preliminary, ,rule-of-thumb 
gauge of the appropriat~ness of the off€lrmg prIce of new common 
stock issues, and the revised Form 8-1' requires that if common stock 
is being registered, earnings per share applicable to common' stock 
must be shown when, appropri~te, in cqnnection with, the earnings 
summary.' This'requirement, hQw8ver"presupposes that such earn-
ingS' per share will be calculated 'on ,a rational basis. " , 
, A manufacturing company was managed aiid'wholly owned by two 

individuals, oile of whom desired tO,sell out his entire one-half interest 
and retire from the business, and the other was to retain his equity 
and ~is control.and management of the company. A~ ~ prelimin8:ry 
to this transactIOn, steps were taken to revamp the capItal st~cture 
of the company to provide for two' classes of stock, called respectively 
"Common Shares" and "Class B Shares." , At the effective 'date of 
the registratio~ statement ":-hich was then filed to cover the public 
offering :of securities by the selling, stockholder, the recapit.aliza~ion 
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of the company was to have been completed and all of the common 
shares (100,000 shares) were to be owned by-the selling stockholder 
and all of the class B shares (150,000 shares) were to be owned by the 
nonselling stockholder. The 150,000 class B shares were to be con
vertible into 111,000 common shares at the end of 5 years, were to 
have voting control of the company, but were not to be entitled to 
receive dividends until $2 per share'non-cumulative annual-dividends 
were paid on the common shares. As a preliminary to the offering,. 
the company entered into. a 5-year employment contract with . the 
nonselling stockholder. This contract p!US the dividend and con
version provisions of the class B shares issued in the recapitalization. 
accomplished, as a practical matter, simply- a temporary waiver by 
the nonselling stockholder of his right to receive dividends on his. 
50% stock equity in the company for 5 years, compensated for in 
substantial part by (a) the contract which entitled him to receive 
$80,000 per year salary (with other benefits in the event of death or 
incapacity) ,(b) the holding by him of all absolute majority voting 
control of the company during the 5-year period, and (c) at the .end· 
of sucl~ period his entitlement to 111,000 shares of common stock as 
cQmpared to the; 100,000 .shares being issued for the selling stock-. 
holder's 50% equity. " "'. 
, The prospectus as originally filed in this case· included a ,per-share
earnings table-whic~ attempted ,to ,attribute to the 100,000 common, 
sha,res issued for the selling stockholder's 50% share in the business,' 
in:o.ne column ,the entire earnings of th,e company, ·and in a second. 
coh.1mn $2 per share plus 50% of the earnings over that amount. 
The examining staff took the position that neither of these columns 
gave earnings properly ~'applicable" to the stock being offered, and, 
at the request of the staff, there was substituted in the prospectus a 
table showing per-share earning<> on the basis of the 211,000 shares 
of common stock ultimatelY to be outstanding, by virtue of the whole_ 
equity· in the business. The radical' nature of this change is shown 
below:' . . 

As originally filed~ 

;Year ended May 31 . ,J 

1947 __________________________________________________________________________ _ 
1948 __________________________________________________________________________ _ 
1 !l49 ____________________________________________________________________ - _____ _ 
1950 __________________________________________________________________________ _ 
19b! __________________________________________________________________________ _ 
8 month. cnrled Jan. 31, 1952 __________________________________________________ _ 
2 months ended Mar. 31,1952 ___________________________________________ 1: ____ _ 
10 months ended Mar. 31, 1952 ________________________________________________ _ 

232122-53-3 

Net earnings 
per share on 

Net earn- 100,000 com· 
: ings per mon shares, 
share on after pro-
100,000 . vision for 

common earnings sp-
shares plicabJo to 

$1.69 
3.47 
4.15 
6.26 
9.72 
2.11 
1. 20 
3.31 

class B com· 
mon shares 

$1.69 
2.73 
3.07 
4.13 
5.86 
2.05 
1.20 
2.65 
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As revised-

Year ended May 31 

1947 ••••••...•••••••••.•.•..•••••••• """ ••••••••••••••••••....•..•••••.•••... , ••••••......... 
1948 ...••••......•.•••••.....•••••••• _ .•••••• _ •••. _ •.•.•••• _ .......• _ •...•... _. _ .••••..•...... 
19t9., ...••••.. _. __ •••••• _. _ .•••••• _ ••...•••••••• _ •• _._ ..•.•.......... _ •••••.......••••••••... 
1950 ......•.•••......•••••••..•••••••.•....••.•• _ ••......•.•...••.•....•.•••••••.•.....•.••••. 
1951_. _ ......•......... ' •......•.. _ •.•••••...•••••• c ....•....•.•.••......•...•.••..•...•.••••. 
8 months ended Jan. 31 1952 .......................................... , ..•.....•••••••........ 
2 months ended Mar. 31, 1952 ••..•....•••••••..••..•••••........•••..•.••.....•. '.'.'."'.'.' 
10 months ended Mar. 31, 1952 ••••...•••••••.•.•......•••••...••.....•••• ~ •••.......••••••••. 

Net earn· 
Ings per 
share on 
211,000 

common 
shares 

$0.80 
1.64 
1 9& 
2.96 
4.60 
1.00 
.57 

1.57 

Speculative hazards disclosed.-A corporation organized under the 
laws of Delaware to acquire all of the stock of a· foreign corporation, 
which had been organized to explore for sulphur under a concession 
from a foreign governme~t, filed a registration statement covering 
400,000 shares to be offered the public at $1.00 per share.· The staff 
insisted that full disclosure be made of material facts concerning the 
participation of inside promoters. As a result, the registrant incor
porated in its amended prospectus an "Introductory Paragraph" 
which described the basis of the insiders' participation in sharp con
trast to the basis upon which public investors were to be offered a 
share in the venture, as indicated in the following quotation therefrom; 

[The registrant] has no operating history, and neither owns nor controls any 
known sulphur deposits. The offering price of $1.00 per share for the 400,00() 
shares of Common Stock to be sold was determined arbitrarily and such 'price 
does not necessarily have any relation to the value of the shares offered. There 
is presently no established market for the Common Stock. 

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

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

The directors of [the registrant] who are also later identified in this Prospectus 
as promoters have received 80,000 shares of Common Stock for services rendered 
and to be rendered, or 6.25% of the outstanding stock on completion of this 
financing. 

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

CHANGES IN RULES, REGULATIONS AND FORMS 

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

Rule 1SS-Definition, jor purposes oj Section 5, oj "sale," "offer to-
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8eU," and "offerfor 8ale."-During the year the Comrp.ission adopted 
a new rule, designated as rule 133,.which in effect excludes from the, 
operation of section 5 of the Aet the issuance of securities in connec
tion with certain types of corporate reclassifications, mergers, con-
solidations and sales of assets. . 

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

Substantially this.rule was first promulgated by the Commission in 
September 1935 as a note to Rule 5 of Form E-1.3 Form E-l was 
the registration form for securities sold or modified in the course of a 
reorganization, as defined in rule 5 of that form. In April 1947 the 
Commission rescinded Form E-l as part .of its general form simplifi
cation program.' Since then the Commission has continued to follow· 
the so-called "no sale theory" administratively in applying section 
5 of the Act. 

The Commission has never felt, however, that the "no sale theory" 
necessarily applies in other contexts either under the Securities Act or 
under any of the other Acts administered by the Commission. As 
the United States Court of Appeals for the Second Circuit has had 
occasion to emphasize, section 2 of the Securities Act provides that 
the terms defined therein, which include the term "sale," shall have 
the prescribed. meanings "unless the context otherwise requires." ~ 
Thus, under the Public Utility Holding Company Act of 1935 the Com
mission has uniformly treated the issuance and sale of securities in 
mergers and analogous transactions as involving sales requiring its 
prior approva1.6 

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

Rule 15!,.-Definition of" 80licitation of 8uch order8" in Section!,. (2)
The Commission also adopted during the year a new rule, designated 
as rule 154, which defines the term "solicitation" in connection with 
the exemption for unsolicited brokerage transac.tions in section 4 (2) 
of the Act. 

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

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

• Securities Act Release No. 493 (Class C). 
I Securitics Act Release No. 3211. . 
• SchiUner v. H. Vaughan Clarke & Co., 134 F. 2d 875 (1943). 
• Rocht8teT Giu & Eledric Corp., Holding Company Act Release No. 6340 (Deceinber 27, 1945). 
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The interpr~tation of Section 4, (2) has been the subject of considerable 
doubt. The' purpose of the new rule'is to settle some interpretative 
questions relatirig to the meaning of the word" solicitation" in that 
section. ' " 

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

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

Rule 154 is a definition for purposes of Section 4 (2) and is not 
intended to serve, for example, as a definition of'the phrase "solici
tation of an offer to buy" which appears in Section 2 (3) of the Act. 
N or is it intended to affect the Commission's holding in Ira Haupt 
& 00., Securities Exchange Act release No. 3845 (August 20, 1946), 
regarding the applicability of Section 4 (2) to transactions by under-
writers. ' 

Amend1(l,ent oj various rules governing preparation and' filing oj 
registration statements and prospectuses.-The Commission amended 
during the year certain of its rules 'under the Act with respect to the 
preparation and filing, of registration statements and prospectuses. 
The changes made in the text of these rules are set forth in Securities 
Act release No. 3424. As explained therein, the Commission had 
found it necessary, because of budgetary limitations, to provide that 
in the future all registration statements shall be filed and processed 
at its headquarters office in Washington. Previously, where issuers 
or their underwriters had been situated in the Pacific Coast area or 
in Hawaii, they had been permitted to file registration statements 
in the Commission's San Francisco Regional Office. As previously 
noted the registration unit in that office has been abolished. 
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Some of the othe,.. amendments relate. to the formal requirements 
with respect to the preparation and filing of registration statemen~. 
For example, rule 402 was amended to provide that where the regis
tration statement is typewritten, one of the copies filed with ·the 
Commission shall be the original "ribbon" copy: and that such copy 
shall be signed. : . , 

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

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

New Rule ,W4 governing newspaper prospectuses for joreivn govern
ments.-On August 2, 1951, the Commission published notIce that it 
had under consideration a proposal for the adoption of a rule under 
the Act with respect to newspaper prospectuses relating to securities 
issued by foreign governments. The Commission considered all com
ments and suggestions received in connection with the pI:oposed rule 
and adopted the rule in the form set forth in Securities Act release 
No. 3425 (August 27, 1951). .... . 

Revised 'Form 8-1 adopted and subsequently amended.--:-The Com
mission adopted on November 1, 1951, a revision of Form 8-1,' one 
of the. forms for registration of securities under the Act. As announced 
in the Seventeenth Annual Report at page 22, when this revision 
was under .consideration, the purpose of the.revision was mainly to 
shorten and· improve the prospectus (without sacrificing material 
information) and thereby facilitate its distribution and mak~ it more 
useful to investors generally. . 

The revised form permits the omission from the prospectus of 
certain information which had theretofore been required. to be set 
forth therein but requires such information to be furnished elsewhere 
in the registration statement so as to be available to investors and 
others who desire to make a more detailed study of the registrant 
or its securities. Thus, it is no longer necessary to include in the 
prospectus a detailed description of .the underwriting arrangements. 
All that .is required in the prospectus in this respect are the names 
of the managing underwriters and a statement as to whether such 
arrangements constitute what is. commonly referred to as a "firm 
commitment" or whether they are in the nature of an agency or 
"best efforts" arrangement. Further details with respect to the 
underwriting and marketing arrangements are required to be other
wise furnished in the registration statement. In other cases, informa
tion theretofore required in the prospectus is permitted to be entirely 
omitted therefrom and set forth elsewhere in the registration state-
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ment. ': :This treatment, for, example', is accorded information with 
,respect to franchises and concessions and indemnification of directors 
'and officers. ' , 
, A study was made of a number of prospectuses' filed with the Com
mission, and the items of the new form rearranged in conformity with 
t4e more carefully prepared prospectuses reviewed. Wherever pos
'sible, the items and instructions' were streamlined for the purpose of 
'producing more concise statements in the prospectus without, sac
rificing essential information. In addition, the instructions as to 
financial statements were revised for the purpose of reducing the 
number of statements required, particularly in cases involving reor
ganizations, successions, and other acquisitions of business. In the 
draft of the proposed revision, of Form 8-1 which had previously beeI;1 
circulated for' public cominent, it was proposed that the summary of 
'earnings would be accepted in lieu of conventional profit and loss 
statements and that statements of financial position might be fur
nished in: lieu of ' conventional balance sheets. While'the comments 
received were generally favorable to this proposal, it'was the carefully 
considered opinion-of many persons and firms that, in the interest of 
investors, the disclosure required should be not'less than that which 
would be furnished by conventional'financial statements certified by 
independent acco,untants. ' -
.. Accordingly, the revised form as adopted by the Commission pro
vides that'if the summary of earnings set forth in the prospectus is 
certified for the required period and contains, as is now frequently 
the case, the same disclosure as would be contained in conventional 
profit and loss statements, the summary of earnings will be accepted 
as meeting the requirements for conventional profit and loss statements 
and such statements need, not otherwise be included in the 'prospectus 
or elsewhere in the registration statement. The revised form makes 
no reference to statements of financial position, but it should be noted 
'that the Commission's rules and regulations now permit the use of 
such statements, in appropriate cases,' in lieu of conventional balance 
sheets. Such statements, however, must measure up to the same 
standards of discloslll'e as those required for conventional balance 
sheets. The revised form provides that the financial statements 
included in the prospectus must be certified to the same extent as 
previously required by Form 8-1. -

The Commission believes that the use 6f the revised form should 
result in a more concise selling prospectus which can be widely dis
tributed and more easily understood by the average investor. The 
extent to which this goal is achieved will, however, depend in large 
measure upon the cooperation of the industry. It will be necessary 
for the issuer, the underwriters and their lawyers and accountants in 
the preparation of the prospectus to eliminate duplication, unimpor
tant or mechanical details, and statistical or other inforination not 
called for by the form and not material from the standpoint of in
vestors. If the prospectus is to serve its purpose it must not be pre
pared with a view to making it a detailed book of reference with 
respect to the issuer and its securities. The Commission and its staff 
will upon request assist to the fullest extent in pointing out in particu
lar cases the extent to which it is deemed possible to accomplish the 
desired result and thereby make the prospectus more useful to in
vestors. On January 31, 1952, the Commission amended the revised 
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:Form 8-1 in minor respects designed to remove certain ambiguities 
-found in the language ,of the form. , 

, Proposed revision of Form S-5.-Late in the 1952 ,fiscal year the 
Commission announced a proposed revision of ' Form 8-5, and invited 
comments thereon from all interested persons. This form is used for 
the registration of securities under the. Securities Act by open-end 

,management investment companies which are registered under the 
,Investment Company Act of 1940 on Form N-SB-l. , 

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

The revision of Form 8-5 under the Securities Act was proposed for' 
,the purpose of br41ging it into line!with a currently proposed revision 
of , Form N-SB-l under the Investment Company-Act. It is .contem
.plated that the revision ofthese forms will simplify registration under 
both Acts and. will result in shorter and simpler prospectuses for open
end management investment companies. 

Study of regulations governing prospectuses.-Proposal to adopt Rule 
132 and amend Rule l,31.-For some years the Commhsion has been 
exploring the advisability of recommending appropriate amendment 
of the Securities Act in· order better to achievejts basic purpose of 
affording investors a maximum of timely disclosure in an under
standable form. It seems clear that the two basic problems are (1) 
devising some means, consistent with the statutory prohibition of 
selling efforts before the effective date of the registration statement, 
for achieving more widespread dissemination of information during 
the waiting period, and (2) obtaining a statutory prospectus which is 
reasonably concise and readable. 
, The Commission has tentativcly concluded that it would not be 
justified in recommending new legislation to the Congress until it 
has done everything possible to achieve these two results under its 
existing powers. This approach also has the advantage of permitting 
a degree of flexibility and eA"Perimentation. If the suggestions, 
which the Commission offered for public comment immediately after 
the close of the year,? are adopted, actual experience may indicate 
modifications from time to time. Moreover, the proposals offered 
are not necessarily a substitute for new legislation. In the event 
legislative action seems desirable, all parties concerned should be in 
a better position to consider statutory amendment in the light of the 
experience with the administrative changes thus proposed. , 

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

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

I Securities Act release No. 3447 (July 10, 1952). 
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spectuses").8' 'The Commission received comments on the proposal 
but no amendment was adopted at that time. The latest proposals 
contain certain' modifications. These proposals and the factors 
prompting their consideration are described in full below making 
reference to the earlier release unnecessary. 

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

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

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

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

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

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

• See Securities Act release No. 3396 (November 14, 1950). 



statement ten, days in advance of such use,' unless the Commission 
accelerated the period. The identifying statement could be circulate,d 
or published by the issuer or by underwriters and dealers. either before 
or' after the effective date of the registration statement. 'Any perSon 
using the identifying statement would add to this form ,his name and 
(after the effective date) the price of the security. In order to make 
certain that a form of identifying statement would always be avail
able for use' by dealers, the Commission would amend its various 
registration forms to require that each registration statement be 
accompanied by a form o,f identifying statement. ' , 

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

'.The Commission, in considering requests for acceleration of the effective date 
of registration statements, will consider whether adequate dissemination has been 
made of copies of the proposed form of prospectus, as permitted 'by the Rule. 
The determination of what constitutes adequate dissemination must, 'of course, 
remain a question of fact in,each case after consideration. of all pertinent factors. 
It 'would, however, involve as a minimum the distribution, a reasonable-time in 
advance of the anticipated effective date, of copies of such proposed form of 
prospectus to all underwriters and dealers who may be invited to participate in 
the distribution of the security. 

In connection with the present proposals, the Commission, in deter
mining whether to grant acceleration, would consider also (1) whether 
the identifying statement had been made available to all under
writers and dealers who might be invited to participate in the distribu
tion and (2) whether copies of the "red herring prospectus" had been 
made available in reasonable quantity to such underwriters and 
dealers, taking into consideration the number of requests that they 
might expect to receive from customers and the amount of securities 
that might be available to them for distribution. 

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

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

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

Injunctive actions 
It is sometimes necessary to res6~t to the courts to obtain compli

ance with the Securities Act. Such action is generally taken when 
it appears that continued violations and resUltant damage to the 
public is threatened. The necessity for injunction has arisen most 
frequently in connection' with violations of the registration and anti-
fraud provisions of the Act. . . 

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

The almost perennial "doodlebug" again made its appearance 
during the year in the case of SEC v. Ben H. Frank, et alY Defend
ants used in their operations a device called a "Magnetic Logger" 
and the claims inade for its efficacy in discovering oil were' the usual 
ones and were false. The claimed existence of oil reserves in the 
company's acrea~e was also without basis. There is reason to 
believe that the mjunction obtained by the Commission saved the. 
investing public a sul;>stantial sum. . 

In SEC v. Keystone Petroleum, Inc. and Clyde G. Kissinger,t2 
another oil promotion, the usual misrepresentations concerning fabul
ous wealth to be obtained from a small investment were being made, 
as well as that the properties owned by the company were surrounded 
by commercially producing oil wells. Actually, the nearest com
mercial producer, a poor one, was located miles away from the Key
stone properties .. An injunction was granted. 

Injunctions involving oil promotions were also obtained by the 
Commission in SEC v. C. E. Simmons/3 SEC v. Sierra Nevada Oil 
G.qmpany and Loui'J A. Sears/4 SEC v. E. M. Thomasson/5 and SEC 
v: John G. Perry & CO.16 A preliminary.injunction was obtained in 
SEC v. Valentine Company, Inc. and ChanceY.M. Valentine, which is 
pending.17 

. 

In the field of mining promotions the case of SEC v. Frank Lilly, 
et al.,t8 presented a somewhat novel approach. There the promo tors 
had acquired a majority of the stock of Gold Valley Min,ing Com-

• Civil Action No. 22<J9, N. D. Tex . 
• 0 Civil Action No. 2182. N. D. Tex. 
II Civil Action No. 5427, W. D. Okla. 
" Civil Action No. W-417, D. Kans. 
II Civil Action No. 3476, W. D. La. 
II Civil Action No. 13056-C, S. D. Calif. 
11 Civil Action No. 3673, D. Colo • 
• 8 Civil Action No. 34f>3, D. Colo. 
11 Civil Action No. 142, D. Nebr. 
U Civil Action No. 993, E. D. Wash. 
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pany, a corporation which had been dormant for over twenty years. 
This company was, of course, entirely without assets. ,The pro
moteN then proceeded to levy an "assessment" on the remaining 
outstanding shares, notwithstanding that the stock was, by its terms, 
nonassessable. -Upon the failure of other stockholders to pay this 
assessment, the defendants acquired practically all of the remaining 
outstanding, stock through delinquent assessment sales for virtually 
little or nothing. The defendants then, without amending the charter, 
changed the name of the company to Gold Gulch Mining Company, 
doubled its capitalization and proceeded to sell its shares. They also 
created an artificial market by. extensive over-the-counter trading 
and by "wash sales" and "matched orders." The Commission ob
tained an inJunction before the distribution had proceeded to any 
great extent. . 

The name U. S. Oil and Development Corp.,19 was selected by Walter 
A. Falk and Carl H. Pete1'son for a corporation formed by them, which 
they falsely represented as being financed by loans from the Federal 
Government and which, dec:;pite its title, purported to be in search 
of ore rather than oil. An injunction was obtained by the Commis-
sion against the promoters. . 

The Commission also obtained injunctions against Glacier Mining 
Company,20 together with a number of individual defendants, from 
further violations of the anti-fraud provisions of the Act and against 
Searchlight Consolidated Mining and Milling Company and Homer C. 
Mills,21 from selling securities without registration, but these cases 
are not sufficiently novel to warrant further comment. 

Of course, the Commission's injunctive litigation is not entirely in 
the oil and mineral promotion field. Frequently it arises in connec
tion with companies engaged in the production of commodities or 
other types of business. In the ,case of SEC v. The Fanner Manu
facturing COrfJ,pany et al.,22 the corporate defendant, a foundry, at
tempted to acquire Grand Industries, Inc., a stove manufacturer, by 
offering the shareholders of Grand Industries one share of Fanner for 
each share of. Grand Industries which they held. Representatives of 
Fanner. inquired at the Cleveland Regional Office of the Commission 
regarding the propriety of such an exchange without registration and 
were told that it could be accomplished only if the exchange offer was 
limited to residents of the State of Ohio wherein the Fanner Company 
was incorporated. The Fanner management determined not to register 
and employed the assistance of three Cleveland investment houses who 
began a solicitation ostensibly limited to Ohio residents. When it 
appeared, however, that solicitations were being made to non-resi
dents, and devious methods and subterfuges were being used to con
ceal the true situation, a complaint for injunction was filed. Fanner 
then agreed that it would immediately discontinue its exchange plan, 
would return all securities submitted for:exchange subsequent to the 
date of the filing of the complaint, and would repurchase from the 
underwriters the securities which they had "on the shelf." Upon the 
entry of such a stipulation the Commission agreed to withdraw its 
complaint. 

" Civil Action No. 3894, D. Colo. 
" Civil Action No. 2981, W. D. Wash. 
tl Civil Action No. 1000, D. Nev. 
a Civil Action No. 29,110, N. D. Ohio. 
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The Commission obtained an injunction in SEO v-: United· Insurers -
Service Oompany, et al.,23 a case interesting because of the novel charac
ter of the misrepresentations made' in connection with the offering 'of 
the stock for sale. The false representations were to the effect that 
the company was a life insurance company; that-.investments in'its 
stock were insured up to $5,000 by the United States Government; 
and that dividends to be paid on the stock would be exempted from 
Federal' income tax . 

. In February 1952 the Commission filed a complaint against Chin
chilla, Inc. 24• alleging violations of the registration and anti-fraud 
provisions of the Securiti~s Act of 1933. The complaint alleged that 
the defendants had been selling investment contracts relating to the 
purchase of mated pairs of chinchillas and were misrepresenting the 
profits to be realized, the mortality rate of chinchillas and their sus
ceptibility to disease, the market for the offspring, and similar matters. 
The case was .pending at the close of the fiscal year. . 

An injunction was obtained ~gainst Tom G. Taylor & 00.25 for mis
representations concerning the value, holdings and stability of that 
company; and Virgil S. Berry and J. Bridges Lenoir 26 were enjoined 
because of misrepresentat~ons concerning the stock of Research 
Manufacturing Corporation, Inc. In the latter case, Berry not only 
fals_ely represented that the company had received large orders from 
the Government, but did not disclose that it was his personally held 
stock that was being sold and that the proceeds were going into his 
own pocket instead of the company's treasury. . -

In SEO v. Homer J. Oox and U. S. Frigidice, Inc.,27 Cox obtained a 
lease to certain property in New Mexico for the purported purpose of 
drilling a well for the production of carbon dioxide gas. As part of th~ 
promotion it was represented to potential investors that Cox would 
cause a railroad siding to be built to the site and that a dry ice plant; 
the cost of which would be in excess of $1,000,000, would also be con
structed on the tract. Cox failed to tell investors that the securities 
being sold were not the securities of the corporation but were his own, 
that for the most part he was using the proceeds obtained from the 
sale of the securities for his personal purposes and that neither Cox 
nor the company had in their possession anywhere near the amount of 
funds necessary. to build' the proposed dry ice plant. Accordingly, 
the Commission obtained a final injunction prohibiting the sale of 
these securities. It might be mentioned that in the course of t.he 
investigation it became necessary to obtain a court order to enable 
the Commission to examine the books and records of the defendants 28 

and the Commission eVE:m found it necessary to secure a citation against 
Cox for contempt of that order. 

The Commission also had to apply to a court for an order requiring 
the production of books and records of Mines and Metals Oorporation29 

and the order was issued in March 1952. An appeal to the Court of 
Appeals for the Ninth Circuit is pending.ao 

.3 Civil Action No. 7219. W. D. Mo . 

.. Civil Action No. 52C387, N. D. Ill. 
"Civil Action No. 1339, D. Mont . 
.. Civil Action No. 1016, S. D. Ala. 
27 Civil Action No. 1983, D. N. Mex . 
• 8 Civil Action No. 1904, D. N. Mex. 
to Civil Action No. 13891-WB, S. D. Calif. 
ao The order was affinned on November 20,1052. 
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_ ·In SEG v. Ralston Purina,.oompany, the Commission sought an 
injunction based on alleged violations of the registration provisions 
of the Securities Act. ;The company had been selling its stock to 
more ·than 500. of its employees, including many:in minor positions, 
and contended that these transactions were exempt from re~istration 
under the non-public offering exemption contained in SectIOn 4 (1) 
of the Act., . The district court agreed with this' contention and 
refused to grant a permanent injunction.3DB On appeal to the Court 
of Appeals for the Eighth Circuit, this decision was sustained on 
November 21, 1952.3Db The Commission has med a petition for a. 
writ of certiorari in the Supreme Court which is pending .. 

- . . . 
Participation 8S Amicus Curiae.. ' , 

Court rulings involving significant interpretations of the Securities 
Act were handed down du,ring the fiscal year in two cases in 
which the Commission participated as amicus' curiae. In Blackwell 

. v. Bentsen 31 the federal district court for the Southern District of 
Texas dismissed a complaint· seeking .relief under sections 12 (a) and 
17 (a) of the Act for allegedly fraudulent sales of securities. The court 
deCided that the complaint did not allege facts showing that a "secu
rity" had been sold. According to the complaint, defendants sold 
plaintiffs 20-acre tracts of purported citrus land in an 800-acre 
development in the Rio Grande Valley of Texas, along with manage
ment contracts pursuant to which defendants undertook to cultivate 
and develop the acreage, and harvest and market the crop. It was 
alleged that defendants represented that plaintiffs would be getting 
into an 800-acre unit which would be developed uniformly by defend
ants' citrus experts for the joint benefit of all investors, that defendants 
would take care of everything, and that plaintiffs would "only have 
to sit back and reap the dividends." The court rejected the conten
tion that "investment contracts" had been sold because, it concluded, 
no "common enterprise" was involved. The following circumstances 
in this case, the court stated, distinguished it from SEC v. W. J. 
Howey Company, 328 U. S. 293 (1946), where the Supreme Court 
found an "investment contract" in the sale of citrus acreage coupled 
with a service contract: (1) The failure of the instant promoters to 
retain any acreage in the development for their own usage, (2) the 
larger size of the average parcel sold to investors, (3) the cancelability 
of the management contract, (4) the absence of any provision for 
pooling the crop of various investors for purposes of marketing, and 
(5) the absence in the management contract of provisions for joint 
development comparable to the oral representations made to investors. 
In its amicus curiae brief the Commission had taken the position that 
these differences did not affect the substance of the transactions as 
involving "investment contracts." The court ruled also that juris
diction was lacking under section 12 (2) for the additional reason that, 
even had a "security" been involved, the misrepresentations com
plained of had not been transmitted by means of the mails or instru
ments of interstate commerce as, it concluded, the section required. 
The Commission had urged in its brief that any use of the mails or 
interstate facilities in the sale of the security would be sufficient, and 
that it was not necessary that these instrumentalities be employed to 
convey the misrepresentations. The Commission took the position 

10. 102 F. Supp. 964 (E. D. Mo., 1952). 
IO. ccn Fed. Sec. L. Serv., par. 00,603. 
II ccn Fed. Sec. L. Rep. '90,529 (1952). 
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that the use of the 'mails to deliver. the securities and ·to collect pay
merits thereon, as alleged in'the complaint, was sufficient; A number 
of other interpretative questions were argued but not'decided. ':An 
appeal tQ the Court of Appeals for' the ,Fifth Circuit was pending at 
the close of the'fiscal year.32 , , ',' " " ' 

. , Wilko 'v. SwiJ,n~?>3 in' which the Commission also participated as 
amicus curiae, likewise involved an action under section 12 -(2) 'of the 
Act for alleged misrepresentation in the sale of ' securities. One of the 
defendants, aNew York brokerage house, moved ,to stay the action 
under the Federal Arbitration Act in, order that the' controversy could 
be determined by arbitration pursuant to a,form agreement which,the 
plaintiff customer signed before or contemporaneously with the sale. 
The United States District Court for, the Southern District of New 
York denied the stay, ruling, in accord with 'the view of the Commis
sion, that the controversy was not "referable to arbitration" under 
the Federal Arbitration,Act. The purpose of Congres's to provide f!. ' 
defrauded purchase~ of s'ecuritie~ c~rtain li~igation advantages under 
l:!ection 12 (2) which may not be ,afforded or safeguarded in an arbitra ... 
tion proceeding, and the' anti-waiver provisions of section'14 of' the 
Act; the .court held" preclu,ded giving effect' to. such an agreement for 
arbitration. An appeal was pendrng at the close of the fi!!cal year.' 

, , 
.. No. 14127. 
A 107 F: Supp. 75 (1952). 



PART II 

A~MINISTRA TION OF THR SECURITIES EXCHANGE· ACT 
. OF 1934 ., . 

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

REGULATION OF EXCHANGES AND EXCHANGE TRADING 

Registration and Exemption of Exchanges 
'Section 5 of the Act requires each securities exchange ,vithin'the 

United States or subject to its jurisdiction to. register with the Com
mission as a national se'curities exchange or to. apply for exemption 
from such registration. Exemption from registrati,on may be granted 
to an· exchange which has such. a limited volume of transactions 
effected thereon that, in the opinion of the' Commission, it is not 
practicable and not necessary or appropriate in the public'interest or 
for the protection of investors to require its registration. During the 
fiscal year no change occurred in the number·of exchanges registered 
as national securities exchanges or in the number granted exemption 
from such registration. ". . " ' , ' 

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

Boston Stock Excliange ' Ph iI ad'cl'p Ii i a-Baltimore Stock 
Chicago Board of Ttade ' Exchange· ' 
Cincinnati Stock Exchange Pittsburgh Stock Exchange 
Detroit Stock Excllarige Salt Lake Stock Exchange 
Los Angeles Stock Exchange San Francisco Mining Exchange 
Midwest Stock Exchange ' San Francisco Stock Exchange 
New Orleans Stock Exchange Spokane Stock Exchange 
New York Curb Exchange Washington Stock Ex~haiJ.ge, 
New York Stock Excluillge 

Four exchanges were exempted from registration at the 'close of the 
1952 fiscal ye~r:, .. 

Coiorado Springs Stock Exchange ' 
Honolulu Stock ,Exchange 

Richmond Stock Exchange 
Wheeling S~ock Exchange 

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

Disciplinary Actions by Exchanges Against Members 
Each national securities exchan~e, pursuant to a request of the 

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

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

REGISTRATION OF SECURITIES ON EXCHANGES 

Disclosure Accomplished by Registration Process 
In order to make available currently to investors reliable and com

prehensive 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 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 ~o the 
particular type of issuer or security involved, which forms are designed 
to disclose pertinent information concerning the issuer, its capital 
structure and that of its affiliates, the full terms of its securities, war-
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rants, rights, and options~ the ,control and management of its affairs, 
the remuneration of its officers and. directors, and financial data, in .. 
eluding schedules breaking down, the more significant accounts re
flected therein. 

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

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

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

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

The results achieved by the Commission's examination of tl1~se 
applications and reports may be illustrated by reference to a few a<;:tual 
cases prpcessed during the 1952 fiscal year. 

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

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

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

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

. Provision jor employee pension plans.-Regulation S-X, which 
governs the form and content of financial statements required to. be 
filed as part of registration statements and periodic or annual reports 
under various Acts administered by this Commission, requires in 
rule 3-19 (e), as revised, a disclosure of certain information as to pen
sion and retirement plans in the general notes to the balance sheet. 
A registrant manufacturing certain electrical equipment, with total 
consolidated assets of $62,.0.0.0,.0.0.0 and equity capital of $48,.0.0.0,.0.0.0, 
filed its annual report for the year ended De'cember 31, 195.0, with an 
indication that the information called for by this rule could not be 
furnished because studies were in progress to obtain such information 
and that an amendment would be filed when the studies were com
pleted. About eleven months later the annual report for the year 
ended December 31, 195.0, was accordingly amended to set forth in a 
footnote to the financ~al statements a brief description of the essential 
provisions of the plans; a statement that the annual contributions to 
the trust funds for the benefit of the persons who had retired and for 
those eligible for pensions would require amounts ranging from ap
proximately $1,000,000 to $1,650,000 during the years 1951 to 1959; 
inclusive; and that statistical studies made by actuaries to estimate the 
amounts required to fund potential pensions for those employees not 
eligible for pensions at December 31, 195.0, would approximate 
$19,1.0.0,.0.0.0 to cover the cost for services rendered prior to December 
31, 195.0, while the current service cost for 1951 mid subsequent years 
would apprm • ."ima,te $1,1.0.0,.0.0.0 annually. It is largely due to the 
revision of Form S-X that the staff is able to obtain disclosure of such 
significant information in annual reports filed pursuant to section·13. 
Statistics of Securities Registered on Exchanges 

At the close of the 1952 fiscal year, 2,192 issuers· had 3,588 security 
issues listed and registered on national securities exchanges. These 
securities comprised 2,624 stock issues totaling 3,67.0,855,266 shares, 
and 964 bond issues totaling $21,410,1.0.0,351 in principal amount. 
These figures reflect net increases for the year of 43 stock issues, 
193,29.0,621 shares, 22 bond issues, and $513,775,782 in principal 
amount of bonds over the amounts at the close of the 1951 fiscal year. 

During the fiscal year 51 new issuers registered securities under 
section 12 of the Act, while suell registration of all securities of 47 
issuers was terminated. . . 
. The following table shows for the fiscal year the number of applica

tions filed. under section 12 and of reports filed under section 13 and, 
pursuant to undertakings contained in registration statements filed 
under the Securities Act, under section 15 (d) of the Securities 
Exchange Act: 
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Applications for registration of securities on national securities exchanges __ ' 673 
AI?plications. for registr~~ion of ,unissued securities f9r "when issued" trad-

mg on natIOnal securities exchanges___ _ _ __ _ _ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ _ _ _ _ _ 56 
Exemption'statements for trading 'subscription rights on national securities exchanges ______ ~ _____________________ ' ______ ~ __ __ _ _ _ _ _ _ __ _ _ __ _ _ _ 121 
Annual reports ___________________________________________ ,_ ~ ________ 2, 865 
Current reports _______________________________ : _: _______________ ~ 11, 793 
Amendments to applications and annual and current reports ____________ 1,197 

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

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

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

, , MARKET VALUE OF SECURITIES TRADED ON EXCHANGES 

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

Stocks: ~~::;~:r 
New York Stock Exchange __________ .: ____ : ____ 1,495 
New York Curb Exchange __________________ ~_ 777 
All other exchanges_ _ _ __ _ _ __ __ ___ _ __ ___ _ ___ _ _ 760 

Bonds: , 
New York Stock Exchange ___ ~ ______________ _ 
New York Curb Exchange ___________________ _ 
All other exchanges_ ~ _______________________ _ 

3;032 

918 
. 83 

33 

Markeloalue 
Dec. 81, IU61 

$109,483,600,000 
16,492,136,000 
3,243,023,000 

129,218,759,000 

95,634,350,000 
869,101,000 
159,741,000 

1,034 96,663,192,000 

Total stocks and bonds· _____________________ 4,066 225,881,951,000 

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

risen from $82 billion at the.~close oL.1948 to $129.2 billion at ·the 
close of 1951. The increase dudng 1951 was $18.2 billion, compared 
witli an increase of $29 billion during. the preceding 2 years 1949-50. 
The net number of stock issues decli~ed from 3,052 at the close of 1948 
to 3,032 at the close of 1951.· ... 
Market Value of Bonds 

Listed United St~tes Gover~(mt·and subdivisio~ bonds have de
creased from 73 issues with $114.6 billion market value at the close 
of 1948 to 61 issues with $77.3 billion market value at the close of 
1951. All other bond issues on the stock exchanges had market 
value of $18.1 billion at the close of 1948 and $19.4 billion at the 
close of 1951, despite a.moderate declliie in number of issu·es from 
998 to 973 during the three years. . 
New York Stock Exchange 

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

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

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

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

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

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

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

The identity of issues on the regional and the New York exchanges 
has become so extensive that only the smaller regional exchages still 
accomplish most of. their trading in their own local issues.2 

I At tbe close of 1936 Creole and Humble were collectively wortb $1 billion, of wbleb $0.7 billion was 
owned by Standard. At tbe close of 1951, tbeir market values aggregated $4.7 billion, of which $3.8 billion 
wa.q owned by Standard. 

