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FOREWORD 

- . The, 22d Annual Report of the Securities and Exc~ange Com­
mission to' the Congress for the fiscal year July 1, 1955, to June 30, 
1956 (herein called "1956"), describes the work of the Commission 
during the year in discharging its duties un del' thl.'l Federal securities 
laws which it was established by the Congress to administer:. These 
include supervision of the registration of securities for sale in inter­
. state, commerce to the public, the surveillance of the interstate 
securities markets, regulation of the aC,tivities of .brokers and dealers 
and investment advisers, the regulation of public utilitv holding 
company systems and investment companies, and litigation in en­
forcement of the Federal' securities laws in the courts. 

The year 1956 has been one of great activity in the regulati,9n .and 
supervision of securities markets.by the Commission. The increasing 
responsibilitv of the Commission was brought about by the sustained 
high level of economic activitv in the country, and the accompanying 
stepped-up activity in the Nation's capital markets. . . 

In 1956 new issues of securities registered for public sale totaled 
$13.1 billion, the largest amount in the Commission's history and 
.more than $2 billion in excess of the amount registered.in the pre­
ceding .year. The value of securities traded on stock exchanges dur­
ing 1956 was $38 billion, more than double the figure of fiscal 1953. 
Stockholders in publicly owned American c()rporations are estimated 
by the New York Stock ExchaI).ge to include about 8.5 million domes:­
tic.individuals, 2 million more than 5 years ago. About 4,600 brokers 

land dealers were registered'with the Commission as compared with 
4,100 3 years ago.. . , 

Enforcement activities such as' broker-dealer inspections and 
investigations of fraud and market manipulations have been greatly 
expanded to meet current needs occasioned by abuses incident to 
the marketing of certain types of securities of speculative quality. 
The Commission's Enforcement Program, to assure, fair disclosure 
of. material facts in connection with the mal'keting of corporate 
securities and for the prevention, detection and punishment of fraud 
in the sale of securities, has been intensively pursued in the interest 
of the in vesting public. Administrative and legal actions taken 
under the Enforcement.-~rogram have exceeded those of any prior 
year. These include 100 suspensions of offerings for which the small 
issues exemption was claimed, 8' stop orders oi.securities for whi~h 
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XII FOREWORD 

registration statements were filed, 45 revocation and denials pro­
ceedings against broker-dealers and investment advisors; 33 injunc­
tive and one subpoena enforcement actions and 20 criminal referrals 
to the Department of Justice. 

The Commission has continued its program of strengthening and 
simplifying its rules, forms and procedures with a view to the more' 
effective dissemination of information to investors, the prevention, 
detection and punishment of fraud and the elimination of unneces­
sary complexities and duplications. An intensive study of the prob­
lems of small business in' marketing securities, particularly for equity 
capital, was conducted by the Commission in 1956, and shortly 
after the close of the year our exemptive regulations for issues of 
$300,000 or less were revised and streamlined so as to provide better 
protection to the invest~g public without unnecessary or burden­
some comp1iance requirements on small business enterprises seeking 
access to the interstate capi_tal markets. There was also established 
shortly thereafter a Branch of Small Issues in our Division of Cor­
poration Finance in Washington, D. C., to coordinate' and facilitate 
the handling in our nine regional offices throughout the country of 
the filings for small ~ssues. ' 
_ During the year, the Commissio~ and its staff have appeared 
before committees of the Congress on many occasions in connection 
with proposed legislation dealing with the Commission's work' and 
other subjects of interest to the Congress. Various legislative pro­
posals considered are discussed in this report. This work of the 
Commission 4t assisting the Congress is of great importan'ce to the 
public interest. 

To meet the greatly increased workload in accordance with the 
recommendation contained in the Presi~ent's Budget, the Congress 
granted the Commission an appropriation for an average employment 
of about 730, in 1956, which represented a small increase from'1955 
and, most significant, an end of successive annual curtailments of staff 
from a high of over 1,700 in 1942 to an all-time low of 666 on June 
30, 1955. For 1957, the Congress, recognizing'this Commission's 
request in light of the vastly expanded economy and capital markets, 
appropriated funds for an average employment of 794. ' 

Statutory fees for registration of new issues of securities and trad­
ing in issues registered for trading on stock exchanges are imposed 
by the Federal securities laws. These fees are not available to the 
Commission for expenditure and are covered into the Treasury as 
miscellaneous receipts. These fees, however, amounted to 39 percent' 
of the 1956 appropriation for the Commission and therefore represent 
a reduction in the cost of the Commission which must be provided 
by the general taXpayer. ' 



FOREWORD XIII 

, puring 1956, the Commission has rendered an effective adminis­
tration at a minimum cost. However, constantly increasing reg­
ulatory and supervisory responsibility brought about by' the great 
activi~y in· the securities markets makes it essential that the Congress 
provide funds for this Commission adequately to fulfill its statutory 
function of protection of the investor, the consumer and the public 
in accordance with the acts of Congress which it has the responsibility 
to administer. 

The work of the Securities and Exchange Commission in protect­
ing'the investor, the consumer and the public according to the stand.., 
ards established bv the' Congress in the Federal securities laws. is 
vitally important'to the maintenance of confidence i'n the securities 
markets which is essential, to the preservation of the free enterprise 
system. , 
- The charts which follow show in graphic form various aspects of 
the activities and personnel of the Commission relating to its in:.. 
creased workload. 

, J 
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PHILIP A. LOOMIS, Jr., Director, Division of Trading and Exchanges. 
THOMAS G. MEEKER, General Counsel. ' 

. BRUCE L. CARSON,s Associate General Counsel. 
,EARLE C. KING, .Chief Accountant.. '. , . 
LEONAR~ HELFENSTEIN,'Dii'ector, Office of Opinion Writing . 

. 1 Assumed office June 29, 1956. Succeeded Clarence H, Adams, term of office expired June 5, 1956. 
2 Joseph C. Woodle designated Associate Director, Division of Corporato Regulation, etrectlve November 

2,1956. . . 
• Resigned September 21,1956. Daniel J. McCauley, Jr., designated Associate Oenernl Counsel, effective 

Octolier 5, 1956. : . 
f Resigned November 16, 1956. Andrew Barr designated Chief Accountant, effective, November 17,1956. 
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REGIONAL AND BRANCH OFFICES 

Regional Administrators 

Region 1. New York, New Jersey. Daniel J. McCauley, Jr. (Acting) ,I 

225 Broadway, New York 7, New York. 
Region' 2. Massachusetts', Connecticut, Rhode Island, Vermont, New 

HampsWre, Maine. Philip E. Kendrick, United States Post Office and 
Courthouse, Post Office Square, Boston 9, Massachusetts. 

Region 3. Tennessee, North Carolina, South Carolina, Georgia, Alabama, 
Mississippi, Florida, and that part'of Louisiana lying east of the Atchafa­
laya River. William 'Green, Pe~chtree-Seventh Building (Room 350), 
Atlanta, 23, Georgia. 

Region 4. Illinois, Indiana, Iowa, Kansas City (Kansas), Kentucky, Michi­
gan, :Minnesota, Missouri, Ohio, Wisconsin. Thomas B. Hart, Bankers 

, Building (Room 630), 105 West Adams Street, Chicago 3, illinois. 
Region 5. Oklahoma, Arkansas, Texas, that par't of Louisiana lying west of 

the Atchafalaya River, ano. :Kansas· (except Kansas' City). Oran H. 
Allred, United States Courthouse (Room 301), 10th and Lamar Streets, 
Fort Worth 2, Texas. . 

Region 6. Wyoming, Colorado, New Mexico, Nebraska, 1'{orth Dakota, 
South Dakota, Utah.' - Milton J. Blake, New Customhouse (Room 573), 
19th and Stout Streets, Denver 2, Colorado. 

Region 7. California, Nevada, Arizona, Hawaii. Arthur E. -Pennekamp.2 
Pacific Building (Room 339), Fourth' and Market Streets, San Francisco 3, 
California. 

Region 8. WasWngton, Oregon, Idaho, ·Montana, Alaska. James E. New­
ton, 905 Second Avenue Building (Room 304), Seattle 4, Washington. ' 

Region 9. Pennsylvania, Maryland, Virginia, West Virginia, Delaware, 
District of Columbia. Daniel J. McCauley, Jr.,3 425 Second Street NW. 

-'(Room 105), Washington 25, D. C. 

Branch Offices 
Cleveland, Ohio. Standard Building (Room 1628), 1370 Ontario Street. 

" Detroit, Michigan. Federal Building (Room 1074). 
Los Angeles, California. United States Post Office and Courthouse (Room 

1737), 312 North Spring Street. 
St. Paul, Minnesota. Main Post Office and Courthouse (Room 1027), 

180 East Kellogg Boulevard. 
Salt Lake City, Utah. Boston Building (Room 201). 

I DeSignated Acting Regional Administrator, June 29, 1956, succeeding James C. Sargent, who was ap, 
pointed Commissioner, June 29, 1956. Paul Wlndels, Jr., designated Regional Administrator, August 6, 1956 . 

• Succeeded George A. Blackstone,' who was appointed Associate Director, Division of Corporation 
Finance, March 8, 1956. Mr. Pennekamp designated Regional Administrator, May 7, 1956. , 

a Designated Associate General Counsel, October 5, 1956. James J. Duncan designated Acting Reglona 
Admlnlstrator. 
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COMMISSIONERS 

J. Sinclair Armstrong, Chairman 

Chairman Armstrong was born in New York, N. Y., on October 15, 
1915. He received an A. B. degree from Harvard College in 1938 and 
an LL.B. degree from Harvard Law School in 1941. After passing the 
New York State Bar Examination in 1941 he moved to Chicago, Ill., 
in July 1941; was admitted to practice in Illinois in that year, and from 
1941 to 1945 was associated with the law firm of Isham, 'Lincoln & 
Beale. From 1945 to 1946 he was on active duty in the United States 
Naval Reserve, assigned to the Office of the General Counsel for the 
Department of the Navy in Washington .. In 1946 he returned to 
Isham, Lincoln & Beale, becoming a partner of the firm in 1950 .. On 
July 16, 1953, he took office as a member of the Securities and Ex­
change Commission for a term of office expiring June 5, 1958" and was 
designated Chairman of the Commission on May 25, 1955. He has 
also served as the Commission's delegate as a member of the Presi­
dent's Conference on Administrative Procedure in 1954. 

Andrew Downey Orrick 

Commissioner Orrick was born in San Francisco, Calif., on October 
18,1917. He received his B. A. degree from Yale College in 1940,and 
an LL.B. degree from the University of California (Hastings College of 
Law) in 1947. From 1942 to 1946 he was on active duty with the 
United States Army as a captain in the Transportation Corps .. After 
being admitted to practice in California in 1947 he was associated with 
the law firm of Orrick, Dahlquist, Herrington & Sutcliffe, in San 
Francisco, until February 1954, when be became Regional Adminis­
trator of the San Francisco Region~l Office of the Securities and Ex­
change Commission. He served in that capacity until May 24, 1955, 
when he was appointed a member of the Commission for a term of 
office expiring June 5, 1957. 

Harold C. Patterson 

Commissioner Patterson was born in Newport, R. 1., on March 12, 
1897, and attimdcd public schools in Massachusetts and Maryland. 
He attended George Washington University after graduating fr·om 
Randolph Macon Academy. In 1918 he enlisted in the United States 
Naval Reserve for service in World War I, wa~ commissioned ensign, 
United States Naval Reserve, in 1918; in June 1919 commissioned 
ensign United States Navy; and resigned in 1923. Prior to 1954, he 
h,ad for many years been a partner of Auchincloss, Parker & Redpath, 
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members of the New York Stock Exchange, in Washington, D. C. 
He resigned from the firm June 1, 1954. He served as a Board Member 
of the National Association of Securities Dealers, Inc., and was active 
over the years in its securities industry policing work. On June 15, 
1954, he was appointed Director of the Division of Trading and Ex­
changes of the Securities and Exchange Commission and served in that 
capacity until August 5, 1955, when he took office as a member of the 
Commission for a term of office expiring June 5, 1960. ' 

Earl F. Hastings, 

Commissioner Hastings was born 'in Los Angeles, Calif:,'on AP,ril 27, 
1908, and resides in Glendale, Ariz. He attended ·Texas Western 
University and the University of Denver. He is a registered pro­
fessional engineer. During the years 1932 to 1941 he served as a con­
sulting engineer with mining and industrial firms. From 1941· to 1942 
he worked with Hawaiian constructors on a military installation on 
Oahu, T. H. From 1942 to 1947 he served in various engineering and 
managerial capacities. At that time he became a general partner of the 

\ firm, Darlington, Hastings & Thorne, which served as industrial con­
sultants and managers. In 1949 he was appointed Director of Securi­
ties, Arizona Corporation Commission, Phoenix, and he served in that 
capacity until March 1, 1956, when he was appointed a member of the 
Securities and Exchange Commission for a term of office expiring 
June 5, 1959. 

jaDlcs C. Sargcnt 

Co~missioner Sargent was born in New Haven, Conn., on Februa~y 
26,1916, and holds degrees of B. A. and LL.B. from the University of 
Virginia. He was admitted to the New York Bar in 1940 and became 
associated with the firm of chi.rk & Baldwin, New York City. From 
January 1941 to July 1951, except for military service, he was em­
ployed as a trial attorney by Consolidated Edison Co. of New York. 
He enlisted in the United States Army Air Force in 1942 and served 
in this country as an Air Intelligence school instructor and as a combat 
and special intelligence officer in the Southwest facific. He was sepa­
rated to inactive dl.!ty in January 1946 with the rank of captain and 
holds that rank in the organized reserve. In the fall of 1948, he served 
as an Assistant Attorney General of the State of New York in the 
Election Frauds Bureau in New York City. From July 1951 to 
August 1954 he was employed as law assistant to the Appellate Divi­
sion, First Department, Supreme Court, State of New York. He was 
associated with the firm of Spence & Hotchkiss, New York City, from 
August 1954 until November 1955. In November 1955 he 'was ap­
pointed Administrator of the Coinmission's New York Regional Office. 
He served·ip. that capacity until Jun~ 29,1956', when he was sworn in 
as a member of the Commission for a term of office expiring June 5, 
1961. . . 



PART I 

ENFORCEMENT PROGRAM 

The most important aspect of the Commission's activities during 
1956 hl:!-s been its Enforcemen t Program. ,The aim of the Enforcemen t 
Program is to assure fair disclosure of all material facts about cor­
porations offering securities to the public in interstate commerce and, 
to prevent fraud, deceit and manipulation in the sale, purchase and. 
trading of securitie,!, and . thus to provide the protection to public 
investors which is the objective of the Congress expressed in the 
Federal securities laws. The Enforcement Program, under the day­
to-day direction'of the Commission, has been carried out by the Com­
mission's operating divisions and offices in Washington, and by its·14 
regional and branch offices in principa:l' cities throughout the Nation. 
The necessity for an increasingly vigorous Enforcement Program has 
arisen from the tremendous economic activity of the country, which 
has been reflected in the most active capital markets in our Nation's 
history. Enforcement problems confronted by the Commission during 
the relative economic stagnation of the 1930's, the W9rld War II 
period of market quiescence, and the postwar recovery have been 
dwarfed by the problems confronting the Commission' in the past 
2 years of dynamic economic growth and the accompanying require-
ments for capital. ' 

At no tim~ in the Commission's experience have activities and prices 
in the securities markets reached such highs. This upsurge has takell 
place in a relatively short period of time. For example, the dollar 
amount of securities registered under the Securities Act of 1933 
increased by 75 percent from $7.5 billion in the comparatively recent 
fiscal year 1953 to $13.1 billion in fiscal 1956. During the 1930's, the 
average'dollar amount of securities registered was about $2.5 billion, 
and in some years was below $1 billion. In the postwar years from 
1945 to 1950 it was $4.5 billion a year on the average. 

Of the $400 billion gross national product annual rate figure, over 
$60 billion is applied for capital purposes of industry, that is to say, 
to provide plant facilities, tools and working capital needed by Amer­
ican industry. Much of the $60 billion amount is supplied from 
internal sources, such as depreciation accruals and retained earnings. 
The capital formation process supplies the balance estimated at $7 to 
$8 billion annually through investments in the capital markets by the 
American people. 

1 
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The work of the Commission in sustaining the investors' confidence 
in the integrity_ of the capital ma.rkets must take into account con­
ditions which if permitted to exist can only result, ultimately, in the 
destruction of investor confidence and the thwarting of the Congres­
sional objectives set forth in the securities laws. Our free enterprise 
system will be damaged if these conditions grow and are not stamped 
out. A few of these problems with which the Commission has been 
faced and our efforts to cope with them are deserving of consideration 
by the Congress and the public generally. 

1. The problem of new, inexperienced and, in some cases, dishonest 
brokers anq, dealers registering under the Exchange Act. The actiVity 
in the capital markets has attracted many new brokers and de~lers 
to the securitie~ business. The number of registered broker-dealers 
increased from 3,924 at June 30, 1949, to 4,591 at June 30, 1956. 
Many of the new broker-dealers are inexperienced and ,unfamiliar 
with the obligations owed to their customers. Some have been 
drawn into the business ,in the hope of a quick profit rather than the 
establishment of a sound business reputation built painstakingly upon 
just and equitable principles of trade. 

The aggregate market. value of all stock on all stock exchanges, 
which never exceeded $100 billion before 1946, except briefly in 1929, 
increased from $111 billion at December 31, 1950, to over $250 billion 
at June 30, 1956. The Dow JonesIndustrial average of stock prices 
on the New York Stock Exchange reached an all-time high of 521.05 
on April 6, 1956. During the years 1933 to 1949 it never exceeded 
220. The value of the gross national product broke through the $400 
billion annual rate figure in 1956 as compared with $340 billion in 1952. 

The dollar value of securities which changed hands on the New 
York Stock Exchange rose to $32 billion in fiscal 1956, more than 
double the comparable figures of fiscal 1953, and like increases were 
regi!'ltered on the regional exchanges and are believed to have also 
occurred in the over-the-counter market. 

Attending this rapid expansion has been a favorable climate for the 
marketing of new securities issues, including securities of E!peculative 
quality, a marked increase in the number of stockholders (estimated 
by the New York Stock Exchange to include' 8% million domestic 
individuals), including many inexperienced investors. 

Capital markets such as these, which have no precedent in the 
Commission's history, have been accompanied by adverse conditions 
which have required intensified enforcement' activities by the Commis;­
sion so as to assure to the investing public the protection \vhich the Con­
gress intended should be provided by the securities acts. A number 
of new brokers and dealers either lack adequate financial resources or 
speculate unwisely, thus getting into financial difficulties which 
threaten the .safety of customers' funds or securities entrusted to them. 
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The Commission has no authority under the Exchange Act to bar a 
person from registration (absent proof of earlier violations of law) 
nor is there any financial or educational requirement. Expanded and 
more frequent broker-dealer inspections, prompt investigations of 
irregularities discovered in inspections or complaints received from 
the public, and prompt and vigorous legal action in the case of viola­
tions have been the Commission's program for the protection of 
investing customers. 

2. The problem of "boiler rooms." The term "boiler room" is used 
to'refer to a securities sales organization employing high-pressure, 
fraudulent, .and deceptive sales techniques to "tout" highly specula­
tive securities over the telephone. An increasing number of securities 
of speculative quality have been sold to unsophisticated investors 
lured by representations of large profits under present market condi­
tion~ and' willing to buy securities on the basis of representations 
made over the long distance telephone by complete strangers. Pre­
vention and detection of fraud in such sales has been a particularly 
difficult task necessitating the careful collection of evidence from 
widely scattered sources. 

The Commission's program has been threefold-to bring broker­
dealer revocation proceedings against broker-dealers found to be 
selling or purchasing securities by misrepresentation or fraud, to 
bring injunction actions in, the Federal courts to prevent such trans­
actions, and to prevent broker-dealers from doing business in violation 
of any of, the Exchange Act protective provisions or' the Commis­
sion's rules, such as the net capital rule, the rule against improper 
extension of credit (regulation T) and the like, and, where the viola­
tion is willful, reference of the case to the Department of Justice for 
criminal prosecution. 

One particularly difficult aspect of the "boiler room" problem is the 
gullibility of the public. The Commission has had a public informa­
tion program under which Commissioners have talked at public 
gatherings, particularly to professional and civic groups, to the press 
and on radio and television, seeking to acquaint the public with the 
dangers of stock transactions with unknown persons calling on the 
long distance phone and holding out promises of riches if the person 
called will only buy the stock. The pUbIlc is asked to tell the person 
calling to put a letter in the mail about the securities (this often 
ends the call becaus'e use of the mails gives Federal jurisdiction under 
the Exchange Act and the Mail, Fraud Act) ,or to put the official 
prospectus or offering circular (which in the case of a new issue is 
required to be filed with, and is examined by, the Commission) in the 
mail. 

The press, radio and television news media have rendered great 
service to the American people by helping to get this message across. 
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But, fundamentally, a government agency can do just so much in 
protecting' the public, and in the final analysis the American people 
must learn to use ordinary care and prudence in investing their 
money. The Commission needs the help of the investing public 
which should report to us transactions in which it is believed mis­
representation and fraud have occurred~ and the public has been 
bilked. But the public must also learn not to buy the proverbial 

. "gold brick." The tragedy from the standpoint of the public interest 
is that the widow, ·the wage earner, the person of small income is 
often the victim of the "boiler room" salesman. The Commission 
will welcome every help from the public in reporting to us fraudulent 
transactions and in using common sense in their securities trans-

. actions. . 
3. Sale8 of unregi8tered 8ecuritie8 ba8ed on claimed exemption8. It 

appears that a substantial but undetermined number of securities have 
been sold in· viol~tion of the registration, prospectus and antifraud 
provisions of the Securities Act pursuant to claimed exemptions 
which, in fact, were not available. . We believe that these sales have 
been made in the main under claims of exemption pursuant to the 
so-called "private offering" exemption I and the intrastate exemption.2 

In most of these cases the Commission has no means to discover 
facts showing the unavailability of a particular exemption until it 
receives, months after sales' have been made, reports or complaints 
from unwary public investors who have been "taken" for substantial 
sums. Further complicating the Commission's problems in this area 
has been the fact that an increasingly large number of securities 
claimed to have been issued pursuant to these exemptions have been 
transferred to United States citizens through Canadian, Swiss, 
Lichtenstein, and other foreign financial institutions, under' foreign 
laws which preclude the Commission from tracing the transactions 
in which the securities have been publicly sold or the availability 
or unavailability of the claimed exemption. The Qommission has 
increased its efforts to make factual discoveries of sales made without 
registration at the earliest opportunity in order to determine the 
availability or unavailability of these exemptions and thus to take­
legal action to afford the protection to public investors contemplated 
by the Securities Act. 

4. The problem of illegal sale8 from Canada. The Commission 
has been, concerned about the illegal sale of issues in the securities 
markets of the United States by issuers and broker-dealers located 
in Canada. These transactions have appeared to reach public 
investors in the United States as a result of primary distributions 
effected-' on Canadian securiti~s exchanges or through Canadian 

. I Securities Act of 1933, sec. 4 (I)-second clause. 
S Securities Act of 1933, sec. 3 (a) (11). 
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broKer~ and dealers. Although it has not been possible, in many 
instances to directli reach Canadian issuers or broker-dealers, the 
Commission has attempted to review more closely the activities of 
broker-dealer firms in this country suspected of participating iI;l the 
illegal marketing of Canadian securities or of American securities sold 
'through Canadian sources'in ord!'lr to protect United States public 
investors more effectivelYj Efforts are also being made through 
appropriate diplomatic channels to correct the virtual nullification of 
theExtradi'tion Treaty between the United States and Canada which, 
as amended in 1952, provides for the extradition of persons indicted 
for securities frauds perpetrated in Canada upon persons in the United 
States. This resulted from a decision of Canadian Extradition judge 
in 1954,3 in the first case under the 1952 treaty amendment, denying 
extradition though conceding the fraud. During the year, continued 
excellent cooperation on law enforcement matters by Canadian 
officials, both Fedcral and Provincial, aided greatly our efforts to 
detect, thwart and proceed against fraudulent securities sales., 

5. The problem of the "front money"-racket. Under the Commission's 
exemptive regulation for new issues not in excess .of $300,000 in 
aggregate public offering price (Regulation A) and sometimes under 
registration, it has been discovered that "rings" have developed 
through which groups of promoters, dealers, attorneys, and engineers 
collaborate in the creation of a series of companies primarily employed 
to "manufac,ture" securities for public sale in the guise of legitimate 
promotions. Often these facts have not been developed or discovered 
until after public investors have bought securities which have little 
or no actual value. These various transactions frequently have 
been carefully timed so that it is difficult to relate one issue with 
another even though a particular issue may have been part of a 
scheme of the character mentioned. Under tne revised regulation 
A, the Commission now requires disclosure' of the names of such 
individuals in connection with the filing of Form I-A which will 
greatly assist its enforcement program. ' 

6.' Evasion"iof the registrationl-:'requirements through the "no sale" 
theory. By Commission Rule No. 133, certain types of corporate 
mergers" consolidation, reclassifications of securities and acquisition 
of assets of another person in conformity with statutory provisions 
of the state of incorporation, have been deemed not to constitute a 
"sale" of securities issued in the transactions for purposes of section 
5 of the Securities Act. The rule, in effect, exempts such issues from 
the requirement of registration under that Act. The rule has been / 
used by numerous issuers, domestic'and foreign, to distribute secur­
ities without registration. As in the case of the "private' offering" 
and "intrastate" exemptions, many transactions ostensibly exempted 

I 8ee 20th Annual Report, p. 103; 21st Annual Report, p, 113. 
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under the rule, in fact involve violations of the registration provisions. 
The Commission recently released a notice of a proposed revision of 
the rule which is designed to make exemptions unavailable in the 
cases now exempted under it.4 If adoption of the proposal results, i~ 
will involve a substantial increase in the number of registration state­
ments filed under the Securities Act ~nd in the annual and periodic 
reports filed under the Securities Exchange Act. . 

7. The'problem of promotional stocks. In addition to the problems 
created by the sale of promotional uranium stocks, the Commission 
has been concerned with the sale of new insurance company securities 
in both exempt and registered issues. Many of these new insurance 
company ventures are located in the South Central, Southwestern 
and Southeastern parts of the country. A large number of these 
issues have given the appearance of involving abuses or probable 
violations of either the Securities Act or of the Securities Exchange 
Act, necessitating thorough investigation. . 

8. Stop order and suspension proceedings for new issues. For the 
protection of public investors, the Commission has instituted a 
substantially increased number of stop-order proceedings and sus­
pension orders. Each of these has been preceded by an investiga­
tion, and, in many instances, has required a formal administrative 
hearing. These actions have involved the establishment of facts and 
the obtaining of testimony. Securities, which, if sold, would have 
defrauded the public, have thus been kept off the market. 

The effectiveness of the EnforcemE;lnt Program depends in large 
measure upon a staff, both in the headquarters and regional offices, 
adequate to discharge the exacting duties which this program places 
upon it, and upon the availability of travel funds necessary to give this 
personnel the mobility necessary to cover the large geographical areas 
in which the investiga.tive work has to be done. Further, the Enforc~­
ment Program has been related to the complex and ever-changing 
pattern of the securities markets and the securities industry. The facts 
concerning the business, property, and financing of a security issue!' 
must be ascertained and related to the representations made to in­
vestors. Investors must be identified and interviewed. Books and 
records of brokers, dealers, issuers al!d others lp.ust be examined and 
analyzed. Frequently, securities must be traced, often through intri­
cate channels, to ascertain whether they have been offered ,by an issuer 
or underwriter in violation of the registration and prospectus require­
ments of the acts. The information thus obtained has had to be then 
developed in a form which'would permit its introduction in evidence in 
legal proceedings, which is not a simple matter,where complex legal 
and economic facts and theories are concerned. 

I Securities Act Release 3698 (October 2. 1956). 
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Violations, however, have often been carefully concealed and, under 
present conditions, frequently have involved elaborate and shrewdly 
conceived schemes carried out on a large scale. Such activities could 
be properly dealt with only by assigning a competent team of at­
torneys', accountants, analysts, and investigators to concentrate on the 
particular case until it has been completed. . 

Careful and painstaking work usually over a period of many months 
has preceded formal enforcement action by the Commission.. In some 
cases the work of the Commission has led to some form of restitution 
to public investors; in others, the violations have been discovered in 
time to prevent serious injury to the public; and in others, the violators 
have been forced out of business or prosecuted. 

As a further implementation of the Enforcement Program, and as a 
means of giving greater protection to public investors, the Commission 
has undertaken through the media of public speeches made to various· 
civic groups and other organizations, and through adequate coverage 
in the press and on radio and television, to warn the American people 
against hasty in~estments in companies whose financial and back-. 
ground facts have. no.t been disclosed. Such warnings mevitably 
hav:e had a great deterrent effect and have caused companies which 
are seeking to raise money in the capital markets to comply with the 
registration requirements by making the disclosures so necessary to 
informed investment by the pl,lblic. 

If the confidence and faith of -the American public in the capital 
markets is to-be maintained so that the essential supply of capital can 
be continued at the high rate of demand anticipated by present esti­
mates of industrial production with the resultant high standard of 
living, it is essential that this agency continue its Enforcement Program 
by supervising the c:tpital markets in .accordance with the standards 
established by the Congress in the Federal securities laws. 

r:- ~ 

PAUL GONSON 
SECURffIES AND EXCHANGE COMM'N l l WASHINGTON, DC' 20549 j 



PART II 

LEGISLATIVE ACTIVITIES 

Statutory Amendments Proposed by the Commission : 

During 1956 the Commission submitted to ·the Committee on 
Banking and Currency of the'Senate and the Co:nuD.ittee on Interstate 
and Foreign Commerce of the House of Representatives, which have 
the duty of exercising watchfulness over the execution of the securities 
laws pursuant to section 136 of the Legislative Reorganization Act 
of 1946, a proposal to adopt a number of amendments to these statutes 
in order to assist the Commission in its enforcement activities. The 
proposed amendments do not alter the 'basic provisiol!s' and purposes 
of the statutes. Most of the proposals relate to provisions of the 
Securities Act of 1933 and .the· Securities Exchange Act of· 1934. 
They were introduced on May 9,1956, in the House of Representatives 
as H. R. 11129, 84th Congress, by the late Representative J. Percy 
Priest, then chairman of the Committee on Interstate and Foreign 
Commerce. They were also introduced (by request) in the Senate on· 
May 23, 1956, as S. 3915 by Senator' J. William Fulbright, chairman 
of the Committee on Banking and Currency. No action was taken 
on these bills during, the rkmainder of the session because there was 
insufficient time to consider them. 

The Commission's amendment proposals were designed to strengthen 
the jurisdictional provisions Of the statutes, . to correct certain in­
adequacies, and to ~acilitate 'criminal prosecutions and other enforce!. 
ment activities. Thevarious'proposals would prohibit embezzlement' 
of money or securities of, or entrusted to the care of, a registered 
broker-dealer; extend criminal liability to false statements in docu­
ments filed with the Commission under section 3 (b) of the Securities 
Act of 1933, in connection with small, exempted securities offerings; 
enact the antifraud provisions of the Commission's Rule X-I0B-5 
under the Securities Exchange Act of 1934 in statutory form as an 
aid to criminal prosecutions; make it clear that a showing of past 
viola~ions is a sufficient basis for injunctive relief; make it clear that 
a registration statement under the Securities Act may be withdrawn 
only with the consent of the Commission; clarify and strengthen the 
statutory provisions relating to financial responsibility of brokers and 
dealers; and authorize the Commission, by rule, to regulate the 
borrowing, holding or lending of customers' securities by !1 broker or 
dealer. Many other minor amendments were also proposed. The 

8 
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CDmmissiDn expects to" request further cDnsideratiDn Df these and 
similar prDpDsals in the 85th CDngress. 
Registration of Unlisted Securities of Certain COInpanies Having Large 
Public Investor Interest 

On May 24, 1955, SenatDr J. W. Fulbright, chairman Df the 
CDmmittee Dn Banking and Currency, .intrDduced S. 2054, a bill to. 
extend the repDrting, prDxy and insider-trading prDvisiDns Df sectiDns 
12, 13, 14, and 16 Df the Securities Exchange Act to. additiDnal CDr­
pDratiDns. The bill was intrDduced at the cDnclusiDn Df the CDm­
mittee's "StDck Market Study," during which the CDmmissiDn had 
testified and had submitted much backgrDund material fDr the infDr­
mation Df the cDmmittee and fDr inclusiDn in the cDmmittee's staff 
repDrt Df April 30, 1955, Dp FactDrs Affecting the StDck Market. In 
its final repDrt/ a majDrity Df the cDmmittee expressed the view 
that' '~as a general pDlicy, it is in the public interest that' cDmpanies 
whDse stDcks are traded Dver the cDunter be required to. cDmply with 
the same statutDry prDvisiDns and the same rules and regulatiDns as 
cDmpanies whDse stDcks are listed Dn natiDnal securities exchanges." 
A minDrity CDncurred in recDmmending further study Df. Dver-the­
CDunter markets, with the Dbjective Df develDping specific legislatiDn 
if needed . 

. S. 2054 was intrDduced to. carry Dut the cDmmitt~e's recDmmenda­
tiDn, by making sectiDns 12, 13, 14 and 16, which nDW apply Dnly to. 
securities listed and registered Dn natiDnal securities exchanges" 
applicable also. to. certain unregistered securities that are traded in· 
the o.ver-the-cDunter market. A similar bill (H. R. 7845) was intrD-' 
duced in the HDuse Dn August 2, 1955, by Representative Arthur G. 
Klein, chairman Df the Subco.mmittee Dn Commerce and Finance o.f 
the Co.mmittee Dn Interstate and Foreign Commerce. . 

Hearings were held on S. 2054 in June 1955 at which the Co.mmission 
expressed its support Df the brDad principles and o.bjectives o.f the 
bill, subject to. further study.2 On July 19, 1955, the Co.mmissio.n· 
submitted a preliminary repo.rt in which it reco.mmended certain 
revisio.ns in the bill, but withheld final co.mment pending a cDmplete 
factual study.3 On August 5, 1955, the subco.mmittee o.n Securities 
repDrted favDrably a revised Co.mmittee Print Df S. 2054, which 
included SDme o.f the changes suggested by the Co.mmissio.n and· 
certain Dther changes, including a new prDVisiDn exempting securities 
o.f regulated insurance .cDmpanies fro.m the co.verage Df the bill. As. 
revised; the bill wo.uld be subject to. sectiDns 7,12,13, 14, and 16 Df the' 
Act co.rpo.ratio.ns having 750 Dr mo.re stDckho.lders, Dr debt securities 

1 S. Rept. 376, 84th Congo 
a Hearings before SubcommIttee of Senate CommIttee on Banking and' Currency, 84th Congress, 1st 

sessIon, on S. 2054, June 27-Jl1ly I, 1955, pp. 1037 et seq. 
I Hearings, supra, p. 1062 et seq. 
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of $1 million or more outstanding in the hands, of the public, and 
$2 million of assets. 

In order to determine the companies which migh't be affected by this 
bill, the extent of their present compliance with applicable financial 
reporting requirements of the, Commission, and their practices in 
soliciting proxies, questionnaires were sent to 1,600 corporations 
inquiring whether the company had: within the past 3 years sent an 
annual report to its stockholders and requesting a copy. The response 
received (from approximately 90 percent of those to w!llch requests 
were sent) indicated that approximately 1,200 corporations would be 
subject to the bill (of which 617, were presently filing financial state­
ments with the Commission). Such 1,200 corporations have estimated 
assets in excess of, $35 billion. Review of proxy soliciting mate~ials 
used by these corporations showed that in very few instances were 
stockholders furnished with information comparable to that required 
by the Commission's proxy rules and that in most annual meetings 
for the election of directors stockholders' received only a formal 
notice of the meeting and form of proxy~ Examination of the financial 
statements cont.ained in the stockholders' reports received indicated 
that approximately 21 percent were deficient by Commission reporting 
standards. These findings were contained in a report made by the 
Commission to the Committee on Banking and Currency on MaY,17, 
1956, which report was printed and made available to the public by 
the committee. In its report, and in hearings subsequently held by 
the ,full committee, the Commission endorsed the enactment' of the 
financial reporting, proxy and insider-reporting provisions of the bill, 
but recommended' deferral of any action on the application of section 
16 (b) of the Act (providing for recovery of profits from short-swing 
trading by insiders) to these companies until a further study could 
be made. 

The Commission considers legislation of the character, embodied 
in S. 2054, as demonstrated by the data contained ip our report, to be 
consistent with the standards expressed by the Congress in the Federal 
securities laws and to be vitally necessary for the protection 'of public 
investors in these large widely held corporations. 

The committee did not take any final action on S. 2054. However, 
Senator Fulbright, chairman of the committee, requested the Com­
mission to extend the study it had previously made so as to obtain 
information about the financial reporting and proxy practices of 
insurance companies, to provide a basis for further consideration by 
the committee in the 85th Congress. The Commission had not pre-, 
viously included insurance companies in its study for the reason-that­
the bill as revised by the subcommittee on August 5, 1955, had con­
tained an exemption for such' companies. The Commission has 

-initiated the requested study, and, since the end of the fiscal year, has 
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sent' questionnaires to more thu,n 530 insurance companies to obtain 
the datn neccssary fOl: making all objedive, factual appraisal of such 
practices of insnrance companies. 
IJropos'als To Amend the Exemption for Small Issues 

On April 20, 1955, during the previous fiscal year, Representative 
John B. Bennett of Michigan had introduced a bill (H. R. 5701), to 
repeal 'section 3 (b) of the Securities Act of 1933. Section 3 (b) 
provides that the Securities and Exchange Commission may from 
time to time by its rules and regnlations, and subject to such terms 
and conditions as may be prescribed, 'add to the classes of securities 
exempted in section 3 (a) of the Act (such as securities issued by the 
United States or other governmental organizations, commercial paper, 
building and loan association obligations, securities the issuance of 
which is subject to approval uwler the Interstate Commerce Act and 
certain other specifically exempted classes) any class' of securities if 
the Commission finds that enfOl;cement of the registration. provisions of 
the Act with respect to such securities "is not necessary in the public 
interest and for the protection of investors by reuson of- the small 
amount involved or the limited character of the public offering," 
provided no issue shall be exempted the aggregate offering price of 
which exceeds $300,000. 

Hearings were held on this subject by the Subcommittee on Com­
merce and Finance, at which-the Commission testified, at various dates 
from July 20, 1955, through May 9, 1956, in Washington, D. C., 
New York City, Del1ve~' nnd Salt Lake City. The Commission sup­
plied a substantial amount of supplementnl information to the com­
mittee. The CommiSStOll opposed this bill repealing the exemption 
although these hearings developed a good deal of factual information 
about the abuses of the public in penny sLocks with which the Com­
mission has been attempting to deal by strengthening its filing require­
ments UIider the exemptive regulations and by stepping up its enforce­
ment activities in its field offices. 'fhe Commission opposed the 
repeal of the exempt,ion on the ground that it would adverscly affect 
the raising of capital by legitimate small business enterprises. 

