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· FOREWORD 

c-A""ii~ over 25 years has passed since adoption of the first Federal 
securities 1aw~hich, like subsequent enactments, was designed to pro
tect the interests .... f investors and of the public generally. On this 
"silver. anniversary' the organization of the Securities and Ex
change Commission to ad . 'ster those laws, it is fitting in this 25th 
Annual Report to review the c es, objectives and principal.features 
of the statutes under which the Com ~on is charged with responsi-

@i
ilitieSintheinterestOf pr,otecting inves~ the public. 

- The Federal securities laws were not designed to prevent investors 

fr 
rom losing money in the stock market; ,indeed, it is extremely doubt-

ful whether any laws could do this in a free economy. J<:Tn,-_,--H!~L 

seek, by requiring disclosure of the facts about issues 0 secu" 
offered in interstate commerce or traded on exQQ,[I.;nges,b ro ibiting , .~ 
fraud in such transa tiens;-alld by other means, to secure the dis
semination 0 urate information to investors and to foster sound 
securit' markets. More funda~entally, they aim to require that 

t~~ s;~~al~n~he inves ments of. the~er;' can people observe l 

hIg ardso ~~ .. _'J) (ff~Vf. :: ~~ 
~H the pr~ent- _~ ar e are compared WIth those of thIrty n ,/ 
.A.!9;,~golJ.~ may reasonably be concluded that these basic obj~ctivesc:Y~~" 

~~~ealized ... This is so notwithstanding the f!J,ct that the preS-I ".~_ 
ent level of economic and financial activity, with resulting opportuni- .. 
ties for fraud and malpractice, puts t 1e struct~re of Federal securiYj@ 
regulation to a most severe test. ....=. . ' <::::- T{ ~ 
~of the basic objective~ of the Federa securities laws in pr 

viding-.J)rotection for investors was to bring about a restoration 
of ,invesfu confidence in securities and the securities markets. Such 
confidence been severely shaken as a result ot the stock market 
debacle of 1929 d its aftermath. Restoration of investor confidence 
was important not ly to those in the securities industry whose live
lihood depended upop. 't, but was of tremendous importance to our 
whole economy. In ord~t~grow and prosper, business and industry 
require large amounts of capit~ for plant expansion, new equipment 
and working capital, and the ava-iJ..ability of such capital depends in 
large measure upon tl)-e investing pUb~s confidence in securities as a 
safe and profitable mediumJor the inve~ent Of its savings. The 
restoration and maintenance of investor confiClence are thus intimately 
related to industrial growth and a healthy econo~'-

XIII 



XIV FOREWORD 

......... On September 1, 1929, the market value of all stocks listed on the 
New" York Stock Exchange amounted to $89 billion. By the middle 
of 1932 their market value had declined to $15 billion. As of June 
30, 195~OCks listed on that Exchange had an aggregate market 
value of almost $300 billion. . .... 

Also significant are the data with respect to the public offerings. 
During the last'5~scal years (1955:-59), there have been 4,336 reg
istered public offerings of securities aggregating nearly $71 billion in 
amount-or an averag~f 86i offerings amounting to $14 billion per 
year. For the prior 20 ~cltl years (1935-54), the number of reg
istered offerings averaged,'tW and were III 'the average amount of 
$4% billion per year. Altllo.llgh figures for the years prior to 1934 
are not strictly comparable, it\a;l)pearS that less than $400 million of 
new issues were offered in the ~~i)ression year 1933, while about $10 
billion were offered in the pea.k\rear 1929, much of which proved 
worthleSs. \ 

It is interesting to note in this conn.,ection that, according to avail- ' 
able data, business invested about $11 bplion in new plant and equip
mimt in 1929. Capital outlays by busiI{~ss averaged $~% billion per 
year during the 3 years 1034-35-36, incrteased to an average of $10 
billion during the years 1944-45--46 and l ached an average of $30 

. billion in the years 1954-55-56. New capita. investment amounted. to 
a record $37 billion in 1957 and $30 billion in 19 8; and it is anticipated 
that such investments will increase to $33 billi' in 1959. To com
plete the picture, gross natio~al product, which a' ounted to $104 bil
lion in 1929, averaged $73 billion per year for the :-.. riod 1934-35-36, 
$212 billion for 1944-45--46, and $393 billion for 19 4-55-56. The 
figure grew to $442 billion for each of the years 1957 an' ~958, and is 
expected to reach an all-time high of $485 billion for 195), "-

A true measurement of the benefits which have derived from Federal 
securities ad.ministration is of course impossible, but some indication 
of the advancements made in behalf' of investor protection appears 

. in a C6mparison of the financial ·community and the nature of its 
operations today with that which existed prior to the federal 
reg~ion of securities. ~¥tM~lJJ-

A:The picture of financial and corporate~ctices existin-iUin the ear
J:.~ ~li~r era, as unfolded in congressional~nd othef investigations, some \SJ conducted by the Commission itself,jdemonstrated the need for legis

~ lation action. Responsible persons in financial institutions, corporate 
- ~ executives and many others entrusted with the savings of investors, I 

t9 whom they owed a high degree of fiduciary care and responsibility, 
had abused the trust thus reposed in them~ vVitlh-respect-pnrctcutarly--_ 
to.the sale..oLne..w..se.cru:itie~,~ Hous~_~ epresentatiyes in its report .f-p· 
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on the first legislative enactment in the securities field (Report No. 
85, 73d Congress, First Session) stated, in part: 

"During the post-war decade some 50 billions of new securities were 
floated in the United States. Fully half 'or $25,000,000,000 worth of 
securities floated during this period have become worthless. These cold 
figures spell tragedy in the lives of thousands of individuals who invested 
their life savings, accumulated after years of effort, in these worthless 
securities. The.flotation of such a mass of essentially fraudulent securi
ties was made possible because of the complete abandonment by many 
underwrite.rs and dealers in securities of those standards of fair, honest 
and prudent dealing that should be basic to the encouragement of invest
ment in a~y enterprise. Alluring promises of vast wealth were freely 
made with little or no attempt to bring to the investor's attention those 
facts essential to estimating the worth of any security. High-pressure 
salesmanship rather than careful counsel was the rule in this most dan
gerous of enterprises." 

These and other abuses contributed to a colla.pse of values, and their 
revelation seriously undermined the confidence of the investing public 
in the capital markets and in secu'rities as media of investment .. The 
orgy ,of speculation which had existed in the stock market, coupled 
with the fraud, manipulation and other malpractices then prevalent, 
could lead only to disaster. . ------
lone of the evils was the artificial stimulation of interest in, and the 
~pn1ation of the market price of, a given security so that 'it might 
be "dumped" 011 unsuspecting investors at the higher price and :with a 
handsome profit to the manipulator. "Pool" operations were numer
ous, the operators timing their purchases and sales in a manner which. 
created market activity at increasingly higher prices and thereby' 
stimulated participation by the investing public, whose purchases 
further accentuated the market rise. 'Vhen the price reached its 
desired lev:el, the pool operators "pulled the plug", dumping their 
securities on the market at the higher price, whereupon the'market 
price slumped to its original level or lower. The operators also par
ticipated in "bear raids", and, assuming a short position in a partic
ular stock, engaged in a series ~f transactions which drove the market 
pri~e.of the stock down to a level at w~ch they could co.ver, the~'~ ho~ 
posItIOn at a p~'o~n . "<. ---:-~y T ~ ,12 

These and slmIla;ri>peratIOns res t!CI. ni a sItuatlon m wlucli no one 
could be sure that market prices or securities bore any reasonable re
lation to intriIlii~Q values or r ected the impersonal forces of supply 
and deman~-Ilr [,((it, .the Investigation record de~onstrated that 
during 1929 the prices 'of 0 er 100 stocks on the New York Stock 
Exchange were subject to manipulation· by massive pool operations. 
One of the principal contributing factors to the success of the ma
nipulator was the inability of investors and their advisers to obtain 
reliable financial and other inf.ormation upon wllich to evaluate securi-
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ties, and manip' ators were further aided by the dissemination of 
false and misl ing informatipn, tips and rumors which flooded the 
market place. , ' 
(There were other factors which were shown to have con
tributed to the fundamental weakness of the pre-SEC securities 
market., Principal among these w!1s the extensive use of credit 
to finance speculative activities or the purchase of stock on mar
gin. Speculators ignored the fact that the yield on stocks purchased 
on margin was far less than the interest on their debit balances with 
brokers. There was almost no limit 'to the amount of credit which a 
broker might extend to his customer. As a result, a slight decline in 
the ma~ket price of securities could, and did, set off a chain reaction
the customer was sold out in a declining market at a loss because he 
had insufficient funds to put up additional margin; such distress sales 
further accentuated the market decline and caused other margin cus
tomers to be sold out; and brokers who had over-extended themselves 
with' banks in order to finance excessive speculation by customers were 
hard-pressed for capital and some even became-insolvent, thus fqrther 
endangering the position of other customers~, 

The misuse of corporate information by mariagement officials and 
other "insiders" was also common practice. Executive officers who 
owed a high degree of fiduciary respOlisibility to the company and 

"-- its, stockholders withheld vital information about the company, its 
/f'v' operations and earnings, while accumulating a personal position in its 

stock, placing themselves in position to capitalize on any fluctuation 
in'the price of the stock when ,the news ;was released to the public. 
Moreover, the entrenched po~ition of management was fortified by 
lax standards governIng the solic'itation of proxies by means of which 

~
gement perpetuated itself in power. 

S' exten'sive investigation of electric and gas utility holding com
~ panies conducted by ~he Federal Trade Commission, wh,ich' has often 
& b~en termed the' most comprehensive study of any industry under-

taken by the Federal government, had, disclosed widespread abuses in 
~the formation and operation of utill'ty 'holding company systemsf) 

. c· , aQeqllute"disclosure to investors of the information 
(\' appraise the financial position and earning power of the 

companies WI securities they purchase; (2) issuance of securities 
against fictitious an sound values; (3) overloading of operating 
companies with 'debt an d charges, which tended to prevent vol
untary rate reductions; (4) 1 osition of excessive charges upon 
operating companies for va~ious se . es such,as management, con
struction work and the purchase of supp· and equipment; (5) the 
control by holding companies of the accoun I g,yractices and rate, 
dividend and other policies of their operating subsidiaries so as to 
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complicate, ,obstruct State regulation; (6) the control of holding 
companies and s idiaries tlll;ough dispropOltionately small- invest
ment; and (7) the ex l~n of holding company system control and 
domination ,over far-flw~g utJ.lity roperties without regard to the 
integration and coordination of~late( p . es":-J 
~ Starting with operating company common stot!tm;'representing frac

tional investments in the properties themselves, the holding companies 
issued billions, of dollars of debt sequrities and preferred stocks and 
pyramided holding company upon holding company in such a way 
that control represented by the voting stock of the top company was 
based on little or no actual investment in the operating properties at 
the bottom level, at ,yhich level alone ,yere generated the earnings and 
income to support the entire system. The imposition ,of leverage 
security upon leverage security had the result that a small percentage ~ 
increase in operating company income would be -phenomenally mag-
nified at the level of the top holding company's most junior equity 
securities. But this factor of magnification worked in reverse when 
income declined. Electric and gas operating companies actually suf~ 
fered less during the depressiOll.days of, the early 1930s than almost 
any other substantial segment of our economy. Their operating 
revenues dropped no more than about 15 percent from the peak levels 
of the 1920s. Tlmt drop, however, was enough to bring do,vn in ruins 
many of the f~~ntastic corp'orate superst.ructures that had been imposed 
on top of the operating companies. Several of the largest holding 
companies ,yere forced into bankrllptcy. The inyesting public which 
had been. i,~duced to purcl~as~ their securitie7 s.!!ff~r~o-·agic losses of 
untold mIllIOns of dollars.- I/: ~ J~ ~ 
@has been estimated tlfili; from 192Jo 1930, utility holdilig com

pallies floated some $5 bil1ion of securities, the great bulk of which 
went not to build or improve utilit.y properties but to purchase al-" 
ready olitstanding yoting securities of operating utility companies. 
The businesses of some of the companies acquired had no remote rela
tionship to that of an electric or, gas utility and one sys"tem even in
cluded a baseball team. The build-up, without any economic justifi
catiqn, of·huge utility empires stretching across the nation ,yaS'exem
pilfied by one holding company' which grew in gross assets from $6 
million in 1923 to $1 billion in 1929, only to become insolvent and 
req~ire years for its reorganization and rehal;>ilitation-not, however, 
without tremendous losses to the investing publi~ , " 

®,om ,September 1929 to April 1936; 1)3 utility holding companies 
with 'about $L7 hillion of securities outstanding went into'receivership 
or bankruptcy. .An additional 23 holding companies with about $535 
million of outstanding securit ies 'defaulted on .interest and offered re-
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adjustment plans. At December 1940, registered holding companies 
had about $2.5 billion of preferred stock outstanding of which $1.4 
billion had dividend arrearages amounting to $476 milliOlD 
<The financial practices of the holding companies had also resulted 

in serious injury to many of their operating subsidiaries. From 
September 1929 to April 1936, 36 utility subsidiaries, with outstand
ing securities of $-4:45 million, went into bankruptcy or receivership. 
An additional 16 such companies with $152 million of outstanding 
securities offered readjustment or eA'tension plans after defaulting on 
interest. Of preferred stocks of operating subsidiaries aggregating 
about $1.6 billion at December 1940, some $453 million had dividend 
area,rages amounting to about $165 millionZJ 

Another investigation, conducted by the Commission in the mid-
1 !)30's, of companies engaging in the business of investing, reinvesting 
and trading in securities and which offer their own securities for 
public sale in order to obtain investment capital, clearly indicated the 

I need for regulation of this important segment of our financial com-
~?i\ munity. Here again, the evidence showed a callous disregard by cer

tain management officials of their fiduciary obligations to investors 
ltnd, in many instances, a course of conduct which clearly constituted 
fraud. Among the practices revealed by the Commission's investiga
tion were the purchase and sale of portfolio securities by and between 
the company, its management officials and other affiliated interests, 
for the personal profit of the insiders. The sale of jnvestment com
pany shares through false and fraudulent representations was a 
common practice. 

This investigation also disclosed that no machinery existed for 
enforcing fiduciary responsibilities of individuals and firms "which 
were engaged in the business of advising others, for compensation, 
with respect to their purchases and sales of securities, and that 
serious abuses were possible and probable. 

Another Commission investigation disclosed practices which 
evidenced It need for independent trustees to provide protection 
of the interests of security holders in the areas of corporate re
organizations of insolvent corporations and the issuance and sale of 
debt securities pursuant to mortgage and other indentures. 

"With these exposures of malpractices Congress stepped into the 
breach and imposed, upon those engaged in the purchase and sale of 
securities, standards of conduct which should long since have been 
universally recognized by them as basic to any proper relationship to 
public investors. In fact, they were based upon the fundamental con
cepts of fiduciary obligation which the law already imposed on those 
llutl1ttging other people's money and securities. 
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he first remedial measure, the Securities Act of 1933, dealt with 
( the capital formation process so essential to industrial growth. In 

rging the passage of this legislation, which he characterized as the 
"Truth in Securities" law, President Roosevelt stated that what was 
sought was "a return to a clearer understanding of the ancient truth 
that those who manage ... other people's money are trustees ... " 
The primary aim of the legislation was to provide public disclosure 
of all financial and other data bearing upon the worth of securities 
so that they might be realistically evaluated by investors. It also 
sought to outlaw fraud in the sale of securities under a broadened 
concept of fraud not limited by technical common law definitions. 

Disclosure under the Securities Act is accomplished in a two-step 
process: (1) by filing a registration statement with the Commission 
containing certain required financial and other data; and (2) by mak
ing available to purchasers and to investors who receive written offers 
to sell through the mails, a prospectus containing aU pertinent facts 
upon which the company's operations may be appraised and its securi
ties evaluated. Among other things, the prospectus must contain in
formation with respect to the character, size and profitableness of the 
business; the capitalization of the issuer; the purpose of the proposed 
offering of securities and the use to \yhich the proceeds are to be ttp
plied; outstanding options for the purchase of securities of the issuer; 
remuneration of officers and directors, including bonus and profit
sharing a.rrangements; contractual or other arrangements with man
agement officials or other affiliated interests; pending or threatened 
legal proceedings; and the underwriting and other terms of the offer
ing. Moreover, the prospectus must include a balance sheet and 
three-year earnings staterp.ent, certified by an independent public 
a~ta,nt.,____- ~. (It' ~.,;)., rf{j., ~\£ 
~~n the registratIon statement is filed, the securities covered 

thereby be offered for public sale, either orally or by means 
of certain wr1 instruments prescribed by Commission rules. But 
the securities may not..be sold unt.il the registration statement becomes 
or is made effective. The duration of this "waiting period", usually 
several weeks, depends up~4.e degree of initial compliance with the 
disclosure requirements. The ,,:aitiI.lg period provides an opportunity, 
explicitly provided for in the statut€~d the Commission's rules, for 
widespread dissemination in the financiql community and among 
dealers and the investing public, of the salient factual disclosures, 
financial and otherwise, contained in the registration statement. 
Thus, opportunity is given the investing public to· be informed of 
the essential facts about the company and the securiti~ proposes 
to offer for public sale before the public investor is committe~o their 
purchase:J .. 
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ng this' waiting period, also, the Commission conduc~ a 
thoroug examination of the registration statement and prospectus 
to determin as best it can, ~hat all'required fa:ets have been ;dis
closed, accura ely nnd completely, and that there are no "half truths': 
due, to the omission to state facts required to be ~tated in order, to 
make not misleadi'rr~he disclosures 'and representatiqns made. ,If 
in, its examination the ~nmis~ion finds that :the registration sta~e
ment if'? inaccurate or, incomplete in respect of ·material facts, the 
Commission may, after noti~~d opportunity for hearing, is~;ue. a 
"stop order" suspending the registration statement, which operates to 
bar distribution of the securities so l~~s_ the stop order rema.in~ in 
effect. The prder 'may be lifted when an(l,.jf the registration state
ment is amended to correct the deficiencies uPon which the stc?p order 
,vas I based. Normally, however, resort :to the ~ 'order procedure 
is not essential to a determination of compliance w' h the' disclosure 
requirement, and the issuing cQmpany is advised of'a given an op
portunity to file .any revision, correction or clarification '0 isclosures 
which the examination may show to be necessary to an und~tanding 
of the fact(~J . 

An analysis of an issuing company's balance sheet and ,earnings 
statmllmit is of paramount importance in the evaluation of securities. 
The value of financial statements is dire,ctly dependent on the sound
ness, of' the accounting principles and practices observed in their 
preparation and on the adequacy and reliability of the work per
formed py public' accountants who certify as, to their fairness. Uni-

\ formity'in auditing practi~es and consistency in accounting presenta~ 
/ .. ~ion are 'essential to public reliance upon and an understanding of 

- ;: the earnings and other data presented and:to a proper comparison~,,-l 
'(f "' /, with the financial statements of other companies. Therefqre, a major 
. ::....r~bjective of 'the, Commission has been to improve accounting 'and 
~v ~uditing standards and to assist in the establishment and maintenance 

of high standards of professional conduct by certifying accountants. 
The accounting rules" decisions and opinigns of the Commission; 

in conjunction with 'authoritative pronouncements' by professional 
a~counting societies and by other governmental agencies; have' 
achieved a substantial clarification and improvement iIi the accountilig 
and auditing principles arid practices generally followed in t,lle prep
aration Of financial statements throughout the financial community; 
whethe'r or riot the particular issuing company is directly subject to 
the Commission's regulations. Moreover, the 'CommiSSIon's 'require~ 
mmit that' ail aCcountant who' certifies financial s'tatements filed with 

it shan he "independent" of his client, has extended and fortified t: ,is 
ethical standards .,iStomarily observe<! 'hy certifying accountan'J!-/i ~ 

. ~~ 
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bhe Commission's examination relates only to the accuracy and 
adequacy of the disclosures. The Commission is not empowered to, 
and does not, appraise, the merits of the securities or· otherwise pass 
upon the soundness of the venture. In fact, the Act declares it to be 
unlawful to represent to investors that the Commission has approved 
or otherwise passed on the merits of registered securities or found the 
registratioil disclosures accurate and complete. However, if should 
be noted in this connection that heavy penalties attach to the filing 
of registration statements which are false and misleading. More
over, investors who suffer losses in the purchase of registered securi
ties have important recovery r'ights (which they may pursue in Fed
eral or State courts) if the disclosures conta.ined in registration state
ments are fa.lse and misleading. 'Vhile the Commission cannot and 
does not vouch' for the accuracy and adequacy of registration dis
closures, its examination, coupled with the penalties against fa,lse fil~ 
ings and the recovery rights of investors, tend to contribute to the 
general reliability of the disclosures. 

Dissemination of information contained in the registration state
Tnent is basic -to the statutory objective of investor protection. This 
is accomplished by the 'large-scale distribution of the prospectus to all 
members of the underwriting and distributing or selling grollps tis 
well as to prospective' in:nstors. The law requires the delivery of 
the prospectus to any person to whom a written offer is made through 
the'mails, and to each and every purchaser. This dissemination of 
information is supplemented by the extensive redistribution: of the 
registration disclosures by t.he various securities manuals and other 
investment advisory and statistical services, " .. hich are readily avail~ 
able to .. all broker and dealer firms, trust depart.ments and others. 
ThlIs, new securities may be evaluated by a broad cross-section of the 
investing public:] , ' , 

The registration process has been an effeCtive instrument for the 

~~~~~~~:~~ ~:el~:;:!:~u:~l:;~:~iiC ~~:r~~:~ ~;~~:~~:~~~aS:C~:~~ie: f:! 
dui·jng the past four years, and that capital expenditures during tIult 
period have reached record heights, is eloquent testimony to the 

~
.moot.h functioning of thecapit.al formation processes today and of 
the steady flow of private capital into industry. , ' . 

J<'!.. The, second emictm(mt in the field of Federal ,securities reguiation 
~ was' the' ',Securitles Exchange Act, of 1934, which' sought to olitIa'; 

misrepresentation, manipulation and other abusive practices in our'se-' \ L--
curities markets and to establish and maintain just, and equitable 1'\ 
principles of trade,which would be conducive to open, fair an~'orderly 
ma!kets,. ,,', . , , , 
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)The Congr recognized that the dearth of reliable financial and 
o~er infor tion in the pre-SEC days had made it difficult, if not 
impossibl , to evaluate adequately and realistically securities traded 
on exc nges, and that this paucity of information facilitated the dis
semi ation of false information about the issuing companies and their 
securities and the manipulation of the prices of securities. Accord
inglYl1he 1934 act extended the disclosure principle by requiring every 
CO~'U1y which has securities listed on an exchange to register with 
the Commission and to file annual and other periodic reports disclos
ing financial and other data which the investing public needs in eval
\lating the company's securities. A similar periodic reporting require
ment is imposed by this law upon the larger companies whose securities 
have been registered for public offering under the Securities Act, 
whether or not they are listed on an exchange. The Commission is 
given authority to require that these financial statements be certified 
by independent public accolmtants. "'Oil~e 30, 1959, securities of 
2,236 issuing companies ,,,ere listed mtttregi8'tered on national secUl'i
ties exchanges. The volume of trading on the exchanges in these 
securities during the year ended that date wns about $50 billion, and 
their aggregate market value at the year end \vas about $350 billion. 
The very size of these figures is evidence of the importance to invest
ors of reliable financial m'la-oth~formation with respect to the is
suing companies and their securitle~ The data contained ill the 
reports of these companies receives ,VIaespread dissemination through 
securities manuals, statistical and advisory services, the financial press 
and otherwise, and has an importa.nt impact upon the evaluation of 
their securities by the investing public. 

The disclosure principle was further extended by two additional 
provisions of this law, applicable to "insider" trading in listed se
curities and to the solicitation of proxies from the holders of such 
securities. vVith respect to the former, the 1934 act requires that 
insiders (officers, directors, and 10% owners) report regularly to 
the Commission and the exchange their holdings of and transactions 
in al~ equi!b. securities of the particular issuer with whom they are 
affiliated. ~ umber of these reports of holdings al t1;!}nsactions 
of insiders now exce u, . . . til order to 
curb the misuse of '~il1side" information by such p~rs~n~~I licit/. 
been so prevalent pnor to emtctmel1t of-tlle<statute;"'IMI881:S ar made 
liable to account to their companies for their profits on any purchase 
and sale, or sale and purchase, w'hich occurs \vithin a six-month 
period. 

Moreover, management officials of listed companies must disclose in 
their solicitation of proxies basic financial and other information re
flecting the company's financinl condition and the results of its opera-
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tions--,-:.informa.tion which., reflects. management's stewa,rdship. i' To 
enable investors.;in. such. companies to"yote, intelligently \lpo~l, "all 
COI~p?rate )mat~rs .requiring, stockholder ~ppro.val, ~yhether the elec
tion .ofdirectors, authorization for the/issuance .of additional securi
ties, merger· with another .com pany: 01/ otherwise, .the Commission' has 
promulgated a set of ~'proxy, rules"/ which require discCiire of the 
basic. facts pertinent 'to' the, subject ,Iuatter :of the, y()te. hi .lttlUHlOU, 
.tl~~giv.8:tbe.st1cls.holdl.ll;J.k~01ll-o.taGtilllht6"vote 
for or, agl,!inst ·di~llt-li)l'oposa'ls\""fl·lld'?'may.:cuot:::bind.zhim"'t,o .... v..O.te on 

. allnll~e:ba~is:-,~-·. "':: " .' , . , . . " 
~ Gomwission's, proxy, Tules also ~lltitl~ in,dependent or minority 
s~ol e '. -inciuq.e, in .management,solicibltions,;any proper pro-
posals ,which they·' .~o ,have .put. to :t, v:ote of the stockholders. ( 
Under the rules,' indepen en ·citat.ions ,of proxies ,by minority , 
stockholders, including the solicitatioll .' roxies for the ~lec!,iot;l of 
t.h~!r.owll nominees to tl~e bm~.rd,. lire al~o fa?1 '. (1:7. . . . 
. lhe 1~34 act also . provIdes, for .(he regIstratIOn .of st.ock exchanges 
and of brokers. and deRlers.who engn.ge in the over-the-counter secUl'i
t.ies business., A prerequisit.e to stock exchange registratiQn is It. re
quirement tl~at the'l'ules of.the exchan~e shall proscl:ib~ practice.'3!bY\L 
members whIch may not be Just and eqUlta,ble to publIc lllvestors, and l' 
the exchange must be empowered to suspend, .expe'I or, otherwise dis
cipline members for :violations.of those rules. The Gommission hns.a 
residual power to see that, exchange. rules, are· modified or supple-
111-ented to accomplish these objectives. Toda,y, 14 +lMliffl'fR't"'SeclU'ities 
exchanges are registered with the Commission. 
", This system of self-regulation, which recognizes that exchanges are 
vested ·,~'ith a puiJlic interest and .that the .exchanges themselves have 
the primary. responsibility. for ~stablishing;,maintaining and' enforc
.ing just ,and equitable principles of trade, is. an importn.nt fact<?r in 
t.he market place today. : It alsQ has it.s. counterpart. in the over-the
COIDlter markets,. contained in.a 1938 amendment,to tlW law ,providing 
for the.org~ni.zatio.n, of associa~j9H~;o{ O\·el'-tl~e-~~l~~.~r d~al~:s ,,:hich x/ 
",oul~ "I?ollce" theIr. n~em bel'shl i~1 qSl_~~ sllclllll~~!tl1hOIl(l'h.e :~? J~f 
A~'36e'nctrtJii~"f~~~ N ASD~i!l bQeft-tll'gll)~~d I 
~now ha~4,OOO members .. It has adopfed and enforces a, code 
.Qf fair practice governing t.he cqnduct .of its ~~rs and their:rela-
tionships to investoI:sr Ji·'{AM.tI-M-(ttl 19'>J(.l1.. , .) . 
. As,~re~ious~(f,hrokers an~ deaJers ml~s~,regist~~ wi~h ~he _ 
CommlssIOlJqtt>efol'e theY·I.nay engage III the securItIes bm31ness. 1ll~1I1--'~~ () 

terstate comm~rce. At the' end of the 19~rfiscal year, ~ , 
and dealers were registered ",ith.t.he Commission. ; The Commission 
may ·deny. or: revoke the ,registr!ition of a hroker-dealer in cases of Y 
fl'aud in securities ti'ansactions, or other.misconduct ii1·the secllrities 
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business, ,vhere the Commission, after notice and 'opportunity for 
hearing, finds such denial or revocation in the public interest. Like
wise, 'the Commission may, on similar grounds, suspend or expel a 
member from membership in the NASD or'in a stock ~xchange., 

The Commission maintains an active surveillance of securities trade 
ing practices, both on exchanges and ill the over-the-courlter markets. 
It also has adopted nlunerous rules ,,,hich establish standards of con
duct governing the activities of ' brokers and dealers ~ld .Erohibit acts 
and practices inimical to the interests of invest9l'~. __ " wo of these are 
worthy of special note. One prohibits short'selling on 11 exchange 

~,£ 'which would te'nd to precipitate or accent;;ate a priced line. An
ri\ other requires that brokers and deu-lGs maintain at all ti es a mini

mum capital position in relatioil .... to their liabilities to lier persons 
so that the fW1cls and securities of customers in their stody will not 
be jeopardized. This'f~le minimizes' the possibili that sudden re
verses will ca,.e-1( firm to become ins~l:ent),J;. thereby endanger 
customers' free credit balances and securIties held m custody. It may 
b t d ./ I . . I I C ./. . e no e /In t liS connectIOn t 1at t 1e omm1SSIOn carries on a progmm 
of brolrer-dealer inspections to ensure/~mpliance'with its ne't capital 
rule/~nd otherwise to see that the£tivities of brokers and dealers are 

/ /"" coiulucted properly. /. 

/
«"NO les,s importan~the stability and orderliness of the stock market 

. today are the rules of the 'Board of Governors of the Federal Reserve 
/ System wj..ucl0-;gulate the amount of credit which brokers and banks 

/ may extend on the purchase of listed securities by investors. '.rhe 
I 

~ , , 
margin requirement has fluctuated over the years from a low of 25 

( 

/{ercent irt 1934 to 100 percent (no margin) duringthe wa~ years, in 
.I accordance ,,-ith that Board's view as to proper margin in light of the 

\ 

over-all credit position of the Nation. By curbing excessive specula
tion, the rules han; added a sb~bilizin~ influence in'the market. The 

ecessity for frequent and drastic "margin calls" has thus been re-
du' d offering further stability to the mfirket~ The Commission has 
the duty forcing compliance by brokers and dealers in securities 
.with the rules so esta l' ' 

Both the 1933 and 1934 acts-'authorize the Commission to take testi
mony under oath and to subpoena books and records for the purpose 
of developing the facts with resPect to possible securities vioIntions, 
and to seek Federal court orders of injunction against the continuanCe 
of acts -a.ncI practices violative 'of the lims or Commission i·ules there
uridei·. They' also' provide for crimi,nal prosecution (through the 
Department of Justice)' of any individual, firm or corporation if evi
dence developed in the Commission's 'investigations establishes that 
they have' engaged in fraud, manipulation or other misconduct in 
co'nnection with the purchase and sale of securities or']un-e ot.herwise 
willfully violated the law'.", 
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The -record of investigation and enforcement actiolls of the COJII-

,mission is a formidable one, far too long to be recited herp. ...... ~I'ft::n, 
re~.w~~.fu,§~~~~~ . ~ _ . een led 
?,~~_CornmlSSlon-:wltll-Gongress-OVffi.-.,;}1e years. rt~be-not;etl 
~any violations of the la.w are discoyered -;:nd stopped before 
any substantial damage to im'estors has'occUlTed. In other cases, the 
Co~nmission's investigations have resulted in restitution of inyestors' 
fllnds in substantial amount. Of perhaps,even greater importance t'o 
the investing pu,blic is the deterrent effect which the statutory StlllC-

,,,,tions,and the Cornm~ssion's enforcement po\\'ers haye upon those who 
cp;1JI~night otJLerwise IUl,ye, a~~ ~er~ise, a free l~and to defraud innocent 

ll1vestors:--!--r:IV"~ ~~ ~ ; I 

~
\. J The leg{slatio~esib'1leVo meet the problems posed by the abuses _ m-C 
ktlisclosed il~~ lllvestigatI.on o~ ~he elecb·.ic and gas utility industry&-P-F' 

• was emboched III the Public UtIlIty Holdmg Company Act of 19a5. -Il..~. 
~'if.h The principal objective'of this statute was to free local operating 
C/ utility compa,nies from the control and domination of absentee and 

uneconomic holding companies, and to permit them to be regulated 
more etrectively by the States in which they opent:te. In 11)30, 1;) 
holding, company syste,ms controlled 80 percent of the privately 
owned electric generating capacity in this country, and similar con-
~ntration existed in the gas utility field. -±; Tlleviotls}y-iTtd-iGft.teel, 

tfhese countrywide util~ty empires ,,'ere p~t together ,yithJittle regard 
for efficien~ al~d economic service of electricity and gas to consumers 
and without regard for t.he investors whose funds had been used to 
conc~ntrate ,a maximum of control and profit in 'the hands of a few. 
:-The act called for, a breakup of the huge utility combines, )tml, 

generally speaking, sought to re?trict the opemtions of utility hyld!ng \ " 
companies to one or more systems whose operations :Ire integrated )Z 
and confined to a single State and St.ates contiguous thereto. ] t also 
had as one of its major objectiv~s the simplification of the corpOl:ate' 
and capital structures of holding company syst.ems amI the redistri
bution of, voting power among security holders on ;1 fair and equita,ble 
basis.,-.:-' :::v IP ~ e:rt V { h , 
[0, 194~hen_the statui'ory program, of integration and simplifica

tion, actually,got under way, 12 of the registered systems each con
ducted retail oPe.I'utions in 10 or more States, and 17 additional sys
tems operated in 5 fu,~tates. At one time or another since H)38, 
these systems contained a ~al of 2,387 companies, many ellgaged in 
miscell,aneolls unrelated nonutility businesses, and lllany, being sub: 
holding companies serving, l~demonstrable economic function. 
Drastic,surgery was called for to siinRlify these structUl'es, to restore 
some semblance of sane and sensible c~rporate and capital structu~'es 

, "-
and to redistribute voting power and control on a fair and eql~itable 
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basis consistent with a realistic entluation of the rights of the various 
and conflicting interests of security holders. 

The volume and complexity of the corporate and capital structures 
which were required to be simplified, and the nature and scope of 
the geographical dispersion of the properties required to be inte
grated presented extremely difficult and novel problems which it was 
the task of the Commission to resolve. Opponents of the legislation 
had asserted that the law would cause dumping and forced liquidation 
of securities, demoralizing: the market therefor, and they character
ized the integration l\nd simplification requirements as a "death sen
tence" for the utility industry. The Congress, on the other hand, 
contemplated that this program should not destroy any legitimate 
investment values, and the Commission was given a mandate to bring 
about the required integration and simplification in keeping ,yith 
that objective. 

The opposition of industry which marked the passage of this reform 
measure was continued after its enactment. Most of the larger com
panies refused to register with the Commission, as the law required, 
and it was not until the Supreme Court upheld the constitutionality 
of the registration requirement in 1938 that these companies bowed to 
the registration requirement. They continued, however, to resist the 
law·s integration and simplification requirements. 

The act contemplated that industry would be given an opportunity 
to propose voluntary plans which would effectuate the objectiyes of 
integration and simplification, but it also wisely empowered the Com
mission to take necessary action to that end if the industry failed so 
to do. For the most part, at least initially, the industry was unyield
ing, and it became necessary for the Commission to invoke its power 
to issue administrative orders directing compliance with the require
ments of the law. Of course, such orders could only be issued after 
notice and opportunity for hearing and after the development of an 
evidentiary record. Many of the orders requiring integration and 
simplification were challenged in the courts, on constitutional and 
other grounds, but all 'Yere ultimately sustained. 

After the Commission had thus established the general pattern 
of compliance, holding company systems came forward ,yith volun
tary plans for divestment of nonretainable properties and securities 
of nonretainable subsidiaries. Such plans had to comply with the 
statutory mandate in this respect and had to be fair and equitable to 
all affected security holders. Plans proposed for simplification of 
corporate and capital structures also had to be tested in the same man
ner. In ruling upon these plans, the Commission developed the so
called "investment nlne:' doctrine under which the claims of security 
holders are enlluat~d for purposes of reorganization 011 :\' going-con-
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cern basis rathei- t 'ulon the,liquidation basis followed in i-eorganiza
tions 'in equitj'.rece·vership and,·bankruptcy proceedings \vhere the 
cUtiins al'e treated as ' atured.'; Under the investment value doctrine, 
which was duly 'sustain d by the courts, l)litns of reorganization were 
approved which accorde articipation'to senior claimants upon the 
basis' of the preseIi't wortIi ., their securities on a going-concern basis, 
and' similarly to junior secnr' .holdei.'s on the bilSis of their second
ary claim to future'earnings, ,en.though they 'would hot have had 
a right to participate. if· the -sellI i cl'aims were evaluated upon the 
basis ot'theii.-liquidation preferences. '. -' , 
~ Compliance with tlH~ integration lI}ld simplification requiremeIits 

tookvariousforms,- ·They included. inergers and consolidations, 
separation of. large systems, into smaller, integrated systems, divest
ment of non utility properties unrelated to the utility business, sale of 
nonretainable utility propeI:ties to other systems wit.h whose prop
erties t.hey could be integrated, sale of the securit.ies of nonretainable 
subsidiaries to. t.he public at ·competit.ive bidding or pursuant to a 
l'ights offering t.o stockholders of the parent, company and distI-ibu
tio i of securit.ies prb'rata amohg stockholders: ~) . \. :,' / 
" h -. undamental'economic' soundness of the act and th~ I ethods 
prescrib~. ,'1- icl,'adinih~stra~ioii'have been den~onstn~,..f)y the re: 
suIts aclueved, t ·the chrectIve of Congl'ess that the~program could 
and·shbuld be'effect echvithollt lnjury to in'Vesto;s has been carried 
out. Although tremen 0 vah~wer~yaged by integration and 
silhplification, 't.hat. process_un, idably entailed t.he realization of 
losses by. many .ill-Vestorr; '" ho hrid' 'pt ., lased securities on the basis 
of anticipated~ties tvhich' had been but a; . ;age, or had been dis
sipat~d"'6Y t.he hbldihg compailies themselves. A e damage could 
l!9t~ossibly be undon~t.he dollar' amount.' of securitIe which had 

qen issued ,~as'insome instances v~stly i~ ~xcess ,of the ~'alues t.hat 
could be realIzed 'by' the salvage 'and rebUlldmg proce~ 
, The integratio'n:and simplification 'progi'am repl.'esented the most 
oinptehensi~e undertaking' ever' asslull'edby the Government to re

habilitate ah entire inajor ilicli.1Stry." In the Iji'ocess, the number of 
companies now cohiprising,the 18' active registered holding company 
syst.ems lias been ,reduced to -i 76-'-------and only 30f the systems operate in 
more t.han'4 States and nOlie:operates in more than 9. Today, the 
securities of'the divested COmi)tinies ltl1d of,those registered companies 
which :have completed theit;inte~'atioil and'simplificat.ioii pi.·ograms 
have an excellent market. accel)tance.· The utility industry as a whole 
is enjoying financial health and st.ability, 'and has he~n able to finance 
expatision: pi'ogr~nis of uriprecedehted: pl'bpoi-tions largely out of ne,'V 
m<:>llei rai~e~ 'from '.the pltbli~ sale of seCUi-ities~' ' .: lteres.~ingto 
note ill thIS cohnectIOn thnt 'a:stitdy made by the ommlSSlO 1951-

f'~ 
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of the 'market .v~)~,Of the' common stocks of 12 holding cOmpanies 
between the'~lates of th~r registration with the Commission and Sep
tember 24, 1D51, showed that in each instance the market value of the 

~ tcompany~s st6ck increasecPduring that period' and in almost all in-
1" stances the rat~ of incl;ease siillstantially exceeded the rate of increase 

in tHe Dow ,Jdnes utilities a\r~ges. Holders of utility preferred 
stocks have similarly benefited \in 'that all dividend arrearages have 
been satisfied ancl\the holders h~~ hl-en accorded securities and cash 
representing the fair value of their investInents. , ' , ' " , 

'-.), In actuality, thm\, the feared integration and 'simplification' pro
/ visions of the bw h~ve been vindicated and those ""ho condemned 

the 'act have come to l~raise it.' That which was once denounced as a 
death sentence to the p~ogress of the utility industry is now generally 
regarded as having been \he means of its regeneration. 