I Tbls subject was referred to in tbe 15tb Annual Report (fiscal year 1949), p. 37, where, following a table 
of total market value of all securities on excbanges as of December 31,1948, tho statement was made that "Six 
of the regional excbanges accounted for over 90 percent of the dollar volume of stock transactions on all 22 
such exchangcs during 1948. These six exchanges-Boston, Chicago, Detroit, Los Angeles, Philadelphia, 
and Sl\n Francisco-reported I\ggregate 1948 dollar volume of $858,600,000 in stocks, of which about $750" 
000,000 was in issues also traded on New York Stock Exchange or Curb." The statement was based on 
the following calculation: 

Exchange 
Dollar volume 

stock sales, 
year 1948 

Sales In issues 
not admitted to 
trading on either 

New York 
Exchl\Dge 

Percent of 
snies not in . 

eompeti; 
tion with 

New York 

Philadelphia Stock_ .................. ___ ._ ....... __ $106.614.904 $1.617,227 1.51 
Boston Stock ___________ ............ _ .. _ .... _ .... _ 171,094,555 11,894.299 6.95 
DetroitStock ___ .......................... _ .. _ .... _ 43.755,237 4,129.058 9.44 
Chicago Stock ______ .. _ ............ _.............. 212.024.313 25,504.467 12.02 
Los Angeles Stock ______ • __ ................ _" .... _ 141,479,679 24.157,253 17.07 
Pittsburgh Stock _______ .. _ .. _ .............. _...... 17,926,524 3,n9,736 17.40 
Cincinnati Stock _______________ .... _............ 12.926.769 2.850.113 22.05 
San Francisco Stock __________ .................... 183.627.799 49,312,860 26.85 
Wa.qhington Stock _____________ ........ ___ ...... _ 4,404,054 1, 676. 056 38.06 
St. Louis Stock _____________ ............ _ .. _ .. _.. 8.933.687 3.752,723 42.00 
Clewland Stock ______________ .... _.............. 16.055.870 7,913,677 49.29 
Wheeling Stoek ________________ .... _ ............ _ 354,380 216,801 61.18 
Spokane Stock _______ .............. _.............. 1,930,680 1,580.416 81.86 
Salt Lake Stock ________________ .. _.............. 2.782,165 2,375,382 85.38 
Baltimorc Stock _________ .. _ ...... _ .. _ ...... _ .... _ 2,217,409 2.012.630 90.76 
Richmond Stock ____________ .................... _ 458.648 435,171 94.88 
New Orleans Stock __________ ........ __ .. __ .. _____ 1,122,169 1.081.792 96.40 
Honolulu Stock _____________________________ .. ____ 4,918,986 4.792,432 97.43 
Chicago Board of Trado____________________________ 189,455 185,955 98.15 
San Francisco Mlning_ __ __ ________________________ 619.150 612.824 98.98 
Colorado Springs Stock_________________________ 419,775 419,035 99.82 
Minneapolis-St. PauL _______________________ ----I_-:::;c:2,'72"'82~, 4OO=_I __ ~2:,-' 28=2,-;;4O;;;0;-1 __ ~100:;:._;00::: 

TotaL ________________________ .... _____ .. _____ 936,138,608 151,922,307 16.23 

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

The regional exchanges originally developed local issues to the 
point where they gravitated to the New York exchanges, and at an 
early date they also drew issues from the New York exchanges in 
which to trade locallr. On the Boston Stock Exchange, for example, 
the governing commIttee was authorized by resolutions adopted prior 
to 1880 to permit trading in any securities listed on either the New 
York or Philadelphia stock exchanges. In 1932 the Philadelphia 
Stock Exchange adopted the rule that no securities could be admitted 
to unlisted trading which were not listed on the New York Stock 
Exchange, N ew York Curb Exchange, Boston Stock Exchange, Pitts
burgh Stock Exchange, or Chicago Stock Exchange. By 1928 the 
Los Angeles and San Francisco stock exchanges ·(and their curbs) had 
turned from the "call" to the "post" system, introduced contin~ 
uous sessions, and installed odd-lot dealer mechanisms, thereby increas-
ing trading in the New York issues. . 
. The consolidation of industry into units of national importance and 
the growing diffusion of their shares available for trading on both the 
New York and regional exchanges have brought about a heavy concen
tration of trading volume in a small proportion of the total available 
stock issues. At the close of 1951, 158 stocks listed on the New York 
Stock Exchange were also available for trading on 4 or more of the 
8 leading regional exchanges, and the reported volume during 1951 
ill these 158 stocks constituted over 40 percent of the reported volume 
on the New York Stock Exchange and over 40 percent of that on the 
8 leading regional exchanges. These exchanges included Boston, 
Cincinnati, Detroit, Los Angeles, Midwest, Philadelphia-Baltimore, 
Pittsburgh, and San Francisco, whose aggregate dollar volume of 
stock transa,ctions during 1951 was 98.6 percent of the total for_all 
18 regional exchanges. 
, The number of stocks admitted to trading on one or more regional 
exchanges but not on either New York exchange has dropped from 
814 at the close of 1948 to 760 at the close of 1951. During this 
period, the market value of all stocks on all the exchanges rose from 
$82 billion to $129.2 billion, while those solely on the regional ex
changes remained a little above $3 billion. New single listings in 
this latter category during 1951 amounted to 12 stocks with an ag
gregate market value of about $22,000,000. Bond issues only on 
regional exchanges have dropped during the 3 years from 50 to 33, 
with a remaining aggregate market value of about $160,000,000. 

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

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

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

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

Year 1951 Issues Shares 

New single listlngs .. ______________________________________________ 12 6,600,534 
Simultaneous listlngs_ ____________________________________________ 16 22,726,460 
New listings of listed issues_______________________________________ 23 96,740,644 
Admitted to unlisted tradlng _____________ ._______________________ 56 263,607,808 

--·1----1 
107 389,675,446 

Less duplication__________________________________________________ 5 15,973,988 

Market value 

$22,048,616 
507,977,241 

4, 050. 3.~1. 504 
10,675,760,277 

15, 266, 167. 638 
476,649.529 

--·1----1------
102 373,701,458 14,789,518,109 

Face 
Simultaneous listings of bonds____________________________________ 5 $271,437,500 308,889,844 

All stocks and bonds ____________________________________ ~_________ 107 ______________ 15,098,407,953 
Portion also ou New York Stock Exchange_______________________ ________ ______________ 14,932,299,667 

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

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

First haIC 1952 Issues 

New ~ingie Iistings________________________________________________ 3 
Simultaneous Iistings_ _ _____________________ __________ __ ___ ______ 5 
New listings of listcd issues_______________________________________ 6 
Admitted to unlisted tradlng_____________________________________ 63 

Shares 

3IG,269 
1,112,888 

10,396.526 
327,589,714 

Markct value 

$11, 07.~. 393 
48.982.644 

166.864,075 
13.903,658,063 

77 339.415,397 14, i30, 580, 175 

Simultaneous listings of bonds ____ ; _________________________ ~ ____ _ Face 
4 $124,496,500 131.950,395 

All stocks and bond8.-____________________________________________ 81 ______________ 14.262,536,395 
Portion also ou New York Stock Exchange_ ______________________ ________ ______________ 13,930,722,427 

No duplication exists in this table, the number of issues being net 
for the 6 months. However, 13 'of the stock issues admitted to unlisted 
trading during the 6-mpnth period, comprising 76,686,499 shares and' 
$2,469,548,826 market value,' duplicate issues which became.listed or 
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admitted- to unlisted trading ·on some other regional exchange .or 
exchanges during·the year 1951. The 'American Telephone & Tele
graph Co. 3Xs of 1964, which .were in process of listing on the usual 
six exchanges a~ of June 30, 1952, are ,not include~ in the above table. 
Securities Available for Listing 

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

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

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

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

VOLUME OF SECURITIES TRADED ON EXCHANGES 

Stock Volume 

Fluctuations in the number of shares sold on the exchanges (includ
ing stocks, warrants and rights) have been very great. A peak of 962 
million shares was reached in 1936, from which there was a year-by-
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year decline to 221 million in 1942. There followed a rise to 803 
'million in 1946, a relapse to an average of 534 million per annum for 
.1947-49, inclusive, and a rise to 893 million in 1950. In 1951, ·share 
.sales declined slightly to 864 million, followed by a further shading off 
to around 382 million during the half year ending June 30, 1952. 

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

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

Year 

1935 ••••••••..••••••.•.•••••.• : •.•.•••••.•••••••.•.••••• 
1936 ...••.•...••••.•.•••.•.....•.....•.•••.......•.....• 
1937 •••••••.•.•••.•.•.•.•.•.•...•...•.....•.........•... 
1938 •.•.•.•••...•.....•..•.....•.....•....•............. 
1939 •••.••••.••••••.•••.•••.•••.•••.•.....•.....•....... 
1940 ..•••........................................••..... 
1941 •....•.••.••••••..••..•.•.....•.•.....•.•.•. , .•...•. 
1912 ..•.•.•••.•••.•.•••••.••..•.•.•.•.......•.•...•. , .. . 
1943 ................ , .•............................. : .. . 
1944 ....•.....•.•.....•.••....•.•.•...•..••.•.•...•••... 
1945 ..•.•...•...•....................................... 
1946 ..................•.........•...•.......•...••..•.•. 
1947 ......•..••.•.•..••.••..•.....•.•...•.........•.•... 
1948 ........ , .•.•.••. : •...•.•..••.••• ; ...• · .•••...••• ! .. . 
1949 .••••••••••.••.•.•.••....•••.•••.•..••.•..•.••...••• 
1950.~ ••••••••••••••••••••••••••••.••••..••••.•.•••.•••• 
1951 ••••••••••••••.•••••••••••••••.•••.••••••...••••.••. 
1952 I ••.•••••••••••••••••••••••••••••••••••••••••••••••• 

; 1 81x months ending June 30,1952. 

Percent of share volume Percent of dollar volume 

2 New York AIl other 2 New York All otber 
exchanges exchanges exchanges exchanges 

Percent 
85.6 
89.5 
87.9 
88.6 
89.6 
88.6 
86.7 
88.1 
91.3 
90.3 
87.2 
85.4 
86.8 
87.5 
88.0 
89.9 
89.0 
86.5 

Percent 
14.4 
10.5 
12.1 
11.4 
10.4 
11. 4 
13.3 
11.9 
8.7 
9.7 

12.8 
14.6 
13.2 
12.5 

. 12.0 
10.1 
11.0 
13.5 

Percent 
94.5 
94.9 
95.4 
94.8 
93.8 
92.8 
91. 6 
91. 8 
93.8 
93.4 
93.6 
93.4 
92.8 
92.7 
92.3 .. 
92.8 
93.0 
92.5 

Percent 
5.5 
5.1 
4.6 
5.2 
6.2 
7.2 
8.4 
8.2 
6.2 
6.6 
6.4 

. 6.6 
7.2 
7.3 
7.7 
7.2 
7.0 
7.5 
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Bond Volume 
At tinies in the past, the New York Curb Exchange and some of 

the regional exchanges have experienced substantial amounts of bond 
volume. The New York Stock Exchange, however, has remained 
the focal point for bond trading on the stock exchanges, showing over 
96% of such trading during 1951 in terms of market value. 
Additional Data 

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

SHARE VOLUMES OF STOCK SALES ON EXCHANGES DOLLAR VOLUMES OF STOCK SALES ON EXCHANGES 
PERCEHT 
100 r----"-'-'=;..;.:..;::..:..:; 

75 

50 

25 

o 

o 
1936 38 40 42 44 46 48 1950 1936 38 40 42 44 46 48 1950 



COlllparative Share Sales and Dollar VolulIle on-'Exchanges frolll Jan. 1, 1935,.to June 30, 1952 

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

Year Share snips NYS NYC MSE SFS BSE LAS PBS DSE CIN PIT Others --- ------------------ ---
Percent Percent Percent Percent Percent Percent Percent Percent Percent Percent Percent 1935 ___________________________________________ 681,970, 500 73.13 12.42 1. 91 1. 49 0.96 1. 20 0.76 0.85 0.03 0.34 6. 91 1936 ___________________________________________ 

962, 135,940 73.02 16.43 2.18 1.64 .72 1. 32 .68 .74 .04 .• 32 2.91 1937 ______________ , ____________________________ 
838, 469. 889 73.19 14.75 1.79 1.60 .83 1.63 .70 .59 .03 .38 4. 51 1938. __________________________________________ 
543, 331. 878 78.08 10.55 2.27 1.41 1.03 1.26 .78 .75 .04 .25 3.59 1939 ___________________________________________ 468, 330. 340 78.23 11.39 2.26 1.35 1.18 1.00 .93 .76 .05 .25 2.60 1940 ___________________________________________ 377,896. 572 75.44 13.20 2.11 1. 59 1.19 1.19 1. 02 .82 .08 .31 3.05 1941. __________________________________________ 311,150.395 73.96 12.73 2.72 1.55 1.50 1.14 1.23 .87 .14 .36 : 3.80 1942. __________________________________________ 
221,159,616 76.49 11.64 2.70 1. 51 1. 39 1.11 1. 07 .90 .12 .29 2.78 1943 ___________________________________________ 
486, 290. 926 74.58 16.72 2.20 1. 09 .76 .83 .85 .64 .07 .20 2.06 1944 ___________________________________________ 
465. 523. 183 73.40 16.87 2.07 1.30 - .81 1.10 .78 .86 .06 .26 2.49 1945 ___________________________________________ 769. 018. 138 65.87 21. 31 1.77 1.27 .66 1.71 .65 .79 .05 .40 5.52 1946 ___________________________________________ 803, 076, 532 6607 19 37 - 1. 74 1. 86 .84 . _ 1. 65 .68 .63 .05 .28 6.83 1947 ___________________________________________ 513. 274. 867 69.82 16:98 1.67 2.10 1.05 2.12 .90 .66 .08 .19 4. 43 1948. __________________________________________ 571, 107. 842 72. 42 15.07 1.63 2.13 .76 1.82 .73 .68' .08 .18 4.50 1949 ___________________________________________ 516.408.706 73.51 14.49 1.67 2.00 .93 1.72 1.17 .73 "- .09 .18 '. '3. 51 1950 ___________________________________________ 893. 320. 458 76.32 13.54 2.16 1. 61 .65 1.50 .73 .55 .09 -.18 2.67 1951. __________________________________________ 
863.918.401 74.40 14.60 2.10 2.12 •. 70 1. 42 .72 .58 .08 .16 3.12 1952 I .... _________________________________ .. ___ 381.731. 870 68.68 17:87 2.21 2.56 .62 1. 37 .72 .51 .09 .16 5.21 

Year Dollar volume NYS NYC MSE SFS BSE LAS PBS DSE CIN PIT Others . (000 omitted) ------------------------------
Percent Percent Percent Percent Percent Percent Percent Percent Percent' Percent PerCent 1935 ___________________________________________ $15, 396, 139 86.64 7.83 1.32 0.93 1. 34 0.46 0.67 0.40 0.04 0.20 0.17 1036 ___________________________________________ 

23,640.431 86.24 8.69 1.39 .86 1.05 .47 . .61 .31 .03 .20 .15 1937 ___________________________________________ 
21,023.865 87.85 7.56 1.06 . 82 1.10 .43 .60 .24 .03 .20 .11 1938. __________________________________________ 12,345,419 8924 5.57 1.03 .77 1.51 - , .50 . .11 .37 .04 .18 .OS 1939 ___________________________________________ 
11,434.528 87.20 6.56 1. 70 .87 1. 70 .50 .82 .34 .06 .18 .07 1940. __________________________________________ 8.419,773 85.17 7.68 2.07 1.00 1.91 .52 .92 .36 .09 .19, .09 1941. __________________________________________ 6,248,055 84.14 7.45 2.59 1. 06 2.27 .61 1. 09 .33 .12 .21 .13 1942 ___________________________________________ 4,314,294 85.16 6.60 2.43 1.05 2.33 - .66 .94 .34. .• 13 .23 .13 1943 ___________________________________________ 
9,033,907 84.93 8.90 2.02 .85 1.30 .58 .78 .30 .07 .16 .11 1944 ___________________________________________ 9,810.149 84.14 9.30 2.11 1.05 1.29 .65 .78 .34 .07 .15 .12 1945. __________________________________________ 16, 284, 552 82.75 10.81 2.00 1.14 1.16 .64 .81 .35 .06 .14 _14 1946 ___________________________________________ 

18,828.477 82.65 10.73 2.00 1. 22 1.23 .65 .78 .33 .07 .16 .18 1947 ___________________________________________ 11,596,806 8toOI 8.77 1.82 1. 39 1. 51 .87 .90 .36 .11 .14 .12 1948. __________________________________________ 12,911,665 84.67 8.07 1. 85 1.43 1.33 1.10 .84 .34 .10 .14 .13 1949. __________________________________________ 10.746,935 83.85 8.44 1. 95 1. 35 1.43 1.14 1.06 .39 .12 .13 .14 1950. ________________________________ c _________ 21,808.284 85.91 6.85 2.35 1.18 1.12 1. 01 .89 .39 .11 .11 .OS 1951. __________________________________________ 21,306,087 85.48 7.56 2.30 1. 07 1.06 .99 :86 .36 .11 .11 .10 1952 1 __________________________________________ 9,166,391 84.39 8.07 2.58 1.14 1.06 1.04 .95 .40 .12 .14 .11 
I Six months ending June 30, 1952. 
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SPECIAL OFFERINGS ON EXCHANGES 

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

: Each of the nine exchanges with a special offering plan in effect has 
been requested to report certain information to the Commission on 
each offering effected on the exchange under the plan. These reports 
sh?w the followiI;tg data for 1951 and the first,six mont~s of 1952: 

Special offerin'gs on Stock Exchanges 

TWELVE MONTHS ENDED-DEC. 31; 1951 

NUMBER 01/ BllABES 

Exchange -- Number 
made In 

orl!(lnal Sub- Sold 
offer scribed 

----
All Exchanges:-Total _____________________________ Z7 329,742 332, 403 323,013 Complcted ____________________ 25 307,288 320,248 310,858 Not completed ________________ 2 22, 454 12,155 12, 155 
Midwest Stock Exchange: Total com-pleted ___ c ___ : ______________________ 1 ' 5,000 5,000 5,000 
New York Stock Exchange: Total.. ____________ ' __ -_: ___________ 25 309,742 312,403 303,013 Completed ____________________ ' 23 287,288 300,248 290,858 

Not completed ________________ 2 22,454 12, 155 12,155 
San Francisco Stock Exchange: Total 

completed __________________________ 1 15,000 15,000 15,000 

SIX MONTHS ENDED JUNE 30, 1952 

All Exchanges: Total. ____________________________ 
16 245,550 271,951 208, 095 Com pleted ____________________ 12 197,150 261,006 197,150 

Not completed ________________ 4 48,400 10,945 10,945 
Midwest Stock Exchange: TotaL. ___________________________ 2 14, 890 9,890 9,890 Completed ____________________ 1 4,890 4,890 4,890 

Not completed ________________ 
New York Curb Exchange: Total not 

1 10,000 5,000 5,000 
completed __________________________ 20,000 2,275 2, 275 

New York Stock Exchange: - TotaL" __________________________ 12 207,590 256,716 192,860 Completed ____________________ 10 189,190 253,046 189,190 
Not completed ________________ 2 18,400 3,670 3,670 

8an Francisco Stock Exchange: Total 
completed __________________________ 3,070 3,070 3,070 

Value of Aggregate 
shares sold special 
(thousands commission 
of dollars) (thousands 

of dollars) 

, 

10,841 205 
10,188 195 

653 10 

184 3 

10,616 200 
9,963 190 

653 10 

41 2 

5,136 112 
4,831 ,-' 107 

305 5 

338 5 
145 2 
193 3 

11 

4,678 103 
4,577 102 

101 1 

109 3 
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SECONDARY DISTRIBUTIONS APPROVED BY EXCHANGES 

A "secondary distribution," as the term is used in this section, is a 
distribution over 'the <iounter of a comparatively large block of a pre
v1,ously issued and outstanding security listed or admitted to tradmg 
on an exchange. Such distributions are resorted to when it has been 
determined that it would not be in the best interest of the various 
parties involved ~o sell the shares on an exchange in the regular way or 
by special offering.' The distributions generally are made after the 
close of exchange trading. It is the general practice of exchanges. to' 
require members to obtain their approval before particip'ation in such 
secondary distributions. The following table shows t.he number 'and 
dollar volume of secondary distributions which exchanges have ap
proved for member participation and ;reported to .the Commission 
for 1951 and the mst six months of 1952: 

Reported secondary distributions of Exchange Stocks. 

TWELVE MONTHS ENDED DEO. 31, 1951 

NUMBER Oi' SHARES Valup of 
Exchange Number Available sharps sold 

made In orlglnal for dls- Sold (thou"ands 
offer trlbution of dollars) 

AU Exchanges: TotaL __________________________ . _________ 
88 6,104,200 5,237,950 5,193,756 146,459 Completed __________________________ 
83 4,986,390 5,115,887 6,121,046 143,318 Not completed ______________________ 5 117,810 122,063 72,710 3,141 

Olnclnnatl Stock Exchange: TotaL ___________________________________ 
2 60,667 53,820 46,820 1,218 Completed __________________________ 1 9,000 9,200 9,200 230 Not completed _____________________ ~ 1 41,667 44,620 37,fi20 988. 

Detroit Stock Exchange: Total completed ___ : 2 1O,48U 10,480 10,5SO 209 
Midwest Stock Exchange: Total completed __ 8 86,053 86,858 86,898 3,641 
New York Curb Exchange: , Total _____________ ~ ______________________ 

16 1,586,414 1,666,529 I, fi47, 443 20;673 Completed __________________________ 15 1,563,814 1,643,929 1,647,118 20,649 Not completed ______________________ 1 22,600 22,600 325 24 
New York Stock Exchange: TotaL ___________________________________ 

60 3,370,586 3,420,263 3,402,015 120,818 Completed __________________________ 67 3,317,04a 3,365,420 3,367,260 . 118,689 Not completed ______________________ 3 53,543 54,843 34,765 . 2,129 

SIX MONTHS ENDED JU~E 30, 1952 

All Exchanges: TotaL: __________________________________ 
34 1,482,698 1,555,887 1,540,258 57,440 Completed __________________ , _______ 31 1,400,661 1,473,660 1,493,860 00,318 Not completed ___________ : ___________ 3 82,037 82,237 46,408 1,122 

Detroit Stock Exchange: Total completed ____ 1 1,500 1,500 1,500 13 
Midwest Stock Exchange: Total completed __ 8 65,200 66,800 66,SOO 1,352 
New York Curb Exchange: Total completed_ 4 149,948 155,462 155,462 2,4SO 
New York Stock Exchange: Total ____________________________________ 

21 1,266,050 1,332,125 1,316,496 53,595 Completed __________________________ 18 1,184,013 1, 249, 888 1,270,088 52,473 Not completed _____________________ : ·3 82,037 82,237 46,408 1,122 

UNLISTED TRADING PRIVILEGES ON EXCHANGES 

Number of Issues Admitted to Unlisted Trading 
Securities are said to be traded on an unlisted basis on· the stock 

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

Status on each stock exchange June 30, 1952 

Number of stock Issues available for trading 

Ona 
listed 
basis' 

On an unlisted basis pursuant to the fol
lowing clauscs of section 12 (0 of the 
Securities Exchange Act 

Clause 1 

Clause Clause 
Listed on Not listed 2 • 3 • 
another on any 

exchange' exchange' 
--------------/---------------
Boston _____________________________________________ _ 105 162 1 131 0 

g~~~~a~i~:':~~!_~r_~~~::::::::::::::::::::::::::::: 10 2 3 0 0 
61 0 0 59 0 Colorado Springs , __________________________________ _ 

Dotrolt. _________________ : __________________________ _ 14 0 0 0 0 
119 14 0 99 0 Honolulu' _________________________________________ _ 57 0 33 0 0 Los Angeles ________________________________________ _ 146 40 1 118 0 Mid west ___________________________________________ _ 409 0 0 83 0 New Orleans _______________________________________ _ 3 4 9 2 0 New York Curb ____________________________________ _ 461 60 256 3 3 New York Stock ___________________________________ _ 

Philadelphla-Baltimore _____________________________ _ 1,528 0 0 0 0 
111 263 4 126 0 Plttsburgh _________________________________________ _ 

Richmond , ________________________________________ _ 54 17 0 54 0 
27 0 0 0 () Salt Lake ___________________________________________ _ 96 0 3 0 1 San Francisco Mlnlng ______________________________ _ 

San Francisco Stock ________________________________ _ 
41 --0 0 0 0 

202 69 37 68 () Spokane ____________________________________________ _ 
Washington, D. C __________________________________ _ 
Wheeling , _________________________________________ _ 

25 1 7 0 0 
42 0 0 2 0 
16 0 0 3 0 ---------------Total' _______________________________________ _ 

3,527 632 354 748 • 
• Includes registered Issues, issues temporarily exempted from registration, and issues listed on the four 

exempted exchanges. 
• In addition to the unlisted status as shown, these [ssues are listed on one or more of the registered ex

changes. 
• None of these issues has any listed status on any domestic fjj;ock exchange, with the exception of9 of the 

37 San Francisco Stock Exchange issues which are also listed on an exempted exchange. 
• One of the New York Curb Issues and the Salt Lake Issue have become listed on a registered exchange, 

leaving only 2 issues with only an unlisted status. 
, Exempted from rcgistration as a national securities exchange. , 
, Duplication of Issues among exchanges increases the total of each column except the last to more than 

the actual number of issues involved. 

Volume of Unlisted Trading in S~ocks 
The reported volume of stock traded on the stock exchanges on an 

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

Unlisted share volumes reported In 1951 Total 
unlisted 

Unlisted pursuan t to clauses 1 and 
2 of section 12 (I) of the Securities 
Exchange Act 

Clause 1 
Listed 1 

.ClaU:~e 1 
unlisted' Clause 2' 

Boston ______________________ '__________________ ________ _ 3,454,821 
Chicago Board of Trade_ _ _ _____________________________ 0 
CincinnatI. _ ___________________________________________ 286,845 

2,250,134 16,063 1,1SS; 624 
0 0 0 
0 0 286,845 Colorado Springs ,______________________________________ 0 

Detroit__ _ __ __________________ _ _________________________ I, 3f1.~. OliO 
Honolulu ,_~___________________________________________ 50.519 

0 0 0 
189,807 0 1,173,2.'i3 

0 50,519 0 Los Angples_ ___________________________________________ 3.081,090 
Midwest _ _ ____________________________________________ 4,929,159 
New Orlrans___________________________________________ 63.033 

1,141,861 7,974 I, 931, 25~ 
0 0 4,929,159 

1,968 52,229 8,835 New York Curb ________________________________________ 38,278. 743 
New York Stock ______________________________________ . 0 7,30.'i,425 30,015,438 928,700 

0 0 0 Philadelphia-Baltimore_ _ __ __ ______ _____ __ _______ ______ 3,365, 510 
Pittsburgh _ _ ___ __ __ ___ __ __ __ ______ _______ _____ _______ _ _ 440,228 
Richmond ,_ __________ ________ _____ _____________ ____ ___ 0 

2,312,060 29,779 1,0:>3,671 
263,627 0 176,601 

0 0 0 Salt Lake_ _ _ ___________________________________________ 2,554 0 189 0 
San Francisco Mining__________________________________ 0 0 0 0 
San Francisco Stock____________________________________ 4,672,142 1,110,415 2,677,091 884,635 Spokane ________________________________ .______________ 15R,544 

Washington, D. C______________________________________ 25,226 
3,150 153,394 0 

0 0 25,225 
0 0 1,419 Wheeling ' ________ ~------------------------------------ 1,419 

/-------/------/-------/------

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

60,170,893 14,578,447 33,002,676 12, 55S, 225 

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

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

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

Stock exchange: Number of BtOCka 

Boston_____________________________________________ 13 
Cincinnati__________________________________________ 14 
DetroiL___ ___ ___ ________ _ ___ _ _ ___ _____ _ _ _ _ __ __ __ ___ 20 
Los Angeles__ _ __ _ ______ __ __ __ _ ___ _ _ __ __ _ _ _ _ __ __ _ _ __ _ 21 
MidwesL____ _ _ _ _ _ __ _ _ _ __ _ _ __ _ __ _ __ __ __ _ _ _ _ _ _ _ _ __ __ _ 9 
New York Curb _____________________________ ~ __ _ _ _ _ _ 1 
Philadelphia-Baltimore__ __ __ ______ __ __ _ _ _ _ __ __ ___ _ __ _ 18 
Pitt,sburgh___ _ _ __ __ _ _ __ __ __ __ _ _ ___ _ __ ___ ___ ___ _ _ ____ 1 
San Francisco~ _ __ _ _____ ____ _ __ ___ __ __ _ ____ _ _ _ _ _ _ _ __ _ 13 

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

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

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

With respect to' a change in a security previously admitted to 
llnlisted trading privileges, other than the changes enumerated in 
the preceding paragraph, Clause (b) of rule X-12F-2 provides for 
an application to the Commission for a determination whether or 
not such security is substantially the same after such change as 
the security previously admitted to unlisted ,trading privileges. 
Under this regulation, the New York Curb Exchange ilied an appli
cation for a determination by the Commission that the new Class A 
Common Stock, $2.00 Par Value, and the new Class B Common Stock, 
$2.00 Par Value, of ' The Parker Pen Company constitute substantially 
the same security as the single class of $5.00 Par Value Common 
Stock previously outstanding and admitted to unlisted trading on 
this exchange. In view of the fact that only the new Class A Stock 
would have the voting rights previously enjoyed by the single class 
of stock, and that there were two separate Issues instead of one, the 
Commission held that only the new Class A Common Stock was 
substantially equivalent to the previously outstanding common stock. 
As both of- the new issues were registered and listed on the Midwes't 
Stock Exchange, the New York Curb Exchange was able to ilie a 
separate applicati9n for" unlisted trading privileges in the Class B 
Stock under Glause 2 of section 12' (f) of 'the Act. 'It is 'the policy 
of the Commission to have applications ilied under Clause 2 of section 
12 (f) rather than paragraph (b) of rule X-12F-2 whenever an appli
cation properly can be ilied under·the former provision. 

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

A somewhat similar case was an application of the N ew York Curb 
Exchange with respect to bonds issued by Guantanamo & Western 
Railroad Company. In this case the changes involved extension of 
the maturity date from 1958 to 1970 and reduction of the interest 
rate from 6% to 4% as well as a provision for annual retirement of 
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1 % ,of the amount, of' bonds outstanding." This applicatioif was 
granted by the Commission. , ' , , ' 
, In another case under the'same regulation the Commission granted 
an appliQation of the Boston Stock Exchange for a determination 
that sh~res of 'no ,par value common stock of St. Louis-San Francisco 
Railway ,Company are substantially ,equivalent to voting trust 
ceI:tificates representing these shares, which certificates had been 
admi~ted to unlisted trading privileges upon applicant 'exchange prior 
to the termination' of the voting trust. :',' '.' 

'~n another case under the same regulation, the N ew York Curb 
Exchange made an applicatio:Q, for a determination by the Commission 
that ,American depositary receipts issued by the Guaranty, Trust 
Company of N ew York representing Ordinary Shares, ,Par Value 
3s. 6d., of Burma Mine~ Limited,. and other American depositary 
receipts issued by t.he same bank, representing ,ordinary shares, 'par 
value Is., of Non Ferrous Metal ,Products, Limited, were substantially 
equivalent to previously. ,outstanding 'American depositary' receipts 
issued by the same bank and representing' capital stock, par, value 
\} rupees, of Burma Corporation, Limited, the predecessor of the other 
two ~orporations. The Commission decided that the new depositary 
receipts representing the issues of the two new corporations were not 
subst~ntially equivalent to, the depositary receipts representing the 
old stock of the predecessor corporation. The applic'ant, exchange 
thereupon made application to withdraw its previous application for 
substantial equivalence, and obtained an agreement from the' new 
issu~r~ to register and list the new securities on that exchange.,:' 

, , 

,DELISTING OF SEf:;URITIES FROl\lEXCHANG~S 

Se~urities Delisted by Application 
During: the fiscal year, a numbe:r;:of applications , were 'filed with the 

Commission by various natio'nal securities exchanges 'and issuers of 
listed securities, pursuant to section ~2 (J) of'the Securities Ex~hange 
Act and ruleX-12D2--'1 thereunder,' to strike securities from exchange 
registration and listing. , " ' , 
, The Los Angeles Stock Exchange and the San Francisco Stock Ex
change each filed such an application witlj.-respect to the capital stock 
Of Republic Petroleum Company, which had been dissolved arid was in 
process of liquidation.3 The Midwest Stock Exchange filed applica
tions to. strike the' cODunon stock of Horder's, Incorporated, and ,the 
common stock of St. Louis Car Comp'aJ;ly on the ground that the 
ownership of each of these securities had bec9me so concentrateq 
that there was inadequate public 'distribution and exchange trading 
to warrant 'a public auction market on a national securities exchange.' 
The San'Francisco Stock Exchange filed an application ,with respect 
to the capital s'toc,k' of North American Oil Cpnsolidated, asserting 
that all but 3,000 shares of the approximately 271;000 shares previously 
outstanding in the hands of the public had been p,urchased by one 
shareholder, following which' the issuer had sold its properties and 
approved a voluntary plan of dissolution.5 "'The Los Angeles Stock 
Exchange made application respecting the common stock of S,ignal 
Petroleum 90mpany of California, Ltd., stating' that the financial 

a Securities Exchange Act release No. 4667'(1952); Securities Exchange Act release No. 4646 (19,';1) • 
• Securities Exchange Act release No. '4677 (1952); Securities Exchange Act release No. 4665 (1952) • 
• Securities Exchange Act release No. 4693 (1952). 

232122-53-5 
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condition of this cOmpany, as disclosed by)~ annual report to the 
Commission was so questionable as to .. require that its: exchange 
trading priVileges'be tennitiated for the protection of investOrs.6 " All 
of 'the'foregoing applications were granted bycthe Commission. . 

The :Boston Stock' Exchange filed an' application to strike from 
registration and listing ,the preferred stock of. Lamson Corporatio.n of 
Delaware under the folloWing circumstances. Th~ issuing cOIJloration 
had' reclassified this security by adding the word" pri9r" to the name 
of the stock. In the view of ,the"Commission, based on numerous 
precedents', this small cha~ge in the name of the security did not make 
ibt,new security for the purpose of registration under the Securities 
Exchange Act, with the result t4at the same security under its new 
name continued to' be fully registered on the Boston Stock Exchange. 
:a:owever; that exchange, in accordance with the practice of other 
national securities exchanges, considered ~hat the change in name of 
the security constituted' it a new security. Since the issuer declined 
to comply with the listing requirements of, the exchange, including 
payment of a'new listing fee, with respect to the changed security, 
the unusual situation existed of a security whi~h in the view of the 
Commission was fully registered on the exchange but in the view of 
the exchange was not. When the issuer declined to initiate proceedings 
to terminate t4e registration of this security, the exchang~ made appli
cation to strike it from registration, and th~ application was granted 
by the Commission.7 

" Allied Products Corporation filed an applica,tion with, the Commis
sion to withdraw its common stock from registration and listing on 
the Midwest Stock Exchange on the ground that no transaction in 
that stock had'been effected on that exchange since 1947. The Com
mission granted this application with the understanding ~hat the 
security would continue to be fully registered and listed on, the New 
:York Curb Exchange.s Hunt Foods of Ohio, Inc. also filed applica
tion with the'Commission to withdraw its common 'stock from regis
'tration and listing o.n the Midwest Stock Exchange on the ground that 
another corporation had' acquired 99.47% of the total !lumber of 
shares outstanding, leaving only 237 other shares outstanding in the 
hands of only seven shareholders, and that this represented an in
sufficient number of shares and shareholders to warrant the continu
ance of exchange trading, :Which had virtually ceased. On the basis of 
these facts the Commission granted this application.9 

. A number o.f companies registered witn the Commission as diversified 
open-end management investment companies under section 8 (a) of the 
Investment Company Act of 1940 filed applications with the Com
missiqn to 'withdr:aw securities from exchange registration and listing. 
The reasons for withdrawal includ,ed the,fact that the rules of the N a
tional Association of Securities Dealers, Iilc., as well as provisions of 
the Investment Company Act of 1940, restricted exchange trading in 
this type of security to such an extcnt as to make further registration 
and listing unwarranted.1O 0D:e of the applications further recited that 
::, Securities Exchange Act release No. 4711 (i952). 

7 Securities Exchange Act release No. 4684 (1952): 
• I Securities Exchange'Act release No. 4638 (1951) . 

• Securities Exchange Act release No. 4659 (1951). , " , 
• 10 CommonweaUh Investment Company, Securities Exchange Act release No. 4716 (May 29, 1952): Broad 
Street Investing Corporation, Securities Exchange Act rclease No. 4667 (Jauuary 18, 1952): AfJUuued Fund, 
Inc., Secw'ities Exchange Act release No. 4647 (October 12, 1951); Century 'Sharea TrU8t, Securities 
Exchange Act, release No, 4676 (February 15, 1952). ' 
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smce all the issuer's shares are redeenlli.ble at current liqUidating value 
upon tender to the issuer,:substantiallyall transactions were conducted 
either 'with or, through' '-the 'unaerwriter and ,no usefUl ':pui'posEvwas 
ser.ved by the'regiStration and listing of such shares upon,an e~change. ~~ 
All of these applicatioris'were granted,by'the Commission.' "',, ,; 
Sec~i~ies Delisted by N~tifiCation: " , """" ' " ,', 

, 'Securities whlch'hav'~,beEm p~id at maturity, redeemed or retired 
in' fUll, or, beq~me excha~geable:for other securities, 'm~y be removed 
from listmg and'registration'on'a national securities exchange by the 
exchange filing a notification with the Commission ,to that effect. 
The removal'.of the security b'ccomes effective automatically after the 
interv,al of time-prescribed by rule X-12D2-2 (a). The excha:q.ges 
filed notifications under this rule' effectfug the removal of 115 separate 
issues. In some instances the 'same issue was removed from more than 
on~ exchange .. so that the ~~tal number of removals, incJudi~g dupJi.:. 
catIOns, w;as 142. ,Successor ISsues to those removed became hsted and 
registered 'on excha:q.ges in many. cases. " 

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

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

Scc';rities Hemovcd ,From Listing on Exempted 'Exchanges , 
, A security may be,removed 'from listing on an exempted exchange 
merely _ up,on notification by such an exchange to the Commission 
sett,ing forth the reasons for such r~moval. During the fiscal year 
the Richmond Stock Exchange removed two issues which had been 
called for rederription, at;J.d the' Colorado Springs Stock Exchange re
moved on(;l issue due to ,the liquidation of the issuer. ' 

" ' 

" MANIPULATION AND S'TABILIZATION 
; , 

The Stock Ma;kcts' 
During the fis'cal year both the:S. E. C. Composite Index,of weekly 

closing prices of common 'stocks and the:,Do1v-Jones ,Composite Aver
age advanced fr.om the low of the year during ·the' first week to the 
high of the yeai"duririg the last week. "The S:E: C. Composite Index 
was 174.3 (the low) for the,week ended June 30,1951, and was 199.3 
(the high) for'the week ended • July 5, -1952. "The Dow-Jones, Compos
ite'Average was 86.92 (the'~low) on June 29, 1951', and 106.13 (the 
liigh) on Jliile 30, ,1952.":';' ",', ' 
.' The greatest decline in ~tock prices, during the calenQar.ye~r 1951-
occurred in Jun:e following the Russian proposal· for a cease-fire', in 
Korea. A'recovery in prices s'tarted 'on July 2, 1951" and conti~ued 
until October'15, 1951, when ,the stock market reached a'21-year high. 

• .' • ", • I , ". ' • ~ , • 

IJ Century Shares TrU$t, $upra, 
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The market then declined 'until late November when a year-end rise 
began~and continued through January 1952 .. This was followed by 
a decline in February, a,rise in ,March, a·decline,in April, and a rise 
beginning,in May, 'which, continued to the end of ,the fiscal year and 
brought prices to,the highest average reached in 21 years. , 

During the fiscal year considerable public, interest was evidenced 
in .oil and J;Ilining shares generated partly by cOI;ltinUing publicity 
given to reports of discoveries of new oil fields and mineral deposit~. 
Interest in rail stocks also developed in the last few months, of the 
fiscal year., , ' .' . " ; , ' " :, ,'-", 
',The international character of the markets, was a notable feature. 