On February 16, 1956, Representative Bennett introduced anotheL' 
bill (H. R. 9319) 'which would apply to persons associated with an 
offering under the exemptive regulations the same strict civil liabilities 
that pertain to persons associated \vith an offering under full registra­
tion, which are set forth in section 11 of the Act. The Commission 
likewise opposed this bill on the ground that it would in substance 
require the equivalent of full registi'ation for small issues and that 
this would have the indirect effect of repealing the exemption. The 
Committee on Interstate and Foreign Commerce favor'ably reported 
this bill (H. R. Rept. 2513, 84th Cong., 2d sess. (1956)) and, although 

406617-57-3 
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it was passed over in t.he last days of the congressional session, it luay 
be introduced in the 85th Congress (102 Congo Rec., July 27, 1956, at 
13820). , 

To meet what the Commission considered' to be the objectives of 
this legislation without its drawbacks, Representative Arthur G. 
Klein of New York on l'vlay 17, 1956, introduced it bill (H. R. 11308), 
which the Securities and Exchange Commission supported. This bill 
would have enlarged the civil liabilities of persons actually responsible 
for misstatements or omissions of material facts, or for misrepresenta­
tion or fraud, in connection with exempt offerings, but it would not 
have made the civil liabilities applicable to all persons associated 
with an offering whether or not they had knowledge or 'were responsi­
ble for misstatements, omissions or misrepresentation or fraud. A 
minority of three members of the Committee on Interstate and 
Foreign Commerce of the House of Representatives voted for the Klein 
bill. The Commission is hopeful such legislation will agam be con­
sidered by the Congress. 
Activitics Rclating to Amcndmcnt of 

Public Utility Holding Company Act of 1935 

Nu'clear Reactor Legislation 

Several legislative proposals relating to the Public Utility Holding 
Company Act of 1935 were introduced during the second session of 
the 84 ih Congress. Two of these we,re elubodied in S. 2643 and its 
companion bill, H. R. 6294.4 Section 4 of this bill would have 
amended the Public Utility Holding Company Act so as to exclude 
from the definition of "electric utility company" in section 2 (a) (3) 
a nuclear . reactor company, even though the heat produced by the 
reactor is used for the generation of electricity. Section"5 of the bill 
would have amended section 2 (a) (7) of the Act so as to ;xclude from 
the definition of ."holding company" a company whose:subsi.diary is 
a generating company which meets certain requirements including a 
requirement that all of its stock be o'~ned by electric utility or holding 
companies which either directly or through operating subsidiaries 
purchase all of its output. 

Section 5 was designed in the first instance to meet the desires of 
four electric utility companies which operate in the Pacific Northwest 

'.Several bills on this subject were mtrodueed during t.he seSSlOn S 2643, introc\uced on July 27, 19S5, by 
Senator Potter for lllmself and Senator I'astore, was subotantmlly IdentlCul to H. R. 6294, iutroduced on May 
17,1955, by Representative Dodd. '1'\\"0 more bills identical to S. 2643 and II. R. 6291 were H. R. 7258, intro­
duced on July 11, 19S6,.by Replesentative Rutb Thompson and H. R. 7554 mtrodueed on July 25, 1956, 
by Representative Hayworth. H. R. 9143 introduced on Murch 5, 1956, by Representative Cole, differed 
substantially from S. 2643 in that it related the availability of an exemption to the tYl,e of license granted' 
hy the Atomic Energy Commission. We submitted' written comments, dated June I, 1956, on H. R. 9743, 
to the Joint Committee on Atomic Energy at its request. Our comments opposed the bill and attached 
as exhibits our written statements on S. 2643. We were not asked to testify. When the revised version of 
S. 2643, or "substitute bill," was appro\'ed by tbe Joint Committee, H. R. 9743 was revised to conform, 
and this was the bill, as revised, which was reported out to the House. 
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region.and are the parent.s of Pacific Northwest Power Co."which in 
turn is seeking permission under the Federal Power Act to construct 
two hydroelectric projects on the Snake River, known as the "Pleasant 
Valley" and "1\10untain Sheep" projects. An earlier version of this 
pr<?pos~l had appeared in H. R. 9043, 83d Congress, but in that form 
had never reached the floor of the House. The sponsoring companies, 
the Montana Power Co., Pacific Power & Light Co., Portland General 
Electric Co., and the Washington Water Power Co., sought the 
amendment to enable them to construct these projects through a 
common subsidiary without themselves becoming holding companies 
required either to register or to qualify for an exemption from the Act. 

In our writteri comments on t.he bill/ and in the testimony of the 
Chairman aI;ld the Director of the Division of Corporate Regulation 
before the special subcommittee which conducted hearings on the 
bill/ the Commission opposed the enactment of section 5. ,Ve took 
issue with the assertions that the Public Utility Holding Company 
Act retarded the development of worthy projects and that the Act 
was not intended to apply to such situations as Pacific Northwest 
Power Co. and its sponsors and did so only by an acciden t of definition. 
We asserted, rather, that Holding Company Act regulation had been 
wholesome and beneficial in its effects upon companies subject to it, 
and that the Pacific Northwest situation was clearly within tbe intent 
and purposes of the Act. We said, in part: 

Neither the purpose nor the effect of the Public Utility Holding Company Act 
of 1935 is the impcdi~g of the development of low-cost elect~ie energy in ample' 
and growing supply to meet, the needs of consumers. Rather, the act serves to 
channel such development so as to prevent concomitant evils and abuses which 
Congrcss found to exist in the organization, control, and financing of public­
utility holding companies and their subsidiary companies. It is corrective but 
not punitive or merely repressive. Its standards are flexible, and it has been 
flexibly administered to permit and encourage healthy growth of the utility 
industry to serve our expanding economy. The Commission believes the act has 

. had the desired result.7 

Subsequently we submitted a written Supplementary Statement 8 

and further testimony 9 in response to points raised and questions 
asked during the hearings. Our written material undertook to sum­
marize the regulatory jurisdiction of the Commission by demonstrating 
that the Pacific Northwest Power Co. situation was within the purposes 
of the Act and that regulation by this Commission would not be 
merely repetitive of Sta to regulation or that of some other Federal 

• Hearings on S. 26·13 before a Subcommittee of the Senate Committee on Interstate and Foreign Com­
merce, AprIl 17, 1956, p. 14. 

e Ibid., p. 12 et 8eg. _ 
7 Hearing on S. 2643 before a Subcommittee of the Senate Committee on Interstate and Foreign Com­

merce, April 17, 1956, P. 14. 
8 Ibid., May 24, 1956, p. 376. 
9 Ibid., May 24, 1956, p. 375 et seg. 
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a'gency. We also examined the sponsors' apparent standing as to 
qualifications for exemption under any of the subparagraphs of sec­
tion 3 (a). Certain obvious difficulties appeared with regard to one 
or more of the sponsors because of foreign incorporation or combined 
electric an'd gas operation, although the latter would be more of a 
problem for a registered company than an obst.acle to exemption. 

As a principal illustration of an aspect of the Pacific Northwest 
Power situation upon which the Holding Company Act might come 
to bear, we analyzed the capital structures of the 'fonr sponsors and 
the adverse effect upon their debt-equity ratios which would result 
from their announced plans for financing the hydroelectric projects. 
This was followed by an exposition of the importance of capitalization 
ratios to sound financing and of the Commission's concern with these 
ratios. 

On :May 24, 1956, Senator Pastore, chairman of the Subcommittee 
of .the Senate Committee on Interstate and Foreign Commerce con­
ducting hearings on the bill, announced that he and Senator Potter 
had agreed to delete section 5 from their bill. This was done, and 
the amendment proposed in, section 5 was not revived. 

Whereas section 5 was proposed to meet the desires of the Pacific 
Northwest Power group, section 4 was designed to satisfy the spon­
sors of Power Reactor Development Co., sometimes referred to as 
the Detroit Edison Co. project. The section was substantially re­
vised in the form of a "substitute bill." which was then reported·out 
favorably by the slibcommittee, referred by the full committee to the 
Joint Committee on Atomic Energy, and reported out favorably to 
both houses as part of a three-unit program to further the develop­
ment of nuclear energy for peaceful purposes. 

The first of these units was a-revised version of UlO Gore bill, which 
would have directed the Atomic Energy Commission to construct 
power reactors on its own installations. The second would have pro­
vided for government insurance to private owners of licensed power 
reactoi's against public liability arising from a major catastrophe. 
The third unit was the revised section 4 of S. 2643. When the first 
unit failed to be adopted by the Congress, the other two units failed 
,0th it.lO 

The Commission's position toward section 4 of S. 2643 consisted of 
t,vo clements. First, in commenting upon the proposed granting of 
an automatic and permanent exemption for nuclear reactor companies 
and their sponsors, the Commission took the position that the bill 
went further than any demonstrable need to'accomplish the objective 
of nuclear power development. In our opinion, there was in fact no 
just need for exemption from the Act's provisions which could not be 

.0 See Congressional Recoru, 84th Cong., 2d sess., July 24, 1956, pp. 1299&-13039. The revised Gore bill 
was S. 4146 and H. R. 12061. The blJl providing government insuranco for private reactors was S. 3929 
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lnct by appropriate Commission action under the present Act. ' In 
our writte!l comments, we observed: 

No atomic powcr project has been impeded by the act as it is presently in 
effect. The only such project to date which has been submitted to the Com­
mission for actioll has been granted the desired approvals and exemptions by 
reasonable application of the present statute a11d the established standards and 
policie~ thereunder.ll 

The reference was to Yamkee Atomic Electric 00. 12 wherein we per­
mitted, under the prcsent statutory standards, joint participation 
by a large group of lltilit,y companies in atomic react.or developmcnt 
on a regional basis. 

The Commission recognized, of course, that where a reactor project 
was sponsored in part by industrinl companies nnd in, part hy utility 
companies remote geographicnlly from the reactor site,' the appronch 
of Yankee Atomic Electric 00. would not be avitilable. In such a 
situation the Commission believed that, although the substantive effect 
of exemption would be consistent with the principles of the Act, the 
exeniption should be available only on Commission order, and it should 
be terminable upon expiration of the research and development phase 
of the project. 

Secondly, the Commission c!),lled attention to two other important 
aspects of the' proposed legislation. Since Power Reactor Develop­
ment Co. is a nonprofit corporatioll whose approximately 25 sponsors 
hold 1 membership apiece, with 1 vote, instead of stock, no one cOlil­
pany will have 10 percent or more of its voting securiti~s, as required 
to qualify as a prima facie holding compfllly under section 2 (a) (7) 
(A) of the Act,. Accordingly, no member company can be a holding 
company with regard to Power Heactor unless the Commission first 
finds actual control or controlling il,dluence after a formal proceeding 
with full opportunity for hem'ing and judicial review. It also ap­
peared that the Commission could declare, by rule or order, that n 
eompany'Iilw Power Reactor is not an electric utility compnny, pur­
suant to the last sentence of section 2 (n) (3) of the Act. The Com­
mission proceeded to draft such 'a rule and published it for public 
commenton June 15,1956.13 After studying the comments submitted 
and incorporating several of their suggestions in a revised version, the 
rule was itdopted as an amendment to rule U-7 on July 13, 1950. 14 

Despite this demonstration of what could be achieved under the 
present Act in f~·thering the development of nuclear energy projects 
for peaceful purposes, the Detroit E,disOIl group. persisted in the 
view that its rene tor project was feasible on:1y if the sponsors had 

11 Hearings on S. 2643 before a SUbColllllllttee of the Senute Comnllttce on Interstate Ilnd Foreign Com, 
merce, Apn117, 1956, fl.-15. 

"Holding Company Act Release No. 13048, Novcmber 25, 1955. 
" Holding Company Act Release No. 13200. 
II Holdmg Company Act Release No. 13221. For a deSCrIption of amended rule U-7 see p. 166, infra. 
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an eXpress exemption from the Act which was not based upon Com­
mission action or discretion. The revised, or substitute, bill, how~ 
ever,_as ultimately' approved by the Senate Committee on Interstate 
~nd Foreign Commerce and the Joint Committee on Atomic Energy, 
did limit the exemption to a nonprofit corporation and provided for 
termination of the exemption upon a finding by the Atomic Energy 
Commission that the project was no longer primarily devoted to 
research and development. 15 Although the Commission still believes 
that such legislation is unnecessary, it did not object to its ,adoption 
in the revised' form. As noted above, however, the proposed legis­
lation failed. 

In addition to testifying twice on this matter before Senator 
Pastore's subcommittee, and submitting tIn'ee written statements, 
the Commission also appeared before the Subcommittee on Public 
Works of the House Committee on Appropriations, to explain its 
vie\vs on the proposed legislation. The Chairman, the General 
Counsel, and the Director of the Division of Corporate Regulation 
appeared on behalf of the Commission. 

The Commission believes that its opposition to section 5 of S. 2643 
in its original form was instrumental in dissuading the Congress from 
what would have been the first serious encroachment upon the prin­
ciples and policies embodied in the Public Utility Holding Company 
Act. 16 We believe that these principles and policies, established by 
the Congress and administered by the Commission, have been of 
vital influence in the rehabilitation of the financial condition of large 
segments of the electric and gas utility industry, thus permitting 
them to obtain from the investing-public the large anlounts of new 
capital needed for their huge expansion programs. We believe that 
these principles and policies have been beneficial to investors, con­
sumers and the public, and have also served to enhance the effective­
ness of the state regulatory agencies. We believe the Congress should 

"be slow to permit departure from these principles and policies and 
we are certain, so far as any privately sponsored nuclear reactor 
project that has as yet been brought to our attention, that they do 
not interfere with the development of nuclear energy for peaceful 
putposes. Rather, we believe that the Commission has made a 
significant contribution, consistent with the policies of the. Congress 
expressed both in the Atomic Energy Acts and the Public Utility 
Holding Company Act, to the development of nuclear power for 
peaceful purposes .in our Yankee Atomic Electric Co. decision and in 
our amendment to rwe U-7. 

10 s. Rpt.·2529 to accompany S. 26-13, and H. Rpt. 2694 to accompany H. R. 9743. 
"The Act has never been amended, although the enactment of H. R. 10624, discussed below, is In 

substance an amendment. 
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Exemption for General Public Utilities Corp. 

H. R. 10624, introduced by Representative Arthur G. Klein, chair­
man of the Subcommittee on Commerce and Finance of the Com­
mittee' on Interstate and Foreign Commerce of the House of Repre­
sentatives provided that no law of the United States shall be held to 
require the General Public Utilities Corp., a holding company regis­
tered under the Public Utility Holding Company Act of 1935, to 
divest itself of any interest in the Manila Electric Co., a company 
engaged in the production and distribution of electricity in the 
Republic of the Philippines. The purpose of the bill was to exempt 
these companies from section 11 (b) (1) of the Holding Company 
Act, which requires that. each public utility holding company system 
be geographically integrated. The Philippine Government had ex­
pressed apprehension that less favorable management might result 
from divestment of control of the Manila Electric Co. by the General 
Public Utilities Corp. and had expressed an interest in a tentative 
suggcstion of GPU for the construction of a nuclear power generating 
plant in the Philippines by the American Company. 

In its memorandum on the bill,17 the Commission stated: 

The Commission opposes enactment of H. R. 10624 because it 'will permit 
General Public Utilities Corp. (GPU) to retain its Philippine subsidiaries in 
addition to its integrated domestic electric utility system. This would be 
inconsistent with the principles stated by the Congress in the Public Utility 
Holding Company Act of 1935 and the Commission has not been presented with 
any considerations which would justify departing froll1 those principles in this 
particular situation. It is the Conmlissioll'S opinion that the reasonable needs 
of all persons and interests concerned can he well served by divestment from 
GPU of its Philippine properties in an appropriaie manner. 

We summarized the history of GPU with respect to its Philippine 
subsidiaries.. Our original order of divestment was entered against 
the bankruptcy trustees of GPU's predecessors, Associated Gas & 
Electric Corp. and Associated Gas & Electric Co.; in 1942 as a result 
of the section 11 (b) (1) proceedings commenced the previous year. 18 

Later, in 1945, the two Philippine stibsidiaries were removed from the 
list of companies to be divested because of the extensive war damage 
to the physical properties and the urgent need for rehabilitation. 19 

In 1951 the Commission reopened the proceedings and reinstated the 
divestment order.20 Under the provisions of section 11 (e) of the 
Act, GPU was required to comply with the divestment order within 
1 year from December 28, 1951, but it had not done so. 

17 House Rpt. 2477, to accompany H. R. 10624, dated June 26, 1956, p. 6. See also S. Rpt. 2787, to accom-' 
pany H. R. 10624, dated July 25, 1956, submitted by the Senate Committee on Interstate and Foreign _ 
Commerce. S. 4048 was ideutical to H. H. 10624, and we filed a Memorandum on It dated July 9, 1956. 
S. 4048 was introduced on June 13, 1956, by Senator Smith of New Jersey. 

18 Denis J. Driscoll and Willard L. Thorp, etc., 11 S. E. C. 1115; 11 S. E. C. 1123 (1942). 
" Denis J. Driscoll and Willard L. Thorp, etc., 18 S. E. C. 283 (1945). 
,. General Puhlic Utilities Corp., Holding Company Act release No. 10982 (Dec. 28, 1951). 
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Our memorandum also traeed the legislative history and purpose of 
section 11 (b) (1) and its effeet on foreign properties .. We concluded 
that the Act em'Qodied a deliberate policy against combining domestic 
and noncontiguous foreign utility properties in a single holding com­
pany system. This policy was based upon the disruptive effect that 
foreign properties have on the market performance of the system's 
publicly held securities and the diversionary effect upon management 
of having foreign as well as domestic commitments and responsibilities. 
We stated that GPU had financed the rehabilitation of the Philippine 
properties from retained earnings and borrowings in the Philippines 
and in recent years had been able to take up substantial profits. On 
the other hand, if GPU did advance its own funds to the Philippines 
it would to a degree be causing its domestic customers to holp finance 
Philippine developillenL This appeared to demonstmte, the wisdom 
of Congress in 1935 in prohihiting such combinations o~ properties. 

In response to certain fears expressed by GPU's management, the 
Commission pointed out that the divestment could be accomplished 
by the creation of a new corporation to hold the stock of the Philippine 
subsidiaries and whose stock would be distributed to GPU's stock­
holders. This device would give GPU's stockholders the protection 
of domestic supervisory management, would do much to assure con­
tinued responsible management, and- would provide an American 
entity for assistance in obtaining financial a.nd technical assistance. 
The Commission a.cknowledged, however, that whatever significance 
this matter had for United States foreign rela.tions was within the 
special competence of other Government depa.rtments and agencies. 
Nevertheless it believed that divestment could he achieved in a manner 
which would protect sueh interests. 

The Department of State advised the subcommiUee that in the 
opinion of the Philippine Government a ne,,, holding eompany similar 
to the one suggested by the Commission would not have sufficient 
credit or technica.l expertness, that GPU's background, experience, 
and knowledge of the Philippines might be lost, a.nd that divestment 
might canse aba.ndonmcnt of GPU's tentative plans for a nuclear 
power projec!,> in the Philippines. The committee therefore con-
cluded: . 

While the Commission has suggested that these objectiyes which are without 
the competence of its jursidiction, as "'ell as the purposes of the Utility Act, 
might be met by the stock of Manila being transferred to a newly created American 
holding company, and the stock of that company in turn distributed to the stock­
holders of General Public Utilities, we do not find on the record that this wiII 
assure to the degree of satisfaction necessary, the attail)mellt of the objectiyes of 
rendering the maximum firancial and managerial assistance possible to this 
highly important utility. ill the Philippines, with which country we have been 
and are bound with such ties of friendship and amity and which appears to favor 
continued ownership of the Manila Electric Co. by the General Public Utilities 
Corp. . 
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The committee is opposed to legislation which would amend the Public Utilify 
Holding Company Act of 1935 and which would be construed as -a precedent: for 
opep.ing up that act to exceptions in other situations. The committee believes 
that-enactment of H. R. 10624 is desirable under the special circumstances which 
prevail in this particular sit;ation and the committee, accordingly, re.commends 
eariy action on this legislation.21 

,: The Senate committf:)e, while stating that it did not desire to create. 
a precedent _ for legislation exempting particular holding companies 
from provisions of the Act, Hoted that GPU was now the only inte­
grated domestic system with a separate foreign subsidiary, and_ 
concurred in the views of the House committee.22 The bill became 
law on A!lgust 9, 1956.23 

Other Legislative Proposals 

- A stibsta~tial amount of time of the Commission w~s also devoted to 
matters,pertaining to legislative proposal~ referred to the Commission 
for comment. and to congressional inquiries. During fiscal year 1956, 
19 legislative proposals were analyzed and reports submitted on them _ 
to the appropriate congressional committees at their request, as com­
pared with ten in the prior fiscal year. In addition, numerous con­
gressional inquiries were received and answered relating to matters 
other than specific legislative proposals. . - . 
Congr"essional Hearings 

Senate Special Subcommittee on Antitrust and Monopoly of the Com-
mittee 011 thc Judiciary . 

In JUly and November, 1955, the Chairman and' other mem­
bers of the Commission and various members of the staff testified 
before the Special Subcommittee on Antitrust and Monopoly of the 
Senate Judiciary Committee concerning the Commission's actions 
under the Public Utility Holding Company Act of 1935 with respect 
to the Atomic Energy Commission's power contract with the Missis­
sippi Valley Generating Co. (the "Dixon-Yates" contract).24 In 
December of 1955 Ralph -H: Demmler, former Chairman of tile 
Commission, also testifJed before the special subcommittee. During 
the hearings the Commission also made fully available to the sub­
committee' all of the Commission's files requested by the subcom­
mittee regarding this matter.25 

'1'he Commission had no concern with governmental policy decisions 
involved or the negotiation of this contract. Its sole statutory juris­
di'ction was under the Public Utility Holding Company Act to deter­
mine whether financings by the holding company systems involved con-

21 H. Rpt. 2477, to accompany H. R. 10624, dated Junc 26, 1956, pp. 4-5. 
OJ S. Rpt. 2787, to accompany H. R. 10724, dated July 25, 1956, p. 8. 
23 Private Law 893 (84th Cong., 2d sess.). . 
" For a discussion 01 tho CommisSion's proceedings in this matter, see pt. VI, p. 138. 
" See hearings belore the Subcommittee on the Judiciary, U. S. Senate, 84th Cong., 1st sess., pursuant to 

S. Res. 61 on Power Policy, Dixon·Yates Contract, pt. I, pp. 32&-373, 377-431, 624-674. Pt. 2, pp. 732-771, 
778-838,1075-1097,126(}-1293. 
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formed to the standards set forth in the Act. In this connection, alle­
gations were made that the Commission had prejudged this matter 
because prehearing conferences had been' held with other interested' 
governmental agencies and the companies which were parties to the 
co·ntract.· As was explained to the subcommittee these conferences 
were in-accord with long-established and publicized procedures of the 
Commission 26 which have been recognized as a desirable part of the 
administrative process. Thus, in a motion filed during the Commis­
sion proceedings, counsel for the State of Tennessee,' et aI. 'stated: 

The parties making this motion in no way suggest that any impropriety would 
attach to such informal discussions on the part of the Securities and Exchange 
Commission and its staff, if such informal discussions have taken place. Indeed, 
the published procedures of the Securities and Exchange Commission expressly 
make provision for informal advice and assistance (17.0. F. R. §§.202.1-202.3), 
and it is recognized that this is a desirable part of the administrative process. 
Moreover, in past decisions the Securities and Exchange Commission has re­
ferred with approval to the helpful practice of its staff iri making itself available 
for informal conferences at the instance of interested persons. See The United 
Corporation, Holding Company Act Release No. 10614 (1951), pp. 54-55, and 
cases cited. 

The Commission representatives also pointed out to the 'committee 
that similar conferences were had with the Atomic Energy Commission 
and others in 1952 in connection with the Ohio Valley Electric Co. 
proceeding, which raised questions under the Public Utility Holding 
Company Act similar to those involved in the Mississippi' Valley 
Generating Co. case. Similar conferences were held in 'the Electric 
Energy, Inc. matter, which included similar questions. 

The f~ct that prehearing conferences are held for the purpose of 
explaining standards which must be met under the Act in no way alters 
the fact that the Commission ultimately decides cases solely on the 
record developed in public hearings. This fact was madecIear by the 
testimony of the Chairman of the Commission and staff members who 
appeared before the subcommittee and by co~temporaneous memo­
randa submitted to the subcommittee covering the conferences in­
v<;>lved. These memoranda stated that it was impossible to' state 
what the Comll}ission's position' would be with respect to various. 
questions involved until the Commission had acted after a hearing in 
its quasi-judicial capacity. 

The subcommittee also questioned tp.e Commission's sitting en banc 
in the equity financing proceedings. As the committee was informed, 
the Atomic Energy Commission's power contract with the Mississippi 
Valley Generating Co. contained a deadline date of February 15, 1955, 

10 See 17 CFR 202.2-202.3. See also Report of the Attorney General's Committee on AdmlnJstrative 
Procedure, 77th Cong., 1st sess., Doc. 10 (relating to procedure before the S. E, C.), pt. 13 (1941). 
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and failure of the Commission promptly to process the application 
under the Public Utility Holding Company Act might have deprived 
the parties of their rights to a timely legal determination' under the 
statute. Accordingly, the decision to sit en bane was made in an effort 
to provide the parties with an expeditious statutory hearing. 

The Commission from the very inception of its administration under 
the Public Utility Holding Company Act recognized the importance of 
speed in disposing of financing applications brouglit before it. As the 
Comlllission pointed out in July 1945 in its comments to the Congress 
on the then pending Administrative Procedure Act: 

It should be emphasized that time is frequently of the essence in dealing with the 
financial transactions which are subject to the licensing jurisdiction of the Com­
mission under the Holding Company Act and, as pointed out in the appendix, 
it may not always be possible to distinguish or to separate licensing from non­
licensing proceedings. * * * The need for speed in the typical cases under the 
Holding Company Act, such as security issues, acquisitions and sale of properties, 
declarations of dividends and the like is inherent in the nature of the transactions 
involved and the risk of changing conditions in the market. It is necessary to 
meet the needs of the parties before tlie Commission, not to satisfy any. predilec­
tion of the Commission for hasty decision. In most of such cases delay would be 
equivalent to a denial of the agency clearance sought. 

En bane hearings by the Commission also were specifically contem­
plated by the Congress. Both the Holding Comp.any Act, section 19, 
and the Administrative Procedure Act, section 7 (a), make provision 
for full Commission hearings.27 

The subcommittee also inquired into the reasons for the Commis­
sion's ordering a 3-day adjournment of the then pending Mississippi 
Valley Generating Co. debt-financing proceedings. As made clear by 
the testimony of the Chairman (given on the basis of an opinion of the 
Attorney General as to the propriety of his testifying about the request 
of the Assistant to the President for the adjournment)278 in granting 
the temporary adjournment the Commission,acted solely in an effort to 
provide the United States Government with a reasonable opportunity 
to consult with its counsel. ' 

House' Special Subcommittee 'on Government Information of the 
Committee on Government Operations i 

In September 1955 the Commission submitted to the Special Sub­
committee on Government Information of the House Committee on 
Government Operations its detailed answers to a questionnaire relating 
to the availability .of information in the Commission's files to the 
public, the press and the Congress. The Commission's response to 
the questionnaire, along with the responses of other agencies, was 

tl For other cases in which the Commission recently has sat en bane see Securitie8 Natirmal Corporation, 
Securities Exchange Act release No. 4866, May 29, 1933, and Kaye, Real & Co., Securities Exchange Act 
release No. 5033, April 30, 1954. 

tl. Reprinted at pp. 378-379 of hearings before the Subcommittee on the Judiciary,-U. S. Senate, 84th 
Cong., 1st Sess .. pursuant to S. Res. 61 on Power Policy, Dixon·Yates Contract, Pt. 1. 
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pUblished by this subcommittee 011' November' 1, 1955. Thereafter, 
the Commission submitted supplemental material to the subcommittee 
from time to time, and the Chairman, other members of the Commis­
sion and staff members appeared and testified at its 'hearings on J an­
uary 31, ·1956. The Commission's generl,Ll counsel also participated 
in a pancl discussion held by the subcommittee in June 1956 on legal 
questions ~'aised by the subcommittee in connection ,,;ith the avail­
ability of such information. 

The Commission advised the subcommittee that the statutes it ad­
ministers are concerned largely with makii1g information available to 
the public. The great bulk of the information on file with the Com­
mission is public information. In addition, there is a limited .amount 
of information which cannot be made generally available for the public. 
This includes information in the Commission's files which Congress 
specifically provided should be kept confidential where disclosures 
would be contrary to the public interest, as in the case of trade secrets 
and similar materiaJ.28 The remaining nonpublic categories of informa­
tion in the Commission's files consist primarily of two kinds: (1) the 
files of internal Commission documents and memoranda and corre­
spondence, and (2) the Commission'.s investigation files developed as 
!1 result of information received by the Commission indicating :viola­
tions of the statutes administered and enforced by the. Commission: 
In the latter respect, the Commission's enforcement functions are thq 
same as those performed by the other Federal law enforccmcn.t agencies 
in their respective ficlds, such as the Intelligence Unit of the Treasury 
Department and the 'Fedcral Bureau of Investigation of thc Depart­
ment of Justice, and the courts have equated the Commission's en­
forcement functions to, those performed by a grand jury, which are 
not open to the public. . 

Even with. respect to information which is not generally available 
to the public, the Commission carefully considers every request there­
for and, to the extent compatible with the public inte~est and the 
performance of the highly important enforcement functions entrusted 
to the Commission, makes every effort to make available all the 
information that it possibly can. In those' instances where full public 
disclosure would be inappropriate, the Commission nevertheless gen­
erally makes this information available to congressional committees 
to ,the fullest extent possible consistent with the statutory duties 
imposed upon it by the statutes it administ~lrs and appropriate safe­
guards by the Congressional Committees to assure against the harm 
to the publie interest from general public release of such information. 
One of the basic purposes of the privacy of this data is to provide 

'8 See, for example, schedule A, clause (30) of the Securities Act of 1933; sec. 24 (b) or the Securities Exchange 
Act or 1934; sec. 22 or the Public Utility IIoldlng Company Act or 1935. 
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against cxposllre to the public of persons entirely innocent of wrong­
doing. 

All of the Coinmi;sion's releases cov~ring its decisions, rule making 
activities, and other matters are currently sent to the Senate Com­
mittee on Banking and Currency and the House Committee on Inter­
state and Foreign Commerce, the committees having jurisdiction \vith 
respect to the statutes administered by the Commission under the 
Legislative Reorganization Act of 1946. The Commission's published 
statistical reports on plant and equipment, savings, securities offerings, 
and working capital, together with related information are supplied 
to the Joint Committee on the Economic Report. The Quarterly 
Financial Report for Manufacturing Corporations, published jointly 
with the Federal Trade Commission,. is supplied to the Joint 
Committee on Taxation. Much other information is supplied from 
time to time to Congressional Committees. 

As the Commission advised the subcommittee, it attempts to 
cooperate in every way with the. press and general public to make 
information 'conveniently available. The Commissioners and the 
Commission's Secretary, who serves also as public information officer, 
are available for discussion with the press in 'Washington, D. C., at 
all times. In' addition to answering inquiries about all phases of the 
Commission's activities, the Commission's Secretary prepares daily, 
for the information of the press and the public, announcements of 
Commission action, 'a daily digest or summary of all important Com­
mission decisions, orders, and regulations and of all financing proposals 
filed with the Commission; and his office prepares a "gist" of Com­
mission decisiolls and orders (releases) which are distributed to its 
mailing lists. The members of the Commission and our regional ad­
ministrators frequently hold conferences with the press in cities away 
from Washington in order to keep the public throughout the country 
advIsed of the Commission's activities. In all, hundreds of press con­
tacts are had by Commission personnel in the course of a year and we 
consider this a vital part of our program of information and protection 
for the investing public. 

The Chairman, the Director of the Division of Corporation Finance, 
the General Counsel and other members of the Commission and 
staff members also testified before the subcommittee with regard 
to questions whieh had been raised concerning the Commission's 
proxy rules. and the assertion that the. Commission's processing 
of proxy soliciting material in the form of speeches, press releases, 
newspaper advertisements, and radio and television scripts consti­
tuted an infringement upon the constitutional guarantees of freedom 
of speech and press. It was made clear to the subcommittee that 
the purpose of these rules is to make information available to security 
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holders in reliable form so that they may make an informed judg­
ment in exercising their voting rights in corp9rate matters. The 
Commission also submitted to the committee various statements 
which it had received from the press endorsing the purpose and 
operation of proxy rules, including expressions of approval by respon­
sible press representatives of the revision which provided that press 
releases, prepared radio and television broadcasts and speeches need 
not be filed with the Commission prior to their use, although they 
remain subject to the requirement that they must not be misleading. 

The Commission pointed out that its proxy regulations were wholly 
in accord with jts statutory powers and responsibilities and Congres­
sional policy and that this position was fully sustained during the 
past year by the Court of Appeals for the Second Circuit in S. E. o. 
v. May et al., 229 F. 2d 123 (1956). In this landmark case, the 
Court, in affirming the judgment of the District Court,29 squarely 
rejected the contention that the proxy regulations were unconstitu­
tional and also rejected the argument "that stockholder disputes 
should be viewed in the eyes of the law just as are political contests, 
-with each side free to hurl charges with comparative unrestraint, the 
assumption being that the opposing side is then at liberty to refute 
and thus effectively deflate the 'campaign oratory' of its adversary." 
The Court stressed that· this "was not the policy of Congress as 
enacted in the Securities Exchange Act * * * (and that) Congress 
has clearly entrusted to the Commission the duty of protectIng the' 
investing public against misleading statements made in the course of 
a struggle for corporate control." 30 

The subcommittee inquired into the Commission's handling of 
classified information and its 'use of the term "confidential" as a 
restriction on the disclosure of information. Executive Order 10501, 
issued Nov. 5, 1953, 3CFR 115 (1953), withdrew the Commission's power 
to classify information and limited the use of the terms "confidential," 
"secret," and "top secret." On September 8, 1955, the Commission, 
pursuant to this Executive order, amended its rule 171 under the 
Securities Act of 1933, rule X-24B-2 under the Securities Exchange 
Act of 1934, and rule V-105 under the Public Utility Holding Company 
Act of 1935, to provide that confidential information should no longer 
be filed with it. It also amended various rules so that the term 
"confidential" would no longer be used, without qualification, as a 
designation of nondefense information.31 The Commission bas pro­
vided administratively for the use of the term "nonpublic," or other 
appropriate terms, on investigation and other files that are not 

,D S. E. c. v. May et al., 134 F. Supp. 247 (S. D. N. Y. 1955). 
30 For a further discussion of the Commission's proxy rules, see pt. III, p. 33. 
11 Securities Act Release No. 3573. 
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available to the general public, but which nevertheless do not contain 
classified defense information. 

Senate Subeonnnittee on Welfare and P~nsion Funds of the Com.mittee on 
Labor and Public Welfare 

On July 20, 1955, at the request of the. Subcommittee on Welfare 
and Pension Funds of the Senate Committee on Labor and Public 
Welfare, Commissioner A. Jackson Goodwin, Jr., and members of the 
Staff appeared on behalf of the Commission before 'the subcommittee 
to testify in connection with the subcommittee's investigation of 
welfare and pension plans.32 

The testimony given by the Commission member and staff covered 
the survey of pension' plans then being made by the Commission, the 
registration experience which the Commission had with certain pension 

, plans under the Securities Act of 1933, an explanation of the Com­
mission's securities registration procedures, and a comparison between 
the operation of a pension fund and an investment company re~stered 
with the Commission under the Investment Company Act of 1940. 

After this testimony was given, the Commission's survey of pension 
funds operated by companies registered with the Commission was 
completed.33 The survey, which covered about 2,000 self-operated 
pension funds, was based upon questionnaires distributed to the com­
panies involved. The subcommittee was particularly concerned,with 
the extent to which self-operated funds were invested in the company's 
own stock. 

It was pointed out to the subcommittee that the Commission has' 
had registration experience over the past several years with some 
pension plans. These plans, which usually involve either a stock 
purchase plan or a stock option plan, are registered pursuant to· the 
Securities Act of 1933. 

The Subcommittee on Welfare and Pension Funds prepared and 
filed a final report to the Congress in which the subcommittee recom­
mended the adoption of legislation to bring about the correction of 
abuses which it had uncovered among welfare and pension funds.34 

The subcommittee further recommended that the Securities and 
Exchange Commission be designated as the governmental agency to 
administer the proposed legislation. 

The final report states, at page 75: 
The Securities and Exchange Commission is the only Government age'ncy with 

a long period of successful administration of disclosure statutes. It is an inde-

II Hearings before the Subcommittee en Welfare and Pension Funds of the Committee on Lubor and 
Public Welfare, U. S. Senate, 84th Cong" 1st sess., pt. 3, pp. 94(}--951, inclusive. 

33 See Statistical Series Release No. 1335, October 12, 1955. 
" Final Report of Senate Committee on Labor and Public Welfare submitted by its Subcommittee on 

Welfare and Pension Funds, 84th Cong., 2d sess., Report No. 1734. 
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pendent agency. Its existing tested administrative. machinery is pat:ticularly 
adapted to the area of aaministration of disclosure, fact-finding; detecting frauds, 
and irregularities in complicated financial operations. 'It' is a relatively' s'mall 
agency, ,but has a core of 500 or 600 trained analysts, lawyers, and investigators 
of long experience in complicated financial analysis and investigation. It h'as 
nine regional offices and several branch offices throughout the country .. 

It has some degree of familiarity with welfare and pension plans, as many com­
panies must file these plans incident to registration statements and proxy co'ntests. 
It has recently made a survey of financial holdings of pension trusts: 

The agency h~s contributed over .the past 20 yea~s to'raisi~g accou~ting stan,d­
ards and practices and' making registered accountants more responsible in the 
performance of audits. Its 'experience in this area' would' i:>ear directly on: any 
responsibilities charged to it under a disclosure statute: ' 

* * * * * *' *" 
For the present the sUbcommittee is inclined to favor the Securities and E;x-

change Commission as the agency. to administer such an act because of its past . 
experience and i~s organizatior{al setup. .,' ,. ,. " ;'.: 

Senator Paul Douglas, chairman of the subcommitt~e, introduced 
S. 3873 jn the Senate on May 17, 1956. This bill, which is 'called the 
Welfare and Pension Plans Disclosure Act, provided for the Sec\lrities 
and Exchange Commission to administer the statute.' The Congress 
adjourned ,without taking any action on this bill. . 

, , 



PART HI 
. . 

REVISIONS OF RULES AND FORMS 

During 1956, as in the two preceding years, great effort was devoted 
to the Commission's program of revising its rules. and forms to keep 
abreast of constantly changing techniques and conditions in the 
dynamic securities markets. ..This is part of an over all program of 
rule and form revisions undertaken bY,the Comnlission in 1953.1 

Now, for the first time, the Commission's promulgated changes in its 
Forms S-l, 10, 8-B, 8-C, and Regulation X-14, have coordinated and 
~ade uniform, so far as possible, the information required in the basic 
registration forms for new issues under the Securities Act and for issues 
to be listed and traded on national securities exchanges under the 
Exchange Act, and for proxy statements under the Exchange Act. 
The 0 bj ect of this program has been the simplification' of forms to 
eliminate duplicate filings arising under different provisions of the 
Federal securities laws, and relieve persons subject to these laws of 
'unnecessary burdens and costs without the sacrifice of any safeguards 
necessary for the protection of investors. 

Soon after the conelusion of the fiscal ye(1~ on June 30, 1956, the 
Commission has undertaken t.o bring up to date additional forms used 
for registration under thc Securities Act of" 1933. Such p.l'oposals 
include the revision of Form 8-4 used by closed-end management 
investment companies; 2 Form 8-3 used by certain exploratory mining 
companies and incorporation of Form S-ll therein which is also pre­
scribed for mining companies in the development stage; 3 and Form S-6 
used by unit investment trusts ~urrently issuing securities including 
periodic payment plan certificates. The Commission also has adopted 
a summary prospectus rule which could be used by registrants using 
Forms S-l and S-9. 4 Because of the legal and technica.l complexities 
of the subject matter, this program has engaged a large amount of 
the time of the commissioners and its senior professional staff. Many 
of these revisions are outlined below. Others, which are of primary 
interest to special grollps, sllch as brokers and dealers and public 
utility holding compai1ies, arc described in the parts of this report 
dealing with the regulation of the activities of such persons and 
companies. 

I 20th Annual Report, Securities and Exchange Commission, p. 9. 
2 Securities Act Release No. 3667, August 2,1956. 
3 Securities Act Release No. 3668, Augnst 3,1956 . 
• Securities Act Release No. 3722, Novcmber 23, 1956. 