The 176 companies which remain subject to the Commission's con
tinuing jurisdiction undei\ the act must comply with its regulatory 
provisions governing their purchase and sale of utility securities and 
properties, dividend paymel\ts (in circumstances where such payment 
might result in a corporate 'abuse), intercompany loans, solicitation 
,of proxies, and insiders' tran~fctions. The act also forbidl" registered 
holding companies to charge for services to their subsidiaries and re
<]uires that all services perforn'ied for any company in a holding com
pall)' system by a mutual or subsidiary service company be rendered 
at cost, fairly aild equitably anoc.~ted. , ' 
- ~Tith respect to the issuance anll sale of securities, the aet generally 
provides that the Commission sI-~all not authorize their sale unless 
it finds that the security meets'cert~~n tests, including the_requirement 
that the security must be reasonably\ adapted to the earning power of 
the company and-its issuance necess~,ry and, appropriate to the eco
nomicnl and efficient operation of the\issuer's business and not deb'i
mental to the public interest or the interest of investors or consumers. 
The Commission has adhered to the poi-icy of requiring sound_ capital 
structures containing adequate common\stock equity. The Commis
sion .also must find that fees, commissions and other remuneration 
paid in connection' with the sale are not urlreasonable. ' 
,It is recognized that the cost of capitd~! is an important element 

of expense affect.ing utility rates and that utility companies are tmder 
a duty to obtain their capital at the lowest co'st consistent with a sound 
financial structure. One of the evils discldsed by the investigation 
\vas the absence of arms-length bargaining in the sale of securities and 
utility assets, which was in large meaSure an dptgrowth of the "tradi
tional banker" relationships between certain I'arge investm~nt bank
ing ,firms and particular holding compa,uy sykems. Such relation
ships had given these bankers a virtual monop~Iy over the financing 

\ 
" \ 

\ 
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of system companies and had' generally resulted in exorbitant Wlder
writing commissions. 

To implement the statutory. objective that underwriting fees and 
conunissions'be reasonable in amount, to eliminate investment banker 

\ 

control and\to assure the maintenance of competitive conditions, the 
Commission \in 1941 adopted a rule under the act which generally 
requires tha~\securities of. registered holding compa,nie~ and their 
subsidiaries be~ sold by means of competitive bidding. Since the 
adoption of that rule, there has been active competition among iri
vestment bankm:S for the purchase of utility securities. Approxi
nuttely $11 billion\of utility securities of various classes lia ,·e been sold 
by means of comp~titive bidding under the rule in the past 17 years .. 
The rule allows an ~xception from competitive bidding under special 
circumstances and upon a showing that a negotiated undel'\\Titing or 
a direct placement wo\tld be more advantageous and that competitive 
conditions are otherwi~e maintained. Some $2.3 billion of securities 
have been excepted fro~~h~~ule s"inc~ it was adopted. " 

The effect of the competltive blddmg rule actually extends beyond 
the limited number of cO~lpanies subject to its requirements, for the 
prices obtained and the' underwriting spread paid by these companies 
in their offering and sale df securities through competitive bidding 
have set the standard for all \ecurity offerings, whether or not subject 
to the rule. Competitive bidding is regularly required by the Inter
state Commerce Commission, \the Federal Power Commission, alld 
many State regulatory commissions. This technique was in effect in 
some areas before 1941, but it i~ clear that its adoption by the SEC 
has been instrumental in achievi~g the wide acceptance which is now 
given to it. Moreover, it has beeh employed by n, number of utility 
companies who were under no com~ulsion to do so. There can be little 
doubt that the competitive bidding \·ule has been responsible ina sub
stantial degree for the noticeable d~Cl·ease in the cost of flotation of 
securities over the past two decades. \ 

In furtherance of the statutory objectives of economy in the raising 
of capitnl and "the protection of the in\erests of investo;'s, consumers 
and the public, the Commission has fr~m time to time promulgated 
other rules and policy'statements governihg the financing of registered 
system companies. Notable among these 'are statements of-policy gov
erning "protective provisions'.' which mu~t be included in mortgage 

\ 

indentures pursuant to which debt secnritijes a·re issued and sold and 
in corporate charters govei'ning the rights lmd interests of prefelTed 
stockholders. "With respect to bond indeJ~ures, for example, the 
bonds must be redeemable at any time at reasonable redemption pre
miums,· celtain asset and earnings tests must be met if It compailY 
wishes to issue additional bonds, a sinkirig funh is required as well as 

\ 



xxx FOREWORD 

\ 
a renewa\'lnd replacement coveliant '''hich, in effect, requires the ~Olll" 
pany to ex~nd for property additions an amount reflecting, the de7 
preciation t ing place in the. mortgaged properties,; and c~rtain re
strictions are 'mposed lipon the acquisition of ·properties subject to a 
prior lien an upon the amount of common stock dividends, the 
company may pa . . 

'Vith respect to 'eferred stock"the charter must include provisions 
that dividends shall e cumulfttive, that the pre.:ferred shall be redeem
able at any time at a 'easonable redemption premium, 'and -that the 
preferred shareholders' . re entitled to' elect armajority of the members 
of the board of director in the everit of the accumulation of a yeal"s 
arrearages in the payme t of dividends> 'on the preferred. ·Further~ 

more, the payment of divi eI1ds upon the cOl,llmon stock must' be re:: 
stricted if the common stoc equity· falls' below a certain prescribed 
percentage of the company's otal capitalization and surplus, and a 
favorable vote of the holders of certain percentage.of:the outstanding 
preferred shares is requirec.t.,t>ef 'e certain,corporate actions affecting 
their interests may be take}]....l ,',:' ,,' , _ 

It is apparent that the accompFs ments under the Holding Comllany 
Act and particularly in connecti n ·.with the;!vast integration· an~ 
siniplification program I)-ave been co iderable: While the integration 
and simplification programs for son teil ·of ,the registered systems 
have not been completely effectuated" le Coml'nission is hopeful that 
the remaining problems, some of lvnlOI ,or less serious nature, may 
soon be resolved apeL the' ovei'all pI'ogra 1 of utilit};! il~tegration and 
simplification consummated., The'contiliu d :expansion of utility sys-. 
tems, of course, including the cr~ation: 0 new holding- ,companies 
through the purchase of utjlity securities or he a~quisition by exist-. 
ing registered systems of the assetsol' securiti of ,other nonaffil iilted 
companies, has' created and "'ill;from time to ti l~!continue to create 

" , ne\y problems of integration and siI'nplification. ,.', -, ,... I , 

~' A number of holding company systems' ,,,·ill continile to:be'subject 
to the Commiss~on's jurisdiction {ulder, the act for, an indefinite period. 
The many aspects of their financial: mId related activities will call·for 
the continue<). exercise of the GommissiOli.'s:jmisdiction, as 'in,t.he past,· 
to assur~ that the public interest is protected and ,to 'guard against the 
recurrence of the evils ,which ,gave ,rise toithe enactment:o£ the In":: 
In addition, new technological developments;'such as the use'of atomic 
energy, the pooling. together' of facilities bY. various ,nonaffiliated sys-: 
tems for the purpose of effecting.ecOllomies in the generation of eJectric 

..- #1" energy and other similar challenges win'no, doub~ con.lij,I1lH~/t~_~on~- _ .. 
rX;~ mand the Co.mmission's attention intl~~ years to com~:-( .ff ~. '1 ~ 
} n 71? Th,e Holdmg Company Act authorIzed the ComnllsslOn to,conduc@ 
~)~. a study and investigation of, illvestment,trusts.- After ,5 years of i'n-

~j 
(S) 
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tensive and exhaustiveoinquil'y.into the entire indusUoy, the Commis
sion recommended comprehensive legislation for its regulationo 
Vigoro'us opposition to the extent of the regulation proposed in the 
original billled to conferences bet\veen the :Commission and industry 
representatives, resulting in a cornpromise statute which passed both 
Houses of Congress unanimously as the Investment Company Act of 
1940: ·This unanimity was.no doubt due in large palt to the Com
mission's expose of. the sordid history of the organization and opera
tion of certain investlnent trusts ·and to a recognition on the part of 
the more responsible element in the industry that Fecleral regulation 
was not only necessary in the interest of investor protection but was 
also essential to the full acceptance by the public of investment com
panies as a feature of our financial system. 
. Tlie Commission's ·study showed that investment companies had 
all 0 often been organized.. and operated in such a ,yay as to further 
t.he Ise sh interests of the sponsors and insiders at the expense of the 
stockhol s to whom they owed a high fiduciary duty. Subordina
tion of the i . rests of stockholders tookmany f01111S. In some cases, 
the promoters, m lagement officials and controlling persons unloaded 
worthless securities, d dubious investments upon the investment com
pany, or took for their wn acc.otUlt profitable ventures offered to the 
company. In others, the' lVestment company financed clients of in
siders or companies in which' siders were personally interested. In
si~ers ,also engaged ill practices . lich permitted them to obtain large 
profits without any. risk by trading' 1 the securities issued by the in
vestment company, to the pecuniary d oiment of its investors. They 
also engaged in practices which increas their distribution profits 
and management fees and resulted in subst, tial dilution of the in
vestors' interests. Many other abuses came to . O"ht, including sales 
and promotional literature designed to create the fa impression that 
investment companies were .not u~like savings banks nd insurance 
companies, except that they were not limited to legal I vestments. 
The sales load in some types of companies exceeded 30 percent of the 
net amount investE1<r.{' . 
. The 1940 act se~ to obtalll a degree of mdependence III the board 
of directors and to prohibit self-dealing and th~ taking of excessive 
commissions or profits by affiliated persons or companies. It seeks 
to achieve greater participation by stockholders by requiring 
them to act on basic policies, to restrict the types of securities which 
may be issued.by investment companies and to guard against inade
quate and unfeasible capital structures, to require transmission of 
informative reports to stockholders, including financial statements 
certi"fied by independent accountants when the Commission so pre
scribes, and to eliminate. improper selling practices. PersOli.s guilty 
of securities frauds are barlwl from. serving as officers and directors. 
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Underwriters, investment bankers and dealers may not constitute 
more than a minority of the board of directors. 

Basic to Commission regulation under this' law is the requirement 
thlt compnnies ellgaged in investing, reinvesting and trading iiI se
curities regist 'r wit.h the Commission alld file periodic financial and 
other report . 1~ist.pfl.t;ioH-st-a.telHent-inl1st-indtl(1 declaration 
of policy by th . westment company on various aspects of its bu ·ness, 
including its ~estl nt'policy,and·the'compll'l1J""ffl3.yt'lDtaevmte 'from 
its stfttedpc;1icy withou the co lsent of the holders of a majority of 
it~ding voting secu'· ransactions with affiliated persons 
and companies nre prohibited,' a lOugh the Commission, upon appli
eat.ion by the company, may grant an exemption from such prohibition 

.> . if it. finds that the terms of t.he trallsaction are fa,ir and reasonable, 
t hat. no "over-reaching" 011 the part of any individual is involved' and 
that the transaction is consistent with the company's established pol
'icies and with the intent and purposes of the law.,~.egistew:S·il
vestinenL company must, subject to Commission ru es, maintain 1 

assets under a custodianship agreement with a bank or a mem~ 
a national securitie;-..exch'ange-;-Ol'-.under a safekeeping_ana·ttgement 
with a bank. Officers and employees wl~:;e~to the assets of 

----.~ ;-'rl-t. the company or authority to direct-tlleir-dispositien-must-be-1JOi1de~ ...... -:: 
The act also empowers the Commission, where necessary, to seek 

court injuncti ve orders to prevent transactions, acts and practices in 
cont.rayention of it.s p:rovisions 01' rllles of the Cominission thereunder. 
If the activity constitutes gross misconduct or gross abuse of trust ,-
in the mallagement of investment ,companies, the Commission may;/ 
apply to t.he court for removal of management officials responsibl,!'l 
therefor, for t.he appointment of trustees or recei,oer9 where necesst}{y 
to presel'Ye the company's assets and for an ord.er compel~!11g/the 
restitution of flinds to stockholders. ~" 

~ on~ case, for exa~1pl~, the' cO!ltrolling sto~kho~der caused .th~ 
lllvestment-~npany to lIqUIdate capItal assets to 'meet mterest reqUIre
ments and paY~llTent expenses, including salaries and rentals to 
himself, and to acq1:ure control of a race track. In an action initiated 

'-
by the Commission, t.Il'e cOlu>t appointed a receiver and enjoined the 
cO;ltrolling stockholder ~~l~~r .defend.nnts from ser~ing as officers 
and trustees of the company. Slflularly, 111 another actlOll brought by 
the Commission an officer ,~oho caus;cr;~vestmenf company 'to ma~e 
unsecured loans to various business corpo 'ations he cOIltrolle'd ,,"as 
enjoined from serving any inyestment compan in any capacity iIi the 
fllture. Injunctions and appointments of receiver lave been obtained 
where the sales literature falsely stated that the inv tment company 
was guaranteed against loss by the United States Go rnmen't and 
, .... here the officers and directors attempted to unload wor\ess secu-
rities upon the investment company. ~ 
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An impo'r 't:aspect o'f the Commission's administratio'n of this 
law has been its istence UPo'n the eliminatio'n o'f abusive practices 
in the o'ffering and Sl "o'f investmel1t Co'mpany securities. Several 
years ago"so'me co'mpanies "'e fo'urid~to' be emplo'ying sales literature 
o'f a misleading character, suc I repr'esentatio'ns that a particular /' 
security was' us safe an investment a United States savings bo'nd. 
Leading melI~bers o'f the industry Co'o'pera with the Co'nunissio'n in 
a 'study o'f ;the sales literature and sales prac being emplo'yed. 
Fo'Uo'\ving this study, the Co'mmissio'n issued a State t o'f Po'licy 
setting forth vario'us types o'f advertising and sales literatu 'o'nsid-
ered to be in vio'latio'n o'f the law, and the industru has ,coop~r d'\ 
\~the Co'mmission in administering it. ,/ , , J 

\ ') dniinistratio'n o'f the act, the Co'mmissio'n, must rule uPo'n 
io'US app I 'o'ns by investment 'co'mpanies fo'r exemptio'ns from 

specified pro'visio'ns. he exemptio'n mo'st frequently So'ught Co'ncerns 
transactio'ns'invo'lving t purchase and sale o'f pro'perty 0'1' securities 
between investment comp nies and affiliated interests. In o'rderto' 
receive an exemptio'n, the < pplicant must establish to' the satisfactio'n 
o'f the Co'mmissio'n that 1e terms o'f the pro'Po'sed transactio'n are fair 
and reaso'nable and do' o't invo'lve o'vei'l'eaching. Many difficult pro'b~ 
lems o'f evaluatio'n < ld Po'tential co'nflict o'f interest are presented in 
these cases. Since 1~n.1,20Q..exemptio'n applicatio'ns have 
been acted UPo'n by the Co'mmissi~ , , 

~ The gro'wth o'f investment co'mpanies since 1940 has been phenom
r' I' eilal. At June 30, 1941, 436 co'mpanies with aggregate assets o'f 

$2.5 billio'n were registered with the Co'mmissio'n. The number o'f 
registered co'mpanies has varied since that date, with a lo'W o'f 352, 0 
iIi 1947.and a present hjgh ?f 512~. 1 .aggregat.e asM...o'f the ~"2' (, ::-Y' 
co'mpaI~. 30~ 1-9U, was " lIo'n, 0'1' eIgl~W£es t~le SIze • ') I 
o'f the~Ies III 1941.~ . ongF~eathat Illvesl;~ 
ment co'mpanies might' beco'me So' large as to' raise pro6lffii'is""oo~cerning ~Lvv. t}: 
"co'ncentra~io'n o'f co'ntro'I.o'f~wea.lth.a.nd-indllstt;Y":':'a.nd.()tRel' .. ttUestio'ns, f.JJi:i.~ . 
antthe-ac~he Commissio'n to' co'nduct a'sttidy o'f such pro'~- (!)) 
'l~and to' repo'rt the results thereo'f to' Co'ngress. Such a study IS 
I o'W in pro'gress. ' 

n a recen ~cision o'f the Supreme Co'urt, it was held that "variable 
annuity" co'ntrac~ were "investment co'nti'acts" subject to' the Co'm
missio'n's jurisdiction~nder the Securities Act a,nd the Investment 
Co'mpany Act. ,As a resu~these Co'ntracts must satisfy the registra
tio'n and disclo'sure requiremen.ts o'f the Securities Act, and the issuing 
co'mpanies must register as inve. lent co'mpanies and co'mply with 
the o'ther'pro'visio'ns o'f the'Investmen Co'mpany Act. The Commis
sio'n is no'W endeavo'ring to' reso'lve the pro'~em o'f fitting this type o'f 
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investment cOJ!lpany into the pattern of regulation which the H)40 
act established.;> 

Closely related to the Commission's surveillance of over-the-counter 
securities dealers a,nd of investment companies is its administration 

, of the Investment Advisers Act of 1940. The regulatory provisions 
A;' of that act, however, touch only a few aspects of a field not yet ade

quately covered. Although modeled on the broker-dealer registrntion 
provisions of the 1934 act, and dictated by certain abuses indicated by 
the Commission's inrestment trust study, it has few "regulatory 
teeth." It does not give the Commission the same control over the 
activities of the investment advisers (including power to impose sanc
tions) now applicable to brokers and dealers, and is considered to be 
largely a mere "census-taking" statute. The most serious defect in 
the current sta,tute is the inability of the Commission to inspect the 
books and records of registered investment advisers, to prescribe 
what books and records shall be maintained or to require the filing 
of reports. In light of market conditions existing today, it would 
appear contrary to the public interest to allow such a condition to 
continue. As pa,rt of its current legislative program, the Commission 
has proposed amendments to the law to illclude adequate regulatory 
provisions with respect to investment advisers. 

\, 

Prior to the Commission's investigation of investment trusts, it 
undertook a study of protective and reorganization committees. 
This study resulted in two additional Congressional enactments, the 
Trust Indenture Act of 1939 and chapter X of the National Bank
ruptcy Act (1938 revision). 

This study concerned itself "'ith the events which led to the in
solvency of debtor companies, and in particular with the activities 
of protective and reorganization committees organized to protect the 
interests of the various classes of creditors and security holders and 
to participate in the reorganization of the debtor corporation. N u
merous instances came to light where the indenture trustee, whose 
primary responsibility was to protect the interests of the holders of 
indenture securities, had basic conflicts of interest, including divided 
loyalties as between the debtor and its management officia.ls on the one 
hand and the interests of public investors on the other. Such con
flicts precluded any effective action by the trustee to safegua.rd the 
interests of investors prior to default or to see that their rights were 
asserted in a timely and proper fashion in the event of default. 

The Trust Indenture Act seeks to protect the purchasers of bonds, 
debentures, notes and similar debt securities when sold in amounts 
exceeding $1 million, by prescribing certain minimum standards gov
erning the provisions of indentures. It requires the indenture to spell 
Otlt the rights of the holders of the securities and to provide reasona-
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hIe standards of diligence and loyalty applicable to the indenture 
t.rustee, and to facilitate its actions to protect the investor. The em
phasis of this law is upon an effective and "independent" trustee 
whose interests do not conflict with those of investors and upon elimi
nating indenture provisions which might exculpate the trustee against 
dereliction in carrying out duties and responsibilities prescribed by 
the indenture. 

The provisions of this act and the Securities Act are so integrated 
that registration under the latter act of securities to be issued under 
a. trust indenture is not permitted to become effective unless the in
denture conforms to the standards of the Trust Indenture Act. Like 
registration stntements, trust indentures are examined by the Com- \--~ 
mission for compliance with the law. The Commission may issue an/' 
order refusing qualification if the indenture does not conform to the 
prescribed standards or if the trustee has any conflicting interests. 
Once an indenture is qualified, enforcement of its terms is left to 
the trustee and the indenture security holders. 

The report of the Commission's inyestigation also had shown seri- , _ 
ous abuses in the functioning of protective committees and the manner,' t . 

in which insiders used such committees to control reorganization pro
ceedings for their personal benefit and to the detriment of public secu
rity holders. 

The basic thrust of chapter X of the Bankruptcy Act (the Chandler 
Act) was to eliminate the practical control of reorganization proceed
ings by inside groups and self-constituted committees and to require, 
in all cases in which the debtor's indebtedness exceeds $250,000, the 
appointment by the court of a disinterested trustee, "hose attorney 
must also be independent. It is the function of the trustee to as
sume charge of the debtor's operations and proceed with the prepa
ration of a plan for its reorganization. He may investigate the 
acts of the prior management and institute recovery actions where 
the facts justify such action. Although protective committees and 
other representatives of security holders are permitted to participate, 
their activities are subject to strict court review and control. Fees 
for services in reorganization proceedings are also subject to court 
approval, which serves to prevent unwarranted and excessive fees to 
special groups while providing fail' and reasonable compensation to 
those whose services can be shown to have benefited the estate. 

Furthermore, chapter X provides that the Commission may partici-
pate in corporate reorganization proceedings if requested or approved 
by the court, so as to aid t.he court and the independent trustee by 
rendering expert and independent advice and assistance on all im- \ .. 
pOl'tant phases of the proceeding. It operates in an "advisory" ca- >\ 
pacity, and has the right to be heard on all matters arising in the 
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proCeedirig, but no right to appeal. It usually undertakes intensive 
legal and financial studies related to the company, its operations, its 
indebteqness and other outst~nding securities, possible claims against 
~~l,lagem~nt officials or controlli:o.g 'persons, the prospects for the 
cQ~pany's future .operations and the. po~sibility of a successful 

W~~:~~~~~~edness of th~ debtor exceeds $3 miliion the cou;t must, 
and if less than that amount it may,' submit to the CqmmJssion :all 
plans of reorganization deemed worthy of consideration. The Come 
mission may thereupon prepare and. file with the court its "advisory' 
report" which analyzes the plan or plans in detail and recommends 
for or against court approval, depending upon whether .the Commis
sion considers that the plan provides fair and equitable treatment to 
all interests affected and is feasible. In some instances the Commis
sion's ~l'eCOmmendations are pr~sented orally to the court through its 

2
.ou sel. '.' . 

The Co mission's report is in no way binding upon the court, which 
m, y-either reject the plan or approve it. and submit it to a vote of 
creditors and affected security holders. In the latter event, a copy or 
summary of the Commission's advisory report is transmitted to secu
rity holders along with the plan, so that they may be informed of· the 
Commission's analysis of and views on the fairness and feasibility of 
the plan before casting their votes for or against the plan. 

Since September 1938 the Commission has participated in chap
ter X proceedings for the reorganization of 457 debtor companies 
(371 principal debtors and 86 subsidiaries thereof) 'with stated assets 
of .1~ore than $3.5 billion. and indebtedness 'of nearly $2.5 billi0:tl. 
Over 60 of these proceedings are still pending. The ,proceedings have 
involved the reorganization and rehabilitation of companies engaged 
in a variety. of industries and businesses, including agriculture, min
ing,' mailUfacturing, financial and investment, merchandising, real 
estate, construction and allied industries, transportation and communi
cation, sel'\~ice, and utilities. In these proceedings; the Commission 
has issued a total of 40 advisory reports and ~7' supplemental reports. 
In most other cases, its views and recommendations on the fairness 
and feasibility of the reorganization plans were presented orally by 
Commission counsel. . 
" The. assistance rendered by the Commission in coi·porate reorgani-, 

zation proceedings has been favorably noted almost without excep
tion by Federal courts, although they do not always follow the Com
mission's recommendations. The Chief Judge of the Court of Appeals 
for the Second Circuit had the following to say about the Commis
Rion's advisory services 4 years ago: 

"'Ve regard the service being rendered by the Commission to the Courts in 
connection with the reorganization of corporations to be most valuable, if 
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!lot indispensable, 'for the proper disposition of this vital segment of court 
business according to the Congressional intent. The Commission affords 
the necessary expert knowledge, the skill, and the uniform approach which 
individual judges cannot have; and to the district judges in particular, the 
assistance is unique in its usefulness, and not otherwise to be obtained." 
21st Annuai R~port, p. 89. . 

More rec~ntly, a district court judge made the following comment 
on the' ~ole of the Commission following a hearing on fee allowances 
in which the Commission had obJected to allowances fn the requested 
amounts' exceeding $4 million and where the Court approved allow
ances' -0£.$2,068,000, some $250,000 above that· reco~ended by the 
Commission: . 

. "Though I have been forced to differ from the recommendations of the SEC 
in many of the instances, I wish to pay tribute to the careful and helpful 
analysis that the Commission made of the claims. Indeed, I take this oppor
tunity to express my gratitude' for the active and intimate participation of 
the Commission and its counsel in the reorganization proceedings. If any 
proof were needed of the'wisdom. of Congress in providing for representa
tion of the public by the Securities and Exchange Commission in reorganiza
tion proceedings, it has been furnished in this case. I would have felt help
less without the' 'aid given unstintingly by counsel for the Commission. 
Each has ,cheerfully rendered, at the usual modest salary of a public servant, 
services equal in value to those of any to whom a\vards are made by'this 
decision." In the Matter of Third Avenue Tran8it Corporation, S.D.N.Y. 
Nos. 85851,86410; 86412,86413,86537, unreported, (1958). . 

Upon appeal, the allowances were further reduced t~ a figure only 
$30,000 more than the Commission initially recommended, or an ulti
mate saving to the debtor estate and its security holders of nearly $21,4 
million:::? : . . ' , 
. This ·rep<;>rt began with a discussiOl~ of "inyestor confidence." . As 

indicated herein, all available signs ~vould seem to bear out the' fact 
that investor· confidence has been largely restored. In fact, it ·may be 
not~'d that recent estimates place the number of publ!c investors today /r 
at 12;500,000, nearly double the 1952 total. The record volume of 
securities successfully offered for public sale, taken together with the 
recent rise in the volume of trading on the New York Stock Exchange 
to ~he highest level in the .Commi~sion's history, is adequate evidence 
Of the restoration oiinvel;'ltor ·coJffidence. . . , 

But the 'impact of the Federal securities laws and their adminis
tration has been felt no less by financial institutions,·corporate execu
tives, professional' p'eople, and other elements in the fimincial com
munity than by investors. It can reasonably be said that these acts 
and their adl,11inistration have generally .fostered improved standards y 
of .businessconduct among all groups in their relationship to stock
holders and investors. 'Vhile this no doubt has been dictated in part 
by enlightened self-interest, it nonetheless has cont.ribut.ed sub~tari.
tially to investor confidence. 
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This, as we have seen, has had its desired effect, for the capital 
formation processes have successfully served their purpose of being a 
conduit for the flow of investors' savings into industry in ever increas
ing volume. 

1Vhile the Commission can view \yith pardonable pride the record 
of its contribution to the interests of the investing public, it cannot 
rest on the record of its past accomplishments. In a dynamic econ
omy such as this nation is experiencing, new problems of investor pro
tection are constantly arising. The very fact that securities are being 
offered for public sale in record volume and that exchange trading in 

/ securities has reached a high level, plus the fact that more and more 
people have surplus savings, some of which is being used for invest
ment and speculation in securities, are in and of themselves adequate 
reasons for the Commission not to become complacent. A boiling 
stock market not only attracts new investors, some of whom haye 
neither the resources nor the knowledge and skill to speculate in the 
stock market, but also attracts a fringe element, ever ready to take 
unfair advantage of the innocent and unsuspecting investor. A sub
stantially increased record of law enforcement actions by the Commis
sion within the past year lettves no doubt of this latter fact. 

Nor would we suggest that the investing public might reasonably 
become complacent. It cannot be overemphasized that nothing in the 

/
securities la\ys or their administration can keep the market price of 

~ securities from fluctuating, down as well 'as up. No reasonable per
, son would wish it. otherwise. It is, therefore, incumbent upon indi

vidual investors and t.heir advisers t.o exercise care and even restraint 
in t.heir analysis, evaluation and purchase of securities. 

It is most essential that investors exercise extreme care in their 
dealings with unknown brokerage firms and their salesmen, par
ticularly those who telephone long-distance with "pie-in-the-sky" 
promises that the investor can double or triple his money overnight., 
without risk of loss, through the purchase of stock of a particular 
company. Common sense would dictate that such a promise is utterly 
fantastic and ridiculous. Unfortunately, foresight is never quite so 
good as hindsight, particularly when the promise of quick and easy 
profits is dangled before one's eyes, as many investors have learned 
to their sorrow. 

The Commission would like to take this occasion to express its 
thanks and appreciation to a capable, industrious, and efficient staff, 
both past and present. 

In the 1949 Task Force Report on "Regulatory Commissions" by 
the first "Hoover Commission," the Commission was characterized as 
"an outstanding example of the independent commission at its best." 
[Italics supplied.] 
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The statement, of course, applied to the Commission and its work ~ 
more than 10 years ago and was surely well-deserved. However, it ?I" 

is no less applicable, we submit, to the excellent work of a most com
petent staff during the past 10 years. 

The volume of Commission business in recent years, in nearly all 
phases of its acti"ities, has been on the increase. An example of this 
is to be found in the record of Securities Act registration statements 
filed with and examined by the Commission. In the 26-year admin
istration of that act, a total of 15,980 registration statements were filed 
which proposed offerings of securities aggregating $167 billion in 
amount. The past 6 years aIone accounted for 5,561 of the filings and 
*81 billion of the total amount. That the staff has been able to carry 
on effect.ively under a tremendous increase in the volume of Commis
sion busilless is tt tribute to its ability and conscielltious devotion to 
duty. 
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PART I 

CURRENT PROBLEMS BEFORE THE COMMISSION 

The foreword to this report has described the nature of the laws 
administered by this Commission, the abuses in the securities markets 
which led to their enactment and some of the problems encountered in 
administering these la,,'s during the past quarter century. During the 
1959 fiscal year these laws were put to their severest test for during 
that year the nation witnessed the highest level of activity in the se
c~lrities markets since the organization of the Commission i,n 1934. 
This increase in market activity created complex enforcement prob
lems, required the adoption of new regulatory measures and teclmiques 
and imposed heavy administrative burdens upon the staff of the Com
mission. The effects of surging securities markets upon the activities 
of the Commission are described in detail later in this report. This 
section briefly sets forth some of the more important problems created 
by these conditions and the impact of these problems upon the work 
of the Commission. 

The following salient statistics reveal th~ remarkable increase in ac
tivity in the securities marke~ and the tremendous growth of public 
interest and participation in those markets: 

The total amount of new securities for which registrntion state
ments were filed with the Commission in fiscal 1959 totaled $16.6 
billion, only $300 million less than the record amount filed in fiscal 
1958. 

During fiscnJ 1959 the Commission processed 1,119 registration 
statements, the largest number of registration statements e,-er to be 
processed in a single year in the history of the Commission. 

The number of broker-dealers registered with the Commission rose 
to 4,907, an increase of almost] ,000 registrants since 1951, and the 
number of representatives registered with the National Association 
of Securities Dealers, Inc., on .Tune 30, 1959 was 77,917, the largest 
number in its·20-year history. . 

The aggregate market value of an stocks on all stock exchanges, 
which never exceeded $100 billion between 1933 and 1945, reached 
$337.6 billion on .June 30, 1959, almost three times the market value 
of aJI stocks on exchanges during the first decade of the Commission's 
history. 

The reported volume of trading on the N ew York Stock Exchange 
increased from a daily average of 2 million shares in February 1958, 
to a peak of 4,100,000 shares in October and November 1958, the 
highest da.ily ayerage for any month since June 1933. 

1 
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The number of holders of shares of publicly owned corporations,nc
cording to estimates by the. New York Stock Exchange, increased 
from 6,490,000 in 1952 to 12,500,0.00 in 1959, the largest number of 
public shareholders in the nation's history. 

The number of registered-ill\"estm~nt companies increased from 367 
in 1952 to 512 in1959, ancf tIle total assets of investment companies in-
crea:sed- from $6.8 billioni~ 1952 to $20 billion in 1959. - , 

A number of factors appe~r to be responsibie for this jl:lCreas~ in 
activity and interest in the securities niai·kets. Ainong these are'the 
attractiveness of these markets-for financing new corpora'te enterprises 
and' tl~e expansion of old ori~s, the emphasis upon capital gains in sell
ing equity securiti~; the fear' of inflation, the growing participatiOli 
in the market of,tlle large' institutiomil' investor' and an unfortUnate 
tendency among sonie pel~o:hs to"use'the stock market as' a medium 
for gambling. However, 'the principal concern of the Commissi,on is 
not with the cause'of this activity but with irisuring that the securities 
markets, however active, are' fair, orderly and honest; that prices ih 
these markets express the free interplay of supply and demand and 
that decisions by iIivestors to buy or sell are made in,-the light of full 
disclosure of all mate6fil facts.' The dischai·ge of these statutory re~ 
sponsibilities by the Commission is complicated in present securities 
markets by tl~e 'participation of'a'large-number of inexpe6enced:in
vestors and'by'brokei'-dealers a:ild promoters lmfamiIiar with, or con
temptuous of, the ethical and legal obligatiOlls' owed to investors. 

F~a,~~ ~n the ,~a~e .of; Securities '_ ' "'" 

: .. Active'aJ}d rising markets)lav~ raised the eXIJectations of a subsbin
tial segment of the public that it is possible for the unsophisticated 
investor to;reap)arg~ and quick profits. In this atmosphere 'oppor
t~mities for fr~ud ,a,nd .manipulation multiply. Investors become less 
concerned with the facts about· the issuer and the investment clutrac
teristics ~f it~ secu~'ities tl~a,li: with the allure of a possible "killing" 
<;lescribe.d to them by an Ull~lO.Wn;salesman over the,telephone. They 
become, more suscep~ibJe ,to ~aseless tips and rumors, thus facilitating 
a vari~ty of deceptive and ma~lipulative practices. " 

This atmosphere has attracted into the business of selling securities 
not o~ly the confidence _man, the petty swindler and the corporate 
plunger, but also an o,utright crimina~ element. 'These persons have 
s~~zedupon ,the, techDique of selling, securities to: unsuspecting cus
tomers tlwough the use of boil~r,rooms. : The t~rm ,','boiler, room',' refers 
to a firm engaged in the sale of securities prilnarily over the long dis
tance"tele.phone, to p.ersons with whom ,the firm has had no previous 
cqntact, n,nd' by, ,high pressure methods ordinarily accomp'anied by 
gr9s~_,llIisrepl~!;l~ntatioll and other fraudulent devices: " , 

Boiler rooms llla,}: operate not only from the: large. fillancial'een~ 
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tel'S but also in other locations around the country. There has been 
a noticeable increase, for example, in migratory' operators moving 
from state to state. ,In some' promotions several boiler rooms may be 
used to sell the spurious issue in widely scattered areas around the 
country, each boiler room being assigned to saturate its particular 
region. Not infrequently the long distance telephone salesmen, ,for 
the boiler r09m establish themselves in hotel rooms, apartlllents and 
a Ueged business offices. 

In many cases, the security sold by a ,boiler room is unknown and 
worthless., To create the appearance of' all active over-the-counter 
market for the security, the promoter will place with numerous 
brokers and de!tlers, orders for the purchase and sale of small 
amounts of the security at prices set by him, or arrange to have 
others do this, 'with the result Ithat such brokers and dealers will pub
lish quotations for the security at the prices specified in the orders. 
The salesmen for the boiler room are now able to refer'in their sales 
"pitch" to It market, price for, the security which the unsuspecting 
investor can independently verify. 'Vhen the distribution of the pro
moter's holdings is completed, however, the orders are withdrawn and 
the "market" disappeal'S. 

In his telephone sales pitch, the boiler room salesman usually prom
ises rapid increases in the market price of the security and no risk 
of loss in its purchaSe; he may make numerous misrepresentations ~on
cerning the issuei' and its future prospects; he may urge purchases 
notwithstanding statements on the part of the customer that he,can
n.ot,afford to do so; and he may advise the customer"of whose finan
cial situation he knows nothing, to sell valuable securities in order to 
purchase the spurious boiler room security being offered. 