Activity .in dual listings on Canadian and.'-Uillted States, exchang~s 
increased sharply', and many new securities were .so listed. ' Accord
ingly, the Commission instituteq. surVeillance over the Canadian 'as 
well as the domestic market for these securities. When a spectacuhir 
price movement occurred in Molybde~um Corporation of America. 
listed on the' New York Curb Exchange, investigation disclosed that 
Canf!.dian trading (beYQnd our' jurisdiction) was an important factor 
in this market activity. Other investigations disclosed active trading 
in other securities originating'in European countries.-
Manipulation 

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

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

Manipulation of securities prices in the years previous to th~ enact
ment o( the See-uri ties Exchange Act, resulted in loss to the pllblic of 
~ons of dollars ,annually. Pool operation.q were rampant. A 
pool, generally speaking, consisted of a group of men who, -acting 
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in c~ncert, bought stock in the market or secured options to buy 
for the purpose of later selling the stock at' a higher' price. ' 'To do 
this they created fictitious market activity and raised prices in a. 
stock to: deceive the purchaser into believing that its' quoted price 
represented what investors actually thought ,the stock was worth. 
The Senate Banking and Currency Committee in its investigations 
disclosed that in 1929 alone there were 105 pools in securities listed 
on the New York Stock Exchange: ' , ' 
, In the early days of the Commission's existence, - some market 
operators attempted to continue their manipulative activities. The 
Commission uncovered these activities and caused the imposition of 
various penalties upon them including expulsion 'from exchanges~ 
revocation of broker-dealer registrations, fines and jail -sentences: 
Years of experience have enabled the Commission to improvesubstan
tially its techniques of detection' and, enforcement. It has become 
increasingly evident that if the'public is to receive adequate protection 
the CommissiQn's enforcement activities, so far as possible, must be 
preventive rather than punitive. :The Commission therefore operates 
on the premise that manipulation should be, and in most cases can be, 
suppressed at its inception. Losses suffered by the public are seldom 
recoverable, even though the- perpetrator of the fraud 'is brought ,to 
justice. Accordingly; it is inore important to' prevent a possible 
violation than to allow unlawful market operations to continue until 
it appears that sufficient, evidence for a 'successful prosecution is 
available. ' ; " -. I 

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

Information assembled concerning all charted securities includes 
not -only data reflecting the market action, but also the latest news 
items; earnings figures, dividends, options and other facts which 
might explain price and volume changes in the individual issues' as 
well as of the industry group with which the issue is associated. 
Trained analysts read the Wall Street Journal, Standard and Poor's, 
Moody's, and many other financial publications, and record any items 
that might be reflected in the market price of these securities. Reports 
required by the acts administered by the Commission from corpora
tions or their officers, directors and 10% stockholders and from 
registered broker-dealers are reviewed, and important information 
contained therein is recorded on the security's weekly price and 
volume record. The ,dates of public releases' of any important news 
items regarding a company are carefully recorded, since unusual 
activity in a security prior to'the publication of news might indicate 

. ' ~ . 
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that insiders were 'using ·secret· information to thek own advantage', 
while the same activity. after publication might well be a natm:al public 
reaction to the news., : . . . , , , _" -- . 
r, As the 1952 fiscal year, began,· a weekly review was' being made 
of;'more than 7,600 charts which were maintained on practically all 
securities listed on 'exchanges and the most active' issues traded over 
'the counter. Quotations for a varying group of about 3,500 additional 
less active over-the-counter securities were being reviewed at . longer 
intervals. By the end of the fiscal year, howeveI:, budgetary restric
tions forced a reduction. in the Commission's expert force to such an 
extent that the number of securities reviewed weekly had to be reduced 
to some 3,300 with some 4,500 examined on a monthly. basis and the 
balance over longer periods. '. :! " 

... The Commission is.Considm;ably conc'erned that such delayed and 
infrequent review may defeat the Commission's policy of prompt 
preventive act.ion' and reduce t.he PFotection against manipulation 
that the public has come to expect. 
'. At the inception of any unusual market activity in a security all 
,pertinent information is reexamined and a conclusion drawn as to 
the necessity fo~ an investigation. Once decided upon, the investi
gation is quickly begun. It has been found that. many would-be 
violators of the regulations prohibiting' nianipulation have been 
-halted by these prompt inquiries by'the Commission. The fact that 
tradmg in a given security. is under investigation is kept confidential 
,by the Commission. This is done to avoid interference with ·the 
legitimate functioning :of the markets and t.o. prevent any unfair 
reflection upon individuals or securities being investigated: SO'effec
tively has this confidential approach been maintained that on' occasion 
the Coinmission has received criticism for' failure to· investigate a 
particular case which in fact already was under investigation. Hmv
ever, while the general public is not informed when an.investigat.ion 
is being made, 'any persons conducting unusual·market activity in a 
security will soon become aware of the Commission's inquiry and 
discontinue uruawful operations. In its investigations the Commission 
has received excellent cooperation from the stock exchanges and from 
brokers and dealers.' '. 
i, 'When questionable market. activity is limited to a brief period 
during a day's trading, '01' even'an entire day's transactions, a simple 
,in'quiry addressed to, an exchange or' broker 'by' the Commission's 
nearcst· Regional Office may' result in a satisfactory explanation. If 
the activity cannot be explained, an investigation is conducted by the 
Regional Office ;located nearest tHe exchange or market in which the 
,transactions were effected. ' , 

. Investigations take two forms ... ·The "quiz" or 'preliminary inves:' 
,tigation' is designed to detect and' discourage 'incipient manipulation 
by' a prompt. determination of the rcasons for unusual market' be
havior. When the '~'quiz" discloses no violations of the anti-manipu
lative _provisions.Of the securities acts the investigation is closed. If 
possible violations of the securities acts or violations of other statutes 
are revealed, the information obtained in the "quiz" is made' available 
to the proper' division of the,Commission or to the' appropriate Federal 
()f;State authorities for any'action that th,ey.might con,sider necessary. 
,When' facts 'are uncovered'which r~quire more in~ensive investigation, 
formal orders are issued by. the Commission. In a formal investiga-
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tion, 'membe~' of' the 'Coniinissioii' st'~ff are !emp6wered' to subpena. 
pertinent material ana to' take testimony under 'o'atli. In the' cours~ 
of such 'investigations,' 'data on' purchases' and s'ales over' substantial 
periods of time are compiled and trading operations 'involving large 
numbers of securities are often scrutinized. The following table 
shows the number of "quizzes" and formal investigations in the fiscal 
year 1952, and the number closed or completed during the period:' : 

- , " I ' ~ I 

Trading investigations 
•• oJ' 

Formal, 
Quizzes in vest!· ' 

gatlons: 

Pending June 30, 1951-_._ •....... _._ ... _ ..... _ ...••.• _.: .......•.. : •••. _ •. ~.,_........ . 113 ·10 
Initiated in period July 1, 1951-June 3,0, 1952.: ••••......•....•. _._ .... _ .• ~ .... _ ..... = 139 2 

:!,~tal to b~ ~CC?unted ior •. : .•. :'.- •••• : ••.• : •• : .• :~ .. :.~i .... :,.: .... ·.;,.......... ,252 12 

Closed or completed during fiscal year .•.••••••• : ..................................... ) 135 '2 
Changed to formal during fiscal year .•••••• : ..•... : ......•....•. __ .. :.: ...•...•.... :. 1 ..•. _.: •.• 

Total disposed of ......... : ....•. __ ...••••••. : ...•............••• ~_ •••••.•.. ~ ... ~ ---.2 
Pending at end of flscru yell! .:, ...... ~ ..... : ......... _ •.•..........•....... ~.......... p6 10 

The markets for securities about to be sold to the public are watched 
very closely. In this connection the markets for the 1,494 issues in 
the amount of $210,672,956 offered under Letters of Notification 
pursuant to Regulation A under the Securities. Act were carefully 
checked for improper pricing or market grooming. Over 450 other 
securities were kept under special daily observation druing the 195.2 
fiscal year for periods of 10 to 90 days, largely because a public offering 
under a registration statement-was·proposed with the right to stabilize 
reserved by the underwriter or issuer., 
Stabilization 

While manipulation ~f securities'prices is proh'ibited by the Securi~ 
ties -Exchange Act, certain other transactions that inject artificial 
activity into·the market are permitted. These 'are permissible only 
when used to prevent or retard a price change, usually a decline, when 
securities are being offered.. Stabilization means' the maintenance of 
a price independently reached in the market, an<;lany attempt to 
raise or lower the market, under the label of stabilizing, is prohibited. 
All'stabilizing transactions' are kept under careful surveillance by the 
Commission bu't here agaih. its enforcement activities are' pri:ldomi
llantly 'of' a prevfhitive 'nature: . Reports on stabilizing' activities 'are 
required in 'most instances;:thus enabling' the staff to observe violations 
as they occur as well as to assist the registran.'t [or underwriter bbth 
before and during an offering. . .. ,' .'. ~'--, ." .;. 
'. l:rhe. Commission recognizes .that . the :investment. industry must 
necessarily change'its methods with changing conditions in order that 
it may achieve its, primary function; ,which' is "to supply industry with 
the capital it needs .. Over··the years the ,Commission has considered 
any new, practices in'.the -light of. the public interest and has amended 
its policies to permit.those changes which seem desirable. ,'. .' '" 

. Of 664 registration statements,filed'with!the Commission duiing the 
fiscal year; 438 c'ontained a statement of, intention; to· 'stabilize 'in 
order to facilitate. the offerings covered by ';~uch regi.st.ration state-

. (. ,j I. 
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ments. Each of these latter filings was examined criti~ally as to the 
propriety of the proposed'method of distribution, market support, and 
full disclosure thereof, and suggestions were made to the issuers before 
the offering,as:to any contemplated course of action which might lead 
to violations of law. . ' , 
,':Stabilizing transactions were made in offerings of stock issues 
aggregating 33,649,899 shares with an aggregate public offering price 
of $743,651,363. Bonds stabilized had a total face amount of 
$77 ,000,000. In connection with these and other offerings, 353 
conferences were held by the staff with representatives of issuers and 
underwriters to assist them to avoid violations of the acts and rules 
relating to manipulation and stabilization as well as disclosure. 
. The required stabilizing reports are filed daily and show all stabiliz,,: 
ing transactions. During the fiscal year, 11,547 reports of these 
transactions were received and filed. The Commission's immediate 
review of these filings made it possible to advise several undenvriters 
that their activities might lead' to violation'!. Thus the 'underwriters 
were saved from costly embarrassment and public losses were pre· 
vented. . 
, The following table is a summary of the above figures and shows the 

substantial increase in stabilizing operations in fiscal' year 1952 as 
compared with fiscal year 1951: 

Regu,tratiOli statements ftIed ____________________________________ ~ ______ _ 
Statements of intent to stabiIize ________________________________________ _ 
Stabilizing transaction made in stock issues aggregating-sbares ________ _ 
Public offering price of above shares __________ ~_: _______________________ _ 
Bonds stabilized-face amount ___________ ~ _____________________________ _ 
Stabilizing reports received and examined ______________________________ _ 

1952 1951 . 

664 
438 

33,649,899 
$743, 651, 363 
$77, 000, 000 

11,547 

654 
231 

19,461,164 
$402, 878, 038 
$64, 500, 000 

9,210 

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

SECURITY TRANSACTIONS OF CORPORATION INSIDERS 

Purpo~ of Regulation . 
Section 16 of the Securities Exchange Act has two basic obje~tives: 

(1) To make available to public stockholders information as to the 
prospects of their 'company which may be impli~itrin the security 
transactions of insiders; 'and (2) to prevent insiders from unfairly 
using inside information in security trading. ., ' 
Reports of Transactions and Holdings 

For the purpose of affording to the public information as to trans. 
actions and holdings of insiders, section 16 (a) provides that every 
person who is directly 'or indirectly the beneficial owner of more than 
10 percent of any class of any equity security'which is listed and regis. 
tered on a national, securities exchange, or who is an officer or a director 
of the issuer of such security, shall file with ,the exchange and the 
Commission, at the time of the registration of such security or within 
10 days after the time he became such beneficial owner,. officer or 
director, a statement of the amount of all equity securities of such 
issuer of which he is directly or indirectly the beneficial owner, and 
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withIn,tl0 days'after·,the Close of'each month thereafter'in 1whlch any 
change occurs in his beneficial ownership, a statement indicating stich 
changes and his holdings at ,the close of the month. Sections 17 (a) 
of the ,Public Utility Holding' Company Act of 1935 and 30 ,(f) of the 
Investment Company Act of 1940, respectively require that similar 
ownership and transaction reports be filed by officers and directors 
of registered public utility holding companies and officers, directors, 
principal security holders, members of advisory ,boards, investment 
advisers and, affiliated persons of investment advisers of registered 
closed-end investment companies. 
P~blication of Information Reported by Insiders' 

In order that the information contained, in these reports may, be 
made available to the vast majority of public stockholders Who are 
not in a position to examine the reports at'the Commission's office 
in Washington or at the various exchanges, the Commission sum
marizes and publishes the data contained in the reports in a monthly 
Official' Summary of Security Transactions and- Holdings, which is 
widely circulated among individual investors,' security dealers; in
vestment advisers, newspaper correspondents and ,other interested 
persons. ' Beginning in August 1951 free distribution of this Official 
$ummary,was.,discontinued as a'matter of necessary e'conomy-. Dis
tributi~n is n!>w handled by the Superintendent of 1 Documents, 
Government Printing Office, at a subscription price of $2.50 per year. 
A substantial number of the persons on, the COmpllssion's free list 
immediately subscribed for the Summary, and thel subscription . list 
has beEm steadily growing since that .time. , '. '1 

Comcidentally, various changes were made in the Commissiqn's 
techniques of copy preparation which greatly.improved the appearance 
and 'readability: of t,he publication and substanti~lly reduced ,its 
printing costs. ' . .' " , ;' 
Volume of Reports Filed and Examined , .. 

By, the'close,of fiscal year 1952,more than 372;000 reports.had been 
filed lmder. the' three statutes by. over, 52,000 persons_ identified with 
the control and management ,of American industrial, utility, and 
investment' companies. While over the 'course of the past 18 years 
there has,been considerable turnover in the identity of these corpora
tion insiders-:-;due to purchases or sales of stock, or death; on'the.part 
of ,principal security holders, and to election, appointment; promotion, 
resignation or death on the ,part of dirClctors otofficers-;-approximat'ely 
25,000', persons presently, have corporate' relationships by virtue of 
which ,they ,are ,subject to, the reporting requirements'. During the 
i952 fiscal yea~ total.filings of reports by. these persons substantially 
exceeded' 20,00.0., , . :. , ,~ I ',' ,,'( • 

. . T;hese reports are examined, for,' compliance with the, statutory 
st'andards and the ,Commission's, ,related rules;·and interpretative 
opinions by a: specialized, group maintained in the Division,of-,Gor
poration Finance. Procedures. ,employed in doing !,!O are ,necessarily 
integrated closely with the Commission's examination of related items 
of <information 'in documents required to be filed bY-corporations 
registered. under various -kcts administered by the Commission:- ",The 
stock' holdings' Of nominees for, election I as c director' which 'are, dis..; 
closed' in' proxy- statements' under Regulation ,X~14,illustrate such 
related data. 
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, The following table "sho;w:s ,the number of reports'of different kinds 
filed u:p.der the'three Acts during fiscal year 1952: , I ',':'! 

, I , 

Number of ownership, reports of officers, 'directors, principal security h:olders, and 
•• 'certain! other affiliated' persons filed 'and examined during the fiscal year ended 
. ,June 30, 1955 " . 