406617-57--4 27 



28 SECURITIES AND EXCHANGE COMMISSiON 

THE SMALL ISSUES EXEMPTION-NEW ISSUES OF $300,000 OR LESS 

The special concern of the Securities and Exchange. Commission 
with small business is in the area of public financing. Under. the 
Securities Act any company which desires to raise capital by means 
of a public offering of its securities where the mails or instruments 
of interstate commerce are to be used must register the securities 
with the Securities and Exchange Commission unless a specific 
exemption from registration is available. Certain specific exemptions 
are provided by sections 3 (a) and 4 of the Act. In addition, section 
3 (b) of the Act provides' that the Commission may from time to 
time by its rules and regulations, and subject to such terms and 
conditions as may be prescribed, add to the classes of securities 
exempted in section 3 (a) of the Act (such as securities issued by the 
United States or other governmental organizations, commercial paper, 
building and loan association obligations; securities the issuance of 
which is subject to approval under the Interstate Commerce Act, 
and certain other specifically exempted classes), any class of securities 
if the Commission finds that enforcement of the registration provisions 
of the Act with respect to such securities ,"is not necessary in the public 
interest and for the protection of investors by reason of the small 
amount involved or the limited character of the public offering," 
provided no issue shall be exempted the aggregate offering price of 
which exceeds $300,000. 

The most important regulation adopted by the Commission speci­
fying the terms and conditions on which such exemption from regis­
tration would be available is called regulation A. On July 23, 1956, 
this exemptive regulation was substantially revised by the Commission 
to increase the legal protection it affords the investing public and 
make it clear and simple for companies to qualify under it. 

The problem presented to the Commission in promulgating a 
workable regulation spelling out the terms and conditions upon which 
an exemption from registration is available for small issues of securities 
is twofold. First, it is important not to place such burdensome re­
quirements upon small business as to discourage the raising of a limited 

_ amount of capital. On the other hand, the statute places the re­
sponsibility upon the Commission to protect the public from mis­
representation and fraud in the offer and sale of securities. . 

A number of changes effected by the revision are as follows. 
1. The revised regulation as adopted on July 23, 1956, provides 

that Canadian issues, formerly exempted under a separate regulation, 
regulation D, are now treated the same as domestic issues insofar 
as the terms and conditions for the exemption are concerned, except 
that Canadian issues of companies without a net earnings record now 
have to be qualified for offering in the Canadian Province in which 
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the company has its principal place of business. This provision has 
the effect of consolidating the old regulation D with the new regula­
tion A and adds to the public investors' protection by requiring the 
Canadian promotional issuer to meet the st'andards of the applicable' 
Provincial securities lj1ws. 

2: The Commission is vitally concerned with the problems pre­
sented by promotional companies in offering securities to the public. 
It has found that certain underwriters and promoters appear to be 
the organizing force behind many new issuers and the new revision 
was designed to eliminate this condition. Previously, no exemption 
was available if any of the directors, officers, affiliates, predecessors, 
promoters, or principal underwriters of the issuer had been convicted 
within 5 years previously of a crime involving securities transactions 
or had been enjoined in connection with securities transactions. 
Under the revised regulation, the exemption is not available if any 
such conviction within the previous 10 years or injunction exists as 
to any underWriter of the issuer or any partner, director or officer 
of such underwriter. In addition, the exemption is not now avail­
able if the Commission, a national securities dealers association, 
or a national securities exchange has issued a disciplinary order 
against any underwriter of the issuer or any partner, director or 
officer of any such underwriter. Furthermore, no exemption is now 
available if any underwriter of the issuer, or any partner, officer 
or director of such underwriter was the underwriter of any other 
issue which is the subject of a pending suspeasion order proceeding 
or is the subject of an outstanding suspension order issued by the' 
Commission within the past 5 years. 

3. Another problem the present revision seeks to correct is the 
threat of the "bail-out" by the promoters and insiders of their securi­
ties holdings. Regulation A as revised now provides that offerings 
by companies newly organized and those without a net income for 
at least one of the last two fiscal years are subject to special require­
ments insofar as the exemption is concerned. Only the issuer itself 
in such a case may use the exemption, which means that an offering 
by a security holder of his own securities in such a company cannot 
be made under the regulation. An offering circular must be used 
by such a company even· if the amount of the offering is less than 
$50,000, whereas other issuers need not use an offering circ~ar for 
any. offering· below that amount. In computing the maximum 
amount of $300,000 under the exemption, such a company has to 
include all securities previously issued for assets or services and all 

_ securities issued or proposed to be issued to directors, officers, pro­
moters, or underwriters unless such securities are effectively kept off 
the market, by escrow or otherwise, for 1 year after the commence­
ment of the offering under the regulation. 
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4. The notification, to be filed by an issuer on Form I-A with the 
appropriate regional office of the Conlmission was revised to require 
certain additional,information which will assist the Commission staff' 
in its determination as to the availability of the exemption and in its 
review of the offering cil'cular for the detection of false and misleading 
statements, In addition to the previously required filing of 'any 
underwriting contract and the consent of the underwriters to be 
named in the offering circular, there arc now: required to be filed 3;S 

exhibits copies of the instrument describing the rights of holders of the 
securities being offered and consents by engineers, geologists, ap-' 
praisers, accountants, and other experts to be named in the notifica­
tion or offering circular where l'eferenee to them as experts or to their 
opinions is made. 

5. The exemptive regulation includes a guide (schedule I of Form 
I-A) to a company in the preparation of an offering circular, and limits 
'the information required to be set forth in an offering circular to what., 
may be called "bare bones" facts concerning the company and the 
securities to be offered. Thus t.he offering price per share to the 

,public, underwriting commissions and proceeds to tbe company are 
to be set forth on the outside front cover page. A brief description 
is required of the proposed manner of distributton, whether by or 
t,hrough underwriters or otherwise. The purposes for which the 
proceeds will be used must be stated. The sign,ificant terms of the 
securities including dividend rights in the case of equity securities and 
interest rate in the case of debt securities are to be set forth. A 
brief- description of the business or proposed business to be done and 
the names and addresses of directors and officers and any persons 
controlling the issuer must be given; so must the aggregate remunera­
tion paid or to, be paid to directors and officers as a group, annual 
remuneration of the three highest paid officers and the interest of all 
such persons in material transactions with the- company. Options 
or warrants outstanding or proposed to be granted to purchase 
securities of the issuer must be revealed. Appropriate financial 
statements are ealled for but at the present time these statements 
need not be certified by independent public accountants. ,All of the 
information required in the notification and offering circular is readily 
available to the company desiring touse the regulation. 

Rule 256 (c) f1:lrther specifies that ill no event shall an offering 
circular be used if it is false and misleading undm' the circumstances 
then exis ting. 

Although most businesses will find it expedient to employ 8:n 
attorney to prepare the filing, the instructions arc sufficiently explicit 
that many small enterprises can prepare their own filing without the 
employment of counsel. These more complete instructions in large 
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measure set forth the administrative practice of the Commission in 
reviewing filings under the preyious regulations. 

6. Unless the ofl'ering terminates sooner, thq offering circular now 
has to be revised eyery 9 months except that offering circulars for 
employee purchase plans must be revised eyery ] 2 months. 

7. A report of sales .Oll Form 2-A HOW mllst be made within 30 
days after the end of each 6-month period following the date of the 
original offering circular until the offering has been terminated. 
Formerly, such report was due on a date computed with reference to 
the cOllunenc,ement of the offering which date was not known in ad­
vance to the Commission s[,a11'. Form 2-A has been revised to call for 
additional information whieh will assist the Commission staff in its 
enforcement of th~ regulation and supply i,~formation as to use of the 
proceeds for the public investor. 

8. There was added as a ground for suspension of the exemption 
any ffiilUl"e hy t,llC issue!' or any of its promoters, officers, directors' or 
underwriters, t.o cooperate in any investigation by the Commission 
of an offering under the regulat.ion.5 

Proposcd Further Anlcndnlcnt of I{cgulalion 

The Commission also nnnoulleed, its belief t,hat further considera­
tion should be given t.o revisiQns whieh would make t.he exemption 
available only to issllers and offerings meeting specified standards 
ba'sed either upon a record of net earnings on the pa,rt of the issuer or 
upon a limitation of the number of lInits of securities that might be 
issued pursuu,nt. to t,he exemption, as distinct from the aggregate 
ciffering price of the seeUl'itics to be offered. The Commission's 
nllnouncelllcllt disclIssed ahernative bases and illvited public comment 
thereupon. 6 

The Commi,ssioll also has under considemtiQn a proposed amend-
. meilt to regulation A which would proyide that the financial state­

ments required to be containrrl in ofi'erillg cireulal's be certified by 
independent public or certjfied publie accountants and would also 
require that the certifying aeeountant consent t.o the use of his name 
on the certificate: 

Proposal to Exempt Opti()n Stock \Vithdrawll 

A proposal which the Commission had under eonsideration for 
sometime, whieh would have provided a conditional exemption from 
the registration provisions of the Securities Act of 1933 for the issuance 
of stoek, not exceeding ,$300,000, pursuant to a restricted stock option 
plan, and a related amendment of Form 8-A, for registration of such 
securities on n national securities exehange under the Securities 

, Securitics Art Hrlease No, 3063 • .July 23, 1956. 
, Securities Act Relmse No. 3664, .July 23, 1956, 
, Secunties Act Release 1\0. 3600, December 27, 1955. 
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Exchange Act of 1~34, was withdrawn July 2, 1~56. - By reason of 
the Commission's general simplification of its forms and procedures 
for registration under the Securities Act and because class registration 
of securities on an exchange 4as been provided under the Exchange 
Act the need for adoption of the proposal in the publie interest was 
removed.s 

Form S-l.-As noted above, the Commission's program begun in 
1953 directed to the simplification of forms and the elimination of du­
plication in filings has resulted in the revision of Form S-1. This 
form, the basic form generally used for complianee !by commercial 
and industrial companies with the registration provisions of the 
Securities Act, was revised effective October 25, 1955, in order to con­
form its requirements to those of the Commission's proxy rules, and 
the registration and annual reporting forms for securities registered 
for trading on securities exchanges and· to clarify the disclosure re­
quirements in the light of the Commission's experience in reviewing 
registration statements and of the practice of registrants using the 
form. In conjunction with this revision of Form S-1, the Commis­
sion adopted revisions of Forms 10, 8-B and 8-C, rescinded Forms 12 
and 12-A, and amended rule X-12B-2, all of whieh were concurrently 
promulgated resulting in conforming these filing processes, thus com­
pleting the Commission's objective under the proxy rules and regis­
tration statements and eliminating costly and time-consuming du­
plication in these areas. In the revised form, those items which 
experience demonstrated had not been fully understood by registrants 
'are required to be stated more clearly and in more detail and the 
treatment of stock options was revised to obtain more complete in­
formation as to the aggregate amount of options outstanding. At 
the same time, an amendment was made to rule 405, which added 
the definition of the terms "associate" and "voting securities." Rule 
424 (e) was also amended to provide for the filing of three copies of any 
prospectus used before the effeetive date and provision was made ·for 
additional copies of the registration statement to be filed to facilitate 
examination thereof by the Division of Corporation Finance.9 

Forms 10, 8-B and 8-C.-:-The revision of Form S-1 was accom­
panied on October 25, 1955, for the reasons stated in the discussion 
thereof abov~, by corresponding revisions of Form 10, the principal 
form for the registration of securities on an exchange under the 
Securities Exchange Act; Form 8-B which is used for such registration 
by certain successor issuers;-and Form 8-C for registration of securi­
ties on an additional exchange.lO 

8 Securities Act Release No. 3655, July 2, 1956. 
, Securities Act Release No. 3584, October 25,1955. 
10 Securities Exchange Act Release No. 5243, October 25, 1955. 
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ForlU8 12 and 12-A; and SupplelUent S-T.-As a further part of 
the program of coordination and clarification of forms made effective 
October 25, 1955, Forms 12 and 12-A were rescinded and incorporated 

1 in revised Form lOY Forms 12 and 12-.f\ were ayailable for issuers, 
subject to .the annual reporting requirements of the Interstate Com­
merce Commission or Federal Communications Commission, which 
were registering or amending their registration for listing of securities 
on a national securities exchange. 

At the same time, supplement S-'1', which it had been necessary 'to 
file for the qualification of- trust indentures under the Trust Indenture 
Act of 1939 in cases where the indenture securities were required to be 
registered under the Securities Act of 1933, was rescinded because the 
significant information called for by this supplement is now included 
elsewhere in the registration statement and otherwise made available' 
to the Commission. 12 

REVISION OF PROXY RULES 

Section 14 (a) of the Securities Exchange Act, generally speaking, 
makes it unlawful for any person to solicit by the use of the mails, the 
facilities of interstate commerce or of a national securities exchange or 
otherwise, a proxy, consent, or authorization in respect of securities 
listed on a national securities exchange in contravention of rules and 
regulations promulgated by the Commission for the protection of 
investors. ' 

Pursuant to this authority, the Commission since 1938 has had in 
effect,its regulation X-14, 'usually known as the "proxy rules." This 
regulation has been amended from time to time, as the Commission's 
experience has suggested the necessity to make the rules more con­
sonant with changes and developments in corporation practices or for 
the protection of investors'. The basic purpose of the regulation has 
been to protect investors by means of disclosures of material facts 
important to an analysis' of matters presented to shareholders for their 
vote. The theory of the rules is that if all such facts are clearly pre­
sented to the investor or shareholder he will be capable of arriving at 
his own decisions. 

In general structure, the rules require specific disclosures in resped 
of specific corporate matters, including'the election of directors. The 
specified disclosures must be embodied in a "proxy statement" to be 
furnished to every security holder whose proxy is solicited. The 
cardinal requirement of the rules is that there be no misleading state­
ments of facts nor any omission of matel:ial facts necessary to make the 
facts stated not misleading under the circumstances. 

II Securities Exchange Act Rclease No. 5243, October 25, 1955. 
12 Securities Act Release No. 3584, October 25, 1955. 
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Compliance with the rilles is enforced!by requiring the proxy state­
ment in preliminary form to be filed with the Commission and with­
held from use for 10 days unless the Commission permits its prior 
issuance to the shareholders. Supplemental soliciting material is 
also required to be filed but may be used within two business days after 
the filing. 
Recent History 

Principally the revisions involve an expansion of the rules to deal 
more specifically with proxy contests for the election of directors of 

,listed companies. Prior to the adoption of these revIsions their 
general scope had been the subject of testimony by the Commission's, 
representatives before the Senate Committee on Banking and Cur­
rency'in'connection with its study of the stock market 13 and 'before 
the subcommittee on- securities which had been investigating proxy 
contestsY In addition, the proposed rules were suhmitted for com­
ment to all interested persons and companies. As a result of the 
comments received, the proposals were again revised and finally 
adopted. " , 

Subsequent to their adoption, the revised rules were revie\ved by 
the subcommittee. 15 It is the Commission's opinion that the nl­
vised proxy rules as they now deal with proxy contests have worked 
well and that they have been of material benefi't to investors by pro­
viding them with the material to make an intelligent analysis 'of the 
possible effects upon their investment of the purposes and motivations 
of the contending forces in' a proxy contest. 

During the last 3 fiscal 'years there has been a rising frequency 1Il 

the number of proxy contests for control of listed companies. In 
part, these struggles derive from the increasing prosperity of the 
country and the'rise of new financial personalities who wish to obtain 
control of listed companies. The source material upon which the 
issues created by the opposing forces is usually based is almost invari­
ably derived from the disclosures, financial, statistical and otherw'ise, 
required by the reporting provisions of the Secudties Exchange Act 
in respect of listed companies. These required reports permit the 
direct comparison of companies in like industries and comparisons of 
managerial abilities and results. Because of ~he fact that the issues 
are almost always derived from the reports filed with the Commission' 
by listed companies, our staff is in a unique position quickly to appraise 
the accuracy and fairness of statistics and other financial comparisons 
which almost universally are one of the important aspects of the 
conduct of a proxy contest. . 

13 Rearings on S. 2054, 84th Cong., 1st. scss. (1956),1283-1319 inc 
"Hcarings on S. 879, 84th Cong., 1st. scss. (1955), 1507-1576 inc. 
"Hcarings on S. 879, 84th Cong., 1st. sess. (1956), 1669-1728. 
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Perhaps more importantly, the many proxy contests have caused 
a reexamination by the Commission of the efficacy of its rules in such 

, contests and a reaffirmation by the Commission and by the courts 
of the necessity for Commission regulation of such contests, to the 
extent provided by section 14 (a) of the Securities Exchange Act of 
1934. Finally, during the course of the last 3 fiscal years the Commis­
sion has been faced with the problem of the extent to which its rule­

,making power granted to it by section 14 (a) may, in the case of proxy 
contests,. be in conflict with the first amendment's guarantees of 
freedom of speech and of the press. 

Use of Press, 'Television, and Ra.li~ 
A distinguishing feature of the proxy contests of the last 3' fiscal 

years from those in t.he past has been the ext.ensive use by the contend­
ing parties of all modern media of opinion formatioll and cominunica­
tion. Public relations experts are frequent,ly retained to determine 

,the general strategy of tlw cam'paiglls.· The appeal for the share­
holder's votes has been incrt'asingly made by means 'Of radio, television, 
and the public press. The press release, the l)I:ess conference, and 
speeches before shareholders themselws and before groups having 
important influence upon shareholders have beell a lJOl'TIutl part of the 
apparatus of the contests. Reprints of published material tending to 
favor one group or the' other have also been utilized. 'Furthermore, 
the opposition groups in many cases have engaged in concealed finane­
ing devices ill connection with the purchase of shares both by them­
selves and by others whose vote they seek. SpecifLCally, such agree­
ments include arrangements by the conte~tants Lo purchase shares of 
others after t.hey have been voted, agi·emllellt.s to g'unrantee profits 
on the purchase -of shares hy t.hose willing to vote for such group, 
agreements to protect against loss t'tllCl other contractual arrangements 
for financing_ Disclosure of t.hese financing procedures is necessary 
to enable shareholders properly to appraise the motivations of the 
-group which engages in them. Our new rules now require disclosure 
of these financing arrang<'ments, if any exist. 

The int.ensity with which recent proxy contests have been fought 
and the resort by the contestants to all possible media of communica­
tions have aroused a general public interest in such contests. As a 
result, the interest of the press in these contests' h!1s been intense, 
particularly beeause of the pI'Ominonee of the companies control of 
which has been the subject of the disputes. The companies involved 
have included t.he Nation's largest woolen manufacturer, its second 
largest railroad, its second largest mail-order and merchandising sys­
tem, several other important railroads and a number of compamcs 
of significs.nee in their industries. 
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Legislative History 

It is clear from the legislative history 'of section -14 (a) that the 
Congress intended the Commission to insure adequate disclosure to 
i~vestors, not only in the case of the usual unilateral solicitations by 
management but also in the case of proxy contests. The legislative 
history of section 14 (a) indicates a specific concern by Congress with 
the possibility that opposition groups might unseat management by 
the use of unfair and misleading statements to procure shareholders' 
votes. The overriding purpose of both .the Securities Act and the 
Securities Exchange Act is that our economy is best served only if 
shareholders have information which is adequate and accurate so that 
decisions may be intelligent. Clearly, the decisions made by share­
holders in the area of the selection of management for their companies 

,are as important to them and to the economy as the decisions they 
make in connection with the purchase and sale of the securities they 
hold .. This view is not only. sustained by the legislative histoi'y of 
section 14 (a); the Commission has' been vigorously a~rmed in its 
own judgment on this point by a recent decision of the United States 
Court of Appeals for the Second Circuit.16 

Misrepresen ta tions 

Furthermore, there are important pmctical reasons why it is 
essential in the interest of stockholder protection that the Commission 
impose disclosure requirements to prevent misleading statements and 
to insure a truthful exposition of material facts. If the Commission's 
regulation is abandoned, experience teaches that misrepresentation of 
fact will be countered by further misrepresentation of fact and distor­
tion by distortion, the ultimate effect of which may be to deceive and 
mislead the shareholder,. a result completely antithetical to the basic 
purpose of the Securities Exchange Act. 

Patterns of attempted misrepresentation occur and reoccur in 
proxy contests which focus upon the primary issue of the comparative 
managerial ability and integrity of the two groups. Arguments are 
made from complex financial statistics and other data, the analysis of 
which is not too familiar to most investors. Statistical comparisons 
are made purporting to show superiority or inferiority of management 
to other groups or other companies supposed to be engaged in the same 
general line of business. In short, statistics can be used to distort. 

Illustrations of the type of misrepresentations which may prevail 
in the absence of Commission regulation can be derived from those at­
tempted in recent proxy contests. In a recent campaign for the con­
trol of the board of directors of a railroad, the group opposing manage­
ment sought to illustrate the existing management's lack of ability 
by means of an income account which included a sinking fund payment 

.. S. E. C. v. Mav et al., 229 F. (2d) 123 (C. A. 2d 1956). 
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as a charge against income, an accounting procedure totally opposed 
to acceptable accounting practice. The result of this was to indicate 
a loss in railroad operations for 6 years when, in fact, if the income 
account was depicted in accordance with accepted accounting princi­
ples, losses occurred-in only 2 of such years. The Commission ob­
jected to this improper presentation. 

In another case, misleading comparisons were sought to be made 
by an opposing group in a contest for control of a railroad that the 
company's stock had sold in 1929 at $250 a share in contrast to its then 
market price of about $25 per share. This statement was coupled 
with the assertion that if the opposition group succeeded in its efforts 
the stock would go to $100 and pay an $8 dividend. In view of the 
pronounced changes that have occurred in our economy since 1929, 
particularly in the growth of strongly competitivl,l forces in the trans­
portation industry such as automobiles and trucks, plus the fact that I 

the company had earned $8 a share only three times in its history, the 
Commission insisted upon the deletion from the solicitation material 
of these comparisons. 

In addition to the use of distorting statistics, two other misleading 
devices have been attempted. These devices are totally at variance 
with the tradition of the common law, with its insistence over the 
centuries on a requirement of probative evidence subjected to intense 
and objective tests as to veracity and accuracy. One is that of im­
puting guilt by association-often the most remote type of association. 
The other, a corollary device, is the rhetorical question based on any 
assumption for which there is no foundation in fact laid. This is the 
"When did you stop beating your wife" question. This type of mis­
representation in prm.:y contests has been condemned by the courts 
in an action brought by the Commission as a violation of the Com­
mission's rules forbidding misleading statementsY 

For example, a -magazine which had published articles favorable· 
to the management was sought to be disparaged by the opposition 
group, not on the ground of any illegal or immoral act which the maga­
zine had committed but on the ground that it employed a law firm 
one of the partners of which had been accused, although never con­
victed, of bribery of a Federal court: Similarly, an opposition group 
soliciting requests for authority to call a special meeting to elect 
directors was attacked because two qf the stockholders signing the 
request who owned insignificant amounts of shares and who had 
no connection with the formation ~nd activities of the opposition 
group, had been indicted for alleged tax violation. Similarly, a mem­
ber of an opposition group has been attacked because he allegedly 
joined with certain other persons of whom the management was critical 

11 s. E. c. v. May et al., 134 F. Supp. 247 (S. D. N. Y.), affirmed, 229 F. (2d) 123 (C. A. 2d-'19D6). This 
case is more fully discussed in the Annual Report under "Litigation," p. 122. 
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in contributing large Sllms to the political campaign of a candidate for 
a public office. 

The Commission, in carrying out the"standards established by the 
Congress against false and misleading statements in the use of proxy 
soliciting material Ullder the Exchange Act, objected to such misrepre­
sentations. As a result they were not made. 

Finally, if the parties are left to themselves free of Commission 
regulation, their recourse to remedy misleading statements by their 
opponents will be to the courts. This is a more cumbersome, costly 
and dilatory procedure than the continuous administrative processing 
of soliciting m[1terial by the Commission and its staff, u, procedure 
which tends to prevent" u,lthough it cannot guu,rantec, the presentation 
of misleading stu,tements. This u,dministrative procedure provides 
for the cOlTection of misleu,ding stu,tements and omissions discovered 

I to have been in subsequent material or U}' resolicit,ation. The staff's 
corrective suggestions arc almost iii variably followed by the parties 
with a minimum of disruption of the course of the campaign. The 
Commission believes thu,t its u,dministrative procedw-e for resolving 
these problems before corporate meetings are held is manifestly more 
in the interest of the stockholder and the public interest than the more 
cumbersome court proceedings. " 

. Constitutionality of the Proxy Hulcs 

Of greater concern to the Commission has been the charge that its 
regulation of proxy contest:,> is violative of the constitutional guarantee 
of freedom of speech and of the press. This charge arises out of the 
fact that the rules, prior to the revision in J!1IlUary 195G, required 
submission of u,ll proposed soliciting material to the Commission prior 
to its use in order to enable the Commission to determine whether the 
material complied with the disclosure and other requirements of the 
proxy rules.· This problem, as has been indicated, has become in­
creasingly important in recent proxy contests because of the use which 
has been'made by contending parties of press releases, press confer-
ences and paid advertisements.' , 

In answer to this charge it must be emphasized that neither the 
Act nor the rules, in the Commission's opinion, confer upon it the power 
to restrain argument, debate, rhetoric or legitimate inference from, 
undisputed facts. Nor do the proxy rules contain any such restraints. 
On the contrary, the courts have required the Commission to permit 
a substantial degree of "contentious advocacy" in areas where under­
lying facts are not dear or arc subject to legitimate dispute and 
argumentation. The Commission docs Bot take sides in proxy 
contests. It is not concerned with their outcome. 

, The Commission, however, is concerned that statements presented 
to stockholders be not misleading. Its rules specifically provide that 
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such facts as are asserted to exist by the' contending parties must be 
accurate amI that factual statcments made do not omit other facts 
which arc material to an illtelligent determination of the meaning of 
the disclosed facts. In this limited nrc a it is cleat· that the Commis-
sion's activities do not contravene thc first amendment. The Supreme .P 

Court, in fact, in a recent case has clearly indicated that the first \ 
amendment places no inhibition on' legislation, such as the Securities 
Exchange Act of 1934 (to which the Court specifically referred), 
designed to prevent fraud or deceptions of the public in connection 
with securities or otherwise. 18 

1\1 oreover, in its revised rules the Commission has expressly provided 
that press releases, prepared radio and television broadcasts and 
speeches need not be filed with the Commission prior to their usc, 
although they remain subject to the card ilia I requirement of our rule 

. that they must not he mislea,ding. They must also he filed promptly 
with the Commission after their usc. Such material, of course, may 
be submitted to the Commission prior to its usc, if the contestant so 
desires. A practical reason for this changc in our rules, in addition 
to the importance of safeguarding freedom of speech and freedom of 
the press, is that time limitatiolls and pressures of a proxy contest 
frequently necessitate the use of these documents as quickly as pos­
sible. The Commission is gratifiecl to report to the Congress on this 
aspect of the thrust of its rules that responsible elements of the press 
arc nmv completely satisfied that our rules do not impinge upon the 
·freedom of the press or freedom of speech, particularly in view of .the 
fact that they impose no "prior restraints" on press releases, press 
conferences and radio and television 'hroadcasts and speeches.19 

Solicitation Prior to the ForDlal Proxy Statement 

Under the prior rules no solicitation could be made prior to the 
actual dissemination to shareholders of the "proxy statement" re­
quired by the rules. However, experience in proxy contests has 
demonstrated tllat discussion over as long a pet'iod of time as possible 
is desirable and important from the point of view of the shareholders 
and their ultimate understanding of the issues involved in the contests. 
Thercforc, in vicw of this obvious public intcl'Cst, the Commission's 
new rules for the first time .permit pre-proxy statement solicitation, 
but subject such solicitation to compliance with the rules, particularly 

" Donaldson v. Read 11,[aoao;11 •• a33 U. S. 178, 191 (1947). 
19 Sec letters of James Hussell "riggins, Chairman of the Frcl'dOln of Information Committee of the 

American Society of Newspaper Editors, datNi. Drccmhcr 19, IOfiS and January 23, 19fi(}, to the Chairman 
of the Commission, in which l\Ir. 'Vigg:ins said: "'Ve aro glad to see that it provides that speeches, press 
releases, and scripts may, hut need not, he filed with the Commission prior to the usc or lluhhcation. The 
proposed rules in this form, we helieve, will carry out the purposes you had in mind wit,hout skirting the 
First Amendment. • •• I was also interested in the United States Court of Appeals for the Second 
Circuit. That Congress intended to regulate these matters, I have never doubted. I am not quite as sure 
that the mtention wns Cflrried out in a way that would not trespass upon the First Amendment hy replacing 
[sic] a prior restraint upon uttemnee. The rules that you have adopted, it seems to me, WIsely avoid this 
issue without. interferIng with any puhlIc intCl·est." Suhmitted for t.he record of hearings hefore the Suh· 
committee on InfOlmation, Committee on GO\'ermoent Opelat.ions, May 29, 1O.01i. Sec also editorial of 
Editor and PuhlIsher, Deeemher 24, 1955. Ihid. Notwlthstandmg this, and anparently overlookinp: the 
decision of the Court of Appcals for the Second Circuit. in S. E. C. V. lIJIlY ct al. (134 F. Supp. 247 (S. D. 
N. Y.), affinned, 229 F. (2d) 123 (C. A. 2d 1956»), the Special Suhcommittee on Government Iufonnation 
of the House Committee on Government Operations said in .Tuly,-1956: "There is strong douht that the 
effort of the Securities and Exchange Commission t.o control the content of advertIsing in proxy contests 
would hold up in a court test under the first amendment. The legal authority for the SEC, or any other 
Go,ernment agency, to control or censor the reprmt of art icles that have previously been puhlished and 
already are in the public domam is highly questionahle" (Committee on Government Operations. Avail· 
ahility of Infonnation From Federal Depmtments and Agencies, H. H. No. 2947, 84th Cong., 2d sess., 
87-8 (1956). 
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with a requirement that the interest and background of the participants 
must be disclosed in such solicitation material and that such material 
must not be misleading. 
Disclosure of Identity of Participants 

Another of the important purposes of the new rules is to bring all 
of the participants in a proxy contest out on the stage to be' gazed 
upon by the shareholders; no participants may be left lurking in the 
wings. In a proxy contest, no solicitation of proxies by an opposition 
group may be commenced unless a statement concerning each par­
ticipant in that solicitation is first filed with the Commission and each 
national securities exchange with which any security of the corporation 
is listed~ This statement must set forth the detailed inform~tion 
required by a new schedule provided by the rule (schedule 14-B). 
If the solicitation is by management in opposition to another group 
or in anticipation of opposition by another group, the information 
required by the new schedule 14-B with respect to management 
participants must be filed promptly after the first solicitation. The 
term "participant" includes, in addition to the corporation and its 
directors and nominees for directors, all persons and groups primarily 
engaged in, financing and responsible for, the conduct of the proxy 
solicitation. Those taking the i litiative in organizing a stockholders' 
committee or group or contributing more than $500, or lending money 
or furnishing credit for the purpose of financing or otherwise influenc­
ing the contest, are included in the definition of participant. These 

, provisions should make available to the security holders information 
about the background and the financial and other interests not only 
of all persons who are nominees for election as directors, but also of 
all persons who may represent the real interest behind the formal 
nominees, and should reduce substantially the difficulty the Com­
mission has had in the past with undisclosed principals, or "fronts." 

Each participant is required to disclose, in the document filed in 
response to schedule 14-B, his occupational background and personal 
history, his criminal record, if any, the extent of his participation in 
other proxy contests involving any corporation, the amount of the 
corporation's securities he owns, the transactions in which the securi­
ties were acquired, the circumstances under which he became a partici­
nant in the solicitation, arid any arrangement or understanding respec­
t.ing future employment or'other transactions with the corporation. 
A suminary of this information concerning participants must be in­
cluded in the respective "proxy statements" of the contesting groups. 

In the past, participants in proxy contests have sometimes attempted 
to conceal their background, financial interests in the corporation 
and activities in the solicitation for proxies. This the courts have 
condemned as misieading under the Commission's previous rules.20 

10 B.1I:. C. v. Mall, 134 F. 8opp. 247 (8. D. N. Y.1955), aflirmed, 229 F. (2d) 123 (0. A. 2d 1956). 



TWEN'l'Y-SECOND ANNUAL REPORT 41 

Solicitation Methods and Costs 

In contests for the election of directors, the prox.v statement is also 
required to include a description of the ,methods of solicitation and the 
material featUres of solicitation contracts, the anticipated expense, of 
solicitation, and :whether reimbursement for soliciting expenses will 
be sought from the corporation. In the past expenditures made by 
tl~e contending parties have been substantial, in some cases exceeding 
$1 million or more. It is imperative that stockholders be informed 
dl1!ing the course of the campaign of the contemplated expenditures 
to be made to both sides, particularly wbere the management is using 
corporate funds on its behalf and it is the intention of the opposing 
group to reimburse itself out of the corporate treasury, if successful. 
Disclosure on these points is now compelled by the revised proxy 
rl,lles. 
Stock held in "Street Natne" 

Many of the more difficult problems in any proxy contest spring 
from the fact tbat a considerable portion of the corporation's out­
standing shares are often held in street names and ,their ownership is 
constantly changing. Participants in a proxy contest no longer 'can 
rely on being able to communicate with the beneficial owners indi­
rectly through solicitation of the stockholders of record. Therefore, 
the widespread use of paid advertisements, prepared press 'releases, 
press interviews, and radio and television broadca,sts, has become 
common in attempting to reach security holders and to sway the' 
opinion of the public and persons who may ad vise 'security holders 
with respect to giving, revoking or withholding proxies. Whether 
statements are written or oral, are prepared in advance or are spon­
taneous they nevertheless constitute part of a continuous plan to 
influence stockholders and are deemed subject to the Commission's 
standards of fair disclosure and, specifically, to the rule prohibiting 
false and misleading statements. This proposition is now clearly 
embodied. in the new proxy rules.21 

Filing of. Soliciting Material 

The new rules continue to t·equire. that all advertisements used as 
soliciting material in a proxy contest be filed with the Commission 
prior to publication. Reprints or republicitions of any previously 
published lll'aterial used in soliciting proxies also must be filed prior 
to use, together with a statement identifying the author and any 
person quoted in the article and disclosing whether the consent of the 
aut.hor and of the publication to use the materiai has been obtained, 
and if an y consideration has been, or will be, made for its republication . 

. The annual financjal report of a corporation to its security holders 
is not usually considered to be proxy soliciting material and is not 

II Rulo X-14-A-9. 
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treated as a "filing" with the Commission. However, if any portion 
of the anllual report discusses the solicitation of an opposition group, 
that portion is made subject to the proxy rules by the 1956 amend­
ments and must. be filed with the Commission prior t.o distribution. 

Rule X-16B-3.-The exemption covers any acquisition of non­
transferable opt.ions or of shares of stock, including stock, acquired 
pursuant to such options, by a director or officer of the issuer of such 
stock provided the stock or option was acquired pursuant to a bonus, 
profit-sharing, retirement, stock option, thrift, savings, or similar 
pla~ meeting all of certain conditions specified in the rule. These 
conditions provide, in general, tbat the plan must have been approved 
by:a majority of the voting security holders of the issuer and limits 
the aggregate amount of funds or securit,ies which may be allocated 
to the plan by a fixed amount, eamings formulas, dividends, com­
pensation of the participants, percentages of outstanding securities, 

- or similar factors.n . 
This rule was amended on May 21, 1956, to clarify its provisi~ns 

in accordance with the considerable body of aciministrative/ interpre­
tation which the Commission had built up over the years since the 
rule was adopted in 1935. Briefly stated, the rule provides under the 
Securities Exchange Act a complete exemption from section 16 (b) 
liability for profits derived from certain acquisitions of securities 
under incentive plans. 

Form S-12.-This new registration·form under the Securities Act 
of 1933, for American Depositary Receipts against. outstanding foreign 
securities, was adopted effect.ive November 17, 1955. Its purpose is 
to provide a simple pl"Ocedure for such registrat.ion where t.here is no 
person who performs the act.s and assumes the duties of depositor or 
manager. The form proposes that the prospectus information, 
which consIsts of only four items, might be embodied in the receipts. 
The form may be used, provided that the holder of the receipts may 
withdraw the deposited securities at any time, s'ubject to temporary 
delays of a specified nature, the payment of fees, taxes and .similar 
charges l,nd to compliance with any laws or governmental regulations 
relating to- the withdrawal of deposited securities and that the de­
posited securit.ies, if sold in the United St.ates or its territories, would 
not be subject to .t.he registration provisions of the Securities Act of 
1933.23 

Since the early days of t.he Securities Act of 1933 t.he Commission 
has had before it the question whether the issuance by banks of 
American Depositary Receipts ("ADRs") for shares of foreign issuers. 
m;e exempt from- registration under the Act. In 'the case of ADRs 
which were outstanding at the t.ime of t.he paRsage of the Act, the 

" Securities Exchange Act Release No. 5312, May 21, 1956. 
"Securities Act Release No. 3593, Novemher 17, 1955. 
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Oommission took the positioll' that they were' exempt from registmtio'n: 
by reason of section 3 (a) (1) of the Act: As to ADRs issued after­
wards, the position was sometimes urged that un exemption was 
available ullder section ;3 (a) (2) of the Act. This section exempts 
among other things seclIl'ities issued by a national hank and securities 
issued by any banking institution organized under the laws of any 
State or Territory, the business of which is substantially confined to 
banking and is supervised by a baJlking commissioner or other 
similar official. Section 2 (4)' of the Act defines ali "issuer" with 
respect to a certificate of deposit to mean "the person or persons 
performing the acts and assuming "the duties of depositor or manager 
pursuant to the provisions of the tl'Ust 01' other agreement or instru­
ment under which such securities are issued." The questiOll pre­
sented, therefore, was whether the bank performed the act,s or,' as­
sumed the duties of depositor or maJiager so as to be deemed an issuer 
within the ahove definition and, if the bank should be deomed to -
perform such functions, whether it would be ent,itled to the exemption 
provided by section 3 (a) (2). . 

After extended consultations with representatives of a number of 
banks, the Oommission concluded that secLioll' 3 (a) (2) was intended' 
to provide an exemption only for a bank's own securities. To permit 
a bank to claim this exemption for any trust or similar entity tJ~at it 
might devise wouid permit the' creation' of voting trusts, investfudnt 
trusts and a variety of other securities for which the disclosure re-­
quirements of the Securities Act of 1933 could be avoided. Further­
more, the concept of supervision by banking offICials included in 
section 3 (a) (2) did not appear t,o embrace the issuance of ADRs so 
as to afford purchasers the protection intended by t,hat section. 

Accordingly, the Oommission, again in consultation ,vith repre­
sentatives of the banks concerned, evolved a form to be used for 
registration in such' cases. The new form provides a simple pro­
cedure fOI' registration. The 'prospectus which consists of only four 
items may be embodied in the depositary receipts themselves. The 
form n~ay be used only where the holder of receil)ts niay withdI'llW 
the deposited securitics at ai1Y time, subject to temporary delays of 
a specified nature" thc payment 'of fees, taxes, ana. similar charges 
and compliance with any laws or governmental regulations relating 
to the withdrawal of deposited securities. The form also a,pplies only 
where the deposit.e(l securities, if sold in the United States' or its 
Territories, would 1101. be subject t.o the registration provisions of t.he 
Act. 24 . 

" . 
The form therefore 'provides for disclosure of fact.s not heretofore 

required by prior Oommission int.erpretation. Such proceclure pro-

"Securities Act Release No. 3593, November 17,1955. 
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vides greater investor protection inconformity with the standards of 
the Securities Act of 1933. 

Rule 434.-This rule, made effective November 10, 1955, specifies 
the conditions under which a bulletin or card prepared by certain 
independent statistical services, primarily engaged in publishing state­
ments and financial information for distribution to subscribers and 
summarizing information contained in a preliminary prospectus, might 
be deemed a summary prospectus meeting the requirements of section 
10 of the Act prior to the effective date of the registration statement. 
This nile implements section 10 (b) of the Act under the amendment 
made in 1954 by Public Law 577, 83d Congress, which authorizes tJ;lC 
Commission to adopt rules and regulations deemed necessary or 
appropriate in the public interest or for the protection of investors to 
permit the use of a summary prospectus which omits in part or sum­
marizes information in the preliminary prospectus filed as part of the 
registrajion statement.25 

Bulletins and cards of'the type covered by this rule have been 
published since the early days of the Securities Act. Prior to the 
1934 amendments to the Act the use.of such materials was deemed 
to be permissible as a means of disseminating information contained 
in tJ,1e registration statement. Of course, such bulletins and cards 
could not be used in the actual offering or sale of securities since they 
did not meet the prospectus requirements of the Act .. 