The' Commission has found that resort to the civil injunction and ad
ministrative proceeding, no matter how vigorously employed, is not 
completely effective in halting the operation of boiler rooms. Pro
moters easily find another worthless issue and either ~stablish or 
use an existing boiler room as a vehiele for a new 'fraudulent promo
tion. The Commission believes that only criminal prosecution will 
effectiv~ly stop those who show such a contemptuous disregard for 
the law. The COlllmis,sion has, therefore, placed increased emphasis 
in its work upon the prosecution of suell offenders. In fiscal 1959 the 
Commission referred to the Department of Justice 45 cases for criminal 
prosecution, one of the highest number of referrals in the Commis
sion's history, and referrals are continuing at approximately the same 
rate in fiscal 1960. 

A large portion of the Commission's staff is now engaged in investi
gating, developing, and assisting in,the prosecution of criminal actions. 
Such activity requires careful and painstaking work usually over a 
p~riod of many months. Investors must be identified and inter-

529,523---59---4 
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viewed. Books and records of brokers, dealers and others must be 
examined and analyzed. The information thus obtained then has to 
be developed in a form permitting its introduction into evidence in 
legal proceedings. 

Emphasis upon developing criminal cases means that the Commis
sion with its limited resources has had to utilize staff personnel who 
would otherwise devote their full attention to other urgent enforce
ment and regulatory problems. The Commission believes, however, 
that its policy of pressing for criminal prosecution of violators of the 
Federal securities laws is the most effective deterrent to fraud in the 
sale of securities and must be vigorously pursued. 

In addition to its enforcement program against boiler rooms, the 
Commission has sought through a broad publicity campaign to alert 
investors to the risks involved in the purchase of securities from un
known high-pressure salesmen. Posters warning investors of boiler 
room operators have been widely distributed, spot radio and television 
announcements carrying similar warnings have been prepared to be 
broadcast in cooperation with The Advertising COlIDCil, and brochures 
listing protective measures that an investor should take before making 
a purchase have been prepared for wide public distribution. 

Manipulation in the Securities Markets 

In April 1959 the Commission issued a statement warning investors 
to exercise extreme caution and self-restraint when considering the 
purchase of securities upon the basis of tips and rumors.1 Price fluc
tuations were occurring in certain securities on the exchanges and in 
the over-the-counter markets without apparent economic reason. Also 
there appeared to he a considerable amount of speculation on the part. 
of public investors. These conditions facilitated the manipulation OT 
securities prices and boded eventual losses to investors. Officials OT 
the leading exchanges also joined in warning investors, and brokerage 
houses urged their customers to exercise caution in purchasing 
unknown securities. 

In volatile markets where prices are susceptible to swift and wide 
changes on the basis of rumors, manipulation is facilitated and the 
task of enforcement becomes increasingly difficult. The Commission 
has therefore had to place greater emphasis upon the detection and 
prevention of manipulation and a substantial number of investigations 
are now in progress. Some of these investigations have resulted in 
indictments and it is anticipated that certain other cases now under 
investigation will also lead to criminal prosecution. 

Exemptions From Registration and Prefiling Puhlicity 

One of the areas of evasion of the registration and prospectus 
l"equirenw.nts of the SeeUl'it.ies Ad. of 193~ is the elaimillg of 3XClllp-

1 ~(>cllrltieR ExchAnge Act RelP1t~e No. !\927 (Apr. 7, 1959), 
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tions which, in fact, are not available. The attempt to use these 
exemptions to evade registration requirements usually occurs where 
the issue, or the sales procedure to be employed, would not stand the 
light of the full disclosure requirements of registration. In order to 
narrow this area of evasion, the Commission has consistently sought 
through its participation in litigation involving claimed exemptions, 
through its own decisions and through its rule-making power, to define 
and clarify the proper limits of certain of these exemptions. One of 
the significant developments in this area has been the recent amend
ment by the Commission of Rule 133. 

Under Rule 133, which embodies an interpretation of long standing, 
the issue of securities in connection with certain types of corporate 
mergers, consolidations, reclassifications of securities and acqui
sitions of corporate assets is not deemed to constitute a "sale" of se
curities to stockholders of corporate parties to the transactions. This 
rule has the effect of exempting these transactions from the registra
tion requirements, but not from the anti-fraud provisions, of the 
Securities Act. The rule provides no exemption for subsequent distri
bution of such securities. Because of the substantial number of 
transactions ostensibly effected in reliance upon the rule but which 
involved violation of the registration requirements, the Commission 
amended Rule 133 to restate the purpose and effect of that rule and to 
clarify its application and limitations. In addition, the Commission 
adopted a new registration form to provide an expeditious registration 
procedure for securities issued in a transaction within Rule 133 where 
such registration is required and where the issuer has solicited proxies 
under the Commission's proxy rule with respect to such transaction.~ 

In three significant cases the courts have further delineated the 
boundaries of exemptions from the registration requirements of the 
Securities Act. A frequently used device for evasion has been the 
abuse of the intrastate exemption under section 3 (a) (11) of the 
act. The issuer may attempt to use a resident of the state as a nom
inee for non-resident beneficial owners or the alleged sales to residents 
may be merely a step in a planned interstate distribution. In S.E.O. 
v. Hillsborough Investment Oorporation, et al.~ the Court npheld the 
limitation on the scope of that exemption, long viewed as applicable 
by the Commission, that a single sale to a non-resident, directly or 
indirectly, destroys the intrastate exemption for the entire issue, 
including the securities sold only to residents. 

Various devices have been used in an attempt to avoid registration 
on the claim that a distribution is within the "private offering" ex
emption under section 4 (1) of the act. The Commission and the 
courts have consistently rejected a numerical test as a conclusive basis 

2 Securities Act Release No. 4115 (July 6, 1959). 
o D. New Hampshire No. 1965 (Dee. 11, 1958). 



6 SECURITIES AND' EXCHANGE COMMISSION 

for determining the availability of that exemption. In Gilligan, Will 
& 00. et 01. v. S.E.0.,4 the Court of Appeals for the Second Circuit 
further held that even if a numerical test did exist, persons claiming 
the exemption would have the burden of· establishing a reasonable and 
bona fide belief that the total number of individuals involved in .the 
placement would remain ;within that limit. The Court also concluded 
that the private offering exemption was not available to a dealer who 
assertedly acquired securities for "investment" where the dealer spec
ulatively purchased unregistered securities in the hope that the finan
cially weak issuer had "turned the cornet" and then unloaded the 
securities on, an unadvised pUQIic when he later determined tha.t their 
purchase was an unsound inv:estment . 
. The third case dealt with the exemption under section 4(1) of th~ 

act for trading transactions--an exemption frequently claimed by 
boiler rooms. In S.E.O. v. Oulpepper et 01.,5 the Court of Appeals for 
the Second Circuit held that a broker-dealer who engages in steps 
necessary to consummate a public distribution is an "underwriter" 
within. the, ;meaning of the act even though the broker-dealer has no 
privity with the issuer or a control group. 

Another area of evasion of the registration requirements is the use 
of publicity with respect to an issuer or'its securities prior to the filing 
of a registration statement. In two cases coming before it last year, 
the Commission undei'took to set forth the precise limitations on,pre
filing publicity under section 5 (c) of the Securities Act of 1933.6 

In these 'opinions, the Commission pointed out that the statutory pro
cedure for disseminating' information about the issue prior to the 
time of sale is exclusive and that it "cannot be nullified by recourse to 
public relations techniques to set in motion or further the machinery 
of distribution' before the statutory disclosures have been made and 
upon the basis of whatever information the distributor deems'it expe
dient to supply." 7 

Regulation of the ExChanges 

~uring the fiscal ye\lr 1959, the Commission took a more active ~~
iatory role with respect to exchange activities. A Commission investi
gation fo~nd, for exampl.e, that on the American Stock Exchange floor 
trading activi~ies were accentuating market swings particularly in 
issues susceptible to extreme price fluctuations because of a smll-ll float
ing supply. At the suggestion of the .Commission that Exchange 
adopted a rule designed to prevent floor traders from ~aking pur
yhases of stock at successively higher prices and to restrict the impa~t 

• C.A. 2 No: 25171 (June 3,19(9) • 
. '. C.A. 2 No. 25242 (Sept. 10,1959). 

• Oar' M. Loeb, Rhoades" 00. and Dominick" Dominick, Securities Exchange Act Release 
No. 5870 (Feb. 9, 1959) ; First Maine Oorporation, Securities Exchange Act Release No. 
0898 (Mar. 2, 1959). 

~ Oar' M. L!leb, Rhoadee " 00. et at, (d., at p. 11. 
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of their trading upon the market for active and volatile issues.s The 
Commission also questioned the activities of certain specialists on 
that Exchange, particularly off~floor transactions by specialists in se
curities in which they were registered. At the suggestion of the Com
mission, that Exchange adopted a number of additional rules 'relating 
to specialists for the purpose of restricting their dealings so far as 
practicable to those reasonably necessary to permit them to maintain 
a fair and orderly market in the securities in which they are registered; 

The regulation of commission rates on the exchanges was the sub
ject of the Commission's attention during fiscal 1959. In line with 
the suggestions of the Commission, the New York Stock 'Exchange in 
March 1050 reduced minimum commissions on small value transactions 
and instituted a broad study in consultation with the staff of the Com
mission into the costs of effecting exchange transactions.9 

Regulation of the Over-the-Counter Markets 

The increase in new offerings traded over-the-counter and the phe
nomenal growth in the number of broker-dealers registered with the 
Commissio,P and of representatives register~d with the National As
sociation of Securities Dealers, Inc., evidence the growing interest in 
over-the-counter securities. The Commission is seeking to ascertain 
wh!\t changes, if any, may be occurring in the distribution and trading 
practices of the over-the-counter market as a result of this growth. 

In recent securities markets, there has been a strong underlying pub
lic demand for so-called "glamor" sto(~ks. These securities often sell 
at a substantial premium on the first day of trading. Most of these 
issues are low-priced, have no public market prior to the offering and 
often involve companies in the electronics, missile and related defense 
fields. In some instances, promoters have changed the name 'of the 
company and its operating divisions to suggest some connection with 
these activities. 

The Commission, after the end of the fiscal year, 'instituted a broad 
inquiry into the genesis and distribution of some of these issues to de
termine, among other things, whether some of these issues have been 
generated primarily to enrich the promoters, underwriters and others; 
whether artificial restraints have been imposed upon the fi9ating sup
ply of these issues in order to raise the market price; and whether cer
tain practices have developed in connection with the distribution and 
marketing arrangements for these issues which violate provisions of 
the federal securities laws.1O 

• Securities Exchange Act Release No. 5981 (June 5, 1959). 
• Securities Exchange Act Release No. 5889 (Feb. 20, 19(9). 
10 During the course of the I~quiry the Commission, on October 23', ] 959, Issued Securi

ties Act Release No. 415U culling' to the attention of the financial cOlllnlUnity certain 
practices disclosed by the Inquiry which, in view of its staff, may inYolve violations of 
federal securities laws. 

1

/ PAUL GONSON 

SECU~~~.~~1?~~~I;I..A,.,N9,~,S~MM'N 
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Inspection of Investment Companies 

The rise in the number of new investment companies and the tre
mendous growth' of the industry led the Commission several years 
ago to develop a program for the routine inspection of investment 
companies. Since there has been no additional staff available for this 
purpose and in view of the increased workload of regular administra
tive business, the Commission has been able to conduct inspections 
only on a pilot basis for the past few years. It is hoped, however, that 
additional personnel will be made available so that the inspection 
program will move forward more rapidly in the future and that a 
realistic cycle of inspections Clm be instituted and maintained. 

The inspections made by the Commission to date, limited in num
ber though they have been, have shown the urgent need for this 
method of assuring compliance with the Investment Company Act. 
In some cases failures to comply with the act or improper practices 
were discovered and corrective action requested and taken. In one 
case, the violations were serious in nature and resulted in a stop-order 
proceeding under the Securities Act and the issuance of an opinion 
and stop-order. Apart from bringing to light improprieties or fraudu
lent conduct, the institution of routine inspections should prove to be 
particularly beneficial to the newly organized or smaller investment 
company in complying with the requirements of the Investment Com
pany Act. 

Other Factors in the Securities Markets 

Under the statutes which it administers, the Commission has the 
duty to conduct inquiries into the securities markets not only for 
the purpose of enforcement but also to ascerta.in facts to aid in the 
adoption of rules and regulations and for making appropriate legis
lative recommendations. I In dynamic and changing markets, the 
Commission must continually reassess the statutes and the rules and 
regulations which it administers in light of new knowledge. For 
example, the Commission has instituted an inquiry into the problems 
created by the growth in the size of investment companies for the 
purpose of determining whether the increased size of investment com
panies has created problems requiring remedial legislation.ll An
other inquiry of somewhat less importance but of interest to the 
public is one into the "put" and "call" market. This little known 
and little explored area of the securities market is now being studied 
by the Commission to ascertain, among other things, who writes these 
options, how they are marketed and who purchases them. 

11 See 23d Annual RelJOrt, p. 15!J. 



PART II 

LEGISLATIVE ACTMTIES 

Statutory Amendments Proposed by the Commission 

Proposals to amend 87 provisions of the Federal securities laws were 
submitted by the Commission to the 85th Congress in July and August 
1957. These proposals were introduced in both the Senate and the 
House of Representatives, and the bills were referred to committee, 
but no action was taken on the bills during the 85th Congress.1 

During the latter part of 1958 the Commission reexamined these 
recommendations for legislation and made some modifications, deleting 
certain proposals and adding others. The modified proposals, which 
would amend the Securities Act of 1933, The Securities Exchange Act 
of 1934, the Trust Indenture Act of 1939, the Investment Company 
Act of 1940 and the Investment Advisers Act of 1940, were then sub
mitted in the 86th Congress to the Committee on Banking and Cur
rency, United States Senate, and the Committee on Interstate and 
Foreign Commerce, House of Representatives. These Committees 
have the duty of exercising watchfulness over the execution of the 
securities laws under section 136 of the Legislative Reorganization Act 
of 1946. 

The Commission's proposals were introduced in the Senate by 
Senator A. Willis Robertson, Chairman of the Committee on Bank
ing and Currency, for himself and for Senator Homer E. Capehart, 
as S. 1178, S. 1179, S. 1180, S. 1181, and S. 1182. In the House of 
Representatives, Representative Oren Harris, Chairman of the Com
mittee on Interstate and Foreign Commerce, introduced companion 
bills, R.R. 5001, H.R. 2480, R.R. 5002, H.R. 2481, and R.R. 2482.2 

Basically the Commission's proposals, the more significant of which 
a.re briefly described below, are intended to strengthen the safeguards 
nnd protections afforded the public by tightening jurisdictional pro
visions, correcting certain inadequacies revealed through administra
tive experience and facilitating criminal prosecutions and other en
forcement activities. 

The proposed amendments to the Securities Act of 1933 would 
clarify the jurisdictional basis of the civil liability provisions of the 

1 For a detailed diRcusslon of the Commission's legislative program during the 85th 
Congress, see page~ 10--12 of the Commission's 23d Annual Report and page 9 of the Com
mission's 24th Annual Report. 

• H.R. 5001 and R.R. 5002, proposing amendments to the Securities Act of 1938 and the 
Trust Indenture Act of 1939, respectively, are substitutes for H.R. 2488 and H.R. 2483, 
respectively, which included earlier recommendations that the Commission decided to with
draw on further consideration. 

9 
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statute; extend existing ci villiabili ties and provide criminal liability 
with respect to documents filed with the Commission pursuant to 
Commission rules in connection with exempt,offerings; increase from 
$300,000 to $500,000 the size of offerings whi~h may be exempted 
from registration unde,r section 3 (b) of the sta,t~te; and make it clear 
that a showing of past violations is a sUfficIE}nt,basis for injunctive 
relief and t.hat aiders and a;bettors may be responsible in civil and 
administrative proceedings.3 " 

The proposed amendments to the Securities Exchange Act 'o~ 1934 
would make comparable changes with respect to injunctive relief and 
liability of aiders and abettors. In addition, changes proposed in that 
statute would make it a violation of the act to embezzle monies or 
securities entrusted to the care of an exchange member or a regist~red 
broker or dealer; clarify and strengthen the statutoi·y provisions re
lating to manipulation and to the financial responsibility of brokers 
and dealers; authorize the Commission by rule to regulate the borrow
ing, holding or lending of customers' securities by a broker or dealer; 
make it clear that attempts to purchase or sell securities are covered 
by the antifraud provisions of the statute; 'revis,e the provisions re
lating to broker and dealer registration with respect to (a) the basis 
on which action for denial or revocation may betaken, (b) the sanc
tions which may be imposed by the Commission, (c) the conditions 
under which an application for registration may be withdrawn, and 
( d) the' postponement of the effectiveness of an application for, regis
tration; authorize the Commission to suspend or withdraw the regis
tration of a securities e~change when the exehange has ceased to meet 
the r:eqllirements of its original registration; clarify the Commission's 
authority to suspend a security 'from exchange trading where there 
has been a failure to comply with the act and where otherwise neces
sary in the public interest; prohibit trading in the over-the-counter 
market for limited periods where the public interest and the protection 
of investors so requires; provide that an insolvent broker or dealer 
may be adjudicated a bankrupt in an injunctive proceeding instituted 
by the Commission; and provide for a monetary forfeiture for each 
day that certain reports required under the a,ct are delinquent. 

The changes proposed in the Trust Indm~ture act of 1939 are d~
signed primarily to conform this statute to recommendations made 
under the Securities Act. 

The proposed amen<:lments to the Investment Company Act'of J940 
would require an investment company to st~te as matters of tunda
mental policy, which generally could not be changed, without' the 
consent of its stockholders, the extent to which it intends to invest 
in particular types of securities and such other basic investment 
objectives as it represents it will emphasize; strengthen the provi-

3 See p. 13. ill fm. 
, ~ I' 
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sions requiring a minimum llwuher of independent or nonmanage
ment directors; limit the extent to which a face-amount investment 
company can include preferred and common stock in its "qllalifled 
investments"; make clear the application of the statute to an "advisory 
board"; and modify the exception for companies subject to regula
tion by the Interstate Commerce Commission and clarify the excep
tions applicable to companies engaged in banking, insurance, small 
loan, factoring, discount or real estate businesses. ' 

The proposed changes in' the Investment Advisers Act of l!,)40 would 
expand the basis for disqualification of a registrant because of prior 
misconduct;' authorize the Commission by rule to require the keepillg 
of books and records and t.he filing of reports; permit periodic exami
liatibi1s of a registrant's books and records; empower the Commission 
by rule to define and prescribe means reasonably designed to prevent 
fi;audulent pract.ices; extend criminal liability for willful violation 
dfa rule or order of the Commission; and revise the provisions re
lating to t.he postponement of effectiveness and, the withdrawal of 
applicat.ions for registration. 

".M!tIl,)' minor amendments of these statutes are also proposed: 
Hearings on the bills 'were held before t.he Subcommittee on Se~ 

curities of the Banking and Currency Committee of the Senate, 011 
June 15, 16, '17; 18, 23, 24, and 25, 1959, and before the Subcommit.tee 
on Commerce and Finance of the Committee on Interstate and For
eign Commerce of t.he House of Represent.atives on June 3, July 8 
and 9 and August 4, 1959. The Commission and staff members pre
sented testimony a't the beginning of the heariilgs before each com
mittee, and again after interested industry representat.ives and others 
had been heard: As a result of conferences with industry repl;esellt~ 
;ltives; similar to dlOse held in connection with the fonllulatiOli of the 
legislat.ive recommendationsj'n the 85th Congress, and as a "conse
quence of comments and suggestions made during the course of the 
hearings by members of Congress and wit.nesses, the Commission made 
certain modifications in its proposals. These modifications die!" not 
represent. abandonment of the original proposals, but essentially con
stituted clarificat.ion and st.atutory specificatio~l of matters in con
formity with the origimll intention of the Commission. 

The Commission also advised the Committees that it had no objec
tion to three uinendments to the Investment Advisers Act proposed 
during the hearings by certain investment. advisers and their repre
sentatives. ,One-would modify the definition of the term "control" 
in the statute, t.he second would grant t.he Commission authority to 
provide exempt.ions from the statute, and the t.hird would modify the 
conditions under which an investnient. adviser may can himself an 
"investment counsel." 
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Other Legislative Proposals 

Various other bills to amend the securities laws were introduced, 
and the Commission submitted comments to the committees of Con
gress. These bills, except for H.R. 4025 and H.R. 5543, renewed 
proposals made in previous sessions of the Congress. No hearings 
were held on the bills, which are discussed briefly below. 

1. Proposal to Increase Registration Fees.-On January 28, 1959, 
Senator Homer E. Capehart for himself and for Senator Frank J. 
Lausche introduced S. 737, and on April 13, 1959, Representative 
John B. Bennett introduced an identical bill, H.R. 6294. Both bills 
would amend section 31 of the Securities Exchange Act of 1934, which 
now provides an annual fee for registration of exchanges of one five
hundredths of 1 percent of the aggregate dollar amount of stock ex
change transactions, equal to 2 cents per $1,000. Under the bills this 
exchange registrrution fee would be increased to a rate of 5 cents per 
$1,000 and there would be a similar registration fee for brokers and 
dealers of 5 cents per $1,000 on transactions effected otherwise than 
on a national securities exchange.4 

2. Disclosure of Beneficial Ownership of Registered Securities in 
:Election Contests.-On January 9, 1058, Senator Homer E. Capehart 
introduced S. 132, a bill directed to identifying beneficial owners of 
securities in proxy contests. The bill would add to section 14 of the 
Securities Exchange Act of 1934 a provision making it unlawful for 
any person to give or to attempt to give a proxy to vote a registered 
security at any annual or special meeting for the election or removal 
of directors, with respect to which proxies are solicited by opposing 
nominees, unless (1) such person is the beneficial owner of the se
curity, or (2) the name and last known address of the beneficial owner 
appears on the proxy. In addition, the bill would make it unlawful 
for any person knowingly to exercise or attempt to exercise any proxy 
in violation of this provision.5 

3. Reporting Requirement of Beneficial Owners of Registered 
Securities and Officers and Directors of Issuers Thereof.-On .Jan
uary 28, 1959, Senator Homer E. Ca.pehalt introduced S. 736, which 
would amend section 16 of the Securities Exchange Act of 1934 to 
require every beneficial owner of more than 5 percent (instead of 10 
percent as now provided) of any class of any equity security which 
is registered on a national securities exchange to file reports of his 
securities holdings and tmllsactions with the COllunission.G 

• See the Commission's 23d Annual Report. pp. 12-13, for a discussion of similar pro· 
posals in the 85th CongreSR. 

6 See the Commi~Ri()n'l" 2~(j AIlI111al Rf'port. p. 1 n. fot' tli~(,1Jf.1!-(ioll of n !'imilal' proposal in 
the 85th Congres". 

• See the Commi""ioll'R 23<1 Annual Report, pp. 15-16, for n disell"~ion of a similar pro· 
po"a I in the 8!'ith Conl':r~"". 
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H.R. 1028 was introduced by Representative Abraham Multer on 
January 7,1959. This bill would amend section 16(a) of the Securi
ties Exchange Act of 1934 to require officers and directors of any issuer 
of registered securities to report periodically the extent to which, and 
the purposes for which, their holdings of such securities are pledged. 

4. Proposals Relating to Exempt Offerings and Civil Liabilities 
in Connection Therewith.-Two bills designed to impose additional 
civil liabilities in connection with exempt offerings under section 3 (b) 
of the Securities Act of 1933 were introduced in the first session of the 
86th Congress. On J auuary 7, 1959, Representative Leonard Farb
stein introduced H.R. 93, a bill which would augment existing pro
visions for civil liabilities by providing for specific liability on the 
part of those responsible for untrue statements of material facts or 
omissions to state material facts in any statements or document filed 
with the Commission in connection with an exempt offering under 
section 3 (b). This bill is identical with the proposal embodied in the 
Commission's legislative program,7 except that the Commission pro
posal also encompasses false filings pursuant to section 3 ( c) of the 
statute. 

On February 17, 1959, Representative .Tohn R. Bennett introduced 
H.R. 4568, a bill which would raise the exemptive ceiling under section 
3(b) from $300,000 to $500,000 and would make applicable to such 
exempt offerings the strict civil liabilities now pertaining solely to 
registered offerings.8 

5. Repeal of Exemption for Intrastate Offering.-H.R. 884, intro
duced by Representative Abraham Multer of New York, would re
move the exemption provided by section 3(a) (11) of the Securities 
Act for a security offering confined to the residents of the state within 
which the issuer is both incorporated and doing business. The Com
mission has not submitted its views on this proposal. 

6. Reduced Sales Load for Certain Purchases of Investment 
Company Shares.-As a consequence of the Commission's promulga
tion on December 2, H)58, of rule 22d-1 under the Investment Com
pany Act,9 Representative Edward 'V. Hiestand introduced H.R. 
4025 and H.R. 5543, both of which would amend section 22(d) of the 
statute to authorize quantity purchases of investment company shares 
by certain retirement associations at reduced sales loads. Prior to the 
adoption of rule 22d-1 several associations of individuals, which 
would not be exempted under the provisions of the rule, had received 
the benefit of a smaller sales load in connection with certain quantity 

• See p. ]0. ~1I/')"(/. 
8 R.R. 93 and H.R. 4568, insofar as tbey relate to civil liabilities, are identical witb 

H.R. 173 and H.R. 4744, 85th Congress, respectively, and R.R. 11308 and H.R. 9319, 84th 
Congress, respectively. Tbe background of the latter bills is discussed In tbe 22d Annual 
Report of tbe Commission, pp. 11-12. 

9 See p. 23, inf/"(!o 
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purchases and had been advised by the Commission's staff .that it 
would not recommend that any action be taken in respect of such- pur-
9hases.: _ Both,H.R. 4025 and H.R. 5543 are designed to restore the 
earlier interpretation.' 

A substantial amount of time was directed-to matters pertaining 
to other legislative proposals referred to the Commission.for comment 
and to congressional inquiries. During the fiscal year 1~59 a total of 
76 legislative proposals were analyzed. In comparison, 58, proposals 
were analyzed during fiscal 1958 and 33· during fiscal 1957. -In· addi
tion, numerous co~gressional inquirie~ relating to matters other than 
specific legislative proposals were received and answered. 
Cmigressional Hearings ,. . 

. In addition to the hearings in connection with the Commission's 
legislative program discussed above, the Commissioli'presented to,the 
House Committee on Interstate and Foreign Commei·ce a general dis
cussion of the Commission's activities and the particular problems 
currently facing the Commission. '. 

The Commission appeared before the Subcommittee on Legislative 
Oversight of the House Committee on Interstate and Foreign Com
merce in September and November 1958 and again in June 1959.10

' 

The Commission also appeared on May 13, 1959, before the House 
Select Committee on Small Business to testify concerning the Com
mission's role in administering the laws governing the operation of 
small business investment companies. 

10 See the Commission's 24th Annual Report, pp. 12-13. 



PART III 

REVISION OF RULES, REGULATIONS AND FORMS 

'The Commission made a number of changes during the 1959 fiscal 
year in its rules, regulations and forms under the various statutes 
admi~listered by it. Other changes which the Commission publish~d 
in' i)l"(~liminary form for the purpose of obtaining public comments 
there0!1 were pending at the end of the fiscal year. The changes 
made' during 'the fiscal year and those pending at the end of the year 
are described·below.1 

Changing conditions, methods and procedures in business and ,in 
the financial practices of business make it necessary for the Com
mission to maintain a continuing review of 'its rules, regulations 
and forms. Certain members of its staff are assigned to this ·task 
Changes are !llso suggested, from time to time, by other members of 
the staff engaged in the examination of material fil~d with the Com
mission, and by persons outside of the Commission who are subject 
to. the Commission's requirements or "'ho have occasion to work with 
those requirements in a professional capacity such as undenvriters, 
attorneys, accountants, and other representatives. 'Vith relativeI;y 
few exceptions, provided for by the Administrative Procedure Act, 
proposed changes in rules, regulations and forms are announced to 
the public and interested pe~sons are invited to submit their views 
and comments thereon. These views and comments are carefully' 
reviewed by the staff alld by the Cominission and are very helpful 
in . connection with the Commission's consideration 'of proposed 
changes. 

THE SECURITIES ACT OF 1933 

Amendment of Rule 133 

Shortly after the end of the fiscal year the Comn{ission adopted 
certain amendments to rule 133.2 The modification of this rule has 
been ~nder consideration for some time and has been mentioned in 

1 The rules and regulations of the Commission are published In the Code of Federal 
Regulations, the rules adopted unuer the various Act" auminiHtereu by the Commi~slon 
appearing In the following parts of title 17 of that Code: 

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

• Securities Act Release No. 4115 (July 16, 1959). 
15 
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previous annual reports of the Commission.3 Rule 133 provides in 
general that for the purpose of determining the application of the 
registration and prospectus provisions of the Securities Act, no 
"offer" or "sale" shall be deemed to be involved so far as stockholders 
of a corporation are concerned where, pursuant to the provisions 
of a statute or the certificate of incorporation, there is submitted to 
a vote of such stockholders a plan involving a statutory merger, con
solidation, reclassification of securities or transfer of assets of the 
corporation in consideration of the issuance of securities of another 
corporation. The general purpose of the amendments to the rule is 
to make it clear that under certain circumstances securities distributed 
by persons receiving them in connection with such transactions may 
be required to be registered under the act. For example, the amended 
rule provides that where one company is merged into another com
pany, a stockholder in control of the merged company who receives 
securities of the surviving company with a view to making a dis
tribution of such securities to the public shall be deemed to be an 
underwriter and registration of the securities is required before the 
distribution can be made. However, registration is not required 
with respect to securities sold in certain brokers' transactions as 
defined in the rule. 

In connection with the amendment of rule 133, a new Form S-14 
was adopted for the registration of certain securities issued in a rule 
133 transaction. This form is discussed below n,t p. 20. 

Atnendment of Rule 135 

This rule, as originally adopted, provided that a notice or other 
comlmmication sent by an issuer to its security holders to inform 
them of the proposed issuance of rights to subscribe to additional 
securities would not be deemed to offer any security issue for sale if 
such notice was sent in conformity with the rule. The principal 
requirements were that the notice be sent within 60 days prior to 
the record date, state that the offering will be made only by the 
prospectus and in addition contain only certain specified informa
tion necessary to inform the security holders of the forthcoming 
offering. The purpose of the rule was to enable an issuer to furnish 
eertain factual information to its security holders in advance of 
making the actual offering. 

The rule was amended during the fiscal year to permit the sending 
of similar notices where an issuer proposes to offer securities to its 
own security holders, or to the security holders of another issuer in 
exchange for securities presently held by them, and also where the 
issuer proposes to make an offering of seclll"ities to its employees or 
to the employees of an affiliate.4 

323d Annual Report, p. 20; 24th Annual Report, p. 14 . 
• Securities Act Release No. 4099 (June 16, 1959). 
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l'roP08ed Rule Changes Relating to Assessable Stock 

During the 1958 fiscal year the Commission invited public conl
ments on a proposed new rule 136 and certain proposed amendments 
to rule 140 with respect to assessable stock and the levying of assess
ments thereon.5 The general purpose of these proposals was to make 
it clear that the Secnrities Act of 1933 applies to the levying of 
assessments on assessable stock to the same extent that it applies to 
other securities. Action on these proposals was deferred pending fur
ther study of the matter. During the 1959 fiscal year the Commission 
published revised proposals with respect to the rules referred to and 
also a proposed exemption Regulation F,6 which ,,"'ere adopted shortly 
after the close of the fiscal year.7 

The new Regulation F, which provides an exemption from registra
tion under the act for assessments and delinquent assessment sales 
in amounts not exceeding $300,000 in anyone year, requires the filing 
of a simple notification giving brief information with respect to the 
issuer, its ma,nagement, principal security holders, recent and pro
posed assessments and other security issues. This notification could 
be prepared in a relatively short time by any officer of the company 
who is familiar with the company's affairs and there is no fee or 
charge for its filing. The filing may be made by mailing the notifica
tion to the a ppropriate regional office of the Commission. 

The only information which a company is required to send to its 
stockholders, or otherwise publish, is a statement of the purposes 
for which the proceeds from thE', assessment are proposed to be used. 
This information may be included in the notice of assessment given 
by mail or otherwise published as required by State law. If the issuer 
should employ any other sales literature in connection with the assess
ment, copies of such literature must be filed with the Commission. 

Proposed Rule 144 

During the fiscal year the Commission invited public comments on 
a proposed rule relating to certain transactions by the International 
Bank for Reconstruction and Development. The proposed rule, to be 
designated rule 144, would have defined the term "transactions by an 
issuer not involving a,ny public offering," in section 4(1) of the act, 
to include certain activities of the Bank. After the close of the fiscal 
year, the Commission announced that it had discontinued considera
tion of the proposed rule since there l\.ppeared to be no present need 
for it.s 

• See 24th Annual Report, p. 16. 
o Securities Act Release No. 4040 (Mar. 4, 1959). 
1 Securities Act Release No. 4121 (July 30, 1959). 
• Securities Act Release No. 4028 (Feb. 10, 1959) and 41131 (Nov. 30. 1959). 
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The proposed rule would also define the term "distribution~' ,in,sec
tion ,2(11) of the act as not applying to such transactions by the bank 
or by any dealer who is acting on an agency basis pursuant to a writ-
ten contract with the bank. ' ' 

The matter was still under consideration at the end of the fi,scal 
.: : 

year· 
Adoption of Rule 151 

This rule defines the term "public offering" to exclude under cer
tain ,conditions the offering of stock of small business investment 
companies to small business concerns pursuant to the requirements 
of the Small Business Investment Act of 1958.9 

Under section 304( d) of the Small Business Investment Act, ;when," 
ever a small business investment company provides capital to a small 
business concern through the purchase of the latter's convertible de
benture bonds, the small business concern is required to purchase stoi;k 
of the small business investment company in an amount equal to not 
less than 2 percent nor more than [j percent of the capital so provided, 
in accordance ,vith regulations of the Small Business Administration. 
Those regulations specify certain minimum amounts of such stock 
which a small business concern is required to purchase depe:nding 
upon the amount of capital which it obtains from a small business 
investment company through the issuance of convertible 'debenture 
bonds. '" " ; 

The new rule provides that a public offering of capital stock of a 
small business investment company is not deemed to be involved where 
the offer or sale is made in connection with the 'purchase of debenture 
bo~ds, from a small business concern pursuant to the requirements of 
the Sm~ll Business Investment Act, the amount of stock involved is 
the minimu~ required by that act and the regulations thereunder in 
connection with the particular transaction, and the stock is acquired 
by the small business concern for investment and not with a view tp 
its distribution. ' " , 

Amendment of Rule 434A 

This rule permits the use of summary prospectuses which omit in 
pflrt or summarize information set forth in the more complete 'pro~ 
spectus i-equired to be used in connection with the offering and sale 
of securities. Summary prospectuses may be used in the form of 
newspaper advertisements, circulars, etc. as a screening deyice to lo
cate perSons interested in receiving a copy of the complete prospectus: 

The rule was amended during the fiscal year to permit the use'of 
summary prospectuses by a larger group of issuers.1O The rule as pre~ 
viously ill effect permittee1 t he use of summary prosrectuRes Oiliy,'by 

• See Securities Act Release No. 4033 (Feb. 13. 1959). 
,. Securities Act Release'No. <\09<\ (Julle 11. 1959),. 
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registrants which file reports under sections 13 and 15 ( d) of the Se
curities Exchange Act of 1934. The amended rule permits the use of 
summary prospectuses by certain other registrants which do not file 
such reports but which meet certain standards as to size, earnings, 
and the publication of reports. 

Adoption of Regulation E 

The Commission during the fiscal year adopted a new regulation, 
designated Regulation E, which provides a conditional exemption 
from registration under the Securities Act of 1933 for securities of 
small business investment companies which are licensed under the 
Small Business Investment Act of 1958 or which have received the 
preliminary approval of the Small Business Administration and have 
been notified by the Administration that they may submit an ap
plication for such a license." The new regulation, "which exempts is
sues not in excess of $300,000 from registration under the act, was 
adopted pursuant to the new section 3 (c) which was added to the 
Securities Act by section 307 (a) of the Small Business Investment 
Act. 

Regulation E is similar in many respects to the general exemption 
for certain securities, other than those of investment companies, pro
vided by Regulation A. It requires the filing of a. notification with 
the Commission and, except in the case of offerings not in excess of 
$50,000, the filing and use of an offering circular containing certain 
specified information. In general, information is required in the 
offering circular as to the business and investment policies of the 
issuer, its management and its financial condition. The financial 
statements required must be prepared in accordance with generally 
accepted accounting principles and practices but need not be certified 
by independent public accountants. Provision is made for the sus
pension of an exemption in a particular case if the Commission finds 
that any of the terms and conditions of the regulation have not beeli 
met or complied with. 

Adoption of Form N-5 

During the fiscal year the Commission adopted a new form, desig
nated Form N-5, for the registration under the Securities Act of 1933 
of securities to be issued by small business investment companies which 
are licensed under the Small Business Investment Act of 1958 or 
which have received the preliminary approval of the Small Business 
Administration and have been notified by the Administration that they 
may sul;>mit an application for such a license.12 This form is also to 
be used for the registration statements of such companies filed pur
suant to section 8 (b) of the Investment Company Act of H)40. 

11 Securities Act Release No. 4005 (Dec. 17, 1958). 
~ Securities Act Release No. 4004 (Dec. 17. 11!:j8)., 

52\}5::3-5~" 



20 SECURITIES AND EXCHANGE COMMISSION 

The new form is a combination form which enables a small business 
investment company to register lmder the Investment Company Act 
of 1940 and at the same time to register securities for a public offering 
under the Securities Act of H)33 by means of a single registration 
statement. If a company has already registered under the Investment 
Company Act, the form may be used for subsequent registration under 
the Securities Act. If a company desires to register under the Invest
ment Company Act prior to registering securities under the Securities 
Act, the form may be used for this purpose also. 
Adoption of Form S-14 

In connection with the adoption of amendments to rule 133/3 the 
Commission also adopted a new Form S-14.14 This form is designed 
to provide a simplified registration procedure for securities issued 
in a rule 133 transaction where such registration is required and where 
the issuer has solicited proxies under the Commission's proxy rules 
with respect to such transaction. The form provides that the pro
spectus may consist chiefly of the information set forth in the proxy 
statement supplemented by the necessary underwriting and distri
bution data and pertinent information regarding developments in the 
registrant's business subsequent to the rule 133 transaction. 