Description ofreport Original Amended Total 
reports reports 

-----'--~-'---,-:-------------I---------
Securities ExchBOge Act of 1934: I 

~~~~ ~===============================================:=============== 16, ~g 7~ 17, ~~ Form 6 __________________________ " ________________________ ~- ________ ~-~ __ 18_ ~ 

19,241, 772 20,013 

" 
56 4- 60 

3M 6 360 
---------

.41q 10 ~ 
105 ,0 105 

Total ____________________ ' _____ " _______ " ____________________________ _ 
Public Utility Holding CompBOY Act of 1935: I Form U -17-1 ___________________ ; ______________ 0 _____________________ _ 

Form U-17-2_ - - - - -- ----- -- - --- ---"- -- - -~ ----- - --- - -- -0- - - - ~ - -'- __ : ___ _ 

Total. ____ , ________ ~ ~ _ -' _________ ~ __________________________________ _ 
Investment CompBOY Act of 1940: I ' , , ,Form N-30F -1 ______________________________ ~ _____ " __________________ _ 

511 12 623 ---------':: Form N-30F-2 ___ ~ __ ,-----------------------------------------__ ~ _____ _ 
TotBl" ________________________________ ~_~--------------- ____________ _ 616 12 628 
Orand totBL _________ ~ _______________________________ ~______________ 20,267 794 21,061 

I Form 41s used to re~rt cha.nges In o~ership; Form 5, to report ownership at th~ time BOy eqUity security 
Is first listed and registered on a O8tional securities exchange; and Form 6, to report ownership of persons 
who subsequently become officers, directors, or principal stockholders of the issuer. ' ' 
, • Form U-17-1 Is used for inltiarreJiorts and Form U-17-2 for reports of changes in ownership. 

I Form N-30F-1 is used for initial reports BOd Form N-30F-2 for reports of chBOges in' ownership. 

Enfo~celDent of Reporting RequirelDents, ' 

, Rarely does the Commission have to, resort to 'formal action to 
compel compliance with these reporting requirements. Only twice 
in the 17 years 'prior to fiscal year 1952 has it been necessary to seek 
a court order to enforce these requirements. The third occasion niose 
iri'fiscal 'y.3ar 1952 and is discussed below in the section'on litigation 
under the Securities Exchange Act. '" , 
Preventing Unfair Use of Inside Information 
, For the purpose of preventing the unfair use ofinformation which 
may have' been obtained by an insider' by' reason of his relationship 
to his company, section 16 (b) of the Act provides for the rec:)very 
by or in behalf of the issuer of ,any profit !ealized by' him from any 
purchase and sale, or any sale and purchaSe, of 'any equity 'security 
of the 'companY' within any period of less 'than six months. Corre
sponding 'provIsions 'are contained in section 17 (b) ,of the 'Public 
Utility Holding Oompany Act of 1935 and section 30 (f) of the Invest
ment Company Act,of 1940. 'While the Commission is not charged 
with the enforcement of the civil remedies created by these"provisions, 
which are matters for determination by the cOurts'in actions brought 
by the proper parties, it is interested in s~eing that information with 
respect, to possible profits by)nsiders is made "available ,to issuers 
and pllblic stockholders; and it ·has' participated as amicus curiae in 
many of the suits instituted under these provisions where questions 
of statutory interpretation are, involved. . 

. - . ' 

SOLICITATION OF PROXIES, CONSENTS, AND AUTHORIZATIONS 

,Pursuant to sections 14 (a) of the S~c~ritie~ Exchange Act,' 12 (e)' 
of. the Public Utility, Holding Company Act ,of 1935, and 20 (a) 
of the Investment Company,Act of 1940 the Commission has adopted 
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Regulation X-14 , which is 'designed to reg).llate' the solicitation of 
proxies, consents and' authorizations' in 'connection with: securities 
Of companies subject'to tliose statutes in order to protect investorS 
by requiring the disClosure' of certain information' to them at' the 
time their proxies are ~olicited. The irlformation prescribed, f017 
such disClosure'is calculated to enable t~e investor: to act intelligently 
upon 'each s'eparate matter with respect to which ~is vote 'or, consent 
is sought. The regulation also contains provisions enabling security 
holders who are not allied with the company's management to com
municate with other security holders when management is soliciting 
proxi~s, either by arranging .for the distribution of their own proxy 
statements 'or through the inclusion,of their, proposals in the proxy 
statements of'management. ' ' ' 
Statistics Relating to Proxy StateDlents ' " 

During the 1952 fiscal' year the Commission 'received arid its staff 
in, the Division of" Corporation Finance examined, for its adequacy 
in meeting the prescribed standa:r:ds of disclosure; material relating 
to 1,818 solicitations of security holders' proxies as well as "follow':up" 
material ,used in 158 of these cases. In each instanc'e it was necessary 
under toe regulations to receive and· process these 'proxy ,statements 
both in their preliminary and definitive forms. These figures compare 
with 1,788 solicitations and'the use of "follow-up" material iIi 192 
instances during the preceding fiscal year. ' , 
- Much ~ore detailed information about proxy solicitations 'is 
available on a calendar year basis. The,total number of solicitationS 
made in 1951 was 1,791. Nearly 99% of these, or 1,769 were made by 
management and the'remaining 22 by nonnia,nagement groups. It 
should be added th,at 40 of the proxy statements filed by management 
included, as 'provided, for under the regulation, 63 proposals of ,24 
different stockholders who 'were not connected-with the management. 
The number of management proxy sta'tements including such stock
h'older proposals shows a drop from the 57 recorded in 1950, while,the 
number of such stockholder proposals shows a drop from the 97 in 
1950. -' . 

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

The ,wide range' and frequency' of items of. business other than 
election of directors on which sto,ckholders' action was sought' in 
1951 are shown below. ' ' ' 

, Numbno/ 
Item 01 bm/nu. other than election 01 director, ' "J;::", 

Mergers, consolidations, acquisitions of businesses, and purchases and sales , of properties ___ ~ _ _ _ _ _ _ _ _ _ _ _ __ _ _ _ __ _ _ _ _ _ __ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ _ _ _ _ _ 43 
Issuance of 'new securities, modification of existing securities, recapitaliz8-
, tion plans other than mergers or consolidations ___________ ' _____ ,______ 272 

Employee;pension plans_ __ _ _ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ _ __ _ _ _ ___ _ _ _ _ _ _ _ _ __ _ _ _ 116 
Bonus and profit-sharing plans, including stock options_________________ 143 
Indemnification of officers and directors_ _____________________________ 11 
Change in date of annual meeting __________ : _____________ ~ _____ ,--:_-- 20 
Miscellaneous amendments to bylaws and other matters________________ 302 
Approval of independent auditors _______ ,..____________________________ 398 
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, The most striking in~re!1se, over" 19110 is reflected above in th~ 
number of proxies seeking stockholder votes on bonus .and .profit-
1;l~aring plans including stoc~ options~a total of 14.3 ~ompared with 
.'>2. in 1990. Whl).e .the n~ber of proxy..statements dealing. ·with 
empl9yee pension plans, 116, is substantially less than the correspond
i,ng 152' proxy statements in 1950, it should be noted ~hat the 1950 
total,reflected an increase of. ,more than 200 percent over the cor-
Z:{l~ponding total of 49 in 1949. . ; 
Examination of Proxy Material 

" Under the regulation copies of proposed proxy material m:u~t be 
filed with the Commission in preliminary form at least 10 days prior 
to 'the date' of the proposed solicitation, and in definitive form at 
the same time definit.ive copies are furnished ·to stockholders. The 
preliminary material is filed for the information of the Commission 
and to enable .the staff to determine the adequacy of the prescribed 
factual disclosures therein. Thus the examination of this material 
must be completed in the comparatively brief interval between the 
filing of the prel~ary and definitive. material. Even this brief 
period is frequently shortened, where requested and fouJ;ld pI;acticable, 
by Commission action accelerating the date of the proxy solicitation. 
Where preliminary 'material fails to meet the disclosure' standards, 
~he management or nO:p.1;llanagement group responsible for its prepara
tion is given an opportunity to correct the deficiency before .preparing 
its .definitive. prQXY material. . Since the financial statements in
cluded.in p:roxy material seeking stockholder approval of the.merg{lr, 
acquisition or, recapitalization of ,corporations frequently present 
important and complex accounting questions, it is no~, surprising 
t!J.at .E!uch statements 4I preliminary material often do not meet the 
pres.~ribed standards .of. disclosure. Two examples may be, note9,; 
. ' 1. .Preliminary proxy solic~tation material, which was suq~tted by 
a. (ood manufacturing company with total assets of approximately 
$9.5,000,000, contained a pro forma statement of financial position 
giving effect to the acquisition of the net assets of a· company. with 
total assets of approximately $15,000,000, , 
, The registrant. issued 115,000 shares of its common stock, $25 par 

v,alue, for substantially all of the net, as;sets of the company. to be 
~cquired. This represented, ~he iE!suan.ce of apPfPximatelY,20 percent 
additional s~ock. The sum of $2,2~6,300, r~presenting the excess ,of 
t~ecommo,n· stock equity of the 'comp!1ny to b3. acquired over the 
aggregate par valu~. of :registrant's commo!l st9ck issued,therefor, was 
refl~ct~d in the, registrant'B.,account, ','Accumulated earnings retained 
~nd used in ~he J?~siness." ,;The accounting staff,in the, D.ivision of, 
Corporation Finance took the position that the .a.c.c,umulated, earning!!! 
of .the . company to be acquired in excess of the credit to registrant's 
common stock account, $2,875,000, should be credited to capital 
sUrplus instead of to registrant's accumulated earnings account since 
the transaction appeared to be, and was represented 8S, a purchase 
of net assets. Consequently, the. pro forma statement ,of-financial 
position was amended to reduce· the accumulated earnings·.account 
by' $2,296,300 and to credit the capital surplus account with'the same 
amount. ' " .... . ':,.' ',...., .... , 
.. 2. The registrant, a manufacturing company, filed preliillinari 

proxy soliciting material.to ,be used in connection,with a.forthcoming 
special' meeting of stockholders at which it was proposed to effect a 
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plan of recapitalization of the company in order to eliminate accumu
lated and unpaid 'dividenp.s of approximately ,$8,600,000 on the 'pre
ferred stock 'of ,thecoinpany. Th~ propose~ recapitalization w:as to 
be effectuated through a statut~ry m~J,"ger, ofJhe company with ,its 
wholly owned'subSidiary company. The plan contemplated the iss!!
ance. by the surviving pa,rer:tt compa~y of. 5}, percent 'sinking' f,lmq. 
depentures and new: common stock prlIDarlly to the preferred stock
holders in exchange for their preferred stock and in satisfaction of 
the unpaid, dividends on this stock. The preliminary proxy mat~riaE 
included a pro forma balance, sheet giving effect to the proposed 
recapitalization of the company. In this balance'sheet the earned 
surplus of, the parent company in the amount' of $578,740.29' was 
~rought forward in the merger as earned surplus of the surv:iving 
company rather than as capital surplus. , 

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

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

Registration -
Section 15 (a) of the Securities Exchange Act requires that brokers 

and dealers using the mails or instrumentalities of, interstate com';' 
merce ,to effect transactions in securities on' the over-the-counter 
markets be registered with the Commission pursuant to section 15 (b) 
of the Act. B:rokers and dealers whose business is exclusively intra
state or exclusively in exempt securities are exempt from registration. 
Certain data with respect to' registrations of brokers and dealers' 
during fiscal, y,eur 1952 are collected ~ the following tabulation: 

Stati8tic8 relati"rtg to registrations 01 broker's' and dealers-fiscal year ending 
, 'June 30, 1955 

Effective registrations at close of preceding fiscal year ___________ ~ ______ 3,945 
Effective registrations carried as inactive_____________________________ 9 
Registrations placed under suspension' during preceding fiscal year _ '_ _ _ _ _ 0 
Applications pending at close of preceding fiscal year___________________ 26 
Art' fil d d . fi I " , '-" 501 _ pp Ica IOns e urmg scll: ye~r ---,.,.,~---~--,-·--7~----"-,----,-~-----~_, __ 

_ TotaL: ______________ ~~: __ :~::: ___ ! __ '~ _____ ~_~_~ __ ~ ______ ~~_' 4,481 

Applications withdrawn during year __ ' ______ .:: ___ : ______ ~_:: ___ .:: _____ '~: 10 
Applications canceled during year ___________ ,_' __________ .- _ __ _ _ _ _ _ _ _ _ _ 0 
Registrations withdrawn during year __ .: _______ '~______________________ 351 
Reg!strat!ons can~eled d!-,ring year ______________________ ~-----~----- 61 
RegistratIOns demed durmg year____________________________________ '0 
Registrations suspended during year __ : ________ ,-'::- _.: _: _____________ ' __ ' 1 
Registrations revoked during year ___ ' ___________ ~ ___ ' ______ :..' __________ ' 20 
Registrations expired by Rule X-15B-3 ___ ~__________________________ 0 
Registrations effective at end of year _________________________________ 3,994 
Registrations effective at end of year carried as inactive _______ :________ 13 
Applications pending at end of year, _______ ,~ _ ~ __________________ : _ _ _ _ _ 35 

~ Total ______________________________________________________ 4,481 

, I Registrations on inactive statuS because of inability;to locate registrant despite carefullnqulry. ' 
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Administrative Proceedings 
The Commission is empowered, with due regard to the public in

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

tration, and proceedings to suspend or expel from membership in a national 
securities exchange or association instituted pursuant to the Securities Exchange 
Act of 1934 for fiscal year 1952. 

Proceedings pending at start of fiscal year to: 
Revoke registration__ _ _ _ _ _ _ _ __ _ _ __ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ___ _ _ _ _ _ _ 11 
Revoke registration and suspend or expel from NASD,I or exchanges_ 11 
Deny registration to applicant_ _ _ _ __ _ ___ _ ___ __ _ _ _ _ ___ _ _ _ _ __ __ _ _ _ 1 

Total proceedings pending_ _ ___ __ __ _ _ _ _ __ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 23 

Proceedings instituted during fiscal year to: 
Revoke registration___ _ _ __ _ _ _ _ _ _ __ __ _ _ _ _ __ _ _ _ _ __ _ _ __ ___ ___ _ _ _ __ 13 
Revoke registration and suspend or expel from NASD, or exchanges_ 5 
Deny registration to applicants_______ _ _ _ _ _ ___ _ _ _ _ _ _ _ _ _ _ __ ____ _ __ 2 

Total proceedings instituted__________________________________ 20 

Total proceedings current during fiscal year_____________________ 43 

Disposition of proceedings 
Proceedings to revoke registration: 

Dismissed on withdrawal of registration__________________________ 2 
Registration revoked____ __ _ _ __ _ ___ _ _ _ _ __ ____ ___ _ ____ _ ____ _ _ _ _ _ _ 15 

Total______________________________________________________ 17 

= 
Proceedings to revoke registration and suspend or expel from N ASD, or 

exchanges: 
Suspended from NASD-registration not revoked__________________ 1 
Registration revoked and firm expelled from NASD________________ 3 
Registration revoked-no action taken on NASD membership_______ 2 
Dismissed on withdrawal of registration__________________________ 1 

Total______________________________________________________ 7 
= 

Proceedings to deny registration to applicant: 
Dismissed on withdrawal of application__________________________ 2 
Dismissed-registration permitted_______________ ___ _____________ 1 

Total______________________________________________________ 3 
= Total proceedings disposed oL _ ______________ ________ __ _ ______ 27 

= 
Proceedings pending at end of fiscal year to: 
, Revoke registration____ _ ___ _ _ _ _ _ ___ _ ___ _ _ __ _ _ _ _ _ __ _ _ _ _ _ _ __ _ _ ___ 7 

Revoke registration and suspend or expel from NASD or exchanges_ 9 
Deny registration to applicants__________________________________ 0 

Total proceedings pending at end of fiscal year__________________ 16 

Total proceedings accounted for_______________________________ 43 
= 

I The National Assoclatlon of Securities Dealers, Inc. Is the only national securities association registered 
with the Commission. 
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Since' 1947" the· Commission, in'appropria~e instanc~s,in 'revocation 

proceeqings; has named as party'respondents persons 'who were not 
registered as bro~ers and dealers with the 'Commission but who ~ere 
partners, -officers or directors or pe~ons' contro~ing\ or controlled 
by such brokers and'dealE;lrs. They are so n:amed ill order that-they 
may have ~ right tj) present evidence and cross-examine' witnesses 
with respect to any misconquct' c~arged in' which ,they allegedly 
participated, and, pursuant to section .. 25 (a) of : the' Act, to. appeal 
from ~ny order issued by the Commil?sion which aggriev:es them., " : () 
-.Proceedings were instituted, against 'Henry P. Rosenfeld;'-doing 
business as Henry P. Rosenfeld Company; and three other registere9. 
brokers and dealers to determine whether their registrations. should 
be revoked; also named as additional party respondents were 12 non~ 
registere~ persons wh<? wer~ employed by the Rosenfeld company. as 
salesmen. The qu~stIOn WIth respect to them was'whetp.er they; as 
persons "controlled" by a registered broker-dealer within the, mean
ing of Section 15 (b) of the Act,had wilf~ly violated' any' of the 
provisions of the securities acts and whether they· individually. were 
causes of any order 6f revocation which might be issued. Rosenfeld 
admitted the facts alleged' as to himself and' consented to' ,revocation 
of his re~istrati<?n. Hearings, however, were held pursuant· to' the 
CommiSSIOn's order to determine the culpability of ,all other re
spondents including the 12 nonregistered persons. " The pr<,>ceeding 
resulted in an order revoking the registrations of Henry.p. Rosenfeld 
Company and the three other brokers and dealers; and the Commis
sion found that the nonregistered respondents, in the sale of securities, 
had wilfully violated the antifraud provisions ,of the securities,acts 
in that they, as well as the other parties, had made false and mis
leading statements regarding the background of the Rosenfeld com
pany, the operation and prospects of three issuers of securities, their 
plans to list such'securities on a securities exchange, and' the necessity 
of effecting a prompt 'purchase to secure stock being issued'. The 
COID.mission also found that .they were causes of the order of revoca'; 
tion of Henry P. Rosenfeld Company. Samson Wallach, Sr., one of 
the nonregistered respon:dents, appealed to the United States Court 'of 
Appeals for .. the District of Columbia, asserting that the Conimission 
has no jurisdiction under section"15 (b) of the Securities Exchange 
Act as to persons not registered. The appeal is pending. ',' '. , 

Consolidated proceedings against, Adams & Co., Bennett, .spanier 
& Co:,' Inc., and'Ray T. Haas, resulted in an order revoking their 
registrations and expelling Adams & Co. and Bennett, Spanier & Co.,' 
Inc. from membership in 'the NASD. Haas_was' not' a member: 
The Commission found that registrants, actirig in concert, took,do,~~ 
blocks of shares of' Mohawk Liqueur Corporation from a person in' 
control of that corporation at successively higher prices and that, in 
the course of distributing such shares, they maintained and raised the 
price of the shares by entering increasingly higher bids,in the Nation,al 
Daily :Quotll.tion. Sheets and on· the Chicago Board of Trade and 
effecting purchases at rising prices. I " ... 

. In a proceeding against Frank S. Kelly, against whom the Com
mission had already obtained an injunction,12 the Commis~ion re
voked his broker-dealer registration. The Commissio~ found that he 
h~d soli~ited, ~~stome~, to, buy certa~, w~~n-iss,ued se.cui'itie~, ~hat as 
. U See 17th AnnUli! Report, p. 59. 
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their agent·he had accepted their orders for,such securities;and"had 
obtained deposits from', them in connection ther~with on the repre
sentation that the monie~ obtamed would be held and applied to the 
settlement of the contracts for·the securities .. He did not disclose to 
these customers that he intended to use and,.did use these: deposits for 
his own purposes. In addition he loaned a substantial sum to a. 
priva.te. corporation not connected with, the securities business, and as 
a' result of· such loan, he had, insufficient liquid assets to meet his 
obligations to. customers. . " , 
. IIi proceedings instituted against Van Alstyne, Noel.& Co., it was 
alleged that the respondent made false and misleading representa~ 
tions in the sale of stock of Expreso Aereo Inter-Americano, S. A., a 
Cuban airline, concerning, among other matters, its operations and 
financial condition, its prospects and the probability of higher market 
prices. ,The Commission found that the Van .Alstyne, Noel firm 
made certain favorable representations about Expreso's operations 
and future prospects ,when it had in its possession, information that 
Expreso's financial condition was unfavorable and ~as deteriorating, 
that Expreso had .borrowed substantial sums of money, that it had 
issued stock in Cuba to obtain. capital, and that an aviation consultant 
who studied the company had reported that Expreso's prospects were 
not too bright unless substantial funds could be raised to purchase 
new· equipment for expansion ,and acquire control of. its only com
petitor in Cuba., The Commission held that such information was 
material, the nondisclosure of which rendered the. optimistic repre
sentations misleading.' The registrant contended with respect to the 
financial statements of Expreso. available to it that it was under no' 
duty to disclose to its customers the information contained therein 
of which it had knowledge because (a) the 'financial statements were 
cOnfidential, (b) some of- the financial statements were unaudited and 
therefore inaccurate and incomplete, and (c) ,the financial statements 
were stale and were accompanied or immediately followed by opti
mistic statements by Expreso's,officers and directors which negatived 
or minimized .the· adverse financial information. The Commission 
rejected this contention, pointing out tha.t full disclosure could have 
included any facts affecting the weight to .begiven to the information, 
and stating, with respect to the claimed. confidential nature of the 
statements, that:· . 

. Even if it be assumed that'registrant owed a duty to Expreso to treat the 
financial information as confidential, in our opinion when registrant disseminated 
favorable and optimistic information with respect to Expreso's condition and 
prospects, it made itself subject to an overriding duty of disclosure to its cus
tomers. [Footnote omitted.], Registrant should have appreciated that giving 
to a customer favorable or optimistic·information and withholding unfavorable 
information which it considere~ c'onfidential would be misleading and unfair to 
the customer . . • 

The Coinmission ordered the suspension of Van Alstyne, Noel & Co. 
from membership in the NASD, New York Stock Exchange, and 
N ew York Curb Exchange for a period of 20 days. The registrant 
appealed from the Commission's suspension order to the United 
States Court of Appeals .. for the Second Circuit. The appeal 18 
pending. ' .. ; 
Broker-Dealer Inspections .' ' , , 

- Section 17 (a) of the Secu~ities Exchange Act authorizes the Com
mission to make reasonable periodic, special, or other examinations 
of the books and records of brokers and dealers. Under this section, 
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the Commission has devised an inspection program to' :determine 
whetherJ>rokers and dealers are· complYing with. the' reqUirements of 
the secUrities acts. ",These examinations are sometimes.limited' in 
nature, but the usual inspection is designed to check on all 'the various 
activities' of'brokers and dealers.: 'During the fiscal year, {the Com
mission's region~ offices, which conduct the inspections, reported on 
827 such inspections, :677 of which 'were inspections of memberS of 
the NASD. Aslhas been the experience in previous years, a substan
tial number of violations of the rules and regulations were uncovered. 
These violations included noncompliance with the Commission's 
capital and hypothecation rules and with Regulation T prescribed 
by the Board of Governors of the Federal, Reserve System. In a 
limited number 'of instances, brokers and dealers were taking secret 
profits. There ivere a substantial number of transactions in which 
the reasonableness of the price charged to the customer in relation to 
the current market price was open to question, and there were miscel
laneous violations in large number which would be difficult to classify 
because ohheir ;variety. . ' . , " , 
. The Commission does not necessarily take formal action against 

a broker or dealer .who. appears from these inspections to be violating 
the 'Acts ,if the violations appear to be inadvertant or the result of 
misinformation' and are not . wilful, the' Commission, consistent with 
accepted standards of administrative' p:focedure, affords the broker
d~aler an opportl.mity, to, correct his practices if- possible or to assure 
the Commission ~hat h~ will not persist in them. 
Investigations , 

Generally, investigations of brokers and 'dealers -'resuli"'fro'ni 'the 
inspection program, complaints from customers, or information 
received from sources' such as state securities commissions, securities 
exchanges and associations, and better business· bureaus. In con
nection with' such, investigations, the 'Commission mayor may.not 
authorize' the use of ,subpena powers. After the completion of an 
investigation, the staff : analyzes the evidence developed and, makes 
recommendationS to the: Commission for appropriate 'action in the 
public interest abd for. the protection Of investors. ' 'The recommen
dation may be :for injunctive ,relief, for,'administrative action to 
revoke registration or to suspend .or expel fi-om' membership llL.a 
national securities exchange or association; or, in an appropriate case, 
for reference to the Department,of Justice for criminal prosecution. 
The following' schedule, sh'ows the number of such' investigations 
during the fiscal Year. ., . . . 

Pending July: I, .195L __ ~,_' _________ ~ ______ ~ :._. ________ ~ _ _ 164 
Commenced durmg year ____________ ••.• _______ ~ ____ ~ __ ~_' 135 

-,1299 
Closed during year_~_'~ ________ ~ ______ :. ____ ~ _________ ~_·_ 118 
Pendipg July! 1, 1952 __ .' ____ ~ __ ~ ______ ' __ ' ___ .: ______ _;----,-· '181 

. " 

. ' 299' , 
1 This figure includes .aiadmlnlstratlve proceedings as shown in the schedule set forth ~der .. Admin-

Istrative Proceedings," supra,' '... . 
. • This figure includes 16 administrative proceedings pending at the end of the fiscal year as 'shown' in the 

schedule set forth under" Administrative Proceedings," oupra, and 15 such proceedings in which the Oom
mission had issued Its final determination before the end of tbe fiscal year, but the investigative lIIes on' 
which 11!1d not been closed;of record. ' , 

232122--53--;6 
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~inancial Reports· 
Rule X-17A-5 requires brokers and'dealers to file annually reports 

. of their· financial condition. During the 1952.fiscal year, 3,797 reports 
of. financial 'condition were filed. . These 'reports are examined and 
analyzed 'by the staff of· the Conimission.to determine whether, as of 
the date for, which thd report speaks,. the broker-dealer is in compliance 
with the capital requirements under rule X-15C3-1. If a;broker
dealer is found not ·to comply, ha:is· generally afforded a reasonable 
time· in which to . correct his financial condition so that it fully meets 
the requirements .. If he fails to do, so, the Cominission takes such 
action as may be necessary for the. protection. of customers. . 

, ", • r ~ • 

SUPERVISION OF ACTIVITIES OF. NATIONAL ASSOCIATION 
. . .. OF i;mCURITIES DEALERS, INC. I . ~ -.' .' . , ' . 

Association Memberl;;hip . ,.' , 
. Membership in the National Association of Securities Dealers, Inc. 
(NASD), the only national securities association registered with the 
Commission, stood at 2,950 at the close of the 1952 fiscal year. This 
represented an increase of 104' ;members during the period as a result 
of 241· admissions to, and 137 terminations. of, membership. At the 
same date there were registered with the NASD as registered repre
sentatives 33;053 individuals, including' generally all partners, officers, 
salesmen, traders and other persons employed by or associated with 
member. firms in capacities;which involved· their doing business directly 
with the public. The number of persons so registered represented an 
increase during the fiscal year of 2,131 as a result of 6,168 initial 
registrations or reregis~rations an~ 4,.037 terminations of.registr~tions: 
Disciplinary Actions' .: . 
. In the 1952 fiscal year the Commission received from the NASD 

reports·of .final·'action in 21 disciplinary cases in which formal com
plaints had been filed'against members. Four of these complaints had 
been dismissed by the District Business Conduct Committee of initial 
jurisdiction on findings that there had ·been 'no 'violations of the Rules' 
of Fair Practice of .the ~ociation as.alleged in the complaints. . 
. In the remaining 17 cases the committees found· that· the members 
or the registered I representatives of the members cited in the com-· 
plaints had acted in violation of the Rules of Fair Practice, and the 
committees. ·imposed various penalties., Of these 17 decisions ·the 
complaints. in 7 :cases were ·aimed·.solely. against member firms. In 
these c!tses"one :member firm was expelled, and 6 other member firms 
were fined amounts ranging from $100 to $800, and aggregating $1,950 .. 

The remaining 10 decisions involved not only member, firms but 
also their registered.representatives:,' In' eight of, them .the. following 
penalties were imposed: One firm was censured and a representative 
was fined'$500; one firm was fined $500 and it and its representa:tive 
were each suspended for 30 davs; one firm was fined $500 and it and 
its representative~ w.ere censm'ed; one firm' and its r,bpres£mtative were 
each suspended for 60 days and the representative was fined $500; 
one firm was censured, as were two of its representatives; one firm was 
fined' $3;000/two representatives were each fined $~,200, a third was 
fined $600 and the registration of a fourth representative was revoked;' 
and complaints 'against two member firms were dismi.ss~d;,· although in, 
one instance a representative was fined $100 and in- the'other the 
registration of a representative was revoked. 
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The' decisionS 'in the two remaining cases, after affirmance by the 
Board of Governors, were' ap'pealed to -the, Commission. by some of 
the aggrieved p.artics pursuant, to the' provisions of'section 15A (g) 
of the Securities Exchange Act, and at the end of the fiscal year were 
in process befor~ the Commission. Pending Commission determina
tion such an appeal automatically stays the effectiveness of that .part 
of the NASD de'cisiori affectirig the appealing person or firm. In the 
on'e case,' appeals were filed -by Albert B. Tyson, who subsequently 
abandoned his appeal, and Gilbert ,Parker, registered representatives 
of Tyson & Co.; Inc., from the revocation of their registrations., 'No 
appeal was taken from ,that :part :of the N ASD decision expelling the 
firm from, membership' and "revoking: the _ registration as a registered 
representative of Joseph_Tyson. In -the other case, Standard Bond & 
Share,Co,'and its principal officer, ,William ,G. Stien,_apP3aled from a 
decision which imposed a fine of,$500 on the firm and also suspended 
the firm from:niembershiprand Stien, as a registered representative, 
for 30 -days. i ,,_ , 

_ ,.;As is 'its custom, the .. Commission referred to the N ASD for appro
priate, action facts concerning the business practices of members 
which tended to indicate possible violations of the 'NASD Rules of 
Fair Practice .. ,This information--was obtained, in, broker-dealer in
spections of member firnis _by the Commission'.' In the 195~ fiscal 
year nine such, references were made -and' a similar number- had been 
pendiDg before the NASD at-the start of that. year., At the end of 
the period seven cases were under consideration or in process, reports 
on 11 having been received from the association during the period. 
In two instances formal complaints were filed, resulting in the im
position of,penalties" The remaining nine cases ,were disposed of by 
informal means after examination by the association and either the 
receipt of assurances,by the NASD committees-of future compliance 
with relevant rules or the discovery of relevant facts or circumstances 
such as to perSuade the committees that .there was no basis for formal 
disciplinary action. ' 
Commission Review of DiscipIinill.y Action ' . 

Under the pl:ovisions 'of section 15k(g) of the Act, anY-disciplinarjr 
actio~ by the NASD against ii. member is subject to review by the 
Commissi6n' on 'ap'plication by any' aggrieved party, or on .the Com-
mission's own motion. . .. - -, - ' 
- As indicated 'in the Sevent~enth Antiual Report, there wer:epend
ing before the' Commission; at the start of the fiscal year, here under 
review an appeal 'by Otis & Co. froni a 2.,.year suspension,' and; by 
R. 'fl. Johrison' & Company from expulsion, and' shortly' after the 
start of the year'a third appeal was taken'by George_J. Martin & Co., 
a member firm which had been expelled, and Irving and Alfred Shayne, 
whose'registration as regist.ered representatives"of the' Martin firm 
had been revokE~"d;. 'In addition,' as mentioned above, appeals were 
filed during the year by'Tyson & Co:;' Inc., Albert B. and Joseph 
Tyson arid'Gilbert Parker and by Standard Bond & Share Co. and 
its president, William G: Stien: ' ' , '.' . ' " " 

The Commission on April 2, 1952, issued its findings, opinion and 
order in the R. H. Johnson & Company ,case dismissing the review 
proceedings;13 and the remaining'four appeals were in p'rocess before 

, -.. --- -
II Securities Exchange Act release No. 4694. 
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the Commission at the end of the fiscal year. The'R. H. Johnson & 
Company, matter is of considerable"significance because the Com
mission's decision, which in effect affirmed the NASD's action, was 
subsequently appealed to the courts, the first time such an appeal 
has 'been taken. 14 In that' case, a complaint ,was .issued by the 
District Business Conduct Committee of District 14 of the NASD 
charging violations of Sections 1 and 2 of Article III of the NASD 
Rules of Fair 'Practice by R. H. Johnson & ,Company ("applicant"), 
by. two of its partners, Roland H. Boardman and John D. Freeman, 
and by a salesman, Caswell Sharpe; The'District Committee, after 
hearing,' found that applicant and' the others ,had, violated these rules 
in that, for the purpose of obtaining profits for themselves, they had 
induced trading activity in a' customers" ,account' over a six-year 
period, which, in view of the fiiuincial resources and character of' the 
account, was excessive' in volume and in-frequency; It 'ordered 'the 
expulsion of applicant from membership in the association and, revo
cation of registration with the association of the others as registered 
representatives of applicant., Upon'review by. the NASD Board of 
Governors, applicant's expulsion and the'revocation of Sharpe's regis
tration were affirmed, and the' disciplinary action with, respect, to 
Boardman and Freeman was reduced to suspension from registration 
for one year. In addition, the, Boru:d found that Rupert H. Johnson, 
applicant's principal partner, and Boardman, Freeman, and Sharpe 
were causes of the order expelling' applicant from membership ill the 
NASD. Applicant and 'Johnson sought review by the Oommissi9n. 

The overtrading was effected in a joint account of an elderly widow 
and her daughter by the 'salesman, Sharpe, who had gained their trust 
and confidence., The customers, ,neither of whom had any financial 
or business, background, placed with Sharpe for investment a net of 
$57,776 in cash and secmities. ' ,With these' assets Sharpe effected a 
total of 648 transactions consisting of, 348 pUrchases. and 300 sales, 
in a gross amount of $1,011,678. The securities acquired in 208 of 
the purchase transactions were sold within 6 months of a,cquisition, 
while those acquired in 68 other purchase transac~ions wer~ sold 
within a year. ,Thus, more th~n79% of th~ purchases. were reversed 
within one year: Only, the securities 8:cquired in 35 purchas.es; of 
which 20 were effected as recently 'as 1948 and 1949, remained unsold 
at the erid of the' 6-year period. " ", , " . . " 
. Another feature of the trading in, the account was that almost one'

third of the' purchases were made between a' 'dividend· declaration 
date and the exdividend date. ,The customers 'believed they were 
receiving extra income, but the, dividends 'were, in effect merely a 
return of capital which had been pi.rrch,a.Sed with the attendant 
expense of commissions and ,other costs. :: '.' I ' , ' 

- When the customers' closed their"account, securities w;orth $31;700 
remained of the $57,776 in cash and securitie~ invested, indic,ating a 
loss of $26,076, of which $8,733 ha,d ,1;>een 'realized. Had these cus
tomers, instead of placing their account with applicant, simply ,con
tinued holding the se'curities they originally owned, their. account on 
the date it was closed would have shown an increased;ri:tarket value 
of about $2,663. ,," . 

Applicant realized ~ommis~ions and profits on this a~count, totalling 
, , 

H 8ee p. 75, Infra. 
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$23,354. Although almost all of the ~transactions were in listed secu
rities, only:$1,852 represented commissions on agency transactions 
while' $21,502 .were profits d'erived from sales to the customers 'by 
applicant as principal., Sharpe received 50% of these commissions 
and' ,profits' realized by applicant. Over the 6-year period, 33 % of 
Sharp~'s'income was derived from this one account, and in, one year 
it provided over 47% of his income. : . 

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

The Commission, in dismissing the review proceedings, found that 
Johnson, as the dominant, partner;mu'st have kno~ that Boardman 
and Freeman would have little time to devote to' supervision 'of the 
activities,of the salesmen in ,the Boston office who serviced about two 
to four thousand accounts. ·Boardman and Freeman ·were permitted 
to'handle their o\vn·accounts, ·receiving a commission ot50% thereon 
like· the other salesmen, and they were, frequently away from the 
office on firm business. . . , . 

,Moreover; the: record showed that supervision of the salesmen in 
the Boston office was primarily the function'of the New York.office 
where Johnson maintained his headquarters.' The accounting system 
of the firm was such that the onl:f permanent records were in the 
N ew York office. ,The daily sales sheets were prepared in N ew York 
showing all. transactions· for the day in all. of the offices, and the 
customers' ledger was kept' in· N ew York. Whenever accurate and 
complete information as to an: account was required by the Boston 
office, a' transcript taken from· the customers' -ledger in New York 
would· be supplied. ,To the extent that there w·its compliance with 
Section 27 (a). 'of Article HI .of ·the NASD's rules. which requires 
supervision of salesmen including review and approval.of all' .sales by 
a partner, execu'tiv'e,'.or branch; manageri,evidenced by written en
dorsement of. sales memoranda, .. it was carried' out in ·N ew York; 
However, such endorsement in applicant's case, in the form of initialing 
of, the sales .. memoranda,· frequently. was' done by employees rather 
than ,a' partner, or executive and mer:ely.·purported to indic,ate that 
the. transactions, were accurately' set down' and that the spread was 
reasonable .. f But the endorsement did·,not ·purport ,to signify; that 
the transactions had been appr()v:ed. as being .suitable fOJ: the customer. 
The Commission accordingly cOilCluded that, although the New Y o~k 
office was responsible for revisiIjg ~ecurities .transactions, su.ch limited 
check as was actually made was not designed and was ineffective to 
detect excessive trading. 
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Commission Review or Action .on Membership . :,' . 
Section 15A (b) -<4) of the Act and tlie bylaws of tlie NASD provide 

that except in cases where the. Commission-approves or directs :admis
sion to or continuance in'NASD membership as appropriate in the 
public interest, no broker or dealer may hold such membership if 
such broker or dealer or any person controlling or controlled by such 
broker or dealer has been expelled from membership for violation of 
an association, rule prohibiting conduct inconsistent with- just and 
equitable' principles of ti'ade or was a "cause" of .any such expulsion 
order. . • . '-' . 
- Pursuant to this -·authority,: and ,glving due consideration to' the 
affirmative recommendation of the Board of Governors of the NASD; 
the. Commission· during the fiscal year approyed the admission to 
membership of LaForge and Co. IS The fir~ had previously been 
expelled from N ASD membership for conduct· inconsistent -with just 
and equitable' principles of trade in that it :had ·paid commissions to 
the registered representative of another member without the prior 
knowledge or consent of that member. The firm represented to the 
NASD, in its effort to regain association membership, that the pay
ments had been made on the instructions of the customer;' that no 
effort had been made to keep secret the fact of these payments; that 
if association rules had been violated- that ·had not been the intent; 
and that since its expulsion no similar acts had occurred. The Com
mission found it appropriate in the public interest to approve the 
admission of the firm to N ASD membership. 

The Commission considered',' somewhat similar applications in 
approving the continuation in NASD·membership of -three different 
member firms'employing H. L. Brocksmith,16 Roland H. Boardman, I~ 
and John D. Freeman, respectively. IS· 'Brocksmitn's disqualification 
arose from Commission action in 1942 which resulted in the revocation 
of the broker-dealer registration of H. L. Ruppert and Co., Inc.,- of 
which Brocksnii'th was vice president, and the expulsion of that fim 
from the NASD and the St. Louis Stock Exchange. Thereafter, with 
Commission approval, the NASD continued in'membership a firm 
which employed Brocksmith as its registered representative. Brock':' 
smith subsequently 'changed' his employment to another _ NASD 
member firm and this change likewise raised before the Commission 
the question, of continuation in NASD . membership of· ' the new em
ployer. On the representation by the NASD' that his record .while 
employed by the other member firm was satisfactory and that he was 
adequately supervised -in' his new employment, the Commission 
approved the application. -! ' , 

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

IS Securltl~s Exchange Act release No. 4700 (AprU 8, 1952). 
18 Securities Exchange Act-release No. 4689 (March 12, 1952) • 

• 17 Securities Exchange Act release No. 4705 (April 15, 1952). 
\I Securities Exchange Act release No. 4704 (April 15, 1952). 
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CODunissioo'Action on:NASD Rules i, 

Section 15A (j) of the Act provi'des that any change in or addition 
to the rules of- a registered secUrities association shall be disapproved 
by the Comnlission 'unless su'ch: change' or addition' appearS 'to the 
Commission :to be consistent with thel requirements for such rules in 
section 15A (b) of the Act.,' '.l" ,,\ f ' ',: ',j:, ' " 

The NASD filed with the Qommissic:'m" on June 4, i1952, after 
requisite approval by the Board of Governors and the membership, 
a proposed amendment to ·Article III' of the Rules of,Fair.'Practice, 
designated Section 28, providing for'notice under limited' conditions 
to a member (the "employer member") before 'another member.,(the 
"executing member") knowingly executes transactions for the ,pur
chase or sale of a security for the account of a partner, officer, regis
tered representative, or employee, of the employer member. The 
Commission 'held that it was unable to find the proposed amendment 
consis'tent with,section'15A (b), and'on June 30,1952; disapproved the 
proposed amendment pending'further order.19 ':At ,the same time the 
Commissio1!~ave notice that it had under consideration Ii pr9Posai to 
adopt rule X-lOB-6 under section 10 (b) of the Act;, In substance, 
this rule would make it unlawful for,~ny broker or dealer to effect any 
securities" transaction' with or' for any partner, officer,' director, or 
employee of :another :broker 'or dealer, either :on or off: f:!,n -exchange; 
unless'he gives actual notice of the transaction to tlie other broker or 
dealer in advance and then promptly sends the other broker or dealer 
a copy of the confirmation.', The Conuilission pointeU out that the 
proposed rule of the NASD which it had disapproved pending further 
order, was more limited' than the Commission!s rule, in that (1) it 
would· have applied ,only, to members of. the assoCiation and (2) it 
would have required notice only under li~ted conditions .. ' 

. .' t':,'.' . I , • 

CHANGES'IN RULES, REGULATIONS AND FORMS 

Amendment oj proxy Tules.'-In keeping with its poli~y of revising 
its rules and regulations from time to time as experience gained from 
actual' adIDinistration, dictates, the Commission', during the latter 
pa,rt, of the )952 'fiscal, year, published tentative proposals, for the 
amendment of certain of its proxy rules under Regulation X-14. 
In'announcing, thes/il propo~als, full details of which, are s~t. forth in 
Securities Exchange Act release No. 4668 (January 31, 1952), the 
Commission invited all interested perspns to submit data, views and 
comments on the,propo,!lals for its consideration. (The Commission, 
on December 11, 1952, adopted amended proxy rules growing out,of 
these proposals as aDnoun~ed)n Securities Exchange Act release No'. 
4775.) " "'" ' . 
R~e X-!qD-l4-. Repor:f,s, by Canadian bank8:~Ori. 'August 27, 

1951, the Commission announced the adoption of a rule dealing with 
reports filed' pursuant to 'section ·15 (d) of the Securities Exchange 
Act by Canadian banks. The rule, designated as rule X-15D-14, per
mits C~nadian banks to file a's their annual reports under the Act 
the information imd documents which they are required by the Bank 
Act o,~ Canada to, furnish to: their stockholders. 'The rtile further 

~o Securities Exchange Act release No: 4723 (1une 30. 1952)'. 
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provides that current and quarterly reports need< not be filed by such 
bankS. ".. . -

ProPQsed Rule X-I0B-B.-This .rille,. which is discussed supra, at 
page" 71, would require a broker-dealer to·:give riotice. to another 
broker-dealer of any. transaction between the former broker-dealer 
and the partner, officer, director or employee of the latter. broker
dealer,; and to give a duplicate copy .of the confirmation to such 
broker-dealer. f '. • • 

, Amendment of certain rules with respect to registration and reporting.
Corresponding to' similar action taken under the Securities Act of 1933 
during the year, the Commission amended the following rules under 
the Securities Exchange. Act dealing with the preparation alid filing 
of applications and reports under the Act: , ' 

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

Rule X-12B-12 previously required applications and reports to 
be printed, mimeographed, or" typewritten:" The amended rule per
mits them to be'lithographed or.prepared,by any-similar process which 
pr«?.duces copies; of, the requisite clarity and permanence. Further 
amendments-clarify the requirements· with respect, to the. size of-type 
to be' used. ,1-:' . . : '.~ , • .' 

Rules X-13A-13 and X-i5D-13, which relate to the filing of quar
terly reports of 'gross sales and operating revenues, were, amended 
so as to make it clear that such reports are required: to be filed by title 
insl,ITance companies.· They previously provided 'that such quar-terly 
reports need 'not be filed 'by "any.··;t' .* *, insurance comp'any.'! 
This language has been changed to read "any * * * insurance 
company (other than title insurance companies)." 
, Amendment of Form 8-K.-Item lQ of.Form 8-K was amended so 
as to make it clear. 'that r~gistrants under, the Securities Act which 
are required to file current reports on this form need keep up to dat~ 
only those ,exhibits which are re~quired to be ,kept up to date by !t 
company having securities liste~ and 'register~d .on a Iiatitmal secUrities 
exchange.' , '. ~_. ' ". . _. 
, The, amended item also" provides that :where previously filed exhibits 
are amended or modified, copies of the entire exhibits. as amended or 
mo~ified to date sp.all, be filed w;here it is. practicable 'to 'do s«?Where 
that is not practicable, copies of. the amendment or: modificatio'Ii 
~nly may be filed, but in"such cas((the:regis~rant must, id,entify each 
previous" filing in . which the original exhibit or any 'amendment. or 
modification has been filed. '.' ' . \. _ " ' . 
. Amendment,.oj specified' forms.~:o.uring' the 1~52 fiscal year,. the 
Commission' also adopted "various 'time~dments "to .. the ' In~tructipn 
Book.for· For)ns' 12-:~C arid 12A':':'K,'jn ,order to' conform toc.ertam 
changes rp.ade by the Interstate ·C6.~erce Comm~s~ion ip. its Form 
A; and a,.dopted an ~~endinimt to Form 10-K: ~hich further siinplifies 
the filing' !()f reports on this form ,by el~ctric u~ility: and natural gas 
companies which file aIinual reports'witli the Federal Powef_Corrgni~
sion on its Forms 1 or 2. The latter issuers ar,e per~itted t() ,file 
copies of such reports in satisfaction of most of the requirements of 
Form lO-K. 
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Amendment oj Rule X-12D2-2 (a).-This rille, which 'relates· to the 
delisting of securities by exchafiges under,certain.conditions by noti
fying the Coriunission thereof, was amended, effective May 26; 1952, 
and a new 'form of notice adopted. 'The amendment and new form 
are discussed'supra, at page 51. ' . " " 

LITIGATION UNDER THE SECURITIES EXCHANGE, ACT 
. " . . 

Injunctive Actions Against Broker-Dealers 

During the fiscal ye~ the C~n;unis~ion filed a complaint charging 
J. ,Ar.thur Warner '&: Company/a 'a registered broker-dealer having 
offices in Ne~ York and throughout New England, with a course 
of,.conduct ,which included ,the practice of ','churning" accounts of 
customers. As the name implies" churning consists of grossly over
trading an aC,count for the purpose of making large commissions for 
the dealer a.t 'the' expense of 'the, cU!'tomer. To, accomplish this;,it is 
generally necessary to. find unsophisticated investors who will, for an 
extended period, remam un~ware of. w:hat is happening to their ac
counts. The complaint, wpich was filed in th~ Unlted States District 
Co~t ,at :a<,>ston, Mass1lochu!,etts, alleged that J. Artho/. Warner & 
Company dealt largely witlithe elderly and the uninform'ed ~ho had 
come by. their existing portfolios through inheritance; tha.t it 'en
couraged these persons to'liquida.te portfolios of government bonds 
and 'conservative, securities, and to withdraw funds tfrom savings 
accounts in order to invest in securities ~hich the Warner Company 
and its employees ,would recommend, and that, presumably in an 
effort to make its service most complete, it would also arrange for bank 
loans for these customers so that, they could buy more of the ,Warner-
recommended shares. ". " , , " . , 
, The complaint asked for a temporary restraining order' as well as 
for preliminary and final injunctions, and a temporary, restraining 
oraer was entered which:had the 'effect of rest.raining the defendant 
company from syphonifig off its assets during the pendency of the 
litigation. This was deemed ;to be necessary for the protection of its 
customers in, even't they d~Cided to bring action against it. Later, 
~t the court's request, ,the: defendant stipulated, that d1,ll'ing the 
pendency of the Il-c'tion.its ~apital would not ~e ,~paired, and the 
order was vacated.', ,. _', ' , 
, On Npvember 21,J95~,-'a pr~limin,ary injunction was entered with 
the consent of ,the c;!efendant. , A hearing on the final injunction had 
not ~een heJd as of the"close,of, the fiscal year. , ' 

An injunction, was obtained against Kenneth B. Hill,21 a registered 
broker-dealer" who, not. only sold, but also print~d the securities and 
for~ed ,t4ereon the' mimes of' the proper issuing officials. The con;t
plamt also alleged and the' court found that Hill had failed to meet 
statutory requirements as to his financial condition, had filec;! false 
and. ~sleadi~g financial $tatements and ,had failed to keeprequp-ed 
busmess records. ' , . , ' , , 
, In an injunctive action agamst P. L. Ivey &: CO.,22 a broker-dealer, 
it. was, enjoined from misrepresenting its ,finimcial condition to cus
tomers and failing to meet statutory financia~ standards. ' , 

20 CIvil Action No. 51-1036, D. Mass. 
II Civil Action No. 52-8, D. Mass. 
a Civil Action No. 1313, E. D. Va. 
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IDjun~f;ive Actio~s,~g~irist Others , ' . 
. :An action for.'an,irijunction;was instituted against'L. A. McQueen,23 
a vice 'president 'and director of ·the General Tire and Rubber Cp.; to 
restrain him. from further violations of section ,16 (a) which requires 
an officer or a director of a corporation with an equity security,regis
tered on a national securities exchange to fife with the Commission 
and the exchange .reports· reflecting his acquisition or disposition of 
any of the corporation's equity ,sec:urities. McQueen filed the re
quired reports .and consented to entry of the injunction. '. 

An injunction was also' .obtained, against Local '291 oj the Utility 
Workers oj America, Leonard Behr, presiden't of the Local, Henry 
Myers, secretary and treasurer of the Local, 'and Joseph A. 'Henry, a 
stockholder of Kings County Lighting Company,24 from further solici
tation of proxies without first· filing their solicitation material with 
the Commission and furnishin~. a proxy statement to each person 
solicited as required by RegulatIon X..!.14. ',J. 

The Commission had filed its complaint for injunction after learning 
that a so-called "Kings County Lighting Company Independent 
Stockholders' Committee" had sent . two communications to the 
stockholders of 'the 'company urging them not to give their proxies 
to the management, or to revoke any proxies' they might have given, 
in connection with a special stockholders' meeting. The manage
ment, which had filed its own plOXY soliciting' mate~ialunder the 
proxy -rules, had called this meeting for the purpose of obtaining 
authority from' the stockholders 'for certain additional financirigj 
as well. as a waiver of preemptive rights. The complaint alleged 
that the Stockholders' Committee ha'd' not filed its material 'with 
the Commission, and that this material omitted' to state certain 
information required by the proxy rules and appeared to contain 
certain false and misleading statements. The evidence showed that 
Behr and Myers, acting on behalf of the union, had organized the 
cqrnmittee, which consisted solely of the defendant Heilry, who owns 
100 shares of the company's 'stock and:is 0; brother-in-law of the 
defendant"Behr; arid that the 'letters of the cominittee had been typed 
and mimeographed at union headquarters ~nd at the union's expense. 

The Commission pomted out that, since the 'Kings ,County Lighir 
ing Coinpany had beeD"'separated from the Long Island Lighting 
Company system and was thus no longer subject to the Public 
UtiIity,~olding Company Act of i935; the ,Commission had no juris
diCtion With respect to the merits qf the proposals on which the 
company had solicited 'proxies. The Commission enipnaisiZed also 
that it.'.was not, concerned with'any differences which might exist 
between. the management of Kings County Lighting Com.pany and 
the union, but that its 'only interest: was' to enfor~e the 'proxy rules 
equally against all. persons solicitmg proXies; whether 'on behalf of 'or 
in opposition to the management.· ." 'f;' " .", -: ." . 

Occasionally~' violations of more tlian1'one' statute aie'involved"as 
in the case of the injunction obtained against Bernard Kantor and 
National Evaluators, Inc.25 ' The complaint allege'd"'violations i of 
sections '5 (a) and 17 (a) (2) and (3) of tlH~ Securities Act oft933. 

,". ' .. I _!. ' \ •••• 

.. Civil Action No, 29000, N. D, Ohio. 
If Civil Action No. 12281 E. D, N, Y. 
II Civil Action No. 28422, N. D, Ohio, 
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section 15 (a) of the Securities Exchange Act, and section -203 . (a) 
of the Investment Advisers Act of 1940 in that .the defendants, in 
the.sale of stock of National EvaluatorS,Inc., which had not baen 
registered with:ithe Commission, made' false and misleading state
ments of material facts. . Among such statements .alleged were that 
National Evaluators had been retained to locate missing stock
holders of a corporation who were entitled to $30,000 in dividends; 
that the procer-ds from the sale -of the stock would be paid into the 
company when, in fact, Kantor appropriated. such proceeds to his 
own use; that a "satisfactory refund" of monies paid by the public 
to National Evaluators, for iny:estigating the value of securities would 
be made when, in fact, the refund was made in shares of the company, 
which were worthless. The complaint further alleged that the 
defendants had engaged in the business of being a broker-dealer and 
inve!;ltment adviser withou~ r~gist,ering with t.he Commission. .' 
Petitions for Review of CODlInission Orders . 

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

In revocation proceedings .pursuant. to sections 15 (b) and 15A 
(b) (4) of ·the Act against 'Henry P. Rosenfeld, Samson Wallach; 
Sr., and others,26 Wallach, one of the nonregistered employee respond
ents, had been found by the Commission to have violated the anti
fraud provisions of the securities acts and to have been a cause of the 
order revoking Rosenfeld's registration. I. He filed a petition for 
review 27 contending that the Commission had no jurisdiction ~o name 
as respondents persons not registered a~· broker-dealers. The 
petition was pending at the end of the fiscal year.. . 
. There is also pending an appeal by..van Alstyne, Noel &: Co. from 
the order of suspension which is-discussed in an earler section .. 28 

• . 

. R. H. Johnson ,&: Co. petitioned for review of the Commission's 
order su&taining the NASD's .. order· of expulsion.29 This litigation 
is of special interest because, as previously- mentioned, it is. the first 
NASD disciplinary action to receive judicial attention and review; 
and the petitioner. has challenged the constitutionality of section 15A 
of the Act under which the N ASD was organized. 30 , 

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

2& See p. 63, 8Upra~ ; . 1 ' 

• 27 C. A. D. C., No. 11,295. . 
2S C. A. 2, See p. 64, 8upra. 
29 C. A. 2, No. 22353. This case Is disclL~sed at p. 68, supra. : ' 
80 On July 10, 1952, the Commission's order was affirmed, and on October 20, 1952, certiorari was denied 

by the United States Supreme Court. . 
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!>rder in sl~ch a m~tter; that itean seek.a"?Ourt orC:ler or decree requ~
mg comphance WIth a proxy rule only If It concludes :that the rule IS 
beilig, violated; and that the -stockholder can; test the correctness of 
his position by instituting his own court action aga~st the manage
ment. At the time of the aforementioned request, the Commission 
had already had the benefit of the stockholder's written- views. The 
Court of Appeals issued ~o opinion in dismissing the petition, but its 
ruling (in view of the issues presented) appears to confirm the Com
mission's position that the: Commission's letter of refusal was not an 
"order" subject to- court review under section 25 (a) of the Securities 
Exchange Act of 1934, nor w:as it agency action made reviewable by 
section 10 (c) 0'£ the Admin'istfative Procedure Act. ' 
Participation as ADlicus Curiae 

Significant interpretations of r1,1le X-10B-5 -under secti.on l()' (b) 
of the Securities Exchange 'Act were involved in a number of' court 
rulings handed down during the fiscal year in cases in which the Com
mission participated as amicus curiae. In Speed v. Transamerica 
Gorp.3l the United States District Court for the District of Delaware, 
agreeing with the Commission's view, held that rule X-1OB-5 had 
been violated by Transamerica 'Co~poration, the majority stock
holder of the Axton-Fisher Tobacco Company, in purchasing the 
shares of public minority stockholders of that company without dis
closing to them material facts in its possession by virtue of its inside 
position which affected the value of the stock. The court found that 
Transamerica Corporation bought the minority holdings with the 
intent, (which it effectuated shortly thereafter) of liquidating the 
company and realizing upon the principal asset, a leaf tobacco in
ventory whose "average cost" valuation in the company's published 
financial statements did not reflect an enormous increase-in- market 
value of which Transam~rica Corporation was cognizant. The court 
rejected defendant's contention that rule X-19B--5 imposed no duty 
of disclosure which a corporate insider did riot have under state law. 
The rule, the court held, must be construed sO,as to give effect to the 
statutory purpose of protecting investors and redressing wrongs which 
Congress sought to prevent, and is not' limited by the principles of 
common law fraud and deceit. The court also ruled, in accord with 
views expressed by the Commission (1) that section 10 (b) does not 
contain _an' invalid delegation of rule-making powers, nor ,does it 
contravene the due process clause of the Fifth Amendment to the 
Constitution, (2) that rule X-10B-5 is sufficiently clear and definite, 
and does not violate the due process clause of the Fifth Amendment, 
(3) that; in adopting an antifraud rule under section 10 (b), -the Com
mission was not limited to proscribing market manipulations of 
various types, but could make and properly made'unlawful fraudulent 
or deceptive'securities transactions generally, and (4) that section 
10 (b) and rule X-lOB-5 are not limited to transactions effected upon 
a natio'nal securities exchange, or in the organized. over-the-counter 
markets of brokers and' dealers, but apply' to all fraudulent or de
ceptive securities transactions in which the mails or instruments of 
interstate commerce have been used. At the close of the -fiscal year 
a final judgment in the Speed case awaited determination of t.he 
amount of damages suffered by plaintiffs. 

II 99 F. Supp, 808 (1951). 



.:' EIGHTEENTH ANNUAL REPORT 77 
. In Northern .. Trust·Oompany v .. Essaness Theatres Oorp.32, th~ United 
States District Court for the. Northern District of Illinois, in· denying 
defendants' motions for summary .judgmen:t, held; in accord', with 
the ruling in the Speed case,.that.section 10 (b) and rule X':""lOB-5 
are applicable to all 'fraudulent or deceptive securities transactions 
involving .the usa of, the mails or instruments of interstate commerce. 
Th~ court rejected a contention·that section 10 (b), read in.Iight,of 
the' preamble provision of section 2 ,of ·the Act, was limited to trans~ 
aCtions in securities traded upon ·exchanges or in the "over-the
counter" markets of brokers or dealers. This holding accords also 
with the decision in Robinson v. Difford 33 which is discussed in the 
17th Annual Report.~4r ·A contrary ruling, however, was handed 
down during the fiscal- year by the United States District Court for 
the Western' District of Washington in 'Fratt v. Robinson 35 where 
the complaint was dismissed for lack of jurisdiction .. The Fratt 
ruling was made- from the bench following' oral argument" and no 
opinion was. filed. An appeal in' the Fratt. case was pending at the 
close of the fiscal year.36 . In the Northern Trust Oompany case the 
court .also held, in agreement with the COinmission; (1) that section 
10 (b) and rule X-lOB-5 are "applicable ,whether· or not the issuer 
conducts an interstate business" and whether, or not· ,the mails were 
used to transmit the particular misrepresentations complained· of, if 
the mails or instruments- of interstate commerce,-were used in· con
nection with· the. fraudulent. or-deceptive transaction, (2) that a 
private civil action may be maintained by a:seller of securities dam:: 
aged by a violation. of rule X -lOB-5, and (3) that the applicable 
statute of limitations for such'private action ,is that of the state of the 
forum. _. . .. 

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

In Oarr Oonsolidated Biscuit 00.' v. Moore, 37. the defendant, an 
officer and director of the plaintiff corporation, realized a profit from 
transactions completed more than two years before the action was 
instituted.. Since section 16 (b) contains a 2-year statute of limita
tions he opposed a motion for summary judgment on the ground that 
the ,action was barred. The ,plaintiff tooK the position; which the 
Commission supported in its brief as amicus curiae; that the. statute 
of limitations was tolled by.concealment of the transactions; and that 
the: failure of the defendant. to file' reports of his transactions as 
required by section 16 ;(a) amounted to' such concealment. The 
reports were filed within 2, . years preceding. commencement of the 
action. No decision was rendered by the court before'the close of 
th~ fisc~ y~ar. 

IS 103 F. Supp. 954 (1952). 
IS 92 F. SuPp. 145 (E. D. Pa., 1950) • 

• U Page 60. 
II Civil Action No. 2766. 
II C. A. 9, No. 13111. 
J1 Civil Action No. 3792, M. D. Pa. 
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, ,In Jefferson Lake Sulphur/Go. v: Walet 38 five'deferises were raised 
to' an action by.a corporation: to: recover' the 'profits reruized by its 
president from short~swing~ transactions. in the stock <of the corpora
tion.·· -It was contended: (1) that thet-ransactions were consummated 
without- the use of -any inside information, (2) ,that the 'certificates of 
stock purchased by the defendant' were not .used to make' delivery 
upon any of the shares: sold, (3) that some of the shares were not 
"equity securities" within the meaning of the section because they 
had been treasury stock, (4) that· some of the· stock acquired was 
purchased in' accordance with the terms of incentive options .issued 
by the corporation and that therefore the . Corporation was estopped 
to 'recover profits made when these shares were sold, and. (5) toat 
any, computation of profit must be reduced to the extent that the 
wife of the defendant had a community property interest in the 
transactions. The court rejected all of these defenses and, in accord~ 
ance with 'the position urged by the Commission,. granted judgment 
in the full amount claimed by the plaintiff. -- An appeal to the United 
States Court of Appeals for the Fifth Circuit is pending. 

In Stella v. Graham-Paige Motors Gorp.30·a stockholder of the 
Kaiser-Frazer Corporation instituted' an action against Graham
Paige Motors Corporation based .upon a purchase" of, 750,000 -shares 
of common stock of Kaiser-Frazer' Corporation and a sale of 150,000 
shares within 6 months thereafter:' Prior to the purchase, Graham
Paige Motors Corporation was not a' 10 percent stockholder of 
Kaiser-Frazer Corporation, ·nor did it occuPy . any other position 
which; might bring it within the scope of sectIOn 16 (b). . The pur
chase of 750,000 shares, however, constituted it a holder of' over 
20 percent of the common stock of Kaiser-Frazer. Corporation. 
Graham-Paige Motors Corporation moved' for summary judgment in· 
the -action on the ground that section 16 (b) did n~t apply because 'it 
was not a 10 percent owner of the common stock both--at·the time of 
the purchase and at the time of the sale: The Commission contended 
that the Act contemplated that purchases which' themselves caused- 8. 
person to' become a 10 percent stockholder should ·be subject to the 
liabilities imposed 'by section 16. The court, in an opinion· handed 
down shortly before the close of the fiscal year, sustained the Com-
mission's contention.' : - - - . 

In Gonsolidated Engineering Gorporation v. -Nesbit 40 the United 
States' District Court' for the Southern District· of California ruled, 
contrary to the contentions of the Commission, that a corporation 
which had issued stock options to its- officers and -assured them that 
the options could he exercised and the stock sold within 6 months 
thereafter, was estopped from recovering any' profits ,from these 
transactions .. Subsequent to the court's decision a 'security holder 
sought to intervene for the purpose of taking an appeal, but the 
District Court denied Ithe ·request for intervention. An appeal was 
taken from that denial to the U:nited States Court. of Appeals for the 
Ninth Circuit, and the Commission filed a brief as amicus curiae 
urging the Court of Appeals to permit such intervention.41 ·The 
appeal is pending. -" . . . 

Two section 16 (b) cases, discussed in the 17th Annual Report,U ----- . ,. 
"1M F. Supp. 20 (E. D. Ln., 1952) . 
.. 104 F. Supp. 957 (S. D. N. Y., 1952). 
" 102 F. Bupp. 112 (S. D. Cal., 1951). 
" PeUegrino v. Nesbit (No. 13220) • 
.. Pp. 61-62. 
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involveCl further"pro'ceed'ingS :durillg' the'- current' fisciil i year'.'- 'In 
Biau v.'Hodgkinson,43 an applica~iori'by'the' attorney for, the' plamtiff 
for fees in' ,connection .with the litigation was approved in the amount 
of· $2,500; 'In' Rattner v. Lehman, an' appeal' was taken from···the 
decision of:tlie United States District Court for the'Southern District 
of New York ·limi tirig:.the reCovery, of the profi ts from trading, by a 
par~nership, in which one .of the partners'was a director of the'coplpaIiy 
whose stock was '-being traded,· to' the proportion of the profit~· at
tributabla to the partnership interest 'of the director-partner: ' ,The 
United States: Court' of ~ppeals for' the' Second Circuit affirme'd the 
decision, of -the District Court.44 : ' . 
The'Kaiser-Fr~er Investigation,arid'the' Litigation With Otis & Co. ; 
'~ • ". • • • " , • I. 

Early iIi 1948 the Commission instituted an investigation ,into 
the circumstances surrounding the failure of a' stock offering, by 
Kaiser-Fruzer Corporation and :there ensued a 'series of administra
tiveand court proceedings. which, from the standpoint, of sheer 
volume, have been 'among the most extensive in the history of the 
Commission. The early history of· these proceedings is discussed 
in the 15th 46 and 16th 46 Annual Reports of .the Commission. At the 
beginning of the present fiscal 'year there were' still pending before 
the Commission (1) the CommIssion's administrative proceeding to 
determine whether the registr8:tion of Otis & Co. as a broker-dealer 
should be revoked and whether, it should be suspended or expelled 
from the.NASD, and (2) the appeal by Otis & Co. from an order of 
the N ASD suspending it' from membership for 2 years., . .', , 

Meanwhile Kaiser-Frazer had· instituted a suit against Otis & 
Co. for breach of 'contract, which was tried before Judge Clancy·in 
the United States District',Court for the Southern District ofcNew 
York in 1951. , On July 2, 1951, Judge Clancy handed down an 
opinion in which he held for the ·plaintiff;: finding: ",That defendant 
procured and actually, by its agents, instituted the Masterson suit 
as a means to stop the sale of.'plaintiff's stock was proved beyond a 
reasonable doubt." 47 On July'10 Judge Clancy 'entered judgment in 
the amount:of $3,120,743. Otis & Co. appealed, but since no super
sedeas bond was filed, Kaiser:-Frazer immediately took steps in various 
parts of the' country to execute on the judgment . 
. ;Shortly after'the opinion· was rendered, counsel for Otis & Co. 

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

<I}OO F. Supp. 361 (S. D. N, y" 1951). 
44 193 F. 2d 564 (C. A. 2, 1952) . 
.. Pp, 73-77. 
48Pp.Ii8--59, 
47 Kaiser-Frazer Corp. v. Ot/& &: Co., CCR Fed. Sec. L. Serv" par, 90, 510. 
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Northern District of Ohio 4.8 and obta41ed ,a temporary.restraining 
orde;r from,Judge Jones on July. 26, 1951,'which has been continued in 
effect. by stipulation. ,This order, . ml3ubstance, . '(a) restrained, the 
defendants from effectin~ transactions with customers. without· dis
closing· the firm's finanCIal condition;' (b) restrained further with
drawals 'of assets and ' securities by, the ipdividual, defendants; and. (c) 
directed the defendants, to permit ,the ,Commission to examine, the 
firm'.s books and ac«(mnts.pursuant to-,section 17 (a) and restrained 
further violations of·;that ~ection. . ,-.; ; I . , . ' . ',,;' 

" Befo;re 'a motion for a' preliminary injunction could, be 'heard'; 
Otis & Co., on August 22, 1951, filed a petition under Chapter. X of 
the Bankruptcy Act in the same ~ourt .. On Decem~er 1~, 1951, Judge 
Freed approved the petition and continued his order in the usual 
form restraining all-persons from commencing' or c6ntmuing any 
actions or proceedingS against :the debtor. The Commission filed a 
motion to obtain a clarification of this order, or if necessary its modi
fication,.'so as to preclude any question of the. propriety of the Com
mission's continued prosecution of three proceedings~the injunction 
action -just referr'ed to and, the two -~dmiIiistrative proceedings men~ 
tioned above. In' making this motion, the Commission appeared 
speciallY'in its capacity as the agency, charged, with the·administration 
of the Securities Act of 1933 and the'Securities ExchangelAct. Because 
of the lack of 'any substantial interest .. on the part of the -public. as 
creditors or stockholders' of ,the debtor, the Commission did not' seek 
leave to appear generally in the Chapter X proceeding. _ . , .:' 

On March 21, 1952, Judge 'Freed handed down 'an opinion in which 
lie construed 'his order .of December' 12' as being sufficiently broad to 
prohibit further' prosecution 'of all three actions (the two administra': 
tive proceedings and the·action for injunction), but modified his order 
of December 12 only to the extent of permitting .further· prosecution 
ohhe injunction action. Juoge'Fre.ed's order pursuant to this opinion 
was entered on April 7.49 ," ,I .. ' . ' , . , " 

, On~the same day the Court of Appeals for the Second Circuit re
versed Judge Clancy's judgment in Kaiser-Frazer's action for damages 
against Otis & CO.60 Without coming to the question whether the 
Masterson suit had been inspired 'by Otis'& Co., the court reversed 
solely on the ground. that certain of the earnings figures in· the regis;; 
tration statement filed· by Kaiser-Frazer und'er, the Securities Act in 
connection with the 1948 offering'were misleading. For this reason the 
court held 'that the underWriting; contract was· unenforceable as 
violative of the Securities Act. The court noted" however, that :the 
reason 'assigned ,by 'Otis & Co. for refusirig to go through. with the' 
underwriting contract at the time was the institution of the Masterson 
suit. ' 

• ~ •• i '; .. 

,!8 S. E, C. v. 0118 &- Co., Dalert. and Ea~on. Civil No. 28371. ' 
.•• An appeal from this order was pending at the close of the fiscal year. 
, '~Ka~er·FraZtr Corp. v. Ot~ &- Co.,'195 F. 2d 838. A petition to the Supreme Court for a writ of certiorari 

wllS denied on October 20. 1952. '" .. 



PART III 

ADMINISTRATION OF THE PUBLIC UTILITY HOLDING 
COMPANY ACT OF 1935 

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

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

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

232122-53-7 91 
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The Commission has always regarded the enforcement of the phys
ical integration and corporate simplification provisions of section 11 
and related sections of the Act as the most important segment of its 
responsibilities under the statute, and vigorous administration over 
the past 17 years has resulted in the liquidation of a large number 
of unnecessary holding companies with the return of their subsidiaries 
to independent ownership, and the st.reamlining of a number of 
others into compact regional syst,ems affording consumers and inves
tors the benefits of large scale centralized generation and transmission 
of, electric power and of integrated long distance transmission and 
distribution facilities for natural gas. ,It is now possible to state that 
the task of bringing about compliance with section 11 which had its 
real beginning in 1940 is rapidly nearing completion. 

Thus, in what is probably the only instance of its kind in the 
history of the nation, an entire major industry has be'en almost com
pletely reorganized in the short space of 12 years and this has- been 
accomplished \\:it.h a staff which has declined steadily from 175 in 
1940 to the present force of 35 employees engaged in this work in tho 
fiscal yeal' 1952.1 When thc work under section 11 is completed in 
another couple of years there will be no further expense to the tax
payer on this score. 

In addition to its duties with rl'spect to integration, provided in 
section 11, section 30 of the Act directs the Commission to make 
studies of public utility operations and service a,reas so as to be able 
to recommend the "type and size of gt'ographically and economically 
integrated public utility systems which * * * can best promote 
and harmonize the interests of the public, the inv('stor and the con
sumer." This work is expected to encourage a number of acquisitions 
Ilnd combinations of utility properties not otherwise subject to the 
Act which arc consistent with the integration and simplification 
standards of section II and related provisions of the Act. This 
function will likewise be partially self-liquidating over a period of 
years. _ 

'rho. other segments of the Commission's regulatory responsibiliti('s 
under the Act are continuing functions not likely to undergo any 
significant changes in the future. These embrace: (1) regulat.ion of 
thO' regional integrated holding company syst.ems which will have 
achieved complete compliance with the provisions of section 11; (2) 
limited surveillance of the holding company systems which enjoy 
exemption from most provisions of the Act; (3) surveillance of acqui
sitions of utility securities by affiliates and by organized" groups of 
persons or other devices designed to cireumvent regulation o(holding 

_ company relationships; and (4) surveillance of affilia.ted service com
panies and of those servicing organiza.tions which are princ·pally 
engaged in the performance of services for public utility or holding 
companies. 

I The staff of the DiviSion of Public Utilities ,which assists the-Commission-in'tliis workrdcclined frolll 
234 In 1940 to 88 In 1952. The figures shown represcnt estimates of the portions oC manpower assigul'd to 
the administration of scctlon II and related sectIons of the Act. 
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INTEGRATION AND SIi\II'LIFICA TION-OVEI{-ALL SUMi\JAHY 

The impact of the enforcement, of sect.ion 11 since enactment of 
the Holding Company Act of 1935 is illust-ruted by the substantial 
decline in the relative position of holding company systems in the 
electric and gas II t.ility industries. In t.lleearly "t.hirt.ies," 15 holding 
companies controlled 80 percent of all electric energy generutioni 20 
systems cont.rolled 98.5 percent of all transmission of electric energy 
across state linesi and 11 cont,rolled 80 percent of all natuml gas 
pipeline mileage. On June 30, 1952, electric utility plant owned by 
registered holding company systems constituted approximately 30 
pereent of the aggregate dollar amount of plant owned by all private 
utility companies. Manufactured and natural gas plant (including 
gas transmission properties) owned by registered systems represented 
28 percent of the total for the nntion. When the section 11 reorgani
zat.ion progl'am is completed, -these percentages will dcdine to 23 
pm'cent and 18 pl'reent, rl'specti\·ely. 

However, in addit.ion. to the registered systems there ure a large 
number of holding company systems which are exempt from most 
provisions of the Aet wit,h gross utilit,y plant aggregating over $7.8 
billion. TIH'se exemp(.ions cover situations where the systems are 
either predominantly intrastnte in character, the holding company 
is' predominantly an operating ut.ility, or the system- is very small 
and hus assets.of $1 million or less. N evrrtheless, since the Com
mission is empowered to reyoke p);cmptions whene\'er the circum
st,anc:es which led to granting t·he status ha\'e dlanged, or in other 
cases where continuance of t.he exempt.ion is detrimental to the public 
interest, the exempt slatus of all of such systems is subject to periodic 
reappraisal; and, ina number of situations, various types of corrective 
measures have become necessary. 

At one time or another, a 'tot~al of 2,197 cOlilpanies Lave been sub
jeet to the active regulatory jurisdiction of the Commission as com
ponents of .registered holding company systems. Of this number, 
2] 4 were holding companips, 929 were electric or gas ut,ilities and 
1,054 were nonutilit:v companies or utilities other than electric or 
gas. By the close of the past fiscal year, the registered systems in
Cluded 57 holding companies, 192 (>lectrie or gas utilities and 188 
other companies. The greatest percentage reduction has occurred 
in the nonutility group which originally included a wide variety of 
enterprises many of which had little or no relationship to utility 
opprations and were not retaina.ble under statutory standards. 

The following tables stllnmnrize these developments and set forth 
the manner in which subject compl1llies llave been released from 
jurisdiction. 
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Companies released from active regulatory jurisdiction of the Commission 

Divcst· 
Total mcnts Disso- A b-

by hold· lutions d T I Com· 
con;t· ing com. not parts sObbe Miscel· Exemp- ota panles 

f:bj~~~ ~anles oC dt me/ger I~~t~~ tlon by rel:::d subject 
to act ~et~Y~: ~':nt or con dis- ~~e~~ Juris· to a'f 

___________ I_~_ur_r_I~_~_gl fas :~ti~:;s S~l~~· posals ___ diction I JI~: 30 

Fiscal uear ending 
June 3D, 195! 

Holding companles .•.•••.• __ 65 0 6 0 0 2 8 57 
Electric aud/or gas com· 

panles ____ ••• __ •• ___ ••••• __ 100 2 0 4 0 1 7 192 
Nonntilitles plus utilities 

other than elcctric and/or 
gas companles __ • _____ ••••• 200 2 3 2 5 0 12 188 

Total companles •.•••• _ -;ti4 ---4- _ 9 1_ 6 5 3 , 27 _ 437 

Fiscaillear ending -----------------
June 3D, 1951 

Holding companles_ •. ____ ••• 68 '2 0 0 0 3 15 63 
Electric and/or gas com· 

panies __ •••• __ •••• __ •••• _._ 229 6 5 21 1 1 34 195 
N onutilities plus utilities 

othcr than electric and/or 
gas companles._........... 256 9 J 1 45 6 0 71 185 

Total companlcs ___ •••• -;sa---17- ---16- ---66- ---7- ---4-1-1iO ~ 
=====.==== 

Period from June 15, 1938, 
10 June SQ, 195t 

Holding companles __ •• ____ •• 
Elcctric and/or gas com· 

panles ••••••••••••••••••• _. 
Nonutl!itles plus utilities 

other than electric and/or 
gas companles._. __ •••••••• 

214 

929 

1054 

15 

381 

365 

67 

70 

183 

25 

172 

150 

9 

48 

103 

41 

66 

65 

157 

737 

866 

57 

192 

188 

Total companies ,_ •••• --;,l97 --761-a201-a47 -wo -m ~ --437 

I Reflects company additions and classification adjustments during period Indicated. 
, Includes companies which have ceased to be registered holding companies by virtue or Commission 

order under section 5 (d) . 
• Adjusted to reflect divestment of National Power & Light Co. on June 26, 1951. 
• A few companies have been subject and not subject to the act a number of times. These Instances result 

In some insignificant duplication to the reported company totals. 

Divestments of companies or propertie8 no longer 8ubject to Act 

A. Electric, gas and nonutility companies and assets divested as not retalnable under the Publlc Utility 
Holding Company Act of 1935 and which were no longer subject to the act as of June 30,1952 

Total to June 30, 1952 July 1, 1951 to June 30,1952 

Type of company Number Number 
of Assets I of Assets I 

companies companies 

240 $8, 452, 203, 845 1 $.110,845 
141 567,873,894 1 1,480.519 

"380 2 '1, 596, 165.492 2 64,531,605 

Electric utility •• ___ ••••• _____ ._. ____ •• ___ •• _ .• __ _ 
Gas utility • ___ •••••• __ ••••• ___ ._ ._. ___ •••• ______ _ 
Nonutility ••• __ •• _ ••••• _._ •• _._._ ••••• ___ •••••• _. 

Total •• __ • __ ••••• _' _ ••• _ ••• _ •••••••••••••• _ 761 10,616, 243, 231 4 66,322,969 

Footnotes on p. 85. 
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11. Divestments by sales 01 partlnl segments 01 properties not retalnable under the Public Utility Holding 

Company Act 01 1035 and which were no longer subject to the act as of June 30, 1952 ' 

Total to June 30, 1952 July I, 1951 to June 30,1962 

Type 01 property 
Number 01 I C d - . divesting onsl .eratlOn 
com panles recm ved 

Numb~r 01 Consideration 
dlvestl,!g received 

compames 

Electric utllity___________________________________ '124' $97,657,000 _________________________ _ 
Gas utility _______________________________________ 38 44,886,538 4 $30,160,538 
NonutiJity _______________________________________ • 69 • 40, 006, 501 _________________________ _ 

I-------I---~---I-------I-------TotnL __________________________________ 0 __ 

231 182, 550,039 4 30,160,538 

• As 01 year end next preceding date of divestment and belore dedllCtion of valuation rescrve. 
• Northern Natural Gas 00. and its subsidiaries, Peoples Natural Gas Co. and Argus Natural Gas 00., 

were divested by their Joint parents, Lone Star Gas Oorp_, The North American Co. and United Light '" 
PO"'er Co. In 1941-1947, but I"jlmained subject to the act as a registered holding company system. Argus 
was absorbed by Peoples In 1945 and in 1952 Peoples was absorbed by Northern, which thon ceased to be 
a holding company. To reflect this change oC status, Northern and Its Cormer subsidiaries have been re
moved Crom table A below shJwl.ig divest9d companies rem~lning subject to the act, and have been In· 
cluded in the above table. See table 14 In the appendix. The totals have also been adjusted to reflect 
divestment 01 National Power & Light 00. on June 26, 1951, with assets of $1,993,991. 

• Includes 15 holding companies. 
• Adjusted to reflect divestment 01 partial segments of properties by Missouri Power & Light Co. on 

June 30, 1951 lor consideration of $650,000. • _ 
• Adjnsted to reflect divestment of partial segments 01 properties by Birmingham Electric Co. on June 30, 

1951, for consideration of $2,012,500, and by Franklin Real Estate Co. on March 15,1949, Cor consideration 
of $1. 

In addition, to the companies and properties released from active 
regulatory jurisdiction as components of registered systems, a large 
number of utilities 8nd nonutilities were divested from one system 
in the process of integration 8nd simplification but rem~ined under 
the control of another registered holding company. Several of the 
20 regional integrated systems which are now expected to continue 
operating under the Commission's jurisdiction derived from larger 
systems in this manner. The aggregate amount of divestments in 
this category, in terms of companies and assets, is reported in the 
following table: 

Divestments of companie8 or properties still subject to Act 

A. ElectrlC\ gas lind nonutlJity companies and assets divested under the Public Utility Holding Company 
Act 01 1935 and stili subject to Its provisions as oC June 30, 1952 

Type of company 

Electric utility • _______ 0. __________ • _____________ _ 

Gas utlllty ____________ o.o __________ • ____________ _ 

NonutlJity ____________ o ___________ • _____________ _ 

Total. _____ • ____ • ________ ._ •• , ___ • ___ 0 __ • __ 

Footnotes on p. 86. 

'rotal to June 30, 1952 July I, 1951 to June 30,1932 

Number I of 
companies 

Assets' 
Number 

of 
companies 

Assets· 

2129 '$4,223,697,048 _ 
• 42 • 1,456,007,687 ----------2- -'--i2,"aai74G 

• • 88 •• 535,606,185 ________________ 0 __ ._._._0 
1-------1--------1-------1--------

259 6, 215, 310, 920 2 2, 332, 746 
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D. Divestments by sales of partial segments of properties under the Public Utility IIolding Company 
Act of 1935 which properties are still subject to the act as of June 30, 1952 

Total to June 30, 1952 July 1, 1951 to June 30,1952 

Type of propert~· 
rtive~ting on If .era IOn. dlvestu'!-g received 

companies receIved companies 
Numher of I C .. I 't' Nl.1mh~r of Consideration 

'-E-le-ct-r~ic~u-ti-li-ty-_-__ -_-__ -__ -_-__ -_-__ -__ -_-__ --------------------------'1---"--10-1 $~: ~1~: 6~ $2,860,147 