Rules 171, 485, 486, X-6, and U-I05.-These rules govern' applica­
tions for confidential treatment of certain information filed with the 
Commission which would otherwise be disclosed to the public. Rule 
486 was repealed and the others were amended in minor respects to 
be consistent with Executive Order 10501, 18 F. R. 7049, which 'with­
drew from the Commission any power to elassify information in the 
interests of national defense, and to minimize any confusion between 
the, word "confiQential" as used in national defense ~lassifications, and 
elsewhere.26 . 

The revision of rule, 485 was made in compliance with the authority 
granted to the Commission pursuan~ to section 19 (a) of the Securities 
Act of 1933. Rule 485 provides that "confidential treatment" of 
material contracts or parts . thereof be permitted where disclosure of 
the facts contained therein are not '~necessary for the protc'ction of 
investors" and diselosure of which would impair the value of the 
contract. The Commission in promulgating the rule, as amended, 
has considered the basic statutory mandate of Congress and the rule 
merely permits a registrant to request nondisclosure of matters su~h 
as trade secrets, patents, designs, and so forth.27 . 

• & Securities Act Release No. 3592, November 10, 1955, 
21 Securities Act Release No. 3573, September 8, 1955. 
27 See page 212 for discussion a9 to non-disclosure of certain information. 
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Rule 434A.-This rule was adopted on November 23, 1956, pur­
suant to section 10 (b) of the Act, as amcnded in 1954, which author-' 
izes the Commission to adopt rules and regulations permitting the 
use in making offers of securities of a prospectus which omits in part 
or summarizes inforrp.ation required to be set forth in the most recent 
prospectus required to be used in (:onncction with the sale of securities. 
Under the rule the use of summary prospectus is limited to issuers 

. whose securities arc registered on Forms S-1 or S-9 and which are 
required to file reports with the Commission under section 13 or 15 (d) 
of the Securities Exchange Act of 1934. The new rule provides that 
summary prospectuses will contain substantially the same informa­
tion as previously specified for newspaper prospectuses relating to 
securities registered on such forms. Such summary prospectus may 
bc published in a newspape~' or other periodical or be printed in a 
form suitable for distribution by hand, through the mails or 

, otherwis,e.28 

Forms 4, U-17-2, and N-30F-2.-These forms are uscd by direc­
tors, officers, and principal stockholders for the monthly report of 
their security tra~lsactions, and holdings puisuant to the Securities 
Exchange Act of 1934, the Public Utility Holding Company Act of 
1935, and the Investment Company Act of 1940. In recent, years 
there has been a marked incrcase in: the amount of shares sold to 
insiders undcr restricted stock options, and similar arrangements. 
Accordingly, any analysis of insider transactions as reported to the 
Commission is 'impeded if the source of acquisitions through the 
exercise of options is not indicated. Similar problems arise where 
the transactions arc not otherwise effected upon the open market. 
The amendments to Form 4 (and related forms) provide for identifi­
cation of purchases made through the exercise of options and private 
transactions. 29 ' 

ornER REVISIONS UNDER CONSIDERATION 

The Commission devoted much study during 1956 to other im­
portant changes ill its rules, regulations, and forms. - Definitive action 
in regard to these mat~ers is, in general, awaiting receipt and evalua­
tion of comments from the public and, in some instances, the holding 
of a public hearing. The principal proposals are as follows: 

(1) A Proposed Revi8ion of Rule 133 

, This rule as currently in effect defines the terms "sale," "offer," 
"offer to sell," and "offer for sale" so as to make the registration and 
prospectus requirements of the Act inapplicable to certain corporate 

,8 Securities Act Release No. 3722 (November 26,1956). 
" Secnritics Exchange Act Release No. 5410 (November 29, 1956). 
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mergers, consolidations, reclassifications of securities and acquisitions 
of assets of another person, in conformity with the statutory provi­
sions of the state of incorporation or the organic instruments. For 
many years the Commission has taken the position that such tran­
sactions did not involve the offering or sale of securities, and hence 
registration of the new securities resulting from such transactions was 
not required under the Act. With the passage of time, this inter­
pretation commonly referred to as the "no sale" theory has been 
administratively narrowed by the Commission. .Moreover, the Com­
mission docs not extend the theory to the other statutes which the 
Commission administers. As a result of the "no sale" theory, a 
large number of transactions have been effected without registration 
in situations where security holders have, in effect, been traded out 
of their holdings into new securities of an entirely different company 
or business without the legal protection afforded by the registration 
provisions of the Act and often without proper information as to the 
nature of the enterpris~ into which they were going. Also the rule 
has facilitated distributions of securities to the public for cash with­
out compliance with the registration requirements of the Act. The 
'Commission fclt that this situation was of sufficient gravity to warrant 
a thoroughgoing reexamination of the "no sale" theory. 

(2) Certain .t\Iternntive I'roposals for Lilniting the Availability of the t:xemption from Regis-
, tration Provided by Regulation A 

This proposal arose out of the Commission's concern with the 
problems presented by promotional companies in offering securities 
to .the public'. One of the proposals is to restrict the use of regu­
lation A to companies which have had at least 1 year's record of 
'net earnings within any 5 preceding fiscal years. Another alter­
native proposal would restrict the number of units of securities that 
could be issued under the regulation. The suggested maximum 
number of shares of stock is 100,000, which would, of course, eliminate 
the issuance and sale of so-called "penny stocks" under this regulation 
and the number of units of debt securities that could be offered 
to be 3,000 which would require the price to be $100 per unit if the 
full $300,000 under the exemption is to be raised. 

(3) I'roposed Note To Rule460 Whici. Would Specify Certain of the More Comlllon Situations 
Where It Is the Policy of the Commission To Deny Acceleration of the EfTccthe Date of a 
Registration Stntclnent Under the Standards of Section 8 (a) of the Act . 

. Sectif)n 8 (a) of the Act provides that'the effective date of a regis­
tration statement will be the 20th day after filing (or after the filing 
of an amendment) or such earlier date_ as the Commission may 
determine, having due regard to the. adequacy of the informittion 
respecting the issuer theretofore available to the public, to the facility 
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with which the nature of the securities to be registered, their rela­
tionship to the capit~ILI structure of the issuer and the rights of holders 
can be understood, ttlld to the public intt'l'cst and the protection of 
investors. In passing' upon roquests for I1ccderation of t.he efreetive 
date t.he Commission acts on a case-by-case basis af!,el' considerat.ioll 
of all pertinent, factors. However, certain of the principal areas 

'in 'which the Commission has refused accderation have formed a 
pattern and t.he decisions in these arcas arc reflected in t.he proposed 
not,u. 

The proposed note would represent 11 major step in rounding out 
the program of publishing the Commission's major administrative 
policies as 11 pl1rt of the general rules ancl regull1tions under the Act 
and would fl1cilitat.e administration of the long-sl.anding policy of the 

, Commission to cooperate with registrants in order tIUlJ, the etrective­
nf'SS of registration stat(,lIlents filed undel' the Act may be expeditcd 
as much as possible ,consist.ent ",it.lI the puhlic interest and t.he pro­
tect.ion of investors. 

(·t) He,isions of Forms S-2 and S-3 

:Forms 8-2 is prescribed for coni.mercial and industrial companies 
in the promotional or developmcnt st.age. :Form 8-3 is a simill1r 
form for mining companies in the exploratory or 'development stage .. 
It is proposed to merge anot.her form, Form 8-11, int.o the revised 
:Form 8-3. The purpose of these revisions is to bring the forms up 
to date in the light of the Commission's experience and currClit 
administrative practice. 

(5) A Hcvision of Form S-4· \l'hich Is Used for the n("~dHtruli(ln uf S .. ~,uili'·H c,f "·ChJf·c'd-.=ud~ 
l\lnna,.:; ... rnt'nl I .. 'n·sltncnt COIlIJlani"H 

The registration statement of this form'consists largdy of informa­
tion and document.s previously fllI'nished in connect-ion with the com­
pany's registratioi1 under t.he Investment Compuny Act of 1940. 
The principal purpose of t.he proposed revision of Form 8-4 is to 
bring its requirements into line with 'those of certain amended forms 
under the Im:esLment Company Act. 

(6) l:troposed Amenrl;Dlents to the Commission's Statement of l:tolicy Ueluting to Investment 
Company Salcs Literature 

The statement of polic)~ was adopted in 1950 find was amended in 
January 1955. It is designed to serve as a guide in the preparation 
of investment company sales literat.me so'as to avoid violat.ion of the 
ant.i-fraud provisions of section 17 of the Securit.ies Act of 1933. The 
Commission's observation of the operat.ion of the Statement of Policy, 
as amended in 1955, has aroused concern as to the propriety of certain 
types of presentation of information in tabular or chart form. The 
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purpose of the proposed amendments is primarily to establish clear 
standards for the fair and accurate presentation of statistical and 
financial data concerning investment companj" operations in sales 
literature and prospectuses. As a part of this program, the Com­
mission is also considering proposed revisions of its forms N-SB-2 
under the Investment Company Act and S-6 -under the Securities 
Act. These forms are used by unit investment trusts and companies 
issuing periodic payment plan certificates. 



PART IV 

ADl\UNISTHATION OF THE SECURITIES ACT OF 1933 

The Securit.ies Act. of 1933 is designed to provide disclosure to 
investors of material fa.ets concerning securities publicly offered for 
sa.le by usc of t.he ma.ils or instrumenta.lities of interstate commerce, 
and to prevent misrepresentation, deceit or other fraudulent 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 significant information 
about the issuer and, the offering. The r~gistraLion st.atement must 
become "effective" before the securities :rp.ay be sold to the public. 
These documents are available for public inspection as, soon as they 
are filed. In addition the prospectus must be furnished to the pur­
chaser at or befo~e the sale or delivery of the security. The registrant 
and the illlderwriter are responsible for the contents of the registration 
statement. The Commission has no authority to control the nature 
or quality of a security to be offered for public sale or to approve or 
disapprove its merits or the terms of its distribution. 

DESCIUPTION OF THE UEGISTnATION PROCESS 

Uegistration Statement and Prospectus . 
Registration of a.ny securit.y proposed to be publicly offered ma.y be 

secured by filing with the Commission a. registration statement on the 
applicable form containing prescribed disclosures. Congress provided 
that a registration sta.tement must contain the information and be 
accompanied by the documents specified in Schedule A of the Act, 
when relating to a security issued, generally speaking, by a corporation 
or other private issuer, or those specified in Schedule B, when relating 
to a. security issued by a foreign government. Both schedules sp'ecify 
in considerable deta.il the disclosures which Congress considered an 

, investor should ha.ve a.vailable in order to make an informed decision 
whether to buy the security. In addition, Congress added flexibility 
to the administ.ration of the statute by empowering the Commission to 
classify issues and issuers, to prescribe appropriate forms, and to 
increase or in certain instances vary or diminish the particular items of 
information required to be disclosed in the registration statement as 
the Commission deems appropriate in the public interest or for the 
protection of investors. Similar legislative treatment applies to 
prospectuses, with respect to which additional power was granted the 
Commission by the 1954 amendments adopted by the S3d C01).gress. 

In general the registration statement of an issuer other than a foreign 
government must describe such matters as the names of persons who 

I participate in the direction, management, or control of the issuer's 
49 
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business; their security holdings and remuneration and options or 
bonus and profit-sharing privileges allotted to them; the character and 
size of the business enterprise; its capital structure and past history 
and earnings; its fi~ancial statements, certifi~d by independent ac­
countants; underwriters' commissions; payments to promoters made 
within two years or intended to be made; acquisitions of property not 

. in the ordinary course of.business, and the interest of directors, officers 
and principal stockholders therein; pending or threatened legal pro­
ceedings; and the purpose to which the proceeds of the offering are to 
be applied. The prospectus constitutes u part of the registration 
statement and presents ill summary the more important of the required 
disclosures. 

Exalnination I'roca\urc 

The Commission is responsible for preventing the sale of securities 
to the public Ojl the basis of statements which contain intl,ccumte or 
incomplete information. The staff of the Division of Corporation 
Finance examines eael~ registmt,ion statl,lI1ent for compliance with 
the standards of disclosure and usually notifieS the registrant by an 
informal letter of comment of tl,ny matcrial respects in which the. 
statement on its face apparently fnils to conform to thlest) require­
ments. The registrant is thus afforded an 0pp0l'tunity to file all 
amendment before the statement, becomes.effective. In addition, the 
Commission has power, after notice and opportunity for hearing, to 
issue an order suspelldillg the effectivllness of a registration statement. 
Information about the increased use of this stop-order power during 
1956 in 8 new cases as compared with;) in 1()55 appears below under 
"Stop-Order Proceedings." 

Time Hequired to Complete Hcgistratiol1 

Because prompt examination of a registration stalllmellt is impor­
tant to industry, the Commission completes its analysis ill the shortest 
possible time. Congress provided for 20 days ill t he ordinary case 
between the filing date of a registi'ation statement 01' of all amendment 
thereto and the time it may become effective. This waiting period 
is designed to provide investors with an opportunity to become familiar 
with the proposed offering. Information disclosed in the registration 
statem~nt is disseminat.ed during the waiting period by means of the 
preliminary forl11 of prospectus. The Commission is empowcrcd to' 
accelerate the effective date so as to shortell the 20-day waiting period 
where the facts justify such action. In exercising this power, the 
Commission is required by stttt,lIte to take into account the adequacy 

.' of the information respecting the issuer tJIPretofore available to the 
public, to the facility with which' the nature of tIlC seeuriti!;,s to he 
registered, their relationship to the capital structure of the issuer and 
~he rights of holders thereof can be understood, and to the public 

. interest. and the protection of investors. 
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The median time which elapsed between the date of filing and ·the 
effective date with respect to 715 I registration statements that be­
came effective during the 1956 fiscal yenr was 23 days, 1 day more 
than the corresponding figure in the preceding year. Despite this 
average increase of a day, in no case, involving any major financing 
absent some serious disclosure problem, did the Commission fail to 
meet the date requested by the issuer for effectiveness or cause delay 
of financing plans. This time was divided among the three principal 
stages of the registration process approximately as follows: (a) from 
date of filing registration statement to date of letter of comment, 1:3 
days; (b) from date of letter of comment to date of filing first material 
amendment, 6 days; aud (c) from date of filing first amendment to 
date of filing final amewlment and effective date of registrati.on, 4 
days. All these days are calendar days, including Saturdays,. Sun~ 
days, and holidays. In 1956, to meet, the financing requirements of 
industry, in cases where the public interest was adequately protected, 
the Commission granted effectiveness in less than 20 days for 1742 
registration statements. 

It is not the function of the staff of the Cqmmission to prepare or 
rewrite registration statements. The members of the staff are ready 
to assist registrants when it appears that a bona fide effort hns been 
made to prepare a registration statement meeting the standards of 
the Act and are as helpful as possible in suggesting whatever may be 
needed by way of additional information if the registratiQn statement, 
as filed, is not entirely complete; But the Commission's policy, in 
the public interest and for the protection of investors, is immediately 
to commence stop-order proceedings in those cases in which the issuer 
and underwriter refuse to comply with, or ignore, the disclosure ~tand­
ards of the law or wI'wre the registration statement appears on its 
face to be false and misleading. As pointed out under the heading 
"Stop-order Proceedings," Lhe Commission instituted eight such stop­
order proceedings during the 1956 fiscal year, and two were pending 
at the beginning of the year. In addition, it has several investiga­
tions under way with respect to a number of other registration state­
ments . 

. There arc several policies regarding acceleration which have been 
developed in the last year'- These pertain to the Commission's un­
willingness to grant acceleration where during the prefiling or post-

I Not inclnded in this elapsed time study were i3 registmticn statements for American Depositary Re­
ceipts on Form S-12 and 127 effective registrations of innstment company securities pI!rSlmnt to post­
etfeetive amendments pcrmitte1llmdcr thc Securities Act of 1933 hy sec. 24 (e) of the Investment Company 
Act of 1940, as amended. The median numhcr cf calendar days of total elapsrd time in reglstmtlOn for the 
73 regist.ration statements on Form S-12 was 4; and for the 127 posteffecti\'e amendments of inycstment 
companies it was 18. 

'This figure of 174 excludes 51 registration statements for American Deposit Receipts and G8 for additional 
amounts of securities of il1\'estment companies which also became effecth'e in less that 20 days niter the date 
of original filing. Thereforc, a grand total of 2\)3 st.atements hecnme effective in less than such 20 days, con· 
stituting 32 percent of the 915 statements that bec.~me etfective in the 1956 fiscal year. 



52 SE.QURITIES AND EXCH~GE COMMISSION 

filing but preeffective' period there is evidence of "gun jumping," that 
is, preeffective sales which are illegal. Also, the Commission has been 
withholding acceleration where one or more of the underwriters does 
not meet the test of financial responsibility required under the Securi­
ties Exchange Act of 1934, and, most important, it has been with­
holding acceleration where, apart from the processing of the registra­
tion statement itself, it has been making an investigation of tl?e issuer 
or the underwriter for illegal or fraudulent activities. 

Attention should also be called to the fact that of the 67 registration 
statements withdrawn during the 1956 fiscal year for a variety of 
reasons, as tabulated under "Number and Disposjtion of Registra­
tion Statements Filed," 34, or 50 percent, were withdrawn because 
the registration statement was materially misleading and would other­
wise have "become subject to stop-order proceedings. 

VOLUME OF SECURITIES REGISTERED 

SeclU'ities effectively registered under the SeclU'ities Act dlU'ing 1956 
totaled $13.1 billion, the highest volume for any fiscal year in the 22-
year history of the Conunission. For each of the past 3 years the 
dollar amount of effective registrations has increased 19 percent or 
more over the amount effective in the previous year. From the 
$7.5 billion for 1953 the amounts have increased to $9.2 billion for 
1954 to $11 billion for 1955 and to $13.1 billion for 1956. The chart 
below shows graphically the dollar amounts of effective registrations 
from 1935 to 1956. 

VOLUME OF SECURITIES REGISTERED WITH THE S.E.C. 
15 
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These figures cover all securities including new issues sold for cash 
by the issuer, secondary distributions, and securities registered for 
other than cash sale, such as exchange transactions and issues reserved 
for conversion of other securities. 

Of the dollar amount of securities registered in 1956, 70.3 percent 
was for account of issuers for cash sale, 21.5 percent for account of 
issuers for other than cash sale and 8.2 percent was for account of 
others, as shown below. Most of the registrations involving issues 
not to be sold for cash cover securities offered in exchange for other 
securities and securities reserved for conversion of other registered 
securities. 

A ccount for which securities were registered under the Securities Act of 1933 during 
the fiscal year 1966 compared with the fiscal years 1966 and 1964 

1956 In %of 1955 In %of 1954 In %of 
millions total millions total millions total 

- ---------------
Registered for account of Issuers for cash salo ____ $9,206 70.3 
Registered for account of issuers for other thau 

$8,277 75.5 $7,381 80.5 
cash sale ______________________________________ 2,8)9 21. 5 2,312 21.1 1,638 17.9 

Registered for account of others than the Issuers __ 1,071 8.2 372 3.4 154 1.6 
------------------TotaL ____________________________________ 13,096 100.0 10,961 100.0 9,173 100.0 

The most important category of registrations, new issues to be sold 
for cash for account of the issuer, amounted to $9.2 billion in 1956 as 
compared with $8.3 billion in 1955. For 1956,45 percent of the total 
volume was made up of debt securities, 49 percent common stock and 
6 percent preferred stock. Approximately 60 percent of the volume 

, of common stock represented securities of investment companies. 
Figures showing the number of statements, total amounts registered, 

and a classification by type of security for new issues to be sold for 
cash sale for account of the issuing company for 1935 to 1956 appear 
in appendix table 1. More detailed information for 1956 is'given in 
appendix table 2. . 

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

Classification by industries of securities registe7'ed for cash sale for account of issuers 
during the fiscal year 1966 compared with the fiscal years 1966 and 1964 

1956 In % of 1955 In % of 1954 In % of 
millions total millions total millions total 

-------------1-------------
Manufacturing _________________________________ $1,788 19.4 $1,779 21.5 $958 13.0 Mlnlng _________________________________________ 148 1.6 106 1.3 89 1.2 Electric, gas, and water _________________________ 1,802 19.6 2,127 25.7 2,722 36.9 
Transportation, other than rallroad _____________ 118 1.3 12 .1 4 0 Communication ________________________________ 1,294 14.1 837 10.1 932 12.6 Investment companies __________________________ 2,890 31:4 2,236 27.0 1,557 21.1 
Other financial and real estato __________________ 852 9.2 789 9.5 512 6.9 Trade ___________________________________________ 73 .8 27 .3 52 .7 Service _________ : ______________________________ : 41 .4 100 1.2 13 .2 Construction ___________________________________ 

--------- --------- 160 1.9 8 .1 ------------------'rotal corporate ___________________________ 9,006 97.8 8,173 98.7 6,844 92.7-Foreign governments ___________________________ 200 2.2 104 1.3 637 7.3 ------------------TotaL ____________________________________ 
9,206 100.0 8,277 100.0 7,381- 100.0 
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- The chiss-ification of issues of investment companies according to 
:type of oi'gani- ation for the last 3 fiscal years is as follows:-

The classification of ref/istereel iS81lCS of investllle~t companics accordinf/' to t1/PC of 
organization durin!J the 1956 fiscal ycar c01ll1Jared with the fiscal years 1955 and 
1954 

19,6 In 19';, in 1914 in 
, millions millions millIons 

Management open-end companies _________________________________ _ 
Management closed-end companies ________________________________ _ 
Unit and face amount certificate companics ________________________ _ 

$2,267 
42 

.182 

$1,8,13 
2S 

3.1!i 

$1,106 
5 

446 
1------------

TotaL________________________________________________________ _ 2,890 2,236 I 1,5.17 

Of the net proceeds of the corpomte securities rcgistcred for cash 
sale for ri,ccount of issuers in 1956, 62 perccnt was designated for ncw 
money purposes, including plallt., equipment and working capital; 2 
percent for retirement of securit,ies, find :36 pCl'cent for ot.her purposes, 
principally the purchase of sec'urities by investment companies and 
employee participation plans. ' 

Activity and prices in the securities markets hnve reached highs 
unprecedented in the Commission's experience. FurtllCrmore, this 
upsurge has taken place in a relatively shor'L period of time. For 
example, the dollar amomit of securities effect.ively regist,cred under 
the Securities Act of 1933 incrcased by 75 percent from $7.5 billion in 
fiscal 1953 to $13.1 billion in: fiscal 1956. This figure had lIcvcr ex­
ceeded $5 hillion during tlte period 19:35 to 1945. The aggrcgat,e 
market value of all stock on all stock 'exchanges incrcased from $135.4 
-billion at the end of calendar 1953 to $2:38.8 billion at the elld of calen­
dar 1,955 alld had lIever exceeded $100 billion bctwcen 193:3 to 1945. 
The Dow Jones Industrial average of stock prices on the New York 
Stock EXQhange r~ach~d an all-time high of 521.05 on April 6, 1956. 
During the years 1933,to 1949 it ncver exceeded 220. The value of 
the gross national product broke through the $400 billion figure in 
1956 as compared with $340 billion in 1952. 

HEGISTHATION STATEMENTS FILED 

During 1956, 981 registration statements wete filed for offerings 
aggregating $13,097,787,682, compared with 849 statements covering 
offerings of $11,Q09,757,143 in 1955. 

Of the 981 statements in 1956, 415, or 42 percent, were filed by com­
panies that had not previqusly registered any securities under the 
Securities Act of 1933 compared with 297, or 35 percent of the corre­
sponding total during the previous fiscal year. 

The growth in volume of proposed financing under the registration 
provisions or'the Securities Act of 1933 is shown by the following 
tabulatioil which reflects a 3-year increase of nearly 77 percent in 1956 
compared with 1953 in the aggregate dollar amount proposed to be 
offered as filed. 
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NUIIlllcr of Ag~regate Numher uf Aggregate 
Fiscal year stutpmcnts aIllount Fiscal year stutpIllcnts amount 

filed filed 

1953 __________________ r.21 $7, 3U9, 059, 928 1U55 __________________ 849 $11,009,757,143 1954 ______ : ___________ 649 8,983,572,628 195r. __________________ 981 13,097,787, ti28 

A cumulative total of 12,848 registration statements have been filed 
under the Act by 6,364 difi'erent companirs covering proposed offerings 
ofsecurities aggregating over $119 billion dlll'ing the 23 years from the 
date of its enactment in ] 9:33 to June :30, ] 956, 

Particulars regarding the disposition of all registration statements 
filed Ul~der the Act to June 30, ] 956, and the aggregate dollar amounts 
of secllI'ities proposed to be offered which are reflected in the statements 
both as filed and as effective, ar~ summarized in the following table, 

Number and disposition of registration statcmcnts filed 

Registration statements. 
Flled ______________ _ 

EtTcctivn-ncL _____ ____________________________ _ 
Under stop or refusal order-neL ___ ____________ _ 
Withdruwn ______________________________________ _ 
Pending at Jillle 30,1955 _________________________ _ 

Prior to 
July I, 1955 

11,867 

1Il,248 
184 

1,332 
103 

July I, 1955, to I Total as of 
Junl!30, 195ti June 30, 19,16 

1981 12,848 

29U6 3 11,147 
3 187 

67 1,399 

Pf'liding lit June 30, 1U56___________________ ______ _____ ____________ ________________ 115 
------------I-----------I--~------

TotaL__________________________________________ II, SU7 ______ __________ 12,848 

Aggregate dollar amount: 
As filed__ ____ __ __ __ __ __ _ _ __ _ __ _________ __ _ _____ ___ $105,992, 5ii, 337 $13,097, 787, r.~8 $119,090, 4r.4, 965 
As effective_ ___ __ ____ _ _ ________ _______ __ _ ____ ____ $103,040,287, 182 $13, U95, 508, ISO $116, 135,795,262 

1 Includes 133 registration statements covellng- IH opost'ci olIi'rIngs totaling $2,C,Ol,i7C,,879 which WPfC filo(l 
hy investmcnt companies uniler sec. 24 (e) of the Inypstnwnt Company .Act of H)40 WhICh, sinc{' the anlf'ud­
mcnt cffectlvc Oct. 10, 1954, has Ilelmitt('d registrutlOn of additIOnal amount.." of investment L'olllpany 
securitH~s hy postpffectivc amcndJIle)..ts to IWl'viOllsly pfYI~ctivt' r('gl~tration statC'll1cnts 

2 Excludps \) addItional statements which we1'P withdrawn Uftf'1 tlll~Y lIl'came oiTectlvt'j Uwsc 9 nrc counted 
in tlw 67 5tntenWllts withclruwTl during the 19Mi fiscr.I y£,lll' 

3 Exclud('~ i rcgistrat.Oll ~tntcIll<'nts winch hccmllc CtIl'ctlYt.' pllor to July I, HIS;), and wcrc withdruwn; 
these 7!l1c also mc1udl'd in the OJ statements with<lruwll dunng the IOnC, fiscal yeal. 

Rca,~ons given for requestinll withdrawal of the 67 rCllistration statcmcnts withdmwn 
-undcr the Securities Act of 1 U33 d'llrinll the 1.'156 fiscal ycar 

Nuturc of n'ason glYPH 

Hcgistra.t1on statement was materIally deficient and registrant 
requested withdri.lwr~l ufter receipt ofstufT's letter of comU1<mt ___ __ _ 

Registration statement was materially deficiel't and registrant was 
adVIsed that statement should he withdrawn or stop order pro-
ceedings would he necessary _______________ -_____________________ _ 

Registrant requested withdrawal hecause finanelllg plans as s:.t 
forth in the registration statelllent had bee.1 changed _____________ _ 

RegIstrant requested withdrawal hecause of market con(htlOns 
having change(L ________________________________________________ _ 

Registrant requested WIthdrawal hecause financlllg had hcen 
obtullled without the necessity for registration ___________________ _ 

Registrant requested withdraw,11 hecuuse proposed underwriters 
were not registered in United States _____________________________ _ 

Registrant request<ld withdrawal hecauso rcqUlrements of Investi-
. mcnt Company Act of 1940 could not he lIIet _____________________ _ 
\Vithdrawal was requ('sterl hccause lcgistrunt hud gone into 

hankruptcy ______________________________________________________ _ 
Registrunt requested withdrawa.l because no need to registcr 

(closed votlllg trust agreoment) __________________________________ _ 
Registrant requested withdrawal because not sullicicnt money 

was raised under an escrow agl'cemcnL _________________________ _ 

Totill ______ · __________________________________________________ _ 

Kutnher of rerccnt or Percent 
statements totul cUIIlulntive 
withdru\\11 withdrawn 

23 34 ------------

II 16 50 

18 27 i7 

0 83 

3 87 

2- 3 90 

93 

3 90 

2 98 

2 100 
1-------1------1-------67 _______________________ _ 
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EXEMPTION FROM UEGISTRATION _ IFOR SMALL ISSUE5-$300.000 
OR LESS 

Under section 3 (b) of the Securities Act the Commission is em­
powered from time to time by its rules and regulations, and subject to 
stich terms and conditions as it may prescribe therein, to-add any class 
of securities to the securities specifically exempted by section 3 (a) of 
the Act, if it finds that the enforcement of the registration provisions of 
the Act with respect to such additional securities is not necessary in 
the public interest and for the protection of inv:estors by reason of the 
small amount involved or the limited character of the public offering. 
The statute, as amended in 1945/ imposes a maximum limitation of 
$300,000 upon any exemption provided by the Commission in the 
exercise of this power. ' 

Acting under this authority the Commission has adopted the types 
of exemption identified bel~w: 

Regulation A: 
General exemption for small United States and Canadian issues up to 

$300,000. ' 
Regulation A-M: 

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

Regulation A-R: 
Special exemption for notes imd bonds secured by first liens on family 

dwellings up to $25,000. 
Regulation B: 

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

Regulation B-T: 
Exemption for interests in oil royalty trusts or similar types of trusts or 

unincorporated associations up. to $100,000. 

The revision and consolidation of regulations A for United States 
issuers and D for Canadian issuers into a new regulation A, just after 
the close of the 1956 fiscal year, is discussed under "Revisions of Rules 
and Forms" above. 

Exemption from registration under section 3 (b) of the Act does not 
carry exemption from the civ-illiabilities for material misstatements or 
omissions imposed upon any person by section 12 (2) or from the 

, 'criminal liabilities for fraud imposed upon any person by section 17. 
The Commission's regulation A implements section 3 (b) of the Se­

curities Act of 1933 and permits a company to obtain not exceeding 
$300,000 (less underwriting commissions) of needed capital in any ono 
year from a public offering of its securities if the company complies 
with the regulation. Upon complying with the regulation a company is 
exempt from the registration provisions of the Act. A regulation A 
filing consists of a notification _supplying basic information about the 

a As ori ginally written and until the 1945 amendment the limitation was $100,000. 

'---------
, , -----

! -
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company, certain exhibits and an offering circular which is required 
to be used in offering the securities except in the case of a company 
with an earnings history and the offering is not in excess of $50,000 
in securities. _ 

As a convenience to the-public, the processing of such filings has been 
decentralized to the Commission's nine regional offices. Ten business 
days must elapse between the filing with the regional office and the 
commencement of the ofl'ering unless the Commission authorizes a 
shortening of this period. During this period the staff of the regional 
office reviews the filing to determine whether the condi.tions to the use 
of the exemption have been met and whether any deficiencies exist 
which should be corrected before the offering commences. _ 

One objective of the Commission's newly established Branch of 
Small Issues within the Division of Corporation Finance in Washing­
ton is to develop uniform procedures to be followed by the regional 
offices in their processing of regulation A filings and to coordinate the 
enforcement activities of the field offices in the administration of the 
exemption. Companies of the same type and offering the same type 
of securities should, to the extent possible, be treated uniformly regard­
less of the local office in which they file. By assigning to the Branch 
of Small Issues the duty to supervise the administrative procedures 
used by the regional offices the Commission is providing a -valuable 
safeguard for small business as well as the interest of investors. 

A second broad objective to be accomplished by the Branch of 
Small Issues is to assist the Commission in its determined effort to 
protect the public against fraud in the sale oJ small issues without 
unduly burdening small business. Regulation A is designed to assist 
legitimate small business and new_ ventures in bringing to market a 
small issue of securities. Regulation A was not designed as a shield 
for the perpetration of fraud on the investing public. One problem in 
this area is to detect as quickly as possible those filings which are 
schemes to obtain so-called "front money" to line the pockets of the 
promoters rather than to obtain funds for the conduct of bona fide 

. business. Another problem is to detect those offerings under the 
regulation which are sold without use of the required offering circular, 
but rather are sold by false and misleading sales talk by high pressure 
salesmen often operating out of "boiler-rooms." 

Regulation A itse~f disqualifies an issuer from offering securities 
under the exemptive regulation if the issuer or any person connected 
with the proposed offering (including any promoter, officer, director, 
major stockholder, or underwriter) has previously run afoul of any 
State or Federal securities law (through criminal conviction, injunc­
tion, or certain enumerated administrative proceedings). The Branch 
of Small Issues examines the Commission's comprehensive records of 
securities violations for each filing as it is made, to determine promptly 
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if any ground for disqualification from the exemption exists. If so,_ 
the Commission by order suspends the exemption for t,hat issuer. 

This procedure cffecLivciy prevents persons who have been guilty 
of fraudulent practices in the past from using the regulation A exemp­
tion. However, this reaches only a relatively few cases and the major 
problem remains of developing a follow-up program to detect fraild 
in regulation A filings by persons with no past history of'securities 
violations. Toward this end the Branch of Small Issues will detm'­
mine, in consulLation with regional offices, those filings which on 
their face arc open invitations to fraud, either hecause the properties 
of the company do not appear valuable; because the background 
and experience of the promoters appeal' dubious in light of the business 
proposed to be done; or hecause the venture is rank speculation. 
Such filings will be investigated under the direction of t.he BraflCh 
of Small Issues to determine t.he selling practices actmilly used. 
Furthermore, it is hoped that a program of "spot-checking" of filings 
can be inaugurated in each regional office under the supervision of 
the Branch which would involve inspecting the books and records 
of a selected number of issuers and their underwriters and interro­
gating, on a sampling basis, the purchasers of such securities as to 
represel)tations made to them in connection with their purchases. 

If the "boiler-room" stock salesman and the "fron t money" 
racketeer are promptly dealt, with and denied usc of the legulation A 
exemption, we will do much to build public confidence ill the bOlla 
fides of issues made ullder t.he regulatlOn which will redound to the 
benefit of legitimate small business seeking capital from the public 
for business growth, It is the Commission's expectation that the 
new Branch of Small Issues will make a significant contribution toward 
the attainment of this goaL Not only will the Branch maintain 
close liaison with our field offices but the Branch together with other 
Commission staff members will maintain liaison with the staff of. the 
Small Business Administration on matters of common concern, 

Exempt Offerings Under. Hegulations A and D 

During the 1956 fiscal year 1,463 notifications were filed under 
regllhttion A, covering proposed offerings of $273,471,548, compared 
with 1,628 notifications covering proposed offerings of $29G,267,000 
in the 1955 fiscal year. Included in the ] 956 total were 75 notifica­
tions covering stock ofrerings of $14,420,545 with respect to com­
panies engaged in the exploratory oil and gas business, and 349 filings 
covering offerings of $72,303,GG7 hy mining companies. These 349 
filings by mining companies included 275 hy 'uranium eompanips 
with proposed offerings aggregating $58,211,812 :111<1 74 offerings hy 
other mining companies nggregating $14,091,755. In addition, there 
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were 44 filings by companies explorillg for hoth uranium and oil and 
gas with stock offerings aggregating $10,866,382. Thus there was a 
total of 319 filings by companies who proposed' to use all or a part of 
the proceeds for explo'nition and development of uranium pi·operties. 
Three hundred and two of these companies were less than 2 years 
old at the·date of filing. There was a total of'119 filings by compa­
nies which proposed to' use all or a part of the proceeds for explora­
tion and development of oil and gas properties. -

It is significant that most use of this exemp~ion was made hy newly 
organized enterprises. During 1956, approximately two-thirds of 
the filings and the offerings thereunder were made bv companies 
less than 2 years old.. Such new companies filed 843 of the year's 

I 

notifications for aggregate offerings. of $167,485,970, representing 
approximately -58 percent of all' companies filillg notifications und,er 
regulation A and approximately 61 percent of the total amount of 
proposed offerings thereunder. A breakdown ot these filings made 
by new companies shows that uranium ventmes accounted for 302 
filings covering proposed offerings of $67,602,676; and new companies 
in all other lines accounted for 541 filings covering proposed offerings 
of $100,483,294. 

Certain facts regarding these offerings are set forth in the following 
. table. ' 

Offerings 1Iladc 1tnder RC(Jlilation A 

Dcscription Numhcr 

Fiscal year _________________________ ~ ___ __ _ ___ ___ __ _ __ _ _________ ___ __ ____ !!)!iU 1U55 1954 
----------------------,1---------
Size:' 

$100,000 or less________________________________________________________ 481 544 503 
Over $\00.000 but not over $200,00(1..__________________________________ 24(1 312 213 
Over $~O,OOO but not over $:JOO,OOO ______________________________________ 73_u __ 77_2 __ 4_,,9 

Underwriting: 
EllIployed ___________________________________________________________ _ 
Not used ______________________________________ • ________ ~ ____________ _ 

1.4r.3 

"30 
833 

1,4!l3 

Offerors, . 1 389 

~StSO~kWoyd~~~~I_l~~~~ ~ = ~ = = :_: = = = = = = = = = = = = = == = = = = == == == = = = = == = = = = = = = = == = = = ' 62 Issuers and stockholders jointly _________________________________ •.. ___ 12 

1,463 

I, f,28 

785 
843 

1,628 

1,.517 
109 

2 

1,628 

1, 175 

501 
674 

1,175 

1,079 
92 
4 

1,175 

Most of the underwritings were undertaken hy commercial under­
writ.ers who participated in 528 offerings in 1956, 671 in 1955 and 
419 offerings in 1954. Officers, directors, or other person~ not regu­
larly engaged in t.he securities business, who received remuneration 
or commissions therefor, handled the remaining cases, where commis­
sions were paid. 