THE SECURffiES EXCHANGE ACT OF 1934 

Adoption of Rule 16b-8 

The Commission during the fiscal year adopted a new rule under 
section 16 (b) of the Securities Exchange Act of 1934.'5 This section 
of the act provides that profits obtained by certain holders of the 
stock of a listed company from purchases and sales, or sales and pur
chases, of any equity securities of such company (other than exempt. 
securities) within any 6-month period may be recovered by the 
company or by any security holder on its behalf. 

The new rule, designated rule 16b-8, exempts from section 16 (b) 
under certain conditions the receipt from an issuer of shares of stock 
having general voting power and registered on a national securities 
exchange upon the surrender of an equal number of shares of stock 
of the same issuer which do not have such voting power and are not so 
registered, where the transaction is effected pursuant to the provisions 
of the issuer's certificate of incorporation for the purpose of making 
an immediate sale of the shares so received. 

The conditions of the rule, briefly summarized, are that the person 
so receiving such shares is not an officer or director of the issuer or a 
person who was a beneficial owner immediately prior to the trans
action of more than 10 percent of a registered equity security of the 

138up1"aJ Jl. 15. 
"Securities Act Release No. 41Hi (July 16, 1959). 
15 Se~urltles Exchange ACt Release No. 5921 (Mar. 30, 1959). 
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issuer; that the shares surrendered and the shares received are freely 
transferable and, entitle the holders thereof to participate equally per 
share in all distributions of earnings and assets; that the shares 
received must be registered upon issuance in the name of a person or 
persons other than the holder of the shares surrendered and may be 
required to be issued as of right only in connection with the public 
offering, sale, and distribution or gift of such shares; and that no 
shares of the class surrendered or any other shares of the class received, 
are acquired by the person effecting the transaction within six months 
before or after the date of the transaction. 
Amendment of Fonn 8-K 

The Commission during the fiscal year adopted certain amend
ments to Form 8-K, which is the form prescribed for current reports 
filed pursuant to sections 13 and 15(d) of the Securities Exchange 
Act of 1934.16 The amendments relate to the item of the form which 
requires information in regard to matters submitted to a vote of 
security hold.ers, either at a meeting of such security holders or other
wise. The purpose of the amendments was to clarify the item with 
respect to the circumstances under which the informn,tion specified 
in the item is required to be furnished. 

The Commission also invited public comments on certain other 
proposed amendments to Form 8-K designed to bring to the attention 
of investors promptly informn,tion regarding material changes 
affecting the company or its affairs where it appears that the changes 
are of such importance that they should be reported promptly and not 
deferred. to the end of the fiscal year.u The amendments relate to 
matters such as the pledging of securities of the issuer or its affiliates, 
changes in the board of directors otherwise than by stockholder action, 
the acquisition or disposition of significant amounts of assets and 
transactions with insiders. Shortly after the end of the fiscal year 
the time for submitting comments on these proposed changes was 
extended to August 15, 1959.18 

mE INVESTMENT COMPANY ACT OF 1940 

Adoption of Rule 3c-l 

In connection with the adoption of rule 151 under the Securities 
Act,19 the CommiSl?ion also adopted a new rule 3c--1 under the Invest
ment Company Act of 1940 defining the term "public offering", for 
the purposes of section 3 ( c) (1) of that act, to exclude under certain 
conditions, the offering of stock of small business investment com
pn,nies to small business concerns pursun,nt to the requirements of the 

I. Securities Exchange Act Releas(' No. 5734 (July 16, 1958). 
17 Securities Exchange Act Release No. 5979 (June 9,1959). 
18 Securities Exchange Act Rclease No. 60]8 (July 14,1959). 
I. SttlJra, p. 18. 
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Small Business Investment Act of 1958.20 Section '3 (c) (1) of the 
lnvestment Gomlmny:Act provides that any issuer whose ohtstanding 
securities' (other than- short term, paper) are beneficially 'owned by 
not'more than 100 persons and which is 'not making' and does not 
pl;esently prol)ose to make a public offering of its securities1is"not an 
investment company within the meaning of the ack Since'the re"' 
quirements, of: the Small Business Investment Act and the'rules arid' 
regtilations ,thereunder require that':L small business iiri;estment 
co'm:pany in 'its ,role as a provider of capital continually starid ready 
to sell its stock to small business concerns, a continuous disj:>ositionof 
stock by such investment companies,may possibly be interpreted to be 
a/,',puqlic offering." The Commission, therefore, adopteq rule 3c-1 to 
effectuate,the purposes and objectives of the Small Business lnvest
m~p~>A,ct withoutadv:ersely affecting the public investor, intm;est. 
The t~rms and conditions of the rule 3c-1 definition are substantially 
t)le same as those contained in rule 151. 

Adoption of Rule IOf-3-Pennitting Acquisition of Securities of UnderWriting 
, ' :' ,Syn4icates 

'1:0 a~leviate the pl~oblems and administrative burdens involved in 
processing individual applications for relief pursuant to section 10(f) 
of the act, the Commission, in December 1958, adopted rule 10£-3 
exempting,certain limited ,acquisitions of securities by registered in
vestment companies dm:ing the existence of an underwriting, syndi
ca~e, where such acquisitions are not made from affiliated: under-, 
"~riters.?l I,: ·N otice of, the proposed I'll Ie was issued, in .T uli: 1958 22 

and,th:eJcomments received were unanimously in favor or,the adop-, 
~ion of the rule,although a number of suggestions for its modification' 
'~'ere included. " 
; "Section ,-10(.f) of ,the act provides that, an investment company, 
unless, exempted' by rule, regulation or order, is prohibited from pur
chasing a security.c1uring, the existence of an underwriting'syndicate,' 
if any of the principal underwriters are affiliated persons of,the in
vestment company. Before the adoption of rule 10£-3, investment 
companies were i'eqllired in all such cases to obtain an exemptive 
ruling by the Commission prior to the purchase of such ~ecu~'iti~s 
or to p~ll',chnse, them cOllditioneq. on obtaining an exemptive order 
,,·!thjn;sllch,perjo(Js ,o.f time as apartic;ular underwriter,might be 
'~'i,llillg ~~) ,,!n:ant ,evep t110ugh .extending beyond the q.ate of the, publ,ic 
o~~l:i.ng. The ,~1ew r~le permits, th~ investment ,companY"to ,~pake 
such purchases under certain conditions without the necessity of obtain
iI1g'-:~Jl, ~rd,E;lr o{ exemption. ' , " , , ," I,' ' 

"Thi'ough" its experience in considering the many applications for 

"" Investment Company, Act Release No. 2828 (Feb. 13,1959). 
"Ill\'estlllent COlllIHWY Act Uelcase No, 2797 (Dec. 2, 1\l58). 
"J Iuycstmcnt COlIIl'lln.,' Act Relellse No. 2744. 
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relief filed' pursuant to section 10 (f) over the year,s,' the ,Commission 
was in a position to determine what conditions and safeguards;slwuld 
be imposed' in, such situations to insure the protection of investors. 
These include limitations' with i'espe~t 'to the consideration paid" as 
related both to the amount of the offering and the assets 'of the' invest
ment, company. ' In. addition, underwriters' commissions: ,may: not 
exceed· stated amounts,. no purchase,may be' made from. an, affiliated 
underwriter,. and the offering·must be effectively registered und~r the 
Securities Act-of .1933. ,These conditions are designed to permit'pur
chases where~ the circumstances are such as to make: it likely that ,the 
purchases would be consistent-with the protection of investors. _.,~ur7 
chases that do 'not meet the strict ~onditions of the rule ,may, neve~
theless, 'be [exempted by order upon, application, where the' statutory 
standards are 'satisfied. " ",,, " ',,'-.: ' ,": ,j"'JI'; 

Aaoption of Rule '22d~I-Relitting to Variations in Sales Load of R~de~mahle 
'Securi~e8.' . :. '! " • f')I' ' .J ~'i 'j:!:: 

", Section.22~d) . prohibits a registered'investinent company, its,prin~ 
cipo:! underwriter, or a 'dealer' from selling' redeemable securities 1 'of 
the company to any person except at a current public offering, price 
described in the prospectus.' Rule 22d-l' was' adopted by the' Goin
mission :in order to settle and codify administrative iriterpretations 
of the provisions of section 22 ( d) and to provide by -rule 'exemptions 
from its provisions which would: obviate :the necessity for numerous 
individual applications.23 'Thus, the burden is removed from the in'
dustry' of· ;preparing applica,tions under' section; 6 (c), and the Com
mission need . not ;process such exemptions, in cases idelitica.I to .t,IlOse 
where such relief had previously bee'n granted. The restllt of the rule 
is to,ensure uniform compliance with the provisions of section·22(d)·. 

The rule was the product of a cqmprehensive review of the legis~ 
lative·history of section 22(d) of ,the act, and all past administrative 
interpretations and exemptive orders issued.under·that,section. One 
cifthe most important objectives of the rule was to determinethe;ques" 
tion of the availability of·a quantity discount (i.e., a reduced'sales 
charge: for sales ,exceeding an .established 'amount) for persons, who 
:\vere banded together for the purpose of making purchases as a group. 

The.rule ,permits the granting Of· quantity discounts and· does, not 
insist,that the amol,IDt of securities ',must be' determined as of a single 
point, of, time. ,In this respect ithe rule follows previous Gommis
sion decisions ,vhich had· ,permitted' a sales ,loa& discount ,to be based 
upon shares previously acquired:and then owned.phis thelshares,~ing 
purchased;,.1 Purchases 'made within a' period.,of, not more :than', ·13, 
months pursuant to a "letter of intent';' may also beraggregated,'for 
ascertain~ng the quantity entitled to a discount but the agreement 

.. Investme,nt Company Act Release No. 2798 (Dec. 2, 1958), 
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under which such purchases are made must assure that the lower price 
is justified by the quantity actually purchased and that adjustments 
will be made if required. In each of these instances, the inclusion of 
shares of other mutual funds is permitted if the same principal under
writer is involved. 

The rule, however, requires uniform prices to individual investors 
and prohibits quantity discounts to groups of individuals, except in 
the case of a family unit. A trustee or other fiduciary may obtain a 
quantity discount for a single trust estate of which there are more than 
one beneficiary, but quantity discounts may not be allowed on the 
aggregate of sales to a trustee or representative acting for more than 
one account or more than one trust. The rule specifically provides that 
the term "any person" shall not include a group of individuals whose 
funds are combined directly or indirectly for the purchase of shares, 
whether jointly or through a representative or agent of the group. The 
rule in this respect reflects a stricter interpretation than prior Com
mission views under which quantity discounts had been extended to 
trustees, custodians, or agents acting on behalf of members of an 
organization. 

The rule permits sales at reduced prices to tax exempt organiza
tions, following Commission decisions in the past granting such ex
emptive treatment. Sales at net asset value or with a lower load are 
also permitted to be made to officers, directors, and employees of the 
investment company, its underwriter and investment adviser, but writ
ten assurance must be given that the purchases are for investment 
purposes and that the securities will not be resold except through 
the usual redemption or repurchase procedure. Sales.to employee 
pension or benefit plans are included within the exemption afforded 
by the rule. . 

With respect to the reinvestment of distributions the rule per
mits the limitation of reinvestment privileges to participants in a 
systematic investment or dividend reinvestment plan provided all 
shareholders are offered the opportunity to participate in the dividend 
reinvestment plan at any time. All stockholders must be notified of 
the availability of the dividend reinvestment privilege once each 
year by a statement in the annual report or other document. 

The rule has been helpful in stabilizing the pricing methods of 
the mutual funds. The need for individual exemptive orders has 
been substantially eliminated, thus lightening the burdens on the 
companies and the Commission to that extent. The provisions of 
the rule are, of course, subject to review by the Commission, and spe
cific applications for relief may still be submitted. 
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Adoption of Form. N-5-Registration Form. for Small Business Investment 
Companies 

As previously indilmted,H the new Forlll N-5 is a combination 
form which enables a smnJl business investment company to register 
under the Investment Company Act, pursuant to section 8 (b) and 
at the same time to register securities for a public offering under 
the Securities Act of 11)33 by means of a single registration state
ment'. If a company has already registered under the Investment 
Company Act the form may be used for subsequent registration 
under the Securities Act. If!\, company desires to register under 
the Investment Company Act prior to registering securities under 
the Securities Act, the form may also be used for that purpose. 

"' Supra, p. 19. 



PART IV 

'" ADMINISTRATION OF THE SECURITIES ACT OF 1933 ' ' 
. . \ , 

'. The Securities Act, of 1933 is designed' to provide disqI6sure., ~o 
investors of material, 'factsconcern,ing securities p~blicly off,ered, Jor 
safe .by use! of the mails or instrumentalities of interstate C9mPl~1:ce, 
and to prev.ent misrepresentation,. dec~it, or Qther, :fraudule~lt prac
tices,.in the' sale of securitIes. Disclosure if? ~btaine9 by, requjring 
the, issuer i of such ,securities to file with. the ComPlission ,a registra7 
tion statement and related prospectus containing significant ·infor
mation about the issuer and the offering. These documeIlts"are"a'vail
able for public inspection as soon as they are filed. The registration 
statement must become "effective," however, before the securities may 
be sold to the public. In addition the prospectus must be furnished 
to the purchaser at or before the sale or'delivery of the security. The 
registrant and the underwriter are responsible for the contents of 
the registration stntement. The Commission has no authority to 
control the nature or quality of a security to be offered for 'public 
sale or to pass upon its merits or the terms of its distribution. Its 
action in permitting a registration statement to become effective does 
not constitute approval of the securities, and any representation to 
a prospective purchaser of securities to the eontrary is made unlawful 
by section 23 of the nct. 

DESCRIPTION OF THE REGISTRATION PROCESS 

Registration Statement and Prospectus 

Registration of any security proposed to be publicly offered may 
be effected by filing with the Commission a registration statement on 
the applicable form containing the prescribed disclosure. WI1en a 
registration statement relates, generally speaking, to a security issued 
by a corporation or other private issuer, it must contain the informa
tion, and be accompanied by the documents, specified in schedule A 
of the act; when it relates to a security issued by a foreign govern
ment, the material specified in schedule B must be supplied. Both 
schedules specify in considerable detail the disclosure which should 
be made available to an investor in order that he may make an in
formed decision 'whether to buy the security. In addition, the act 
provides flexibility in its administration by empowering the Com
mission to classify issues, issuers and prospectuses, to prescribe appro
priate forms, and to increase, or in certain instances vary or diminish, 
the information required to be disclosed in the registration statement, 

26 
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as the Commission deems appropriate in the public interest or for 
the protection of investors. 

In general the registration statement of an issuer other than a 
foreign government. must. set forth such·matters 3S the names of per
sons . who participate in the direction, management, or control of the 
issuer's business; their security holdings and remuneration and the 
options or bonus arid profit-sharing privileges allotted to them; the 
character and size of the business enterprise, its capital structure, past 
history and earnings and financial statements certified by independent 
accountants; wlderwriters' commissions; payments to promoters made 
within 2 years or intended to be made; acquisitions of property not in 
the ordinary course of business, and the interest of directors; officers . 
and principal stockholdlers therein; .pending or threatened legal 
proceedings; and the purpose to which the proceeds of the offering are 
to be applied. The registration statement of a foreign government 
must contain comparable information in regard to the underwriting 
and distribution of the securities being registered, the natural and 
industrial resources of the country,' its revenues, obligations and ex
penses, a description of the securities being registered, and similar 
matters. The prospectus constitutes a part of the registration state
ment a?d presents the more import,ant.of the required disclosures. 
Examination . Procedure 

The staff of the Division of Corporation Finance examines ea~h 
regIstration statement for compliance with the standards of accurate 
and adequate disclosure and usually notifies the registrant by an in
formalletter of oornment of any material respects in which the state
ment appears to fail to conform to those requirements. The regis
rant is thus afforded an opportunity to file a curative amendment. 
In addition,the Commission has power, after notice and'opportunity 
for hea.ring, to issue a "stop order" suspeJiding the effectiveness of a 
registmtion statement. In certain cases, such as where a registration 
st.atement is so deficient as to indicate a willful or irresponsible failure 
to make adequa.te disclosure, no letter of comment is sent and the 
Commission eit.her institutes an investigation t.o determine whether 
stop-order proceedings should be instituted or immediately institutes 
stop-order proceedings. Information a:bout the use of this stop-order 
power during 1959 appears below under "Stop Order Proceedings." 

Time Required to Complete' Registration ' 

Because prompt examination of a registration statement is impor
tant to industry, qle Commission completes'its analysis as promptly 
as possible. Congress' pl~ovided for' 20 days' il'l the' ordin'~ry' case 
between the filing date of a registration statement or of an, amend
ment thereto and the till).e it may become effectiv;e. This .waiting 
period is .designed to provide investors with an opportunity. to be
come familiar with the proposed offering. Information disclosed in 
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the registration statement is disseminated during the waiting period 
by means of the pre.liminary form of prospectus. The Commission 
is empowered to accelerate the effective date so as to shorten the 
20-day waiting periocl where the facts justify such action. In exer
cising this power, the Commission is required to take into account 
the adequacy of the information respecting the issuer theretofore 
available to the public, the facility with which investors can under
stand the nature of and the rights conferred by the securities to be 
registered, ancl their relationship to the capital structure of the 
issuer, and the public interest and the protection of investors. The 
note to rule 460 under the act indicates, for the information of inter
ested persons, some of the more common situations in which the Com
mission believes that the statute generally requires it to deny accelera
tion of the effective date of a registration statement. 

The number of calendar days which elapsed from the date of filing 
/0 t.he effective date of the median registration statement with re
spect to the 925 1 registration statements that became effective during 
the fiscal year ended June 30, 1959, was 28. The number of such 
calendar days in the 11:)1)8 and 1957 fiscal years was 24 and 23, 
respectively. 

These 28 calendar days for the median registration statement in 
the 1959 fiscal year were divided among the three principal stages 
of the registration process as follows: 

( a) from the date of filing the registration statement to the date 
of the staff's letter of comment, 17 days; 

(b) from the date of the staff's letter of comment to the date of 
filing the first material amendment after such letter, 6 days; 
and 

(c) from the date of filing the first material amendment after 
the staff's letter of comment to the effective date of registra
tion, 5 days. Holidays as wel] as Saturdays and Sundays 
are included in these numbers of days. 

The increase in elapsed time is a reflection of the substantial in
crease in the number of registration statements filed, as indicated 
below, and of the fact that a la,rge number of these statements related 
to new or unseasoned ventures which required relatively more time 
and effort in making an appropriate review. 

VOLUME OF SECURITIES REGISTERED 

Securities effectively registered under the Securities Act of 1933 
during fiscal 1959 totalled $15.7 billion, 5 percent less than the record 

1 Does not Include 149 regltsratlon statements of investment companies filed and 
effective as amendments to previously effective registration statements pursuant to 
section 24(e) of the Investment Company Act of 1940. The number of calendar days 
elapsed from the date of filing to the effective date of registration of the median (average) 
of these 149 registration statements was 22. 
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$16.5 billion registered the previous year. The number of registra
tion statements filed was 1,226, 34% greater than in 1958. During 
the 25-year history of the Commission, approximately $160 billion 
of registrations have become effective, $71 billion in the last 5 fiscal 
years. The lowest annual volume of registrations was $659 million 
in the wartime year 1943. The chart below shows the dollar amount 
of effective registrations by fiscal years from 1935 to 1959. 

VOLUME OF SECURITIES REGISTERED WITH THE S. E. C. 
1935 - 1959 

20 
(00110" Billions) 

15 

10 

1935 1940 1945 1950 1955 \ 1960 

(Fiscal Yean) 

05·3972 

These figures cover all securities effectively registered, including 
new issues sold for cash by the issuer, secondary distributions, and 
securities registered for other than cash sale, such as exchange trans
actions, issues reserved for conversion and issues reserved for long
term options. Of the dollar amount of securities registered in 1959, 
77.3 percent was for the account of issuers for cash sale, 17.5 percent 
for account of issuers for other than cash sale and 5.2 percent was 
for the account of others, as shown below. 

A.ccount for which securities werelregistered IInder the]Securities A.ct of 1933 during 
the fiscal year 1959 compared with the fiscal years 1958 and 1957 

1959 In Percent 1958 in Percent 1957 in Percent 
millions of total millions of tOLal millions of total 

--------------1·-------------------
Registered for uCL"OunL of issuers for cash sale ____________________________________ _ 

R~f:~e~:J!~~I:~c_~~:. ~~ !~~~~~~ _f~:_ ~~ ~I~~._ 
Registered for account of others than the 

$12,095 77 :{ $1~, 281 80.5 $12,OlY 82.2 

2,746 17. r. :1,008 18.3 2,225 15.2 

Issuers __________ ........... _. __________ _ 815 5.2 201 1.2 380 2.6 -------------------
TotaL ............ _ ............... _. 15, ti57 100.0 16,490 100.0 14,624 100.0 
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Securities to be sold for cash for account of the issuer amounted 
to $12.1 billi'on' in' 1959; a :decrease of $1.2 billion over ·the previous 
year. ' This reflects 'a 2:3 percent .decrease, about $L6 billion, in the 
volume of debt securities, partially offset by a small increase in' the 
volume of common stock.' Debt securities made up $5.3 billion of 
the 1959 volume, preferred stock $400 million and common'stock $6.4 
billion. Iilvestment company securities showed' a sharp increase in 
1959 and accounted for 60 percent of the total for comlllOI~ st()~k 
compared with less than one-half in fiscal 19;')8. 

The number of statements, total amounts registered, and a classi
fication by type of secllrity for issues to be sold for cash for account 
of the issuing compallY is shown for each of the fiscal yea.rs 1935 
through 1959 in appendix table 1. More detailed information for 
1959 is given in appendix table 2, while 5-year summaries of such infor
mation for the 25-year period appear in part II of appendix table 1. 

The amount of securities registered by investment companies in
creased almost 50 percent in 1959 over the previous year while that 
registered by communication companies decreased 80 percent. Among 
the smaller groups, the trade group aggregate showed an outstanding 
increase. Securities classified by industry, registered for cash sale 
for 'account of issuers in each of the last 3 fiscal years are 8ho,,-n 
below: 

1959 in Percent 1958 in Percent 1957 in 
millions of total mIllions of total millions 

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

$1,974 16.3 $2,239 lfi.9 $2,674 
128 1.1 110 .8 283 

i\lanufacturillg ____ . _____________________ _ 
Extractive _______________________________ _ 

2,726 22.5 3,373 25.4 2,951 
41 .3 52 .4 \12 

Electric, gas and water. .. ____________ .. __ _ 
Transportation, other thau railroads .. ___ _ 
Communlcation ___ . _____________________ _ 591 4.9 2,978 22.4 2,030 
Investment companies .. _________________ _ 4.329 35.8 2,919 22.0 2,614 
Other financial and real estatc ___ .. ______ _ 880 7.3 '1, \09 8.4 952 Trade ___ .. _______________________________ _ 543 4.5 34 ;2 84 
serv�ce ____ . _____________________________ _ 76 .6 29 .2 33 ConstructlOn_! __ .. c _____________________ _ 75 .6 25 .2 -------------------------

Total·corporate_~ __________________ _ \1,363 93.9 12,868' 96.9 li,733 
Foreign governments ____________________ _ 732 6.1 412 3.1 286 

---------------TotaL _____________________________ _ 12,095 100.0 13,281 100.0 12,019 

, Investment company issues were classified as f~llows: 

1959 in 
millions 

Open-end companies ,______________________________________________ $3,760 

1958 in 
millions 

$2,784 

Percent 
of total 
---

22.2 
24 

24.5 
.9 

IH.9 
21.8 
7.9 
.7 
.3 

-------------
97.6 
2.4 

---
100.0 

1957 in 
millions 

$2,361 
Closed-end companies __________ . ____ ______ ____ ______ _______________ 140 12 ------------

123 253 Face amount certificate cOIllPallles .. ________________________________ 
I 
___ 429_

I 
____ 

1 
___ _ 

TotaL _________________ ~ _________ ____________ _________________ 4,329 2,919 2,614 

1 Periodic payment plans or thClr underlying securitlCs are included. 

Of the net proceeds of the corporate securities registered for cash 
sale for 'the account of issuers in fiscal 1959, 53 percent was desig-' 
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nated for new money purposes, including plant, equipment, and work
ing capital, 1 percent. 'for retirement of securities, 43 percent for 
purchase of securities, principally by investment companies and ,3 
percent for all other purposes. 

REGISTRATION STATEMENTS FILED 

During the 1959 fiscal year, 1,226 registration statements were filed 
for offerings of securities aggregating $16,622,890,371, an increase of 
34% over the 913 registration statements filed during the 1958 fiscal 
,yen,r for offerings amounting to $16,913,744,964. 

Of the 1,226 registrati<:>n statements filed in the 1959 fiscal year, 472; 
or 39 percent, were filed by companies that had not previously filed 
any registration statement under the Securities Act of 1933. Com
parable figures for the 19,58 and 1957 fiscal,years were 254"or 28 per
cent, and 305, or 32 percent, respectively. 
, A cumulative -total of 15,930 registration statements has been filed 

under'the act by 7,397 different issuers covering proposed offerings of 
securities aggregating over $167 billion' from the enact'ment of, the 
Securities Act of 1933 to June 30, 1959. ' , 

Particulars regarding the disposition of all registration statements 
filed under the act to June 30, 1959, are summarized in the following 
table. 

Number and disposition oj regiotration statements filed " 

Prior to July I, Total 
July I, 1958, to June 30, 

1958 June 30, 1959 
1959 

~egis~ration statements: . Filed ____________________________________ , _____________________ _ , 14,704 1't.1,226 ,'15,930 
I------~I--------I----~~ 

Disposition: ' r Effective (net) __ ·____________________________________________ b 12,823 0 1,064 d 13,871 
Under stop or refusal order__________________________________ 196 6 202 
Withdrawn_________________________________________________ 1,540, 65 1,605 
Pending at June 30,1958____________________________________ 145 ___________ c ___________ _ 
Pending at June 30,1959____________________________________ ____________ ____________ 252 

TotaL ___________________________________________________ _ 
Aggregate dollar amount: 

~~ ~~~~t~~e ~l~igmlons)-----:::::::::::::::::::::::::::::::::::::: 

14,704 

$150.7 
147.2 

$16,6. 
15.7 

15,930 

$167,3 
162.9 

• Includes 153 registration statements covering proposed offerings totalling $3,774,427,154 tiled by inveRt· 
ment companIes under section 24(e) of the Investment Company Act of 1940 which permits registratIOn by 
amendment to a previously effective registration statement, 

b Tho gross number of registration statements that became effective, including such statements that 
were subsequently withdrawn or placed under stop order, was 13,273 as of June 30, 1958, 

, Excludes lOJegistration statements that became effective during the year but were subsequently with· 
drawn; these 10 statements are counted in the 65 statements withdrawn during the year. 

d Excludes 2 registration statements that became effective prior to July I, 1958, which were placed under 
stop order during the 1959 tlscal year! and also excludes 14 registration statements effective prior to July I, 
1958, that were withdrawn during tne 1959 tical year; these 2 and 14 statements nre counted under stop 
orders and withdrawn, respectively. 
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The reasons given by registrants for requesting withdrawal of 
the 65 registration sta.tements that were withdra,wn during the 1959 
fiscal year a.re shown in the following table: 

Number of Percent 
statements of total Reason for registrant's WIthdrawal request 
withdrawn withdrawn 

1. Withdrawal requested after receipt of the staff's letter of comment____________ 12 
2. Reglstraut was advised that statement should be withdrawn Or stop order pro-

t 8~:r~ E~i~;io~:~~~~::::::::::::::::::::::::::::::::::::::::: ::::: 3~ 
5. Financing obtained elsewhere_________________________________________________ 1 
0. Regulation A could be used___________________________________________________ 1 
7. Insufficient funds raised under escrow agreement______________________________ 2 
8. Registrant was unable to negotiate acceptable agreement with underwriter____ 1 

1----) 
TotaL______________ _ __ _ _ ___ _____ __ ___ _ _ _ ___ __ ___ __ __ _ ______ __ _ _ __ __ ___ ___ 65 

RESULTS OBTAINED BY mE REGISTRATION PROCESS 

18 

8 
05 
10 
2 
2 
3 
2 

100 

The staff's examination of registration statements often results 
in significant changes being effected in order that adequate disclosure 
will be made to the investing public. These changes cover a wide 
range of subject matters. Examples of disclosures made as a result 
of the staff's examination are set forth below. 
Disclosure of Speculative Features 

A registrant organized to produce electronic equipment filed a 
registration statement for 175,000 shares of common stock (par value of 
75¢ per share) to be offered at $5 a share, the underwriting commission 
to be $1 per share. Examination of the registration statement re
vealed that certain speculative features of the proposed offering had 
not been adequately disclosed. 

The prospectus, as filed, stated that the book value of the company's 
shares prior to the offering was approximately 96 cents but that after 
the offering it would be approximately $1.86 per share. The registrant 
was required to include a further statement that such increase would 
be contributed by the public investors. The registrant was further 
required to disclose that the undel"\"\-riters at a total cost of $75 had 
acquired 75,000 shares of the company's stock representing 15 percent 
of the total amount of such stock to be outstanding, whereas if all 
of the shares offered were sold, public investors would pay $875,000 
for 35 percent of the stock to be outstanding. 

The company was also required to point out in the prospectus that: 
(1) it proposes to operate in fields where large expenditures for re
search and development are considered normal and necessary; (2) 
competition is intense, there being many companies, some with sub
stantially greater resources than the registrant, conducting research 
and development work in the same general areas; (3) because of 
research and development work being done, it is possible that one or 
more of the registrant's proposed products may became obsolete before 
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production is started or at any time thereafter; and (4) only actual 
production can determine the cost at which any of registrant's pro
posed products can be produced and only marketing can determine 
the prices at which they can be sold and the extent of the demand for 
them. 
Disclosure as to Use of Proceeds 

A company engaged in the business of acquiring and developing 
oil and gas properties filed a registration statement covering $1,500,000 
of 6 percent convertible debentures due 1969, to be offered initially to 
its stockholders by means of subscription rights. The underwriter 
agreed that within 6 business days after the termination of the rights 
offering it would purchase or find purchasers for debentures not taken 
down by stockholders so that the company would receive the proceeds 
from at least $400,000 principal amount of debentures. The under
writer also agreed to use its best efforts for 60 days after the termina
tion of the rights offering to find purchasers for debentures not taken 
down by stockholders. 

As originally filed, the prospectus indicated that the great bulk of 
the net proceeds was to be used for acquisition of new properties and 
development of properties then held. However, an analysis made by 
our staff of the financial position of the company and its future cash 
needs disclosed that the company was in a precarious cash position, 
that on the basis of the prior year's operations cash requirements 
during the next 18 months would be substantially in excess of the 
amount of cash that would be generated during that period and that 
therefore the purpose of the offering was not to acquire and develop 
properties, but to remedy the company's serious financial situation. 
As a result of numerous comments made by the staff, the prospectus 
was extensively revised and there was set forth in the forepart thereof, 
a one and one-half page statement regarding the proposed offering 
and the company's financial problems, including the following cate
gorical statements: 

1. The purpose of the offering was to alleviate the company's 
shortage of working capital; 

2. The company had a working capital deficit of $4-88,635; 
3. Current liabilities included $87,835 of notes payable given for 

past due accounts payable; 
4. Past due accounts payable and past due notes payable amounted 

to $256,572 and $86,335 respectively; 
5. The total amount of funds required to remedy the working capi

tal deficit and retire long term debt maturing within the next 18 
months Was $1,195,204; 

G. Since, on the hasis of the previolls year's financial l'Pport, the 
company's operations would geJl(watc only $~3!),000 of cash durillg-
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the next 18 months, cash, requirements would exceed cash generated 
by $860,000; . 

7. The minimum principal amount of debentures required to be 
sold to meet the companY's present and anticipated cash, needs was 
$1,050,000 ; 

8. Past due accounts and notes payable which might not. be paid if 
sufficient ftmds were not realized through sale of the, debentures 
might be enforced ,through legal proceedings; , . 

9. No priority would be accorded the debenture holders as'to prin
cipal or interest vis-a-vis other general credi~ors in the, event. the 
company's cash needs were not met thro,ugh the sale of debentures or 
otherwise . .' , " 

'While a skilled financial analyst, after study and analysis, might 
have been able to deduce some of the information set forth aboYe, 
none of the statements recited was contained in the prospectus as 
originally filed. It is,fair to assume,that the av:~rage investor would 
have been materially misled by the prospectus 3,S originaJly filed. 

Revision of Summary of Earnings 

A corporation which had both domestic and foreign subsidiaries 
filed a registration statement containing financial statements which 
failed to reflect sigilificant losses from the operations 'of one of' the 
foreign subsidiaries. After ~ur staff determined this fact dui'ing the 
course of the examination procedures and discussed it with the 'cor
poration's represen'tatives, the financial statements were appropriately 
amended to include provisions for the foreign subsidiary's losses. 

'The e,ffectof such revision was to reduce net income ~for 1956, 1957, 
and 1958 by approximately $164,000, $88,000, and $10,000 respectively'. 
After this revision net income per share for the' 3 years 'was $0.06, 
$0.04: and $0.09 per share, or reductions of approximntely 76, 70, and 
10 percent, respectively. 

Disclosure as to Operations 

A company engaged in the de\-elopment and pr~ducti9n of certain 
electronic equipment filed a registration statement covering 240,000 
shares of common stock at the par value of 75 cents a share. The of
fering price was $6 per share ,and the underwriting commission was 
$1 a share. In reviewing the registration statement it. was noted that 
the proposed offering was to be made on an extremely high price
earnings ratio and price-book-value ratio. Accordingly the regis
trant was required to amend the prospectus to state that the price of 
the share~ being offered had been arbitrarily determined by thj3 board 
of directors and did not bear any relationship ,to assets or earnings of 
the compa,ny. It, was further required to be pointed Ollt' that the 
offering price ,was 312 times the unaudited earnings per share for the 
last fiscal year and 13.2 times the net tangible book value on the basis 
of the company's balance sheet. 
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"With respect to the company's operations, the company ,was re
quired to state in regard to one of its lines of business that it had at 
~ll ~imes operate,d substantially below production capacity and that 
during a recent month, for example, it operated at about 7.5 percent 
of such capacity, leaving 92.5 percent of its capacity idle. The com
pany was further required to point out that it had not yet engaged 
regularly in the production of certain machinery for commercial use 
and had no assurance as to the size of the market for such machinery 
or the acceptability of the company's products in such market. 

STOP ORDER PROCEEDINGS 

Section 8 ( d) provides that if it appears to the Commission at any 
time t4at a registration statement contains an untrue statement of a 
material fact or omits to state any material fact required to be stated 
therein or necessary to make the statements therein 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 offering cannot lawfully be made, 
or continued if it has already beglUl, until the registration statement 
has been amended to cure the deficiencies and the Commission has 
lifted the stop order. 

The following table indicates the number of proceedings under. sec
tion 8(d) of the act pending at the beginning of the 1959 fiscal year, 
th~ number initiated during the year, the number terminated and the 
number pending at the end of the year: 
Proceedings' pending at beginning of fiscal yeaL~ __________ ' ________ ~ ___ . 7 ~ 
P.roceedings initiated during fiscal year ____________________ :... __________ 13 20 

Proceedings terminated during fiscal year: 
'By issuance of stop orders 1 ________________________________ :.____ G 
By withdrawal of registration statement ________________________ -:_ 1 7 

Proceedings pending at the end of, the 1959 fiscal year _______ ~__________ 13 

Shortly after the end of the fiscal year stop orders were issued in 
two of the proceedings which were pending at the end of the fiscal year 
and a third proceeding was dismissed. The two proceedings in which 
stop orders were issued are included in the proceedings described 
below. 

Comico Corporation.-Comico Corporation is a DehtWl~re cor
poration organized in 1957 for the purpose of exploiting a deposit 
of silica material located in Arkansas and held under a leasehold as
signed to the company by its promoters. The company fih~d a regis
tration statement covering a. proposed public offering of 750;000 
shares of common stock at $2 per share. The Comm~sion institu~ed 

. ~!:

lOne of these proceedings, Woodland Oll & Gas Co. Inc., was described. in. the Com
mission's 24th Annual Report, p.40. 

1129523-59--6 
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fuv;es't~ga:tiv~ hearipgs to dete!'iniJ?e-whether a stop order should-i~e. 
Following these hear~ngs -andiprior to the effective date of the regis" 
tr~fiJIi 'statement the Commission instituted stop ol'der proceedings. 
Prior to',the 'in~titution of the stop order proceedings, the registrant 
filed' an 'applicatio~ for, withdia wal of the registration st~tement which 
was,denied by the Commission. _ 

T4e registration statement c~ntai~ed a lengthy and optimistic dis
cussionof the' uses and 'marketS for the minerals in the registrant's 
leasehold. ::The Corri~issio~' fOU~ld -this statement materially mis
leading, among other, things, because ·it was not based upon any fac
tual engineering or m~~ket survey. The Commission found that the 
registration statement was also misleading for failure to disclose prior 
misuccessful attempts to"d'evelop the property leased by the registrant 
and for failure to fully and adequately disclose the proposed use' of the 
proceeds' of the 'offermg, the compensation to underwriters and the 
interests of 'mdnagement in transactions with the registrant. More
over,' the registrat"ion statement failed, to indicate clearly that'the 
m-anagement' would receive 660;000 shares of the registrant's stock 
for $25,000, whereas the public would be asked to pay '$1,500;000 for 
750,006 shares. : Other defiCiencies included the failure to disclose 
the provisions of the lease and the obligation to' pay unusually' high 
royalties,' and, the ,failure to set forth clearly ill one place the specula
tive .feature of the registrant's business and securities. The Com
mission issued a'stop order suspending the effectiveness of the regis
tration statement.2 

Diversified Oil and Mining ~orporation.-This company was 01'7 

ganized- as ,a· spin-off from Shawano Development Corporation,and 
engaged principally in the acquisition of interests in and the opera
tion of oil and gas properties. It:filed a registration statem~nt cove~~ 
~ng a propoSed public, oiferingof 2,500,000 shares of $1 pal' 6 percent 
convertible, noncumulative, preferred stock, and warrants to pUl,'chase 
at $2 per share 500,000'shares of the company's 10 cent par common 
stock:-:-Th~H:;~(mrities ;were ,to; be; qffered in units of 25 shares of pre
f~~~ed:stoc¥::an9. ,5 warrants at it price of $25:50 per unit. 
:-J.'he statem~l}t o:f.matters to be considered at the hearing in a stop 
ord,er ,.proceedings challenged the adeq1lacy and accuracy of the in
formation disclosed in the registration statement in numerous re~ 
spects, including information given with'respect to the proposed plan 
o(~~~t:ributiqn"the us~ of the proc,eeds, the description of the business 
aIl9.: f3~uri_t~es ;of. the, registrant, transactions: with the promoters and 
poss,i!:)l,~ [lia,biWies, for ,the previous sale of, unregistered, securities. 
Pri9r,to ~he-commencement oHhe hearing, the registrant submitted a 
~t~pw~ti9n,i in ~h~ch it waiv~d a hearing and the post-_hearing pro
cedures provided for in the Commission's rules of practice and con-

o .' • " ,." ,. , ',' .' ~, ' , 

• Securities Act Release No. 4050 (Apr, 27, 1959), 
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sented to the entry of an order suspending the effectiveness of the 
registration statement. Thereafter, the Commission issued an order 
suspending the effectiveness of the registration statement.S 

Fort Pierce Port & Terminal Company.-This company was or
ganized in 1956 primarily for the purpose of acquiring harbor front 
property at Fort Pierce, Fla., to be developed and operated as a deep
water port facility. The company filed a registration statement cov
ering a proposed public offering of 2,138,500 shares of its $1 par com
mon stock at $1.25 per share. 