~~~~~!::~~~~::-::~:::-:~:::-::~:::-:~::::::::::::::I---'2~1 14, :::: ~:~ 1:::=: :::::~{:::~,: ~~~~~~~ 
I As of year end nc,t preceding date of divestment and before deduction of valuation rescrves. 
'Adjusted to reflect divestment of Holston River Power Co. on June 21,1948 with assets of $882.048 and 

Page Power Co., Madison Power Co. and Massanutten Power Corp. on Aug. 30, 1945 wit.h consolidated 
assets of $2,016,000. 
, • Adjusted to reflect divest.ment of Boston Consolidated Gas Co. and Old Colony Gas Co. on Jan. 15, 19051, 
wit.h consolidated assets of$64.621,316. Also corrected to remove two ~as utility companies, Peoples Natural 
Gas Co. and Argus Natural Gas Co., with ""ets of $6 .. 503.37.1. See fnotnote , to precedinl! tahle. 
, • Adjust.ed to reneet divestment of Eastern Gas & Fuel As>ociates and its 14 nonutility subSIdiaries on 

Jnn. 15, 1951, with combined assets of $148,993.496. Also adjusted to remove one nonutility company, North 
ern Natural Gas Co , with asset.s of $96,142,311. See footnote' to preceding tahle . . 

, Includes 12 holding companies, 6 com hi nation holding and utility operating companies and 2 comhina
tion holding and non utility operating companies. 

INTEGRATION AND SIMPLIFICATION-SURVEY OF INDIVIDUAL 
SYSTEMS 

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

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

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

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

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

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

Amcrican & Foreign Power Company, Inc. 

Anierican & Foreign Power Company Inc. is a subholding company 
in the Electric Bond and Share Company system. Foreign Power, 
through direct or indirect ownership of securities, controls a large 
number of electric and gas utility companies operating in Cuba, 
Mexico and in nine Central and Sout,h American countries. Foreign 
Power and its subsidiaries were granted exemption from certain pro., 
visions of the Act in 1939 by reason of the fact that practically all 
of the system's income was derived from foreign subsidiaries .. How
ever, the company's unwieldy capital structure with heavy dividend 
arrearages, the broad investor interests in the company's securities 
and the controlling influence over the company exercised by Bond 
and Share were among the circumstances which made it necessary for 
the Commission to deny the company the complete exemption which 
it sought under section 3 (a) (5).2 _ 

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

'6 S. E, C. 396, 



88 SECURITIES AND EXCHANGE COMMISSION 

that its capit.al structure would consist solely of common stock plus 
such an amount of debt as wou1d meet the applicable standards of 
the Act. 3 

Foreign Power filed a new reorganization plan in January 1951 
and in August of the same year filed an amendment which reflected 
the terms of a compromise between Bond and Share and the com
mittees representing various classes of outstanding secm-itics of 
Foreign Power. The amended plan provided for a capit.al structure 
of Foreign Power consisting, in addition to then outstanding $10 mil
lion of serial bank loans and $50 million of 5 percent Debentures, of 
$67,564,600 of new 4.8 percent 35-year Junior Debentures and 
6,923,932 shares of new common stock without par value. Pursuant 
to the plan, the new securities were rlistributed as follows: each 
share or publicly held $7 Preferred St·ock was exchanged for $90 
principal amount of 4.8 percent Debentures and 3.75 shares of new 
common stock; each publicly held share of $6 Preferred Stock was 
exchanged for $80 principal amount of 4.8 percent Debentures and 
3 shares of new common stock; for each shctre of $7 Second Preferred 
Stock the holder received 0.85 share or new common ~tock;and each 
shllre of old common st.ock W8& exchanged fOt" 0.02 shares of new 
common. The outstanding Option Warrants and Preferred Stock 
Allotment Certificates were cancelled. Bond and Share received 
3,856,723 shares of new common stock (55.7 percent) for its holdings of 
Foreign Powar securities, which included $49,500,000 of notes due in 
1955 and substantial amounts of the various classes of outstanding 
preferred stock and common stock.4 The allocations provided in the 
plan reflected a settlement of intercompany claims by Foreign Power 
against Bond and Share. 

The plan provided for certain changes in the charter and by
laws of Foreign Power designed to give the public stockholders of 
Foreign Power an effective vote in connection with corporate matters. 
The plan also provided for public representation on the initial board 
of directors of Foreign Power and stated that it would be the policy 
of the company to maintain public representa'tion on its board in the 
futm-e. In approving the plan on November 7, 1951, the Commission 
reserved jm-isdiction to take such action as may become appropriate 
in connection with the carrying out of that policy.6 

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

On August 22, 1942, American Power & Light Compariy, then a 
holding company subsidiary of Electric Bond and Share Company, 
was ordered to dissolve, because its existence constituted an undue 
and unnecessary complexity in the Bond and' Share system.7 At 
that time American controlled directly or indirectly 35 subsidiaries, 

I Holding Company Act release No. 90«. 
• « Under the terms of the plan, public holders of the $7 and $6 Preferred Stocks and Bond and Share (or 

its holdings o( these FirRt Preferred Stocks also received additional shares o( common stock in compensation 
(or unpaid dividends accumulated on these stocks (rom October I, 1950, to the date o( consummation of the 
plan. 

a Holding Company Act release No. 10870 • 
• In rt American &. Foreign Power Companll, Inc., 102 F. Supp. 331 (D. Me., 1952). 
, 11 S. E. C. 1146. 
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16 of which were public utility companies. American's capit.al 
struct.ure consisted of long term debt, two classes of cumulative 
preferred stock with heavy dividend arrearages, and common stock. 
At the beginning of the fiscal year 1952, American held only two 
utility subsidiaries, The Washington Water Power Company and 
Portland Gas & Coke Company, and its capital structure consisted 
solely of common stock. , 

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

In the course of these proceedings Bond and Share and certain 
other stockholders, as well as certain officials of the States of Idaho 
and Washington, urged that American should be required to dis
tribute the common stock of Washington. At the hearing, American 
presented a resolution of its board of directors which stated, in effect, 
that unless American had received by January 1, 1952, a proposal 
for the sale of the Washington stock which was susceptible of expedi
tious consummation, American would distribute the stock to its 
stockholders. The Commission in its order dated October 15, 1951, 
approving the cash distribution directed American to file within 20 
days a plan in accordance with the resolution of its board providing 
for the distribution of the Washington stock promptly after January 
1, 1952, if American had not filed with the Commission by that date 
a notification of sale pursuant to rule U-44 (c). The Commission 
further stated that if such a plan were not filed within 20 days it 
would immediately apply to a United States district court for the 
appointment of a trustee, pursuant to section 11 (d).9 

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

• Holding Company Act release No. 9359 . 
• Holding Company Act release No. 10820. 
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January 1, 1952, a notification of a proposed sale of the ·Washington 
common stock pursuant to rule U-44 (c). That plan was set down 
for hearing on January 8, 1952,10 but the hea.ring dat.e was postponed 
when American notified the Commission on December 26, 1951, 
pursuant t.o rule U-44 (c) of its intention to sell the Washington 
common stock to certain public ut.ility districts in the State of 
Washington. 

On January 18, 1952, the Commission issued a memor.andum opin
ion and order in which it stated that it would treat American's notice 
under rule U-44 (c) as a declaration and that a hearing thereon would 
be held on January 23, 1952.11 On January 24, 1952, the public 
utility districts involved filed with the United States Court of Ap
peals, Ninth Circuit, a petition for review of the Commission's order 
of January 18, 1952, pursuant to sect.ion 24 (a) of the Act and applied 
for a stay of the Commission action. On January 25, 1952, the court 
granted petitioners a temporary stay and restrained the Commission 
from holding any hearings or taking any other action pursuant to its 
order of January 18, 1952, until further order of the court. On 
March 14, 1952, the court of appeals dismissed the petition of the 
public utilit,y districts and vacated the stay.12 

A new section 11 (e) plan was filed by American on April 7, 1952. 
Among other things, this plan provided that American deliyer to 
Washington as a capital contribut.ion all of its holdings of the secur~
ties of its subsidiary, Washington Irrigation & Development Com
pany and $186,000 in cash. The 2,541,800 outstanding shares of no 
par value common stoc!\: of ""Vashington were to be reclassified into 
2,342,411 shares of new common stock \,"ithout par value and Americllll 
proposed to distribute to the holder of each share of its capital stock 
one share of Washington's common st.ock. The Art.icles of Incorpo
ration of Washington were to be amended prior to this distribution 
so as to provide the protective features usually required by the 
Commission, including preemptive rights for the eommon stock:
holders and cumulative yoting provisions. The plan also provided 
that on or after the distribution date, no officer, director, or employee 
of American or of Bond and Share could serve as an officer or director 
of Washington. 

On June 5, 1952, the Commission issued its findings, opinion and 
order approving the plan. 13 The plan was ordered enforced by the 
United States District Court for the Dist.rict of Maine on July 17, 
1952,14 and was consummated on August 23, 1952. 

Portland, the other utility subsidiary of American, amended its 
plan of reorganization in the manner required by the Commission's 
findings and opinion dated August 29, 1951, so that holders of the 
preferred stocks of Portland would be allocated 90 percent of its new 
common stock and so that American, which owned all of the old 
common stock of Portland, would be ,allocated 10 percent of the new 
shares. The amended plan was approved by t.he Commission. on 
October 10, 1951,15 ordered enforced by the United States District 

10 Holding Company Act release No. 10919. 
II Holding Company Act release No. 11009. 
12 PI/hlie Utility District No.1 v. S. E. C., 195 F. 2d 727 (C. A. 9, 1952). 
13 Holding Company Act release No. 1130l . 
.. In re .4meriean Power &: Liqht Company, Unreported (D. Maine, No. 731, July 17, 1952). 
" Holding Company Act releases Nos. 10740 and 10812. 
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Court, District of Oregon,16 and it was consummated on December 
31, 1951. 

Since the end of the fiscal year American has filed with the Com:" 
mission a final plan providing for t.he distribution to its stockholders 
of its holdings of Portland common stock and for other steps necessary 
to complete its liquidation and dissolution. 
Central Puhlic Utility Corporation 

Central Public Utility Corporation is a holding company controlled 
by Voting Trustees who are also registered with the Commission in 
this ca.pacity as a holding company. The principal assets of Central 
Public are its holdings of securit.ies in Consolidated Electric and Gas 
Company, which is also a registered holding company. At the time 
Central Public and Consolidated registered under the Act, the system 
had 47 operating subsidiaries located in 19 states and in the West 
Indies, the Canary Islands, the Balearic Islands 8,nd the Philippines. 

PriOl·to fiscal year 1952, the system had consummated three seetion 
11 (e) plans. Two of these were concemed with the liquidation of 
substantial amounts of system debt and the third provided for retire
ment of' t.he publicly held preferred stock of Consolidated. 17 Since 
1941, 37 operating subsidiaries have been eliminated from the system. 

A fourth plan filed pursuant to section 11 (e) was approved by the 
Commission on June 1:3, 1952. 18 In substance, it provides that Central 
Public, which had outstanding income bonds, preferred stock, Clnss A 
sLock ond common stock represented by voting trust crrtificates, be 
recapitnlized into 8, company havillg only common stoek outstanding. 
The new $6 pu.r value common stock is to be distributed to holders of 
the income bonds in full settlement of their claims. Because the total 
estate on the basis of eamings and assets was found 'to be insufficient 
to satisfy the entire claims of the bondholders, all other security holders 
were excluded from participp.tion in t.he allocation. The plan also 
provides for termination of the Voting Trust, which had existed since 
1932, and for the merger of Consolidated into Central Public. The 
plan was ordered enforced by the United Stat.es District CoW't, Dis
trict of Delaware, on July 29, 1952. 19 

It has been indicated that the management contemplates the sub
sequent elimination of two other subsidiary companies and the dis
tribution of the stock, or proceeds from the sale of the stock, of the 
only remaining domestic utility subsidiary, Central Indiana Gas 
Company. Thus, ultimat.ely, the Central Public system is expected 
to consist of a single holding company over utilities operating outside 
the territorial United States and over two llonutilities within the 
United States. 
Citie8 Service Company 

Cities Service Compauy, nt the time of its registration in 1941, was 
the top holding company in a system containing 125 companies, of 
which 49 were electric and gas utility companies. Consolidated assets 
totaled approximately one· billion dollars. This system owned. or 
operated properties ill eoch of the 48 states and in several foreign 
countries. Utility properties were held by three subholding com
panies, Cities Service Power & Light Company, Federal Light & 

" In re Portland Gas &, Coke Co., Unreported (D. Oreg., No. 6196, November 13, 1951). 
17 15 S. E. C. 467, 18 S. E. C. 420, and Holding Company Act release No. 7691. 
" Holding Company Act release No. 11311. 
" In re Consolidated Elcctric and Gas Co., Unreported (D. Del. No. 382, July 29,1952). 
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Traction Co. and Arkansas Natural GI1S Corporation, each controlling 
one or more utility systems. In proceedings under section 11 (b) of 
the Act, the Commission found that Cities should be limited in its 
operations to a single integrated gas utility system and required the 
disposition of its other interests.20 However, Cities expressed a 
desire to retain instead its nonutility businesses and, accordingly, the 
Commission modified its section 11 (b) (1) order so as to permit 
Cities to effectuate compliance by disposing of all of its utility in
terests. 21 

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

During the course of the proceedings and after the record of the 
case had been substantially completed, Arkansas Natural and Cities, 
on December 3, 1951, after discussions with the staff of the Com
mission, filed an amended plan which, among other things, contained 
an offer of settlement of the claims which had been asserted against 
Cities and on behalf of Arkansas Natural and its public security 
holders. 22 Under the offer of compromise and settlement, Cities 
offered to settle all claims against itself by paying approximately 
$4,000,000 in cash to the public holders of Arkansas Natural's Class 
A and common stocks (with certain exceptions which would exclude 
from participation in the settlement those stockholders who, along 
with Cities, shared the responsibility for the organization and sub
sequent management of Arkansas Natural). Under the proposed 
offer of settlement, Cities offered to pay $1.50 per share and $0.25 
per share, respectively, to the public holders of Arkansas Natural's 
Class A stock and common stock not excluded from participation. 

,Other features of the original plan were essentially unchanged. 
Following a segregation of the utility and nonutility properties, 
Arkansas Natural proposed to dispose of its holdings in its utility 
subsidiary, Arkansas Louisiana Gas Company, as a partial liquidating 
dividend and to merge with its other and nonutility subsidiary, 
Arkansl1S Fuel Oil Company, the surviving company to be known as 
Arkansas Fuel Oil Corporation. Certain changes in the capital 
structure of Arkansas Natural and Arkansas Louisiana were also 
provided for. The plan was approved by the Commission on October 
1, 1952,23 and proceedings are now pending for its approval and 
enforcement by the Unites States District Court for the District of 
Delaware. Upon consummation of the plan, Cities will own 51.5% 
of the common stock of Arkansl1S Louisiana and Arkansas Fuel, and 
while it intends to retain its interest in the latter company, it is to 
dispose expeditiously of its holdings in Arkansl1S Louisiana. 

On December 27, 1951, Cities also consummated the divestment of 
Spokane Gas & Fuel Company, a gas utility company operating in 
Spokane, Wl1Shington. The entire capital stock of the company 

10 14 S. E, C, 28, 14 S, E, C, 233, 
II 17 S. E, C. 5, 
12 Holding Company Act release No, 10954. 
s. Holding Company Act release No, 11511. 
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10,000 shares of no par common stock, was sold for .$300,000 to a 
group of individuals. 24 At June 30, 1952, the Cities system included 
59 corporate entities of which only 6 were utility operating companies. 
Eastern Utilities Associates 

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

On April 4, 1950, the Commission issued an order under section 
11 (b) of the Act with respect to EUA and its subsidiary companies 
which provided in part that EUA within one year terminate its ex
istence and distribute its assets to its shareholders pursuant to a fair 
and equitable plan, or within one year acquire a minimum of 90 
percent of the outstanding common stock of all of its subsidiary 
companies and reclassify its common and convertibI.e stocks into a 
single class of stock. This order further provided in effect that in 
the event of the adoption of the lat,ter alternative, EUA, within the 
one year period, would sever its ownership or control of the gas utility 
properties owned by Blackstone. 25 

On IVlay 17, 1950, EUA filed a reorganization plan under section 
11 Ce) of the Act for the purpose of complying with the Commission's 
Order of April 4, 1950, and on August 17, 1950, the Commission 
approved step 1 of the plan. 26 Under t,his step, EUA acquired 129,882 
additional shares of Fall niver's capital stock from New England 
Electric System and now owns in excess of 90 percent of the out
standing common stock of each of its direct subsidiary companies. 
EUA's reorganization plan has been amended from time to time and 
extensive hearings have been held thereon, It is replete with com
plicated legal and factual problems which involve, among other 
things, a substantiaL amount of permanent financing and the alloca
tion of new common stock to EUA's common and convertible share
holders. Groups and committees representin~ such shareholders have 
vigorously supported their respective confiictmg positions. 

On ?\1ay 20, 1952, the Commission in a letter to all of the partici
pants expressed its concern with the progress of the case and requested 
their cooperation with the time schedule set for the hearings under 
which it was expect.ed that the record would be closed as quicldy as 
possible. Dming June 1952, all of the groups and committees rep
resent.ing EUA's common and convertible shareholders conferred 
among themselves nnd with the staff of the Commission and, on July 
10, 19.52, reached n compromise agreement with respect to, among 
other things, the allocation rat.ios governing the distribution of new 
common stock between such shareholders. EUA thereafter submitted 
its Amended Plan No.4 to incorporate the substance of this agreement 
and hearings were reconvened on Sept.ember 16, 1952. The plan no 
longer provides for a merger or consolidat.ion of any of the system 
companies into the newly organized Eastern Edison Company as 
indicated in the 17th Annual Report, and-EUA will continue as t.op 
holding company. The plan was apprond by the Commission on 

.. HoUing Company Act release No. 10961. 
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Deccmbcr 18, .1952,26& and cannot bccomc cffective until an appro
priatc United States district court has issued an order efJforcing thc 
terms and provisions thcreof. 

During thc fiscal year, the Commission approved five applications 
by subsidiaries proposing the issuance of $16,200,000 of short term 
notes to banks to financc thcir construction programs and to repay 
maturing notcsY 
Electric Bond and Share Company 

. Thc Electric Bond and Sharc Company system was thc largest to 
register under thc Act. At the time of its registration in ] 938, it 
controred .121 domcstic subsidiarics including fivc major subholcJing 
companies with combined asscts of nearly $3,500,000,000. Thrsc 
subholding companies were Amcrican & Foreign Power Comnan,V, 
Inc., American Gas and Electric Company, Americon Power & Light 
Company, Elcctric Power & Light Corporation and National Power 
& Light Company. Bond and Sharc has disposed of its holdings in 

American Gas and National. Electric has bcen dissolved and the 
lifJuidation of American, as dcscribed earlier in the report. is ncaring 
co:nplct.ion. Bond and Share rctaills a substantial int.errst in Forcign 
Pow('r whose recent rcorganization is described above under a scparate 
heading. It also owns 27 percent of the common stock of United 
Gu<: Corporation, the entire equity of Ebasco Scrvices, Incorporated, 
and other minor holdings. 

Bond and Sharc's holdings in United Gas wcrc acquired in thc 
coursc of Elc0tric's dissolution and we approved the acquisition sub
ject to a commitment by Bond and Share to dispose of these holdings 
within 1 year of receipt, with tbe right reserved to Bond and Share, 
howevcr, to institll te appropriate proceedings for re!ief hom this 
commitment. On February G, 1952, the Commission issued its find-. 
ings, opinion and ordcr which denied Bond an:! Share's request for 
relief from its commitment to dispose of its holdings of United Gas .. 
That request was made as part of Bond anfl Share's application for 
approval of its Amendcd Plan III and of its request for cxerrmtion 
from provisions of the Ad. The plan had contemplated that Bond 
arid Share would rctain its interest in FOl'eign Power, Ehasco and 
Ullited Gas and that it would dispose of its othcr holdings of sccurities 
lIsing the proceeds fOI" future risk Gftpital investment. Bond and 
Share proposed t.o continlle as an exempt h9lding company and 
register as an investment company under the Investment Company 
Act. The Commission limiLed hr:arings with respect to Bond and 
Share's application to thc question of whether Bond and Share might 
retain its holrlin~s of United Gas. ancI, to the extent relevant to this 
issue, to a considcl'l1tion of Bond and Share's application for exemp
tion. The Commission found that there was no hasis under the 
standards of Ule Act applicable either to acquisitions or exemptions 
for relieving Bond and Share from its prcvious commitment to dispose 
of the United Gas stock. However, the Commission made no findin~s 
,~ith respect, to the other issues raiserl by Bond and Share's plan, 
includi?g its proposal to become an investment company. 28 Bond 
and Sha.re took an appeal from this order to thc United Statcs Court 
o'f Appcals, District of Columbia Circuit. Howcver, it has since filed 

26a H01ding Company Act rell'~l':;c No. U!12;. 
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" Holding Company Act relrase No. 11004. 
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a motion to withdraw its petition for review' which, was granted on 
December 8, 1952. 