406617-57--6 
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Nwnber of notifications filed ~mder Regulation A by years for the 10 fiscal years ended 
June 30, 1947 through 1956, and the dollar amount proposed to be offered 

FIscal year' ended 
June30 

Numherof 
notifica­

tions filed 

Amount of 
proposed 
offerIngs 

----------------
1917 ___________________ _ 
1948 ___________________ _ 
1949 ___________________ _ 
1950 ___________________ _ 
1951 ___________________ _ 

1,513 
1,610 
1,392 
1,357 
1,358 

$210.791,000 
209,485.000 
186,783.000 
171, i43, 000 
174,278,000 

Fiscal year ended 
June 30 

1952 ___ : ______ . ________ _ 
1953 ___________________ . 
1954 ___________________ . 
1955 __________________ _ 
1950 __________________ _ 

Number of 
notifica­

tions filed 

1,494 
1 .128 
1,175 
1,628 
1.463 

Amountoi 
proposed 
offerings 

$210, 673, 000 
223. 350. 000 
187,153,000 
296,267,000 
273, 472, 000 

Number of notifications filed under Regulation A by months during the 1954, 1955, 
a1?d 1956 fiscal years and the dollar amount of proposed offerings' 

1954 Fiscal Year 
Number Dollar amount 

of of proposed 
filings offerings 

1953: July ____________________________________________________________________ _ 
97 $13,555, 599 August _____________________________________ ~ ___________________________ _ 

September ______________________________________________________________ _ 
October ________________________________________________________________ _ 
November ______________________________________________________________ _ 
December ______________________________________________________________ _ 

83 13,518,087 
92 13,672,362 
76 11,237,170 

112 18,129,552 
95 14,063,477 ---------Total f?r 6 months ____________________________________________________ _ 555 84,176,247 

1954: January ________________________________________________________________ _ 
February _______________________________________________________________ _ 
March ______________________________________________ ~ ___________________ _ 
AprIL ________________________ . _________________________________________ _ 
May ___________________________________________________________________ _ 
June ____________________________________________________________________ _ 

74 11,291,429 
72 12,149,741 

122 19,427,322 
104 17,180,010 
105 18,571.860 
14J 24,356,617 

-----------Total for 6 months ____________________________________________________ _ 620 102, 976, 979 
Total for fiscal ycar ______________________________ .-___________________ _ 1,175 187,153,226 

Number Dollar amount 
1955 Fiscal Year of of proposed 

filings offerings 

1954: July _______________ . ___________ . _________________________________________ _ 118 $19,119,327 August. ________________________ . ________________________________________ _ 132 26,110,339 
118 20,235,586 
139 25,279 742 
128 22,189,700 

September ______________________________________________________________ _ 
October ________________________________________________________________ _ 
November ____________ :: ________________________________________________ _ 

119 21,521,917 December ______________________________________________________________ _ 
\ ' , 

, Total for 6 months __________ ,- ________________ : ________________________ _ 754 134, 456, 611 

1955: 
130 22,512,941 
126 21,134,808 
171 32,404,406 
130 ·25, 773, 601 
162. 29,905,432 
155 30,080,234 

January ________________________________________________________________ _ 

rr~r~_?:::::::::::::::::::::::: ::::::::::::::::::::::::::::::::::: :::::: ApriL __________________________________________________________________ _ 
May ___________________________________________________________________ _ 
June ____________________________________________________________________ _ 

Total for 6 montbs ____________________________________ : _______________ _ 874 161, 811, 422 

Total f9r fiscal year ___________________________________________________ _ 1,628 296, 268, 033 
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Number of notifications filed under Regulation A by months during the 1954, 1955, 
a1!d 1956 fiscal years and the dollar amount of proposed offerings-Continued 

Number Dollnr amount 
1956 Fiscal Year of of proposed 

tilings offerings 

1955: July _____________ ' _______________________________________________________ _ 138 $26, 393, 096 August _________________________________________________________________ _ 169 35,218,967 September ______________________________________________________________ _ 131 27,435,423 October _____ : __________________________________________________________ _ 123 22,319,465 November ______________________________________________________________ _ 97 16, 181, 484 -December _____________________________________________________ : ________ _ 129 24,191,389 

Total for 6 months ____________________________________________________ _ 787 151, 739, 824 

1956: January ________________________________________________________________ _ 
96 17,693,674 

115 18,750,526 
136 25,247,493 
104 18,030,298 
120 22,904,041 
105 19,105,692 

February _____ -____________________________ ' ______________________________ _ 
March __________________________________________________________________ _ 
April ___________________________________________________________________ _ 
May ___________________________________________________________________ _ 
June ____________________________________________________________________ _ 

Totel for 6 months ____________________________________________________ _ 676 121,731, 724 

Totel for fiscal year ___________________________________________________ _ 1,463 273,471,548 

During 1956, 15 notifications were also filed under regulation D 
for Canadian issners, covering 'proposed offerings of $3,367,735, com­
pared with 37 notifications covering proposed offerings of $10,004,176 
in the 1955 fiscal year. 

Denial or Suspension of ExeDlption 

Both Regulation A and Regulation D provide for the denial or 
suspension of the exemption in appropriate cases. During 1956 
denial or suspension orders were issued in 100 cases, compared with 
18 cases in 1955. 

Denial orders-

Regulation A: 
Allied Industrial Development Corp" Houston; Securities Act Release 

No. 3588 (November 1, 1955). 
Blue Chip Uranium Corp., Denver; Securities Act Release No. 3572 

(September 1, 1955). 
Calumet Hills Mining Co., Birmingham, Ala.; Securities Act Release 

No. 3646 (June 13,1956). 
Grand Canyon Uranium Co., Salt Lake City; Securities Act Release No. 

3651 (June 25, 1956). 
Lista, Inc:, Reno, Nev.; Securities Act R~lease No. 3651 (June 25, 

1956) . 
Navajo Uranium & Thorium Corp., Las Vegas; Securities Act Release 

No. 3631 (April 13, 1956). 
Pittman Drilling & Oil Co., Independence, Kans.; Securities Act Release 

No. 3595 (November 30, 1955). 
San Juan Uranium, Corp., Oklahoma City; Securities Act Release No. 

3564 (August 12, 1955). 
Searchlight Uranium Corp., Searchlight, Nev.; Securities Act Release 

No. 3563 (August 4, 1955). 

, -----­
---------- ..... 
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Denial orders-Continued 

_ Regulation A-Continued 

Speculators Diversified, Inc., La::; Vegas; Securities Act Releuse No. 3585 
. (October_2i, 1!)55). 
The Uranium and Oil Development Project, Inc., Phoenix; Securities 

Act Rele:lse No. :3580 (October 5, H)55). 
Uranium-Petroleum Co. -Cor II unter Securit.ies Corp., Salt Lake City; 

Securities Act Release N o. :~50U (January 26, 1955). 
Regulat.ion D: 

Key Oil & Gas (10.55), Ltd. (N. P. L.), Vancouver; Securities Act 
Release N o. :~652 (.J une 20, 1056). 

McKenzie Northern Mines, Ltd., :Montreal; Securities Act. Release No. 
3610 (Fehruary :3, l!)55). 

l\ieholson Creek Mining Corp., Seattle; Securities Act Rclcase No. :362:3 
(March 1:3, 195G). 

Suspension orders­

Regulation A: 
ABS Trash Co., Inc., Washington; Securities Act Release No. 3(\49 

(June 20, 1!)5G). -
Acryvin Corp. of America, Inc., Brooklyn; Securities Act Release. No. 

:3654 (June 28, 1\)56). 
Air Research & Exploration, Inc., Brooklyn; Securities Act Release­

No. :3654 (June 28, 1U5H). 
Allied Finance ·Corp., Silver Spring, Md.; Securitfes Act Release No. 

:3644 (June 8, 1056). Vacated August 29, 1956. _ 
Alpha Instrument Co., Inc., Washington; Securities Act Release No. 

:3642 (June 6, 1956). 
Amarilla Uranium, Inc., Las Vegas; Securities Act Rclease No. 3651 

(.J une 25, 1056). 
A. M. Electronics, Inc., "r ashington; Securitics Act· Release No. :3642 

(June (i, 1 !J5(). 
American Mining & Smelt.ing, Inc., Spearfish, S. Dak.; Securities Act 

Releases No. :3559 and :3622 (July 0,1055; vacated March 12,1956). 
Badger Uranium Corp., Las Vegas; Securities Act Reletlse 1\0. 3651 

(June 25, 1056). -
Bellevue Mining' & Concent.rating Co., Hailey, Idaho; Securities Act 

Release No. :3559 (.July 2!J, 195.5). 
Big Indian Uranium Corp., Provo, Utah; Securities Act Release No. 

3643 (June 6, 1956). 
Blaze-Master, Inc., Auburn, N. Y.; Securit.ies Act Release No. 35i9 

(October 5, 19(5). ' 
Bridgehaven, Inc., Brooklyn; Securit.ies Act Release No. 3633 (April 

24,1056). 
Budget Funding Corp., Jamaica, N. Y.; Securit.ies Act Release No. 3627 

(April 4, 10(6). 
Butte Highlands Mining Co., Spokane; Securities Act Release No. 3559 

(July 29, U)55). 
Cal-Mex Oil Corp., Taft, Cnlif.; Securities Act. Release No. 3640 (June 

20, 1955). 
Carolina Mines, Inc., King Mountain, N. C.; Securities Act Release No. 

:3608 (January 25, 1056). 
Cherokee Uranium :Mining Corp., DCllYcr; Securities Act Release No. 

36·10 (May 31, 1956). 
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SuspclIsion ordcrs-Continued 

Regulation A-'-Continued 

63 

Coastal Finance Corp., Silver Spring, Md.; Securities Act Release 3612 
(February 8, I \l5ti). 

Colorado Mining Corp., New York; Securities Act ltelease .No. 3626 
(March 20, ]()56). 

Constant Minerals Separation Proccss, Inc., Reno, Nev.; Securities Act 
Release No: 3587 (No\'ember 1, HJ55). 

Continental U:308 Corp., Heno, Nev.; Securities Act Release No. 3589 
(1\ovember I, 11)55). 

Deal ShoreH EHtates' Associatiun, Suction II, AsbuI'Y Park, N. J.; 
Securit.ies Act Helens!! }\·o. :{G.'i4 (JUilC 28, 11)5li). 

Denver: ""orthern Oil Co., Denver; Securities Act Release No. 3601 
(.January ti, I !l[)(i). 

,Dix Uraniulll Corp., Pruvo,- Utah; Securi1.ie;; Act Release No. 3651 
(.June 25, I !llj(i). 

Dolores of Florida, Inc., Lalwland, Fin.; Seeuriti(~s Aet Release No. 36:31 
(Aprin :', I !l5(\). 

Eastem Engineerin!~ Associat(~s, Inc., Arlington, Va.; Securities Act 
Helease No. :{U4!J ('June 20, UJ5G). -

Charles D. Adams, .Joseph H. Neebe as the Friendly Persuasion Co., 
New York; Securities Act Helea&e No. :3(;54 (June 28, 1956) . 

. Gatling Mining & Development Co., Inc., New Brunswick,. N . .I.; 
Securities Act Helease No. :3G2.'i (March 2!l, ID5l»). 

Georgetown on the Aisle Club, Washington; Securities Act Release No. 
:{G42 (.June li, I !J5G). 

Gibl)onsville Mining & Exploration Co., Spokane; Securities Act Re­
lease No. 3551) (July 29, I !).')5). 

Hemisphere Productions, Ltd., Washington; Securities Act Release 
No. :Hi42 (.June ti, UJlj(j) .. 

Hollywood Angels, inc., New York; Securities Act Release No. 3616 
(February 21, 11)56). 

Insured Savings Life Insuranee Co., Phoenix; Securities Act Release No. 
:3617, (March I, 1!J5U; made permanent April 27, H)50)., 

.Tess Hickey Oil Corp., Fort Worth; Securities Act Release No. 3567 
_ (August H), H).').'). 

Jet Uraniulll Corp., Las Vegas; SecllriLies' Act Hele::se No. 3594 (No­
vember 2.'), 1 !l55). 

Laboratory of Electronic Engincering, Inc., WashiJigton; Securities Act 
Release No. 3G42 (Junc ti, II).')ti) , vHcated Securities Act Release No. 
aG50 (June 22, 1\)5(;). 

Lewisohn Copper Corp., Tucson; Securities Act Release No. 3648 (June 
15,11)56). 

Lilly_ Belle Mining & :Milling Co., Inc., Colorado Springs, Colo.; Securi­
ties Act Release No. 3.')59 (July 21), 11).').'). 

Lucky Custer· Mining Corp., Boise, Idaho;- Securities Act Release No. 
3559 (July'21), HI.').'). 

-. Lucky Lake Uranium, IIlC., S11,lt Lake City; Securities Act Release No. 
3624 (M11,rch 20, 1 \).')6) . 

. -Maine' Mining & Exploration Corp., Portland, Maine; Securities Act 
Release No. 351)9 (December 16,11)5.'). 

Marco Industries, Inc., .Depew, N. y,; Securities Act Release No. 3654 
(June 28, 1956). 
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Mayday Uranium Co., Salt Lake City; Securities Act Release No. 3641 
(June 4, 1956). . . 

Metal & Mines 'Co., Reno, Nev.; Securities Act Release No. 3577 
(September 28, 1955). 

Mi-Ame Canned Beverages Co., Hialeah, Fla.; Securities Act Release 
No. 3646 (June 13, 1956). 

Minerals Aggregates Corp., Denver; Securities Act Release No. 3614 
(February 15, 1956). 

Miro-Kohl Products, Inc., Reno, Nev.; Securities Act Release No. 
3608 (January 25, 1956). 

Mizpah Uranium & Oil Corp., Denver; Securities Act Release No. 3628 
(April 4, 1956). 

Moapa Uranium Corp., Las Vegas; Securities Act Release No. 3651 
(June 25, 1956). 

National Foods Corp., Pittsburgh; Securities Act Release No. 3654 
(June 28, 1956). 

National Negro Theatre, Television & Motion Picture Industries, Inc. 
(Spectrum Arts, Inc.) New York; Securities Act Release No. 3558 
(July 22, 1955). 

National Union Life Insurance Co., Miami, Fla., Birmingham., Ala.; 
Securities Act Release No. 3583 (October 18, 1955). 

Oil Finance Corp., Warren, Pa.; Securities Act Release No. 3654 (June 
28, 1956). 

Pacific Alaskan Land & Livestock Co., Fairbanks, Alaska; Securities 
Act Release No. 3586 (October 31, 1955). 

Pony Tungsten Enterprise, Pony, Mont.; Securities Act Release No. 
3559 (July 29, 1955). 

Product Development Corp., Philadelphia; Securities Act Release No. 
3611 (February 7, 1956). 

Real Savings Assurance Co., Mesa, Ariz.; Securities Act Release No. 
3605 (January 20, 1956). 

Republic Gas & Uranium Corp., Dallas; Securities Act Release No. 
3643 (June 6, 1956). 

Rescue Mining Co., Warren, Idaho; Securities Act Release No. 3559 
(July 29, 1955). ' , 

Robbins E;thol Corp., Salt Lake City; Securities Act Release No. 3644 
(June 8, 1956). 

Rock Creek Tungsten Co., Missoula, Mont.; Securities Act Release No. 
3559 (July 29, 1955). 

Ribbon Copies Corp. of America, Washington; Securities Act Release 
No. 3645 (June 12, 1956). 

San Juan Uranium Corp.; Oklahoma City; Securities Act Release No. 
3556 (July 20, 1955): . 

Segal Lock & Hardware Co., Inc., New York; Securities Act Release 
No. 3654 (June 28, 1956). 

Selevision Western, Inc., New York; Securities Act Release No. 3560 
(August 3, 1955). 

Sky Ride Helicopter Corp., Washington; Securities Act Release No. 
3639 (May 25, 1956). . 

Southwestern Uranium Trading Corp., Denver; Securities Act Release 
No. 3559 (July 29, 1955); Securities Act Release No. 3572, vacated 
(September 1, 1955). 
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Sterling Industries, Inc., Newark, N. J.; Securities Act Release No. 3611 
(February 7, 1956). 

Trans-Continental Uranium Corp., 'Salt Lake City; Securities Act Re­
lease No. 3597 (December 12, 1955). 

Triangle Uranium Corp., Las Vegas; Securities Act Release No. 3649 
(June 20, 1956). ' 

U-H Uranium Corp., Moah, Utah; Securities Act Release No. 3602 
(December 16, 1955). 

Uranium Petroleum Co., Salt Lake City; Securities Act Release No. 
3609 (January 26, 1956). 

Uravan Uranium & Oil, Inc., Denver; Securities Act Release No 3620 
(March 7, 1956). , 

United States Gold Corp., Spokane; Securities Act Release No. 3559 
(July 29, 1955). '. 

Vactron Corp., Fort Worth; Securities' Act Release No. 3581 (October 
5, 1955). ' 

Vada Uranium Corp., Ely, Nev.; Securities Act Release' No. 3598 
(December 16, 1955). 

Verschoor & Davis, Inc., New York; Securities Act Release No. 3654 
(June 28, 1956).-

Washington Institute for Experimental Medicine, Inc., Herndon, Va.; 
Securities Act Release No. 3642 (June 6, 1956). 

World Uranium Mining Corp., Salt Lake City; Securities Act Release 
No. 3559 (July 29, 1955). 

York Oil & Uranium Co., New Castle, Wyo.; Securities Act Release No. 
3637 (May 23, 1956). 

Zenith Uranium & 'Mining Corp., Boston; Securities Act Release No. 
3597 (December 12, 1955). 

Regulation D: 
Bowsinque Mines, Ltd., Ontario; Securities Act Release No. 3607 

(January 24, 1956). 
Ladoric Mines, Ltd., New York; Securities Act Release No. 3615 

(February 17, 1956). 
Vigorelli of Canada, Ltd., Montreal; Securities Act Release No. 3597 

(December 13, 1955). 

In general, the reasons for the issuance of these orders included 
failure to comply with certain conditions of the exemption (such as 
failure to file reports of sales and use of proceeds) or, in certain cases, 
the perpetration of outright fraud and deceit (involving misstatements 
of material facts either in the offering circular or in oral communica­
tion). A few actual cases' are summarized below to illustrate specific 
charges of misrepresentations occurring in suspensiori proceedings 
brought by the Commission. 

Coastal Finance Corp.-This small loan company filed a regula­
tion A' notification with .the Commission on July 31, 1955, for the 
purpose of obtaining an exemption from registration with respect to 
a proposed public offering of 5,669 shares of ,class A common stock 
($10 par) at $28.50 per share. According to the offering circular, the 
offering was to be made to holders of outstanding class A shar(}s at 
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the rat.e of 1 addit.ional share for each G shares held of' record on 
Augu.st. 5, 1955. Unsubscribed shares were to 'be offered for public 
sale on a best efforts basis by an underwriter. Altho'ugh not required 
to do so by regulat.ion A, the financial statements included in the 
offering circular were certified by independent public ttccountants. 
All of these securities were sold. 

After being advised by the certifying accountants, who discovered 
falsified accounts shortly after the offering and immediately reported 
it to the Commission, the Commission issued an order temporarily 
suspending the regulation A exemption and, alleged that there was 
reason to believe that the offering circular was misleading, and directed 
that a public hearillg be held to determine whether the suspension 
order should be vacatecl or made permanent. In its order, the 
Commission asserted that it had reasonable cause to believe that the 
terms and conditions of regulation A were not complied with by 
Coastal, in that the notification and offering circular were false and 
misleading because, flJ110ng other things, the offering circular repre-' 
sented that Coastal had purchased the assets of anotl,lCr fiQailCe 
company after its management had made an appraisal, whereas no 
appraisal was made by the Coastal management in accordance with 
the normal and customary techniques followed in the loan industry; 
the company did not wT.ite off all past due loans known to be uncollecti­
ble and the charges against current income 'as a provision for bad 
debts, and t.he reserves provided therefor, were in~dequate; and the 
summary of earnings contained in the offering circular represented 
income figures greater than those actually realized. This· case was 
awaiting decision by t,he Commission on the evidentiary record at the 
close of 195G. . . 

Prior to the hearing Coast.al filed a petition' for reorganization under 
ehapter X of the Bankl'lIPtcy Act in the United St,ates District Court 
at Baltimore, :Md. TJlis ease was also pending, with the Commission 
particij)ating as a party to assist the court as provided in chapter X, 
at the close of the year. . ' 

Cherokee Uraniulll Mining Corp.-T",ro offerings of this issuer 
were temporarily suspended. The orders charged 9n the basis of 
informati.on suppliecl hy the. staff that false and incomplete statements 
were made concerning the ,sale of unregistered 'securities of the issuer 
and affiliates within the previous year. It was also asserted that the 
offering would operate ns a device, scheme !tlld artifiee to defraud 
because the issuer was insolvellt, and that there was a failure to 
disclose in ccmncction with a debenture offering tl~at there might not 
be sufficient funds available for a profitable business operation and 
the issuer might, not be ill a position to satisfy the interest requirements 
on the debentures. . 

Insured Sayings Life Insurance Co.-The isslier restricted the 
'offering to purchasers of insurance policies of an affiliated insurance 
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company. The Commission temporarily suspended the offering 
asserting that a fraud or deceit would be involved in the offering in 
that false and misleading statements were being made concerning the 
amount and source of earnings and dividends of both companies, an 
anticipated increase in value of the securities, and the safety of the 
investment. It was also alleged that the required offering circular 
was not given to purchasers. The issuer consented to the entry of 
a permanent suspension order. . 

San Juan Uranium Corp.-In its order suspending the exemption, 
the Commission asserted that the offering operated as a fraud or. 
deceit upori the purehasers in that the proceeds were not used for the 
purposes set forth in the ofT ering circular bu t instead wcre· used to 
make advances to,' and to defray personal expenses of, a promoter 
and to finance the promotion of another of his corporations. It was 
also asserted that the offering circular contailied material misstate­
ments and omissions cOllcerning affiliations and identity of promoters, 
alld their receipt of consideration for properties; and that misleadilig 
sales literature was used concerning equipment acquired and the 
progress made on the properties . 

. Exempt Offerings Under Regulation B 

During 1956, the Commission received 114 offering sheets filed under 
regulation B, compared with 71 in 1955. These filings, relating to 
exempt offerings of oil and gas rights, were examined by the Oil and. 
Gas Unit of the Divisioll of Corporation Finance which assists the 
Commission 011 technical and complex problems -peculiar to oil aI~d 
gas securities. 

Number of offeri1lg sheets filed under Uegulatio!.! B during fhe 1956 fiscal year 
compared with the 1955 and 1954 fiscal years 

Nu;nbcr of offering 
Fiscal year: . sheets filed 

1956_________________________________________________________ 114 
1955_________________________________________________________ 71 
1954_________________________________________________________ 156 

Action taken on offering sheets filed under Regulation B duri1lg the 1956 fiscal year 
comp"ared with the 1955 and 1954 fiscal years . 

Fiscill years 

Tcmporary sllspcnsion orders: 1956 
Rule 340 (a) _ __ _ _ _ ___ _ __ _ _ _ _ _ _ __ __ _ _ _ _ _ _ _ _ _ _ __ _ _ _ _ 5 
Rule 340 (b) _______________ 0_ _ _ _ __ __ _ _ _ _ _ _ __ _ _ _ _ __ _ 1 

Orders terminating proceedings after amcndmcllt_ _ _ _ _ _ _ _ _ _ 5 
Orders accepting amendment of offering sheet (no proceed-

ings pending) c _ _ _ __ __ _ _ _ _ __ _ _ _ _ _ _ __ _ _ __ _ _ __ _ _ __ _ _ __ _ \ 60 
Orders consenting to withdrawnl of oITering sheet (no pro-

ceedings pending) _____ _ _ _ _ __ _ _ _ _ __ _ _ _ _ _ _ _ _ _ _ __ __ _ __ _ _ 4 

Orders consenting to withdrawal of otf~ring sheet" ancl termi-
nating proceedings __________________________________ _ 

Order terminating effecti veness of offering sheeL _________ ._ 

Total number of orders___________________________ 76 

195..5 1954 

6 9 

3 3 

21 72 

31 90 

2 

3 
1 
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Report 'of sales under Regulation B during the 1956 fiscal year compared with the 
1955 and 1.954 fiscal years 

Fi3cal yeaTs 

1956 1955 1951, 

Number of sales reports filed _____________ _ 1,4]9 1,076 1,699 
Aggregate dollar amount of sales _________ _ $1, 234, 541 $549, 951 $770, 042 

Report of sales.-As an aid ill determinihg whether violations of 
law have occurred in the marketing of securities exempt under regu­
lation B, the, Commission obtains reports of actual sales made pur­
suant to rules 320 (e) and 322 (c) and (d) of that regulation. In this 
connection it may be recalled that while this exemp,tion is limited to 
a maximum offering of $100,000, the'offering slieet does not disclose 
the actual amount of offering proposed. 

, RESULTS OBTAINED BY THE REGISTRATION PROCESS 

Reslllt,s secured by the staff's examination of registration statements 
during 1956 are illustrated by the following examples of cO;!.Tectipns 
made by registrants as a result of comments to registrants by the 
staff of the Division of Corporation Finance. 

Revision ofreprescntations as to profit potentialities of uranium 
invcstment.-A uranium mining venture filed a registration statf'­
ment covering $900,000 8 percent convertible subordinated debentures 
due May 1, 1976, to be offered initially to stockholders. Unsubscribed 
debentures were to be offered to the general public through an under­
writer who had agreed to act on a best efforts basis. Proceeds were 
to be used to complete acquisition of milling claims-and a producing 
ura.nium mine. As a result of the staff's review the prospectus was 
revised to show that the properties being acquired for $1,000,000 in 
cash and stock from the company's president and his associates were 
acquired by them at no cost other than nominal expenses involved in 
locating the claims-; that in connection with a table setting forth total 
receipts of $358,289 from sales of ore from the mine, net receipts for 
registrant's account after direct mining costs and excluding deprecia­
tion were $8,462; and that proven and probable ore reserves totaled 
7,154 tons rather than 76,335 tons as originally claimed. 

Withdrawal of registration statcment failing to justify claimed 
sulphur rcs~rves and to show stock dilution.-A sulphur mining 
company filed a registration -statement for the purpose of registering 
600,000 shares 6 percent convertible noncumulative preferred stock, 
par value $2. Such shares were to be offered through an underwriter 
to the general public at $2 per share. Part of the shares (25,000) were 
to be underwritten on a firm basis and the balance on a best efforts 
basis. The preferred stock was convertible into common stock, par 
value I cent, initially share-for-share and subsequently at ratios of 
two-thirds and one-half share common respectively, for one share 
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preferred. Directors, officers, and promoters had acquired from the 
company 300,000 shares (48 percent) of the outstanding common at 
1 cent per share. 

The proceeds were to be used to construct a sulphur extraction 
plant on land held by the company under leases. As a result of the 
staff's review, it appeared that a person preparing the geological report 
with respect to the company's properties was not competent to act in 
the sulphur mining field; the claimed sulphur reserves were sub­
stantially overstated; there was a serious question as to whether the 
project was economically feasible, as claimed, in view of the limited 
extent of the sulphur reserves; an-d there was a failure to disclose 
that purchasers of the preferred stock were given no protection against 
dilution of their equity through issuance of common stock at less than 
the purchase price of the preferred. 

When the above matters were called to the company's attention i.t 
determined to withdraw the registration statement. 

Disclosure of unprofitahility of life insurance vcnture.-A com­
pany engaged in the business of life, accident and health insurance 
filed a registration statement covering 48,108 shares of capital stock 
to be offered to its stockholders. The offer was not underwritten. 
Proceeds were to be used to purchase life insurance in force and assets 
from. other life insurance companies and, to the extent not so used, to 
invest in assets which would constitute a part of its reserves for life 
insurance policies. 

As a result of ~he staff's analysis and comments, the company 
revised its prospectus to disclose prominently therein that the company 
expected to operate at a loss during 1956 and the next 4 years and was 
unable to predict when its operations would result in a net profit; the 
losses from operations from 1952 through 1955 resulted in part from 
lapses of insurance in force at a rate substantially higher than is 
considered normal for the industry; no dividends had been paid and 
no earned surplus was available for payment of dividends, there Being 
an earned deficit of $797,178; and total contributions of stockholders 
to unassigned surplus amounted to $2,162,953, whereas the unassigned 
surplus was $755,864. . 

Revision of accounting for property 'acquired from promoters in 
exchange 'for stock.-Accounting for property received from pro­
moters in exchange for shares of stock has been a problem recurring 
since the early days of the Commission. It has been the subject of 
Commission opinions and special accounting treatment has been 
prescribed in the Commission's forms and accounting regulations. 
These forms and regulations apply to the promotional period of the 
company and prescribe that when shares are issued for property no 

, dollar values may be extended in the statement of assets and capital 
shares. Problems develop, however, when these companies reach an 
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operating status and balance sheets and operating statements must be 
prepared. 

A representative situation may be cited from the past year. In the 
initial offering of shares the financial statements included a statement 
of assets and capitalized expenses which disclosed that the considera­
tion for certain properties turned over to the registrant by the pro­
moters was 52,000 shares of the company's common stock of $10 pal' 

- value per share. Approximatcly 1 year after the offering was made a 
posteffective amendment was filed. At this time the company was in 
operation and consequently the financial statements furnished included 
balance sheets and statements of earnings. 

With respect to the balance sheets the staff questioned the propriety 
of including in the value of larid an amount Qf $415,000, being the 
excess of the par value of 52,000 shares ($520,000) issued to the pro­
moters over the cash cost, -$105,000, to them for options and contracts 
for the purchase of property 'to be acquired by the registrant. The 
prospectus disclosed that the determination of the amount of the 
interests of the various promoters and the amount of stock to be issued 
in exchange therefor was made by the promoters themselves, and that 
this determination was essentially arbitrary in character. 

It was further disclosed that the shares were held in escrow and 
while so held could not be sold, transferred or encumbered without the 
express approval of a state corporation commission. The escrow 
agreement provided t.hat the st.ock did not entitle the owners to 
participate in any distribution of assets until after the owners of all 
other securities are paid in full. Under the circumstances, the 
balance sheet 'yas amended to reduce the item of land, leasehold and 
improvements by $415,000 and to show this amount as it deduction 
from the stated value of the capital stock with the explanatory caption 
"Excess of par value of capital stock issued,to promoters over cost of 
acquireclland." 

Adjustment of income statement to reflect impact of differences 
between depreciation for income tax and accounting purposes.­
Differences between income tax and book pl'ovisions fOI' depreciation 
may, because of special circumstances in a company's operations, have 
a marked effect upon current,iy reported eamings. An instance arose 
in the Cf1se of a rapidly expanding trucking and truck leasing c-ompany. 

The fina,ncial statements of a company as initially filed for the 11-
months ended November 30, 1955, showed fi net income fipproximating 
$958,000, or $2.56 per share on the shares outstanding on November 
30, H)55. Notes to the financial statements and the summary of 
eamings, takcn togethcr, indicfited that Federal income taxes for the 
11 months had been reduced by approximatcly $185,000 as a result 
of the deduction of approximately $356,000 more depreciation for, 
income tax purposes than was deducted for book or accounting 
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purposes. The explanation lies in the fact that for accounting pUt'poses 
depreciation on trucking units was computed on a straightline basis 
-over the estimated useful lives of the assets, whereas for income tax 
purposes the "sum of the years-digits" metl,lOd had been used for 1954 
and 1955 property additions as provided by t~lC lntemal Revenue 
Code. It so happened that the 1955 ncquisitions of it'ucks had been 
very large in relation to those on hand at the beginning of 1955. "rhe 
staff took the position that tinder such circumstances a fail' statement 
of net income would require thnt provision be niade for the dcferl'Cd 
taxes which would otherwise be elmrgeable against income in future 
years. After discussion with the staff of various phascs of the defetTed 
tax effcct, thc rcgistr!1nt ndjustecl its income statemcnt by a provision 
for deferred tn,xes_ approximating $185,000, thereby reducing repOl'ted 
net income to approximately $773,000, 01' $2.07 pCI' share. 

STOP-OHDER I'HOCEEDINGS 

Section 8 (d) provides tlmt if it appears to the Commission at any 
time that a registration statement contains an untrue statement of n. 
material fact 01' omits to state allY material fact requil'ed to be stated 
therein or necessary to mn.ke the statements thel'Cin not misleading, 
the Commission may institute proceedings looking to the issuance of 
a stop order suspending the effectiveness of the registration statement. 
Where such an order is issued, the ofl'cring cannot lawfully be made, 
01' continued if it has all'Cady begun, until the registration statement 
has been amended to CUl'C the deficiencies and the Commission has 
lifted th~ stop order. Dming 1956 8 new pl"Oceedings wel'e authorized 
by the Commission undOl' scction 8 (d) of the Act and 2 such pro­
ceedings were continued from the preceding year. In connection with 
these 10 pI'occedings, 3 stop ordel's were issued dm'ing the year and 
Lhe 7 remaining cases wel'e pending as of Junc 30, 1956. 

The Commission is also authorized by sectiolt 8 (c) of the AeLto 
make an examination in order to determine whctliel' a stop order 
should be en Lered under section 8 (d). For this purpose the Com­
mission is empowel'ed to subpena witnesses aild rcquire the production _ 
of pertinent documents. During 1956 the Commission authorized 4 
private examinations pursuant to this section of the Act. As of June 
:30, 1956, 1 of the examinations was still pending, 2 had resulted in the 
withdr!1wal of the statcments by the registrants, nnd 1 had been 
disposed of insofar as section 8 (e) is concerned by action of the 
Commission in ordering that the casc proceed to a public hearing 
_under section 8 (d). 

(Page 73 follows,) 



I 



'l'WEN'l'Y-SECOND ANNUAL REPORT 73 

International Spa, Inc. 

Proceedings against registration statement filed by this company, 
described in the 21st Annual Report at pages 16-17, were terminated 
during the 1956 fiscal year by issuance of a stop order.4 

International Spa proposed to construct and operate a lmmry hotel 
together with a shopping centCl;, theater, swimming pool, and other 
facilities near Las Vegas, N ev.,_ emphasizing the intiwracial aspects of 
its proposed development. It proposed not only to off~r publiely 
12,000 common shares at $500 pel' share, but to issue an equal num­
ber to the promoters "in payment for services rendered and to be­
rendered during the sale and distribution of the registrant's stock." 
After holding hearings the Commission issued a .stop order. The 
Commission found that the registration statement was grossly inac­
curate and misleading. The description of registrant's proposed 
business was materially deficient in failing to reveal that registrant 
had no information about possible patronage for its project, and 
failed to disclose the facts }:egarding potential competition with its -
project even though tlu'ee other hotels which intended to operate on 
an interracial basis were being consi.rueted or planned at sites closer 
to the business area of Las Vegas than registrant's site. The regis­
tration statement also contained untrue statements and omitted to 
state material facts regarding registrant's interest in the tract of land 
upon which it pl'Oposed to construct its development. vVhile the 
registration statement said that registrant was not acquiring such 

. tract of land from any ·person having a material relationship with it, 
and that no commissions were being paid, the Commission found such 
statements were untrue, and that the seller of the property originally 
acquired it on instructions from the principal promoters of registrant; 
that the seller- would receive, in addition to his acquisition cost, 
$48,000 in cash and 870 shares of registrant's stock; and that the 
trust deed for the bull,: of the original- purchase price paid by the 
sellers was in default. The Commission also found that statements 
in the registration statement that registrant had is!'lued no securities 
or options to purchase securities were untrue, ill_ that registrant was 
under an obligation to issue stock to certain persons and that such. 
persons had options to acquire stock. 

Horton Aircraft Corp. 

Proceedings under section 8 Cd) with respect to the registmtion 
statement filed by this company, described in the 21st Annual Report 
at pages 15-16, were still pending at the eloseof the 1956 fiscal year. 

• Securities Act Release No. 3603 (January 18, 1956). 
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The Sans Souci Hotel, Inc. 

This registrant was Ol'gallized in N evuda in 1954 for the purposes 
of acquiring property and opemting -and constructing additional fa­
cilitiesi'or the Sans Souci Hotel located lIear _Las Vegas, Nev. It 
proposed an offCl'ing of ] ,428,000 shares of its common stock fit $1 
per share. Of the total offering 300,000 shares were to be· for the ac­
count of George E. Mitzel, pl"Csident of registrant, and 30,471 shares 
were to be offered to creditors in payment of cert.ain outstanding ob­
ligations. The balance ·of the offering was to be mitde to shal"Cholders 
on a preemptive basis and any unslihscribed shares were to he offel"Cd 
to the general public. 

Includcd among the allegations made wi{,h respect 1.0 I.he hearings 
brought lIncler section 8 Cd) were quest,iOllS as t.o the aclCqUltcy and 

~ accuracy of disclosUl"es with respect' to the lise of proceeds to he de­
rived from the public sale of stock in the event, less t.han 11,11 of t,he 
registerecl shares were sold; the description of the business proposed 
to be conducted by the registrant, in particular the cost of the addi­
tions to the hotel to be construct,ed, thc contemplr.,t,ed negotiations of 
a lease covCl'ing the opemtion of the gambling casino, t,lLC regulations 
of the State of Nevada governing the gl'an ting of a gn,mbling license 
and the effect thereof on the business intended to be done, and the 
competitive conditions ill the area and the effect thereof upon its 
business; the option to purchase certain real estate, the price to be 
paid therefor, the nature of the title thel"Cto, the defects aml liens 
thereon, Il,lld the terms and conditions of the option; the identity of 
all affiliates Of registrant and persons ""ith whom its officers alld di­
redors have a mlLtcrial relationship, transactions with such persons; 
and the financial statemcnts, inclllding writeups rcsulting from ap­
praisals, failure to amorti7.e certain expenses and provide deprecia­
tion, incorrect statement of net profits, omission of notes and schedules 
applicable to financial statements n.s required by applici1ble Comniis­
sion rules. 

After the hearing was commenced and testimony was taken, regis­
tmnt submitted a written stipulation and COllsent to the entry of an 
ordct· by the Commission pursuant to section 8 Cd) suspending the 
effectiveness of its registrant statement, and such order was duly 
entered.5 

The Sun Hotel, Inc. 

The Commission instituted proceedings under section 8 (d) with 
respect to the registration ~tatement filed by the Sun Hotel, Inc .. 
Las Vegas, Nev., which proposed the public offering of 3,750,000 
shares of its common stock at $2.50 per sham, aggregating $9,375,000, 

• Securities Aet Release No. 3636 (May 2. 1956). 
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through Golden-Ders'ch & Co., Inc.,s of New York, and Coombs & 
Company of Las Vegas.7 Proceeds from the sale of the company's 
stock were to be used to acquire title to certain property and to con­
struct a luxury hotel estimated to cost $7,000,000. Robert Brooks 
of Los Angeles was listed as president and one of the principal 
promoters. 

In its order and.notice of proceedings, the Commission raised ques­
tions as to the adequacy and accuracy of disclosures with respect to 
the description of the business intended to be carried on by &un Hotel, 
in particular the size of the hotel to be constructed, the sites on which 
it would be constructed, the contemplated negotiation of a lease 
covering a gambling casino, and competitive conditions and the effect 
thereof upon the company's business; the lease for and the options to 
purchase certain real estate, the price to be paid therefor, the nature 
of the _title :thereto, the defects and liens thereon, and the terms and 
conditions of the lease and options; the use of the proceeds to be de­
rived from the public sale of the stock; statements as to the identity 
of persons who had given options on real estate to the company and 
the transactions between such persons and the company; and the 
statement regarding the business experience of the officers, particu­
larly with respect to any busfuess owned or operated by Robert 
Brooks and any convictions or other litigation that had arisen with 
respect thereto. . 

Prior to the holding of the public hearing in this matter, the regis­
trant consented to the issuance of a stop order suspending effective­
ness of the registration statement, and such order was issued.s 

Atnerican Republic Investors, Inc. 

This proceeding concerned a registration statement filed by Ameri­
can Republic Investors, Inc., of Dallas, which proposed the public 
offering of 800,000 shares of $1 par common stock at $10 per share 
with a $2 per share maXimum underwriting commission. 

According to the registration statement and prospectus, the com­
pany was organized under Maryland law on March 28, 1955, for the 
purpose of offering its stockholders an opportunity to become charter 
members of a new legal reserve stock life insurance company, Ameri­
can Old Line Life Insurance Co. (organized under Texas law) and to 
seek capital gains .and dividends through long-term appreciation in 
«ommon stocks of -old line legal reserve life insurance companies. Of 

6 On 'September 18, 1956, Golden·Dersch & Co., Inc., was permanently enjoined by the United States 
District Court for the Southern District of New York from further violations of the Commission's net 
capital rule. On September 27, 1956, a receiver of the assets of the defendant was appointed. 

I On August 27, 1956, Coombs & Co. of Washington, D. C., was permanently enjoined by the United 
States District Court for tbe District of Columbia, from further violations of the Commission'S net capital 
rule and the court ordered the appointment of a receiver of the assets of the defendant. 

S Securities Act Release No. 3578 (October 3,1955). 
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the proceeds of the stock sale, 60 percent was to be used to organize, 
own, and operate the Life Insurance Co. and the balance was to be 
invested in a fund for the acquisition of other insurance company 
stocks. 

After the holding of hearings the Commission, shortly after the 
close of the fiscal year, issued its findings and opinion and- a stop 

. order.9 The Commission found that the registration statement cov­
ered a proposed offering of stock in an enterprise t4at was so poten­
tially hazardous for public investors that only the most scrupulously. 
fair and complete disclosure could have afforded them adequate pro­
tection; that the registration statement ~ontained numerous false 
statements and omitted information of the most important and sig­
nificant nature. - The Commission found that the pro,moters, officers, 
and directors had no substantial experience in operating a business 
similar to that proposed by registrant. Notwithstanding this fact 
and without adequate disclosure thereof registrant proposed to offer 
800,000 shares of stock to the public at $10 a share, a total of 
$8,000,000, In contrast, registrant issued 222,815 shares to friends 
and close business associates at a stated value of $1 per share and 
optioned 377,185' shares to the 3 directors and officers at $1 per share, 
a total of 600,000 shares. Of the stock issued· to friends and asso­
ciates it was found that only 71,850 shares were sold for cash; the 
remainder having been issued for portfolio securities,' 'some of which 
had been. illegally issued and none of which had any market value, 
.and that the securities received in exchange ,vere arbitrarily priced 
by the directors of registrant. . 

UraniuDl Properties, Ltd. 