The company's properties, consisting of 3,000 feet of harbor front 
and certain other properties on nearby Causeway Island and on the 
mainland, were acquired by promoters of the company (including 
Joseph C. Mackey, board chairman, and H. A. Ramsey, president) 
with the intention of selling them to the company. The promoters' 
cost was $155,000 in cash and the assumption of mortgages aggregat
ing $608,750. The properties were transferred to the company at an 
appraised value of $1,838,500, the company assuming the $608,750 of 
mortgages and issuing $1,229,500 par value of stock to the promoters. 
Subsequently, the company acquired 64.4 acres of submerged lands 
from the State of Florida for $3,220. 

Various references in the prospectus to the appraised value of the 
company's properties were questioned by the Commission's staff in
cluding the $430,000 appraised value of the property acquired from 
the State of Florida for $3,220. According to the staff there appeared 
to be a lack of adequate basis for the values determined by the ap
praisal. The properties acquired from the promoters were carried in 
the company's balance sheet at the appraised valuation ($1,838,250) 
contrary to generally accepted accounting principles, and the pro
spectus failed to contain proper disclosures with respect, among other 
things, to (1) the competitive traffic situation in relation to the port 
development project, including the results of a study of the facilities 
made in 1957 by the U.S. Army Engineers; and (2) the speculative 
feature of the proposed offering. The Commission instituted stop 
order proceedings with respect to the registration statement.4 

Prior to completion of the proceedings, the company filed an ap
plication for withdrawal of the registration statement. In its appli
cation the company conceded "certain inaccurate statements of ma
terial facts and certain omissions of material facts" and agreed that 
correction would be made in any new registration statement which 
might be filed by the registrant, although the company stated that it 
did not intend to proceed with its stock offering at that time. The 
Commission concluded that withdrawal would not be inconsistent 

3 Securities Act Release No. 3971 (Oct. 2, 1958). 
• Securities Act Release No. 3951 (Aug. 6, 1958). 
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with the public interest and the protection of investors and consented 
to the withdrawal of the registration statement.5 

Funeral Directors Manufacturing and Supply Company.-This 
registrant was organized in Kentucky in 1954 for the purpose of 
manufacturing plastic grave vaults and plastic and aluminum caskets. ' 
It filed a registration statement covering a proposed offering of 199,-
907 shares of the 'registrant's common stock at $100 per share. The 
registration statement represented that registrant owned no property 
but that, depending on the success of the offering, it intended to pur
chase or construct warehouses and plants and factories. 

The Commission found that the registration statement contained 
material misstatements and omissions of material facts with respect 
to the state of the development work necessary to effect volume pro
duction of the registrant's products and failed to disclose the length 
of time it _ would take to effect full production. The registration 
statement also failed to list two officers employed by the registrant 
~~d, stated that the remuneration to be paid registrant's officers had 
!lot been determined or authorized ,when, as a matter of fact, such 
rem"uneration had been authorized and the registrant had incurred 
a substantial contingent indebtedness to its officers. The registra
tion, stateme~t also stated that there were no, agreements to recom
pen~ any promoter for past or future services when, in fact, regis
trant was indirectly indebted to a promoter, who was the president 
of the'registrant, for accrued rents, utilities, and services. 

A post-effective amendment to the registration statement not only 
failed to,~orrect the previously existing deficiencies but was itself de
ficient in additional material respects. 

At 'the close of the case presented by the Commission's staff, the 
registrant admitted that the disclosures made in the registration state
ment, and in the post-effective amendment were inadequate and that 
material events and changes which had occurred since the statement 
beCame effective were not disclosed in the post-effective amendment. 
J1le registran,t consented to the issuance of a stop order by, the 
Commission.6 ' 

_, Industr~ Transistor Corporation.-The registrant, was organ
ize~ in Ne~~ York in December 19&3 and engaged in the manufacture 
and sale of.transistors. ' It filed a registration statement in 1958 cover
ing a proposed public offering of 135,000 shares of lO-cent par value 
common stock an4, in addition, 36,000 transferable 5-yearwarrants 
for, the purchase of 1 share of common stock per warrant and the 
?6,OOo' shares of common stock subject to such warrants. Proceedings 
were instituted to determine whether a stop order should issue sus-

• Securities Act Release No. 8960 (Aug. 27. 1958). 
• Securities Act Release No. 4071 (Apr. 28. i959). 



TWENTY-FIFTH ANNUAL REPORT 39 

pending the effectiveness of the registration statement. Amo~g -the 
deficiencies found to exist are those described below. 
" : -The prospectus failed to contain an adequate and accurate, state
ment with respect to the volume of the registrant's production, the 
amount of sales to the customers listed in the prospectus, the regis
trant's competitive position in the industry and the nature of its sales 
and distribution arrangements. The financial statements included' in 
the prospectus were not prepared in, accordance with the Commis
sion's requirements and good accounting practice. 'For example; sales 
returns were not shown as a deduction from sales but were treated'as 
purchases of raw material. The income statement showed a net profit 
from operations for a 4-month period of over $17,000 whereas, if it 
had been properly prepared, it would IULve -shown Ii substantial: loss. 
'.' The prospectus failed to disclose that the compensation of'the 
underwriter included the difference between- the exercise price of the 
36~000 warrants which the under\vriter was to receive and,the market 
price of. the stock. ' The 'prospectus \vas also' misleading- in' stating 
'that the underwriter was to pay 1 cent for each, warrant, whereas it 
does not appear that any arrangement was made for such payment~ in 
'addition, the prospectus failed to state the possible adverse effect upon 
'the registrant and its security holders of the' granting of warrants to 
the underwriter and to certain other persons, and to state adequately 
and accurately the purposes for which proceeds from the saIe of tlie 
sec'urities were to be used. ' ; I 

The Commission issued a stop order suspending the' registration 
,statement shortly after the end of the fiscal year.7' Subsequently, the 
registrant amended the registration statement to make appropriate 
disclosure in accordance with the Commission's decision and the Com
mission lifted its stop order, thus permitting the registration state-
ment to become effective.8 ' 

Managed Funds Incorporated.-The registrant, an open-end man
agement type investment company registered under the Investment 
Company Act of 1940, was organized under the laws of Delaware in 
1946. The promoters were Hilton H. Slayton, Hovey E.' Slayton, and 
Thomas W. Ruth. Hilton Slayton was president and a director, and 
Hovey Slayton was a vice president and a director, of the registrant. 
The registrant filed a registration statement under the Securities Act 
of 1933 in 1954 and subsequently registered additional secufities by 
amendment as permitted by section 24 ( e) of the Investment Company 
Act. The Commission instituted proceedings under the Securities Act 
to determine whether a stop order should issue suspending the effec-
tiveness of the registrationstatement. '; 

1 Securities Act Release No. 4116 (July 17,1959). 
8 Securities Act Release No. 4120 (July 24, 1959). 
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The proceedings developed the fact that although Slayton Associ
ates, Inc., all of the voting stock of which was owned by Hilton and 
Hovey Slayton, was under contract with the registrant to act as its 
investment advisor and had been paid for such services, it had entered 
into a contract with Stephen M. Jaquith, a registered representative 
of a brokerage firm, under which Jaquith was to perform the services 
of investment advisor for the registrant. For his services, Jaquith 
and his firm received substantial compensation in the form of com
missions on securities transactions. A portion of these commissions 
were, at the direction of Hilton Slayton, credited to two other in
dividual's, one his brother-in-law and the other a director of the reg
istrant and the Slayton's former attorney. This contract with Ja
quith was not disclosed in the registration statement nor had it been 
approved by the stockholders of the registrant as required by the 
Investment Company Act. 

The record showed that the board of directors gave scant attention 
to the management of the registrant; made no effort to be informed 
concerning registrant's policies and whether such policies were being 
followed; made no decisions concerning purchases and sales of port
folio securities and generally permitted the registrant to be managed 
by the Slay tons without consultation with or approval by the board 
as a whole. None of this was disclosed in the registration statement. 
The prospectus represented that the operations of the registrant were 
under the supervision and direction of its board of directors and 
failed to point out that the Slay tons were assuming the functions of 
the board of directors in directing the operations of the registrant. 

The prospectus represented that the principal objective of the regis
trant was capital growth, that such investment policy would result 
in normal turnover of portfolio securities and that dividends would 
be paid quarterly based on the receipt of income or profits on securi
ties held. These representations "ere materially misleading since the 
registrant did not follow the stated policies but instead followed the 
policy of investment for the purpose of providing a flow of cash to 
its stockholders at a high uniform rate and engaged in a policy of 
excessive portfolio turnover. 

The prospectus was also misleading in failing to disclose that the 
registrant's policy of realizing capital gains for the purpose of making 
quarterly distributions to shareholders was deleterious to the position 
of the shareholders in several respects. First, it required a high rate 
of portfolio turnover which resulted in the payment of large amounts 
of brokerage commissions and the payment of higher prices on the 
repurchase of identical securities immediately after their sale. Second, 
it further reduced the invested capital of shareholders who reinvested 
their distributions, since a sales load was charged on such reinvest
ment. Third, it did not take into consideration whether proper 
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management would require the sale' of seCurities I in' w4ich ~l1~t;~mr~~l:: 
ized,depreciation existed and thus avoid; makingdistrib:utions :whiCfh 
were tax'able'to shareholders. Fou:rth,as notl3d abo;ve",the policYi;()f 
distributing capital gains quarterly 'was not consistent, with' j;h~ Qb-, 
jectiye:of capita;} growth of the portfolio.: ':' ' 
.;1 It was registrant's policy to place a portion of the oI:ders for"tran.s
actions' in portfolio securities with broker"dealers, who, sqld, its .sl13:r.~s; 
Reciprocal business in the volume, of, eight'or.~nine lltilliondo}lars,;v\;as 
directed to approximately' 36 dealers for the fiscal year, endediN ovem,: 
b~r 30, 1958. The Commission rheld.that the· prospectus. ·should· haye 
disclosed that. brokerage transactions ,wete directed, to 'broker-dealers 
who had sold shares of the.:registrant. : .In addition, the Iprpspectus 
should have disclosed that obligations ,for merchandisel:and· seryices 
rendered to the registrant's unuerwritersrand, investment[;advisors 
~ere' being satisfied' by ,directing to -the suppliers, brokerage :c~fumis
si6~s on transactions in the portfolio securities of,the registrant .. ,'r.hese 
disclosures should have accompanied the statements.inthe prospectus 
of the amount of sales load reallowed ,to dealers, to, make, these ,state
ments not·misleading .. ' _' 
;, On' the,basis of the·Conuniss.ion's findings, a·stop 'order:was" entered 
shortly after the' end of the' fiscal. year, suspending, -the e~ectiveness 
of~heregistrationstatement.?,. ',. - . 
'J, :Mon-O-Co. Oil Corporation~':"'-Registrant, a Montana, :co:r.por,at~()ll, 
w~ organized.in '1940 and 'engaged in.:the acquisition: ofl oil and :gas 
leases and exploration for oil and gas.-- . It ,filed:a notification and:offer~ 
ing·.circular. under regulation: A in· March; 1957: for j the; 'purpoi'l.e .of 
obtaining an exemption from registration, with-.respect, to' an:.offering 
to its stockholders, pursuant to preemptive rights,.of. 4,000 st~ck;,units; 
each unit consisting:of one share Of class A'stockland, 24 shares of-class 
B stock-at $75 per unit and an offering, of 14,47.4 stock-units in,exchange 
for certain' working iI).terests held.bY·Lpublic:.investors,,~ Tohe ,Cqmc 

mission thereafter temporarily suspended the exemption., -; In' JulY. 
1957,. the reg.istrant.filed a registration statement :covering, the"saine 
offering, plus ali· additional offering of 4,000· stock: units Ito:-the stock., 
holders. ; Prior. to the effective date, of the :registration .statement~,'the 
Commission· instituted stop: order 'proceedings ;~hi~h ;were consolidated 
~ith proce~dings' to detei-mine, whether,,·theeorder .. suspending, the 
regillati6n A exemption sItoul(tbe,vacateq or; made JpermanepL [i~: ' 

, f' The Commission determined that the 'regulation,Alexe~pt~OIi shoUld 
be permanently. suspended; on the grounds" among[otherltp.ings,·.that 
the, offering. circular contained false' and ,misleading. statements. of 
m!!-ter.ial f~cts and that the amount of theofferi~g:exceed~d the maxi~ 
mumlltmount.of·$300,000 permitted for offeringsrunder:regulation·A: 
With respect to the stop order proceedings, the Commission-" found 

. I .• ,'.· . t It '. '. '.' , ~" _. t, •. . 

• Securities Act Release No. 4122 (July 30.1959). 
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that the-! 'geologist's : repo-rt included in the prospectus contained an 
excessive--estimate of'recoverable reserves of oil, and that the regis
tration statement was also materially deficient in the description of 
the registrant's other properties, in stating the -total estimated 
expenses of the offering and in stating the purposes for which- the 
proceeds were to be used. tt also found that the material in .the pro
spectus w-as poorly organized and that much of the information'con
tained 'in it was' not· presented in clear' and -understandable fashion~ 
Material' relating to the same subject matter was scattered throughout 
various seCtions of the prospectus, with the result that the ordinari 
investor would have' great difficulty in ascertaining the essential ele
ments of the registrant's business and the merits of the proposed of
fering without referring to numerous portions of the prospectus and 
making independent calculations 'and conclusions as to the facts. The 
speculative features of the offering were not accurately and adequately 
disclosed, and' there -w'ere a number of other deficiencies in the regis-
tration statement.' ," - . 

The Commission refused to permit the registration statement to be 
withdrawn and issued a stop order suspending its effectiveness.1O 
;;'-Texas Glass Manufacturing Corporation.-The registrant, a 
Texas corporation,was organized. in 1952 to engage in the manri~_ 
facture of window and heavy sheet crystal glass. The company's 
only 'property consisted of ·a' plant site in Bryan, Tex., donated 'by 
that city and the deed for which was held in escrow contingent upon 
the execution of a 'contract to construct a plant. _ The registrant filed 
a registration statement in 1957 covering a proposed public . offering 
of 2,700,000 shares of its $1 par value common stock at $2 per share, 
plus 300,000 shares subject to certain options at $1 per share. Amend
ments were subsequently filed which, among other things, changed 
the number of shares being registered. The Commission instituted 
stop -order proceedings with respect to the registration statement in 
July 1957. . . 

The Comniission found that the registration' statement contained 
many deficiencies, some of which were highly material and some of 
which, while relatively less important, were indicative of a general 
lack of care in the preparation of the registration statement. Thus; 
the registration statement contained materially misleading statements 
with respect to the :companY's stage of development, the kind of glass 
which-it proposed to manufacture, the processes to be used in manu
facturing glass; the source of raw materials and the nature of the 
market for the registrant's products. For example, it was stated that 
the company would produce its glass on machines and by methods 
that are. imique' and less time consuming, whereas it appeared·thatthe 

. . .- { 

., of, • 

1. Securities Act Release No. 4024 (Feb. 4, 1959). 
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machines and methods proposed to be used are those cOlll!non~yknowl~ 
and' employed by the glass industry.',' . 
I s: The registration statement indicated that certain previous sales of 
the, com'pa'ny's . stock . ~ere exempt from' 'registratiol1'lmder' S~cti0l1 
3 (a) (11). oi't}:le.act, whereas it'appeared ~ha~ no exe~ption was avail
able and that there was a contingent liability on the part of the com
pany for such sales which liability was not reflected' in the company's 
financial statements .. The prospectus. also il~dicated. that 80 percent 
of the proceeds trom the sale of the stock would be placed in an escrow 
fund :to', be·, returned to investors should, the company fail to, ra.ise 
enough funds. to' carry out its plans, but no f~rther informati9n was 
given with respect to the natllre of any escrow agr'eemel,lt pr the circ1,llll:
stances under which such fund would be returned to investors .. The 
prospectus also set forth state~entswith respect, t~, co~ts appli~aoj~ 
tOlplant construction contracts without indicating that such contpwts 
had not yet been executed. The registration statemen~ also included 
hypothetical'figures purporting to show production costs and r~ve!luei3 
f~r.cthe proposed pla;nt and setting forth a substantial figure .as the 
annual net profit, even though the company had not yet engaged,in 
any business. ' There :were, also other deficiencies. in the disclos1:lres 
provided in the registration statement. ~ 

In view of the numerous and serious deficiencies in the registration 
statement the Commission issued a stop order suspending the effective
ness of the registration statement.ll 

,.,EXAMINATIONS AND .INVESTIGATIONS ) 

The Commission is authorized by section 8(e) '~f.the ,~ct to:.make 
an examination in order to 'determine whether a stop order ,proceed
ing should be instituted under s~ction .8(d). For thtsp'urpose the 
Com'mis:sibrl' IS empowered to' subpoena "witnesses and' require the 
production of pertinent documents. Six such exaIIli:p.ations were 
initiated·.duril1g. the ·1959 ,fisc~l year. None were pending from the 
previous fiscal year. In two cases the examinations led to stop order 
procee<iings under section 8 ( d) . Four examinations were'pending 
~tt~~c~Rseo~th:efis«,aiyea,r. .:.', : 'r ~ ; ," .. ~ .. ' ::,: .. :':', ~ 

The Commission is also authorized by' section 20 (a): q,f the act to 
IIlake an investigation to determine whether any provisions of .. the 
act or of any rule or regu~ation prescribed thereunder have been ,~r ~re 
about to be violated. Investigations are instituted under this section 
~~ an expeditious means of determining whether a registrat~o~ 'st~te:' 
ment is fals,e or misleading or omits to state any material 'fact. ' ,The 
following table inc;licates the number of such investigations with whi~h 
~h!3 Corruiiission ,was concerned during the fiscal year. . 
., . ",.' " - ' , 

11 Securities Act Release No. 3984 (Oct.,31,1958) . 
• _ t, 
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Investigations pending at the beginning of the fiscal year ______________ 13 
Investigations initiated during the fiscal year________________________ 8 

21 
Investigations in which stop order proceedings were authorized during 

the fiscal year____________________________________________________ 3 
Other investigations closed during the fiscal year_____________________ 3 6 

Investigations pending at the end of the fiscal year____________________ 15 

EXEMPTION FROM REGISTRATION OF SMALL ISSUES 

Under section 3 (b) of the Securities Act, the Commission is em
powered to exempt, by rules and regulations and subject to such terms 
and conditions as it may prescribe therein, any class of securities from 
registration under the act, if it finds that the 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 in
vestors by reason of the small amount involved or the limited char
acter of the public offering. The statute imposes a maximum limita
tion of $300,000 upon the size of the issues which may be exempted by 
the Commission in the exercise of this power. 

Acting under this authority the Commission has adopted the fol
lowing exemptive regulations: 

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

$300,000. 
Regulation A-l\'I : 

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

RegUlation A-R: 
Special exemption for first lien notes up to $100,000. 

Regulation B: 
Exemption for fractional undivided interests in oil or gas rights up 

to $100,000. 
Regulation B-T: 

Exemption for interests in oil royalty trusts or similar types of trusts 
or unincorporated association up to $100,000. 

Regulation F: 
Exemption for assessments on assessable stock and for assessable stock 

offered or sold to realize amount of assessment thereon, up to 
$300,000.10 

Under section 3(c) of the Securities Act, which was added by sec
tion 307(a) of the Small Business Investment Act of 1958, the Com
mission is authorized to adopt rules and regulations exempting 
securities issued by a company \vhich is operating or proposes to 
operate as a small business investment company under the Small 
Business Investment Act. During the fiscal year the Commission, 
acting pursuant to this authority, adopted a new regulation E, which 

12 Adopted July 80. 1959. Securities Act Release No. 4121. 
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exempts upon certain terms and conditions limited amounts of securi
ties, not in excess of $300,000, issued by any small business invest
ment company which has received a license or a notice to proceeu from 
the Small Business Administration. This regulation is substantially 
similar to the one provided by regulation A under section 3 (b) of 
the act. 

Exemption from registration under section 3 (b) or 3 ( c) of the act 
does not carry any exemption from the civil liabilities for false and 
misleading statements imposed by section 12(2) or from the criminal 
liabilities for fraud imposed by section 17 of the act. 

Exempt Offerings Under Regulation A 

The Commission's regulation A permits 'a company to obtain not 
exceeding $300,000 (including underwriting commissions) of needed 
capital in any 1 year from a public offering of its securities without 
registration if the company complies with the regulation. Regula
tion A requires the filing of a notification with the appropriate 
regional office of the Commission, supplying basic information about 
the company, certain exhibits, and except in the case of a company 
with an earnings history which is making an offering not in excess of 
$50,000, an offering circular which is required to be used in offering 
the securities. 

During the 1959 fiscal year, 854 notifications were filed under regu
lation A, covering proposed offerings of $170,241,400, compared with 
732 notifications covering proposed offerings of $133,889,109 in the 
1958 fiscal year. Included in the 1959 total were 42 notifications 
covering stock offerings of $9,460,253 with respect to companies 
engaged in the exploratory oil and gas business and 59 notifications 
covering offerings of $11,314,184 by mining companies. -

The following table sets forth various features of the regulation A 
offerings during the past 3 fiscal years: 

Offerings under Reg7l1fltion A 

Fiscal year 

1959 1958 1957 

Size: 
$100,000 or less__________________________________________________ 222 
Over $100,000 but not over $200, 000_____________________________ 162 
Over $200, 000 but not over $300, 000_____________________________ 470 

231 307 
165 163 
33G 449 

854 732 919 

Underwriters: Used_____ __ _ _ _ _ _ __ __ _ _ _ _ _ _ _ __ __ _ _ _ _ _ _ _ __ _ _ _ _ _ _ _ __ _ _ __ _ _ _ _ __ __ _ __ 318 243 ' 328 Not used_ _ _ _ ___________________________________________________ 536 489 591 
1-------1------1-------

854 732 919 

Offerors: Issuing companles__ _ _________________ __________________________ 797 
Stockholders_____ __ ___________ _ _ __ __ _ __ __ _____ ___ __ __ __ _ __ __ __ __ 31 

704 865 
28. 52 

Issuers and stockholders jointly _________________________________ 26 0 2 
1----1-----

854 732 IH9 
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.:-Mostof the offerings which were underwritten were made by'com:: 
mercial underwri~rs, who participated -in 251 offerings in ,1959, 185 
<;JfferiIJ.gs in 1958, .and 252 offerings in 1957. The remaining cases 
where. commissions were paid' were handled by 'officers, directors, or. 
othe~ persons not regqlarly engaged in the securities business. 
Suspension of Exemption 

, .Regulation A provides for the' suspension of an exemption . th~re
under where, in general, the exemption is sought for securities for' 
which the regulation provides'no exemption or where the offering: is 
not made in accordance with the terms arid conditions of tliwreguldi 
tion or in accordance with prescribed disclosure standards: Follow
i~g the issuance of a,temporary suspension order by the Commission, 
the respondents may request a hearing to determine whether the tem
porary suspension. should be vacated or made permanent. ,If, no 
hearing is requested within 30 days after .the entry .of the temporary 
stlspension order, and none is ordered by the Commission on its own 
m.oti<m, the temporary suspension order becomes permanent. 

During the, 195~ fiscal year, t~mporary suspension orders were 
~$~\led in 87 <;ases ~s gompared with 88in the 1958 fiscal year: Of the 
87, ord~Fs, ~ ~er~ latex: vacated. Requests for hearing were made in 26 
cases. In 11 of such cases the requests were later withdrawn, 'and as 
o~ J tIne 30, 1959, the proceedings in the -remainin'g 15 cases were still 
pe!H;lipg.13 ,The names.of the companies involved in.the orders issued 
durir,g the 1959· ,fiscal year. 'are set forth in table 7 of the appendix: 

.As indicate<J. in the 24th annual report, 11 cases were pending as of 
J~e '30, 1958, in .which a hearing was requested after a temporary 
suspepsion order had been ,issued.: In four of, such cases the issuers 
withdrew their 4~aring reqqests and consented to the entry ,of perma-. 
nellt l'!l~spension orders and in three cases permanent suspension '01'

del'S were entered by the Commission after hearings. The remaining 
four cases were pending on June 30, 1959. 

Certain of the above cases' are' summarized below to illustrate the 
misrepres~~lfatlons and other noncompliance with the regulation which 
led to the issuance of suspension orders. 

Brookridge Development Corporation.-The temporary suspen
sion order alleged that the terms and'conditlons of regulation .A we~e' 
not complied with in that the notification failed to disclose 'all sales 
of unregistered' securities by the issuer or any prinCipal security 
h91der ~ithin one year prior to filing. It was asserted, moreover, that 
the amount of securities proposed to be offered and the amount ;sold 
during the past ,year in violation of section 5 of the act would 'exceed 
'the. regulation A' $300,000 limitation. It was also alleged that the 
,offering circular was materially misleading in failing to disclose: 

... 1lI Shortly after .the end of the fiscal year, the suspension orders In three of these' cases 
'were made permanent. 
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(1); Options to which officers of the issuer were entitled;' (2) seCurity 
,holdings of the officers and directors;, and (3) the effect of, the 
underwriter's' participation in the market on the price of the issu~r's 
securities. In addition, the offering circular was alleged to be ma'
terially misleading in its inclusion of $176,478.86 described as "Invest:
ment in Subsidiaries" in the December 31, 1958,conso1idated balance 
sheet, 'and by the inclusion in the ·consolidated income 'statement of 
dividends reCeived from subsidiaries. The Commission's order further 
averred that the use of the offering circular without appropriate dis
closure would be in violation of section 17 of the Securities,Act of 
,1933. The issuer requested a hearing, but this request' waS subse
quently withdrawn and the suspension order became permanent with 
the lapse oftime: . . . . , 
'" Empire Oil Cor))Oration.-The order teinporarily'suspending'the 
regula.tion A exemption alleged that the terms and conditionS of 
~regulation''A had not been complied with in that escrow arrangements 
for certain shares had not been made with an independent escrow 
'agent"and iriformation was not supplied 'as'to the iss~er's predecesSors 
arid affiliates. Moreover, it was asserte4, the offering circular was 
materially misleading in, failing to disclose information with respect 
to the offering of securities for additional properties" the net 'pro
duction of crude oil and natural gas, estimated oil reserves, arid 
existing or threatened litigation'against the issuer. Also, the offering 
ci'rcular was alleged to be materially misleading in its use of appraisal 
va] uations. Violation of section Ii oNhe Securities Act, in additit>n, 
was asserted. " ' No hearing was requested, 'and the sus'perisionorder 
became permanent with the' lapse of tiine. " ' 
- i Florida' National Developmenf Corporation.-The temporl:trY 
suspension order alleged that the regulation .A terms and 'conditions 
had not been complied with in that, among other things, the $300,000 
ceiling was exceeded and the issuer failed to disclose that one Mac
'Elrod was a 'promoter or predecess~r, or both, of the issue~. ,The 
issuer's offering circular was' averred to be false arid misleading in 
its failure to disclose: (1) the exact amount paid for the issuer's 
properties and whether such properties were acquired by the issuer 
in' arms-length transactions; (2) the facts surrounding certain bro
kerage commissions; (3) the circumstances concerning' a $759,660 
mortgage and note; and (4) the status of an option on 1,860 acres 
-of land. Further, the financial statements included in the offering 
'circular were materially misleading. The temporary suspension order 
:a180 asserted violatio~ of section 17 of the Securities Act. No hearing 
'was'requested and the temporary suspension order became permanent 
with 'the lapse of time. ', . 
. -. 'Gob Shops of' America.-The Commission temporarily suspended 
the regulation A exemption because it had reason to helievethat the 
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issuer's notification failed to comply with the terms and conditions 
of regulation A and that the offering circular contained false and 
misleading statements concerning the market and the market price of 
the stock and the underwriter's activities in the maintenance, domi
nation and control of the market and market price of the stock. A 
hearing was held at the issuer's request. The issuer moved to dismiss 
the proceedings on the ground that its withdrawal had become effec
.tive and in the alternative requested that withdrawal be permitted, 
asserting that its failings involved "inadvertent and empty infrac
tions of technical rules or mistaken acts." The Commission held that 
there was no right under the circumstances to withdrawal of u noti
fication and denied the motion to dismiss. The Commission concluded 
that the omission to state that the price of the stock was artificially 
-inflated and that the market was not free and open was a serious 
deficiency. Accordingly, the issuer's request for withdrawal was 
denied and a permanent suspension order was entered by the 
.Commission.l4 

Inspiration Lead Company, Inc.-The temporary suspension 
order alleged numerous deficiencies in the issuer's offering circular 
concerning, among other things, the issuer's past operations, ore re
serves, mining costs, and assets. A hearing was held pursuant to the 
issuer's request. At the hearing the issuer conceded that the offering 
circular was inadequate und incomplete in a number of respects, but 
asserted that the deficiencies were the result of inadvertence and mis
take and asked that it be permited to withdraw its filing for the 
purpose of revision and correction. The Commission, however, found 
the deficiencies and omissions to be serious and extensive. It stated, 
"'Ve have previously indicated that an opportunity to amend a de
ficient filing cannot be permitted to impair the required standards of 
careful and honest filings or to encourage a practice of irresponsible 
or deliberate submission of inadequate material to be followed by 
correction of deficiencies found by our staff in its examination." The 
Commission concluded that there was not such a showing of good 
faith or other mitigating circumstances in connection with the de
ficiencies as to justify a further opportunity to present an adequate 
tiling in lieu of a permanent suspension. The issuer's request for 
withdrawal was denied and an order was issued permanently sus· 
pending the exemption.l5 

Macinar, Inc.-The order of temporary suspension in this case 
alleged that the notification failed to disclose that Automatic Table 
Co. was an affiliate of the issuer; that it failed to disclose securities sold 
by Paul Gaston, an affiliate; and that the $300,000 regulation A ceiling 
would have been exceeded by the offering. It was also averred that 
the offering circular contained untrue statements of material facts 

,. Securities Act Release No. 4075 (May 6,1959). 
us Securities Act Release No. 4076 (May 7, 1959). 
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and failed to disclose required information concerning a note payable 
in the sum of $17,400 held by the wife of the issuer's principal secu
rity holder. Moreover, there was a failure to set forth the issuer's 
assumption of an affiliate's $12,854.82 note and to disclose all material 
transactions of officers, directors, and controlling persons with the 
issuer, its predecessors, and affiliates. The issuer filed a request for 
hearing and a motion to vacate the temporary suspension order. Both 
the request for hearing and the motion to vacate were subsequently 
withdrawn and the temporary suspension order became permanent. 

Sports Arenas (Delaware) Inc.-The temporary suspension order 
asserted that the issuer failed to disclose all promoters, controlling 
persons and affiliates and their backgrounds; that the aggregate public 
offering price of the securities and the aggregate gross proceeds actu
ally received from the sale of securities to the public exceeded the 
$300,000 regulation A limitation; that an offering circular was not 
used in the offering of shares to the public; that certain sales material 
was used which was not filed with the Commission; and that the issuer 
failed to file a complete and accurate report of sales as required by 
regulation A. The issuer's offering circular, in addition, was alleged 
to be materially misleading in its failure to disclose the method of 
offering, whereby the issuer's securities would be sold to the public 
at a price higher than the $1.25 stated offering price, and to disclose 
the profits of those participating in the distribution. Violation of 
section 17 of the Securities Act was also alleged. No hearing was 
requested and the suspension order became permanent. 

Exempt Offerings Under Regulation B 

During the fiscal year ended June 30, 1()5(), 160 offering sheets were 
filed pursuant to regulation B and were examined by the Oil and Gas 
Section of the Commission's Division of Corporation Finance. Dur
ing the 1958 fiscal year, 109 offering sheets were filed and during the 
1957 fiscal year, 133 were filed. The following table indicates the 
nature and number of Commission orders issued in connection with 
such filings during the fiscal years 1957-59. The balance of the offer
ing sheets filed became effective without order. 

Action taken on offering sheets filed under regulation B 

Fiscal years 

1959 1958 1957 

9 12 
1 7 

Temporary suspension orders_______________________________________ 4 
Orders termin~tlng proceeding after amendmenL___________________ 1 

60 72 

3 3 

2 ------------

Orders fixing effective date of amendment (no proceeding pending)___ 87 
Orders comentlng to withdrawal of offering sheet (no procecdlllg pendlng)__ ______ ______ _ __ _________ ___ _ _____ ____________ _______ __ _ _ 2 
Orders consenting to withdrawal of offering sheet and terminating proceedlng ____________________ • _ . ____ . __ . __________ . ____________ . _ 2 

1-------1-------·1-------Total number of orders. ______________ . _________ ._____________ 96 75 94 
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, ' Repo'rts' of ' sales.-The Commission requires persons : who , make 
offerings 'under regulation B to file reports of the actual sales made 
pursuant to that regulation. The purpose of these reports is.to !!-id 
the' Commission in: determining whether ,violations of law,hfl:ve,oc-, 
curred in the marketing of SUCh securities.' The following table shows 
the riumber of sales reports filed under regulation Bduring the past 3 
fiscal years 'and the aggregate dollar amount of sales during each ,of 
such fiscal years. ' 

Reports ~f sales und~r regulation B 

1959 

Number of sales reports filed_' ___________ ,_____________________ 1,689 
Aggreg~~e dollar ~m~un~ of sales reported ____________ '_;______ $1,204,751 

Fiscal years, 

1958 ' 

, 1;712, 
$1,093,362 

LITIGATION UNDER THE SECURITIES ACT OF 1933 

, '1957 

, 1,318 
$1,154,792 

'" 
• , .' ~ 1 

,~\ -.:, 

The' Commission is authorized by the Securities Act to seek irijunc~ 
tions in cases where continued or threatened violations of the' act'a:re 
Indicated. Many such actions were brought by the' Commission 
duting the past year.' 'Generally these involved violations of both 
the: registration and anti~fraud provisions of the act. ' , 

Litigatio~ Involving Violatio~s of the Registra'tion and Anti-Frand Provisio~ 
, A~ong the more important of such litigation' was a c~mplex of 

four cases involving the sale 'of common stock 'of G~neral 'Oil ari'a 
Industries, Inc. in violation of the registration and anti-fraud' pro
visions. The' company was originally organized in ,1931 under th", 
name of Pacific Gold Placers, Inc. All of its stock was issued prioi; 
to July 27, 1933, the effective date: of the Secllrities Act. IIi' '1958 
the company was purchased by one Sidney B. Josephson, who changed 
its name, and increased the capitalization by 2 million shares: There: 
after, the complaints alleged, Josephson, a defendant in all of"the 
cases, caused 'niany' of these UIlregistered shares'to be sold in'inter-' 
state COmmerce to the public by means of various misrepresentations. 
The Commission brought suits agail~st A. G. Bellin Sec:urities Corp.,t6 
Stratford Securities Co., Inc.,u _Phoenix Securities Corp.,18 Stanley 
Brown,19, registered broker-dealers, and numerous individual defend
ants, along with Josephson, to enjoin the sale of these securities. 
Ord~rs,of preliminary injunction have been entered in the first two 
cases for violation of the registration provisions, and the 'cases -seF 
for hearings.20 

,. S,E,O. v. Bellin, et al., U.S.D.C. S.D.N.Y. No. 139-301. 
17 S.B.O. v. J08ephson, et al., U.S.D.C. S.D.N.Y. No. 140-193. ' 
18 S.B.O. v. Phoeniz Sec., U.S.D.C. S.D.N.Y. No. 141-36. 
1. S.B.O. v. Brown, U.S. D.C. S.D. N.Y. No. 141-35 . 
.. Bellin and Josephson flh;d notice of appeal on April 8, 1959. 
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Two cases involved the sale of Canadian Javelin Limited stock in 
violation of both the antifraud and registration provisions of the act. 
In the first case,21 the Commission brought suit against Canadian 
Javelin, European Fiduciary Corp., and various officers and employ
ees of these corporations. The complaint charged the defendants with 
selling the securities by telephone and through the mails in the United 
States without filing a registration statement. It further charged 
that the securities were being sold by concealing the identity of the 
sellers, the consideration being paid to the brokers and dealers for 
recommending the securities, and also by misrepresenting their value. 
The corporations and three of the defendants consented to entry of 
final judgment enjoining further sales.22 In the second case,23 a U.S. 
investment adviser and an associate were charged with similar viola
tions in the sale of Canadian Javelin. A permanent injunction was 
entered against them by consent. 

In another case involving the sale of Canadian securities in this 
country,24 the Commission charged Philip Newman Associates, a regis
tered broker-dealer, with selling securities of the Monarch Asbestos 
Co., Ltd., through the mails and by telephone to persons in the United 
States without filing a registration statement. The Newman firm 
and its officers were also charged with misrepresenting the securities 
with respect to the value of the stock and the business expectations 
of the company. A permanent injunction was entered against the 
Newman firm and its officers and employees by consent, and a pre
liminary injunction was granted as to Monarch Asbestos and others 
by default. 