On June 13, 1052, Bond and Share filed a new plan similar to that 
described aboye as Amended Plan III, except that Bond and Share 
would, during the period 1952 to 1955, reduce its holdings of United 
Gas stock to h·ss than 5 percent of the total outstanding shares. 
This is proposed to be accomplished through capital distributions, 
dividend distri~utions and rights offerings to the stockholders of 
Bond and Share of the United Gas stock. Hearings commenced on 
this plan shortly after the close of the fiscal year. 

On July 30, '19.52, the Commission issued its memorandum opinion 
and order approving a plan filed by Bond and Share proposing the 
disposition of its holdings of the common stock of The Washington 
Water Power Company which it received as a result of the distribu
tion of such stock by American Power. 29 This plan was submitted 
pursuant to the terms of the Commission's order dated October 15, 
1951,30 and pursuant to its terms Bond and Share will distribute as a 
dividend to its stockholders in December 1952 that number of shares 
of Washington 'Water Power common stock, the market value of 
which at the time of the distribution of such dividend will be ap
proximately equal to one-half of Bond and Share's estims.ted net 
income for the year 1952. Any remaining shares of such stock not 
paid out as dividends will be sold. 
Inlernational Hydro-Electric System. 

At the time of its registration in 1939, Intcruational Hydro
Electric 'System ("IRES"), a Massachusetts voluntary association, 
owned 86 percont of the common shares of Gatineal! Power Company, a 
Canadian public utility company, and fill the common shares of two 
wholcsa~c electric utilities operaLing in the State of New York, which 
in 1946 were merged into a single company, Eastern N ew York 
Power Corporation ("ENYP"). It also owned 88 perccnt of the 
common shares (representing 51.5 percent of the voting power) of 
New England Power Association, which, upon its reorganization in 
1947, was renamed New England'Electric System ("NEES"). In 
addition, IHES held the following pel'centag('s of the voting power of 
two minor subsidiaries: 100 percent of Corinth Electric Light & 
Power Company and 33% percent of J'vforeau l-danufacturing 
Corporation: . 

IHES is in process of liquidation and dissolution pursuant to 
section 11 (d) of the Act .. Since' ] 944 the system hus been operated 
by Bartholomew A. BricklPy, us trustec, under appointment by the 
United States District Court, District of 1\'1assachusetts. Earlier 
steps taken hy the trustee toward the cyentual liquidation and 
clissolution of IllES are described briefly in the 15Lh, 16th and 17th 
Annual Reporls. As of June :30, 1952, IRES held G6 percent of 
Gatineau's voting power, 100 percent of ENYP, 8 percent of NEES, 
100 percent of Corinth, 33}~ percent of l'vloreau, , 
. Proceedings are still pending before the Commission on the Trustee's 

Second Plan for the liquidation and dissolut,ion of HIES. In a' 
supplemental opinion and order dated June 29, 1951, the Com
mission held that the debentures of IRES, which had been !laid off 

"Holding Company Act releasc No. 11412. 
30 Holding Company Act release No. 10820, 
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under Part II of the Plan, were entitled to receive an additional 
amount of $85,017.60 as interest on delayed interest payments,31 and 
this order was sustained on October 29, 1951, by the enforcement 
court. 32 

On January 21, 1952, the Commission entered its findings, opinion 
and order authorizing the trustee t.o make quarterly payments of 
87X cent.s pcr share to the preferred stockholders of IHES 'pending 
determination of the issues raised by Part III of the Trustee's Plan 
with respect to the allocation of the remaining assets of IHES be
tween its preferred and Class A stockholders and wit.h respect to the 
contention made by Class A stockholders that IHES should be 
permitted to continue in existence as an investment company.33 The 

'Commission's order was sustained by the enforcement court on 
April 8, 1952. 34 _ 

On February 14, 1952, the Commission heard ora.1 argument on 
Part III of the Trustee's Plan. While this matter was under consid
eration by the Commission, the trustee obtained offers for the pur
chase of all the properties of ENYP, consisting of electric properties 
(largely hydro) in the State of New York, and water power properties 
and undeveloped or partially developed water power sites in the 
States of New York and Maine; he also obtained an offer for the 
purchase of IHES' interests in its other subsidiaries, Corinth and 
Moreau. The highest offers for the several properties totaled 
$25,600,000. Hearings on t.he proposals were held in April 1952 
and on June 5, 1952, the Commission issued its findings, opinion and 
order approving the execution by the trustee, upon satisfactorily 
resolving the tax problelns involved, of definitive contraCts for the 
sale of the properties at the amounts specified in the several ofifers. 35 

It is expected that if the sales are consummated as proposed, a 
reconsideration of the allocation problems may be required. Ac
cordingly, the Commission has wit.hheld act,ion on Part III of the 
Trustee's Plan. 
InveSlntent Bond and Share Corporation 

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

On August 8, 1951, IBS submitted a plan under section 11 (e) of 
the Act designed to effect its liquids,tion and dissolution; the Com
mission instituted proceedings under section 11 (b) and a hearing on 
the consolidated proceedings was ordered to be held. 36 After the 
hearing and numerous conferences with Commission staff, amend
ments were filed and certain related proposals and commitments 
were offered by IBS. To accomplish its liquidation, the company 
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proposed the payment of all of it.s debts, the retirement of its Class A 
stock by the payment ,of $33 per share plus accrued dividends, and 
the distribution of its remaining assets pro rata to holders of the Class 
B stock. Since the Class B stock was held almost entirely by three 
families which controlled the system, the plan included provisions for 
subsequent disposition by such parti!.'s of the shares of Jacksonville 
and EKU to be received by them in the distribution of assets. A 
portion of the common shares of Jacksonville owned by IBS are to 
be sold to Jacksonville at a price equal to the cost to IBS. 

In approving the plan on July 10, 1952, the Commission noted 
that IBS had acquired control of Jacksonville without its approval. 
IBS had acquired its holdings of the stock of EKU under the same 
conditions. This raised legal questions regarding profits realized 
from such illegal acquisitions and the possible rescission rights of 
the vendors of such stock. At the suggestion of the Commission's 
staff, IBS had inserted provisions in the plan to afford vendors of the 
Jacksonville and EKU stocks an opportunity to assert any claims 
for rescission they might have under section 26 (c) of the statute. 
The Commission concluded that the amended plan offered an appro
priate resolution of the issues, but withheld its approval pending the 
filing of an appropriate amendment proposing to increase the pay
ment to the Class A stockholders to $37 p(>l. share and to establish a 
restriction on pa.yment of dividel1lls by Jacksonville out of prior 
earned surplus. 37 IBS filed such an amendment and the plan was 
approved. 3s On Sept!.'mber 17, 1952, the Commission found that 
the transactions proposed in the plan had been consummated, and 
issued its order under section 5 (d) declaring that IBS had ceased to 
be a holding company and terminating its registration. 39 

New England Public Senice Company 

At the time of its registration in 1935, New England Public Service 
Company ("NEPSCO") had five operating utility subsidiaries, 
of which two operated in Main!.', one in New Hampshire and two in 
New Hampshire and Vermont. It also owned, through im industrial 
subsidiary, five textile mills, a paper company, and a forest products 
manufacturing company. The company was heavily overcapitalized 
with two outstanding classes of preferred stock, on which substantial 
dividend arrearages had accumulated, and common stock. As a 
result of simplification proceedings instituted by t,he Commission 
under section 11 (b) (2) of the Act, the company was directed in 1941 
to reorganize on a one-stock basis or, in the alternative at its election, 
to liquidate and dissolve.40 The management of NEPSCO elected 
to liquidate and subsequent steps have been taken toward this end. 
NEPSCO's parent is Northern New England Company, which is 
also a registered holding company under order of the Commission to 
liquidateY 

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

In June 1951, NEPSCO filed a plan providing for the distribution 
of its remaining assets to the holders of its preferred and common 
stocks and for its liquidation and dissolution.43 This plan was 
designed _ to effectuate complete compliance with the Commission's 
order of May 2, 1941. Extensive hearings were held on the plan and, 
following its request to interested parties for an early settlement 
of their differences, the Commission was notified in September 19.52 
that after a conference with the staff of the Commission a compro
mise agreement had been entered into by counsel for NEPSCO, 
counsel for Northern, representatives of all of the Committees partici
pating on behalf of the preferred and common stockholders of 
NEPSCO and shareholders of Northern, and counsel for certain 
preferred stockholders of NEPSCO. An amended plan embodying 
the substance of, this agreement has been filed. NEPSCO's parent, 
Northern, which owns approximately one-third of NEPSCO's common 
stock, is awaiting 'consummation of the final plan by NEPSCO, in 
which participation to be afforded t.}\C common stock of the latter 
company will be determined, before taking the steps required to 
complete its own liquidation. 
Pennsylvania Gas & Electric Corporation 

Pennsylvania Gas & ElecLric Corporation ("Penn Corp") regis
tered with the Commission in November 1936 and at that time it had 
19 subsidial'Y companies. Its utilit,y operations were conducLed in 
sections of N ew York, Pennsylvania, ~J assachusetts, Rhode Island 
and Virginia. The system included 15 gas utility companies, three 
wholesale gas companies and one service company. Three of the 
utility subsidiaries, North Penn Gas Company. Pellnsylvania Gas & 
Electric Company, name later changed to York County Gas Company" 
and Saugerties Gas Light Company were also suLholding companies. 

As deseriLed in the 17th Annual Report, Penn Corp has already 
completed the major steps in accomplishing compliance with the 
requirements of section 11 (b). Penn Corp's system presently in
cludes two gas utility companies, North Penn Gas Company which 
is also a registered holding company and Crystal City Gas Company 
which is a wholly owned subsidiar.v of North Penn. In addition,. 
there is a small service company. On ,June 5, 1952, the Commission 
issued its findings and opinion Kith respect to a plan filed by Penn 
Corp to effoct its liquidation and clissolution.H Under this plan, 
Penn Corp proposed to distribute to its preferred and Class A stock
holders its holdings of the stock of North Penn. For each share of 
preferred the holder would receive 14 shares of North Penn common 
stock, and for each share of Class A common, one-fourt,h share of 
North Penn common. The plan also provided for a $7 cash payment 
to the holders of the preferred stock, equivalent to accrued dividends 
after December 31, 1950, and for a small cash distribution to the 
holders of Penn Corp's Class B common stock. The remaining assets 
of Penn Corp would be sUl'rentiered to North Penn and the former 
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company would be dissolved. The Commission found that the 
proposed' allocations were not fair· and equitable. It indicated 
further t.hat the participations proposed for the Class A and Class B 
common holders were insufficient and concluded that the plan could 
be approved only if certain modifications, as recited, were' provided 
by amendment. An amended plan embodying the modificat.ions 
was filed on September HI, 1952. 
Mission Oil Company 
SO\'Jthw~stcrn Developmcnt Company 

At the beginning 'of the fiscal year, the stock of Southwestern 
Development Company was owned 47.28 percent by Mission Oil 
Company, representing virtually the only assets of that company; 51' 
pe.r:cent by Sinclair Oil Company, and 1.72 percent by minority 
interests. . Sinclair also held about 4 percent of the stock of ~tJission. 
Mission and Southw'estern were registered holding companies; Sin
dair was primarily engaged in the production and refining of petroleum 
products and had been granted exemption from certain provisions of 
the Acf45 . . 

Aft.er numerous conferences with the Commission's staff, l'vlission 
and Southwestern in June 1951 filed ,vitI! the Commission a section 
11 (e) plan designed to effectuate compliance with the provisions of 
section 11 (b). In brief the plan provided for the liquidation and 
dissolut,ion of l\'lission, the limitatioil of the operatioJls of t.he South
western'system to a single integrated publie utilit.y system find 
certain nonutilit.y business whose operations are reasonably in
cidental or appropriate thereto and the divestment by Southvestern 
of all it.s other nonutility interests. The plan was approved on 
December 21, H)51,46 and, in connection therewith, Sinclair regis
t:(lred under the Act, joined in the plan as amended so as to proyide. 
f,or t.he divestment of its interests in Mission, Soutlnvestcrn and 
t.heir subsidiaries, and was subsequently granted an exemption from 
the provisions of the Act, excepting sections 11 (b), (c) and (e), 
find section 9 (a) (2).47 

One .of t.he imporLant accomplishments of the plan "'as the elimina
tion of highly complex intrasystem operating and financial relatiQn
ships 'between two of Southwestern's nQllutility subsidiaries, Cana
dian River Gas Company and Colorado Interstate Gas Company. 
Canadian River was engaged in the business of producing, trans
mitting and selling natural gas at wholesale to system affiliates, 
including Colorado, and to nonaffiliaLes. It owned natural gas 
rights in the Texas Panhandle field subject to the reservation of the 
priqr right Lo such gas by certaili other of South,,-estern's subsidiaries 
t9 the extcnt of t,heir requirements. Colorado was a pipeline com
pm~y selling Il.n,tural gas at wholesale. Southwestern oWl:cd fiJI .of 
thc common stock .of Cnnadi:m River and 42.5 percent of thut .of C.oI
orado. Colorado purchased the major portion of its gas require
medts from Canadian River at cost, excluding any allowance f.or 
depreciation, deplet.ion and intangible drilling costs, pursuant to a 
contract 'under which it was obligated, as long as it elect,ed to take 
gas from Canadian Rivet', to furnish Calla(liall H.iY(~l' with t.he funds 

" 2 S. E. C. 165, sub nom. Consolidated Oil Corporation . 
•• Rolding Company Act release No. 10969. 
" Holding Company Act release No. 10998. 



100 SECURITIES AND EXCHANGE COMMISSION 

necessary to meet all expenditures for operatiolls and all capital 
requirements. Howeyer. while Southwestern ,,-as the owner of 
Canadian River, all of the latter's profits, computed on a ca."h basis, 
went to Colorado as long as it purchltSed gas under the contract. 

Colorado had supplied substantial sums to Canadian River pur
suant to this contract, but because it did not own the company, it. 
could not use Cllnadian River's property which had a net book value 
of approximatel." $12,500,000 as a ·basis for financing and thus was 
unable to finance economically and advanta.geously the development. 
of Canadian River's reserves and needed additional pipeline capacity. 
Under the plan, this impediment was removed by transferring Cana
ian River's assets to Colorado in return for which Southwestern re
ceived the rights to revenues derived from the sale of natural gasoline 
extracted from Canadian River's present gas reserves, which revenues 
under the existing contract had gone to Colorado. The rights' to 
these revenues were given to Southwestern as consideration for its 
reversionary rights in the assets 'and- earnings of Canadian River 
which, it was estimated, would mature about H)72 when Colorado 
would probably find it. no longer advantageous to continue to take gas 
from Canadian River. In addit.ion to the advantages of an improved 
financing position and of simplified operations, Colorado's acquisition 
of Canadian River's assets resulted in tax benefits to it, including 
t.he advantages of being able to avail itself of the deductions for 
depreciation, deplet.ion and int.angible drilling costs applicable to 
t.he acquired assets. . 

The transfer of Canadilln RiYer t.o Colora.do was accomplished UIl

del' the plan by merging the two ~ompanies as of December 31, 1951. 
Prior to the merger, Canndian River conv('y<,d to a new company, 
West-pan Hydrocarbon Company, t.he rights to the natural gasolinl' 
"in plaee" in Canadian River's na.t.ura.l ga.s reserycs. W estpan is~:;ued 
to Canadian River 727.7.57.05 shares of common stock in exchange fO!' 
the gasoline rights. It also assured to Colorado the benefits of th(' 
intangible and depletion tax credits on account of the gasoline "in 
place" in the Cana.dian River na.tural gas reserves, and entered into 
an operating contract under which Colorado extracts, processes, and 
delivers the gasoline to Westpan and receives a portion of the pro
ceeds, estimated to cover Colorado's cost in connection therewith. 
Canadian River transferred to its parent., Southwestern, as a liquidat
ing dividend, the 727,757.05 shares of Westpan stock on about 
January 20, 1952. 

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

. in connection therewith $6,197,141.83 was transferred from earned 
surplus to capital stock account, and Southwestern's outstanding 
40,806 shares of no par common stock was reclassified into 727,757.05 
shares of $5.00 par value common stock and in connection therewith 
$2,867,432.18 was transferred from earned surplus to capital stock 
account. Sout.hwestern distributed to its stockholders its holdings of 
42% percent of the new Colorado stock on about March 6, 1952. 
Thereafter, on April 6, 1952, Sinclair sold to underwriters for public 
distribution the 371,172.86 shares of the new Colorado stock which 
it received through t.he dist.ribut.ion thereof by Southwestern. South
western also distributed to its st.ockholders its holdings of 727,757.05 
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shares of the $0.10 par value common stock of Westpan. This dis
tribution was made about June 15, 1952. 

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

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

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

In February 1951, Standard Gas filed a new section 11 (e) plan 
with the ComInission.48 The plan includes four steps. Step I would 
effect the retirement of the company's $7 and $6 prior preference 
stock; Step II is intended to accomplish the liquidation and dissolu
t.ion of Standard Gas including the delivery to the holders of that 
company's $4 cumulative preferred stock of shares of Duquesne 
Light Company common stock, and the delivery to the holders of 
Standard Gas' common stock of the common stock of Philadelphia 
Company; Step III would eliminate the minor subsidiaries of Phila
delphia, including disposition of Pittsburgh Railways Company; and 
Step IV proposes the dissolution of Philadelphia and the distribution 
to its common stockholders of its holdings ofDuquesneLightCoI!lpany. 

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

After the Close of hearings on Step I, representatives of Standard 
Gas, Standard Power and Standard Gas' security holders in response 
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to the Commission's request for eurly settlement of their differences, 
agreed to compromise that step. Pursuant to this compromise 
agreement, Step I was amended on July 7, 1952 49 to provide that the 
holders of each share of Standard Gas' $7 Prior Preference Stock would 
receive approximately 4.8 shares of common stock of Wisconsin 
Public Service Corp. (instead of 4.3 shaI:es as previously proposed), 
2.9 shares of common stock of Oklahoma Gas and Electric Company 
and 2.1 shu.res of common stock of Duquesne. The holders of each 
share of $6 Prior Preference Stock would receive approximately 4;5 
shares of common stock of Wisconsin (instead of 4.0 shares as previ
ously proposed), 2.6 shares of common stock of Oklahoma und Us 
shares of common stock of Duquesne. A hearing on the amended 
plan was held on July 24, 1952, and Steps I and IA were approved 
on October 1, 1952.50 After the United Statcs District Court for the 
District of Delaware npproved the plan and ordered its enforcement 
on November 7, 1952,51 the distributions of securities provided under 
the plan were made by Standard on December 1, 1952. 

The compromise il.greement, which expedited t.he processing of 
Step I, also covers St.ep II of the plan. It provided for an amendment 
to be filed for the retirement of Standard Gas' $4 cumulative preferred 
stock by t.he delivery in exchange for each share thereof of fOUl' 
shares of common stock of Duquesne. 

In April 1952, the Commission rendered its decision on the pIau 
for the simplification of the corpora te structure of.the holding company 
system of PhiladelphiaY As described in previous annual reports, 
that-plan proposed the retirement of the noncallable 5 percent and' G 
percent preferred stocks of Philadelphia and of the 6 percent preferred 
stock of the Consolidated Gas Company of the City of Pittsburgh, all 
inactive subsiuiary of Philadelphia, on which Philad,clphia huu guar
anteed certain diyidends. The Commission indicated that it woult! 
approve the pl::11 if modified to increase the allocations as follows: 
(1) For each Sh01l'e of Philadelphia's 6 percent noncallable preferred 
stock having a par value of $50 per share, $13 in cash, rather than 
$3.50 as proposed, plus one share of 4 percent preferred stock (par 
value of $50 per share) of Duquesne, Philadelphia's only remaining 
utility subsidiary; (2) for each share of 5 percent preferred stock of 
Philadelphia (par value of $10 per share), $12 in cash instead of $11 
us proposed; and for each share of preferred stock of the Consolidat.ed 
Gas Company of the City of Pittsburgh, having a par value of $pO 
per share and gual'l1nteed by Philadelphia as to dividends at the rate 
of 4 percent per annum, one share of 4 percent preferred stock of 
Duquesne instead of 85/100 share as proposed. Standard filed amend:" 
ments to conform to this decision on July 11, 1952, and on August 22, 
1952; the Commission approved the plan as amended. 53 Following 
approval by the enforcement court,64 the plan wus consummated on 
November 1, 1952. 

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

.. Holding Company Act release No. 11372. 
60 Holding Company Act release No. 11610. 
" Civil Action 1497, unreported . 
.. Holding Company A~t release No. 11165 . 
.. Holding Company Act release No. 11450 • 
.. In re Philade/pMa Companv, unreported (W. D. Po, 10781, October 7, 1952). 
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by the distribution to the holder of each sha.1'e thereof of 3.6 shares 
of common stock of Duquesne. It is anticipat.ed that hearings on 
this proposal will be held in December 1952. 

In the spring of 1952, Philadelphia filed a plan proposing the sale 
of its office building in Pittsburgh occupied by the Philadelphia system 
companies.55 It had been owned by Equitable Real Estate Company, 
formerly a direct subsidiary of Philadelphia, which was dissolved ill 
1951. Philadelphia has entered into an agreement, subject to approval 
of the Commission, to sell this building to the Mellon National Bank & 
Trust Company, which would lease the buildillg to Duquesne for a 
period of 35 years. The Commission ordered a hearing on 'this plan 
to determine whether competitive conditions were maintained in the 
proposed sale and lease transaction. The matter is presently pending 
before the Commission. 

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

The United Corporation registered as'a holdiug-company in 11arch 
1938, at ,vhich time its portfolio was comprised principally of the 
common stocks of four holding company subsidiaries. These subsid
iaries together with the percentages of voting control held by United, 
were 3S follows: The United Gas Improvement Company, 26.2 per
cent; Public Service Corporat.ion of New Jersey, 13.9 percent; Niagara 
Hudson Power Corporation, 23.4 percent; and Columbia Gas & Elec
tric Corporation, 19.6 percent. United also had other substantial 
interests, principally in utility holding and operating companies. 

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

In November 1949, United submitted a, new proposal, in response 
to the conditions eontained in a previous order of the Commission, 
which provided a comprehensive and detailed program for effectuating 
compliance with the provisions of section 11. . After successive modi
fications, the Commission on June 26, 195], approved the amended 
plan which provided, among other things, for (1) a limited offer to 
United's common stockholders permitting them to wit,hdraw from 
the company and receive cash or shares of Niagara Mohawk Power 
Corporation common stock for their holdings in United; (2) eancella
tion of United's option warrants; (3) sale of United's stoek holdings 
in t.he South Jersey Gas Company; (4) amendment of United's 
Certifieate of. Incorporation to :provide for cumulative voting and 
amendment of its bylaws to increase the quorum requirement at 
stockholders' meetings; and (5) the reduction by United of all of its 
holdings of voting securities of public utility companies to amounts 
not to exceed 4.9 percent of t.he respective outstanding voting secu
rities of each such company.' All of these steps were to be taken 

.. Holding Company Act release No. 11188. 



104 SECURITIES AND EXCHA.:.'GE COMMISSION 

with a view to transforming United into an investment company.56 
In July 1951, United undertook the exchange offer provided by 

the plan. Holders of 100 or more shares of United's common stock 
were offered the opportunity to exchange their stock for shares of 
Niagara Mohawk common stock having an average market value 
equal to 97 percent of the average net asset value of the United stock 
surrendered. Holders of less than 100 shares were offered an oppor
tunity to surrerider their shares for cash in an amount equal to the 
average net asset value of th(l United stock surrendered. Pursuant 
to this plan, of 14,529,492 shares of United's common stock outstand
ing, 362,616 shares were exchanged for 69,566.6 shares of Niagara 
Mohawk's common stock and 95,051 shares were surrendered for cash. 

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

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

In January 1952, pursuant to authority given to it when the Commis
sion approved the plan, United endeavored to negotiate the saleofits 
holdings of 154,230 shares of the common stock of South Jersey, 
representing 28.25 percent of the voting securities of that company. 
These efforts were unsuccessful and United subsequently proposed to 
make a public offering of its holdings of such common stock in accord
ance with the competitive bidding requirements of rule U-50. Three 
bids were received in response to United's invitation and the stock 
was awarded at a price of $15.379 per share in July 1952.57 As a 
result, United has ceased to hold as much as 5 percent of the voting 

_ securities of any public utility company, with the exception-of Niagara 
Mohawk, and its proposed sales of Niagara Mohawk stock to reduce 
its holdings to less than 5 percent of the outstanding voting securities 
has been stayed as indicated above by the Court of Appeals, District 
of Columbia, pending review of the Commission's order approving the 
plan. 

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

U Holding Company Act releases Nos. 10614 and 10643. 
U Holding Company Act release No. 11376. 
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of such companies. On May 2, 1952, the Commission issued its 
findings and opinion, stating that in view of the status of the review 
proceedings in the court of appeals, United should maintain as to 
any new investments, sufficient diversification of its portfolio to per
mit ready disposition thereof. Accordingly, United was not author
ized to invest more than $1 million in anyone company, or to acquire 
as much as 10 percent of the outstanding voting securities of anyone 
company, or to acquire more than 1 percent of the voting securities 
of any public utility company or of any holding company exempt as 
such from provisions of the Act. Excluded entirely from the scope 
of the authorized investments are securities of registered holding 
companies or subsidiaries thereof or securities of any public utility 
or holding company which is, or has been, a statutory subsidiary of 
United.58 

The United Gas Improvement Company 

The United Oas Improvement Company is a registered holding 
company incorporated under the laws of Pennsylvania and having 
nine subsidiary companies all operating within Pennsylvania. Six of 
these are gas utility companies, one is a gas aud electric utility com-

.. pany and· two are nonutilities. At the time of its registration with 
the Commission in March 1938, the UOI system embraced 55 corpo
rate entities. 

On December 29, 1951, UOI filed an application for approval of a 
comprehensive plan pursuant to section 11 (e) of the Act embodying 
the following major steps: (1) The conversion of UOI from a holding 
company to a public utility operating company through the merger 
into UOI of all of its public utility subsidiaries and the dissolution of 
its non-utility subsidiaries, such merger being accompanied by ex
changes of securities so that all present security holders of UOI and 
its subsidiaries will become owners of securities in the surviving com
pany; (2) the disposition by UOI of its securities in nonsubsidiary 
companies, except a note of Delaware Coach Company;59 and (3) the 
securing of an order pursuant to section 5 (d) of the Act declaring that 
UOI has ceased to be a holding company and that its registration 
under the Act shall cease to be in effect. 

Hearings on the company's plan wcre hcld and the plan was ap
proved by the Commission on September 18, 1952.60 The plan was 
approved and ordered enforced by the United States District Court 

. for the Eastern District of Pennsylvania on November 12, 1952,61 
and its consummation has been set for December 31, 1952. The Com
mission has reserved jurisdiction to consider entry of an order under 
section 5 (d) declaring that UOI has ceased to be a holding company. 

FEES AND EXPENSES IN REORGANIZATION PROCEEDINGS UNDER 
SECTION 11 

An important and very difficult function of the Commission's 
over-aU responsibility for passing upon· reorganization plans of 

61 Holding Company Act release No. 11209. 
&8 In accordance with Commission's order of· June 15, 1951, Holding Company Act release No. 10624, 

this would Include holdings of securities in Central Dlinols Light Co., Consumers Power Co .• Delaware 
Power & Light Co., Niagara Mohawk Power Corp .• Philadelphia Electric Co., and Public Service Electric 
& Gas Co. 

IO Holding Company Act release No. 11495. 
II Civil Action 12436, unreported. 
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holding company systems under section 11 of the Act is the deter
mination of the amounts of fees and reimbursements of expenses to 
be allowed to attorneys, experts, and other persons who have partici
pated in the proceedings as representatives of the affected companies 
or as representatives of holders of the various classes of securities 
involved. 

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

In considering applications for fees and reimbursements of expenses, 
the Commission applies principles which are generally similar t(\ 
those employed by the Federal courts in passing upon fees and 
expenses claimed in connection with reorganization plans under the 
Bankruptcy Act, except, of course, that due weight is given to special 
circumstances inherent in reorganizations under section, 11 o( the 
Holding Company Act. It is the basic duty of the Commission to 
accomplish the statutory objectives as economically as possible and 
at a minimum expense to the estate. Therefore, two.major objectives 
of the Commission are to protect estates in reorganization from 
exorbitant charges and at the same time grant fair compensation to 
those participating in the proceedings so as to .afford adequate public 
representation in the process. In determining the amount of the 
compensation to be allowed, the primary factor is the amount of 
benefit conferred upon the estate or the security holders by the 
services rendered. Among other factors to be considered are the size 
of the estate and its ability to pay the compensation requested, the 
necessity of the services and expenditures sought to be reimbursed. 
avoidance of duplication of efforts, the intricacies and magnitude of 
the reorganization problems involved, the conflicts between ,the 
personal interests of the fee claimants and the interests of the persons 
whom they represent -in the proceedings, the technical ability and 
experience of the applicants and the reasonable amount of time 
required to render the services in question.62 

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

"Holding Company .\ct relenses Nos. 11096,11145,10724,10959,11175,11290, and 11330 •. 



EIGHTEENTH A:r-.TNUAL REPORT 107 

Name of system Iloldlllg Compauy 
.\ct release No. 

·North Contincnt Utilit.ies Corporation ________________ · ______________ . 10077 
Thc Unitcd Light and Railways Company, ct aL _____________ c_ 10724,IOg08 
The Unitcd Gas Improvcmcnt Company _______________ ~ ____________ 108!Jti 
Sioux City Gas and Elcctric Company, et.aL ________________________ Ion.'>!) 
1'he Commonwealth & Southern Corporation, et aL _ _ _ _ _ _ _ _ _ _ _ _ 10980, 11021 
Enginccrs Public Service COlllpu-ny, ct aL _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ IIOHo 
American Powcr & Light Company ________________________ ~ _ _ _ _ _ _ _ _ 11134 
Northern Statcs Power Company (Del.),.et aL _________________ ~ _____ 11145 
Elcctric Power & Light Corporation_________________________________ 11175 
The Unit.ed Corporation___ ___ ___ __ _ ____ ______ ________ _ __ __ _ __ ___ __ 11290 
The Middle W cst Corporation, et aL _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 11330 
Interstatc Powcr Company, ct aL__________________________________ 11359 

These cases presented a wide range of issues and several of the 
general principles noted above were npplied. The following illus
trative cases indicate how t.hese t.ests 'were applied, particularly the 
primary test of whether the services rendered benefi ted the estate. 

In the Norther.n States Power Company (Del.) ease,63 counsel for both 
the Delaware company and its subsidiary, Northern States Power 
Company, a Minnesota company, participated actively in the pro
ceedings. However, the efforts of both counsel were devoted in large 
part to supporting plans which the Commission found unsatisfaetory 
and as a result the laboring 0111' in earrying through the plan as finally 
consummated passed to various counsel for the common stoekholders 
of. the Delaware company who performed valuable services for which 
they were compensat.ed. The' record also indicated a certain amount 
of duplication of effort. As a resulL, the compensation allowed to 
counsel for the companies was less than that requested. A represellta
tive of a preferred stockholders' committee was allo\\'ed less compenSll
t.ion than requested because 'the record showed that, while t,he com
mittee ha.d rendered cOllstructi"e assistance, it could not e1aim credit 
fol' a.ny specific feature of.the plltn which was ultinu·.t dy adopt.ed. III 
the same case the' representative of ano~ther commit.( ee for the same 
class of stockholders stressed as a basis for its ·claim t.o compensat.ioll 
the fact that it had secured a high degree of repl'csclitation. The 
Commission considered this to be of little significance and only modest 
compensat.iolJ was a.llowcd since the committee's participation in Ow 
proceedings had been relatively ineffectual. The represellt.ative of all 
unorganized group of sec}lrity holders, 1l0t q ualificcl nnd.er the Com
mission's rule U-62, was also granted substantial compensation 
beca.use he had served as the lending advocate of the position of the 
common stock and had contributed important henefits to the reOl'gan
zation proceedings. Other representatives of the common stock
holders whose efforts contributed to the defeat' of a plan providing a 
lower allocation to those stockholders and to the adoption of an in
creased allocation were awarded compensation, but the representative 
of another' individual security holder was denied compensation in the 
absence of any showing of demonstrable benefits. 

"Holding Company Act rclea~e No. 1114.1. 
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In the The Middle West Oorporation case, a member of a common 
stockholders' committee was allowed reduced compensation. He had 
made important contributions to the defeat of an unsuccessful plan 
and to the adoption of the plan which was approved by the Commis
sion. However, the record showed that the amount of work and time. 
expended' were in excess of those required and there was evidence of 
some duplication of effort.64 

In the Electric Power and Light Oorporation case, the representative 
of a preferred stockholders' committee applied for fees totaling 
$500,000. The company opposed the application on the grounds that 
the efforts of the committee representative were duplicative and some 
were not of a constructive nature. In evaluating the services of this 
applicant the Commission considered, among other things, his long 
experience at the bar and his particular skill in reorganization matters; 
the fact that he had opposed a plan which failed; and that the plan 
ultimately approved and consummated accorded the class of securities 
which he represented a substantially greater participation in t.he 
estate than would have been received pursuant to the abandoned 
plan. The application was granted in the reduced amount of 
$140,000.65 . 

An application filed by a law firm representin~ an individual 
preferred stockholder in the reorganization of the 8toux Oity Gas &: 
Electric Oompany system was denied, the Commission finding that 
the position advocated, even though conscientiously presented, did 
not affect the final outcome of the plan and that no compensable 
benefit had otherwise been conferred upon the estate.66 . 

In the Engineers Public Service Oompany case, the representative 
of an individual common stockholder, while allowed a modest amount 
for his contribution to an aspect of the plan, was denied the sub
stantial compensation which he sought for the reason that he did 
not enter the case until the end of the administrative proceeding and 
his main participation was in the courts where he was ultimately 
unsuccessful in upsetting the decision of the Commission.67 The fee 
claimant has contested the denial of his fee request before the enforce
ment court, where the matter is pending. 

In the Northern States Power Oompany (Del.) case, applications 
for fees and expenses were also submitted by Standard Gas and Electric 
Company, the parent of Northern States Power Company. (Del.), and 
its counsel, and by a representative of an unorganized group of 
Standard's preferred stock and his counsel. The Commission deni'ed 
these applications pointing out that Standard, as the parent of the 
Delaware Company, was responsible for the complexities which were 
required to be eliminated under the Act and that equity demanded 
that the fees and expenses of its counsel and of persons representing its 
stockholders should be borne by it alone, and not by the Delaware 
company.6S Standard is contesting this decision before the enforce
ment court. 

Similarly, in Electric Power and Light Oorporation,' the COnuilission 
denied the application for fees and expenses submitted by the parent 
of a subsidiary holding company for services rendered in connection 

If Holding Company Act release No. 113.10. 
6.1 Holding Company Act release No. 11175 . 
.. Holding Company Act release No. 10959. 
" Holding Company Act release No. 11096 . 
.. Holding Company Act release No. 11145. 
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with the reorganization of the latter company. As in the Northern 
States Power case the Commission ,refused to allow the counsel. and 
experts for the parent holding company and representatives of security 
holders of the parent holding company compensation from the estate 
of its subsidiary for services performed in connection with the latter 
company's reorganization.69 

The problem of duality and conflict of interests of participants 
in reorganization proceedings also received attenlion in two cases 
during the year. In the Sioux Oity Gas and Electric Oompany case, 
t.he fees and expenses requested by one of the applicants were denied, 
the Commission pointing out, as one of the reasons for denying the 
claim, that applicant had purchased securities representing an interest 
adverse to that of his clients.7o 

In Electric Power and Light Corporation the Commission emphasized 
that it was essential for those who are solving the problems of a com
pany in reorganization under section 11 to concern themselves solely 
with,the interests of the persons or security holders whom they repre
sent and, the estate and not t,o engage"'personally in the trading in 
securities of t.he affected companies and that this principle was no less 
applieable to management and its counsel then to protective com
mittees and their counsel and expert advisers.7l The limited trading 
by certain of the applieants was examined by the Commission and 
ta:ken into consideration in reaching its determination as to the 
a!llount of compensation allowable. 

In the proceedings involving the reorganization of American 
Light &1 Traction Oompany and its parent, The United Light and 
Railways Oompany, Allied Chemical & Dye Corporation had ex
pended considerable sums in fees and expenses for counsel and cer
tain experts retained to protect its position as the holder of 43.8 
percent of the preferred stock and 4.31 percent of the common stock 
of American Light. Allied applied for reimbursement of its ex
penditures. Allied had made important contributions to the defeat 
of the former liquidation plan and in obtaining fair treatment for 
the noncallable preferred stock in the integrat,ion and simplification 
plan finally approved under section 11. Allied also produced valua
tion evidence which was very helpful in determining the amount to 
be paid for retirement of the preferred stock of American Light. 
The Commission noted, however, that Allied did not purport to act 
in a representative capacity for other preferred stockholders, that 
part of its several counsel's services were duplicative among them
selves, and that a considerable portion of Allied's activities were 
directed solely to protect their own particular situation rather than 
on behalf of the entire class. The Commission substantially reduced 
the requested compensation.72 

ACTIVITY PURSUANT TO SECTION 30 

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

'09 In the Electric Power and Light Corporation proceedings, an expert for the parent company Is contesting 
hefore the enforcement court the Jurisdiction of the Commission to pass upon his fee where the plan con· 
summated was filed by the subsidiary alone. 

70 Holding Company Act release No. 10959. 
7J Holding Company Act release No. 11175. 
7J Holding Company Act release No. 10124. 
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nonutilit.y propert.ies by registered systems, but it has also encouraged 
exchanges and acquisit,ions of properties by systems which arc to 
continue as integrat.ed regional organizations. Many of the COII

tinuing systems including American Gas and Electric Company, Th~ 
Southern Company, The vVest Penn Electric Compan~T, Ohio Edison 
Company and :'liddle Sout,h Utilities, Inc., have acquired conLiguoU8 
propert,ies and hn \-e made them a purt of their interconnected systems. 

As act.i,-ity under section 11 nears completion, this phuse of intL'
g-rntion assumes increasing importance and is no longer an incidental 
factor. The emphasis is shifting to the implementation of that portion 
of sect,ion 30 of the Holding Company Act which states: ' 

The Commission is aut.horized and directed t.o make studies and investigations 
of public-ut.ility companies, t.he territories served or which can be served by public
utilit.y companies, and t.he manner in which the same are or can be served; to 
determine the sizes, types and locations of public-utility companies which do or 
can operate most economically and efficiently in the public jnterest, in the in
terest of investors a,nd consumers, anel in furtherance of a wider and more eco
nomical u,;e'-of gas and elect-ric energy; upon the basis of sHch inves~igatiollS arid 
studies the Commission shall make public from time to time its recollltnEJl1da
tions a.c, to the t.ype and size of geographics,lIy and economically integrated public
utility systems which, having regard for the nature and character of the locality 
served, can best promote and harmonize t.he interests of the public, the iu\-estor, 
and the consumer. * * * ' 

Many reports prepared in earlier years by the stuff in connectiOll 
with section 11 enforcement have embodied thc churact,eristics of the' 
section 30 studies described in the statute. However, the Commission 
recognizes thut this aut,horizut.ion given to it by Hie Congress is Ino!'(~ 
comprehensive. It is not limited to service areas' of registered 
systems_ It. mther affords a broad opportunit.y to assist in achie\Ting 
u more efficient .. economical and independent power supply' for the 
ent.ire nat.ion as well as increased, improved and coordinated faciliti('s 
for the production, t.ransmission and distribution of natural gus. 