This registrant was a joint venture which proposed' the public 
offering of $600,000 of "Grubstake loans" by the joint venture in 

. minimum amounts or multiples of $25. 
Registrant was created by Hubert W. Sharpe and Reyburn F. 

Crocker for the purpose of exploration for, acquisition of, and devel­
opment of mineral deposits, in particular uranium and other rare and 
valuable minerals and metals. The exploration for uranium was· to 
be conducted by means of aircraft equipped with electronic and radia­
tion detecting devices. The securities to be offered were in the form 
of agreements providing that with 75 percent of the principal·sum 
delivered by investors the joint venture would purchase for, and' in 
the name of, the investor a United States savings bond, series E,' of a 
face value equal, at maturity to the principal sum advanced, and the 
balance of the funds would be used for the exploration and other 
purposes of the joint venture .. The agreements further provided that 
the joint venturers would hold in trust for the benefit of investors 

'Securities Act Release No. 3679 (August 21. 1956). 
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one forty-eighth thousandth (1/48,000th), for each $25· advanced, of 
all such uranium or other mineral deposits and a like proportion of 
the rents; issues and profits thereof, and would convey to the inves­
tors such fractional interest or. pay such rents, issues or profits to 
investors upon demand. 

After the holding of hearings the Commission, shortly after the 
close of the fiscal year, issued its findings and opinion and a stop 
order.10 The Commission found that the attempted tie-in between 
the sales of" the extremely speculative interests in an exploration 
project with sales of United States savings bonds was seriously mis·· 
leading, that there was no relationship whatever bet,~een the two 
investments and that the attempt to tie them together was purely 
a sales device giving rise, to a false implication that the investor 
could not lose the part of his investment relating to the exploration 
adventure. The Commission also found that registrant failed to dis­
close that it had only the most rudimentary plans for engaging in 
business, that the joint venturers had no experience in exploring for 
minerals and did not propose to employ geologists or other trained 
personnel, that registrant had selected no area for explorations, and 
that it had no plans for developing or otherwise realizing upon any 
mineral prospects it might locate. 
Wyoming-Gulf Sulphur Corp_ 

The Commission instituted rroceedings under section 8 Cd) with 
respect to the registration statement filed by Wyoming-Gulf Sulphur 
Corp. of Jersey City, N. J., which related to a proposed public offer­
ing by the corporation of 700,000 shares for its own account, and 
226,000 shares for the account of two stockholders. The offering 
was to be made at prices prevailing in the over-the-counter market 
but in no event at less than $2 per share. Proceeds of the sale of the 
company stock were to be used to furni'sh auxiliary equipment at its 
Cody, Wyo., plant, to acquire an additional site near Thermopolis, 
Wyo., and erect a plant thereon, to explore, develop and merchandise 
agricultural products, and to make additional acquisitions. 

The Commission announced that consideration would be given at 
the hearing to questions about the adequacy and accuracy of state­
ments concerning the history and development of the conipany's 
business, in particular the omission of information concerning its prop,­
erty in Cody, Wyo., information concerning the purchase of property 
in Thermopolis, the terms of such acquisition, the relationship of the 
parties to the purchase agreement, and the material mining facts 
concerning such properties; the cost of processing and of marketing 
the product of the issuer, the marketability thereof, competitive fac­
tors, and related facts; the proposed plan of dis'tribution of company. 

I' Securities Act Release No. 36i8 (August 20, 1956) 
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stock; and the company's financial statements, including the fact that 
the accounting firm which prepared the financial statemen!s was not 
in fact independent because of its ownership of stock of Wyoming­
Gulf Sulphur. 

The matter had not been determined at the close of the 1956 fiscal 
yearY 

Columbia Generai"Illvestment Corp. 

Another case brougnt during, and pending at the clos~ of, the 1956 
fiscal year, related to the registration statement filed March 29, 1956, 
by Columbia General Investment Corp., of Houston, Tex., which 
proposed the public offering of 100,000 shares of its common stock to 
stockholders at $4.50 per share. 

According to the prospectus, proceeds of the proposed stock offer­
ing were to be used for the purpose of m~~ing investments similar to 
those which Columbia General had in mortgage loans, real estate, 
stocks, bonds and other' securities, including the common stock of 
Columbia General Life Insurance Co. The prospectus further listed 
Thomas E. H,and, Jr., and J. Ed Eisemann, III, ,both of Houston, as 
board chairman and president, respectively, and principal stockholders 
of the company. 

The Commission also ordered a public investigation into past'sales 
of Investment Corp. and the Insurance Co. stock, by the two com­
panies and by Columbia Securities Co., Hand and Eisemann, to deter­
rhine whether provisions of the Securities Act of 1933, the Securities 
Exchange Act of 1934, and the Investment Company Act of 1940 
had been violated. The Commission was advised by the staff that 
stock of the two companies had been offered and sold by means of 
false and misleading representations with respect to the general his­
tory and development of the companies and the valuation of their 
assets; practices followed in connection with the offer and sale of their 
shares; and activities, transactions and interests of Hand and Eisemann 
in the formation of the companies and the sale and distribution of 
their securities. Also involved in the proceedings was an effort to 
determine whether Investment Corp. held itself out as being engaged 
primarily, or proposed to engage primarily, in the business of invest­
ing and reinvesting in securities and, therefore, was required to register 
under the Investment Company Act. 
, With respect to the Investment 'Corp. registration statement and 

prospectus, involved in the proceedings was an effort to determine, 
among other things, the adequacy or accuracy of information concern,-

11 The CommIssion Issued a stop order on September 18, 1956, finding that the registration statement 
contaIned materially misleadIng statements and omissIons wIth respect to, among other thIngs, the poten­
tial market (or registrant's products, the extent o( mIneraI reserves, and the terms 01 the offering and plan 
01 distribution 01 securltle.q. SecurIties Act Release No. 3690 (September 18. 1956). 
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ing the plan for distributing thc Investmcnt Corp. stock; thc use of 
the procceds thereof; the description of the company's business; the 
history of the company's organization and the interests of manage­
ment and others in certain transactions; the capital stock being regis­
tered; and the financial statcments. 12 The matter had not been 
determined at the close of the fiscal year. . 
Ultrasonic Corp. 

As a result of an inv~stigation of the Ultrasonic Corp.; a stop order 
proceeding was instituted by order .of the Commission on November 
4, 1955, against a registration statement filed by Ultrasonic Corp. 
Thi~ registration statement became effective on July 22, 1954, and an 
amendment was filed which became effective August 25, 1954. The 
filing covered a public offering of 200,000 shares of common stock 
priced at $12.75, with net proceeds to the company of approximately 
$2,300,000. 

The staff of the Commission alleged that the registration statement 
was false and misleading because, among other things, the statement 
of income for the 6 months ended March 31, 1954, reported a small 
income instead of a substantial loss amounting to approximately 
$900,000 for that period, which amount should have been added to 
the deficit reported in the balance sheet as at March 31, 1954. Simi­
larly, it was alleged that the assets set forth in this balance sheet were 
overstated and that liabilities stated therein were understated by an 
equivalent amount of approximat~ly $900,000. 

The Commission's staff based these allegations on the grounds that 
net income. for the 6 months e~ded March 31, 1954, had been over­
stated in the registration statement because CQst .of gQQds SQld had 
been determined imprQperly; because IQsses on gQvernment CQntracts 
and price redetermination thereunder had not been sufficiently pr!J­
vided for; and also because certain expenses were deferred improperly 
as assets. As a consequcnce, inventories, plant account and deferred 
assets had been .overstated and liabilities and reserve for IQsses and 
price redeterminatiQn had been understated in the balance sheet as of 
March 31, 1954. 

It was also alleged by the staff that substantial additi.onal operating 
l.osses subsequent t.o March 31, 1954, amounting t.o approximately 
$486,000 to June 30, 1954, were not discl.osed in the registration state­
ment as it became effective, and approximately $800,000 t.o July 31, 
1954, were n.ot discl.osed in the posteffective amendment. 

The item in the registrati.on statement relating to "Use of Pr.oceeds," 
which indicated that the pr.oceeds were required f.or the company's 

II Securities Act Release No. 3653 (July 2,1956). 
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increased working capital requirements, was charged to be false and 
misleading in the light of the undisclosed operating losses. 

The Commission had this matter under advisement at the close 6f 
the fiscal year. 

Universal Service Corporation, Inc. 

On July 8,1955, this company filed a registration statement covering 
a proposed public offering of 500,000 shares of its common stock, 
$0.002 par value, at $2.50 per shar,e, or a total of $1,250,000. The 
company had been 'organized in September 1954 for the purpose of 
financing the exploration and, if warranted', the mining of uranium, 
quicksilver and other minerals as well as gas and oil. . In October of 
1954, a subsidiary, Universal Service Mining Corp., was organized for 
the purpose of exploring potential mining properties. This iatter 
corporation eventually acquired. acreage located in Brewster and 
Presidio Counties in the State of Texas from promoters of the enter.; 
prise and it was for the exploration and development of this property, 
among other things, that the proceeds from the proposed sale of the 
500,000 shares of common stock were to be used. 

In a radio broadcast on February 13, 1955, a commentator stated 
that Universal Service Corp. had discovered uranium ore in the Big 
Bend area of Texas, and that the stock of the company was being 
sold to the public in large quantities. ·Since registration of the secur"' 
ities of the company had not been effected under the Securities Act 
of 1933, the Commission, on February 21, 1955, directed its Fort 
Worth office to conduct an investigation to determine whether un­
registered securities were being offered. interstate in violation of section 
5 of the Act. 

In connection with the registration statement the Commission 
issued an order for a hearing pursuant to section 8 Cd) of the Securities 
Act to determine whether the company's registration statement cOIn­
plied with the disclosure provisions of the Act. The Division of 
Corporation Finance charged, among other things, that the registra­
tion statement was deficient in that it failed to disclose the identities 
of the real promoters of the company, together with the interests 
these persons had retained in the property, and the amount 'of stock 
they' had acquired and resold. It was further contended· that the 
geological reports and other information given in the registration 
statement concerning the property raised serious questions as to the 
accuracy and completeness of data given concerning the geology, the 
assays reported, and the outcome of the work done,' and that the claim 
in the prospectus t~ excellent possibilities for finding oil ill the com­
pany's properties appeared highly questionable. It was also alleged 
that the registration statement failed to point out that the price of 
the stock had been arbitrarily established from time to time by the 
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company's board of directors, that sales had been ~ade at prices rang­
ing from 40 cents to $10 per share, and that the proposed offering price 
of $2.50, after a 5 for 1 stock split, was equivalent to $12.50 per share 
before the split. 

The hearings were concluded on October 14, 1955, and the report of 
the hearing examiner was filed on July 27, 1956. Subsequently, coun­
sel have filed briefs and oral argument has been heard by the Commis­
sion pending its determination of whether a stop order should issue. 

LITIGATION UNDER mE SECURITIES ACT OF 1933 

Injunctive Actions 

In order to protect the public from the damage which might result 
from threatened violations of the Securities Act, the Commission is 
authorized to apply to the courts for' injunctions to restrain conduct 
in violation of the Act .. As in former years,· the Commission again 
found it. necessary in the fiscal year to invoke such sanctions as a 
result of investigations. . 

Illegal oil and gas promotions again claimed the Commission's 
attention and required the institution of injunctive action. The 
complaint filed in S. E. O. v. Eldon L. Jewett &: Perr Oil 00.13 charged 
that in the sale of fractional undivided interests in oil leases, the 
defendants falsely represented that the defendant Jewett was a sub­
stantial investor in these securities and that he was realizing an 
annual income of $60,000 to $84,000. The Commission also alleged 
that the defendants' representations that no person purchasing these 
oil interests had ever lost money and that the money received from 
investors would be used for the purpose of drilling and completing oil 
wells were false. The defendant Jewett filed-an answer to the Com-. 
mission's complaint in this action and the defendant corporation 
consented to the preliminary injunction against further violations of 
the registration and antifraud provisions of the Securities Act of 1933. 

Fraudulent uranium. promotions also required attention in the 
Commission's enforcement efforts. In S. E. O. v. Oolotex Uranium &: 
Oil, Inc., W .. H. Keasler, J. Wesley Puller and J. O. Paul,t4 the Com­
mission charged that the defendants not only violated the registration 

-provisions, in offering and selling temporary receipts representing a 
right to obtain shares of the common stock of the defendant corpora­
tion, but also that the defendants -falsely stated that the defendant, 
corporation was the owner of mineral interests or properties in 
Wyoming and that the proceeds from the' sale of these securities 
would be transferred to the defendant corporation and used for 
expenses. By consent of the defendants the court issued a preliminary 

.. W. D. Wash. No. 1989 (February 16, 1956). 
" D. Colo. No. 5371 (May 16, 1956). 
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injunction enjoining them fromrfurther violations of the registration 
and antifraud provisions of the Securities Act of 1933. 

Fraudulent promotions were not limited to oil and mining ventures. 
In S. E. C. v. Central Finance Service, Inc., Council Mayo Forsyth, 
Roy W. Adams and J,. L. Hathcoat 15 the Commission had occasion to 
ask the court to enjoin those defendants from further violations of the 
registration and antifraud provisions of the, Securities Act of 1933 in 
connection with the offering and sale of the defendant corporation's 
common stock. The complaint alleged, among other things, that the 

-defendants employed a scheme and device to defraud, arid falsely 
represented that the stock of the defendant corporation held by 
stockholders of that company before September 15, 1955, would 
increase or had increased in value more than five times as a result of 
the corporation's action in issuing a 10 percent stock dividend and 
splitting its stock 5 for 1. Other fraudulent representations which 
were charged included references by the defendants to the fact that 
the corporation would return to the stockholders all of the money 
invested in its stock if such return were desired and that the company 
was planning to pay a 20 percent cash dividend and split its stock 10 
for 1 in 1956', with the result that $1,000 invested in 1955 would be 
worth $10,000 in less than a year. The complamt further charged 
the defendants with omitting to tell purchasers that the stock being 
sold was that owned by the defendant Forsyth and that he was using 
the purchasers' money for his own benefit. Other allegations in the 
complaint were to the effect that 'the defendant corporation had 
operated at a loss throughout its entire existence and that the stock 
which was being acquired by the public at the price of $10 and $20 
per share had been purchased by the defendant Forysth at 16 cents 
and 81 cents per share. A final judgment by consent was obtained 
against the defendants in this action. 

In S. E. C. v. Bertil T. Renhard 16 the Commission's complaint 
alleged that the defendant had been offering and selling stock of a 
certain company through use of misleading statements and omissions 
relating, among other things, to the solvency and precarious financial 
condition of the company, the company's inability to pay its rent, 
and the market price and ownership of the shares being sold by the 
defendant. By consent of the defendant a decree of permanent 
injunction was issued enjoining him from further violations of the 
antifraud provisions of the Securities Act of 1933. 

Another case involving fraudulent representations was that of 
S. E. C. v. John Robert Fish &; Fish Carburetor Corp.17 There the 
Commission charged that the defendants made untrue statements of 

" E. D. Texas No. 566 (March 27,1956), 
10 W. D. Wash. No. 4075 (January 24.1956). 
11 S. D. Fla. No. 3400-J'(AprU 2, 1956). 
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material facts and omitted to state other matCl'ial facts relating to the 
value of the defendant corporation's assets, the futme value of the 
company's stock, the profits investors could expect from investments 
in the ,defendant corporation's securities, and the stage of develop­
ment, marketability and performance of the carbmetors to be pro­
duced by the defendants. A preliminary injunction by consent was 
entered against the defendants to enjoin fmther violations of the 
registration and antifraud provisions of the Secmities Act of 1933. 

The Commission also filed a complaint against Mitchell Securities, 
Inc., and C. Benjamin Alitchell and Russell P. Dotterer,1s officers and 
controlling persons of the corporation a registered broker-dealer, 
to enjoin them from·fmther violations of the antifraud provisions of 
the Securities Act. The complaint charged that the defendants had 
been selling debt securities of ·the defendant corporation by use of 
untrue statements and omissions concerning, among other things, the 
financial results of the operations of the defendant corporation and its 
inability to make payments of interest on the debt securities being 
sold. The defendants consented to the entry of a final judgment, and 
the permanent injunction which had been sought by the Commission 
was entered by the court. 

In the first action of such nature brought by the Commission in 
the Territory of Alaska, the Commission filed a complaint in the 

'United States District Court for the Territory of Alaska against the 
Alaska 'Chrome Corp. and Corneil A. Sherman,19 for an injunction 
against further violations of the registration provisions of the Securi­
ties Act. A permanent injunction was issued by the court after the 
defendants consented to the entry of a final judgment against them. 

In S. E. C. v. Thomas L. North, doing business as North's Newsletter,20 
the complaint charged that the defendant, an investment adviser, in 
advance of distribution'to clients of reports, solicited, received, and 
accepted compensation from issuers of and dealers in particular securi­
ties to disseminate and distribute copies of the reports to several mail~ 
ing lists maintained by him in order to attract and spread interest in 
the securities so described among brokers and dealers, securities traders 
and among persons with the specific objective of attracting and stimu­
lating trading in such securities, without disclosing the receipt and 
amount of such compensation. ,Upon the defendant's consent to the 
entry of judgment the court issued a decree of permanent injunction 
against further violations of section 17 (b) of the Securities Act by the 
defendant. 

In addition, injunctions against further violations of the registra­
tion provisions of the Securities Act were obtained in many other cases. 

IS D. Md. No. 8860 (May 8,1956). 
"T. Alaska No. A-ll,509 (October 14, 1955). 
20 N. D. Calif. No. 35,250 (February 10, 1956). 
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On~ of these involved the sale of stock in the United States of Camoose 
~ Mines Limited, a corporation, organized under the laws of the Province 
,of Ontario; Dominion of Canada. The Commission in its 'complaint 
charged the company aDd ccrtain individuals with. violations of the 
registration provisions of the Securities Act in selling in the United 
States securities which \~rere not registered as required. The corpora­
tion and Philip M. King, Sr., conscnted to the entry. of' a permanent 

'injunction. 21 The' action was dismissed as to two other individual 
defendants. 

Other actions bascd upon violations of thc registration requirements 
of the Securities Act included the following: 

S. E. C. v. Pandora Metals, Inc., and Elwood T. Blakesley;~2.s . .E. C. 
v. ·Tri-State Metals,Jnc., Great Western Metals Corp.,' William Westra 
and H. O. Hart; 23 S. E. C . . v. Americol Petroleum, Inc., M. G. M. Petr.(J­
leum, Inc., Modco, Inc., Monte.G. Mason·and,C. D.,Moslander., Jr.;24 
S. E. C. v. Ne~-Tah Oil & Mining Co., Arthur L. Damon, C. M.·Dollar­
hide and Oscar ZapJ;25 and S. E. C. v. Wyco Development Corp.,Baniel 
J. Leary, Arthur A. Sullivan, and Frank R. Campbell. 26 . 

. Further proceedings, were also had in the case of.S. E. C.,·v. Jess 
Hickey Oil Corp., Jess Hickey and Loui M. White,27 which was referred 
.to in the 21st Annual Report.28 The individual defendants consented 
. to the entry of a permanent injunction restraining them from further 
violations of the 'antifraud and registration provisions of the Act, and 
the Commission dismissed its complaint against the defendant corpo-

,'ration. ' 

Participation as Amicus Curiae 

The Commission participated as amicus curiae in Whittaker v. Wali,29 
a private action under section 12 (1) of the Securities Act of 1933 to 
reco~er the consideration paid for se'curities sold in violation' of the 
registration' requirements of that Act.·, Defendants 'denied that, 
under section 22 (a) of the Act, venue properly lay in the district in 
which the 'action was brought because' nO' "sale," in the sense 'of a 
consummated transaction, had taken place there. Al:7e'eing with the 
view of the Commission, the Court of Appeals held inter alUL than'he 
broad definition :of "sale" in section 2 (3) of the Act, which incltided 
solicitations of an offer to buy such as had taken pla'ce in the district 

'in question, applied notwit~standing the fact:. that plaintiff sought 

21 s. D, N. Y. No. 108-270 (A,lril 17. 1956). 
22 D, Colo. No. 5111 (August 18, 1955). 
II D. Nev. No. 132 (September 6,1955). 
2< S, D, Calif. No. 18965 BH (November'4,1955), 
2, D, N~v. No. 1239 (No,e;"ber 17,1955), . 
26 D, Conn. No: 6122 (April 26,1956). 
17 N. D. Tex. No. 3058 (May 30,1955), 
16 Page 20 (July 22, 1955). 
" 226 F. 2d 868 (C, A. 8, 1955). 

,; . 



:,TWENT~-SECOND ANNUAL REPORT ,85 

recovery of money for a completed transaction,. The transaction had 
taken place before the 19~4 amend,ments to the Act which substituted 
~he phrase "offers or sells" in place ,of the worq, ~'sells" in section 12, 
and th~, phrase "offer or sale" in place 'of the word "sale~' in section 
22 (a)., The court referred to the legislative committee reports cited 
by the Commission whi~h made it clear that these changes were in-
tended to preserve existing law. , ' 

'UTHiATION CONCERNING 'DISCLOSURE OF COMMISSION'S' 
CONFIDENTIAL FILES . 

During the fiscal year the Court of Appeals for the Si.~th Circuit 
handed down a landmark decision upholding the confidential nature 
of the Commission's investigation files and internal staff and Com­
mission deliberations, and sustaining the validity of the Commission's' 
rules which prohibit Commission employees-from divulging such in­
formation without specific Commission authorization. Sustained also 
.was the position of the Commission that its employees who decline 
to, divulge information of this character in obedience to these rules 
cannot be properly, held in contempt' of court .. In re Appeals of 
S. E. O. and William H. Timbers, its general counsepo 

These questions ,arose in a private lawsuit in a Federal district 
court in Detroit to which the Commission was, at no time a party.a! 
Plaintiffs' allegat.ions of corporate mismanagement included, inter alia, 
a charge that ~the defendant management had violated the Securities 
Act in failing to register an issue of voting trust certificates designed 
to' prevent: the plaintiffs from obtaining control of the company. 
Early in the litigation' consummation ofrthe voting trust was barred 
by stip~lation of the parties and by injunctive orders. 
, After the institution of the lawsuit, the Commission commenced its 

own private investigation of the alleged violation. During the trial 
the plaintiffs' attorney, at the suggestion of the district judge, served 
a subpena upon. the- attorney in charge of the Commission's Detroit 
branch office calling for the production of the Commission's investi- . 
gation fil~ and for testimony on matters covered by the investigation. 
In an effort to cooperate and on the representation of ,plaintiffs' 
counsel that this would' fully satisfy his needs, the Commission re­
leased its correspondence with the p'arties to the litigation and au­
thorized the subpenaed Commission employee to testify on interviews 
and conversations which he may have had with the parties or their 
representatives. Thereafter, upon ,the further request of plaintiffs' 
couns~l, the Commission voluntarily sent to Detroit two staff officials 

30 226 F. 2d 501. 
31 Kinsev v. Knapp, E. D.,Mlch., Civil Action No. 13,179. 
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from its Washington office for the limited purpose of testifying on 
other conferences held in Washington with defendants' attorneys. 
Th_e questioning of Commission employees in Detroit, however, went 
far beyond these conferences. Information was sought on intra­
agency communications, reports, recommendations and internal ad­
ministrative determinations with respect to the investigation and the 
action to be taken as a result thereof. Also·sought were the identities 
of, and information obtained from, confidential informants other than 
the parties to the litigation .. Th~ staff witnesses, obeying the Com­
mission's rules and specific Commission instructions, declined to 
divulge the information. The district judge having indicated that 
he might hold the staff witnesses in contempt, the Commission's 
General Counsel, William H. Timbers, went to Detroit to represent 
them. After several days of examination of Commission employees, 
the district judge summarily ordered Timbers himself, over his protest, 
to take the witness stand. When Timbers refused to produce un­
conditionally a preliminary report of investigation in the Commis­
sion's file, he was summarily held in contempt, committed to the 
custody of the United States Marshal, and sentenced to 60 days' im­
prisonment unless he'sooner purged himself of the alleged contempt. 
An appeal was filed iinmediately and a stay of execution obtained from 
the Court of Appeals. 

In reversing and setting aside the contempt order and in directing 
that Timbers be "completely absolved" from any "alleged contempt," 
the Court of Appeals also held that the district judge had "overstepped 
appropriate judicial bounds" in seeking to. conduct "a searchmg 
inquisition" into the way in which the Commission was carrying out 
its statutory responsibilities in the particular matter. The appellate 
court also ruled that the district judge had abused "all justifiable 
discretion" in his conduct of the case and in his. treatment of the 
Commission's general counsel. _ 

The Department of Justice supported the position of .the Comniis­
. sion and presented the matter to the appellate court.32 

" It is of interest to note that in an appeal by the defendant in the pri vate lawsuit, the Court of Appeals 
for the Sixth Circuit (232 F. 2d 458 (1956» referred to the facts In the Timber8 case as "an important back· 
ground to the question now presented." The court agreed with appellant that the district judge "figura­
tively speaking, stepped down from the bench to assume the role of advocate for the plnlntlff." The 
judgment was reversed and the case remanded for retrial before another judge. 



PART V 

ADMINISTRATION OF TIlE SECURITIES EXCHANGE ACT 
OF 1934 

The Securities Exchange Act of 1934 provides for the registration 
and J,'egulation of securities exchanges, for the registration of securities 
listed on such exchanges and establishes, for issuers of securities so 
registered, financial and other reporting requirements, regulation of 
proxy solicitations, and requirements with respect to trading by . 
officers, directors and principal security holders. The Exchange Act 
also provides for the registration and regulation of brokers and dealers 
doing business in the over-the-counter market in interstate commerce, 
contains provisions designed to prevent acts and practices deemed to 
be fraudulent, deceptive or manipulative either on the exchanges or 
in the over-the-counter market, authorizes the Federal Reserve Board 
to 'regulate the use of credit in securities transactions, and contains 
other related provisions. A stated purpose of these statutory re­
quirements is to insure the maintenance of faIT and honest market's in 
securities transactions. 

Regulation under the Exchange Act reflects the distio.ction between 
the exchange market and the over-the-counter market. In the ex­
change market, the exchange itself, which is the focal point of the 
market, is required to register, and, in order to do so, must demon­
strate that it is able to comply with the statute and the rules and 
regulations thereunder and that its rules are just and adequate to 
insure fair. dealing and to protect investors. . Registered exchanges 
must provide for the discipline of any member for conduct incon­
sistent with just and equitable principles of trade and for willful 
violations of the statute and the rules and regulations. Issuers of 
securities listed on exchanges become .subject to provisions of the 
statute and the rules requiring the filing of reports, including annual 
financial reports certified by independent certified public accountants, 
and semiannual reports of sales and earnings, which need not be, 
certified; the requirement that proxies be solicited in accordance with 
the proxy rules, including the furnishing to stockholders from whom 
proxies are solicited of information necessary to the intelligent exer­
cise of their voting rights, and the requirement that officers, directors, 
and 10-percent stockholders report currently changes in their holdings 
and account to the issuer for profits from short swing trading in their 
companies'. stock. 

87 
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In the over-the-counter market there is no such organized center of 
trading as the exchange upon which regulatory activities may focus 
and, under present law,! the issuers of securities traded in that market 
do not thereby become subject to the regulatory provisions of the 
statute, except for those subjected to financial reporting requirements 
pursuant. to. section 15 (d) .of the Exchange Act, by reason of their 
registration under the Securities Act of securities of a class the aggre~ 
gate value of which amounts to $2,000,000 or more. 

In the over-the-counter market, brokers and dealers using the 
facilities of interstate commerce or the mails ·are g~nerally required' 
to register with the Commission and are subject to manY' statutory 
provisions and Commission rules designed to prevent fraudulent, 
d(jceptive or manipulative practices and to protect their customers. 
Any person may register as a broker or dealer unless s~bJect to dis­
qualifications specified in section 15 (b) of the Exchange Act. These 
disqualifications are ·all based on specified types of prior miscondu~t 
on the part 'of the applicant such as convictions or inJunctfons in­
volving securities trans~ctions or .willful violation of the Fedl.lral 
securities laws. . 

REGULATION OF EXCHANGES AND EXCHANGE TRADING' 

Registration and ExeDlption of Exchanges 

At the close of 1956, 15 stock exchanges were registered under 
the Exchange Act'as national securities exchanges: 
American Stock Exchangc. 
Boston Stock Exchange. 
Chicago Board of Trade. 
Cincinnati Stock Exchange. 
Detroit.Stock Exchange. 
Los Angeles Stock Exchange. 
Midwest Stock Exchange. 
N e,,; Orleans Stock Exchange. 

N e~ York Stock Exchange.' 
Philadelphia-Baltimore Stock Exchange. 
Pittsburgh Stock Exchange. 
Salt Lake City Stock Exchange .. 

. San Francisco Stock Exchange.· 
. San Fralicisco Mining Excha~ge .. :. 

Spokane Stock Exchange. 

The fQllQwing fQur exchanges have been exempted frQm registratiQn 
by the CQmmission pursuant to sectiQn 5 .of the Exchange Act Jlpon 
the grQund that registratiQn was impracticable and nQt necessary or 
approp:r:iate by reaSQn .of the limited vQlume of transactiQnseffecte~ 
.on such exchanges: . . ;" . '" 

Colorado Springs Stock Exchang~. Richmond Stock Exchange. 
Honolulu Stock Exchange. Wheeling Stock Exchange. 

These exemptions are, hQwever, subJect tQ cQnditiQns which subject 
such exchanges, their members, and the issuers .of securities listed 
thereQn to mQst .of the requirements which WQuld be applicable if 

I S-2054, 84th Cong., 1st sess., and predecessor bills would make ccrtain larger issuers in the over·the-oounter 
market subject to substantially the same requirements as Issuers of listed securities. For further discussion 
of this Bill, see the chapter on Legislative Activities In this report. . . 
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they were -registered, except for the proxy requirements of section 14 
and the provisions of section 16 regarding tFansactions by officers, 
directors, and principal stockholders. Since 1935, c,ompanies listing 
additional classes' of securities on exempted exchanges must~ comply 
with the reporting provisions of sections 12 and 13 of) the Exchange 
Act., 

Exchange Rules and Disciplinary Actions ' 

"'Under section 19 (b) of the Exchange Act the Commission, after 
appropriate notice'and hearing,may impose changes in exchange rules 
dealing with 12"enumer~ted topics ranging from the: listing or delisting, 
o'f securities to the hours of trading. The Comiriission has rarely 
found it necessary to exercise this power, the only instance to date 
having occurred in 1940. All exchanges are required to file copies of 
their rules arid amendments thereto with the Commission and any, 
significant changes are in practice discussed witI? and considered by 
the staff 0'1 the Commission prior to their formal adoption and the 
CommissionIp.ay be consulted with respect thereto. Consideration 
of allY problems which may arise from such proposals at this stage 
h'as largely obviated, up to now, the necessity for forinal proceedings 
under section 19 (b). ' , 

Each national securities exchange reports to the Commission dIS­
ciplinary 'action taken against' members for vi'olations of the Se­
curities Exchange Act or exchange rules.' During the year 6' exchanges 
reported 37' cases' ,of such disciplinary action. The actions taken 
in'cluded fines in 18 cases, expulsion of 1 individual' from exchange 
m~inbership, suspension of 6' individuals, and censure of individuals 
and firms.' 

, REGISTRATION OF SECURITIES ON EXCHANGES 

It is unlaWful for a member of a natiomil securities exchange or a 
broker or dealer to effect any'transaction in a security on such exchange 
unless the' security is registered on that exchange under the Securities 
Exchange' Act or is exempt from such registration. In general the 
Act exempts from registration obligations issued or guaranteed by a 
State or the Federal Gover~ent or by certain subdivisions or agencies 
thereof and authorizes the Commission to adopt rules 'and regulations 
exempting such other securities as the Commission may find it neces­
sary or appropriate in the public interest or for the protection of 
investors to exempt. Under this authority the Commission has 
exempted securities of certain 'banks, certain securities secured 'by 
property or leasehold interests, certain securities of issuers in bank­
ruptcy, rec~iver!\hip' or reorganization, certain \varrants, and, on a 
te:rriP01;ary hasis, certl,tin securities issued in substitution for or in 
additiori'to listed secu~ities. " 
: ' 
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Section 12 of the Exchange Act provides that an issuer may register 
a class of securities on an exchange by filing with the Commission and 
the exchange an application which discloses pertinent information 
concerning the issuer and its affairs. An application requires the 
furnishing of information in regard to the issuer's business, capital 
structure, the terms of its securities, the persons who manage or 
control its affairs, the remuneration paid to its officers and directors, 
the allotment of options, bonuses and profit sharing plans, and 
financial statements certified by independent accountants. 

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

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

As of June 30, 1956, a total of 2,253 issuers had 3,686 securities 
issues listed and registered on national securities exchanges of which 
2,659 were stocks and 1,027 were bonds. Of the 2,253 issuers, 1,275 
had 1,513 stocks and 985 bonds listed and registered on the New 
YorkIStock Exchange. On a percentage basis, the N ew York Stock 
Exchange had 57 percent of both issuers and stocks and 96 percent of· 
the bonds. 

During the fiscal year, 109 issuers listed and registered securities 
for the first time on a national securities exchange and the listing 
and registration of all securities of 75 issuers was terIninated during 
the year. Of the 109, the securities of 18 were listed and registered 
on the New York Stock Exchange and of the 75 whose listing and 
registration was terminated, 30 had had securities listed and regis­
tere{on the New York Stock Exchange during the year. 

The number of applications filed for registration of classes of se­
curities on national securities exchanges during the fiscal year was 232. 

, The following table shows the number of annual,l.semiannual, and 
curre.Qt reports filed by issuers having securities listed and registered 
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on exchanges. The table also shows the number of annual, semiannual 
. and current 'reports filed under section 15 (d) of the Securities Ex­

change Act of 1934 by issuers obligated to file such reports by reason 
of their undertaking contained in one or more registration statements 
effective under the Securities Act of 1933. As of the close of the 
fiscal year there were 1,167 such issuers. \. 

Number of annual and other periodic reports filed by issuers under the Securities 
Exchange Act of 1934 during the fiscal year ended June 30, 1956 

Number of reports 
filed by-

. Type of report 

Annual reports on Form I()-K, etc _________________________________ _ 
Semiannual reports on Form 9-K __________ , _______________________ _ 
Current reports on Form 8-K ______________________________________ _ 

Listed 
issuers 
filing 

reports 
under 
sec. 13 

2,154 
1,554 
3,367 

Over-the­
counter 

issuers filing 
reports 
under 

sec. 15 (d) 

1,025 
512 

1,066 

Total 
reports 

filed 

3.179 
2,066 
4,433 

MARKET VALUE OF SECURITIES TRADED ON EXCHANGES 

The unduplicated total market value on December 31, 1955, of all 
stocks and bonds admitted· to trading on one or more of the 19 stock 
exchanges in the' United States was $344,504,530,000. 

Stocks: 
Number of 

issue8 
New York Stock Exchange _______________ _ 
American Stock Exchange ________________ _ 
All other exchanges exclusively ____________ _ 

Total stocks __________________________ _ 

Bonds: 
New York Stock Exchange _______________ _ 
American Stock Exchange ______ ~ _________ _ 
All other exchanges exclusively ____________ _ 

Total bonds ___________________________ _ 

Total stocks and bonds _________________ _ 

1, 508 
832 
667 

3,007 

Number of 
issue8 

1,024 
72 
26 

1, 122 

4,129 

Markel value 
Dec. !II, 1965 

$207,699,177,000 
27, 146, 161,000 
3,986,665,000 

238,832,003,000 

Markel value 
Dec. !II, 1955 

$104,749,886,000 
809,360,000 
113, 281, 000 

105,672,527,000 

344,504,530,000 

The N ew York Stock Exchange and American Stock Exchange 
figures are as reported by those exchanges. There is no duplication of 
issues between them. ,The figures for all other exchanges are for the 
net number of issues appearing only on such exchanges, excluding the 
many issues on them which are also traded on one or the other New 
York exchange. The number of issues as shown includes a few which 

.. are not quoted by reason of s~spension or because no transactions 
have occurred. 

406617-57--8 
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The bonds on the New York Stock Exchange include United States 
Government and New York State and City issues with an aggregate 
market value of $80,633,100,000. . . . 

The stocks quoted may be divided into categories as follows; with 
market value as of December 31, 1955, in millions of dollars: 

Preferred stock Common stock 

Issues Values Issues Values 

595 $9,351.3 2,024 $209,149.4 
52 599.4 234 19,314.5 
12 16.2 59 401.3 

Listed on registered exchanges ...... , ........... _ .......... . 
Unlisted on all exchanges .... _ ............................. _ 
Listed on exempted exchanges •. _ ......................... . 

Total stocks ...•.•.................................... 658 . 9,966.8 2. 317 228,865.2 

• Excluding issues also tmded on-registered exchanges. 

The market value of all stocks on the N ew York Stock Exchange on 
June 30, 1956, was $218,579,190,000. It·is estimated that, as of such 
date, the market value of all stocks on all exchange~ was about $250 
billion. 

Market values of all stocks' admitted to trading on the 'stock ex­
changes in billions of dollars at the close of each calendar year .since 
1948 have been computed as follows: . .. . 

" 
New York American All other Total 

Dec. 31 Stock Stock exchanges value 
Exchange Excbange 

$67.0 $11.9 $3.0 $81.9 
76.3 12.2 3.1 91.6 

'1948. ___ ... _ .. __ . _. _ .. _ ~_ .... ____ . _. _. _. _ ... _. _. _. 
1949. ___ . _____ ' ____ . _______ . __ .. _____________ . ___ _ 
1950. ______ . _. _______ . _____ . ______ .. ___ . ________ ._ 93.8 13.9 3.3 111.0 1951 .. _______ . _________ .. __________ . _____________ . 109.5 16.5 3.2 129.2 1952 _______ . __________ . __________________ ._._._. __ 120.5 16.9 3.1 140.5 
1953 _____________________ . _. ___________ . _. _. _. _. __ 117.3 15.3 2.8 135.4 1954 ______________________ .. ___ . _________ . _______ _ 169.1 22.1 3.6 194.8 
1955 ________ . _________________ . ____ . _____ . _____ .. _ 207.7 27.1 4.0 238.8 

New York Stock Exchange reported a previous high market value of 
$89.7 billion in September 1929 and a low of $15.6 billion in July 193~. 

The number of shares of stock admitted to trading on the exchanges 
was approximately 5,476,000,000 as of December 31, 1955, including 
152,300,000 preferred and 5,323,700,000 common. Of the total, ap­
proximately 5,000,000,000 shares were listed on registered exchanges, 
including 142,600,000 preferred and 4,866,000,000 comnion shares. 

€omparativt" Over-the-Counter Statistics 

There are no overall statistics WIth respect to over-the-counter 
securities comparable to those available from the exchanges. Cer­
tain data can be derived from registrations and other filings with 
the Commission under the Acts which it administers, For. example, 
357 issuers with about $13 billion assets registered under the Invest­
ment Company Act of 1940 have exclusively over-the-counter mar-
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kets for their securitics.' 971 additional issuers reporting pursuant 
to section 15 (d) of the Securities Exchange Act of 1934 had stocks 
exclusively in' over-the-counter markets with an aggregate value of 
over-$17 billion'as of December 31, 1955. 

Recent studies have furnished increasing evidence as to the rela­
tive size of the over-the-counter market. With respect to bonds, 
the over-the-counter market is undoubtedly larger than the exchange 
market, since the principal market for bonds of the United States 
Goverriment, States and municipalities and for high-grade corporate 
bonds is over the counter. With regard to stocks, there are many 
thousands .which· are quoted over the counter. The smaller issues 
among these, however, shade rapidly into substantially or completely­
privately owned issues with' respect to which public bids and offers 
are rarely available. The studies conducted by the Wharton School 
of the University of Pennsylvania 2 indicate that during the period 
covered only 3.2 percent of. the aggregate value of transactions over 
the counter in outstanding common stock was in issues with a mar­
ket value of less than $1,000,000 and. that only 5.1 percent of such 
value was in issues with 500 or less stockholders.3 A study by the 
New York Stock Exchange 4 included stocks owned by at le~st 300 
stockholders and finds 3,723 issues with 2,540,000,000 shares over 
the counter compared with 2,956 issues with 5,372,000,000 shares on 
exchanges. It also s~ates that the number of holders of record of 
these over-the-counter stocks is 8,671,000 against 22,567,000 for the 
stocks on the exchanges. These figures as to holders of record are 
duplicated, each holder of record being counted once for each issue 
he owns. The number of domestic individual holders of 6,679 stocks 
covered ,by the study after elimination of duplication is stated to be 
about 8,630,000. The New York Stock Exchange study in addition 
concludes that 8 of 10 shareholders own stock listed on that Exchange. 