In S.E.O. v. Los Angeles Trust Deed and l/Iortgage Ewchange et al., 
264 F. 2d 190 (C.A. 9, 1959), the district court granted the Commis
sion's motion for a preliminary injunction and the appointment of a 
receiver in an action brought by the Commission based on violations 
of the registration and fraud provisions of the Securities Act and 
the Securities Exchange Act in connection with the sale of trust deeds 
on individual parcels of property. See the 24th Annual Report at 
pages 51-52 for a discussion of the district court action. The judg
ment was reversed by the Court of Appeals for the Ninth Circuit, 
which did not reach the issue of whether the trust deeds constituted 
securities. It felt that this question, as well as others, including the 
matter of the appointment of a receiver, should await trial on the 
merits, particularly since the Court believed that certain procedural 
errors had occurred on the hearing. Accordingly, the Court re
manded the case for trial, and trial was pending at the end of the 
fiscal year. 

21 S.B.a. v. aanadlan Javelin Ltd., U.s. D.C. S.D.N.Y. No. 138-85 . 
.. The matter Is pending as to the other defendants . 
.. S.E.a. v. Loomis, et al., U.S.D.C. D. Mass. No. 58-1210 . 
.. S.E.C. v. Philip Newm.an Associates, Ina., et aZ., N.Y. 3113. U.S.D.C. D. N.J .• 1397-58. 

529523-:i9--7 
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As in past years, many cases involved fraud in the sale of securi
ties of mining companies. In SE.O. v. Gotham Securities 25 the 
Commission's complaint charged the defendants with fraud in the 
sale of Saskalon Uranium and Oil, Ltd. common stock. The pur
chasers were told that they would "reap rich rewards," that the shares 
would be listed on a national exchange, and that the company was 
about to pay a dividend. A permanent injunction was entered against 
the defendants by consent. 

Permanent injunctions were also entered against the Lincoln Secu
rities Corp.26 and its officers and salesmen, for fraud in the sale of 
shares of Shoreland Mines, Ltd., a Canadian mining company. Judg
ment was entered upon consent of defendants. In S.E.O. v. Del 
Marva Oil and Gas, et al.27 a final judgment was entered by consent 
against five oil and gas companies and their controlling stockholders. 
The judgment permanently enjoined defendants from making mis
leading statements of the value of mining properties, the ownership 
of leases, the probability of discovery of oil, etc. In S.E.O. v. Soott 
Taylor and 00., Ino. 28 a temporary restraining order has been issued 
to restrain the sale of shares of Atomic Mining Corp., a Canadian 
corporation, pending a hearing of the case. A temporary restraining 
order has also been issued in S.E.O. v. Webster Securities OOrp.29 to 
restrain sales of stock of Goldfield Mines Co. of Nevada. In S.E.O. 
v. Gravity Soienoe Foundation, et al.,30 the complaint charged de
fendant with selling investment contracts and undivided interests in 
oil and gas leases without registering under the Securities Act. Vari
ous misrepresentations concerning the operations of the company were 
also alleged to have been made. The Commission moved against the 
sale and offering of investment contracts without registration in 
S.E.O. v. The Donna-June 00.81 In this case the investment contracts 
were represented by limited partnership interests plus a profit-sharing 
agreement. In both cases, a permanent injunction was ordered with 
consent of defendants. 

Two important cases involved failure of defendants to meet the 
prospectus requirements of the 1933 act. In S.E.O. v. North Ameri
oan Finance 00.,82 the complaint charged defendant with offering for 
sale 500,000 shares of common stock by transmitting through the mails 
a prospectus which did not meet the statutory requirements. The 
Commission alleged, among other things, that numerous misrepre
sentations were made as to the value of the shares, that the Commis-

.. U.S.D.C. S.D.N.Y. No. 886-58 . 

.. 8.E.O. v. Lincoln Securities Oorp., et al., U.S.D.C. N.Y. No. 135--79. 
27 U.S.D.C. D. Utah C-56-59 . 
.. U.S.D.C. N.Y. No. 142-167. 
29 U.S.D.C. S.D.N.Y. No. 141-337. 
80 U.S.D.C. N.D. Ill. No. 594C484. 
31 U.S.D.C. E.D. Okla. No. 4520 • 
.. V.S.D.C. D. Ariz. No. 2925. 
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sionl haddLpproved..the pri~, at ,which the securities were being 'sold, 
and that the stock was insured. The case is particularly significant in 
that it.is~the'firstlto'hold thatrit;prospectus does not meet ,the, require
niimts' of\ sectioIi,'lO (a) of the Securities Act'if the financial state
ments,-therein' ~represeIit.'that· an, accountant'is independent wheIl,in 
'faethe,is 'not., ~',A permanent',injunction was',entered ,upon' consent 0"£ 
defendants:.;'A permanent,injunction ,wa~!'entered against, Universid 
Drilling, Co:,"Inc., lana its,president",Louis J., Rousse13~ restraining 
defendants::fronil trarismitting 'any" prospectus relating to the ,sale Of 
common,stock'inrUniversal ,until the:prosp«ctris niet the requirements 
,of,;the Securities Act;:" COuP-sel' for, these: defendants informed :the 
courtiof! their intention to'make an offer .of· rescission to;customers 
whorpurchased:the'stock:from the defendants J.,H.Lederer Co.; Inc. 
and, ;Jean,R. V.~itz. Co.,.Inc."registered broker-dealers. -The court 
continued -t~le ':restraining order, previously entered ag'aulst ·tlie 'latter, 
to prevent dissipation of'funds-:untiLdetermination of the,Commis
sion's ,application'rfor. appointment 'of a receiver:· A 'permanent'in
junc~ion -'was ·alsO! entered ,by' consent in SiE.(J. 'V. Universal Service 
'0iJT'p.34,·for violation, inter,alia, of the prospectus provisions.,,; , , '--, 
if,'1\. pernianent injunction"by consent was',enteredagainst the Vari~ 
P.ac'Cbrporation for numerous' fraudulent representations in violation 
of ,thei 1933 i3:Ct.~~ I' In:,a: ,~mpanion,:case;: the '.Commission later suc
,~ded:jn ,obtaining a permanEmt injunction against' the defendant 
I; R,MoI'toni & Co.-, :Inc.36 for'. violation of. the ;antifraud' provisions of 
the 1933: act and:the registration,provisionsip,ertainiIlg to broker-deal
ers in the 'Securities Exchange Act of 1934. Two other dealers .in 
Vari7 Eac ;stock :were also, enjoined ,from making :further'offers or, sales. 
,,', In.SB:O.:.y,l.O.T:O;,Enterprise8;'!nc.;the defendants were offering 
'shares in~a ~mpanypurpb:ttedly developing aspaceship to fly through 
the:uni:verse,utilizing,~Hree,energy." A public inaugural flight of the 
pro.toty.pe,at 0klahoma ,City,; schedule:d' for, April 19, ,1959, failed to 
m'ateria~ize. ,:OtiS T.-,Carr~:president,of the ,company, publicly, an
nOllll;ced ,that a

1
space craft. designed :bYl,him would be constructed -in 

;which, a; flight, to: the,;IDoon., ,,"oulu ,be maue oil'December, 7',. 1959; re
!turning t9'e~rth;on ·D~cember 15, 1959.~'In·addition to selling shares 
to hllIldreds of i.nv.estors, the promoters obtained· additional income by 
selling plans for ,the, ~paces4ip' and toy .mQdels at prices ranging from 
$5 to $10 a piece, 'and by organizing groups to study unidentified 
flying objects. They also attempted to prom,ote a Space Pity; to be 
located near Washington, D.C., and to maintain direct 'contact ~ith 
communities on other planets and stars. At least half ri. million dol -
lars was obtained from hundreds of investors. Final judgment was 

'3 H.E.O. v. J. H. Lederer 00., Inc., et al., U.S.D.C. S,D. N,Y. 140-328. NY 3103. " 
.. U.S.D.C. S.D. Texas No. 11.608. . ' 
lIS H.E.O. v. Albert", 00., U.S.D.C. D.N.J. No. 1142-58. ' 
""H.E,'O. v I. B. Morton", 00 •• U.S.D.C. S.D. N.Y. No. 138-S99. 
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obtained by the Commission permanently enjoining defendants from 
further sales or offers of sales.37 

Among other cases in which fraudulent misrepresentations were 
enjoined were: S.E.O. v. General Associates, Inc.,S8 S.E.O. v. The 
Angelique 00.,39 S.E.O. v. J. P. Lord, Inc./o SE.O. v. Walker-Stevens, 
ino.,41 S.E.O. v. Oonsolidated Enterprises, Ino.,42 S.E.O. v. KimlJall 
Securities, Inc.43 and S.E.O. v. International Oorp., et al.44 

In S.E.O. v. Arvida Oorporation 45 the Commission's complaint 
charged two broker-dealers with violation of section 5 (c) of the 
Securities Act prohibiting public offerings of securities before the 
filing of a registration statement. In enjoining any further violation, 
the court held that the issuance of a press release giving a number of 
facts concerning the development of Arvida Corporation and the 
proposed stock offering, and the convening of a press conference 
at which additional facts were given, including the proposed price, 
constituted an offer to sell within the meaning of the act and was in 
violation of the act because a registration statement covering the 
securities offered had not been filed with the Commission. Judgment 
was entered upon consent of defendants. In related broker-dealer 
proceedings (see p. 103, infra) the Commission also concluded that 
defendants had violated the registration provisions of the 1933 act 
willfully, but held that no sanction was required in the public interest 
under the particular circumstances of the case. Securities Exchange 
Act Release No. 5870 (February 9, 1959). After the institution of 
these proceedings a registration statement was filed and became 
effective. 

In a case still pending,46 the Commission has brought suit to enjoin 
John Addison, Niles White, White, Green & Addison Associates, Inc., 
Trans-world Mining Corporation, Murchison Ventures, Inc., and 
numerous individual officers and employees, from further violating 
the registration provisions of the Securities Act of 1933, and to enjoin 
the defendants, their banks and depositories from dissipating or dis
bursing the assets or funds of these defendants, and particularly the 
sum of $146,625 found in a suitcase left by Addison in a public carrier 
terminal. The Commission's complaint charges that since 1955 the 
defendants have been selling securities, namely, notes, evidences of 
indebtedness, participation in profit-sharing agreements, investment 

37 U.S.D.C. W.D. Okla. No. 8452. 
38 U.S.D.C. N.D. Wash. No. 4708 . 
•• U.S.D.C. D. Conn. No. 7726 . 
•• U.S.D.C. S.D. Fla. No. 9231-M. 
n U.S.D.C. S.D. N.Y. No. 135-313 . 
.. U.S.D.C. S.D. N.Y. No. 145-7 • 
.. U.S.D.C. S.D. N.Y. No. 142-153 . 
.. U.S.D.C. D.C. No. 1518-59 . 
.. U.S.D.C. S.D. N.Y. No. 136-67 . 
•• S.B.C. v. A.ddison et al., U.S.D.C. l\".D. Texas No. 8224. 
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contracts, and fractional undivided interests in oil, gas, and other 
mineral rights, by use of the mails and in interstate commerce, with
out having first registered with the Commission. In a supporting 
affidavit filed with the complaint, it was alleged that Addison and his 
associates obtained loans from approximately 400 individuals in 23 
States, the total of such loans amounting to nearly $1 million. A 
preliminary injunction has been entered and the sum of $146,625 or
dered impounded in the registry of the Court pending a hearing on the 
merits of the case. 

Permanent injunctions restraining sales in violation of the registra
tion provisions were decreed by consent in the following cases: S.E.O. 
v. Pettyjohn, et al.,47 S.E.O. v. Justus, et al.,48 S.E.O. v. Hillsborough 
Investment Oorp.,49 SE.O. v. Robbins,50 S.E.O. v. Bonanza Oil Oorp., 
et al.,51 S.E.O. v. Hinsdale Raceway, Inc.,52 S.E.O. v. Vanco, Inc., et 
al.,53 and S.E.O. v. Mono-Kearsarge Oonsol.54 Permanent injunctions 
were also entered in S.E.O. v. Southwest Securities Inc., et al.,55 and 
S.E.O. v. Ben Franklin Oil and Gas Oorp., et al.,56 both discussed in 
the 24th Annual Report.57 

In the Hillsborough case, supra, the court granted a preliminary 
injunction against defendants Hillsborough Investment Corporation 
and Roger Mara, its manager. The defendant corporation, incor
porated in New Hampshire, advertised in the newspapers, offering 
to sell its stock to New Hampshire residents. A few advertisements 
contained no such limitation. About a dozen sales were made to 
nonresidents, in some cases after being held in the name of a resident 
for 30 days. Defendants resisted the motion for a temporary injunc
tion on the ground that a small number of interstate sales, where no 
future interstate sales were contemplated, should not take the issue 
out of the intrastate exemption contained in section 3(a) (11) of the 
1933 act. The court held that even a single sale to a nonresident, 
whether directly or through the device of selling to a resident inter
mediary, destroyed the exemption as to the whole issue, and required 
registration in order to make future sales to residents. 

<7 U.S.D.C. D. Alaska No. 10,470 • 
.. U.S.D.C. S.D. Fla. No. 8779-1\£ . 
.. U.S.D.C. D. N.H. No. 1965 . 
.. U.S.D.C. S.D. Texas No. 12,644. 
01 U.S.D.C. D. Nev. No. 259 . 
.. U.S.D.C. D. N.H. No. 1970. 
53 U.S.D.C. D. N.J. No. 737-58. 
54 U.S.D.C. D. Utah No. C-58-58 . 
.. U.S.D.C. N.D. Ark. No. 3566 . 
.. U.S.D.C. D. N.J. No. 601-57 
51 At p. 46 et seq. 
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The Mono-Kearsage Oonsolidate~ Mining Oompany case, 8Upra, 
was an action by the Commission to enjoin sales of that company's 
stock without registration by broker-dealers and others who had re
ceived the stock from transferees of the company who were in con
trol of the company. The defendants contended that they did not 
know of the control relationship. The Court, in granting an in
junction, held that defendants were underwriters within the meaning of 
the Securities Act of 1933, that the term "underwriter" includes any
one who purchases from a person directly or indirectly controlling an 
issuer, or in common control with the issuer, with a view to public 
distribution of the securities of the issuer, that the defendants were to 
be held to have knowledge of those facts which they could obtain upon 
reasonable inquiry. The Court said further: 

Probably the facts directly known by them were sufficient to acquaint them 
with the true situation. If not, they were sufficient to impose upon them the 
duty of making further inquiry. Under the circumstances, they were not entitled 
to rely solely on the self-serving statements of Pennington and the other Cana
dians denying those facts which would have indicated that they were represent
ing controlling persons, or were under common control with an issuer. With 
all these red flags warning the dealer to go slowly, he cannot with impunity 
ignore them and rush blindly on to reap a quick profit. He cannot close his eyes 
to obvious signals which if reasonably heeded would convince him of, or lead 
him to, the facts and thereafter succeed on the claim that no express notice 
of those facts was served upon him. 167 F. Supp. 248, 259 (D. Utah, 1958). 

Litigation Relating to Stop Order Proceedings 

In Oolumbia General Investment 00. v. S.E.0.,58 the Court of 
Appeals for the Fifth Circuit affirmed a Commission stop order pur
suant to section 8 (d) of the Securities Act suspending the effectiveness 
of Columbia's registration statement and denying Columbia's appli
cation for withdrawal prior to the effective date of the registration 
statement. Relying on Jones v. S.E.O., 298 U.S. 1 (1936), Columbia 
contended that the request for withdrawal divested the Commission 
of jurisdiction to issue the stop order. In upholding the Commission's 
order, the Court distinguished the Jones case on the fact that in the 
instant case 1,800 members of the public held 63,000 shares of the same 
class of securities covered by the registration statement. The Court 
noted that these stockholders and members of the investing public who 
might trade in these securities are proper subject of the official concern 
of the Commission. Moreover, the Court stated that since Jones a 
significant change in the law had taken place and it could no longer 
be said, as it was in Jones, that withdrawal was the concern of the 
registrant alone. Under the 1954 amendments to the act a registrant 
may now make offers to sell after filing but before registration. The 

.. 265 F. 2d 559 (C.A. 5.1959). 
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Court ruled that, if a registrant has an unfettered right to withdraw 
under these conditions, then the machinery of the Commission could 
easily be employed as an instrument of fraud. The Court rejected 
Columbia's contentions that the filing of a substantive amendment 
terminates, for the purposes of stop order proceedings, the legal 
significance of the original registration statement. 

Participation as Amicus Curiae 

In Woodward v. Wright, 266 F. 2d 108 (C.A. 10, 1959), the Com
mission filed a brief amicus curiae in an appeal from a judgment for 
the defendant-sellers of an undivided interest in oil and gas rights. 
The action was based on the civil liability provisions of section 12 
of the Securities Act, and while the lower court found that the sellers' 
prospectus contained a material false statement, it barred recovery 
since the purchasers had failed to show their reliance on the misrepre
sentation. After concluding that the contract of sale conveyed 
fractional undivided interests in oil and gas and hence securities, the 
Court of Appeals reversed and remanded the case to the district court 
on the ground that the evidence brought the appellants within the 
liability provisions of section 12(2). The court rejected the district 
court's ruling and agreed with the Commission's position that Con
gress did not impose upon a plaintiff the burden of proving reliance 
as a condition of recovery under section 12(2). The court refused 
to permit recovery under section 12 (1) holding on the particular facts 
that a public offering had not been made. 

In Oreswell-Keith, Ina. v. Willingham, 264 F. 2d 76 (C.A. 8, 1959), 
the Commission also filed a brief as amicus curiae. This was a private 
suit wherein the plaintiff involved section 12(2) of the act to rescind 
a commitment for securities claiming fraudulent misrepresentations 
were made. The defendants filed motions for dismissal for want of 
jurisdiction stating that neither the misrepresentations nor the deliv
ery of the securities was made by use of the mails or interstate 
commerce. The trial court upheld this contention; however this 
holding was overruled on appeal where the court held, as urged by 
the Commission, that the section 12(2) "remedy is available if the 
mails or interstate commerce is used in any manner in consummating 
the sale" and that "payment of the consideration is part of the 
consummation of the sale." 



PART V 

ADMINISTRATION OF THE SECURITIES EXCHANGE ACT OF 
1934 

The Securities Exchange Act of 1934 provides for the registration 
and regulation of securities exchanges and the registration of securities 
listed on such exchanges, and it establishes, for issuers of securities so 
registered, financial and other reporting requirements, regulation of 
proxy solicitations and requirements with respect to trading by direc
tors, officers and principal security holders. The act also provides for 
the registration and regulation of brokers and dealers doing business 
in the over-the-counter market, contains provisions designed to prevent 
fraudulent, deceptive and manipulative acts and practices on the 
exchanges and in the over-the-counter markets and authorizes the 
Federal Reserve Board to regulate the use of credit in securities 
transactions. The purpose of these statutory requirements is to ensure 
the maintenance of fair and honest markets in securities. 

REGULATION OF EXCHANGES AND EXCHANGE TRADING 

Registration and Exemption of Exchanges 

As of June 30, 1959, 14 stock exchanges were registered under the 
Exchange Act as national securities exchanges: 
American Stock Exchange New York Stock Exchange 
Boston Stock Exchange Pacific Coast Stock Exchange 
Chicago Board of Trade Philadelphia-Baltimore Stock Exchange 
Cincinnati Stock Exchange Pittsburgh Stock Exchange 
Detroit Stock Exchange Salt Lake Stock Exchange 
Midwest Stock Exchange San Francisco Mining Exchange 
New Orleans Stock Exchange Spokane Stock Exchange 

Four exchanges have been exempted from registration by the Com· 
mission pursuant to section 5 of the act: 
Colorado Springs Stock Exchange 
Honolulu Stoclr Exchange 

Disciplinary Actions 

Richmond Stock Exchange 
Wheeling Stock Exchange 

Each national securities exchange reports to the Commission dis
ciplinary actions taken against its members for violation of the Se
curities Exchange Act of 1934 or of exchange rules. During the 
year 4 exchanges reported 23 cases of such disciplinary action, in
cluding imposition of fines aggregating $27,550 in 14 cases, the sus-
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pension of two individuals from allied exchange membership, and 
censure of a number of individuals and firms. ' 
CO~nrl88i~n Rat~ Study , 

~On February '20, }959, the Commi~io~ announced the completion 
by its staff of a study of cOmmission rates charged by members of the 
N e'Y ¥ ork Stock Exchange undertaken as a result of an increase in 
commiSsion rat~ a:dopted by the Exchange on May 1, 1958.1 The 
study ~as made in view of ,the responsibilities and duties imposed 
upon the Commission by section 19 (b) of the Securities Exchange 
Act'of 1934 witli respe~t to the rul~s of national securities exchanges 
including rules relating to the fixing of reasonable commission rates~2 

In line with suggestions of the Commission, the Exchange took 
st~ps' falling into three general areas. First, the Exchange reduced 
ConinlisSion rates on transactions ranging from $100 to $2,400 by ap
pro~imately 5 percent. These modifications were suggeSted 'in view 
of the' fact that' the May 1958 percentage increases on transactions 
from $100 to $2,400 were relatively greater than the average percent
age increase. The Exchange also eliminated the so-called "round 
turn" commission rate under which a reduced rate was granted to per
sons whose purchase and sale of the security was completed within 
14 days. It was the view'ofthe Commission that this type of trans
action was not entitled to"a, special discoUnt and the Exchange felt 
this rate 'had not achieved its desired obj ective. ' .. 

Following the action of the New York Stock Exchange other 
registered national securities exchanges, including the American StOck 
Exchange, adopted a schedule of commission rates identical with that 
of the New York Stock Exchange." . 

Second, it was decided that an Exchange committee would study 
the use of a so-called volume or block discount for transactions in
volving multiple roUnd lot units. The Exchange also agreed to study 
the possibility of. further developing its income and expense survey 
of member firms, as a ·so:urce of data in connection with commission 
rates and to, work with the staff of the Commission and consultants 
employed by. the Exchange to prepare an outline for the basis of a 
cost study being, made by the Exchange. 

,Third, the Exchange amended its rules to provide that any pro
posed. constitutional amendment to ~hange co~ission rate~, or. oth~r, 
charges would be announced 30 days in advance of action 1 by the. 
B.oard of Governors of the Exchange. Also, ,it was .agreed that the 
COIIlm~ssion would be advised of any steps taken by the Exclul;nge' 
looking. toward changes in commission rates or other charges. 

:-I'secU~ltIes'E'xchange Act Release No. 5889. 
• Securities Exchange Act·Release No. 5678. 
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Activities of Floor Traders and Specialists 

As a result of a study made by the staff of the Commission of the 
activities of floor traders and specialists on the American Stock Ex
change, certain steps have been taken by that Exchange to impose 
further controls upon the activities of these members. The Commis
sion concluded from the study that further restrictions were necessary 
upon floor trading activities on that Exchange; that these restrictions 
should prevent floor traders from stimulating public interest in a stock 
by active and concerted buying; and that floor traders should be re
stricted from aggravating demand in present markets where many 
issues on the Exchange are peculiarly susceptible to extreme fluctua
tions because of a small floating supply. The Commission permitted 
the Exchange to put into effect on an experimental basis for six months 
a rule which the Exchange believes will minimize the undesirable 
features of floor trading, yet preserve certain asserted benefits.3 The 
effect of the rule is to impose restrictions upon floor trading purchases 
in a rising market. 

In line with suggestions of the Commission, the Exchange has also 
taken certain steps to regulate further the activities of specialists. 
Several new rules relating to specialists have been adopted, the most 
important of which makes subject to Exchange approval all off-floor 
transactions, with certain limited exceptions, by specialists in securi
ties in which they are registered. The Exchange also has instituted 
a program for making periodic inspections of specialist dealer trans
actions in the securities in which they are registered. Under the pro
gram specialists will be required to report to the Exchange several 
times each year the details of their dealings for unannounced periods 
selected at random by the Exchange. 

REGISTRATION OF SECURITIES ON EXCHANGES 

A member of a national securities exchange or a broker or dealer 
may not effect any transaction in a security on an 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 Government 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 necessary or appro
priate to exempt in the public interest or for the protection of inves
tors. Under this authority the Commission has exempted securities 
of certain banks, certain securities secured by property or leasehold 
interests, certain warrants and, on a temporary basis, certain securities 
issued in substitution for or in addition to listed securities. 

8 SeCllrlties lllxchange Act Release No. 5981. 
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, , SectiQn 12 .of the.Exchange Act,prQvides that'an issuer may register 
a class ,.of. securities Qn'an exchange'by filing,with the,CQmrissiQn and 
the exchange an applicati.on which, discloses pertinent information eon
cerning -the: issuer and, its' affairs,. including' informatiQn in'.rega~d, to 
the issuer's business, ~pital structure, the' terms .of its secnrities,:the 
perSQns whQ manage .or contrQI its affairs, the remunex:atiQn paid to its 
.officers and direct~rs" p?-e,,~ll.otnien~ .of .options; b.onuses, ap~ pr.ofit
sharing plans, and ,financial statements certified, by independent ac
countantS. 

F.orm 10 is'the f.orm used f.or registrati.on by m.ost c.ommercial and 
industrial ,'c.ompanies. There are specialized f.orms f.or certain types 
.of securiti~s, such ,asv.oting trust certificates, certificates .of dep.osit 
and securities of f.oreign g.overnments. .. , . ' , . -

Secti.on' 13 requires issue~ having securities registered .on an ex~ 
change t.o file peri.odic rep.orts keeping current the inf.ormati.on fur
nished in the applicati.on' f.or registrati.on." These peri.odic rep.orts 
include annual-rep.orts, semiannual reports, and current rep.orts. -Tile 
principal aimual rep.ort 'f.orm' is·F.orm l(h:.K 'which is,designed to keep 
up t.o date the inf.ormati.on furnished in F.orm 10. Semiannual repqrts 
requir~d t.o'be'furnished '.on Form 9::"K are' de~~t~dchiefly t.o furnish-

~ - , " .• , . ",... t,· I r' \ r -. ' f !) ,. 

ing'mid-y'ear financial' data.' Current rep.ortS, .on Form 8-:-K are.'~-
quired t.o be filed f.or each' m.onth' in which 'any .of cerlain specified 
events have occurr~d such as changes in contr.ol .of the registrant, 
impqrtant acquisiti.ons .or disp.ositi.ons .of assets, the institution .or 
terminati.on .of imp.ortant . legal pr.oceedings and imp.ortant· changes 
in the issuer's, capital securities qr in the am.ount thereof Qutstand~ng; 

Statistics Rela~ng __ to R~gistration of Securities on Exchanges 

. As.of June 30, 1959, a t.otal .of 2,236 issuers had 3,808,classes of'secu
rities listed and registered .on nati.onal securities exchanges, .of w~ich 
2,631 were classified.~ st.ocks and 1,177 as ,l:ioiuls. 1,294,issu!3fS;had 
1,512 st.ock issues and 1,124 b.ond issues listed and registered .onthe New 
Y .or~ ,St.ock Exchange. Til1~s; 58 ,per~~nt .of -t~e issuers; 57 percent .of 
the stock issues and· 95 percent .of the b.ond ,issues were .on the·New 
York Stock Exchange: ' ,"", " , ':; " 

During t!te 1959 fi~cal ye~r, 73 issuers Jist~d and,re~stere~ s6Q~ri
'ties f.or the first time .on a nati.omil securities exchange, while regi~
trati.on .of all 'seCurities '.of 73 iSsuers ;,vas terminated. Thet.otal num'
ber,'.of applicati.ons for ~gistbti.on c.of classes'.of securities.on n:ational 
securities exchanges 'fP-ed'during the 1959 fiscal year was 203. .-
T~e f.oll.owing table'sh.ows tlie num1?er of annuaJ; 'semiannual, a~d 

current 'rep~t:ts filed during the' fiScal year,by iSsuers haVing securitieS 
listed afi~ registered .on ~ation.al secu~ties exdlanges. , The table also 
sli~ws th'e number 'of rep.orts: filed under sectiQn 15 (d) .of the Securi
ties Exchange Act .of 1934 by issuers .obligated t.o file rep.orts by reas.on 
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of having publicly offered securities effectively registered under the 
Securities Act of 1933.' The securities of such issuers are traded gen
erally in the over-the-counter markets. As of:June 30; 1959" there 
were 1,503 such.issuers, including 247 also registered under the In
vestment Company Act'of 1940. 

Number of annual and other periodic reports filed by issuers under the Securities 
, &change Act oj 1934- during the fiscal year ended June 30,1959 , 

Type of reports 

Numher 01 reports tlled hy-

Over-the- Total 
Listed Issuers counter Is- reports tlled 
tlling reports suers flllng 
under sec. 13 reports under 

sec. 15(d) 
, I 

Annual reports on·Form 10-K, etc____________________________ 2, 223 1;480 '.3,703 
Semi-annual reports on Form 9-K____________________________ 1,685 848 2,533 
Ourrent reports On Form 8-K, etc _______ ~_____________________ 3,650'·1,719 5,368 

1---------1--------1--------Total reports tlled _____ ~_________________________________ 7,558 4,046:. 11,604 

MARKET VALUE OF SECURITIES TRADED ON EXCHANGES 

The market .valueon December 31, 1958, of all stocks and ,bonds 
admitted to trading on one. or more stock exchanges in the United 
States ,was approximately $4i9,585,963,000. 

Number Market value' 
o! Issues Dec. 31,1958 

1;007 $276,665,191:000 
855 31, 729, 486, 000 
570 ' 4, 266, 569, 000 

~~ • " I 

i~jr~i~~g~:~~~~===~================.==================~= . 1-------1-----------
2,932 312,561,246,000 Total stocks _____________________________ ~ ___ : ____________________ '---I==~=I==~~~= 

1,149 105,866, i37, 000 
59 908, 340, 000 

Bonds: New York Stock Exchange I ________________ ~ _________________________ _ 

28 150, 240, 000 

106,924;717,000 

American Stock Excha~e-------------- ______________________________ _ 
ExclUSively on other ex anges _____ ~-----,:----------------------------I-------I---------_;_ 
. Total bondS _____________ ~ _______________________________ . ___________ _ 1,236 

I====I====~ 
419,580,963; 000 Total stocks and bonds______________________________________________ . 4, 168 

I Bonds on the New York Stock Exchange Included 50 U.S. Government and New York State and Olty 
Issues with .$77,690,873,000 aggregate market value. , ' 

The N ew York Stock Exchange and American Stock Excl,lange 
figures were repqrted by those exchanges. There.is no duplication of 
issues bet~een them. The figures for all other exchanges are for the 
net n~b~r of issues appearing only on such exchanges, exc~~ding 
the many issues on them which we~e also traded on one or the other of 
'the' New. York e~changes. The number of issues as shown excludes 
those suspended from trading and a:few others for whicp. quotations 
were I).ot available. Th~ number ~nd market value as of December 

, '. 
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31, 1958, of preferred and common stocks separately was as follows: 

Preferred stocks Common stocks 

Number Market value Number Market value 

Listed on registered exchanges __________ 686 $8, 400, 005, 000 2,028 $282,313,930,000 All other Issues 1 _______________________ 59 493, 783, 000 259 21, 453, 528, 000 

645 8, 893, 788, 000 2,287 303,767,458,000 

1 Issues admitted to unlisted trading prlvlleges only or IlstecIron exempt exchanges. 

The New York Stock Exchange has reported aggregate market 
values of all stocks thereon monthly since December 31, 1924, when 
the figure was $27.1 billion. The aggregate market value rose to $89.7 
billion in 1929, declined to $15.6 billion in 1932, and was $298.8 bil
lion in June 1959. The American Stock Exchange has reported 
December 31 totals annually since 1936. Aggregates for stocks exclu
sively on the remaining exchanges have been compiled as of December 
31 annually by the Commission since 1948. 

Share value8 on exchange8, in billions oj dollar8 

New York American 'EXClUSiVely 
Decem ber 31 each year Stock Stock on other Total 1 

1936 ___________________________________________________ _ 
1937 ___________________________________________________ _ 
1938 ___________________________________________________ _ 
1939 ___________________________________________________ _ 
1940 ___________________________________________________ _ 
1941 ___________________________________________________ _ 
1942 ___________________________________________________ _ 
1943 ___________________________________________________ _ 
1944 ___________________________________________________ _ 
1945 ___________________________________________________ _ 
1946 ___________________________________________________ _ 
1947 ___________________________________________________ _ 
1948 ___________________________________________________ _ 
1949 ___________________________________________________ _ 
1950 ___________________________________________________ _ 
1951 ___________________________________________________ _ 
1952 ___________________________________________________ _ 
1953 ___________________________________________________ _ 
1954 ___________________________________________________ _ 
1955 ___________________________________________________ _ 
1956 ___________________________________________________ _ 
1957 ___________________________________________________ _ 
1958 ___________________________________________________ _ 
June 30, 1959 • _________________________________________ _ 

Exchange Exchange exchanges 

$ 59.9 
38.9 
47.5 
46.5 
41. 9 
35.8 
38.8 
47.6 
55.5 
73.8 
68.6 
68.3 
67.0 
76.3 
93.8 

109.5 
120.5 
117.3 
169.1 
207.7 
219.2 
195.6 
276.7 
298.8 

$14.8 
10.2 
10.8 
10.1 
8.6 
7.4 
7.8 
9.9 

11. 2 
14.4 
13.2 
12.1 
11.9 
12.2 
13.9 
16.5 
16.9 
15.3 
22.1 
27.1 
31.0 
25.5 
31. 7 
34.2 

------------
------------
--.--_.-----
-_.-.-._-._-
------------
------------
------------
------------
------------
------------
----------.-
------------

$3.0 
3.1 
3.3 
3.2 
3.1 
2 8 
3.6 
4.0 
3.8 
3.1 
4.3 
4.6 

$ 74.7 
49.1 
58.3 
56.6 
50.5 
43.2 
46.6 
57.5 
66.7 
88.2 
81.8 
80.4 
81.9 
91. 6 

111.0 
129.2 
140.5 
135.4 
194.8 
238.8 
254.0 
224.2 
312.7 
337.6 

1 Total values 1936-47 Inclusive are for the New York Stock: Exchange and the American Stock Exchange 
only • 

• As reported by the New York Stock: Exchange and estln18ted for all others. 

At the time of passage of the Securities Exchange Act of 1934, 
stock prices were rising from their low point, reached in 1932, and a 
substantial recovery occurred through 1936. Indices turned down
ward with the stock market decline in 1937. Share volumes on the ex
changes dropped from 962 million in 1936 to 221 million in 1942 and 
dollar volumes thereof from $23.6 billion in 1936 to $4.3 billion in 
1942. Thereafter, recovery set in. For the calendar year 1958, the 
exchange turnover reached 1.4 billion shares with $38.4 billion dollar 
volume of sales, and for the first 6 months of 1959, the turnover 
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reached nearly a billion shares with over $28 billion dollar volume. 
The number of stocks listed on the registered exchanges fell from 
2,961 in 1937 to 2,584 in 1945, and recovered to 2,643 on June 30, 1959. 
Growth of the issuers is reflected by the increase in their outstanding 
shares as reported below: 

Shares on exchanger, in millions 

June 30 

1936 ___________________________________________________ _ 
1937 ___________________________________________________ _ 
1938 ___________________________________________________ _ 
1939 ___________________________________________________ _ 
1940 ____________________ - __________ - - - - _____ - - - -- - - - ___ _ 
194L __________________________________________________ _ 
1942 _______________________________ - - - - ______ - _ -_ - - - ___ _ 
1943 ___________________________________________________ _ 
1944 ____________________ -__________ - --- __________ --- ___ _ 
1945 ___________________________________________________ _ 
1946 ___________________________________________________ _ 
1947 __________________________________ -________________ _ 
1948 _____________________________________________ -_____ _ 
1949 ___________________________________________________ _ 
1950 ___________________________________________________ _ 
195L __________________________________________________ _ 
1952 ___________________________________________________ _ 
1953 ____________________ -. __________ -___________ - ___ - __ _ 
1955· __________________________________________________ _ 
1956· ___________________ -___________ -- -________________ _ 
1957· ________________________________ -______________ - __ _ 
1958· ______________________________ --- -_______ - __ -_ - ___ _ 

Listed on 
registered 
exchanges 

2,438 
2,601 
2,312 
2,344 
2,367 
2,279 
2,262 
2,284 
2,295 
2,320 
2,458 
2,668 
2,841 
3,022 
3,156 
3,490 
3,685 
3,915 
5,009 
5,852 
6,247 
6,465 

Unlisted 
and 

exempted 

(') 

('l (' 
(') 
(') 
(') 
(') 

393 
416 
420 
408 
398 
390 
393 
366 
377 
405 
420 
467 
483 
526 
544 

Total on 
all 

exchanges 

('l (' 

~:l 
('l (' 
(I 
2,677 
2,711 
2,740 
2,866 
3,066 
3,231 
3,415 
3,522 
3,867 
4,090 
4,335 
5,476 
6,335 
6,773 
7,009 

Percent 
listed ou 
registered 
exchanges 

(I) 
(I) 
(') 
<') 
(I) 
(') 
(') 

85.3 
84.7 
84.7 
85.8 
87.0 
87.9 
88.5 
89.6 
90.3 
90.1 
90.3 
91.5 
92.4 
92.2 
92.2 

, Net totals of unlisted shares on all exchanges and of shares listed on the exempted exchanges have not 
heen compiled prior to 1943. 

·December 31. 

Shares listed on the N ew York Stock Exchange reached half a bil
lion in 1926, 1 billion in 1929, 2 billion in 1948, and 5 billion in 1958. 
A further increase to 5.46 billion shares listed on this Exchange dur
ing the first 6 months of 1959 brings the total shares available for 
trading on all exchanges to around 7.5 billion as of June 30,1959. 