During the fiscal year 1952, the Commission initiated its first 
specific section 30 st.udy. In u- sense, this is a pilot model of limited 
size which is being used to determine the scope of future examinations, 
sources of data, analytical procedures and other aspects. Shortly_ 
aft.er t.he dose of t.he fistal year. t.he Commission shift.ed some of its 
exist.ing personnel into a !lew small sect,ion in t.he Diyision of Puhlic 
Ut.ilities t,o expand t,his work. 'While seet.ion :30 doe~ !lOt. proyid.e t.lll' 
Commission wit.h pow('r t,o enfon'c its recomm('ndat.iolls for t,he inte
gration of facilit,ies, it, is expeeted that., ill ma.ny instanct's, a demon,stra-: 
tion of t.he l)('nefit.s to be derived will result in Yoluntal'Y proposuls 
by t,he compa.nies or systems concerned. 

REGULATION OF CONTINUING HOLDING COMPANY SYSTEMS 

Approximately 20 holding compauy groups wit.h aggregate assets 
of oYer $7 billion are expected to emerge, upon completion of the 
section II enforcement program, as permanent integrnted,utility sys
tems. The otber ,holding compunies pres~ntly registered wi~h' til(' 
Commission will either be liquidflted or diverted into ot.her fields of 
endeavor. The permanent systems comprise three distinct typ('s. 
The first and largest category is made up of electric holding' comp!ui), 
systems which usually consist of one holding company oycr It HUllliwl' 
of functionally rela.ted elect.ric utility complluies operating in contigu
ous areus spread over seyera.! states. In general, these systems din'l'r 
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from individual urban utilities in that theil' sen ice areas are much 
larger find their operations are characterized by hU'ge scale centralized 
generation coupled wit.h economical long distance transmission facili
ties. Typical of these are American Gas fiBd Elect.ric Company, The 
Southern Company, Middle South Utilities, Inc., and The Cent.ral 
& Southwest Corporat,ion. The second ,type is the natural gas hold
ing company system which usually controls both gas transmission and 
gas distribution properties. Columbia Gas System, Inc., American 
N atmal Gas Company and Consolidated Natural Gas Company are 
among the largest in this group. The third type is the operating
holding company system. In these instances, which now occur only 
in the electric utility field, the holding company, in addition to con
trolling one or more subsidiary operating companies; derives a sub
st,antial proportion of its income from its own utility operations. 
Ohio Edison Company and the Northern States Power Company' 
(MinH.) arc important examples. 

Despite the divestment of 240 electric utilities with assets of $8.4 
billion, which \\"ere found to be not retaillable by their former holding 
company parents, and the exemption of many others, the regional 
holding company systems which are emerging. liS permanent, inte
grated groups represent a vital segment of the public utilit:y industry 
of the Nation. When all reorganizations under section 11 'have been 
completed, the continuing systems alone will represent 23 percent of 
the assets nnd revenues of t.he ent.ire electric utility industry, and the 

'. permanent gas systems will.account for 18 percent of that industry. 
These integrated, regional systems serve some of the most important 
agricultural and industrial areas of the country. This is graphically 
illustrated by the following map of the United States showing the 
a.pproximate service areas of the 16 continuing electric utility systems. 

In the regulation of the continuing holding company systems (a.nd, 
to a lesser ext,ent, other registered systems which have not yet com
pleted their section 11 programs) the Commission and its staff de
yote a. large lImount of effort to the processing of financillg applica
tions and declarations undm' sections 6 and 7 of the statute and to 
numerous npplications relating to the acquisition of securities or 
assets of a.ny other business by system eolt1pallie~. Other important 
responsibilities include supervision of loans and cnpita.l contributions 
to associate companies, reacquisit,ions of securities by the issuer 
t.hereof, dividend payments out of capital or unearned surplus, solici
t.ations of proxies, and other transnctions between associates or 
affiliated companies. The statute also charges the Commission with 
responsibility for the regulation of service companies which are com
ponents of holding .company systems. This includes surveillance of 
cost allocations among associate companies, and investigations to 
insure that opemtillg utilit,ies are charged no more than cost for the 
services rendered, that such services are for the benefit of t.he oper
ating companies and that the charges paid arc reasonable. 

Unlike the typical proceeding for reorganization of a holding com
pany system which may require the full time of several technical 
personnel many months to complete, the task of supervision of the 
permanent holding company system is essentially a policing function 
requiring expert attention to n lIu'ge volume of t,ransactions, com
ptl.ratively few of which involve lengthy conferences or proceedings. 
Most of tnese cases are disposed of by the Commission without the 
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formality of hearing or argument and the average filing requires less 
than 30 days for processing, including the required periods for pub
lished notice to interested persons. This simple, streamlined pro
cedure is possible only because the Commission has endeavored to 
m3.intain a corps of tenchical personnel experienced in this field 
who are capable of appraising proposed transactions on short notice. 

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

REGISTERED PUBLIC UTILITY HOLDING COMPANY SYSTEMS 

Financing, acquisitions, intercompany transactions and intra8Y8tel1l 
8ervicing arrangements 

(Volume of separate questions presented for consideration and disposed of under Public Utility HoldIng 
Company Act of 1935. Fiscal years 1950, 1951, 1952J 

Description of matters considered under 
applicable sections of the act 

Matters filed, fiscal 
years-

Matters disposed of. 
fiscal years-

1950 I 1951 I 1952 1950 I 1951 1 1951l 
--:--'-1-

seli~~ilit:~d ~it~:'t:iion~for~~hi~~~_~_~~~~~~_~~_ 3191 313 352 337 326 
Section 12 (b): Loans, e~tenslons of credit, capital do-

nations, etc_________________________________________ 37 23 36 40 24 

374 

Section 12 (c): 
Reacquisitions of sec uri tics by Issner _____________ _ 
Payments of dividends ont of capitaL ___________ _ 

Sections 9.10: Acquisitions of securities and asscts ___ _ 

88 
10 

189 

47 
9 

196 

34 
9 

231 

93 
22 

201 

54 
9 

215 

48 

62 
11 

203 
Section 13: Service company regulation-applications 

for approval of service arrangemen~s; ____ ; ___ ._______ 2 1 7 1 I 4 
Rnle U-50: Exemptions from competItive blddmg _______ ~, __ 6 ____ 1_7 __ 9 '==:: 

TotaL_________________________________________ 6631 5951 6621 71; 1 638 1 702 

NOTE.-The excess of matters disposed of over matters presented for consideration relleets the dispost
tion of pending matters in the course of completion of reorganization proceedings WIder section 11 of the 
Act. 

PROGRESS OF INDIVIDUAL CONTINUING HOLDING COMPANY 
SYSTEMS 

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

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

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

ently engaged in a construction program of unprecedented size. It 
is estimated that the operating subsidiaries will make construction 
e;xpenditures of almost $320 million in the 'period from 1952 to 1954, 
the largest segment of which will represent the cost of additional 
generating plant and facilities. Expansion of the American Gas 
system has been spurred by the heavy power demq,nds arising from 
defense production activities. Population and industry of its service 
area arc growing rapidly and system companies now have the added 
rcsponsibility of delivering power in substantial quantities to the 
Atomic Energy Commission. 

Cash requirements for construction have necessitated' a heavy 
program"of financing activity, both at the subsidiary' and parent 
level. During the fiscal year 1952, the operating subsidiaries, with 
Commission approval, sold securities in the following aggregate' 
amounts: mortgage bonds, $32 'million; serial notes, $13 million; 
common stock (sold to parent), $16 million. In December 1951, 
American Gas received approval to borrow up to $6 million from banks 
on-a short-term basis:73 In June 1952, American Gas sold $20 million' 
of sink'ing fund debentures and 170,000 shares of 'additional common 
stock.74 Both offerings were made pursuant to the requirements of 
Rule U-50. Shortly after the close of the fiscal year American Gas 

"Holding Company Act release No, 10907. ' 
74 Holding Company Aet releases Nos, 11302, Commissioner McEntire dissenting, and 11345. 

232122-53-9 
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ruvested an additional $18 million in new common shares of two of its 
subsidiary companies, Appalachian Electric Power Oompany and 
The Ohio Power Oompany.75 The same subsidiaries also obtained 
short-term bank loans aggregating $43 million. . . 

On March 25, 1952, the Oommission approved the proposal of The 
Ohio Power Oompany, a sub<;idiary of American, to amend its Articles 
of Incorporation· so as to modify the provisions limiting the amount 
of unsecured debt which may be issued without the consent of stock 
holders. The change will allow· Ohio Power to issue unsecured debt 
in a total amount not exceeding 20% of the sum of secured debt, 
capital stock and surplus, of which short-term unsecured debt shall 
not exceed 10%. Under this provision, long-term unsecured debt 
would include all debt having an initial maturity of 10 years or more, 
except that such debt wquld be regarded as short-term unsecured debt 
whenever, and to the extent that, any part of it matured within less 
than 5 years. The Articles of Incorporation were also amended to 
delete the existing pre-emptive right~ of the preferred stockholders in 
connection with any additional issuance of preferred stock. This 
change was designed to facilitate future issuances of preferred by 
eliminating the standby period required to allow for the exercise of 
pre-emptive righLs.76 . 

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

On September 14, 1951, the Oommission authorized the acquisition 
by The Ohio Power Oompany of the complete facilities of the mu
nicipally-owned generating plant and distribution system of the village 
of Oolumbus Grove, Ohio, for $230,000 cash.77 The properties so 
acquired are situated in the general territory served by Ohio Power. 
The proceeds derived from the transaction by Oolumbus Grove were 
used to retire the bonded indebtedness applicable to the properties 
sold. 
Central and Southwest Corporation 

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

The company undertook new construction requiring expend.itures· 
of $35,000,000 in 1951 and has budgeted ab~ut $44,000,000 for 1952. 
To finance a portion of its cash r,equirements, the company sold 
500,000 additional shares of common stock at competitive bidding in 

" Holding Company Act releases Nos. 11370 and 11371. 
18 Holding Company Act release No. Jl13!. 
77 Holding Company Act release No. 10774. 
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October .1951.78 Net proceeds of the sale, which approximated 
$7,000,000, were used to purchase additional shares of common stocks 
of operating subsidiaries. In addition, subsidiaries marketed $24,-
000,000 of First Mortgage Bonds to support the program. 79 

On December 20, ~951, the Commission approved the acquisition 
by Central Power and Light. Company, a subsidiary of the company, 
of certain electric utility properties and ice properties located in Port 
Arkansas, Texas, for a consideration of $215,000. The properties 
were formerly owned by Mustang Island Utilities Company, all of 
whose stock was owned by an indiddual. The electric properties 
are to be interconnected with the electric transmission system of 
Central Power and Light Company, but the ice pla~t is to be closed 
and the ice storage facilities will be leased to outsiders for independent 
operation.so 

Subsequent to completion of a field examination and the filing of a 
report on original cost of property by the staff of the Commission 
pursuant to rule U-27, Central Power and Light submitted proposals 
to reclassify certain items of its utility plant accounts to give effect 
to recommendations contained in that report. On January 25, 1952, 
the Commission, upon finding the proposals to be consistent with 
the requirements of rule U-27, ordered Central to dispose of the 
amount of $984,779.19 in Account 107 and $1,473.22 in Account 
108.47 and to create a reserve in Account 252 f.or amortization of 
$1,045,661.65 established in Account 100.5.BI 
Columhia Gas System, Inc. 

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

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

In July 1951 Columbia Gas borr.owed $12 million from banks on a 
short-term basis to finance the purchase of gas by subsidiaries for 
storage inventory purposes. These notes were retired early in 1952.82 
In October 1951 $20.million of short-term borrowing was;undertaken 
to finance construction requirements. Because. of material shortages 
and resultant uncertainty in the rate of completion on new construc-

78 Holding Company Act release No. 10826. 
7. Holding Company Act releases Nos. 11101,11108 and 10859: 
80 Holding Company Act release No. 10960. 
81 Holding Company Act release No. 110.10 . 
.. Holding Company Act release No. 10687. 
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tion, the financing was undertaken initially on a·temporary oasis to 
be replaced by the .later issuance of permanent securities. Columbia 
also obtained over $21 million in November through an offering of 
new common stock (1,501,826 shares) to its stockholderS. Compen': 
sation to the underwriters·was fixed by competitive bidding and the. 
issue was oversubscribed.83 In addition, Columbia Gas sold $60 
million of 3%% Debentures in April 1952, using a portion of the pro
ceeds to retire the $20 million of bank loans incurred in October 
1951.84 All public financing iIi the Columbia Gas system is under
taken by the parent company. MoneYR derived are reinvested, 
pursuant to Commission approval, in the debt and equity securities 
of the operating subsdiaries. ' ' 

During the fiscal year, the Commission approved several·transfers 
of utility properties and assets among the subsidiaries of Columbia 
Gas.8S In November 1951 the Commission also approved the pur
chase by Cumberland and Allegheny Gas Company, one of the gas 
utility subsidiaries, of certain gas production property located in 
Preston County, West Virginia, from independent gas, producers for 
a total consideration of $4 million.86 This property included 8 oper
ating wells, 2 wells in process of drilling, approximately 2,000 feet 
of· 2-inch pipeline, and certain acreages of leaseholds and oil and gas 
rights. ' 

In the Commission's order dated November 1, 1944, issued pursuant 
to section 11 (b) (1) of the Act, Columbia Gas was required to dispose 
of its interests in certain former subsidiaries. However, jurisdiction 
was reserved with respect to the retainability of certain other com
panies, including sf?veral of Columbia Gas' production and trans
mission subsidiaries.87 To date, no determination as to,the retain
ability or nonretainability of these companies has been made by the 
COl;nmission although the matter is presently under active con
sideration. 
Ge~eral Public Utilities Corporation 

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

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

83 Holding Company Act release No. 10882. 
B< Holding Company Act release No. 11157. 
8.1 Holding Company Act releases Nos. 10658 and 11284 • 
.. Holding Company Act release No. 10867. 
,I Holding Company Act release No. 5455. 
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and order.8s , It ,determined that the ~l,ectric facilities of GPU's 
domestic subsidiaries, except those of Northern Pennsylvania Power 
Company, constituted a single integrated public utility system, an~ 
that such facilities, together with coal mining, water and ste,am heat
ing properties owned or operated by Pennsylvania Electric Company 
(other than the minor steam heating properties of Pennsylvania 
Electric Company located at Clearfield, Pennsylvania) might be 
retained by GPU or by its subsidiaries under the standards of section 
11. In its order the Commission directed GPU to dispose of its 
interests in: (1) Northern Pennsylvania Power Company and its 
subsidiary, The Waverly Electric Light and Power Company; 
(2) the gas properties (including production, transmission, and dis
tribution facilities) of Jersey Central Power & Light Company; 
(3) the steam heating properties of Pennsylvania Electric Company, 
located at Clearfield, Pennsylvania; (4) the life insurance business of 
Employees Welfare Association, Incorporated (Delaware) in so far 
as it relates to persons other than employees or officials of companies 
in the GPU holding company system. The Commission's order of 
December 28, 1951, also annulled and cancelled its prior order of 
February 9, 1945, which had removed Escudero Electric Service and 
Manila Electric Company from the list of companies required to be 
divested by the order of August 13, 1942. 

In compliance with the above order with respect to the system's 
gas properties, Jersey Central Power & Light Company, on June 3, 
1952, sold its gas utility properties to New Jersey Natural Gas Com
pany (formerly County Gas Company) for an aggregate amount of 
$16,027,583.80 ' 

On December 31, 1951, Dover Casualty Insurance Co., a subsidiary 
company engaged in casualty reinsurance, was dissolved and its assets 
amounting to $438,347 were transferred to GPU.90 Dover had no 
securities outstanding in the hands of the public. 

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

During the past year the requirements of the domestic subsidiaries 
of GPU made it necessary for GPU to undertake the issue and sale 
of 531,949 shares of its common stock through a rights offering to its 
common' stockholders. This offering was made on July I, 1952. 
Gross proceeds amounted to approximately $11,000,000.91 These 
.funds, less fees and expenses, are being employed by GPU for invest
ment in the common stocks of its domestic utility subsidiaries to meet 
their expansion requirements. GPU has also made capital contribu
tions to certain subsidiaries from treasury cash. In addition, its 

88 Holding Company Act release No. 10082. 
8> Holding Company Act release No. 11210. 
90 Holding Company Act release No, 1098.~. 
11 Holding Company Act release No. 11354. 
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domestic subsidiaries sold to the public $-12,800,000 of mortgage bonds 
and $7,000,000 of preferred stock. Virtually all of the proceeds 
derived from these sales have also been applied to meet construction 
requirements. 
Middle South Utilities, Inc. 

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

Middle South is now an integrated regional holding company system 
deriving the major portion of its revenues from the sale of electricity. 
The area served by the system has an estimated population of 3,900,-
000. System assets total $410 million, after deducting valuation 
reserves, and annual gross revenues aggregate $112 million. The 
system's generating capacity has been more than doubled in the last 
six years and is being further increased to meet new peak load re
quirements. Aggregate constru~tion expenditures programmed for 
1952 and 1953 total $137 million. 

In May 1952, ,Middle South sold 600,000 shares of n~w common 
stock at competitive bidding and realized approximately $12,800,000 
from the offering.92 Shortly thereafter, the Commission approved a 
credit agreement under which Middle South may borrow up to $15 
million from banks. The approval covers two successive periods 
_extending to December 31, 1957. However, no loan renewal may be 
made during the second period without further application to the 
Commission.93 Proceeds from these financing operations arc being 
used by Middle South to provide subsidiaries with new capital re
quirements in such manner as to minimize financing costs during the 
period of the new construction. 

On September 25, 1951, the Commission approved the sale by 
Arkansas of $8 million, 3% percent First Mortgage Bonds at competi
tive bidding.94 Another operating' subsidiary, Louisiana, received 
authorization in November 1951 to borrow up to $13 million from 
banks to meet immediate cash needs for-construction. These loans 
are to be subsequently.replaced with permanent financing.95 

The Middle South system has taken several steps to limit its oper
ations to elect,ric power generation, transmission and distribution. 
In the fiscal year 1951 Arkansas disposed of its entire gas utility 
assets .with the approval of the Commissicin.96 On February 29, 1952, 
another subsidiary, Mississippi, divested itself of all·of its gas prop
CIties with the exception of relatively minor facilities used in COlmec
tion with the fuel supply for Mississippi's electric ()perations. With 
the approval of the Commission" the property was sold for a cash 
consideration of $11,128,151, plus or minus certain closing adjust
ment,s. The purchaser was :Mississippi Valley Gas Company, a new 
corporation created for this purpose by Equitable Securities Corpora-

'" lJolding Company Act release No. 11094. 
" Holding Company Act relcase No. 11288. 
OJ lJolding Company Act rel~ase No. 10788. 
,; Holding Company Act release No. 10886. 
" Holding Company Act relcase No. 10077. 
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tion.97 Jurisdiction continues to be reserved hy the Commission with 
respect to the returnability of certain gas and transportation properties 
of New Orleans Publi~ Service Inc. . 
National Fnel Gas Com.pany 

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

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

On May 21, 1952, the' Commission issued its order authorizing the 
issuance and sale by National, pursuant to competitive bidding re
quirements, of $18 million principal amount of 3X percent Sinking 
Fund Debentures, due 1977.98 Of the proceeds derived from this 
offering $11 million was used to repay outstanding bank loans pre
viously incurred to purchase long-term notes of four subsidiary com
panies. The balance of $7 million derived from the debenture financ
ing is to be used, together with retained earnings, depreciation accruals 
and funds from other internahources, to 'complete the 1952 construc
tion program. All public financing in the National system is under
taken by the parent company which, in turn, provides both debt and 
equity capital to the subsidiaries. 
New England Electric System. 

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

On July 14, 1951, NEES invited proposals for the purcha!?e of all 
or part of the system's gas properties located in Massachusetts. As 
a result, NEES received six proposals for the purchase of these prop
erties, the highest of which bid a base price of $22,780,000. Sub
sequently, due to a change in money markets, tl~e highest bidder 
was unable ,to finance the purchase and efforts to sell the properties 
·we.re postponed~ During the past year, most of the properties have 
been converted from the'use of manufactured gas to natural gas. 
, During the fiscal year, the Commission approved 39 applications 

" Holding Company Act fpleases Nos. 11019 and 11098 • 
• 8 Holding Company Act release No. 11239. ' 
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.by subsidiary companies to borrow an aggregate of $81,285,000 from 
commercial banks and 37 applications ,to borrow $12,060,000 from 
NEES upon the issuance of short-term notes, 'some of which was used 
to repay other short-term notes which were becoming due. Three 
subsidiaries sold common stock to NEES for $8,100,000 and three 
'subsidiaries sold $16,500,000 principal amount of bonds to the public. 
In addition to retained earnings, NEES financed its purchases of sub
sidiary securities by the sale of 920,573 shares of its common stock 
by means of an underwritten rights offering to its stockholders on 
the basis of one new share for each eight shares held.99 The proceeds 
from this sale exceeded $.11 million and the size of the offering reflects 
recommendations by the staff of the Commission of a 25 percent in
crease in the number of shares to be issued. 

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

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

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

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

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

The operating subsidiaries of NEGEA are continuing the con
struction program commenced prior to thepast fiscal year~ Estimated 

" Holding Company Act relcn.se No_ 11202. 
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gross plant additions for the calendar years 1952 and 1953 are ex
pected to aggregate $12,400,000. To finance this construction pro
gram the subsidiaries propose to use funds generated from internal 
sources in the amount of $6,600,000, with the balance to be obtained 
through bank loans in the amount of $5,800,000, of which $3,700,000 
was approved by the Commission in 1952. 

In October 1951 the Commission approved the issue and sale by 
NEGEA, pursuant to competitive bidding, of $6,115,000 principal 
amount of 20-year sinking fund collateral trust bonds. The proceeds 
of the issue were utilized to purchase additional common stocks of 
subsidiary companies. The latter, in turn, used the proceeds to repay 
bank loans and for other corporate purposes. 2 

In November 1951 the Commission approved the merger of Dedham 
and Hyde Park Gas Company and Milford Gas Light Company with 
Worcester Gas Light Company thereby reducing the number of 
Massachusetts utility subsidiaries from 9 to 7. Virtually all of 
the gas requirements of the two smaller companies had been supplied 
by the Worcester compil,ny for many years. 3 

Although NEGEA docs not presently have any section 11 plan be
fore the Commission, jurisdiction has been reserved with respect to 
section 11 (b) (1) proceedi~gs originally'instituted in September 1942. 
In approving NEGEA's previous plan of reorganization in 1946 the 
Commission stated that such approval should not be construed as a 
det.ermination as to the retainability of properties in the holding 
company system and its order approving .the plan separated for 
further hearing the proceedings under section 11 (b) (1).4 
Northern States Power Company 

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

During the past fiscal year, Northern. States and three of its sub
sidiaries received authorization of the Commission to reclassify 
certain of their plant accounts on the basis of original cost.5 In 
connection therewith, two of the subsidiaries were permitted to 
recapitalize their security structures in order to remove deficits in 
their surplus accounts and to simplify and improve the capital 
structure of 'the system.6 

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

2 Holrling Company Act releases Nos. 10813 and 10836. 
B Holding Company Act releasc No. 10901. 
4 Holding Company Act release No. 6729. 
'Holding Company Act releases Nos. 10757. 10758 and 10801 • 
• Holding Company Act release No. 10802. 
, Holding Company Act release No. 10772. 
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written offering to the company's stockholders of 1,108,966 shares of 
common stock producing procceds in excess of $11,500,000.8 , 

On September 22, 1952, proceedings were instituted by the Com
mission under section 11 (b) (1) looking toward resolution of the 
system's remaining problems of compliance under the Act.9 

The North Alllerican COlllpany 
Union Electric COlllpany of Missouri 

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

During 1951 Union Electric and its subsidiaries spent $33,388,000 
for construction and have embarked upon a program calling for ex
penditures in excess of $168 million between 1952 and 1955. The only 
major financing undertaken during the past fiscal year was the sale 
by Union Electric of $30 million of First Mortgage Bonds at 
competitive bidding in May 1952. 10 , 

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

On April 28, 1952, North American filed a plan with the Com
mission under section 11 (e) proposing its liquidation and dissolution. 11 

Under the plan, immcdiately upon its approval by the Commission 
and by a United States district court, North American will distribute 
to its stockholders as an initial liquidating dividcnd one share of 
Union's new $10 par value common for each 10 shares of North 
American common held. A similar distribution will be madc ap
proximately onc year after the first distribution and a final distribu
tion made two years after the first distribution on a share-for-share 
basis. Fractional shares will not be distributed, but will be paid 
for in cash. The Union Electric common stock to be distributed as 
liquidating dividends will be a newly created issue of 10,300,000 
shares of $10 par value per share. Union Electric's presently out
standing 11,450,000 shares of no par value common stock, all of which 
is owned by North American, will be reclassified into 10,300,000 
shares of no par value common stock. Prior to the distribution of 
each liquidating dividend by North American, it will exchange the 
requisite number of shares of new no par common stock of Union for a 
like number of shares Qf new $10 par value· common stock of Union, 
which will be distributed. While Union expects to pay cash dividends 
on the shares of $10 par value stock distributed under the plan, no 

8 Hohling Company Act releases Nos, 11275, 11295 and 11317. 
D Holding Company Act release No. 11498. 
10 Holding Company Act release No. 111S7. 
11 Holding Company Act release No. 11222. 
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dividends will be 'paid on the' reclassified common stock of no par 
value held by North'American except pursuant to permission of the 
Commission. Commencing with the initial liquidating dividend, 
North American will cease paying cash dividends. During the two
year distribution period, to the extent feasible, North American will 
liquidate all of its assets other than its holdings of Union Electric 
common stock. At the end of the period, the small number of Union 
Electric's shares remaining undistributed will be delivered to Union 
Electric for cancellation and any other remaining assets of North 
American will be transferred to Union Electric for final disposition. 
Union Electric will assume all of North American's remaining liabil
ities and the latter company will be dissolved. The plan was approved 
by the Commission on October 31, 1952.12 

In addition, North American, as the owner of all of the preferred 
stock and 376,151 shares of the 466,548 shares of outstanding com
mon stock of North American Utility Securities Corporation, fued an 
amended plan for the liquidation and dissolution of this subsidiary. 
The u.mended plan reflected an agreement reached with the assistance 
of the staff of the Commission by North American and a committee 
representing the public holders of Securities Corporation's common 
stock as to an appropriate settlement of claims raised on behalf of 
the public security holders that North American's interest in Securities 
Corporation should be subordinated because of its asserted mismanage.., 
ment of the company. The plan provides that the public owners of 
the 90,397 shares of Securities Corporation common will be paid in 
cash at the rate of $9 per share. North American will receive all of 
Securities Corporation's remaining assets and assume all of its liabil
ities. The Commission issued its findings, opinion and order approv
ing this plan on July 23, 1\:)52.13 It has since been ordered enforced 
by the United States District Court for the District of Maryland 14 

and was consummated on October 1, 1952. 
The Southern Company 

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

Economic development in the territory of The Southern Company 
has required an impressive expansion of its physical properties. Its 
program for 1052-53 calls for expenditures aggregating $214 million. 
Current cash requirements are being financed through the sale of 
bonds and common stock. In the spring and summer of 1952 ap
proximately $39 million was obtained through the sale of bonds by 
subsidiaries; $12 million by Alabama Power Company; $20 million 
by Georgia Power Company and $7 million by Gulf Power Company. IS 

An additional $13 million was obtained in July from a rights offering 
to Southern's common stockholders. 16 This will be supplemented by 

12 Holding Company Act release No. 115.10. 
13 Holding Company Act rde"se No. 11390. 
" In re North American Utility SecllTlties Corp., unreported (D. Md., No. 5935, September 16, 1952). 
"Holding Company Aet releases Nos. 11168, 11352 and 11312. . 
" Holding Company Act release No. 11294. 
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cash from retained earnings, depreciation and other internal sources. 
Following Alabama Power Company's acquisition of the Birming

ham Electric Company and the disposal by Birmingham of its trans
portation properties, Alabama and Birmingham filed a plan pursuant 
to section 11 (e) in which it is proposed to merge Birmingham into 
Alabama Power ·Company.17 Under the plan as amended the 8,394 
publicly held shares of Birmingham's 4.20 percent preferred stock 
will be exchanged for an equal number of 4.20 percent preferred shares 
of Alabama. The public holders of 10,797 shares of common stock of 
Birmingham may elect to receive for each share of Birmingham 
stock surrendered 1% shares of the common stock of Southern Com
pany plus $2.40 in cash or $25.15 in cash. The amended plan was 
approved by the Commission on October 21, 1952. 18 

The West Penn Electric COInpany 

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

The construction program of West Penn system will require ex
penditures aggregating $94 million in 1952-53. The parent company 
obtained $12,500,000' through a common stock rights offcring of 
440,000 shares to its stockholdcrs, who subscribed for approximately 
97 percent of the shares, even though no oversubscription privilege 
was offered. The remaining shares were purchased by underwriters.19 
An additional $12 million was obtained in April through the sale of 
bonds by a subsidiary company, West Penn Power Company. 20 

Additional financing scheduled in 1953 will total $30 million. The 
balance of cash requirements will be derived from internal sources 
and from temporary bank loans, if necessary. 

In March 1952, the Commission issued its supplemental findings, 
opinion and order requiring an additional payment of $10, plus com
pensation for delay, on each share of American Water Works & 
Electric Company, Inc" $6 cumulative preferred stock.21 This 
amount is in addition to the $100 per share liquidation preference plus 
accrued dividends paid in October 1947. The decision of the Com
mission was opposed by West Penn' and argument was presented 
before the United States District Court for the District of Delaware 
which on September 17,1952, approved the order of the Commisson. 22 

The required additional payments.were.made as of November 12,1952. 

17 Holding Company Act release No. 11154. 
IB Holding Company Act release No. 11548. 
" Holding Company Act release No. 11017 • 
., Holding Company Act release No. 11123 . 
.. Holding Company Act release No. 11095. 
22107 F. Supp. 350 (D. Del., 1952). 
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PUBLIC UTILITY FINANCING-REVIEW OF RECENT DEVELOPMENTS 

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

The following tabulation, covering the fiscal years 1949 to 1952, 
includes all security sales for cash, plus refunding exchanges, by 
electric and gas utility operating companies which have been approved 
under sections 6 and 7 of the Act or which have been registered 
with the Commission under the Securities Act of 1933. The table 
also sets forth data, representing at best rough esJ;imates, with 
respect to private placements of securities not subject to either 
the Holding Company Act or the Securities Act. Security sales by 
gas utilities included in the table cover only those by companies 
which are engaged in the retail distribution of natural or manufactured 
gas. 
Security issues sold for cash or issued in exchange for refunding purpope8 by all 

electric and gas utilities I (excluding gas transmission companies) 

Fiscal years 1949-52 

Per· Per· Per- Per-
July I, 1948, cent July I, 1949, cent July I, 1950, cent July I, 1951, cent 
to June 30, of to June 30, of to June 30, of to June 30, of 

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

Bonds __________________ $899. 434, 729
1 

47 $953, 782, 240 43 $785,947,640 43 $1,085, 797, 377 47 
Debentures ______________ 241,238,500 13 104, 700, 235 5 69,080,740 4 74,762,900 3 
Preferred stoek __________ 192, 779, 280 10 362, 015, 050 16 137,434,438 8 274,040,623 12 
Common stoek __________ 364,016, 666 19 501,460,071 23 413,292,772 23 491, 613, 590 21 

Total sales subject 
to the 1933, the 
1935 Act or both statutes ___________ 

Private placements not 
1, 697, 469, 175 89 1,921,957,596 87 1,405, 755, 590 78 1,926,214,490 83 

subject to ei ther act 
(estimates) ____________ 200, 000, 000 11 300, 000, 000 13 400, 000, 000 22 400, 000, 000 17 

Total security sales_ 1,897,469,175, 100 2,221,957, 5961 100 1,805,755, 590 100
1 

2,326,214, 490i 100 

I In addition, utility operating companies subject to thc Holding Company Act sold notes with maturities 
of 5 years or more in the following amounts: 1949 _______________________________________________________________________________ $62,090,000 

1950._____ ____ ___________ _________ _________________ _____ _______ __ __ ________________ 2.3, 200, 000 
1951._____ _ _____ _______ _________ ___ ______ __________ _ _______________________________ 39, 934, 912 
1952____ __ __ ____________ _____ __ ___ _ ________ ___ ____ ___ ___ ________ _ ___ _________ __ ____ 83, 691, 128 

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

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

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

Holding Company Act of 1935 during the fiscal year July 1, 1951, to June 30, 1952 

Application of net proceeds I 

Number Total security 
of issues sales I New money Refinancing Refund-short~term purposes loans 2 Ing 

Sales by electric and gas utilities: a 
42 $439, 195,36.1 $339, 565, 417 $04, 465, 882 
82 41,966,128 35,353,734 6,402,065 
4 27,725,750 25, 3:l5, 3~9 1,616,250 

60 166,697,851 107, 231, 134 57,579,981 $115,000 

Bonds ____________________________ _ 
Notes , ___________________________ _ 
Preferred stock ___________________ _ 
Common stock ___________________ _ 

TotaL __________________________ _ 188 675, 585, 092 S07, 485, 674 160,064,178 I 115,000 

Sales by holding companies: 
Bonds (collateral trust) ___________ _ 
Debenturcs _______________________ _ 
Common stock ___________________ _ 

1 6,176, ISO 6,090,026 -------------- ----------
4 99,761,480 63, SOl, 477 34,350,000 
9 111,057,716 105,496, 717 2,660,000 

TotaL __________________________ _ 14 216,995,346 175, 088, 220 37,010,000 

Sales by nonutility companies: Bonds ____________________________ _ 
Debentures _______________________ _ 
Notes , ___________________________ _ 
Common stock ___________________ _ 

6 96,440,000 93,689,124 2,500,000 
2 55,000,000 50,406,375 4,500,000 

46 41,725,000 39,208,426 2,514,514 
10 6,304,975 6,299,850 -------------- ----------

Total ___________________________ _ 64 199,469,975 189,603,775 9,514,514 
Grand total ____________________ _ 2661 1, 092, OSO, 413 I 872, 177, 669\ 206, 588, 692 115,000 

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

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

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

• With maturities of 5 years or more. 

NOTE.-Inc1uded in the total for the fiscal year 1952 are $300,000,000 of securities purchased by registered 
holding companies from their subsidiaries. 
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Sales of securities and application of net 'Rroceeds approved under the Public Utility 
Holding Company Act of 1935 during the fiscal year July 1, 1950, to June 30,1951 

Application oC net proceeds 1 

Number Total security 
oC issues sales 1 

Sales by electric and gas utilitieS: 3 Bonds ___________________________ 28 $304,014,743 Debenturcs ______________________ 2 8,868,900 Notes· _____ · _____________________ 35 36,034,912 
PreCerred' stock __________________ 8 74,402,178 
Common stock ________ ' __ : _______ 59 168,412,304 

TotaL _________ . _______________ 132 591,733,037 

Sales by holding companies: 
142,827,200 . Debentures ______________________ 2 

Common stock _______ : __________ 9 83,971,584 
TotaL _________________________ -'11 226, 798, 784 

Sales by nonutility companies: Bonds ___________________________ 4 40,779,525 Debentures ______________________ 1 34,000,000 Notes • __________________________ 7 5,900,000 Common stock __________________ 19 14,980,781 
TotaL ________________________ 31 95,660,306 

Orand totaL ____________ : _____ 174 914,192,127 

New money 
purposes 

$145, 211, 511 
1,657,773 

32,193;016 
34, 402, 899. 

136, 132, 165 

349, 597, 364 

60,207,355 
81,074,499 

141,281,854 

25, 480, 66li 
----5,-897;405-

9,767,747 

41,145,820 

532, 025, 038 

Refinancing 
short-term 

loans , 

$123,467,932 
4,332,203 
3,750,000 

10,500,000 
29,598, 631 

.171,648, 766 

----_.--------
1,000,000 

1,000,000 

15,000,000 
----_.--------
--------------

5,150,000 

20,150,000 

192, 798, 766 

ReCund
ing 

$31, 507, 623 
2,633,147 

------------
28,285,959 
1,399,230 

63,825,959 

81,550,000 
-----_.-----

81,550,000 

--33,-962;ioo 
-----------. 
------_.----

33,962,100 

179, 338, 059 

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

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

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

• With maturities of 5 years or more. 

NOTE.-Inciuded In the total for the fiscal year 1951 are $202,000,000 oC securities purchased by registered 
holding companies from their subsidiaries_ 

Virtually all financing during the fiscal year 1952 by electric and 
gas utilities- subject to active regulatory jurisdiction of the Commis
sion under the Act was for the purpose of raising new money_23 Re
funding issues were not in evidence, because the relatively high 
interest rates which prevailed during the year provided no incentive. 
The sharp increase in the total number of issues sold under sections 
6 and 7 of the Act from 174 in 1951 to 266 in 1952 is primarily due to 
the large number of long term serial notes sold to holding companies 
by subsidiaries. These electric and gas utilities issued $481 million 
of debt securities during fiscal 1952, representing 71 percent of their 
total security sales. In 1951, $348 million principal amount of debt 
was issued, amounting to 59 percent of total security sales. This 
increase of long term debt financing was accompanied by a substantial 
decrease in preferred stock offerings from 13 percent to 4 percent and, 
to a lesser extent, a decrease in common equity issues from 29 per
cent to 25 percent. Market receptivity .for both preferred and com
mon stocks continued comparatively strong throughout most of the 
fiscal year. . ' . 
. Registered holding companies, including several operating-holding 
companies, in carrying out one of their most important functions of 
furnishing capital to their subsidiaries, purchased $300 million of 
subsidiary_securities during 1952, in addition to making a substantial 

23 For the purpose of this analysis, the refinancing of short term notes' is considered to constitute the rais' 
Ing oC new money, since note Issues with a maturity of I'l"s than 5 years are not included in the tabulation. 
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number of .capital contributions, short· term loans and open account 
advances. Of the securities purchased, $196 million represented 
debt issues and $104 million common stocks. To raise the capital 
necessary to provide this assistance, holding companies sold approx
imately $217 million of securities to the public as shown in the pre
ceding tables and in addition an estimated $150 million was sold for 
reinvestment in subsidiaries by operating-holding companies. In 
1951, holding companies purchased $202 million of subsidiary securi
ties. Cash for these purchases was obtained from the sale of $145 
million of holding company securities, and sales by operating-holding 
companies for this purpose amounting to $42 million. 24 With respect 
to both years, the sales of debt securities by registered holding com
panies represent for the most part parent company financing in 
systems where the subsidiaries have little or no senior securities in 
the hands of the public, thereby enabling the· holding companies to 
issue senior securities without impairing the consolidated equity 
position of the system. 