The Wharton School study indicates that the dollar volume of 
transactions in outstanding stocks over the counter is only a moder­
ate fraction of the total volume of transactions, including those on 
stock exchanges.6 One ,of the larger investment firms, which has 
well over 100 offices scattered throughout the country, has fOJ.: years 
constantly reported that less than one-quarter of its income from the 
securities business is derived from unlisted securities, retail sales, 
and. unqerwriting.6 The report of the Commission with respect to 
S.2054" referred to under "Legislative Matter~" in this Annual 

• Studies on the Over-the-Counter Market conducted by the Securities Research Unit of the Wharton 
School, University of Pennsylvania. 

! Characteristics of Transactions on Ovcr-the-Counter Markets, University cf Pennsylvania Press, 1963, 
tables 3 and 4-

• Who Owns American BUsiness? 1956 Census of Shareowners, New York Stock Exchange, 1956. 
I Activity· on Over-the-Counter Markets, University of Pennsylvania Press, 1951. Character and 

Extent of Over-the Counter Markets, University of Pennsylvania Press 1952. 
I Merrill Lynch, Pierce, Fenner & Beane, Annual Reports 1944 et seq. . 
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Report, indicates that there were about 1,200 domestic corporations 
(excluding insurance companies, investment companies, and banks) 
which appeared to have $2 million or more of assets and 750 or more 
stockholders and whose securities were traded in the over-the-counter 
market or admitted to unlisted and unregistered trading on-exchange~. 
About 500 corporations would be added- to this group if the test as to 
the number of stockholders was reduced to 3'00. 

It thus appears from these studies that the exchange market for 
stocks is larger in terms of the number of shareholders and volume 
of trading and that, although there are many more stock issues in 
the over-the-counter market, the bulk of activity and of public stock­
holder interest is concentrated in larger issues, the number of which 
probably does not exceed the number of issues on exchanges, 

The National Quotation Bureau reports about 20,000 stocks carry­
ing over-the-counter quotations in its October 1956 Summary, which 
is a cumulative record extending over a period of years. This Bureau's 
daily quotation sheets carry about 6,000 stocks. _ About 10 percent 
of the- stocks shown are listed on domestic or Oanadian stock exchanges. 
The Oommission estimates that there are about 3,500 domestic issuers 
with 300 or more stockholders each, whose stocks are traded only 
over the counter and which had an aggregate market value of around 
$45 billion on December 31, 1955, these figures being exclusive of 
issuers registered under the Investment Oompany Act of 1940. 

DELISTING OF SECURITIES FROM EXCHANGES 

During the fiscal year ending June 30, 1956, the Oommission 
granted 12 applications filed by exchanges or issuers to remove securi­
ties from exchange listing and registration pursuant to section 12 (d) 
of the Exchange Act. The applications included 6 -by exchanges 
covering 8 stocks and 6 by issuers covering 6 stocks. The applications 
by exchanges were with respect to 2 stocks where shates and holders 
were stated to be insufficient for further exchange trading, 5 where a 
merger, sale of assets or liquidation was involved and 1 where the 
listing and registration was transferred to another exchange. The 
applications by issuers were with respect to 4 stocks which remained 
listed and registered on other exchanges and 2 which were stated to 
have insufficient 'shares and holders for further exchange trading. 
At the close of the fiscal year, 5 applications were pending, of which 
3 were made pursuant to a policy adopted by the New York Stock 
Exchange that it will consider delisting a common stock where the 
size of a company has been reduced to below $2,000,000 in net tangible 
assets or aggregate market value of the common stock and the average 
net earnings after taxes for the last -three years is below $200,000. 
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This policy of the N ew York Stock Exchange reflects an attempt to 
make 'more congruent the standards for original listings and the 
standards for continuance and maintenance of listing. 

Under section 12 (d) of the Exchange Act if the Commission finds 
that an exchange seeking to remove a security from listing and 
registration has complied with its own rules the Commission may 
not deny such an application but is limited to imposing such terms as 
it may find necessary for the protection of investors. In two recent 
delisting cases filed by the N ew York Stock Exchange, Atlas Tack 
Corp. and Exchange Buffet Corp./ hearings were held to determine 
whether exchange rules had been complied with and whether any 
terms should be imposed for the protection of investors. The Com­
mission found that there had been compliance with exchange rules 
and that the delisting applications should be granted without the 
imposition of any terms or conditions. -

UNLISTED TRADING PRIVILEGES ON EXCHANG}:S 

Volume of Unliste4 Trading in Stocks on Exchanges 

Under the provisions of section 12 (f) of the Act, the Commission 
may approve an application by a national securities exchange to admit 
a security to unlisted trading privileges even though the issuer has 
not agreed to list the security on the particular exchange. Section 
12 (f) provides for three categories of unlisted trading privileges. 
Clause (1) securities are the residue of tllOse admitted to unlisted 
trading privileges prior to March 1, '1934. Clause (2) securities are 
those admitted to unlisted trading privileges following their full listing 
and registration on another national securities exchange. Clause (3) 
securities are those admitted to unlisted trading privileges conditioned 
upon the availability of information substantially equ~valent to that 
filed in the case of listed issues. Securities admitted to unlisted 
trading privileges consist primarily of issues listed on other exchanges 
and the residue of issues which were already admitted to unlis_ted 
trading privileges when the statute was enacted. 

The reported volume of shares traded on an unlisted basis on the 
stock exchanges during the calendar year 1955 included approximately' 
37.9 million shares in stocks admitted to unlisted trading only and 33.9 
million shares in stocks listed and registered on exchanges other than 
those where the unlisted trading occurred. These amounts were 
respectively about 3.1., and 2.8 percent of the total share volume 
reported on all exchanges. Appendix table 8 shows the distribution 
of share volumes 'among the various categories of unlisted trading 
privileges' on exchanges. 

, Securities Exchange Act Release Ko. 5359, (September 4/1956.) 
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Applications for Unlisted Trading Privileges 

Pursuant to. applications. filed by the exchanges with respect to 
stocks listed on other exchanges, unlisted trading privileges were 
extended during the year to June 30, 1956, as follows: 

Number 
Stock exchange: ·.o/8tocka 

Boston ______________________________________________________ - 16 
Cincinnati____________________________________________________ 1 
Los Angeles___________________________________________________ 33 
l\Jidwest _____ - ___ - _________________________ . ________ . _____ ~ __ .__ _ 12 
Philadclphia-Baltimore _______________________________ ,_ ___ __ _ __ _ 12 
S3cn Francisco_ - - - - - _ - - - _ - - - _______________ - _ - _______________ .: _ I" 46 

Total ______________________________ ~------------------_____ 120 

The Commission's rule X"':'12F-2 provides that when a security 
admitted to unlisted trading privileges is changed ill certain minor 
respects it shall be deemed to be the security previously admitted to 
unlisted trading privileges, and if it is changed in other respects the 
exchange may file an application requesting the Commission to 
determine that notwithstanding such change the security is substan­
tially equivalent to the security theretofore admitted to unlisted 
trading privileges. During the year to June 30, 1956, the Commission 
granted 2 applications by the American Stock Exchange and 1 by the 

. New Orleans Stock Exchange for a determination that changed 
securities were the substantial equivalent of the securities previously 
admitted to unlisted trading privileges. Two bond issues and two 
stock issues were involved. 

BLOCK DISTRIBUTIONS REPORTEP BY EXCHANGES 

Rule X-10B-2, in ,substance, prohibits any person participating 
or interested in the distribution of'a security from paying any other 
person for soliciting or inducing a third person to buy the security 
on a national securities' exchange. This rule is an an timanipulative 
rule adopted under section 10 (b) of the Act which makes it unlawful 
for any person to use any manipulative or deceptive device or con­
trivance in contravention of Commission rules prescribed in the 
public interest or for the protection of investors. Paragraph (d) 
of the rule provides an exemption from its prohibitions where com­
pensation is paid pursuant to the terms of a plan, filed by·a national 
sec;urities exchange and declared effective by the Commission, author­
izing the payment of such compensatiop. in connection; with. the 
distribution. 

At the present time two types of phins are'in effect. to permit a 
block of securities.to be distributedthrough the facilities of a national 
securities exchange when it has been determined that the regular 
market on the. floor of the exchange cannot absorb the particular 
block within a reasonable tiine and at a reasonable price or prices. 
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These plans have been designated the "Special Offering Plan," essen­
tially a fixed price offering' based on the market price, and the"Ex­
change Distribution Plan," which is a distribution "at the market." 
Both plans contemplate that orders will be solicited off the"floor but 
executed on the floor. Each of such plans contains certain anti­
.manipulative controls and requires specified disclosures concerning 
the distribution to be made to prospective purchasers. 

In addition to these two methods of distributing large blocks of 
securities on national securities exchanges, a third method is com­
monly employed whereby blocks of listed securities may be distributed 
to the public over the counter. This method is commonly referred 
to as it "Secondary Distribution" and such a. distribution usually 
takes place after the close of exchange trading. It is generally the 
practice of exchanges to requir~ members to obtain the approval of 

· the exchange before participating in such se~ondary distributions, 
· , More complete details concerning these three types of plans are 
contained in previous· annual :reports of this Commission (see e. g., 
pp. 29-30 'of the 20th Annual Report). The following table shows 
· the number and dollar volume of special offerings' and exchange 
distributions reported by the exchanges having such plans in· effect, 

· as .well as similar figures' for secondary distributions which exchanges 
have" approved 'for member participation and reported to the 
Commission .. 

Total sales-12 months ended Dec, 31, 1955 Q 

Special Offerlngs. ______________________________________ _ 
Exchange dlstributlons ________________________________ _ 
Secondary dlstrlb.utIons _______________________________ _ 

'Special offerlngs _______________________________________ _ 
,Exchange dlstrlbutlons ________________________________ _ 
Secondary dlst~lbutlons- ______________________________ ~ 

Number Shares In Shares Value 
made original sold (thousands 

offer 

9 182,215 
19 306,235 

11 6 6, 698, 783 

161,850 
258,348 

6,756,767 

of dollars) 

7,223 
10,211 

344,871 

6 Months Ended June 30, 1956 • 

51 1I3, 980 I 102,
503 1 IO 106, 701 93, 831 

61 5,468,266 5,475,587 

2,625 
2,161 

293,835 

• Details of these distributions appear In the Commission's monthly Statistical Bulletin, 

MANIPULATION AND STABILIZATION 

Manipulation 

The Exchange Act describes and prohibits certain forms of manipu­
.lative activity in securities registered on a national securities exchange. 
The prohibited activities include wash sales and matched orders, if 
effected for the purpose of creating a false or misleading appearance 
of trading activity or with respect to the market for any such security; 
a-series of transactions in which the price of such security is raised 
or depressed, or in which the appearance of active trading is created, 
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for the purpose of inducing purchases or- sales by others; circulation 
by a broker, dealer, seller, or buyer, or by a person who -receives 
consideration from a broker, dealer, _ seller, or buyer, of information 
concerning market operations conducted for a rise or a decline; and 
the making of material false and misleading statements by brokers, 
dealers, sellers, or buyers, or the omission of material information 
regarding securities for the purpose of inducing purchases or sales. 
The Act also empowers the Commission to adopt rules and regula­
tions to define and prohibit the use of these and other forms of manip­
ulative activity in securities whether or not such securities are regis-
tered on an exchange or trade'd over the counter. ' 

The Commission's market surveillance staff in our Division of 
Trading and Exchanges in Washington and in our-New York Regional 
Office and other field offices observes. the ticker-tape quotations of the, 
N ew York Stock Exchange and the American Stock Exchange. 
securities, the sales and quotation sheets of the various regional 
exchanges, and the bid and asked prices published by the National 
Daily Quotation Service for about 6,000 unlisted securities to see if 
there are any unusual or unexplained price' variations or market 
activity. The financial newsticker, leading newspapers; and various 
financial publications and,statistical serviceE! are also 'closely followed. 

When unusual or unexplained market activity in a security is 
observed, all known information regarding the security is evaluated 
and a -decision made as to the necessity for an investigation. Most 
investigations are not made public so that no unfair reflection will 
be cast on any persons or securities and the trading markets will not 
be upset. These investigations, which are conducted by the Com­
mission's regional offices, take two forms. A preliminary investiga­
tion or "quiz" is designed rapidly to' discover evidence of unlawful 
activity. If no violations are found, the preliminary investigation, 
is closed. If it appears that more intensive investigation is necessary, 
a formal order of investigation, which carries with it the right to 
issue subpenas and to take testimony under oath, is issued by the 
Commission. If violations are discovered, the Commission may 
suspend or revoke the registration of a broker-dealer or it may expel 
him from the·N ational Association of Securities Dealers. Similarly, 
a member of a national securities exchange may be suspended or 
expelled from the exchange. The Commission may also seek an 
injunction against any person violating the Act and it may recom­
mend to the Department of Justice that' any person violating the 
Act be criminally prosecuted. In some cases, where State action 
seems likely to bring quick results in preventing fraud or where 
Federal jurisdiction may be doubtful, the information obtained may 
be referred to State agencies for State injunction or criminal prosecu­
tion. 
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The following table shows the number of quizzes and formal investi­
gations initiated in 1956, the number closed or completed during the 
same period, and the number pending at the ending of the fiscal year: 

Trading investigations 

Quizzes 
Formal 
investi­
gations 

r;a?a~71 Jd'u~!;~'fI~:h;ear:::====================,============================== Ig~ ~ 1----1----TotaL__ _ _ __ _ _ _ ___ __ __ __ _ _ ____ _ _ _ _ _ _ _ _ _ _ __ __ _ _ ___ _ _ _ __ __ _ _ _ __ _ __ __ _ _ __ __ __ _ 176 10 

1===1'=== 
Closed or completed during fiscal year___________________________________________ 74 3 
Changed to formal during fiscal year ________________________________ ~____________ 1 ___________ _ 
Adjustment. _ _ ______________________________ ___________________________________ 1 ___________ _ 

TotaL __________ c ________________________ ~ ____ ~ ____________________________ 1---7-6 
Pending at end of fiscal year ______________________ 7 ______________ ~---~--------___ 100 

• TwoJqulzzes were:comblned::as:(case during year. 

3 
7 

When securities are to 'be offered to the public their markets are 
watched very closely to make sure that the price is not artificially 
raised prior to or during the distribution. Eight hundred and thirty­
three registered offerings having a dollar value of $13,095,000,000 
and 1,478 offerings exempt under section 3 (b) of the Securities Act, 
having a value of about $277,000,000 were so observed during the 
fiscal year. About 300 other small offerings, such as secondary 
distributions, and distributions of securities under special plans filed 
by the exchanges, were also checked and many were kept under 
special obs~rvation for considerable lengths of time. 

Stabilization involves open-market purchases of securities to pre­
vent or retard a decline in the market price in 'order to facilitate a 
distribution. It is permitted by the Exchange Act subject to the 
restrictions provided by the Commission's rules. These rules are 
designed to confine stabilizing activity to that necessary for purposes 
of the c;listributi9n, to require proper disclosure and to prevent un-
lawful manipulation. " 

During 1956 stabilizing was effected in connection with stock 
offerings aggregating 32,174,925 shares having an aggregate public 
offering price of $1,124,596,78~. Bond issues having a total offering 
price of $208,222,619 were also stabilized. To accomplish this, 
678,122 shares of stock were purchased in stabilizing transactions 
at a cost of $18,488,813 and bonds costing $4,881,171 were also bought. 
In connection with these stabilizing transactions more than 8,900 
stabilizing reports which show purchases and sales of securities 
effected by persons conducting the distribution were received and 
examined during the fiscal year. 

In order more closely to police stabilizing activities, the Commis­
sion revised the rule requiring the filing of stabilizing reports: effective 
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July 1, '1956.1 Hitherto such reports were required only when regis­
tered offerings were stabilized. The present rule requires reports 
not only, on registered offerings, but also offerings exempt from regis­
tration under section 3 (b) of the Securities Act and any other offering 
having a value of at least $300,000. While these revisions were 
being made, the stabilizing report form was simplified, also effective 
July 1, 1956.2 Hereafter only the managing underwriter must file 
daily reports. Other members of the syndicate may file a summary 
report after stabilizing is discontinued. In addition, many trans­
actions at, the same price level may be "bunched" and only certain 
key transactions need be timed. The changes will continue to give 
the investor _adequate protection, but they will greatly relieve the 
reporting burden on the securities industry. It is felt that in spite 
of the greater area to be covered,-the number of reports necessary to 
be filed with the Commission will be reduced by about a half. 

INSIDERS' SECURITY TRANSACTIONS AND HOLDINGS 

Every person who oWns more than 10 percent of any class of equity 
security which is listed on'a national securities'exchange, or who is an 
officer or director of the'issuer of any such security, is required by 
section 16 (a) of the Securities Exchange Act of 1934 to file with the 
Commission and the exchange a report disclosing his ownership of each 
class of ,the issuer's equity securities and an additional report for each 
month in which any subsequent change in his oWnership occurs, setting 
forth information as to the transactions involved. Officers and 
directors of registered public utility holding companies and- officers, 
directors and 10 p~rcent stockholders of registered closed-end invest­
ment companies are subject to similar requirements under section 17 
(a) of'the Public Utility Holding Company Act and section 30 (f) 
of the Investment Company Act. 

, ' These reports are available for public inspection at the Commission's 
office and at the exchanges. In order' to make the information con­
tained therein more readily available to interested persons throughout 
the country it is summarized and published in the Commission's 
monthly "Official Summary of Security Transactions and Holdings," 
which is distributed on a subscription basis by the Government Print­
ing Office. The widespread public interest in transactions reported 
by insiders is evidenced by the fact that the circulation of this publica­
tion exceeds 4,000 copies a month. 
, The number of reports filed continues an upward trend, 32,001 dur­
ing the 1956 fiscal year, as compared with 28,975 during the 1955 
fiscal year, 23,199 during the 1954 fiscal year, and 22,333 during 
the 1953 fiscal year. The following tabUlation shows details con­
cerning the reports filE?d during the 1956 fiscal year. 

1 Securities Exchange Act release No, 5300 . 
• Supra. 
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Number of ownership reports of ojficel's, directors, principal. security holders, and 
certain other ajfiliated persons filed during the fiscal year. ended June 30, 1956 ' 

Description of report Original Amended Total" 
reports' r~ports 

25,'460 1,667 27,127 
945 2 947 

2,960. 9 2,929 

29,325 1,678 31,003 

27 ----------3- 27 
292 295 

319 3 322 

260 ------------ 260 
414 2 416 

674 2 676 TotaJ ______ ' ____________________ ~---------------------- __________ 1====1,====1==== 
O~nd totaL ___________________________________________________ _ 30,318 1,683 32,001 

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

, Form U-17-1 Is used for Initial reports and Form U-17-2 for reports of,changes of ownership . 
• Form N-30F-l is used for initial reports and Form N-30F-2 for reports of changes of ownership. 

Recovery of Short Swing Trading Profits by or on Behalf of Issuer 

For the purpose of preventing the unfair use of information which 
may have been obtained by an officer, director or 10-percent stock­
holder by reason of his relationship to his ~ompany, sections 16 (b) 
of the Securities Exchange Act, 17 (b) of the Public Utility Holding 
Company Act, and 30 (f) of the Investment Company :Act· provide for 
the recovery by or on behalf of the issuer of any profit realized by the 
officer, director or 10-percent stockholders from certain purchases and 
sales, or sales and purchases, of securities of the company within'any 
period of less than 6 months. The Commission is not charged with 
the enforcement of the civil remedies created by these provisions, which 
are matters for deteI:mination by the courts in actions brought by the 
proper parties. _ ' 

REGULATION OF PROXIES 

Scope of Proxy Regulation 

The scope and character of the Commission's regulation of the solici­
tation of proxies-written authority from a shareholder to another to 
act in the shareholder's place-is more fully described in this report 
under "Revision of Forms, Rules, and Regulations" at page 33. 

Under'sections 14 (a) of the Securities Exchange Act, 12 (e) of the 
Public Utility Holding Company Act of 1935, and ~O (a) of the In-, 
,vestment Comp!1ny Act, of 1940 the Commission has adopted Regula­
tion X-:-14 requiring the'disclosure of pertinent information in con­
nection with the solicitation' of proxies, consepts and authorizations 
in respect of securities of companies subject to those' statutes. ' The 
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regulation also provides means whereby any security holders so de­
siring may communicate with other security holders when manage­
ment is soliciting proxies, either by arranging for the independent 
distribution of their own proxy statements or by including their pro­
posals in the proxy statements sent out by management. 

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

Statistics Relating to Proxy Statements 

During the 1956 fiscal year 2,016 solicitations were made pursuant 
to regulation X-14, of which 1,995 were conducted by management 
and 21 by nonmanagement groups. The 1,995 solicitations by man­
agement related to 1,711 companies, more than one solicitation having 
been made with respect to some of the companies. ' 

The purpose for which proxies are most often sought is the voting 
for nominees for directors. In fiscal 1956 this was an item of business 
in 1,705 stockholders' meetings, while at 288 meetings the election 
of .directors was not involved. The remaining 23 solicitations, which 
did not involve any meeting of stockholders, sought consents or 
authorizations from stockholders with respect to certain proposals 
other than the ,election of directors. ' 

In addition to the election of directors, stockhold~rs' decisions 
were sought in the 1956 fiscal year with respect to the following types 
of matters: 

, Nature 0/ buBinu8 other than election 0/ directors 

Mergers, consolidations, acquisition of businesses, purchases and sales 
of property, and dissolution of companies __________________________ _ 

Issuance of new securities, modifications of existing securities, and re-
capitalization plans other than mergers and consolidations ________ . _____ _ 

Employee pension and retirement plans ______________________________ _ 
Stock option plans (including amendments to existing plans) _____________ _ 
Bonus and profit-sharing plans _____________ ~ ___________________ ~ ____ _ 
Approval of selection by management of independent audi tors ____ ~ _______ _ 
Amendments to charters and by laws and other miscellaneous matters _____ _ 

Stockholders' Proposals 

Number 
a/proxy 

state­
ments 

147 

459 
98 

246 
45 

496 
361 

One of the most important provisions of the proxy rules is the 
principle adopted by the Commission as early as 1939 and codified 
in the rules in 1942 (now rule X-14A-8) by which a qualified security 
holder may require the management of a company to include in the 
management's proxy soliciting material a proposal which he desires 
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to submit to a vote of his fellow security holders. As revised over 
the years, the rule provides that, if the management opposes the 
proposal, it must, at the request of the security holder, include in 
the proxy,statement the name and address of the security holder and 
a statement of the security holder in not more than 100 words in 
support of the proposal. The rule also requires that the proposal be 
submitted to the management a reasonable time before the solicitation 
is made and that it be a proper subject for action by the security 
holders under the law of the State where the company is incorporated. 
It cannot be submitted primarily for the purpose of enforcing a 
personal claim or redressing a personal grievance against the com­
pany or its management or for the purpose of promoting general 
economic, political, racial, religious, social, or similar causes. In 
conforman~e with State laws, the proposal may not be a recom­
mendation or request that management act with respect to a matter 

_ relating to the conduct of the ordinary business operations of the 
company. The rule also contains provisions to limit the introduction 
year after year of proposals wliich receive little or no support from 
other security holders by providing t,hat certain percentages of the 
vote must be obtained to require the management to include the 
proposal again in its proxy material within certain periods of time. 

DurIng the 1956 fiscal year, 19 stockholders of 65 companies sub­
mitted a total of 102 proposals to a vote of security holders in the 
management's -proxy soliciting material under rule X-14A-S. 

Typical of matters thus submitted to a vote of all security holders 
on the initiative of individual stockholders were such proposals as 
the following: to restrict the sale of stock to employees; to require 
participants in employee stock purchase plans to hold their stock 

- for three years; to provide for cumulative voting in the election of 
directors; to require the election of all directors; to require the election 
of all directors annually; to place a ceiling of $25,000 on pensions to 
employees; to require ownership of a certain number of shares of a 
company as a qualification for a director; to increase the numbcr of 
members on the board of directors of a company; to require that 
auditors be elected by the stockholders and be present at the following 
annual meeting of the company for questioning by shareholders; to 
furnish all stockholders with a postmeeting report; to resubmit 

,incentive compensation plans to stockholders' approval every 5 years 
and to make no payment under the plans in any year that common 
dividends are pas_sed; and to terminate a company's stock option plan. 

The management of 20 companies omitted from their proxy state­
ments, under the conditions specified in rule X-':14A-S, a total of 41 
additional stockholder proposals tendered by 26 individual stock­
holders. The reasons why these 41 stockholder proposals were omitted 
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from management's proxy statements are enumerated below with a 
parenthetical indication of the number of times each reason was -
operative; the proposal was withdrawn by the stockholder concerned 
(6)'; did not involve a proper subject matter for shareholders' action 
under State law (16); was not,submitted to the management within 
the time prescribed by the proxy rules (6)"; proposal gained insufficient 
votes at previous meeting (2); involved the conduct of the 'ordinary , 
business operations of the company (6) ; involved a personal grievance 
(4); and did not really constitute a proposal within the meaning 
of the rule (1): 

Ratio of Soliciting to Non!;oliciting Companies 

Gimerally speaking, section' 14 (a) and the Commission's proxy 
r~es are operati,ve only if a solicitation is in fact made. The statute 
and the rules do not in terms compel corporations to solicit proxies if 
they do not wish to do so. During the last fiscal year the Commission 
was requested by a subcommittee'of the Senate Banking and Currency, 
Committee to'make a report as to whether or not solicitations of prox­
ies in respect of the election of directors of corporations should be 
made'mandatory by statute. The Commission has not formulated its 
Views 'for presentation to the Congress. It expects, however, to do so 
before the next session of ~he Congress. To aid it in making its report 
'the Commission, among other things, has conducted a special study 
to ascer:tain the proportion of .listed companies which solicit proxies 
from, their secUrity holders. Out of 2,253 companies with securities 
listed an:d registered ~:m a national securities exchange as of June 30, 
1956, 120 were foreign issuers exempt from regulation X-14 under 
rule X-3A12-3; and 128 were domestic issuers (including for classifi­
cation purposes Canadian, Cuban, and Philippine issuers) whose 
listed securi'ties were nonvoting. Of the remainder, 519 domestic 
companies did not solicit proxies for the election of directors during 
the 1956 fiscal year, but these inclu~ed 42 companies which initially 
registered voting securities after their 1956 annual meetings had been 
held, thus, 477 companies that did not solicit proxies for the election 
of directors although such companies had voting securities listed and 
registered at the time of the annual meeting. The remaining 1,486 
(76 percent) domestic companies did solicit proxies for the election of 
directors. ' 

Proxy ~ontests 

As more fully described under the heading "Revision of Forms, 
.Rules and Regulations" in this report at page 33, the Commission has 
been concerned in recent years with the efficiency of its proxy rules 

-as applied to proxy contests-struggles between management and 
:opposition groups for control of a company by means of obtaining 
~ufIicient proxies from shareh<;>lders to elect at least a majority of thl} 
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,directors. As indicated in the discussion at page 33 of, this 'report, 
during the last fiscal year the Commission extensively revised ,its 
proxy rules in order to obtain important detailed disclosm'es "for s4are­
holders in connection with such contests. A feature of the, revis~d 
rules is a requirement that each participant in 'the proxy contest, -
existing directors as well as the nomine,es for directors and the pro­

'moters of opposition groups, must file with the Commission a'detailed 
statement (schedule B of the revised proxy rules) covering his back­
ground, business experience, criminal record, if any, participation in 
other proxy contests of any corporation, share o\vnersliip, arid 'the 
sources of funds used to purchase such shares: In addition his pro­
posed position with the company and any other transactions he COD:­

templated in which the company or its subsidiaries will, be involved 
must be described., All of this information must be made'available 
·to shareholders in the course' of the' contest.' 

In 1956 there were 17 companies involved in proxy contests; of 
which 8 were for control and 9 were for representation on the board 
of directors. In these contests '218 mdividual participants' filed the 
detailed statements required by schedule 14B. Of the 8 contests for 
control, 5 were won -by management, 2 were won by the opposition, 
arid 1 was pending in the courts; while of the 9 proxy contests 'in 'Which 
opposition' groups were seeking representation on' the board, 3 were 
won by management, 4 were won ,by the opposition, and' 2 were settled 
through negotiation whereby opposition wa's given a place on 'manage­

-ment's slate and, 'no opposition solicitation was made. 

,REGULATION O~ ~ROKER-DEALERS AND 
OVER-THE-COUNTER MARKETS 

" ">. "" 
" . 

Registration 

Section 15, (a) of the Securities Exchange Act of 1934 requires 
registration of brokers and dealers using the mails or mstrumentalities 
of interstate commerce to effect transactions in se'curities 'on the ov~~­
the-counter market, except ,those brokers and dealers ~hose business 
is exclusively intrastate ~r exclusiv'ely, in ,exe~pt securities.' The 
,tabulations below reflect certain statistical data with respect to 
registration of brokers and dealers and applications for such registra-
tion during the fiscal year 1956. " 

Effective registrations at close of preceding' fiscal'year _______ ! ____ ~'_ ~ __ ~_ 
Applications pending at close of preceding fiscal year _______ ~ _____ ' _____ _ 
Applications filed during fiscal year ______ ' _________ ~ _____ : ___ : __ ' ___ ~ _ _ , 

4,334 
49 

764 

Tota~ ___ .:_.: ___________ ~ ______________ ' ________ ~ _____ '~ ____ ~ _ ~ 5, 147 
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Applications denied _____________________________ ' __ ~ ____ ~ ___________ ' 4 
Applications withdrawn ____ , __ ' _____________________________________ 016 
Applications cancelled __________ ' _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 0 
Registrations withdrawn __ ': _________________________________ ~ _______ ' 428 
Registrations cancelled.. ___________ ~__ ____ _ _ _ __ __ _ _ _ ___ _ __ ___ _ __ _ ____ '40 ' 
Registrations revoked ______________________________________ ' ________ ' 15 
Registrations effective at end of year _________________________________ 4,591 
Applications pending at end ,of year ____ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 53 

Total~ _____________________________________________________ 5,147 

Admiriistrative Proceedings 
- / 

Under section 15 (b) of the Exchange Act the Commission may 
deny registration to a broker-dealer, or revoke such registration only 
if it finds such action to be in the public interest and that the applicant 
or broker-dealer or any partner; officer, director, or other person di­
rectly or indirectly controlling or, controlled by such broker-dealer, 
has been guilty of one or more of 4 specified_ types of misconduct. 
In general, such types of misconduct comprise the willful making of 
false or misleading statements in the application and related proce~d­
ings, conviction-wjthin 10 years of a crime involving the purchase or 
sale of securities or the conduct of the business of a broker-dealer, 
injunction by a court from engaging in any practice in connection 
with the, purchase, or sale of securities, or willful violation of the 
Federal secu,rities law!;l or the Commission's regulations thereunder. 
The Commission may not deny to any ,person the right to register 
and engage in business as a broker-dealer in interstate ~ommerce, 
absent misconduct of the specified types enumerated in the Act, and 
irrespective of whether such individual has had aay experience in the 

,brokerage business. 

Statistics of administrative proceedings to deny and revoke registration, to suspend and 
expel from membership in a national securities association or an exchange 

Proceedings pending at start ~f fiscal year to: 
Revoke registration _____ ~ ~ ____________________________ '_ _ _ _ _ _ _ _ _ _ _ 22 

Revoke registration and suspend or expel from NASD or exchanges ___ '_ 10 
Deny registration to applicants _____ '_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ __ _ _ _ _ __ _ _ __ 3 
Qancel registration______ ___ __ _ __ _ _ __ _ _ _ _ _ _ _ _ _ _ _____ _ _ _ ___ _ __ _ _ _ _ _ 2 

Total proceedings pending ____________________ ~ , _________________ , 37 

Proceedings instituted during fiscal year to: 
, Revoke registration _____________________________ ~ _____ ~ _ _ _ _ _ _ _ _ _ _ 24 

Revoke registration and suspend or expel from N ASD or ~xchanges ____ ' 13 
Deny registration to applicants ____________ ' ______ '_ _ _ _ _ _ __ _ _ _ _ _ _ _ _ _ _ 7 

.Cancel registration ___________________________________ :: ____ ,~ _ _ _ _ _ _ 1 

Total proceedings instituted _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 45 

Total proceedings current during fiscal year __ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 82 
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"Disposition of proceedings 

Proceedings to revoke registration: 
Dismissed on withdrawal of registration_~ _____________________ ' __ '___ 9 
Dismissed-registration permitted to continue in effect __ ,_ _ _ _ _ _ _ _ _ _ _ _ _ 4 
Dismissed on cancellation of registration _______________________ '_ _ _ _ _ 1 
Registratio,n reyoked ________ .: ___________ , __________________ ~ _~ _ _ _ _ 10 

TotaL __________________ ~ _ 0 _____________________ : ~ _ _ _ _ _ _ _ _ _ _ _ 24 

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

Registration revoked and firm expelled from NASD ________ 
c

_________ 5 
Dismissed on withdrawal of registration~_' ___ ~ ______________________ '1 
Dismissed-registration and membership permitted to continue in effect_: 5 
Suspended for a period of time from NASD _______________________ :_ 1 

TotaL ___________ ~ ____________________________________ ' _______ , 12 

Proceedings to deny registration to applicant: ' " 
, Registration denieiL ___________________________________ ~ ______ '_ --' _ '4 

, ' 'Dismissed"ou withdrawal of application _____ .: _' ___________ ' ____ ~ ____ '_: 2 

Total________________________________________________________ 6 

Proceedings to cancel registration: , 
Dismissed upon withdrawal' of registration ____________________ ~ _ _ _ _ _ 2 
Registration' canceled __________ '- '_' ____ : ______________________ '_ _ _ _ _ 1 

Total_c______________________________________________________ 3 

Total proceedings dis~osed oL __________________ ~ ____ ~ __ ~ _ _ _ _ _ _ _ 45 

Proceedings pending, at end of fiscal year to: 
Revoke registration ______________ '_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _22 
Re\'oke registration and suspend or expel from N ASD or exchanges __ ~ _ 11 
Deny registration to applicants ___________________ ~ ___ '~ _ _ _ _ _ _ _ _ _ _ _ _ 4 
Cancel registration _____________________ ~ ______ , ______ .: _ _ _ _ _ _ _ _ _ _ _ _ _ if 

Total proceedings pending at end of fiscal year _______ c __ ' _ c _ _ _ _ _ _ _ _ 37 

Total proceedings accounted for_ - - - - - - - - _,_ - - - - - - - c - - - - - - - - - - - - c _ ,82 

,Proc'~edings in which action was taken during the year include the 
following: " ' " " 

, In a proceeding against Rober·t Dermot French, doing business as 
French & Co. 8 the Commission 'denied ail application for 'registration 
as a broker-dealer after finding that the applicant had effected trans­
ac'tions as a: broker and d~aler withoutregistration, had sold'securities 
,vhich were not registered under the Securities' 'Act of 1933, and had 
been enjoined from sales of unregistered securities. In addition, the 

I Securities Exchange Act Release No. 5267 (Decem her 2R. 1955). 

406617-57--9 
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Commission found that the applicant had filed a false and misleading 
financial statement in support of his application for registration. . 