Assets of Domestic Companies with Common Stocks on Exchanges 

The assets of all domestic companies having common stocks on the 
stock exchanges were roughly equal to the $291.4 billion market value 
of such common stocks on December 31, 1958. The equivalence owes 
to the preponderance of industrial stocks on the exchanges; it is not 
unusual for industrial stocks to sell for as much as or more than 
reported assets. The assets included about $280.8 billion for do
mestic companies with common stocks listed on registered ex
changes and $11.4 billion for domestic companies with common stocks 
unlisted on the exchanges or listed on the exempted exchanges. The 
$280.8 billion listed aggregate included $266 billion on the New York 
Stock Exchange,4 $9.8 billion on the American Stock Exchange, and 

• New York Stock Exchange "Fact Book, 1959" supplies this figure tor 1957 including 
some fiscal years ending in 1958. Figures tor the other exchanges are for the most part as 
reported around D~ember SJ.. 1M8. . 
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$5 billion exclusively on regional exchanges. The $11.4 billion un
listed and exempted aggregates included $8.2 billion on the American 
Stock Exchange and $3.2 billion exclusively on regional exchanges. 
The assets represent a conglomerate of individual and consolidated 
company reports and various treatments of such matters as reserves 
for depreciation. 
Foreign Stock on Exchanges 

The market value on December 31, 1958, of all shares and certificates 
representing foreign stocks on the stock exchanges was reported at 
about $12.5 billion, of which $11.1 billion represented Canadian and 
$1.4 billion represented other foreign stocks. The market values of the 
entire Canadian stock issues were included in these aggregates. Most 
of the other foreign stocks were represented by American depositary 
receipts or American shares, only the outstanding amounts of which 
were used in determining market values. 

Comparative Over-the-Counter Statistics 

Annual over-the-counter transactions of as much as $200 billion 
United States Government bonds, centered in the offices of 5 banks 
and 12 specializing dealers, are about 5 times the total bond and stock 
volumes on all the stock exchanges, and earn for the over-the-counter 
industry the distinction of being the world's largest securities market. 
Government bonds have in the past been actively traded on stock ex
changes, reaching $2.9 billion per annum on the New York Stock Ex
change in the 1919-20 price recovery, but the last significant Ex
change volume was reported 20 years ago, in 1939, and current volumes 
on the Exchange are around $100,000 per annum. 

Securities representing upward of $50 billion State and local gov
ernment debt are, with few exceptions,5 sold only over the counter. 
These bonds are usually issued in serial form, with a comparatively 
small amount for each maturity date, and have a specialized market 
owing to their tax-exemption features. 

Corporate bond sales on the stock exchanges are only about $1.5 
billion per annum, much less than those over-the-counter. 

The over-the-counter potential for dealing in stocks is enormous, 
since there are perhaps a million corporations whose shares might 
come into the market. 6 However, less than 1 percent of these corpora
tions appear to have the size and share distribution to command a con
tinuing public market for their stocks. The following over-the-

• There Is activity on the New York Stock Exchange in New York City Transit 3s of 
1980, and on the American Stocle Exchange in Chicago Transit Authority 3l)t.s of 1978. 

• U.S. Treasury Dl'partment "Statistics of Income" reported 924.961 corporation Income 
tax returns for 1956-57, an Increase of 82,836 over 1955-56. About 8,500 of the returns 
accounted for 75 percent of the $049 billion total reported aRsets. There have been well 
over 100,000 new Incorporations per annum over the past decade and this rate nearly 
doubled in the first 6 months of 1959 upon passage of laws granting certain tax elections 
to I'orporatlons with not over 10 shareholders. 
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counter data are derived .from.a continuing survey of, the st!tndard 
security manuals, the National ·Quotation Bureau Services, and re-
ports to the Commission. , 

Somewhat over 700 domestic banks have stocks, with 300, or mor~ 
reported holders which are not on any stock exchange. Pra~tically' all 
are common stocks. Their aggregate market value on December 31, 
1958, was about $15 billion, which was close to 10 percent of the $155 
billi~n ass~ts on that date of the issuing banks. The ,corresp~nding 
market value of bank stocks on stocJI exchanges aggJ;"egated al?out $237 
million for 24 issues.7 ' , . 

About 300 domestic insurance companies have stocks with 300 or 
more reported holder(3 which are not on any stock ,exchange. Nearly 
all are common stocks. The aggregate market value of their quoted 
stocks on December 31, 1958, was about $11.5 billion, which was close 
to 40 percent of their $29 billion assets on that date. The correspt;>nd
ing value of insurance stocks on stock exchanges aggregated about 
$1.6 bi,llion for 17 issues of 16 issuers." , 

About 500 issuers are registered under the Investment Company 
Act of 1940; and their aggregate ass~ts are about $20 billion .. On De~ 
cember 31, 1958, 39 of these issuers, with about $2.2 billion net asset 
value, had stoc~s on stock exchanges with about $1.9 billion' aggregate 
market value.8 Over-the-counter market or redemption values of the 
remaining issuers' securities would bear a ,close corr,¥,pondence to 
their approximate $17.8 billion net asset value. ' 
", About 2,500 additional dQmestic industrial, utility, and miscellane
ous issuers'have stOckS with 300. or mor~ reported holders' which are 
not on any stock exchange. The aggregate m!trket value on Decem
ber 31, 1958, of their shares 'was about $32.5 billion~ About $2.5 bil
lion consisted' of preferred stocks. The' $30 billion comnion stocks 
were of companies with aggregate assets of about $39 billion 'on that 
date: Nearly all widely-held railroad stocks 'and a preponderance of 
widely-held utility and industrial stocks' are on exchanges. , 

In all, some 3,500 d,omestic corporate issuers (excluding registered 
investment companies) 9 have stocks with 300 or more 'reported hold-

.' r I ". 

• Of the 22 liank stocks remaining on stock exchanges on June 30, 1959, ,1, was listed 
and registered, and 5 were listed and exempted from registration, on the "Yashingtoll 
branch of the Phlladelphla·Baltimore Stock Exchange, and 16 were listed on 'the 'exemp'tcil 
Richmond"Wheeling, and Honolulu Exchanges. ': ;. 

8 With 2 exceptions, all Investment trust shares on the stock exchanges' are of closed-end 
issuers, Purchases and sales of closed·end Investment trust shares are' ordinarily made In 
the open market such as a stock exchange alfords. Holders of open·end Investment trust 
sharesordina'rily buy them from distributors' and redeem'them at their liquidating viiliies. 
The 2 open-end Issuers on stock exchanges are Coca Cola International' Corporation' imd 
General Capital Corporation, whose shares are listed on the' New York Stock Exchiulge and 
the Boston Stock Exchange respectively, with no exchange volume 'reported 'during 1958 in 
either Issue. 

D The use of registered investment company totals In 'computing overall securities aggre. 
gates would'he duplicative to a great extent In that 'their holdings consist' of 'other securl· 
ties, principally listed stocks. ' 
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ers which are not on any stock exchange, and whose aggregate mar
ket value on December 31, 1958, was approximately $59 billion. The 
assets of the issuers having over-the-counter common stocks aggre
gated about $223 billion on that date, of which nearly 70 percent 
($155 billion) was of banks. 

As in case of issuers having securities on stock exchanges,lo the 
number of such issuers of over-the-counter stocks has not changed 
greatly in recent years. The constant additions are substantially off
set by losses through new listings on stock exchanges, mergers, sales 
of assets, liquidations and reduction in number of shareholders in some 
instances.ll Share price changes have kept pace with those of stocks 
on stock exchanges. Aggregate share values of $238.8 billion on stock 
exchanges on December 31, 1955, were about 5.3 times the $45 billion 
over-the-counter values as computed for that date in our 22d Annual 
Report (1956), and the $312.7 billion stock exchange values on De
cember 31, 1958, were similarly about 5.3 times the $59 billion over
the-counter values as above computed. 

The domestio over-the-counter stock values of $59 billion, as com
puted above, included $15 billion of stocks of banks, which report to 
their own regulatory agencies. Of the $44 billion of other stock 
values, about $24 billion, or over 50 percent, were of issuers reporting 
to the Commission pursuant to requirements of the Securities Ex
change Act of 1934. The $24 billion included about $20.7 billion 
stocks of domestic issuers reporting under section 15 (d) of the 1934 
Act, by reason of registrations of securities for public saler and about 

10 Issuers represented on stock exchanges numbered 2,594 on June 30, 1956, and 2,527 on 
June 30, 1959, Including Issuers of both bonds and stocks. 

11 Purchases of stocks for control sometimes reduce holders below 300. Holders of 
preferred stocks, of real estate stocks Issued in reorganizations, and of stocks distributed 
("spun-off") by large companies to their numerous stockholders tend to decrease over the 
years. 

a Issuers required to report under section 15(d) of the Securities Exchange Act of 
1934 had aggregate quoted vuln,," of shar.'s 011 December :U, 1958, as follow": 

Over the counter: 188uer8 
Utility, Industrial, etc_________________________________ 948 
Insurance____________________________________________ 87 
Forclgn______________________________________________ 42 

Value oJ 
quoted 8hare8 

$18,115,290,000 
2,629,900,000 
1,909,400,000 

1,077 22.654,590,000 
Unlisted on stock exchanges: 

Utility, Industrial, etc ________________________________ _ 
Insurance ___________________________________________ _ 
Forelgn _____________________________________________ _ 

30 
3 
2 

1,355,800,000 
790,700,000 

1,465,300,000 

35 3,611,800,000 

1,112 26,266,390,000 
Registered Investment companles___________________________ 225 
Partnerships, voting trusts, stock purchase plnng, ptr:________ 77 

1,414 

529523-59--8 
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$3;3 billion over-the-counter stocks of issuers reporting because they 
have other securities listed on registered exchanges. 

Taking into account the share values of registered investment com
panies which do report, and those of banks which do not report to 
the Commission, it is evident that the total values of shares of do
mestic issuers reporting to the Commission is more than half of the 
total domestic over-the-counter share values, as above computed. 

DEUSTING OF SECURITIES FROM EXCHANGES 

Pursuant to rule 12d2-1 (b) under section 12 (d) of the Securities 
Exchange Act, applications may be made to the Commission by issuers 
to withdraw their securities or by exchanges to strike any securities 
from listing and registration on exchanges. The Commission may 
not deny such 'applications if made in accordance with the appropri
ate exchange rules, but may impose such terms as it may deem 
necessary for the protection of investors. 

During the fiscal year ended June 30, 1959, the Commission granted 
applications by issuers and exchanges to remove 39 stock issues and 
1 bond issue from listing and registration pursuant to rule 12d2-1 (b). 
There were 41 removals, since 1 stock was delisted from 2 exchanges. 
The number of issuers involved was 37. The removals were as follows: 

Applications tiled by: ~!!~~ 
New York Stock Exchange ____________________________________ 15 
Junerican Stock Exchange____________________________________ 4 
Cincinnati Stock Exchange____________________________________ 1* 
Midwest Stock Exchange______________________________________ 3 
Pacific Coast Stock Exchange__________________________________ 5 
Philadelphia-Baltimore Stock Exchange________________________ 5 
Spokane Stock Exchange_____________________________________ 1 
San Francisco Mining Exchange_______________________________ 1 
Issuers______________________________________________________ 5 

Total ______________________________________________________ 40 

*Tb1s stock was also dellsted from the Am.er:Ican Stock Exchange. 

Bona 
issues 

1 
o 
o 
o 
o 
o 
o 
o 
o 

1 

The applications by exchanges were based in general upon the 
ground that the issues were no longer suitable for exchange trading, 
by reason of reduced public holdings, small values, few holders, incon
sequential trading volumes on the exchanges, or a combination of these 
factors. Some of the issuers were not operating, or were in process 
of liquidation. Failure to file reports with the exchange was cited 
in three instances. In six of the applications made by exchanges it 
was stated that the issuers had requested the action. 

The five applications by issuers were for removal of stocks from 
various regional exchanges. The stocks remained listed on other 
exchanges where the principal trading volume therein occurred. 
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From July 1, 1936, through June 30, 1959,18 there have been 533 
deEstings of securities on application of exchanges and 279 on appli
cation of issuers. Delistings from the New York Stock Exchange 
numbered 282 pursuant to its applications and 6 pursuant to applica
tions by issuers. Delistings from the American Stock Exchange num
bered 58 pursuant to its applications and 25 pursuant to applications 
by issuers. Delistings from the regional exchanges numbered 193 
pursuant to their applications and 248 pursuant to applications by 
issuers. Thus, about 2 percent of the New York Stock Exchange 
deli stings, 30 percent of the American Stock Exchange delistings, and 
56 percent of the regional exchange delistings were pursuant to app~i
cations by issuers. 

As indicated abo-ve, delisting applications filed by exchanges are 
ordinarily based on lack of adequate public interest in the security 
issues concerned. The usual exchange application cites diminution 
in number of holders and publicly held shares or the moribund condi
tion of the issue or issuer. The reduction in the number of holders 
and publicly held shares frequently results from acquisitions involv
ing'an offer of exchange into other listed shares of the same or another 
issuer. In some cases, a company will have sold its assets for cash 
and distributed all but small final payments in liquidation. 'fhe spe
cific reason given in an application in case of a moribund condition 
may be that the issuer has failed to file reports required by the list
ing agreement and registration, or has discontinued transfer and reg
istrar facilities, or faces in~olvency proceedings. Some exchanges, 
upon learning that an issuer has determined to delist an inactively 
traded issue, will make the application as a matter of good public 
relations, stating that it is made at the request of the issuer by reason 
of its inactivity on the Exchange. The New York Stock Exchange, 
as the leading exchange in number of listings and number of removals, 
has developed and published criteria on the basis of which it will con
sider initiation of a delisting application. (See 24th Annual Report, 
p. 63.) Some of the stocks delisted upon its application have re
mained or become listed on other exchanges.14 One of the stocks 
delisted upon its application has since become prominent.15 In gen
eral, however, there are very few instances of substantial public interest 
in securities after their delisting upon application by exchanges. 

Delistings upon application by issuers fall into three classes: those 
which have little value, those which remain listed on other exchanges, 

18 Comparable data are not avallable for the [Hlrlod prior to July 1. 1936, 
16 Examples include Kalamazoo Stove and Furnace Company and DTM Corporation stocks 

remaining on Midwest Stock Exchange. and Spear & Company. Clopay Corporation. and 
Davega Stores Corporation stocks which became listed on the American Stock Exchange. 

18 The number of holders of American Express Company stock. dellsted In 1939 when It 
was nearly all owned by Amerex Holding Corporation. Increased from under 100 to over 
25.000 In Its spln·off by; the latter 11 years later. 
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and those which are good over-the-counter material. Upon the,mar
ket, break in,1937, and the subsequent drying up of exchange activity, 
from 962 million shares in 1936 to 221 million in 1942, and from $23;6 
billion to $4.3 dollar volume respectively, there, was a plethora of 
issuer 'applications. In'this period, the Commission, frequently, re
quired issuers to notify, their stockholders of the pending application 
and to ad vise them of their right to be heard. Response of the holders 
was inconclusive,16, but the; contents of the notifications were made the 
cause of 'denials or dismissals in some instances. For some time after 
t4e, lo~, point of the d~clin~ i~ share ~olumes was reached in'1942, 
the ~ow of delisting ,application!> by issuers :continued, an,d the .com~ 
mission in three cases during the period 1944-46 required important 
is~uers to put, their decisions to a vote of: stockholders.F,;- However, 
vo~umes on the exchanges were recovering. :,New deli sting applica~ 
tions by issuers dropped to, an ,average of about 7 per, annum in the 15 
years'to June 30, 1959, cOII?-pared to over 21 per annum in the 8 years 
to JUI\e 30,_1943~, ,Notifications to stockhol~er~ were required in only 
a few il!-s~ances after 1943, tl~e las~being ip 1954; no voting require-, 
m~nt has pe~p ~rdered by, th~ ) Commission ,since 1946. On .occasion, 
~ither vpluntarily or ip. compliance with a, rule pf an exchange, issuers 
have put the matter~~:deli~~il!-gto-;vo~e or their stockholders l;>efor~ 
s~omittm.~tapplications., ~SinceJ947, the,qo~ission has held hear
ings qp .. delisting applications ~nly. if req~ested by an interested ,party, 
and oruy .. three such heari~gs have been-held since that date, all on 
d,elisting 3:pplications of ~he New r ()r~ Stock Exch~nge. , 
, ,i Most, pI the deli stings p]l!sua~t to 'a pplic!,tt~ons, by jS8uers during the 
period h~:ve been 1"ith re~p~ct to issues having litqe value 9rissues 
remaining listed on o~her exchanges.Is Excluding a number of <?pen
end investment company stocks, originally listed to qualify for sale 
under 'blue sky laws and, riot suitable for ,exch~nge trading, issues 
having a current market;\Talue of caro1IDd $500 ,million have been 
re~,Qve,d, to over~th,e-co~ter trading by delistings pursuant toappli
c~tiqns)y,issu.~rs ~uring the pe~iod.19, ~he reporting requirements 
?f'the '9?mmission pursuant to secti,on ,13 of the Securiti~s ExchlJ:nge 
Act seem not to have been much of-a factor in the deliberations of the 
iss~ers with r~spectto deiisting;'~illce,about'$400 million of,the market 

.. The letters received were about equally divided for itnd again~t delisting, ~nd personai 
appearances at the hearings were few in number. ' 

11 In none of these cases' did, the, issuer pursue Its del1liting _ application further after 
Imposition of the voting requirement. ' , 

18 Dellstings on application of Issuers during the period orlg1nall~ comprised about 117 
with no substantiaU trading value, 95 remaining listed ,on other exchanges, and: 67 which 
became good over-the-counter trading material. Since delisting, about half of the 67, last
men~oned'issues have been exchanged into listed stocks of other companies or passed out 
of existence in other wa),& , " , 

,,19 This amount Is less than 0.2 percent of the market'value of stocks on the exchanges. 
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value is of issuers continuing to file similar reports under section 15 (d) 
of the act. 
Delisting Proceedings under Section 19(a) 

Under section 19(a) (2) the Commission may suspend for a period 
not exceeding 12 months, or withdraw, the registration of a security 
on a national securities exchange if, in its opinion, such action is neces
sary or appropriate for the protection of investors and, after notice 
and opportunity for hearing, the Commission finds that the issuer of 
the security has failed to comply with any provision of the act or the 
rules and regulations thereunder. Shown below is the number of such 
proceedings during the 1959 fiscal year. 
Proceedings pending at the beginning of the fiscal year ___________ _ 8 
Proceedings initiated during the fiscal year _____________________ _ 5 13 

Proceedings terminated during the fiscal year: 
By order withdrawing security from registration ____________ _ 5 
By order suspending registration of security ________________ _ 1 6 

Proceedings pending at the end of the fiscal year _________________ _ 7 

The six proceedings which were terminated during the fiscal year 
were terminated during the early part of the year and were described 
in the Commission's 24th Annual Report.20 

Section 19 (a) (4) authorizes the Commission summarily to suspend 
trading in any registered security on a national securities exchange 
for a period not exceeding 10 days if, in its opinion, such action is 
necessary or appropriate for the protection of investors and the 
public interest so requires. The Commission has used this power 
infrequently in the past. However, during the 1959 fiscal year the 
Commission found it necessary and appropriate in connection with 
three pending proceedings under section 1'9 (a) (2) to use its authority 
summarily to suspend trading in securities registered on a national 
securities exchange. Only one of these suspensions remained in effect 
at the end of the fiscal year. 

UNLISTED TRADING PRIVILEGES ON EXCHANGES 

The classical method by which stock exchanges evolved was for a 
group of local brokers to commence trading in any available securities. 
For more than half a century after the historic 1792 meeting under 
the buttonwood tree, any security could be called up for trading on 
the New York Stock Exchange at the pleasure of any member. By 
1856, vote of a majority of members present came to be required for 
the placing of a security on the list to be called, but upon payment of 

"Pp.64-71. 
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a 25-cent "fine" any member could have any other security tempo
rarily inserted. Unlisted trading on the New York Stock Exchange 
was finally abolished in 1910, upon the recommendation of the New 
York Governor's Committee on SpecUlation in Securities and Com
modities (the "Hughes Committee") and because most of the stocks 
in the unlisted department were in any event becoming listed. 

The leading regional stock exchanges began trading in much the 
same way. For example, the rule on the Philadelphia Stock Ex
change as late as 1876 was that "members may call up the various 
stocks of any chartered company, whether on the regular list or not." 
As their growth in trading volumes and prestige enabled them to 
impose formal listing agreements and listing fees upon issuers, many 
of these exchanges came to abolish unlisted trading entirely, as the 
N ew York Stock Exchange has done, or to restrict it to issues listed 
upon other leading exchanges.21 A resolution adopted by the Bos
ton Stock Exchange in 1869 provided that "securities dealt in at the 
New York or Philadelphia Stock Exchanges may be called once, 
after the regular list, without charge ... " The rule on the Philadel
phia Stock Exchange by 1932 was that no securities could be admit
ted to unlisted trading which were not listed on the New York Stock 
Exchange, New York Curb Exchange, as it was then styled, Boston 
Stock Exchange, Pittsburgh Stock Exchange, or Chicago Stock 
Exchange. 

The American Stock Exchange (known as the New York Curb 
Exchange until 1953) is the principal center of exchange trading on 
an unlisted basis. In 1931-32 it had over 1,800 stock and 850 bond 
issues on its unlisted roster. As a result of the New York State At
torney General's examination of unlisted trading practices, the num
ber was substantially reduced during 1933-34 by removal of issues 
inactively traded on the Exchange. The New York Produce Exchange 
provided facilities for security trading from 1928 to 1935, and had 
about 750 stock and 150 bond issues available for unlisted trading. The 
New York Real Estate Securities Exchange operated from 1929 to 
1941, and had about 100 stock and 200 bond issues available for trad
ing on an unlisted basis. A number of other exchanges on which 
unlisted trading occurred ceased to operate in the early days of the 

21 The listing process has had a long evolution. As early as 1847, the New York Stock 
Exchange called for transfer books to be located in New York City. Its Committee on 
Stock List, created in 1869, promulgated rules protecting against forgery and over· Issuance 
of securities, and sought to obtain statements of condition and lists of officers of Issuers. 
The regular ftIes of printed listing statements date from 1884. By 1900, the Exchange had 
commenced to call upon applicants for agreements to publish detailed statements and 
annual reports. The Issuers' agreements with the Exchange became more comprehensive 
over the years, providing for periodic earnings statements, Independent auditing, prompt 
notifications of Issuer actions affecting their security holders, etc. With the advent of 
the CommiSSion, the requirements of the listing agreements were supplemented by the 
requirements for registration along with listing. 
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Commission. The" net number of securities admitted to unlisted 
trading on the exchanges prior to 1934 is not available, but clearly ran 
into thousands. 

Under section 12 (f) of the Securities Exchange Act of 1934 22 the 
Commission may approve applications by national securities exchanges 
to admit securities to unlisted trading privileges without action on the 
part of the issuers, if it finds such admissions are necessary or appro
priate in the public interest or for the protection of investors. Such 
admissions impose no duties on issuers beyond any they may already 
have under the act. Section 12(f) provides for three categories of 
unlisted trading privileges. Clause (1) provides for continuation of 
unlisted trading privileges existing on the exchanges prior to March 
1, 1934. Clause (2) provides for granting by the Commission of 
applications by exchanges for unlisted trading privileges in securities 
listed on other exchanges. Clause (3) provides for granting by the 
Commission of applications for unlisted trading privileges condi
tioned, among other things, upon the availability of information sub
stantially equivalent to that required to be filed by listed issuers. 

Included under clause (1) of section 12 (f) are securities which had 
unlisted trading privileges on some exchanges prior to March 1, 1934, 
and (a) were also listed and registered on some other exchange or 
exchanges, or (b) were admitted only to unlisted exchange trading. 
Issuers of securities in group (a) are subject to the statutory reporting 
requirements by reason of the listing and registration of their securi
ties. Issuers of securities in group (b) mayor may not be issuing 
public reports. Of the issues in group (b), only 246 stock and 20 
bond issues remained in that status as of June 30, 1959. The attri
tion has been due to many factors. Bond and preferred stock 
issues have been retired. Compani~ have merged or liquidated. 
Marginal exchanges opening around the 1929 peak of market activity 
ceased operations thereafter. Many leading common stocks traded 
on an unlisted basis have subsequently been listed or exchanged for 
listed stocks of merging companies. 

The stocks with only unlisted trading privileges on the exchanges 
had an aggregate market value of $21.4 billion as of December 31, 
1958. Standard Oil (New Jersey) held 52.5 percent of this total in 
stocks of Creole Petroleum Corporation, Humble Oil & Refining Com
pany, Imperial Oil Limited, and International Petroleum Company, 
Limited. An additional 17.5 percent of the total was of 58 issues of 

.. The original bills proposed abolition of unlisted trading on stock exchanges. The 
proposals were opposed by the American Stock Exchange and other smaller exchanges 
as presenting too sharp a transition. Congress directed the Commission to study the 
problem and submit its recommendations, which was done In a "Report on Trading In 
Unlisted Securities upon Exchanges," dated January 3, 1936. The recommendations 
were adopted and the present section lZ(f) was enacted in May 1936. 
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55 isSuers'reporting as fully as though they were listed, by reason of 
registrations under the Securities Act, the Public Utility, Holding 
Company Act, the Investment Company Act, or because the iSsuers 
in'some cases had other securities listed on registered exchanges. ,The 
residue in public hands of, such unlisted stocks accordingly amounted 
to: only. about $6.5 billion,' and of this ,amomlt,' about $4.2 billion ,was 
of '7Q ,Cana,dian and other foreign stockS and American depositary 
receipts -for' foreign shares. The reported volume of trading' on the 
exchanges in stock'admitted,to unlisted trading only, for the calendar 
year 1958, was about 32.3' million shares or about 2.5 percent of the 
total'share'volume on all the exchanges: Over 90 percent of this 32.3 
million share volume was on the American Stock Exchange. ' ' , 

Unlisted trading priVileges on exchanges in issues listed and reg
istered on other exchanges, granted under clause (1), are for the life 
of, the issue, while those granted' under clause (2) are only for the 
duration of the issue's listing and registration on another exchange.23 

The number of unlisted trading privileges 24 granted under ,clause 
(1), in ,issues listed 'on other exchanges, were 991 in stocks'and 75 
in bonds on' December 31, 1935. Similar. privileges were' thereafter 
granted under clause (2) for 1,410 stock ·issues and 8 bond issues. 
Mergers of e?,changes, mergers of issuers, etc~,have reduced the num
ber of such privileges, which as of June 30,' -1959, comprised 1,492 ,in 
st06ks and 1 in bonds. The'reported volume of trading on the ex
changes pursuant to these unlisted trading privileges for the calendar 
year 1958 was about 38.7 million shares or about 3 percent of the total 
share volume on all the exchanges. About 15 percent of this'38.7 
million share volume was on the American Stock Exchange and 85 
percent was on the regional exchanges. 

On' jun'e 30, 1959, unlisted trading privileges existed pursuant to 
clause (3) of section 12(f) 'iri only 12 bond and 4'stock issues, and 2 of 
the stock issues have also become 'listed on' other exchanges. There 
have been no applIcations under clause (3) since 1949. ' ,:' 

, , ' 

Applications for Unlisted Trading Privileges 

; Appli~ations by exchanges for unlisted tradi'ng privileges ~n stocks, 
listed on other exchanges,'made pursuant to claUse (2) of sectIon 12~( f) 
~f th~ Securities Exchange A~t, were granted by the Commissio~ 
during the fiscal year ended June 30, 1959 as follows: ' ' " , 
',..' • • • • • • J /. 

, .. Ordlna~ily,. dellstlng occurs np~n termination of the existence of an issue, and SO, the 
unlisted trading privileJreS therein, whether under clause (1) or clause (2), also end, 
Occasionally, however, an unlisted trading privilege on one exchange granted under, clause 
(1) has continued after the'lssue has been dellsted from another exchange upon applica
tion by the,lssuer or by the exchange or because a listing was dropped upon merger of 
exchanges. Currently, 4 such unUsted trading privileges continue in stocks which were 
formerly listed on other exchanges. , 

.. The number of trading privileges Is greater than the number of Issues because there 
may be trading priVileges In an Issue on more than one exchange. 
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Stock exc~ange :, " , I' Number oJ 8to,ckB 

,American __ : __ :... ___ :-_______________ -; _____ .., ____ .,._,_-; _____________ :-_____ , , 2 
Boston____________________________________________________________ 20 
Cincinnati.: _____ ~:. ______ _' ___ :... ____ ..:~_.:.~ _____ ..,.----------___________ -,_ 1 

, DetroiL ___ :.:.:. _______________ ..: _______ .: ___ ,__________________________ 10 
MidwesL _________________ "-___________ ' _________ ~ ______ ~ ____ .:.~ ___ ~:...:. 1 

, . Pacific C()asL ___ .:..::..' ______ "- ______ :.._-: _________________________ :. ______ . 7 
Pbiladelpbia-Baltimore_'-__________________________________ ,.. _____ .: __ , 27 

,Pittsburgb ___ 7'_~ ___ -;~______________________________________________ i 

69 

'Rule 12f-2 under section 12(f) of the Secu~ities Exchange Act 
provides th~t ~hen a ~ecurity admitted to ~isted trading on .an 
exchange is. cha~ge~ in more than certain stipulated minor respects, 
the exchange ~ay apply for Commission determination that the un
listed trading priyileges may continue on the ground that the changed 
security is substantially 'equivaJeu't to' the security theretofore ,ad
mitted to unlisted trading privileges. During the fiscal year the 
Commission granted applications by the American Stock Exchange 
for c~ntiriuance of unlisted trading under this rule in three stock 
issues and two bond issues. 

BLOCK DISTRIBUTIONS REPORTED BY EXCHANGES 

Rule 10jr.2 un~~r- the Securities Exchange Act of 1934 in substance 
prohibits any person participating or otherwise financially interested 
in the prilllary or; secondary distribution of a security from paying 
any other, person for soliciting a third person to buy any s~curity of 
-the' same issu~r. 011 _a national sec1}rities exchange.. This rule,5.s an 
antimanipulative rule ,adopted under section, 10 (b) of the act which 
makes it unlawful for any person to use any manipulative'or decep
tive device or contrivance in ,contravention of Commission rules pre
scribed in the public interest or for the'protection of investors., Para
graph (d) ~f.r:ule 10b-2 exempt.s transactions where compensation is 
paid pursua'nt to the terms of a plan, filed by a national securities 
eich~nge: and, deciar~(L effective by the Commission, authorizing the 
payment ,of such: compensation in ,con'nection wit~, the distribution. 
The Qommission in its, qeylaration may impose such terms and condi~ 
-t;ons upon such ,plan as it deems necessary or appr?priate ip. the p~blic 
interest or fo;r: the protection of investors. 
" ~t the present tim~ t,,;o ty,p~ of. plans are in, effect to permit a 
block of securities to b~ distributed through the facilities of a national 
securities exchange when i~ has been, determined by the exchange that 
the,.regular market on the floor of the exchange cannot absorb the 
particular block within, a reasonable time and at a, reasonable price 
or prices. These plans have been ,designated ,the "Special Offering 
Plan," essentially a fixed price offering based on the market price, 

. ~. .". . ". 
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and the "Exchange 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 plan 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, blocks of listed securities 
may be distributed to the public by a "Secondary Distribution" on 
the over-the-counter market, after the close of exchange trading. The 
exchanges generally require members to obtain the approval of the 
exchange before participating in such secondary distributions. 

The following table shows the number and volume of special offer
ings and exchange distributions reported by the exchanges having 
such plans in effect, as well as similar figures for secondary distribu
tions which exchanges have approved for member participation and 
reported to the Commission: 

Total sales-VI! months ended December 31, 1958 25 

Specml offerings. _______________________________ _ 
Exchange distrlbutlons. _________________________ . 
Secondary distrlbutlons _________________________ _ 

Special offerlngs _________________________________ _ 
Exchange dlstrlbutions. ________________________ _ 
Secondary distrlbutlons _________________________ _ 

Shares In Value (thou-
Kum ber offer Shares sold sands of 

dollars) 

5 
38 

122 

93,445 
620,806 

9,321,712 

88,152 
619,876 

9,508, 505 

6 months ended June 30, 1959 16 

1 I 28, 000 I 28, 500 I 14 334, 006 296, 119 
89 10,214, 617 10,503,726 

3,286 
29,454 

361,886 

1,550 
14,683 

455,764 

MANIPULATION AND STABILIZATION 
Manipulation 

The Exchange Act describes and prohibits certain forms of mattip
ulative activity in any security registered on a national securities 
exchange. The prohibited activities include wash sales and matched 
orders effected for the purpose of creating a false or misleading 
appearance of trading activity in, 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 actual or apparent active 
trading is created for the purpose of inducing purchases or sales of 
such security by ot~lers; circulation by a broker, dealer, seller, or 
buyer, or by a person who receives consideration from a broker, dealer, 
f'cller or buyer, of information concerning market operat-ions con
ducted for a rise or a decline in the price of such security; and the 
making of any false and misleading statement of material information 
by. a broker, dealer, seller, or buyer regarding such security for the 
purpose of inducing purchases or sales. The act also empowers the 

" DemUs of these distributions appMr In the Commission'. monthly stlltt~tll':Il h"II.f.[n. For rl3t,s for 
prior years see appendix table. 
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Commission to adopt rules and regulations to define and prohibit the 
use of these and other forms of manipulative activity in any security 
registered on an exchange or traded over the counter. . 

The Commission's market surveillance staff in its Division of Trad
ing and Exchanges in Washington and in its New York Regional 
Office and other field offices studies the tickertape quotations of secu
rities listed on the New York Stock Exchange and on the American 
Stock Exchange, 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 for any 
unusual or unexplained price variations or market activity. The 
financial news ticker, leading newspapers, and various financial pub
licationsand statistical services are also closely followed. 

When unusual or unexplained market activity in a security is 
observed, all known information regarding the security is examined. 
and a decision made as to the necessity for an investigation. Most 
investigations are not made public so 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 Commis
sion's regional offices, take two forms. A preliminary investigation 
or "quiz" is designed to discover rapidly 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 sub
poenas and to take testimony under oath, is issued by the Commission. 
If violations by a broker-dealer are discovered, the CommiSsion may 
institute administrative proceedings to determine whether or not to 
revoke his registration or to suspend or expel him from membership 
in the National Association of Securities Dealers, Inc., or from a 
national securities exchange. The Commission may also seek an in
junction against any person violating the act and it may refer infor
mation obtained in its investigation to the Department of Justice 
recommending that persons 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 prosecution. 

The Commission is much concerned with indications of increased 
manipulative activity in present securities markets. Accordingly, the 
Commission has placed greater emphasis in its enforcement work 
upon the detection and prevention of manipulation and a substantial 
number of investigations are now in progress in this area.26 

Active securities markets are particularly susceptible to manipula
tion because of the ease with which public interest can be generated. 

• Securlt1ea lIlxchauge Act Release No. Ci927. 
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Devious schemes may, be employed :to talre ,advantage of, this public 
~terest. 'These include schemes to increase the quoted over~the~ 
counter prices for relatively obScure issues .being distributed without 
registration iIi asserted reliance upon,some exeJ.llption, or the creation 
of fictitious'markets for such issues. Such schemes are not uncommQn 
in connectiQn' with distributions: effected by -.'.'.~()iler ~o~ms/',:' These, 
activities when conducted.!with ingenuity thr01;tgh numerous, int-er-, 
mediaries are difficult to detect.: Persons engaged in, .or, prQPQsing. 
distributiQn' of a Security not, Qutstanding in the hands o'fthe. public' 
may place orders for, the purchase 'an9., sale o£',small a~ounts o(a' 
security,with·numerous brokers and dealers, or arJ;ange to have ,others 
do this, with the result that such brokers: an.d dealers wi~l publish 
qUQtatiQns for', the security at· prices specified in. the orders,. thus 
creating the appearance, of an active o'\Ter~the-counte.r. mar~et.!Qr ~he 
security, when in fact no. such market ,exists, except as'generated by 
the distributors. ,·When the distribution is,completed, the,orders are 
withdrawn and the "market" dIsappears. '. , ,'. " 

The investigation and prose.cution of a manipulatiQn case requires 
careful and painstaking work usually over,a period Qf many mQnths. 
Inveswrs must be identified and interviewed, bOQ~f? and. rec~rds <;If 
brQkers, dealers and others must be. examined ,and analyzed, and the 
information thuS obtained' then; has,.to be . developed, in a form. which' 
WQuld permit its intrQduction in,evidence in Jegal pr~eedirgs: ' 

The following table shows the number Qf quizzes and formal in
vestigations 'pending at the, beginning of, tiscal 1,~59,' th~ number 
initiated in ·fiscal 1959, the number clQsed or comple~d during .the 
same period, and.the number ,pending at the eI).d Qf the.fiscal,y~ar: 

Trading investigations . . ',,," . 