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

The rights ofrering procedure has continued to dominate utility 
.common stock financing under the Act in the fiscal year 1952. Com
mission policy regarding this method of obtaining equity capital 
was reiterated in a memorandum opinion issued in March 1950: 
,,* * * It'is, and has long been, our opinion that when holding 
companies and public utility companies subject to our jurisdiction 
sell additional shares of common stock, their own interests, as well as 
the interests of their common stockholders are, absent special circum
stances, best served by allowing common stockholders, the right to 
purchase their proportionate shares of the new issue * * *".25 
. During fiscal 1952, companies subject to active regulatory juris
diction under the Act publicly sold a total of $182 million of common 
stocks, of which 64 percent or $116 million was raised by means of 
rights offerings and the balance of $66 million was sold directly to 
the public. In 1951, $117 million of common stock was sold by 
means of righ ts and $27 million directly to the public. 26 The amoun t 
raised through rights offerings which were not underwritten declined, 
however, from 64 percent of the total rights offerings in 1951 to 27 
percent in 1952. During fiscal 1951, of a total of 14 subscription 
offerings, nine were made ,without underwriting, including four issues 
which received the 'benefit of dealer solicitation. In fiscal 1952, 
however, of a total of 10 rights offerings, only two issues were sold 
without underwriting or dealer solicitation assistance, and, the bal
ance were underwritten. Of these 10 issues, six were sold with 
oversubscription privileges and were well oversubscribed. The other 
four issues were offered to stockholders without oversubscription 
privileges, and subscriptions ranged from 4 percen~ to 94 p~rcent . 

.. There are several reasons accounting for the apparent differences between holding company sales and 
."bsidiary investments, chief among wbich is the lapse in time from one fiscal year to anotber while the 
stages of intrasystem financing are being completed . 
. .. Holding Company Act rele""e No. 9730. 

1'1 These figures are exclusive of sales by subsidiaries to parent companies. 
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All of these four latter rights offerings were underwritten and, 'in 
those cases where the subscription price was set' below the then 
prevailing market price of the shares, the offerings were more than 
90 percent subscribed, 
, Common stock issues registered by electric and gas utilities under 
the Securities Act of 1933, but not required to be passed upon under 
sections 6 and 7 of the Holding Company Act, followed virtually the 
same pattern as' common stock ,financing carried out under our juris
diction under the 1935 Act, A total of $325 million was raised 
through common stock issues subject only to the 1933 Act, of which 
$210 million or 65 percent of the total was raised through 26 issues 
representing rights offerings. Seventeen issues with a ,_ gross sales 
value of $115 million were' sold directly to the public. Similarly; 
15 of the rights offerings totalling $150 million were made without 
the benefit of oversubscription privileges and nearly all of these were 
underwritten. Furthermore, such of these', offerings as were made 
with subscription prices at a discount below the prevailing market 
were subscribed more than 80 percent. It is interesting to note ,that, 
since 1948, the amount of capital raised by all electric and gas utilities 
of the United States 27 by means of rights offerings to stockholders 
has never dropped below 60 percent of total common stock sales by 
such companies. _ ' 

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

COMPETITIVE BIDDING 

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

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

- , 

17 Excluding gas transmission coinpanies. 

232122--53----10 
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of securities, number of issues and amounts, for_the entire period and 
for the past fiscal year is set forth below: 

Sales of securities pursuant to rule U-50 

Mny 7, 1941, to June 30, July I, 1951, to June 30, 
1952 1952 

Bonds ________________ . ____ : ___________________ ~ _____ _ 
De benturcs __________________________________________ _ 
Notes ____________________ ! __________________________ _ 

Preferred stock ____________________ . _______ , __________ _ 
Common stock ______________________________________ _ 

TotaL _____ ! ______________________________ , _ _ _ _ _ ' 

Number 
of issues Amount 1 

317 $4,983,444,000 
37 863,938,000 
8 69, 500, 000 

86 . 747,727,700 
84 777,052,201 

532 7,441; 661, 901 

Number 
of issues Amo!lnt 1 

33 $390,415,000 
3 98, 000, 000 

. 42 13,000,000 
27,000,000 

14 142, 360, 965 

56 670,775,965 

1 Amounts shown represent principal amount of bonds, debentures nod notes; par or stated value of 
preferred stock; nud pro~ecds of sale' of common stock,' . 

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

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

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

It is important .to note that only 25 percent of the issues repre
senting 28.5 percent of the total dollar volume of exempted issues 
were sold by means of underwritten transactions. The following table 
summarizes the exempt security sales and shows the volume and 
types of securities exempted together with the amounts of securities 
sold with and without underwriting arrangements. 



EIGHTEENTH ANNUAL REPORT 131 

Sales of securities pursuant to orders of the Commission granting exempti07ls from 
competitive. bidding requirements under the provisions of paragraph (a) (5) of 
rule U-50 1 May 7, 194.1, to June 30, 1952 

Underwritten trans- N onnnderwritten 

I 
Total all issues actions transactions 

Number Amount' Number Amount' Number Amount' of issues of issues of issues 

Bonds ____________________ 4 $27,027, 500 58 $611,901,768 62 $638, 929, 268 Debentures ______ ~ ________ 3 83,425,000 5 36,779,939 8 120, 204, 939 N otes _____________________ 
------.--- ------------.- 19 32,894,158 19 32,894,158 

Preferred stock ____________ 10 90,868,703 23 257,610,344 33 318,479,047 Common stock ___________ 33 278,484, 644 46 186,163,716 79 464, 648, 360 

TotaL ______________ 50 449,805,847 151 1, 125, 349, 925 201 1, 575, 155, 772 

I Exclusive oC automatic exemptions afforded by clauses (\) through (4) of paragraph (a) of ru1e U-5O . 
• Proceeds to seller before expenses. " . 

COOPlmATION WITH STATE PUBLIC UTIiITY CO~IMISSIONS 

The underlying objective of the Holding Company Act is to free 
operating electric and gas utility companies from the control of ab
sentee and uneconomic holding companies and to provide effective 
supervision over regional integrated holding company systems, thereby 
permitting more effective regulation of the operating companies by 
the States and municipalities in which they operate. Viewed in the 
over-all the purpose of Lhe Act is to s.upplement and strengthen local 
regulation; a fundamental concept which is inherent in the basic 
policies set out in the preamble and which also finds direct expression 
in many other sections of the statute. In the administration of this 
statute problems are constantly arising which are of special concern 
to the state commissions, and noticeE! of all proceedings of possible 
interest to them are automatically sent to state and local regulatory 
authorities. Aside from the numerous informal discussions between 
representatives of this Commission and local afithorities, there were 
several instances of cooperation during the past year which may be 
specifically noted. 

An investigation conducted by the staff of the Commission in the 
spring of 1951 revealed that Investment Bond & Share Corporation 
had been operating for a number of years as a holding company within 
the meaning of section 2 (a) (7) (A) of the Act and that the company 
had taken no steps to effect its registration as a holding company or 
to apply for such exemption as might have been available to it. As 
a result, IBS registered with the Commission on Jl.!ly 2, 1951, and in 
August 'of that year submitted a plan pursuant to section 11 (e) of 
the ,Act -for the purpose of effecting its ultimate liquidation in com
pliance: with ithe physical integration and corporate simplification 
provisions,ioCsection 11 (b) of the Act. In connection with these 
pi'oceedings,-menib'e;r:s .of the Commission's staff conferred at length 
with~,tlie·"general couns~t9f the Florida Railroad & Public Utilities 
Commission, regarding:c~r.tain proposed transactions between IBS and 
its subsidial~y, Jackson:vil~~ f),aEl Corporation. The questions of mutual 
int'erest involV;ed,such',.rnatt,ers 'as :restrictions of surplus against pay
nient,of, dividendt:l,!,thei righ~,pfJ,ac~o~lYille to recover certain fees 
_ t, , r, .' • • • • •• 
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believed to have been illegally paid, the assurance of an independent 
board of directors for Jacksonville following its divestment of control 
by IBS, and the reacquisition by Jacksonville of certain shares of its 
stock which IBS had acquired without proper ~uthorization of the 
Commission. Arrangements were worked out to the satisfaction of 
the Florida representatives and members of this Commission's staff 
agreed to keev the Florida Commission fully informed of all subsequent 
,d,evelopments. _ . 

In August 1952, representatives of this Commission conferred at 
length with representatives of the Conn.eeticut Public Utilities Com
mission and representatives of Derby Gas & Electric ,Corporation 
regarding certain ot that company'S remaining problems under section 
11 (b) (1) of the Act. The Connecticut Commission was very helpful 
in the devising of a program for the ultimate resolution of such 
problems. 

Early in the past year, the Mississippi River Fuel Corporation made 
application to the Public Service Commission of Missouri for permis
sion to acquire shares of common stock of Laclede Gas Company which 
serves the city of St. Louis. Subsequently, Mississippi River ac
quired approximately eight percent of the voting stock of Laclede and 
thereby became an affiliate of Laclede within the meaning of section 
2 (a) (11) of the Act. The Missouri commission was very cooperative 
in keeping the staff of this Commission advised'of important develop
ments in this situation. 

The specific instances of cooperation enumerated above are de
scriptive of only a portion of the cooperative effort of this Commission. 
Of ,even greater over-all advantage to the state and local regulatory 
authorities is the accomplishment of the basic objectives of the 
Holding Company Act. The operation of section 11, for instance, 
has had a two-fold effect. Through the divestment of properties not 
meeting the physical integration standards of section 11 (b) (1), a 
total of. 3~1 . electric ~nd gas utility companies with agg.regate assets 
of $9 billIon 'have been severed from burdensome holdmg company 
control and are now operating as independent units or, in a few in
stances, as intrastate holding company systems. Approximately 20 
other holding company systems with assets totaling $7 billion will 
remain in operation following complete compliance with the physical 
integration and corporate simplification requirements of section 11 (b) 
of the Act and the effectiveness of state and local regulation of the 
operating subsidiaries of these companies will be protected and 
strength~ned by the continuing supplementary jurisdiction of this 
Commission under the various other sections of the Act. . 

Of particular interest in this regard are the provisions of section 
13 wliich limit the services to be'rendered to operating subsidiaries 
by service companies cqntrolled by the holding company to ,only 
such services as are for the benefit of the operating companies. These 
services, moreover, must be rendered at cpst fairlY',and equitably 
allocated among the client companies. Sections, 6' and 7 of the Act 
are designed to assure the maintenance of sound capital structures and 
adequate protective provisions for security holders, .In this con": 
nection, an important consequence of theadininistration of the Act 
has been the tremendous increase,in the participation of investors in 
the market for pllblic utility securities. Last, but not least, the 
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provisions of sections 2 (a) (7),3,9 (a) (2), and paragraphs (e) and (f) 
of section 13 afford protection against re-creation of the holding 
company device through channels more subtle and devious . than that 
of direct ownership of securities. 

AFFILIATES, NEW HOLDING COMPANIES AND EXEMPT HOLDING 
COMPANY SYSTEMS 

As previously indicated, the statute embraces more than the 
integration and simplification of holding company systems and the 
day-to-day regulation of the continuing holding company systems. 
It also contains a,number of provisions regulating the creation of new 
holding company and affiliate relationships and requiring a limited 
degree of surveillance, of exempt holding company systems. 

The first group of these provisions serve to prevent the circum
vention of holding company responsibilities through the employment 
of unusual types of business organizations or through obscure devices 
for the control of public utility companies. These are embodied in 
sections 2 (a) (2), 2 (a) (7) (A), 2 (a) (7) (B), 2 (a) (8) (A) and 2 (a) (8) 
(B). Twelve informal inquiries concerning the applicability of these 
provisions to specific proposals for the acquisition of voting securities 
of public utility companies were received during the year and in
terpretative opinions were supplied in each instance. It is seldom 
necessary to engage in formal proceedings in such matters since the 
transactions proposed are either withdrawn or modified following 
conferences with interested parties in order to avoid conflicts with 
statutory requirements. The Commission's functions in administer
ing these provisions are essentially of a policing nature. Most of the 
cases considered involved natural gas utilities and pipeline companies. 

The statute also provides for regulation of certain transactions 
between affiliates and public-utility or holding companies and for 
regulation of the creation or extension of affiliate relationships. 
Probably the most important provision in this category is section 
9 (a) (2) of the Act which provides in substance that the acquisition 
by any person of five percent or more of the voting securities of two 
or more public-utility or holding companies must· be approved by 
the Commission. Since these provisions have the effect of imposing 
certain standards upon those acquisitions of voting securities of 
public-utility or holding companies which fall short of establishing 
a prima facie holding company relationship (5 per.cent or :rp.ore but 
less than 10 percent), they operate to restrict any tendencies toward 
the creation of new and unsound holding company relationships. 

During the fiscal year 15 applications were filed by persons or 
companies seeking approval of proposed acquisitions of public-utility 
securities pursuant to section 9 (a) (2), and approval was granted in 
all cases. In addition, six other situations have come to the at
tention of the Commission in which it appears that public-utility 
securities were acquired in violation of section 9 (a) (2). An ap
plication was filed in one of these cases subsequent to the close of the 
fiscal year to correct the delinquency and prelimin~ry steps have been 
taken with respect to the others with a view to securing their 
compliance. . 

Sections 12 (g) and 13 (e) provide for limited regulation of trans
actions between affiliates, although, 'as used in these sections, the. 
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definition of an affiliate of a specified company is not restricted to 
persons owning 5 percent or more of the outstanding voting securities 
of two or more public-utility or holding companies as is the case with 
section 9 (a) (2), but may also include officers or directors of the 
specified company, or any person whom the Commission determincs 
to stand in such relation to the specified company that there is liable 
to be an absence of arm's-length bargaining in transactions between 
them. The provisions of these two sections relate principally to 
disclosure and maintenance of competitive conditions. 

Section 12 (g). was employed during the year in the case of a small 
gas utility system which had failed to register with the Commission 
under section 5 of the Act or to seek such exemption as might have 
been available under the circumstances. Because of the inadequacy 
of information concerning the system, the imminence of an approach
ing bond maturity, and to determine the nature and extent of any 
violations of the provisiop.s of the Act and the action necessary to 
correct such violations, the Commission entered a confidential order 
directing a complete investigation of the afi'o,ils of the system. l'he 
order also directed, pursuant to section 12 (g), that all parties named 
therein give the Commission advancc notice of any proposal to effect 
certain transactions specified in the order. 

Section 13 (e) contains safeguards respecting transactions with 
affiliated servicing organizations which arc similar to those found in 
section 12 (g). Since the Congress also recognized that service com
panies which were not affiliated with public-utility companies, but, 
which specialized in doing business with them, could att,ain positions 
which would result in an absence of arm's-length bargaining, similar 
requir~ments for disclosure and maintenance of competitive conditions 
were embodied in section 13 (f). 

Two complaints alleging violations of the provisions of sections 13 
(e) and (f) respectively have heen reeeivCtl in recent months and 
these matters are still pending. In reviewing the exemption status 
of a holding company system claiming exemption pursuant to rule 
U-9, another problem has arisen during tbe fiscal year fiS to tbe appar
ent control of an independent public-utility company hy a service 
company closely affiliated with the claimant holding company system. 
This case raises complex issues under sections 13 (e) and (f) and 
section 2 (a) (7) (B) of the Act. 

Section 3 (a) of the Act provides that the Commission shall exempt 
certain specified types of holding company systems from the provisions 
of the Act, subject to the limitation that the exemption must not be 
detrimental to the public interest and the interest of investors or 
consumers. This limitation is commonly known as the "unless and 
except" clause. The types of holding companies which qualify f9r 
this exemption comprise: (1) The predominantly intrastate holding 
company system; (2) the system whose holding company is predom
inantly a public-utility operating company; (3) the company which 
is only incidentally a holding company, being primarily enga.ged in 
some other business; (4) the temporary holding company and (5) the 
holding company with no domestic public-utility subsidiaries. 

Exemptions may be granted by rule or order of t.he Commission 
to the first two mentioned types of holding companies and by order 
only to the last three types. Exemptions claimed pursuant to rule 
U-2, by intrastate holding company systems or by systems where 



EIGHTEENTH ANNUAL REPORT 135 

the holding company' is .predominantly a public-utility operating 
company, may be revoked by the Commission on 30 days notice as 
provided by rule U-6 where it appears that a substantial question of 
law or fact exists .as to whether the' claimant is within the exemption 
afforded by rule U-2, or whether the exemption is detrimental' to the 
public interest or the interest of investors or consumers. Section 3 
(c) provides' that the Commission shall revoke its order granting 
exemption under section 3 (a) whenever it finds that the cU'cumstances 
which led to the granting of the exemption no longer exist. 

In section 3 (d) the Commission is empowered by rule or regulation, 
but not by order, to exempt conditionally or unconditionally any 
specified class or classes of holding company systems from the pro
visions of. the Act, if and to the extent that it deems such exemptions 
necessary or appropriate in the public interest or for the protection 
of investors or consumers and not contrary to the purposes of the 
Act. Small holding company systems, whose net utility assets did 
not exceed $1 million on December I,' 194~, or whose annual gross 
utility revenues· do not at the time of filing exceed $350,000, may 
claim exemption pursuant to rule U-9 which was promulgated under 
section 3 (d). At the present time no machinery exists for·revocation 
of the exemption claimed by an individual system under rule U-9, 
although in 'one case considered during the past year the Commission 
ruled that exemption would no longer be available pursuant to rule 
U-2 or rule U-9 to a holding company system previously claiming 
exemption under rule U-9 which had failed to meet one or more of 
the conditions prescribed in rule U-9 and where it appeared that the 
continued availability o(such exemption would be detrimental to the 
public interest and the interest of ulVestors or consumers or would 
otherwise be contrary to the policies of the statute. This company, 
Wisconsin Southern Gas and Appliance Corporation, registered with 
the Commission on May 28, 1952, as a holding company. 

For the purpose of administering the revocation provisions of sec
tion 3 (c) and rule U-6 and to determine Whether there have been 
any failures of compliance with. the conditions contained in rule U-9, 
it is necessary for the staff of the Commission to review each year the 
statements filed by holding company systems claiming exemption 
pursuant to rules U-2 and U-9. Fifty-six of these statements were 
filed during the fiscal year. It is also essential to follow developments 
in the public utility industry, and to review the exemption status 
periodically in order to determine whether any exemptions granted 
by order pursuant to section 3 (a) need be revoked. There.are pres
ently outstanding 29 orders granting exemptions pursuant to sections 
3 (a) (1) and 3 (a) (2) which require periodic review. In addition, 
there are outstanding 62 orders granting exemptions pursuant to 
section 3 (a) (3), 12 orders granting exemption under section 3 (a) (4) 
and 27 orders granting exemption under section 3 (a) (5). Because 
of budgetary limitations it has been possible to review the exemption 
status of only three holding company systems during the fiscal year. 
As indicated above, the exemption claimed by Wisconsin Southern 
Gas and Appliance Corporation was terminated. 

During the fiscal year, investigations also revealed 28 other holding 
company systems which had been operating in violation of the statute. 
Twenty-five of these systems have taken appropriate steps to comply 
with the provisions of the Act, three by filing acceptable statements 
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claiming exemption pursuant to rule U-9, five by filing statements 
claiming exemption pursuant to rule U-2 and 17 by requesting and 
receiving orders of the Commission granting exemption pursuant to 
applications filed under section 3 (a) of the Act. The remaining 
three systems have not completed the action necessary to effectuate 
compliance with the statute. Four other applications for exemption 
pursuant to section 3 (a), which had been filed in the preceding fiscal 
year, were granted. 

Like the administration of sections 2 (a), 9 (a) (2), 12 (g), 13 -(e) 
and 13 (f), the periodic review of the exemption status of exempt 
holding company systems is also a policing function, and in this work 
many of- the problems presented are settled informally by conferences 
with industry representatives. The magnitude of the over-all task, 
however, is of very substantial proportions as indicated by the fol
lowing summary table': 

Numher Gross utility 
of systems plant accounts 

2\l $3,340,000,000 

31 4, 429, 000, 000 

25 20,000,000 

Holding company systems exempt by orders of the Commission under sec· tions 3 (a) (1) and 3 (a) (2) ________________________________________________ _ 
Holding company systems claiming exemption by filing annual statements 

with the Commission pursuant to rule U-2 _______________________________ _ 
Holding company systems claiming exemption by filing annual statements 

with the Commission pursuant to rule U-9 _______________________________ _ 

TotaL _________ •••• _____ • _. ___________ " ___________ • __________________ _ 85 ' 7, 789, 000, 000 

NOTE,-These data do not include exemptions granted under section 3 (a) (4) to companies whicb were 
only temporarily holding companies, exemptions granted under section 3 (a) (5) to holding companies 
which have no domestic public·utility suhsidiaries and exemptions granted to large industrial or other 
companies which are only incidentally holding companies with respect to comparatively small public· 
utility subsidiaries.' The table also excludes data with respect to holding company systems which bave 
pending applications for exemption pursuant to section 3 (a) of the Act, It is estimated that the gross 
utility plant account of all of these excluded systems aggregates well over $200 million. 

Many of the exempt holding company systems included in the 
above totals were never components of registered holding company 
systems. -

LITIGATION UNDER ACT' 
.~;. 

- In the 17 -year period beginning with the effective dat'e of the Act 
and closing with the past fiscal year, the Commission has participated 
in 293 judicial proceedings 28 involving issues arising in connection 
with the administration of the Act. Litigation has been completed 
in respect to 280 of these cases and the balance of 13 proceedings 
were pending on June 30, 1952. Of the cases which have been closed, 
two were terminated adversely to the position of the Commission 
and in two other matters, in which United States courts of appeals 
had handed down decisions adverse to the Commission; the decisions 
were vacated by the United States Supreme Court as moot. In all 
of the other completed proceedings the position of the Commission 
was upheld. . 
. During the past fiscal year the Commission has participated in 22 
civil and criminal proceedings in which the validity of action in en
forcement of the Act was an issue. Eleven of these cases concerned 
the enforcement of voluntary plans for reorganization filed under 
section 11 (e) of the Act; two were appeals from orders of United 
, "Exclusive of proceedings ~~olving reorganization under the National Bankruptcy Act. 



EIGHTEENTH .ANNUAL REPORT .137 

;States 'district courts entered prior to the fiscal year directing the 
.enforcement of voluntary plans under section 11 (e); five were ini
tiated by petitions to review orders of the Commission pursuant to 
section 24 (a) of tho Act; in one case, the Commission participated as 
amicus curiae and three cases involved proceedings under section 11 
(d) of the Act. Nine of the 22 cases were finally adjudicatcd and in 
each such instance the position of the Commission was upheld. The 
remaining 13 cases wero pending at the close of tho fiscal year. 

The Commission's activities in the courts during the past fiscal 
year are discussed in greater detail below. ° 

Proceedings to Enforce Voluntary Plans Under Section 11 (e) 

The following table shows the applic'ations for orders to enforce 
plans under section 11 (e) which were acted on or were pending during 
the year: 
Applications pending in United States district courts, July 1, HJ5L 1 
Applications filed in United States district courts, July 1, 1951, 

to June 30, 1952_________________________________________ 10 
Applications approved and plans ordered enforced; no appeals taken _____________________________ ~____________________ 3 

Applications approved and plans enforced; appeal taken to 
United States court of appeals-district court-order affirmed_ _ 1 

Applications disapproved in part and approved in part; affirmed 
on rehearing; appeal taken to United States court of appeals-
appeal pending_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 1 

Applications pending, June 30, 1952_ _ _ _ _ _ _ _ _ _ __ _ _ _ _ _ _ __ _ _ _ _ _ 6 

TotaL __________________________ 0_ _ _ _ __ _ _ _ _ __ _ _ _ _ _ _ _ 11 11 

The application for enforcement pending at the beginning of the 
fiscal year was a supplemental application disapproved in part and 
approved in part by the district court. In this application the Com
mission petitioned the court to enforce its orders 29 approving and 
denying certain fees and expenses claimed in connection with the 
liquidation and dissolution of North American Light & Power Com
pany. One of the fee claimants 'contested that part of the Commis
sion's order which denied his request for additional compensation. 
The Commission's order was approved in part and reversed in part 
and in its opinion the district court indicated that the Commission 
had failed to give adequate weight to the lawyer-client relationship, 
and the court awarded the additional compensation l"equested by the 
claimant.3o The district court affirmed its original determination 
at a rehearing after the close of the fiscal year,3l and the' matter is 
now pending on appeal by the Commission in the United States 
Court of Appeals, Third Circuit. 

Of the 1Q.. applications for enforcement of voluntary plans which 
were filed in United States district courts during the fiscal year, 
three were approved and the plans were ordered enforced without 
any appeal being taken from such orders. The first of these involved 
a plan for the liquidation and dissolution of Federal Water and Gas 
Corporation and provided, among other things, for the distribution 
to stockholders of assets· consisting of cash, and 305,796 shares of 
common stock of Scranton-Spring Brook Water Service Company.32 

" North American Light &:- Power Co., Holding Company Act releases Nos. 10533 (May 7, 1951) and 10584 
(lune I, 1951). 

10 101 F. Supp. 931 (D. Del., 1951). 
" In re North American Light &:- Power Co., et al., unreported (D: Del., No. 1033 (August 15, 1952». 
U In re Federal Water and Gas Corp., unreported (D. Del., No. 1142, October 16, 1951). 
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The second plan involved the recapitalization of Portland Gas and 
Coke Company, a subsidiary of American Power & Light Company. 
In this proceeding two plans under section 11 (e) were fikd with the 
Commission, one by Portland Gas & Coke. Company and the other 
by American Power & Light Company. Electric Bond and Share 
Company, the parent of American prior to February 1950, was made 
a party to the proceedings for the purpose of determining any claims 
Portland might have against Bond and Share or any of its subsidi
aries. Portland's plan provided for the issuance of new common 
stock to be exchanged for the company's presently outstanding pre
ferred and common stocks on the basis of 85 percent of the new 
common stock for the holders of the preferred stocks and 15 percent 
for the holders of the common stock. American filed an identical 
plan except that it provided for the allocation of 75 percent of the 
new common stock to the preferred stockholders and 25 percent to 
the common stockholders. The Commission refused to 'approve 
either plan unless amended so as to provide for an allocation of 90 
percent of the new common stock to the preferred stockholders and 
10 percent to the common stockholders.33 An amended plan con
forming to this recommendation was subsequently approved by the 
Commi.ssion 34 and wa~ also approved and ordered enforced by a 
United States district eourt. 35 , . 

The third application which. ,vas approved by a United States 
district court and not appealed during the fiscal year was a supple
mental application in connection with the plan for reorganization of 
New England Power Association. 11) furtherance of its policy to 
give security holders maximuni protection for their investments by 
affording ample opportunity to exchange their old securit,ies for new 
securities pursuant to reorganizations under section 11 (e) of the Act, 
the Commission petitioned the district court for a modification of its 
original order directi.ng enforcement of the plan of NEP A so as to 
provide security holders with an additional year in which to exchange 
their securities under the plan. ,The court 'approved the supple-
mental application 'and granted the requested extension. 30 . ' 

Another of the 10 applications filed during the fiscal year was a 
petition by the Commission to a district court for an order directing 
the enforcement of a plan for recapitalization of American & Foreign 
Power Company pursuant to section 11 (e) of the Act. The district 
court approved the plan and, upon three separnte appeals to a 
United States court of appeals, which were consolidated for argu
ment, the district court order was affirmed and one of the nppeals was 
dismissed. 37 Among other things, the plan provided for the retire
ment of the outstanding publicly held first preferred stock, second 
preferred stock, and common stock of Foreign Power through the 
issuance to the holders of those securities of new debentures and new 
common stock; the cancellation of Foreign Power's outstanding option 
warrants and preferred stock allotment certificates; and the settle
ment and discharge of various claims asserted on behalf of Foreign 
Power against Bond and Share and certnin of its wholly owned and 
former wholly owned subsidiary compnnies. 38 Parties opposing the 

33 Holding Company Act release No, 10740 (August 29, 1951) • 
.. Holding Company Act rcleage No. 10812 (October 10, 1951). 
" In re Portland OM tt Coke Co., unreported (D. C. Oreg., No. 6196, November 13, 1951). 
" Unreported (D. C. Mass., No. 5087, May 29, 1952). ' 
" Kanlor v. American & Foreign Power Co., el 01., 197 F. 2d 307 (C. A. 1, 1952) rehearing denied June 22, 

1952. 
as American & Foreign Power Co., Holding Company Aet release No. 108iO (November 7, 1951). 
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plan during proceedings before the Commission, and in hearings in the 
district court, questioned virtually all aspects of the plan. The 
district court approved the plan and directed its enforcement. 39 One 
of the three appellants urged that the $6 preferred stock was en
. titled to greater participation as compared to the $7 series; that 
more weight should have been accorded liquidation values expressed 
in the company's charter than to the current claims to earnings of 
the two classes of preferred stocks. Another appellant· urged that 
the common stock was entitled to greater participation and objected 
to cancellation of the option warrants .. The third appellant's appeal, 
based on the claims settlement, was diRmissed for the reason that 
appellant had exchanged his stock for new stock pursuant to the 
plan. . 

The remaining 6 of the 10 applications for enforcement orders 
which were filed during the fiscal year were still pending in United 
States district courts at the close of the year. Three of these ap
plications related to the allowance and denial of fees and disburse
ments in connection with the formulation and consummation of 
plans for the dissolution of Northern States Power Company (Dela
ware),40 Engineers Public Service Company 41 and Electric Power & 
Light Corporation.42 

The other three pending applications pertain to plans for the dis
'solution of American Water Works and Electric Company, Inc., 
Consolidated Electric & Gas Company, and American Power arid 
Light Company. Shortly after the close of the fiscal year the dis
trict court approved Amercian Power & Light Company's plan which 
provided for the distribution of its holdings of the common stock of 
The Washington Water Power Company, thus bringing to :a close a 
vigorously contested phase of that company's liquidation and dis
solution.43 The application with respect to the American Water 
Works plan was also approved. 44 

In addition to the above described proceedings, at· the beginning 
of the fiscal yeur there were pending in United States courts of 
appeals two appeals from orders previously entered by United States 
district courts in connection with applications by the Commission 
for enforcement of two of its orders approving plans for reorganization 
under section 11 (e). 

One of these two' pending appeals arose out of two orders of a 
United States district court in connection with a section 11 (e) plan 
of liquidation of Market Street Railway Company. The Commission 
approved the plan finding, among other things, that a settlement 
embodied in the plan between Market Street and its former parent's 
was fair and equitable, and that the attorney for a stockholders 
committee, who was instrumental in affecting the settlement, should 
be denied a fee because he had lost his independence in representing 
his clients. In the enforcement proceedings on the plan the district 
court approved the action of the Commission in respect of the sub
stantive . provisions of the plan but found that the facts did not war-

" Tn re American'" Foreign Power Co., 102 F: Supp. 331 (D. Maine 1952). . 
"Holding Company Act release No. 11145 (April 8, 19.12). 
II Holding Company Act releases Nos. 10306 (December 21,1950) and 11096 (March 26, 1952) • 
.. Holding Company Act releases Nos. 11175 (April 21, 1952) and 11278 (May 23, 1952). 
"American Power '" Light Co., unreported (D. Maine, No. 731, July 17, 1952). 
11107 F. SuPP. 350 (D. Del., 1952). 
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rant a denial in toto of the attorney's fee and remanded the matter 
to the. Commission, inter alia, to determine the appropriate amount 
of such a fee. The Commission appealed from this order. In 
supplemental proceedings on the plan the 'district court ordered the 
substantive provisions enforced. The attorney, on his own behalf 
and on behalf of an individual stockholder, appealed from this later 
order. The court of appeals affirmed the action of the district court 
in ordering the substantive provisions of the plan enforced and re
versed that court's findings that the attorney was entitled to some 
fee. 45 Rehearing was subsequently granted by the court of appeals 
on the fee question. Reargument has been had but, at the close 
of the fiscal year, no decision had been rendered. 

The other appeal involved a plan for reorganization of Long Island 
Lighting Company. Appellants had asserted on appeal that the 
Commission in passing upon the plan of Long Island had not given 
.adequate consideration to' earnings which would accrue as a result of 
the reorganization and that therefore in determining the fairness of 
the allocation of new securities the Commission had erred. The 
Commission, following the court's decision sustaining appellant's 
view, petitioned for a modification of the decision and for approval 
of the plan on the basis of its supplemental opinion showing that full 

.consideration had been given to such beilCfits. In a per curiam 
opinion the Commission was upheld and the court modified its earlier 
decision and affirmed the order of the district court.46 Subsequently, 
however, during the fiscal year, the Common Stockholders' Com
mittee for Long Island Lighting Company and others filed a petition 
with the court of appeals to reopen the case. They alleged, among 
other things, that conduct on the paTt of Long Island, its officers and 
counsel was "tantamount to fraud" upon the Commission, the dis
trict court and court of appeals in that such persons had misrepre
sented certain accounting figures· with respect to depreciation 
reserves. The court of appeals denied the petition on the ground 
that no fraud or other basis for relief under rule 60 (b) of the Fed
eral Rules of Civil Procedure had been shown. 47 

Petition .. to Review Orders of the CODlDlission Pursuant to Section 24 (a) of 
the Act . 

Five petitions to review orders of the Commission under section 
24 (a) of the Act were filed in United States courts of appeals during 
the fiscal year. One was dismissed and the other four cases were 
still pending at the close of the year. 

The petition which was dismissed arose out of a proposal by Amer
ican Power & Light Company to sell its holdings of the common stock 
of Washington Water Power Company to four Public Utility Dis
tricts in the State of Washington. The Commission treated the notice of 
this proposal as a declaration pursuant to section 11 (e) and on Jan
uary 18, 1952, ordered a hearing on the matter. 48 Upon petitions by 
the utility districts to review this order, the United States court of 
appeals held that, even though the sale was to be made to public 
bodies, the provisions of section 2 (c) of the Act did not prevent the 
Commission from exercising jurisdiction over the proposed sale. A 

., S. E. C. v. Cogan, - F. 2d - (c. A. 9, 1950. 
10 Common Stockholders Committee of Long Island Lighting Co. v. S. E. C., 183 F. 2d 45 (C. A. 2, 1950) 

citation contains both the original and per curiam opinion. ,7 Per curiam opinion, unreported, Case No. 215 (C. A. 2, 1952). 
18 American Power &: Light Co., Holding Company Act release No. 11009 (January 18, 1052)._ 
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stay order previously entered was vacated and the appeal was 
dismissed. 49 " ; 

Another petition challenged an order of the Commission approving 
a comprehensive plan for the simplification of the United Corpora
tion system pursuant to section 11 (e).50 Petitioners had objected' 
to several cprovisions of the plan and offered numerous amendments 
all of which were rejected by the Commission. Application for an 
order enforcing certain provisions of the plan was deferred so as to 
enable petitioners to appeal directly to a United States court of 
appeals under section 24 (a) of the Act for a review of their objections' 
to other aspects of the plan. The matter was pending at the close 
of the year. . 

In 1944 the Commission had approved a plan for disposition by 
Central Maine Power Company of the transportation properties of 
one of its subsidiaries. 51 The company did not request the Com
mission to apply to a United States district cqillt for enforcement of 
the order. Petitioners, who were non-.assenting stockholders of the 
transportation subsidiary, applied to the Commission for a rehearing, 
following an unsuccessful attempt to upset the plan in the Supreme 
Judicial Court of Maine. 52 rr,he Commission denied rehearing and a 
petitition to review that order- and the 1944 order was then filed. 
Petitioners contended that the allocat~ons to nonassimting stock
holders which were provided by the plan were not fair, and that can
cellation of the ,6o-year lease of the transportation properties by the 
subsidiary to Central Maine was not necessary to comply with the 
requirements of section 11 (b). The case was pending in the court 
of appeals at the clos~ of the fiscal year. 

The remaining two petitions for review in which the Commission 
participated during the fiscal year were filed by Electric Bond and, 
Share Company and by a fee claimant in the dissolution proceeding 
affecting Northern States Power Company (Delaware). Bond and 
Share sought review of an order of the Com:rp.ission denying the com
pany relief from its previous commitment to dispose of its holdings 
of 2,870,653 shares of the common stock of United Gas Corporation. 53 , 

The case was pending in the United States court of appeals at the 
close of the fiscal year. Since then Bond and Share has been permitted 
to withdraw its petition for review. , 

In the Northern States case, a fee claimant filed a petition in a 
United States court, of appeals on May 21, 1952, for review of an 
order of the Commission denying his application for compensation 
for services rendered as representative of preferred stockholders of 
Northern States in the proceedings relative to the dissolution of that 
company pursuant to section 11 (e) of the Act.54 On June 2, 1952, 
the Commission filed a supplemental' application in a United States 
district' court for approval arid enforcement of its order denying the 
petitioner's request for compensation. The court of appeals dismissed 
the petition for review pursuant to stipulation of the parties dated 
July 10, 1952. 

fi Public Utilitll Distriel No, 1 v. S. E. C., 195 F. 2d 7'%7 (C. A. 9, 1952), 
10 Holding Company Act releases Nos. 7191 (1947), 10614 (1951) and 10643 (June 26, 1951). 
I. Holding Company Act releases Nos. 5506 (December 19, 1944) and 10895 (November 28,1951). 
II Auburn Saving! Bank v. Portland Railroad Co" 65 At!. 2d (1949). 
61 Holding Company Act release No. 11004 (February 6, 1952). 
II Holding Company Act release No. 11145 (Apr1l8, 1952). 
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Participation as Amicus Curiae 

The Commission participated as amicus curiae in only one case under 
the Act during the year. A suit was filed in the United States District 
Court for the District of Massachusetts by one Frank Sullivan against 
John J. Burns to recover on a claim for serves alleged to have been 
rendered to Burns partly in connect.ion with the latter's participation 
in the proceedings for the reorganization of Eastern Gas. & Fuel 
Associates pursuant to section 11 (e) of the Act. Burns med a 
motion for a stay on the ground that the Commission had primary 
jurisdict.ion over the fees in question. The Commission med a mem
orandum as amicus curiae, in which no position was taken with 
respect to the question of whether the stay should be granted. The 
matter was pending in the district court at the close of the fiscal year. 
Proceedings Undrr Section n (d) 

During the fiscal year the Commission participated in three pro
ceedings iIi a United States district court pertaining to three separate 
steps in the reorganization of the International Hydro-Electric System 
pursuant to section 11 (d) of the Act. . 

Shortly before the close of the preceding fiscal year. the Commission 
had entered an order permitting a distribution to IHES debenture 
holders of certain funds representing interest at the rate of 6 percent 
per annum upon deferred partial installments of interest.55 Opponents 
of the plan contested the allowance ot interest on the deferred interest 
payments. The Commission found that the covenant in the indenture 
to pay interest on any defaulted installment of interest would be 
enforceable under Massachusetts law, and that Federal equitable' 
principles did not preclude the payment of interest on interest by a 
solvent company in a Holding Company Act reorganization. The 
district court sustained the position of the Commission on all points.56 
No appeal was taken. 

The two other proceedings involved petitions by the Trustee of 
IHES appointed by the United States district court upon request of 
the Commission pursuant to section 11 (d) of the Act. One involved 
an application by the Trustee for authorization to make quarterly 
payments to preferred ~tockholders, approved by the Commi3sion 57 

and by the district court.58 The second arose out of an application 
by the Trustee for authorization to renew for one year the unpaid 
principal of a $9,500,000 bank loan which was approved by the 
Commission and by the district court. 59 No appeal was taken from 
either of these decisions. . 

" Holding Company Act release No. 10642 (June 29, 1951) . 
.. In re International Hydro· Electric System, 101 F. Supp. 222 (D. Mass., 1951). 
" Holding Company Act release No. 11014 (January 21, 1952). . 
IS In re International Hvdro-Electric System, unreported (D. Mass., No. 2430, April 8/ 1952). 
" Internationat Hvdro·Electric System, Holding Company Act release No. 11161 (ApnI8, 1952), approved, 

unreported (D. Mass., No. 2430, May 12, 1952). . 