A proceeding against A. ],,1. Kidder &; 00.9 was bas~d upon 'violations 
of the registration provisions of the Securities' Act in connection with 
the sales of the stock of a Canadian corporation. A. M. Kidder & Co. 
made offers of rescission to all persons and firms to w:hom it or one of 
its partners in charge of its branch offices had sold shares of the Cana-

o dian corporation's stock. The Commission decided that it was not 
in- the public interest to impose any penalty against the registrant, 
although it did find that a violation of the registration provisio~s of 
the Securities Act had been committed both by the firm and by one 
of its partners. A. M. Kidder & Co. as a result of its offer of rescission 
repurchased a total of 206,500 shares at a cost of approximately 
$216,500. o. 

lIn another proceeding which was instituted against Haley &; Oom­
pany, Inc.lO the Commission denied the application for registration, 
finding that Haley, its president, sold the applicant's preferred stock 
in violation of the antifraud provisions of the Securities Act of 1933 
by representing to purchasers that they would receive dividends of 
8'percent, and that Haley had invested money in the applicant's stock 
while failing to disclose that the applicant corporation was operating 
at a deficit, and dividends were paid out of capital, and that Haley 
did not in fact contribute cash to the applicant's capital; that Haley 
induced certain of his customers who had purchased the applicant's 
preferred stock to lend him money and to accept his notes, without 
disclosing that he was financially unable to repay the notes; as well as 
the fact that he intended to have the applicant use the money to re­
purchase its preferred stock from certain other customers; and that' 
Haley also sold to four customers, all of whom were widows and inex­
perienced in securities matters, stock in a company that did no business 

,'and had no income. 
In denial proceedings instituted against Professional In'Cestors;'Inc.u 

the Commission found that the applicant had delivered unregistered 
shares of its stock in violation of the SecUrities Act of 1933, had vio­
lated the antifraud provisions of that Act by publishing and circulating 
a magazine article describing certain securities without disclosing the 
compensation paid for such article, and had effected securities transac­
tions as a broker and dealer in the over-the-counter market without 
being registered as such. The .commission denied the application for 
~~~~ . . 

The registration of. Gabriel Sanders, doing business as Gabriel Secu­
rities/2 was revoked on charges that the registran~ had appropriated 

g Securities Exchango Act Release No. 5289 (March 21, 1956). 
lQ Securities Exchange Act Release No. 5304 (April 25, 1956). 
11 Securities Exchange Act Release No. 5315 (May 25, 1956). 
II Securities Exchange Act Release No. 5310 (May 11, 1956). 



TWENTY-SECOND ANNUAL REPORT 109 

money and securities to his own use from customers who desired to' 
purchase other securities. The record of proceedings disclosed that the 
registrant obtained from 35 customers a total of approximately $27,000 
for the purchase by it of securities and that the registrant failed to 
deliver such securities and appropriated the money for his own use. 
In one instance a customer turned over to the registrant almost $6,000 
in money and securities to pay for other securities which were·to be 
purchased by the registrant. The registrant not only failed to deliver 
such securities but appropriated the money and the proceeds from the 
sale of the customer's securities. 

The Commission also revoked the registration of four broker-dealers 
after proceedings were instituted on findings that the registrants had 
been permanently. enjoined from engaging in or continuing certain 
conduct and practices in .coimection with the purchase and sale of 
securities. 

The registration of East Coast Securities Corp.13 was revoked after 
consideration was given to a record which disclosed that the registrant 
had been permanently enjoined by the State of N ew York in an 
action b'ased on allegations that the registrant falsely represented in 
connection with the offering of an oil company's securities th'at the 
oil company had struck a producing gas well, was drilling a second 
well, and that most of the stock had been sold with very little remaining 
for the public. There were also allegations that the r~gistrant 
falsely represented that members of the stock exchange were in­
terested 'in acquiring all available shares of that oil company,' that 
the stock would be listed on one of the exchanges and would double in 
price. 

The revoc~tion of Kaye Real &: Company, IncY was based upon two 
injunctions against the firm, one obtained by State authorities in a 
N ew York State court and the other obtained by the Commission 
in the United States District Court for the Southern District of 
New York. The State court action charged insolvency, failure ·to 
comply with the Commission's net, capital rule, and shortage in 

'securities and money due or belonging to customers. The Commis-
sion's injundive action was based upon violations of, the registration 
and fraud provisions of the Securities Act.15 Mter the entry of the 
revocation order, the registrant appealed to the Circuit· Court of 
Appeals, which appeal was later dismissed by the court.16 

The injunction against Atlas Securities CorpY which the Com­
mission considered in its revocation proceedings against that. regis­
trant was issued by a State court of New York on a compla.int filed 

.. Securities Exchange Act Release No. 5198 (July 18, 1955). 
" Securities Exchange Act Release No. 5226 (September 9, 1955). 
"122 Fed. Supp. 639 (D. C. S. D. N. Y.) (July 1954). 
Ie C. A. 3. No. 11,762 (May 18, 1956). 
17 Securities Exchange Act Release No. 5247 (October 27,1955). 
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. -by the State alleging that the registrant engaged in business while 
insolvent. 

Revocation proceedings against Kelleher Securities Gorp.IS involved, 
among other things, an injunction issued upon the Commission's 

. complaint.' The complaint alleged among other things that the 
regist.rant had made false and misleading statements in the sale of 
certain securities concerning the identity and ownership of such 
securities, the use of the proceeds derived from the sale of such securi­
ties,the financial position of the issuer of t\Hl securities, and ·the 
advantages to be gained by canceling purchases of one security which 
the registrant was unable to· deliver and investing the proceeds in 
another security. Further violations were alleged in the complaint 
regarding t.he sale by the registrant of certain securities at a price 
bearing no reasonable relation to prevailing market prices without 
disclosure of each market prices. 

The registration of R. H: Johnson &: 00.,19 a partnership, was re­
voked upon a finding by the Commissioll, follo\ving a lengthy hearing, 
that there had been violations of the fraud provisions of the Securities 
Act !l;nd the Securities Exchange Act. 'fhe order also revoked' the 
registration of R. H. Johnson, Inc., since R. H. Johnson was in con­
trol of both registrant's. The Commission found that Johnson and 
·five empl9yees were each the cause of tlie order 'of revocatioll.20 '1'he 
firm,·formed in 1935, had its principal office in New York with 2 
branch offices in' Boston and Philadelphia, and about 12 sales offices. 
At times it had over 100 salesmen servicing several thousand accounts. 

The customers in whose accounts the transactions forming the basis 
for the proceedings t.ook place were uninformed or inexperienced in 
securities matters, and' generally relied upon the salesman's advice 
,vith respect to their transactions. The Commission found that the 
salesmen used this relationship of trust and confidence to cause an 
excessive number of transactions in the accounts, which frequently 
involved multiple trading in the same security _and switches from 
one security to another, evidently motivated by a desire to produce 

-income for themselves, as well as the' registrant, without regard to 
the customers' best interests and in violation of a fiduciary duty owed 
to' the customers.. The Commission also found that despite notice 
of the fraudulent ~etivities disclosed bytlie record- of the hearing, the 
'registrant failed adequately to supel'vise the salesmen, thereby permit­
ting the,practices to continue over a long period of time. The Com­
mission's decision was later affirmed by·the Court of Appeals for the 

: District of Columbia, and a petition for writ of certiorari to the 
Supreme Court was dellied.21 

18 Securities Exchange Act Helea,e Xu. 5268 (December 27, 1Y55). 
10 U. S. n. C. of D. C. ~o. 2017-55 (Fillal Judgment l\lay 20.1955). 
10 Spcurities Exchange Act Release ~o. 5255 (Xo\'embcr 16,1955). 
It Citations affirmed 231 F. 2 (d) 523 (April 5,1956); ecrt. dellied, S. C. !locket 174 (Octoher 1956). 



TWI~NTY-SECOND ANNUAL REPORT 111, 

Finan~ial Statements 

Every registered broker-dealer is required by rule X-17A-5 to 
file with the Commission during each calendar year a report of financial 
condition. During the fiscal year 3,968 such reports were filed. 
These reports are analyzed by t.he staff to make certain that the 
registrant is in compliance with the net capital requirements pre­
scribed by rule X-15C3-1. If a registrant is found not to be in 
compliance with the rule, and it is consistent with the public interest 
to permit him to effect compliance, a limited time is given him for 
that purpose. Failure to come into full compliance prompt,y res~ts 
in appropriate action by the Commission. Revocation proceedings 
are also brought against any registrant who fails to make the neces­
sary filing. . 

Net Capital Rule 

As indicated in the 21st Annual Report, page 43, the Commission 
during the last fiscal year revised its net capital rule (rule X-15C3-1) 
to increase the safeguards thereby afforded to customers. No broker 
or dealer subject to this rule may permit his" aggregate indebtedness" 
to exceed 20 times his" net capital" as those terms are defined in the ' 
rule. These .definitions were revised, -effective May 20, 1955, to in­
crease from 10 to 30 percent :the deduction from market value .of 
common stock forming a part of the capital of a broker or dealer, 
which is required to be made in computing his net ·capital. The 
revisions made at that time also included modified. deductions from 
market values of bonds and preferred stocks in computing net capital 
and revisions with respect to the treatment of certain items in com­
puting aggregate indebtedness. During the current fiscal year the 
rule was further revised to limit the exemption . available thereunder. 
This revision eliminated the exemption afforded to all brokers and 
dealers who did not extend credit to customers or. carry money ·01' 

securities for the account of customers, and substituted an exemption 
available only to brokers whose activities are limited to soliciting 
subscriptions on behalf of issuers and who do not hold funds or s,ecu­
rities in connection therewith. The Commission also reviewed the 
exemption afforded to members of certain stock exchanges whose rules 
impose capital requirements more comprehensive than those of the 
Commission's rule in order to make certain that all such exchanges 
had adequate inspection procedures for the enforcement of their rules. 
As a result of this review the Boston Stock Exch~nge, the Los Angeles 
Stock Exchange, the Pittsburgh Stock Exchange, and the Salt Lake 
Stock Exchange strengthened their enforcement procedures with re­
spect to capital requirements for their members. 

The Commission takes prompt action whenever it ap'pears that any 
broker or dealer is not in compliance with this rule. Unless defi­
ciencies are promptly corrected, injunctive action. may be taken or 
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revocation proceedings commenced. Dming this fiscal year'viola­
tions of thi's rule were alleged in 6 injunctive actions, 3 proceedings 
to revoke broker-dealer registrations, and 1 proceeding to aeny such 
registration. The injunctive actions arising under this rule are re­
ferred to in 'this report under the heading, "Litigation Under the 
Secmities Exchange Act of 1934." 
Broker-Dealer Inspections 

During 1956 the Commission placed increased emphasis upon its 
inspection program for registered brokers and dealers. Regular and 
periodic inspection of broker-dealers are a vital part of the Commis­
sion's activities for the protection of investors. The pmpose of these 
inspections is to obtain compliance with the secmities acts and the 
rules and regulations promulgated by the Commission and to detect 
and prevent violations. 

An inspection ordinarily includes, among other items, (1) a deter­
mination of the fin'ancial condition of the broker-dealer; (2) r~view,of 
pricing practicesj (3) review of the treatment of customers' funds and 
secmitiesj and (4) a determination whether adequate disclosures are 
made'to customers. The inspection process also determines whether 
the required books and records are adequate and currently maintained; 
and whether broker-dealers are conforming with the margin and ,other 
requirements ~f regulation T, as, prescribed by the Federal Reserve 
Board. They also check for ','churning," "switching," sa~e of unregis:­
tered secUrities, use of improper sales literature or sales methods, and 
other fraudulent practices. These inspections frequently discover 
situations which, if not corrected, would result in losses to customers. 

The following' table shows the various types of violations disclosed 
as, a result of the inspection program: 

Fiscal 
Type '1968 

Financial difficulties_, _________________ !. __________________ '_ .: ____ '_ ~~_ ,79 
Hypot~ecation ru!es __ ' ___________ : _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 25 
Unreasonable prices for securities purchases_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 189 
Regulation T of the Federal Reserve Board _______________ '____________ 141 
"Secret Profits" ____________ . _____ ~ ___________________________ '_ ~ _ _ _ _ 7 
Confirmation and bookkeeping rules _____________ ~ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 545 
Miscellaneous ______ ~ __________________________________ '_ _ _ _ _ _ _ _ _ _ _ _ 90 

Total indicated violations _____________________________________ 1,076 

Total number of inspections ________________ ~ ___________ ' ____ ~_ 952 

The number of indicated violations found by inspections increased 
31, percent in 1956 over 1955. This reflects existing conditions in the 
financial markets described in this report under "Enforcement Pro­
gram." In particular, these conditions have brought a substantial 
number of new broker..dealers into the business. Many of these: are 
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inexperienced and unfamiliar both with the obligations owed to their 
customers and with the rules of the Oommission and established 
practices for the conduct of the business. A more serious problem is 
created by those who ,enter the business under present conditions 
in the hope of making a quick profit,rather than the establishment of a 
sound business based, on responsible and ethical dealing. A sub­
stantial number of new brokers and 'dealers either lacked adequate 
financial resources or speculated unwisely, thus impairing their finan­
cial positions and threatening the safety of customers' funds or 
securities entrusted to them. 

During the fiscal year the Oommission filed' 10 complaints in the 
Federal district courts based upon violations discovered in the course 
of ,broker-dealer inspections and commenced 7 proceedings to revoke 
the registration of brokers and dealers based upon violations so dis­
covered. In the majority of instances the violations found are not 
of a character requiring formal enforcement action but are inadvertent 
or the result of a misunderstanding. In every such instance, the 
broker-dealer is informed of the violations and required to report the 
steps he has taken to prevent a repetition. After an appropriate 
lapse of time it is the policy of the Oommission again to inspect such 
brokers to determine whether they have in fact taken adequate 
measures to prevent repetition of the violations. 

Several times during the course of the year the Oommission dis­
patched so-called "task forces" of broker-dealer inspectors to partic­
ular areas where the public interest required a more intensive program 
than could be conducted with the manpower available in the particul,ar 
area. During the fiscal year a task force of 6 inspectors and 2 attor­
neys conducted such inspections in the Denver Region, a task force of 
2 inspectors visited the Hawaiian-Islands, a task force of 2 inspectors 
conducted inspections in the Fort Worth Region, and at the end of the 
-fiscal year 2-man task forces were at work in the Atlanta Region and 
in the State of Pennsylvania. The use of such task forces was neces­
sary in order to cope with special' problems existing in particular 
areas, but it is not a permanent solution of the problem since it tends 
to disrupt the inspection program in the areas from which personnel 
are dispatched. 

During 1956, 952 inspections were made, which is the largest 
number since 1941. During the year, however, the number of regis­
tered broker-dealers increased from 4,334 to 4,591 and the number 
is continuing to increase, amounting to 4,652 at October,!, 1956. ,In 
response'to these conditions the Oommission ,proposes a substantial 
increase in the number of broker-dealer inspections to be made in 
1957 and in future fiscaLyears., 

In addition to the Oommission's inspection program, the National 
Association of Securities Dealers, Inc., and the principal stock ex-



114 SECURITIES AND EXCHANGE COMMISSION 

changes also conduct inspections of their members and some of the 
States also h~ve inspection programs. Each inspecting agency con­
ducts'inspections in accordance with its own procedures and with 
particular reference to ~ts own regulations and jurisdiction. Con­
sequently, inspections by other agencies are not an adequate substitute 
for Commission inspections, since' the inspector will not be 'primarily 
concerned with the detection and prevention of violations of the Fed­
eral securities laws and the 'Commission's regulations ,thereunder. 
The Commission and certain other inspecting agencies have, however, 
embarked upon a program of coordinating inspection activity for the 
purpose of avoiding unnecessary duplication of inspections and to 
obtain the widest possible coverage of brokers and dealers. TIlls 
seems appropriate in 'view of the limited number of inspections which 
it' is . possible for the Commission to make. The program does not 
prevent the' Commission from inspecting any person recently in­
spected by another agency, and trus is done whenever reason therefor 
exists, but it has been necessary for the Commission to rely to a con­
siderable degree upon the inspection programs of the major exchanges, 
such as the N ew York Stock Exchange. 

Agencies now participating in the coordinated program include the 
New York Stock Exchange, the American Stock Exchange, the Mid­
west Stock Exchange, the Philadelphia-Baltimore Stock Exchange, 
the San Francisco Stock Exchange, and the National Association of 
Securities Dealers. During the fiscal year, and following discussions 
with the Commission's staff, the Boston and Los Angeles Stock Ex­
changes established regular -field inspecti'on programs and became 
participants in the program. During calendar 1955, an aggregate of 
2,718 inspections covering 2,228 different firms were reported to 
have been made by the participating agencies. 

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

Section 15A of the Securities Exchange Act of 1934 ('.'the Maloney 
Act") provides for the registration with the Commission of national 
securities associations. The statute prescribes standards for such 
associations. Their rules must be designed to promote just and 
equitable priticipies of trade, to prevent fraudulent and manipUlative 
acts and practices 'and to perfect the mechanism of a free and open 
market and other requirements must be met. The Commission has 
jurisdiction to review disciplinary action by such associations' and to 
consider all changes in their rules. The National Association of 
Securities Dealers, Inc. (NASD) is the onl:y such association registered 
under the Act. That Association serves as a medium (or self..:regulation 
by over-the-counter brokers and dealers. Membership in 'this Asso­
ciation is important to brokers and dealers engaged in over-the~counter_ 
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activities since, as contemplated' by section 15A (i) of the Act, the 
rules of the Association prevent members from dealing with non~ 
members except upon the same terms and at the same prices as' are 
accorded the general public., Accordingly, members may not accord 
the customary dealer's commissions, discounts, preferential, rates, 
concessions, or allowances to nonmembers. 
, Membership in the N ati6nal Association of Securities Dealers, Inc., 

at June 30, 1956, was 3,634. This represented an increase of 284 during 
the year as a result of 440 admissions to and 156 terminations of 
membership. At the same time there were registereq. with the N a­
tio,na~, Associati~n of, Securities Dealers, I~c., a!? registered represe~ta­
~ives'" 48,566 individuals, including, generally, all partners, officers, 
salesmen, traders, and other persons employed' by, or associated 'V~th, 
men;tbers in capacities which involve their doing business ~irect~y wit'r' 
t,h~ ,p~bljc. The number, of registered representatives increased by 
,!,50,O during the fiscal year as a result oJ :12,317 initial registrationR, 
~,353 re-registrations and 8,170 terf!1inations ,of registrations. 
Disciplinary Actions 

During the fiscal year the Commission received from the N ASD 
reports of final actiori in 102 disciplinary proceedings in which forma.! 
complaints had, been ,filed against members alleging violatioris of 
specified provisions of the Association's Rules of Fair Practice. ,Each 
'o£.these decisions is considered by. the staff, and referred to the appro:. 
priateregional offices with comments as to whether further independ­
entattention on the' part of the Commission appears warranted. In 
most' cases the staff also reviews the complete N ASD file in such 
matters to determine whether the evidence there available indicates 
violations of the Federal securities laws which require enforcement 
action by 'the Commission. In 48 cases complaints were directed solely 
'against member, firms, while in 54 other cases the complaints inCluded 
members and 'also, 78 'registered representatives of such members. 
One complaint was withdrawn prior to determination on the merits 
and, after consideration, 16 other complaints were'dismissed on find­
'ings that alleged violations had not; in fact, occurred. In the'remain­
ing 85 cases the committees having jurisdiction found violations and 
in each of these cases some penalty was imposed on the firm and/or 
the registered representatives involved. 

In 8 proceedings members were expelled, and in 6 _proc'eedings 
'members were suspended for periods ranging from'15 days to 1 year. 
In" addition, the registration of 17 registered representatives was 
revoked' and 7 other ':representatives were suspended' for p'eriods 
ranging from 30 'days to I'year. In 16 cases,theonly peIialty .imposed 
was censure of ~he firm or the representative found to have' acted 
improperly, and 1 case was disposed of by acceptance of a statement 
pledging future compliance with the Rules of Fair Practice. 
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In 48 of the remaining cases members were fined sums ranging from 
$100 to $4,350, and aggregating $32,500, while in other instances 
representatives were fined sums ranging from $50 ·to $1,000, and 
aggregating $2,300. In addition to these direct monetary penalties, 
costs we~e assessed on firms or representatives in 55 instances. These 
costs ranged from $18.24 to $6,830.11, and aggregated $37,247.57. 
Many, decisions involved multiple penalties so that, for example, a 
fine or a su~pension, or both, was accompanied by the imposition of 
costs. 
Commission Review of NASD Disciplinary Actions 

"Se~tion 15A (g) of the Act provides that disciplinary actions by the. 
NASD are subject to review by the Commission, on its own motion 
or'on the application of any aggrieved party. The effectiveness of any 
penalty imposed by the Association is stayed pending determination 
of any 'matter brought before the Commission for review. One such 
petition referred to in an earlier report was pending at the close of the 
last fiscal year, and three other petitions were filed during the year. 
Two of these cases were disposed of during the year and two . were 
pending at the year end.22 

The Commission affirmed a decision by the N ASD which resulted 
in the expulsion from the Association of Mitchell Securities, Inc.,23 
a Baltimore broker-dealer. ,The NASD's District Business Conduct 
COlnmittee· found that Mitchell violated the .NASD Rules of Fair 
Practice by selling securities to customers at prices which were not 
fair in view of all relevant circumstances, this being conduct incon­
sistent with just and equitable principles of. trade, and suspended 
Mitchell from NASD membership' for 6 months, imposed a $2,000 
fine, and assessed costs of $744.40. Upon appeal by Mitchell to 
the NASD ,Board of Governors,. the latter also found a violation of 
the Rules of Fair Practice but concluded that the' penalty imposed 
by the committee was too lenient and expelled Mitchell from member­
ship. Mitchell thereupon appealed to the Commission, w:b.ich affirmed 
the N ASD action and dIsmissed the appeal. , 

The NASD's action was based on 59 sales of Trans Western Oil 
& Gas Co. common stock effected by Mitchell acting as prinCIpal, 
involving a total of 26,000 shares effected at prices ranging from 
75 cents to $1.50 per share, for an aggregate pric~ of $24,950. The 
Commission found that in 12 of the transactions the ,per share price 
Mitchell charged its customers exceeded the price paid by Mitchell 
for the shares bought by it'on the same day from other customers or 
dealers by, amounts ranging from 31.6 to .75 percent; and in the 
remaining 43 transactions the per share price charged the customer 

; , H The two' pending cases concerned ~t1tiOlis filed on behalf of Managed Investment Programs (File 
16-1A59) and Lerner & Co. (FIle 16-1A62). 

a Securities Exchange Act Release ~o. 5320 (June 6, 1956). 
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exceeded the .high asked price quoted by other. dealers' on the dates 
of the transactions by amounts ranging from 10 to 59 percent. Th'e 
average markup in the 55 transactions was 34.9 percent. 

The Commission rejected arguments advanced by Mitchell·in 
support of the validity of. its markups; stating that they were clearly 
excessive by any reasonable criteria and found, contrary to Mitchell's 
contentions, that it had. not performed any .special services in' the 
interest of the customers or assumed risks in ·maintaining an inventory 
which would 'warrant such large markups. . . I'. 

The Commission also affirmed an NASD decision against Phillips 
&; :Co., a New York broker-dealer firm and its p;rin'cipal partner, 

. Gerald G; Bernheimer.24 The NASD action appealed· from' involved 
the suspension of the Phillips firm from' N ASD membership for 2 
years and an assessment against, the firm: of the full co'sts of' the 
proceedings. 

According to the Commission's decision, the' proceedings were 
initiated by the NASD Business Conduct Committee on complaints 
of three customers to the effect th~t Berl!heimer, kno.wing .theM" 
limited financial circumstances, urged them to purchase stock of 
Quebec Oil Development,' Ltd., "on. the basis o'f representations. as 
to future price increases of ~he stock and a proop,se, which ~e sub­
sequently repudiated, that he would guarantee them. against ~o!Ss.," 
Although the comIDittee found that the existence of a formal.g\laran,tee 
against loss had not been established, it concluded thfl-t Bernheiiner 
had accompanied his solicitations of the c~mplainants with ,"ex_ 
travage:p.t representations and glowing' promises" which mduced 
them to believe that a profit would .c~rtairily accrue to them if .they 
made the purchases, and that he knew that prior sales to their c~s­
tomeI'S had depleted their cash reserves so that th!=\ purchase,' of 
additional securities he suggested was not suitable on the has,is ,of 
their financial situation., ,The committee censurft~, the ~m, sus­
pended it from membership for 1 year, and assessed it with $506 .. 10 
costs. On appeal,the NASDBoard 'of .Governors 'suspended. the 
fum from membership for 2 years and assessed 'it with fVll costs of 
the proceedings. ' . 

Commission Review of Action on,Membership .. 

Section 15A (b) of the Exchange Act and the bylaws of. the Na­
·tional Association of the Securities Dealers, Inc., provide that except 

. where the Commission approves or directs to the contrary, no broker 
',or dealer may be admitted to, or continued· in, membership if he or 
any controlling or controlled person is expelled or is currently under 
suspension from such an Association for violation of a rule prohibiting 
conduct inconsistent with ,just and equitable principles of trade or 

81 Securities Exchange Act Release No. 5294 (April 19, 1956)' 
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is subject to an order of the Commission denying or revoking his 
broker-dealer registration or was a "cause" of any such order of 
expulsion, current suspension or denial or revocation. At the be­
ginning of the fiscal year two such cases were pending before the 
Commission and during the year three additional cases were brought 
before the Commission. One of the cases was disposed of during the 
year and four were pending at the year end. 

In the exercising of its authority the Commission approved 25 an 
application for the continuation in membership of a firm while em­
ploying Lowell Niebuhr, who was under a disqualification, having 
been expelled by the NASD on findings that Lowell Niebuhr & Co., 
which Niebuhr controlled, had operated with insufficient capital 
and otherwise violated various N ASD rules. The Commission 
had earlier in 1947 approved another member's continuance in 
membership while controlling. Niebuhr. Niebuhr's association with 
that member had terminated and he sought new employment re­
quiring further Commission consideration and approval. 

Commission Action on NASD Rules 

Section 15A (j) of the Act provides that any change in, or addition 
to, the rules of a registered securities association shall be disapproved 
by the Commission unless such change or addition appears to the 
Commission to be consistent with the requirements for such rules as 
contained in subsection 15 A (b) of the Act. 

Section 2 of article I of t.he bylaws of the N ASD has operated to 
disqualify from membership, or association with a member in a con­
trolling or controlled capacity, persons under any of the disqualifica­
tions set out in 15A (b) (4) of the Act. After adoption by the Board 
of Governors, and approval by the membership, three new subsections 
were added, effective November 15, 1955, creating barriers to mem­
bership or registration with the Association as registered representa­
tive against persons who are subject to an order canceling or revoking 
registration as registered representative with the Association, or with 
any stock exchange for conduct contrary to high standards of com­
mercial honor or just and equitable principles of trade or who have 
been convicted within the preceding 10 years of a felony or misde­
meanor involving securities transactions or arising out of the conduct 
of the business of a broker or dealer or convicted within the preceding 
10 years of any felony or misdemeanor which the Association finds 
involved embezzlement, fraudulent conversion, misappropriation of 
funds, or abuse or misuse of a fiduciary relationship. Jurisdiction for 
these restrictions is based on section 15A (b) (:3) of the Act. As pro­
vided in section 15A (b), the Commission may be called on to deter­
mine whether it should approve or direct the admission to or con-

" Securities Exchange Act Release X o. 52i 1. 
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tinuailCc ill, Association' mcmbership of a fum controlling or' con­
trolled by a person 'under one or more of, these disqualifications. 
, ,The Association also adopted, effective June 1; 1956, after;l'equisite 
action by the Board· of Governors and the membership,. a new section 
2 ,(b~ of article I of the bylaws which would require any person seeking 
membership or registration as registered representative in any 10f ,4. 
categories,' including a sole proprietor, a general partner, an officer or 
any.controlling or controlled person requiring registration as a repre-, 

'sentativc :to meet standards of technical proficiency in', and knowledge 
of thc securities business. Qualification is achicved either ,bya' 
mininium of 1t ycar's experience in the business in one of the capacities 
specified above or by;passing a written exam~nation as prescribed by. 
the Board of Governors. '. , ,. 
,. As- pal.'t, of ·this_ board· program. of creating 'competClicy standards, 
for those ,vho~engage in ·the securities business, a qualifying examina­
tion was established. The:nature and scope of the qualifying examina­
tion isestablishcd by, schedulc C, filed by thc Association as an 
amcndment to its registration statement.; The amendment alsopl;e­
scribes the manner in which thc examination shall· be marked, the 
passing grade and the times, intervals and places at which it shall. be 
given, and provides that a particular examination ·shall .consist of 
1.00 questions tak'cn from the master list of 344 questions included 
in the filing . 
. . In its consideration of the rules est'abli.shing 'competency standards 
the Commission found the proposed restrictions "necessary. and appro­
priate'in the public interest or for the protection of investors and to 
carry out the purposes of the section'? (15 A (b) of the Act) and/per­
mitted the rilles to become effective. ' 

. ['he' Association also adopted -various other amendments to its rules 
during the year here under review which .were in the main technical,· 
or ,concerned' only, members and not the investing public, or were 
designed to.modernize and conform the then existing rules to methods, 
practices:and . circumstances ·now existirig in the securi!ies industry., 

'. ~ITI;~ATION .Ul'lD~R T~E SE~URITIES EXCHANGE ACT'OF ~934 
As a protective measure for the public the Commission is authorized 

to institute actions in the courts to enjoin broker-dealers and other 
persons from engaging in conduct violative of the Securities Exchange -
Act of 1934. ' Some of the actions brought as a result of such·viola-. 
tions also include violations of other acts administered by 'the 
Commission. _ " , 

In S. E. C. v. Trevor Currie 26 defendant, a registered broker-dealer, 
was permanently enjoined from further violations of the antifraud 

28 D. Colo. No. 5268 (January 19, 1956). 
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provisions of the Securities Act· of 1933 and the antifraud provisions 
and bookkeeping requirements of the Securities Exchange Act of 1934. 
The complaint charged, among other things, that the defendant, in 
connection with his acceptance of brokerage orders from customers 
for the purchase of .securities, falsely represented that he had pur­
chased such securities for their accounts ,and omitted to disclose to 
the customers the source and amount of certain remuneration which 
he had received or expected to receive iI). connection with those trans­
actions. The defendant consented to the entry of a judgment 
against him. . . 

.Jn S. E. C. v. Harold L. Nielsen, doing business as Nielsen Invest­
ment Co., 27_a ,preliminary injunction was issued against the defendant 
to enjoin further violations of the registration and antifraud provisions 
of the Securities Act, the antifraud and bookkeeping provisions of the 
Securities Exchange Act and the net capital rule under the latter Act; 
The Commission charged the defendant with selling securities while 
insolvent without disclosing his financial condition to customers, and 
failing to deliver securities paid for by his customers or returning the 
purchase price to them. _ . 

The Commission obtained injunctions against the defendants in 
So' E.' C. v. Glenn Galen Kolb, iiulividually and doing business as Glenn 

\ 

Kolb & Co.; 28·S. E; C. v. Doxey-Merkley & Co.; William H. Doxey 
and Lon Babcock Merkley; 29 and S. E. C. v. Robert Dean Langlois, 
doing business as R. D. Langlois and .company 30 restraining ·further 
viollttions of the Commission's rules -pertaining to required net 

'capital. In each case the defendants consented to the issuance of a 
permanent injunction. 

In S. E. C. v. National Securities, Inc., and Roben·S. Herman 31 the 
complaint alleged that the defendants had been soliciting and accept­
ing orders for the purchase and sale of securities and had been solicit­
ing and accepting the deposit, of money and securities upon the 
representation that the defendant corporation was ready and able to 
execute such orders and meet its liabilities when in fact the defendant 
corporation had been una,ble to meeL its current liabilities. By con-. 
sent the defendants were' enjoined from further' violations -of the anti­
fraud provisions' of the Securities Exchange Act and of the Commis-
sion's net capital rules. ' 

A pertilanent injunction against further violation of the antifraud 
provisions of the Securities Exchange Act and the Commission's 
bookkeeping rules was also issued agains_t Daniel M. Sheehan, Jr.; 
doing business as Sheehan & CoY by c6nsent. The Commission's 

,II D. Idaho No. 3204-:8. (November 16. 1955.) 
II D. 0010. No. 5220. (December 16. 1955.) 
so D. Utah No. 0-165-55. (January 13. 1956.) 

_ aD D. Utah No. 0-132-55. (December 6, 1955.) 
11 D. Utiih No. 0-129-55. (November lO. 1955.l 
II D. M8S8. No. 55-972-M. (October 31, 1955.) 
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complaint charged that the defendant has been soliciting and accepting 
the deposit of monies and securities from customers-and representing 
that he was ready and able to execute orders and make prompt settle­
ment therefor without disclosing that he was unable to meet, his 
current liabilities. The Commission also charged that the:defendant 
had not kept current the required books and records relating to his 
business as a broker-dealer. 

In addition to these actions against broker-dealers, ,the Commission 
obtained an injunction against William H. Van Loo 33 for:violations 
of the antifraud provisions of the Securities Exchange Act.. Defend­
ant obtained a list of registered shareholders of a particular company 
by representing that he was in the business of tracing the whereabouts 
of security holders whom the issuing companies were unable to con­
tact and sought to acquire the securities from persons narp.ed on the 
stockholders' list, or their heirs or beneficiaries, representing that their 
shares were worth considerably less than the prevailing market price. 
Defendant represented that the securities· had a small liquidatipn 
value when the company had never been in the process of liquidation, 
and that' the deadline for an exchange of the securities for, other 
securities had passed when no exchange had ever ,been authorized .or 
put into effect. He also misrepresented the amount of stock regis- _" 
tered in the names of certain deceased persons whose certificates were 
lost or destroyed, and caused the names of deceased persons who had 
been the registered owners of the securities to be signed on stock­
powers purporting to assign their. rights Ilnd interests tl;1erein to 
himself. The defendant consented. to the issuance of a permanent 
injunction. 

Proxy Litigation 

One of the most important cases successfUlly litigated by the Com­
mission under the Securities and Exchange Act during the past fiscal 
year involved enforcement of the Commission's proxy rules. The 
Commission does not attempt to guide, control' or interfere 'in' the, 
strategy employed by participants in a proxy contest and scrupulously 
maintains a neutral position in these contests. However, the Com­
mission does scrutinize objectively and impartially the proxy material 
filed with it for the purpose of enforcing the standards of fair and 
adequate disclosure to investors which are the primary objectives of 
the FeQeral securities laws. The ohjective of the proxy regulations is 
to obtain for investors Ilnd stockholders a fair and complete statement 
of material facts and to prevent the dissemination to them' of false 
and misleading statements. Where necessary the Commission is au­
thorized by the Act to seek injunctive relief in the Federal courts to 
enforce these objectives. A complaint seeking such injunctive relief 

. 33 w. D: Mich. No. 2835 (December 8,1955). 



122 SECURITIES AND EXCHANGE COMMISSION 

was'filed by the Commission on August 3, 1955, in the United States 
District Court (S. D. N. Y.) against Mitchell May, Jr., Alfred,Parry, 
Jr., and 'Wilbur E. Dow, Jr., individually and as members oj ,the 

Independent 'Stockholders Committee oj Libby, McNeill &' Libby, 
charging that the defendants had been soliciting proxies from the 
stockholders for the election of directors at the meeting scheduled to 
be held on August 17, 1955, in violation of the Commission!s proxy 
rules., The complaint'"charged, among other things, that the ldefend­
ants failed'to disclose all the names of persons, on whose behalf" the 
solicitation was being made' and in their representations concerning 
the formation and membership of the committee the defendants 
failed to state the circumstances leading up to the' formation of the 
committee and the identity and purpose of the individuals who spon­
sored and underwrote the activities of the committee. The complaint 
also alleged that the material' sent to stockholders by the' committee 
was materially false and misleading in that it contained misleading 
questions which improperly implied: (1) that the company did not make 
full disclosure of' its operations to its stockholders, (2) had .with­
held a' proper accounting for a portion of the 1954 period and (3) 
that the management was guilty of improper manipulation,or mis­
nianagement of corporate funds. 

On August, 15, 1955, Circuit Judge Lumbard; sitting by designation 
as a district judge, filed his opinion sustaining our ,allegations 34 and 
on the'following day Judge Lumbard entered a prelimihary:injunction 
'enjoining the defendants from making further solicitations in violation 
of the proxy rules and from using the proxies they had obtained, arid 
ordered postponement of the stockholders' meeting until September 7; 
1955, to permit defendants to solicit new proA-ies in co:r:npliaJ;lc,e with 
the proxy regulation if they so desired. The defendants, who did not 
resolicit, appealed to the United States Court of Appeals for the Se<:0J?d 
Circuit and, in connection therewith and prior ,to the sto~~hold~rs' 
meeting, made unsuccessful applications first to Chief Circuit Judge 
Clark and then to Supreme Court Justice Harlan f~r a 'st~y of Judge 
Lumbard's injunctive order .. ,The meetiI'?-g ,~as held on'September 7, 
,1955, at which time the management's slate was elected. ' ' 
, On January 11, 1956, the Court of Appeals for the: Second Qircuit 
affirme'd Judge Lumbard's, injunctive order.35 Fully approving 'and 
,aqopting the "well-supported findings and conclusions of Judg!'l LU,m­
bard," ,the Court of Appeals held that the proxy rules were violate,d by 
,the use of rhetorical questions in defencl'ant'~ soliciting ~aterial w#i?h 

.. s. E, C, v, Mall, e! al,,134 F. SuPP. 247 (S. D. N. Y.1955). The complaint also allcg~d that the d~fend­
ants (1) had presented a misleading statistical presentation of comparative earnings of the Libby Company 
and other food distributing companies and (2) had failed to disclose a plan io liquidate the c~mpany. judge 
Lumbard held (1) that the statistics were a matter of argument and (2) that the evidence on the preliminary 
bearing was insufficient to sustain the liquidation allegation. 

" S. E. C. v. Mall, et al., 229 F. 2d 123 (1956). 
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were 'based: on false assumptions 'and carried the previously stated 
false 'and misleading implications. ' Although these proceedings were 
brought under the Commission's proxy rules in effect prior to the 
January 1956 revision,36 the ,court held also that the provision of. the 
proxy rule calling for disclosure of every person, on .whose behalf the 
solicitation was being made required· disclosure, of those persons who 
were' leading. factors in ,the committee's formation, and ,activities not­
withstanding 'the·fact that they were not technically designated.com­
mittee members.: The -revised prOA"Y rules now plainly spell'out this 
requirement.3! The 'col'rt of appeals rejected as meritless defendants? 
attacks upon, the constitutionality of section 14' (a) of the Securities 
Exchange Act of 1934 and the Commission's prOA"Y regulation. there­
under,' including the contention that the rules provided for censorship 
in'contravention of defendarit's constitutional guarantee of free speech, 

'stating: ' ' 
! ' 

''''Xppellan'ts argue that'§ 14 (a) 'of'the Securities Exchange Act of 1934, 15 
U: S: C.' § 78h; (a), :and regulations adopted .thereunder are unconstitutional as 
unauthorized delegations,of legislative power and otherwise; but these contentions 
have.no merit. American Power &.Light Co. v. S. E. C., 329 U. S. 90; Yakus ':. 
Cfn~'tcd State~,: 32,1 1 ,U. 8,.,414., Furthermore, the COIr!mission's ,Proxy rules, as 
applied either, to management or to insurgent stockholder groups are clearly 
'autho~iz~"d by the stat~te. ,.," . , " 

The Appellate Court also flatly rejected the argument advanced by 
the defen'dants that because of the apparent similarity of proxy' con- / 
'tests to political campaigns, the varIous groups soliciting proxies 
spould, be permitted with comparative unrestraint to engage in ·the 
same type of "campaign oratory" as that of participants in a political 
'contest: The court in refusing to accept this coiltention' emphasized 
that '''Con'gress has clearly entrusted to the Commission the 'duty of 
protecting the investing public against'misleading statements made 
in the course of a struggle for corporate control." ,Thereafter defend­
ants c9hs~hted to the' entry of a final judgment which made permanent 
the ,pd:ivisions of th~ preliminary injunction previously entered. 
Insid~' Rep~rting Litigation 

':S~ctio,n 16 (a) requir~s,'that evcry"~tockh~lder owning more than 
~O .. perc~'nt ot' the stock of a corporation registered on an'exchange and 
ev:ery officer and director th~reof shall i'eport h~s ownership' and the 
mon~hly" changes in that ownership to the Commission and the 
~xQhange. :, In ,the vast' majority' of cases, the required reports are 
filed pro~'ptly. On' q{e,rare occasions 'when the 'statutory r~quire­
meI;lt is flagrantly'disregarded notwithstanding repeated reminder~ 
'the 'Co~missi'on is compelled to' seek court enforcement.Du~ing the 
past fiscal year, two such actions were brought. One was against 

.8 For a discussion or these proxy regulation revisions, see pt., III, pp. 33-45. 
87 See rule X-14A-ll (b). 

406617--57----10 
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Samuel A. Alesker,38' a director of ABC Vending Corp.; the other was 
against William D. Vogel, 39 a director of Wisconsin Bankshares Corp. 
Both actions are pending. 

In S. E. '0: v. East Boston 00.;40 the Commission, on July 13, 1955, 
secured a summary judgment requiring defendant corporation to file 
annual reports for each of its fiscal years since 1948 with the- Boston 
Stock Exchang'e and the Commission, as required by section 13 of the 
Securities Exchange Act, no later than Nov.ember 1, 1955. The 
company thereafter asked the court to extend its time to file the re­
quired' r~ports. The Commission countered with a petition asking 
that both defendant and .its officers and· directors be, held in civil 
contempt of court. The court agreed with the Commission that the 
company was in' contempt, but declined so to find as to the officers 
and directors. Annual reports for the delinquent years were there­
after filed with the Commission and the Exchange but upon examina­
tion the Commission found them. to be inadequate, misleading and 
not in accord with its rules and regulations. The Commission again 
petitioned in contempt. On April 5, 1956, upon stipulation, the court 
ordere'd defendant to pay a fine of $3,000 to the Government as com-:­
pensatory damages and to file corrected reports within 90.days. The 
fine has since been paid and amended reports were filed by June 18, 
1956. 
Participation as Anticus Curiae 

In Speed v. Transamerica Corp.,f! which was pending for decision 
at- the close of the fiscal year, the Commission as amicus curiae filed a 
memorandum of law on the question of the materiality under rule 
X-10B-5 of the failure to disclose the asset value of stock purchased 
by a controlling majority stockholder ,from minority public stock­
holders and the majority stockholder's intent to liquidate the co~- , 
pany. The Commission expressed the view that it could not properly 
be held, as a rp.ittter of law, that a great appreciation in the realizable 
asset value of such stock was not in itself a material fact which must 
be disclosed under the rule, wholly apart from proof of the controlling 
stockholder's intention at the time of the stock purchases with respect 
to the realization of that value. Nondisclosure of a great disparity 
between the price offered and the realizable asset value of the stock, 
our memorandum stated, is a fact entitled to independent considera­
tion. in the determination of materiality. The Commission also ex­
pressed the view that the intent on the part of the controlling stock-
40lder to liquidate the corporation, whether or not such intent had 
been translated into corporate action at the time of the purchases in 

. 18 E. D. Pa. No. 20465 (April 3, 1956). 
It E. D. Wise. No. 56-C-89 (June 11, 1956) • 
.. D. Mass. No. 54-438W (May 24,1954). 
41 C. A. 3, No. 11836 (1956). 
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question,was required by the rule to be disclosed to minority share-' 
holders whose stock was sought. 

In Nash v. J. Arthur Warner & 00.,. inc.,42 judgment was entered 
for the defendants in a civil action for damages for overtrading or 
'.'churning", of certain customers' accounts in alleged violation. of 
section 17 (a) of the Securities Act and sections 10 (b) and 15,(~),.of 
the Securities Exchange Act and the Commission's rules, under t4e 
lIi.tter sections. The judgment appears to have rested in,iarge part 
on the court's conclusion of fact that the customers, rather than the 
securities firm inv()lved, were responsible for the degree of activity in 
the accounts. At the request of the Court the Commission prepared 
and filed a brief as amicus curiae on several questions pertaining to the 
proper construction of the statutes a~,d rules involved. . " 

'''137 F. Supp: 615 (D. Mass. 1955). J. Arthur Warner & Co., Inc., et 1'1. were previously convicted as a 
result of a Commission investigation of violating the antllra!'d'provislons of the Securities Act, the Mall 
Fraud and Conspiracy Statutes in connection with the fraudulent ovcrtradmg of customers accounts and 
aiso were e?ioined from engaging in similar practices. See 21st ~ual Report, p. 109. . 