: . -, ~ : Quizzes . Formalin-
, vestlgatlons . i 

~~~:~::~~:~~~~~~~~::::::::::::: :~:~:::~~:,~:::~::,:~:~::::::::: f~::: ::~:I"--' ':-;-' -13-~:-1-"'" -,,-, '""" .,--,: 
Closed or compI~ted during fiscal year _____ ' _________________________ :_:__________ . 55 
Changed to formal during fiscal year ___ :· _______ : ____ ; ___ :_, ____ · ______ , __ ~ ____ , _____ ' '3 ,-,. 'j " .3 

1--'----1-'-''-'---. 'TotaL; ____________ ~ ___ : ______________ .. _ _' __ : ___ : ____ ~~ ____ · .. ____ , __________ c: 58 .. 3 
1===1''==== Pending at end of fiscal year _______________________________ c _________ .,: _____ c __ ~~- ;". , ,,77 • 11 

. .! • 

'When se'euriUes ar~ to. be ~ffered to the public; their markets are 
~atched very' ClQsely 'to. m'ake' 'sure that'the price is nQt urilawfully 
raised prior to or d~ring the distributIQn. One thQusand and fifty-five 
registered' ofier,ings having a ,value of $15,657 milliQn and 854 offer
ing's exempt under sectiQn 3 (b)' Qf the" Securities Act, having a value 
of about $170 million were so. observed during the ,fiscal year. Two 
hundred and seventy-four Qther Q1;f~rings, su~h as secQndary -distri:; 

• ~ _ '..i _ .~" , ' ... 
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butions and distributions of securities under special plans filed by the 
exchanges, having ~ tbtal hlue of $715 million, were also kept under 
surveillance. ' 
Stabilization 

When, iJ.? 1994, the provisions of the Securities Exchange' Act 'Yere 
being draft~d/Coni.ress concluded, that at times it would be necessary 
-to stabilize offerings of secur~ties in order to raise funds for industry 
and to protect existing investors while doing so. But rat~er than ,set 
~tabilizing standard,s as a matter of law, Congress delegated to the 
ComDlissionthe authority to 'adopt ,r'ul~s to govern this little-under-
stood function. ' ' , , " , 

'When the Commission was organized, one' of its first tasks was to 
study the subject c;>f, stabiliZing, decide ,what was ~proper and con:
s~der' the ,,~doptio~, ,of rules. rhe: principal ~jfficu~ty has been, that 
stabiliiing is a form of mar~et ~arii'pulation'- rhe 'problem was t~ 
reta~n, th~,benefitS while removing those antisocial practices ,which 
might cause loss to investors. The Commission' proceeded slowly, as 
rriilllY new 'facets of the proble~ were revealed, and it was difficult to 
devise a simple' formula whi~h had the particularity required in a 
ruie, binding on' all who dealt in s~urities, without literally stran-
gling the busineSs." _ 

Until it gained m<?re expertise in the field, the Commission' encour
aged ~ssuers, under,,:riters and their counsel to consult with it and the 
staff c~ncerning problems which might ,arise in this area. Each such 
problem was judged on its own merits in the light of whether or not 
the interests of invest9rs might be adversely affected. As the Com
mission gained e~p~rience, general principles were laiifdown. It ,was 
held, among other things, that stabilizing was not improper if it ,did 
no m,ore than prevent or ret~rd a price decline during an offering; that 
stabilizing purchases should be confined to the fewest tranSactions 
necessary to accomplish such a purpose; that stabilizing levels must 
be based on an existing independent market and not some level be
lieved ~esirable, by the person stabilizing; and that it was improper 
for a Stabilizer to follow a rise in price too closely. Releases were is
sued from time to tiffie to publiciZe'the Cominission's Viewpoint with 
regard to stabilizing. In addition, the Commission expressed its 
vie~point in its decisions and opinions: 

From time to time it was 'suggested that what had now become a 
r:ather extensive. list ,of 'settled practices be codified in specific rules, 
but in various conferences, the industry claimed that any 'code must 
necessarily be too x:igid to allow for changing conditions. , 

However, on December 30; 1952,- the Coinmittee on Interstate and 
Foreign Commerce of the House oi Representatives recommended 
that the "Commission should earnestly and expeditiously gtapple 
with the problem of stabilization with the view of either the early 
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promulgation of rules publicly covering these operations, or of recom
mending to the Congress such changes in legislation as its experience 
and study show now to be desirable." The Commission therefore 
undertook to codify the stabilizing practices which had been developed 
over the years. 

The Commission requested and obtained the assistance of the securi
ties industry in formulating its stabilizing rules. An ad hoc com
mittee of the public was formed. This committee conferred with and 
submitted proposals 'to the staff, which were considered by the Com
mission together with the recommendations of the staff and views ob
tained in a public hearing held prior to the adoption of the rules. 

The rules as finally adopted are extremely technical. They have, 
however, served well their purpose of facilitating distributions and 
preventing unlawful manipulations. Rule 10b-6 restricts the trading 
activities of those who issue or participate in the distribution of securi
ties. Rule 10b-7 governs the times, methods and prices at which 
stabilizing transactions are permissible. Rule 10b-8 deals with the 
peculiar problems arising in an offering of securities through rights. 
The Commission is continuously reexamining the effect of these rules 
and if it appears necessary, it will amend them to conform to any 
developing practice of the industry which appears to be in the public 
~nterest. 

During 1959 stabilizing was effected in connection with stock offer
ings aggregating 32,097,212 shares having an aggregate public or
fering price of $770,503,662 and bond offerings having a totnl offering 
price of $129,038,300. In these offerings, stabilizing transactions re
sulted in the'purchase or 710,015 shares of stock at a cost of $18,146,077 
and bonds' at a cost of $2,938,340, and 4,461 stabilizing reports show
ing purchases and sales of securities effected by persons conducting 
the distribution were received and examined during the fiscal year. 

INSIDERS' SECURITY HOLDINGS AND TRANSACTIONS 

Section 16 of the act is designed to prevent the unfair use of confi
dential information by directors, officers and principal stockholders by 
giving publicity to their security holdings and transactions and by 
removing the profit incentive in short term trading by them in equity 
securities of their company. Such persons by virtue of their position 
may have knowledge of the company's condition and prospects which 
is unavailable to the general public and may 'be able to use such infor
mation to their personal advantage in transactions in the company's 
securities. Provisions similar to those contained in section 16 of the 
act are also contained in section 17 of the Public Utility Holding 
Company Act of 1935 and section 30 of the Investment Company Act 
of 1940. 
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Ownership Reports 

Section 16 (a) of the Securities Exchange Act requires every person 
who is a direct or indirect beneficial owner of more than 10 percent of 
any class of equity securities (other than exempted securities) which 
is registered on a national securities exchange, or who is a director or 
officer of the issuer of such securities, to file reports with the Commis
sion and the exchange disclosing his ownership of the issuer's equity 
securities. This information must be kept current by filing subsequent 
reports for any month in which a change in his ownership occurs. 
Similar reports are required by section 17 (a) of the Public Utility 
Holding Company Act of officers and directors of public utility hold
ing companies and by section 30 (£) of the Investment Company Act 
of officers, directors, principal security holders, members of advisory 
boards and investment advisers or affiliated persons of investment 
advisers of registered closed-end investment companies .. 

All ownership reports are available for public inspection as soon as 
they are filed at the Commission's office in Washington and reports 
filed pursuant to section 16 (a) of the Securities Exchange Act may 
also be inspected at the exchanges where copies of such reports are 
filed. In addition, for the purpose of making the reported informa
tion available to interested persons who may not be able to inspect 
the reports in person, the Commission summarizes and publishes such 
information in a monthly "Official Summary of Security Transactions 
and Holdings," which is distributed by the Government Printing 
Office on a subscription basis. Increasing interest in this publication 
is evidenced by the increase in the total circulation from a rate of about 
6,000 at the end of the 1958 fiscal year to more than 8,000 at the end of 
the 1959 fiscal year. 

During the fiscal year, 39,275 ownership reports were filed. This 
represents a considerable increase over the 33,126 reports filed during 
the 1958 fiscal year. The following table shows details concerning 
reports filed during the fiscal year ended June 30, 1959. 

Number of reports filed during fiscal year 1959 

Securities Exchange Act of 1934 : 27 

Form 4 _________________________________________________________ 33,848 
Form 5_________________________________________________________ 660 
Form 6 _________________________________________________________ 3,550 

Total _________________________________________________________ 38,058 

27 Form 4 Is used to report changes In ownership; Form 15 to report ownership at the 
time an equity security of an insurer Is Ilrst registered on a national securities exchange; 
and Form 6 to report ownership of persons who subsequently become officers, directors or 
principal stockholders of the Issuer. 
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Public Utility Holding Company Act of 1935 : .s 
Form U-17-1___________________________________________________ 23 
Form U-17-2___________________________________________________ 343 

Total_________________________________________________________ 366 

Investment Company Act of 1940 :" 
Form N-30F-1__________________________________________________ 488 
Form N-30F-2__________________________________________________ 363 

Total_________________________________________________________ 851 

Grand totaL-__________________________________________________ 39,275 

Recovery or Short-Swing Trading Profits by Issuer 

In order to prevent insiders from making unfair use of information 
which may have been obtained by reas@n of their relationship with a 
company, section 16 (b) of the Securities Exchange Act, section 17 (b) 
of the Public Utility Holding Company Act, and section 30 (f) of the 
Investment Company Act provide for the recovery by or on behalf 
of the issuer of any profit realized by insiders from certain purchases 
and sales, or sales and purchases, of securities of the company within 
any period of less than 6 months. The Commission has certain ex
emptive powers with respect to transactions not comprehended within 
the purpose of these provisions, but is not charged with the enforce
ment of the civil remedies created thereby. 

REGULATION OF PROXIES 

Scope of Proxy Regulation 

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

Copies of proposed proxy material must be filed with the Commis
sion in preliminary form prior to the date of the proposed solicitation. 
Where preliminary material fails to meet the prescribed disclosure 
standards, the management or other group responsible for its prepa-

.. 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. 



TWENTY-FIFTH ANNUAL REPORT 83 

ration is notified informally and given an opportunity to, avoid 
such defects in the preparation of the proxy material in the definitive 
form in which it is furnished to stockholders. 
Statistics Relating to Proxy Statem~~ts 

During the 1959 fiscal year 1,975 proxy statements in definitive form' 
were filed under the Commission's regulation 14 for the solicitation of. 
proxies of security holders; 1,959 of these were filed by management 
and 16 by nonmanagement groups or individual stockholderS." These 
1,975 solicitations related to 1,814 companies, some 150 of which had 
more than one solicitation during the year, generally for a special 
meeting not involving the election of directors. . 

There were 1,790 solicitatio~s of proxi~s for the election of directors, 
152 for special meetings not involving the election of directors and 33 
for assents and authorizations' for actiop.s not involving a meeting of 
security holders or the election of directors. 

In addition to the election of directors, the decisions of security 
holders were sought through the solicitation in the 1959 fiscal year 
of their proxies, consents and authoriz'ations with respect to the 
following types of matters: 

Mergers, consolidations, acquisitions of businesses, purchases and sales of 
property, and dissolutions of companies _____________________________ .:. __ 103 

Authorizations of new or additional securities, modifications of existing 
'·securitles, and recapitalization plans (other than mergers, consolida-

tions; etc") _____________________ ~~ ________________________________ .:.~~- 270 

Employee pension and retirement plans (including amendments to exist-
ing plans) ______________________________________ ~____________________ 71 

Bonus, profit-sharing plans and deferred compensation arrangements (in-
cluding amendments to existing pIims and arrangements) _______________ 21 

Stock option plans (including amendment to existing plans) ______________ 178 
Stockholder approval of the selection of management of independent audi-

tors _________________________________________________________________ 608 

Miscellaneous amendments to charter and by-laws, and miscellaneous other 
matters (excluding those invoh"ed in the preceding matters) ____________ 410 

Stockholder Proposals 

During the 1959 fiscal year, 48 stockholders submitted a total of 156 
proposals which were included in the 99 proxy statements of 99 com
panies under rule 14a-8 of regulation 14. 

Typical of such stockholder proposals submitted to a vote of security 
holders were resolutions relating to amendments to charters or.by-Iaws 
to provi~e for cumulative voting for the election of directors, limi
tati<:>ns on the granting of stock options and their exercise by .k~y 

, employees and managemeilt groups, the sending of a post~meeting 
report to all stockholders, changing the place of the aminal meeti~g 
of stockholders and the approval by stockholders of management's 
selectio!1 of independent auditors.' , , 

The management of 20 compariies omitted from their proxy state
ments under the Commission's rule 14a-8 a total of 65 additional pro-. . 

1)29623-69--9 
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posals submitted by 25 individual stockholders. The principal reasons 
for such omissions and the numbers of times each such reason was 
involved (counting only one reason for omission for each proposal 
even though it may have been omitted under more than one provi
sion of rule 14a-8) were as follmvs : 

(a) 18 proposals related t.o the ordinary conduct -of the company's 
business; 

(b) 17 proposals involved the election of directors; 
( c) 13 proposals concerned a personal grievance against the com

pany; 
(d) 11 proposals were not a proper subject matter under State law; 
(e) 5 proposals were resubmitted after not having received suffi

cient affirmative votes at a previous meeting; and 
(f) 1 proposal was not submitted timely. 

Ratio of Soliciting to Non-Soliciting Companies 

Of the 2,236 issuers that had securities listed and registered on 
national securities exchanges as of June 30, 1959, 1,985 had voting 
securities so listed and registered. Of these 1,985 issuers, 1,544 or 
78.7 percent, solicited proxies under the Commission's proxy rules 
during the 1959 fiscal year for the election of directors. 

Proxy Contests 

During the 1959 fiscal year, 19 companies were involved in proxy 
contests when nonmanagement persons filed detailed statements as 
participants, or proposed participants, under the requirements of 
rule 14a-11 when proxies are to be solicited from stockholders for the 
election of directors. A total of 259 persons, including both manage
ment and nonmanagement, filed such statements in 11 cases for control 
of the board of directors and in 8 cases for representation on the 
board. 

Management retained control in 8 of the 11 contests, opposition 
nominees won in 2, and 1 was settled by negotiation. Of the 8 cases 
where representation on the board was involved, management retained 
all places on the board in 5 and in the other 3 cases nonmanagement 
persons were elected to the board. 

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

Registration 

The Securities Exchange Act requires under section 15 (a) that 
brokers and dealers, with certain exceptions, using the mails or in
strumentalities of interstate commerce to engage in securities trans
actions on the over-the-counter market must register with the Com
mission. Brokers and dealers whose business is exclusively intrastate 
or exclusively in exempt securities are not required to register. 
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The chart below sets forth statistics regarding the registration of 
brokers and dealers and applications for such registration during the 
fiscal year 1959. 
Effective registrations at close of preceding fiscal year __________________ 4,752 
Applications pending at close of preceding fiscal year___________________ 60 
Applications filed during fiscal year ___________________________________ 944 

Total __________________________________________________________ 5, 756 

Applications denied__________________________________________________ 4 
Applica tions withdra Wll___ ___ _ ________ _____________ _________ __ _______ 21 

Applications cancelled________________________________________________ 1 
Registrations withdrawn_____________________________________________ 632 
Registrations cancelled_______________________________________________ 59 
Registrations revoked________________________________________________ 41 
Registrations suspended______________________________________________ 5 
Registrations effective at end of year __________________________________ 4,907 
Applications pending at end of yeaL___________________________________ 87 

Less: 5,757 
Suspended registrations re,uked during year_______________________ *1 

Total __________________________________________________________ 5,756 

·23 registrations were in suspension at close of the fiscal year. 

Administrative Proceedings 

Section 15 (b) of the Securities Exchange Act provides that the 
Commission shall revoke a firm's broker-dealer registration or deny 
broker-dealer registration to an applicant if, after appropriate notice 
and opportunity for hearing, it finds such action is in the public in
terest and that the registrant or applicant or any partner, officer, di
rector or other person directly or indirectly controlling or controlled 
by such broker-dealer or applicant is subject to one or more of the dis
qualifications set forth in the act. In addition, pending final deter
mination whether any registration shall be revoked, the Commission 
shall by order suspend such registration if after appropriate notice 
-and opportunity for hearing, suspension shall appear to the Commis
sion to be necessary or appropriate in the public interest or for the 
protection of investors. 

The disqualifications referred to above, are briefly: 
(1) conviction in the past 10 years of a felony or misdemeanor 

involving the purchase or sale of securities or any conduct 
arising out of business as a broker-dealer; 

(2) willful false or misleading statements in the application or 
documents supplementing the application; 

(3) injunction by a court of competent jurisdiction from engag
ing in any conduct or practice in connection with the pur· 
chase or sale of securities; and 



86 SECURITIES AND' EXCHANGE COMMISSION 

(4) willful violation of an'y of the provisions of the Securities 
Act of 1933 or the Securities Exchange Act or any of the 
Commission's rules and regulations thereunder. 

Under section 15A of the Securities Exchange Act brokers and 
dealers maybe suspended or expelled by the Commission from mem
bership in a national securities association, and under section 19(a) (3) 
from national securities exchanges, for violations of the federal secu
rities laws' or the regulations thereunder. Registration may not be 
denied to an applicant absent evidence of misconduct specified in the 
act. Other factors, such as bad reputation or character, lack of 
experience in the securities business ot:. even conviction of the appli
cant of a felony unrelated to securitieS transactions, do not constitute 
statutory grounds for denil)1 of registration as a broker-dealer. 
,~ Section 15A (b) (4) of the Securities Exchange Act of 1934 provides 
that in the absence of the Commission's approval or direction, no 
oroker or dealer may be admitted to or continued in memben,hip in 
a national securities association if the broker or dealer or any partner, 
officer, director or controlling or controlled person of such broker or 
dealer was a cause of any order of revocation or suspension or expul
sion from membership which is in effect. An individual named as 
such a cause often is subject to one or more statutory disqualifications 
under section 15 (b) and his employment by any other broker-dealer 
t.hus could also become a basis for broker-dealer revocation proceed
ings against the new employer . 

. The following statistics deal, among ot.her things, with adminis
t.rative proceedings instituted to deny and revoke registration and 
t.o suspend.and expel from membership in an exchange or a national 
securities. association: . 

Proceedings pending at start of fiscal year to : 
Revoke _ registration _________________________________________ ~______ 20 

Revoke registration and suspend or expel from NASD or exchanges____ 25 
Deny registration to applicants______________________________________ 5 

Total proceedings pending________________________________________ 50 

Proceedings instituted during fiscal year to: 
Revoke registration ____________________________________ ~~__________ 60 

Revoke registration and suspend or expel from NASD or exchanges____ 43 
Deny regist~ation to applicants ________ ~____________________________ 8 

" • p" , , 

Total proceedings instituted ______________________________________ 111 

Total proceedings current during fiscal year ______________________ 161 
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Disposition of Proceedings 

Proceedings to revoke registration: 

87 

Dismi.ssed on withdrawal of registration ____________________ .________ 5 
Registration revoked __________________________________ ~~___________ 21 

Total _______________________ ~ ____ ~_~ ________ ~ _____ ~ _________ ~~ ___ ,,26 

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

Reiistration revoked_______________________________________________ '6 
, Registration revoked and fir,m exp,elled, from NASD ______________ · __ ". __ , 14 
, Dismissed on withdrawal of registration____________________________ ,3 

Dismissed-registration 'and' membership' permitted 'to continue 'in 
effect _____________________ ' _____________________ :.. _________________ ' 5 

Suspended for a period of pme fl'om NASD __________________ ;.,.;, __ '__ 1 

,TotaL ________ ~ ______________________________ ~ _____ ~ ____ , ____ ~ ____ ' 29 

, '" I 
Proceedings to deny 'registration to applicant: 

, I' 

Registration denied __ .: ____________________ ;., ____ .: __________ '_~ ____ .:._'_ !4 

Dismissed on withdrawal of appUcntion ________________________ .:.:.._.:._ 'I, 
'Dismissed-application permitted to become effective ________________ _ 2 

TotaL __ '-: ____________________ ~ _____________________ ~_:--_____ ,_____ 7 
",Ji 

Total proceedings disposed of ______ -:- ___________ ,------:------..:-:.'.::..-- 62' 

--
Proceedings pending at end of fiscal year to: 

Revoke t:egistratlon _____ :.. _____________________________________ .,-____ 54 

Revoke registration and suspend or expel from NASD or exchanges_,, __ : 39 
Deny registration to applicants _____________________________ ~ _____ .::_ ~ 6 

. Total proceedings Pending at end of fiscal year ______________ ~ ______ ·' 99 

Total proceedings accounted for __________________________________ 161 

Administrative proceedings in which action was taken during the year. 
included the following: ' 

BU8pension Proceeding8 

During'the past year the Commission suspended the'regi~tration of 
s~veral br;oker-dealers pending final determination as to whether tl1eir 
registrations should be revoked. Since suspension has t4e effect of 
stopping all securities business by the registrant, this san~tion is im
posed only in the most serious type of cases 'where the ,Commission 
find~, on the evidence adduced at a hearing, that such ~ctio~ is re
q1,lired, in the public interest and for the protection of investors. 
, A. G.Bellin Securities Corp.-The registrant was found, in connec

tion with the sale of unregistered stock in General Oils & Industries,. to 
have made false and misle~ding statements regarding'i.among.other 
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things, prospects of profits, payment of dividends, increase in market 
price, listing on exchange, merger, interest of officials of prominent 
oil companies in General, and the issuers' ownership of and production 
from oil and gas properties. In addition, registrant was preliminarily 
enjoined from selling stock of General. 

The Commission, on the basis of these findings, held that a sufficient 
showing had been made to require suspension of registration in the 
public interest and for the protection of investors. In determining 
this the Commission stated, " ... we are required ... to suspend 
registration where the record before us on the suspension issue con
tains a sufficient showing of misconduct to indicate the likelihood that 
after hearings on the revocation issue registrant will be found to have 
committed willful violations or any of the other grounds prescribed 
with respect to the revocation in section 15 (b) will be established, and 
that revocation will be required in the public interest." The Com
mission also stated that under the suspension provision, " ... we are 
only directed to inquire into the question of whether the public interest 
or the protection of investors warrants suspension, and there is no re
quirement that suspension be based upon findings of willful violation 
or the other grounds specified with respect to revocation." so At the 
close of the fiscal year revocation proceedings were pending against 
registrant. 

Herman Bud Rothbard, doing business as Jonathan & Com
pany.-Rothbard admitted that he filed a false and misleading finan
cial statement with his application for registration, violated the net 
capital rule, failed to amend his registration to disclose transfer of 
control of his business, failed to file a required financial report, and 
maintained material1y deficient books and records and he consented 
to suspension of his broker-dealer registration. The Commission con
cluded that suspension was appropriate in the public interest and for 
the protection of investorsY In addition, on June 30,1959, the Com
mission revoked Rothbard's registration. This is discussed in more 
detail later in this report. 

Jean R. Veditz Co., Inc.-Registrant consented to suspension of its 
broker-dealer registration. The Commission found suspension to be 
appropriate in the public interest and for the protection of investors. 
The order instituting proceedings charged registrant, Jean R. Veditz, 
its president and sole stockholder, and Ben Goldstein, its sales man
ager, with violation of the antifraud provisions of the federal securi
ties laws in the offer and sale of stock of Universal Drilling Company. 
Registrant and Veditz were stated in the order to have been enjoined 
by the Supreme Court of New York, County of New York, from en
rru.!!ing in certain activities in connection with the purchase and sale 

.. SecurIties Excbange Act Release No. 5966 (May 18. 1959). 
31 SecuritIes Excban/:e Act Release No. 5797 (Oct. 17. 1958). 
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of securities. Revocation proceedings against registrant were pend
ing at the end of the fiscal year.82 

Philip Newman Associates, Inc.-In the latter part of 1958 regis
trant's books showed sales through the use of the mails of 124,520 
unregistered shares of the common stock of Monarch Asbestos Co., 
Limited. Evidence at the suspension hearing established that, to 
induce purchase of this stock, registrant made numerous false repre
sentations, including among other things, that Monarch was an oper
ating company with highly profitable production, and that Monarch's 
asbestos mine was adjacent to that of Johns-Manville Corporation and 
contained asbestos superior to that produced by the latter. It was also 
falsely represented that Johns-Manville Corporation had determined 
to acquire or to merge with Monarch and that the market price of 
Monarch stock had risen and would increase from $5 to $16 per share 
in from 1 to 6 months. The Commission held that there had been a 
sufficient showing of willful violations by registrant, including a 
course of conduct replete with fraud, to make it necessary and appro
priate in the public interest and for the protection of investors that 
registrant's registration be suspended until final determination on the 
question of revocation. Proceedings on the question of revocation of 
registrant's broker-dealer registration were pending at the end of the 
fiscal year.33 

Alexander Dvoretsky, doing business as Dennis & Company.
The Commission found on the basis of stipulations entered into by 
Dvoretsky that he employed individuals who were permanently en
joined from engaging in certain securities practices and that he will
fully violated provisions of the Securities Exchange Act and rules 
thereunder in that his application for registration denied existence 
of such injunctions and that he failed to file any correcting amend
ment to the application to state their existence. He was also found 
to have willfully violated the Commission's net capital rule and books 
and records requirements. These violati.ons, the consent and the 
record so far made, were held to be a sufficient showing to require sus
pension of registration in the public interest and for the protection of 
investors. At the end of the fiscal year proceedings to revoke 
Dvoretsky's registration were still pending.34 

Denial Proceeding8 

Kelly Rubenstein, Inc.-William Rubenstein, president and a di
rector of applicant, was found by the Commission to have willfully 
made a false and misleading statement in the broker-dealer applica
tion of Washington Securities Corporation. Both Rubenstein and 
Washington were found to have willfully violated section 15 (b) of the 
Securities Exchange Act of 1934 and rule 15b-2 thereunder in not 

" Securities Exchange Act Release No. 5843 (Dec. 23, 1958). 
03 Securities Exchange Act Release No. 5856 (.Tan. 15, 1959). 
'" Securities Exchange Act ReIeR"" No. l'ilHi2 (May 12, 1015(1). 
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promptly filing an amendment correcting the inaccuracy of this in
formation. In addition, the Commission found that Rubenstein, while 
president, treasurer and a director of Keith Richard Securities Corp. 
caused that firm to willfully violate Commission rules concerning 
keeping of books and records. Under all the circumstances, the Com
mission found it in the public interest to deny the application of 
applicant and found Rubenstein to be a cause of the denial. How
ever, the order stated that the above findings did not necessarily mean 
that Rubenstein '''as permanently barred from registration or from 
emp~oyment by a registered broker-dealer in a supervised capacity 
upon a proper showing.35 

Alan Russell Securities, Inc.-The Commission denied broker
dealer registration to applicant and named Nathan L. Batterman and 
Omos Maiers as causes of the denial. The action was based on a per
manent injunction issued by the United States District Court for the 
Southern District of New York against applicant, Batterman and 
Maiers. The decree, entered by consent, enjoined applicant, Batter
man and Maiers from making untrue and misleading statements in 
cOlmection with the sale of International Ceramic Mining Limited 
stock in violation of the antifraud provisions of the Securities Act.36 

Leonard Burton Corporation.-Broker-dealer registration was 
denied applicant and Leona.rd Burton was named the cause of denial 
based on willful violations of the antifraud provisions of the Securi
ties Act of 1933 and the Securities Exchange Act. 

The Commission found that Leonard Burton while employed as a 
securities salesman by Steven Randall & Co., Inc. made misleading 
representations in connection with the offer or sale of Texas Union 
Oil Company stock. Burton represented that there would be no com
missions on the sale of the stock and failed to state that Steven Ran
dall & Co., Inc. was selling the stock as principal. Burton also 
presented an optimistic picture of large and quick increases in the 
market value of the stock based on actual production without ap
prising investors of the speculative and contingent factors known by 
him. The statement that a stock is likely to go up was deemed to 
imply, " ... that there is an adequate foundation for such prediction 
and there are no known facts which make such a prediction dangerous 
or unreliable." The Commission rejected registrant's allegation that 
Lite practica.lit.ies of merchandising the stock excused the registrant 
from the requirements of disclosure necessary to render the statements 
marle not misleading.37 

.. SecnrltleR Exchange Act Release No. 5770 (Sept. 8, 1958) • 

.. Secnritil's Exchange Act Release No. 5779, (Sept. 25, 1958). 
'" Securities Exchange Act Rp)paRP ;>;0. r;!l7~ (.Tnn.> 4. t9n!!). 
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Washington Securities Corporation.-The Commission denied 

broker-dealer registration to applicant and named .Joseph Freundel 
a~ a cause of denial. Freundel, president, director and sole stOck
holder of applicant, was permanently enjoined, with others, on -AugUst 
19, 1958, by the United States District Court for th~ DistriCt of N~w 
Jersey from. making untrue or misleading statements ih comiection 
',:ith the ~ale of common sto~k of Saskalon Uranium apd oils Limited. 
On the, basis of the injunction against Freundel and his ~ontrol of 
applicant, it was found In the public interest to deny applicant's 
registration.38 

Rooocation Proceedings 
, , 

, Pilgrim Securities, Inc.-This broker-dealer registration was re:-
voked by the Commission on findings of fraud in the sale of securities, 
sales of unregistered securities, making of false records, failure to 
keep required records, failure to file promptly an amendment to the 
registration application, filing of an amendment containing a false 
~atement and failure to file a report of financial condition for 19,57 
as required. 

The Commission found that registrant 'and Joseph Leo Gruber: Jr.~ 
president of registrant, sold over 23,000 unregistered shares of Eagle 
Oil and Supply Company to at least 32 investors., In connection with 
some of these sales Gruber and registrant made false representations 
regarding a stock split, dividends, sales quotas and expected 'profits; 
The Commission found Gruber to be a 'oause of the revoCation:39 . 

John D. Ferris, doing business as Ferris & Co.-The Commission 
found that Ferris engaged in the securities business without disclos
ing that he was insolvent, issued bad checks, failed to pay for securi
ties sold and delivered, 'and failed to meet his obligations arising from 
the purchase and sale of securities. In addition, registrant failed to 
furnish a customer a confirmation of sale, failed to comply with the 
net capital rule, failed to maintain accurate and current books and 
records and failed to file a report of financial condition for 1956. Ac
cordingly, the broker-dealer registration of Ferris Was revoked. The 
Commission held, "The conduct of a securities business involves im
plied representations of solvency and a readiness and ability to meet 
all attendant obligations as they arise and to consnmate transactioIlB 
in the usual manner in accordance with trade custom." By failure to 
disclose his insolvency and repeated failure to meet his responsibilities 
in connection with his securities transactions, Ferris was held to have 
engaged in a course of conduct which operated as a fraud and deceit 

.. Securities Exchange Act Release No. 5899, (Mar. 16, 1959) . 

.. Securities Exchange Act Release No. 5958 (May 15, 19511). 
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upon persons with whom he conducted business in violation of the 
antifraud provisions of the Securities Act of 1933 and the Securities 
Exchange Act.40 

Sills and Company.-In this case also revocation was in part based 
on effecting securities transactions without disclosing insolvency. In 
addition, the Commission found that registrant converted to its own 
use customer's funds in connection with the purchases and sales of 
securities, filed a false financial report, failed to comply with the net 
capital rule, failed to keep accurate books and records, and failed t.o 
correct information in its registration application. It was det.ermined 
that registrant and Robert Bernard Sills, president and a director of 
registrant, converted to their own use funds of 19 customers, totaling 
$28,240, which had been obtained upon the false representation that 
registrant would use funds for the purpose of purchasing securities 
for the customers. The Commission named Sills as a cause of the 
order of revocation.41 

William Rex Cromwell, doing business as Cromwell & Co.
Revocation of Cromwell's registration was based in part on his retain
ing funds received from the sale of securities for customers, amount
ing to $15,700, for periods of from 2 to 5 years. Also, Cromwell mis
appropriated funds received from customers for the purchase of 
securities amounting to almost $9,000 and failed to return the money 
or deliver the securities for periods of about 1% t.o 4 years. In addi
tion, Cromwell was found to have failed to comply with the net capital 

.. Securities Exchange Act Release No. 5947 (May 8, 19.59). 
41 Securities Exchange Act Release No. 5919 (lliar. 27, 1959). On February 5, 1959, 

Sills and Arthur P. Green, sales manager for Sills and Company, were Indicted by' the 
United States District Court for the Southern District of Florida. Both were charged 
with violating the Securities Exchange Act by filing false information with the Commis' 
slon and with violations of the antifraud provisions of the Securities Act and the Mall 
Fraud Statute. 
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rule;ito make and keep current required books and records and to make 
his books and records available for reasonable inspection. He faile~ 
to file 'a report of financial condition for the year 1957 'and failed h;> 
correct information in his registration application.42 . 
,William Harrison' Keller, Jr.,. doing business as W. H. Keller, 

Stockbroker.-=--The Commission revoked the broker-dealer registra
tion 'of Keller based in part on the sale of securities to custom~rs .at 
.priceslnot reasonably related to and substantially in excess of prev~il
ing.,market prices as evidenced by registrant's contempor!loneous cost. 
In :54' trarisactions· with customers while acting as principal, Keller 
soldlsecurities at 'markups over cost ranging from 6.25 to 40 percent 
'with'profits to Keller of over $20,000, representing an average m/!-rkup 
of lover 16 percent. Thirty-seven. of these sales took place: on ,the 
same'day tluit :Keller purchased the securities, and in 13 of the trans~ 
actions involved the..lmrcliases were effected· from other customel:s. 
In ;colllection :with all of these sales, Keller failed to disclose ,to the 
customers the' prices paid for the securities; or the current market 
price established by other broker-dealers. In addition, Keller fail~d 
to comply, with Itl~e net capital rule, to make and keep current required 
books and' records, and to amend his application for registration to 
disclose ~mploymeil.t of a person subject to a court injunction. Also, 
on April 29,'1958, he was permanently enjoined from effecting. seCUl'i~ 
ties transactions in violation of the net capital rule by the United 
.states' District Court for the,Southern District of Indiana. Keller 
was' also expelled from membership in the National Association of 
'Securities Dealers, Inc.43 . 
. 'Allied, ,securities Corporation.-The Commission revoked tIllS 
bl:oker-dealer's registration and expelled it from membership in·the 
National . Association of Securities Dealers, Inc., naming Jack R. 
Parkman and, William E. Powell causes of the order of revocation 
and' expulsion. The Commission found that registrant sold unregis
terea securities of Life Insurance Company of South Carolina ,and 
Georgia .. P.acific, Underwriters, Inc.,; and made false and misleading 
statements) concerning 'the market prices and value of these securities 
and the financiriJ, condition of the issuer. Additional grounds for 
revocation ,were viola'tion Of the net capital rule, failure to keep accu-
rate· books, and records and violation of regulation T.44 ;). , 
: . Richard A. Sebastian, doing business as Sebastian & Company.
Sebastian sold'shares of Canada General Fund to a customer without 
revealing ,that ·the stock was pledged to secure a loan and would' nQt 
promptly· be released'from such lien. In addition, Sebastian·violated 
thei net capital 'rule and. failed to keep current required books~ aug 

:'. '.~ SecurltlesiEk~i;~~ge ~ct Release N6. 5917 (lIIar. 25, 1959) . 
•• Securities Exchange Act Release !"o. 5909 (lIIar. 18, 1959) . 
•• Securities Exchange Act Release No:5880 '(Feb: 16. 1959). 
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records. Consequently, the 'Commission revoked Sebastian's regis
tra:tion and expelled him from membership in the National Associa
tion of Securities Dealers, Inc.45 

Graham & Company.--':The broker-dealer registration of Graham 
& C~mpany was revoked based on various false and misleading repre
sentations made to purchasers of stock of Hard Rock Mining Co. and 
Texas Adams Oil Company. These false representations included 
statements concerning the market for and the price of Hard Rock 
stock arid statements that securities would be delivered to customers 
promptly; no disclosure was made of the fact that· the registrant and 
Hard Rock were under common control. In addition, registrant 
offered, sold and delivered stock of Hard Rock in violation of the 
registration provisions of the Securities Act of 1933. Also, securities 
in both these companies were sold at prices not reasonably related to 
the current market prices. The Commission expelled registrant from 
membership in the National Association of Securities Dealers, Inc. 
and found E. W. Sterling Graham and Susan P. Graham causes of 
'the order 'of revocation and expulsion.46 .. 

J. H. Lederer Co., Inc.-Registrant was found by the Commission 
to have sold over 1 million shares of stock of Continental Mining 
Exploration, Limited at prices ranging from $2.85 to $3.70 per share 
in violation of the registration requirements of the Securities 4-ct of 
1933. The shares were sold through long distance telephone solicita
tion in which false and misleading statements were made cOncerning, 
among other things, dividends to Qe paid, appreciation in the market 
price and registration of the securities. The Commission revoked the 
broker-dealer registration of J. H. Lederer Co., In'c., expelled 'regis
trant from membership in the National Association of Securities 
Dealers, Inc. and found Joseph Herbert Lederer a cause of the order 
of revocation and expulsionY In addition, pursuant to a complaint 
filed. by the Commission, the United States District Court for the 
Southern District of New York permanently enjoined J. H. Lederer 
Co., Inc., and Lederer from further violations of the registration pro
visions of thl~ Securities Act of 1933 in the offer and sale of the com
mon stock of Continental Mining Exploration Limited . 
. Shelley, Roberts & Company of CaIifornia.-The Commission 

found that Billy E. Boyle, president and controlling person of regis
trant, while an officer and a director of another broker-dealer, caused 
that broker-dealer to make various false and misleading statements 
in the sale of stock of United Mercury Corporation in violation of the 
antifraud provisions of the Securities Acts. These misrepresenta
tions concerned, among other things, prospective increases in market 
prices, guarantees against loss, and listing on an exchange. Also, 

.. Securities Exchange Act Release No. 5876 (Feb. 12, 1959) . 

.. Securities Exchange Act Release No. 5864 (Jan. 27, 1959) . 
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Boyle was found to -have caUsed the other. broker-dealer to extend 
credit in violation of regulation T. Registrant was foun~ to,have 
refused to make:its books and records available for reasonable in~pec
tion~ The 'Commission revoked the broker-dealer registration. of 
Shelley, Roberts & Company of California and found Boyle a cau~ 
of the revocation.48 

GiIl.Harkness & Co.-This broker-dealer registration was rt?vqked 
by the Commission on findings that registrant solici(ed and effecte\l, 
securities transactions without disclosing it was insolvent. Bruce A... 
Johnston,'registrant's .president and controlling stockhold~r, induced 
customers with whom he was in a relationship o~ trus~ and confidence 
to lend: him funds and securities for purposes of supplying capital 
to registrant and sold to other customers shares of stock in registrant,. 
and;,failed to inform any of these customers of the registrant's oper
ating: losses and insolvency .. Alan D. Selditch, general manager of 
registrant's'securities department, made false and misleading. state
ments in the offer and sale of . registrant's stock to two. customers ·in 
violation of the antifraud provisions of the Securities Acts.. He 
represented that registrant was in good shape, had a capitalization 
of.$100,000"was expanding and would pay dividends, none of which 
was' true. Registrant. was found to have failed to keep accurate 
books and records, violated the net capital rule and failed to correct 
information in its registration application. The Commission's order 
of' revocation also expelled registrant from membership in the N a
tional Association of Securities Dealers, Inc., and found' Johnston and 
Selditch causes of the order 'of re"ocation and ,expulsion.49 

BenjaDlin and CODlpany; Inc., David Joel BenjaDlin, doing busi
ness as BenjaDlin and CODlpany.-David Joel Benjamin was found 
by the Commission to have sold and delivered 243,000 shares· of stock 
ofiHardy-Griffin Engineering Corporation in violation of the regis
tration provisions of the Securities Act of 1933. Furthermore, a 
notification and offering circular used in selling the securities con
tained untrue statements concerning the sale of unregistered. stock 
within the previous year, Benjamin's ownership of shares' of the stoc;k, 
paYments made to Hardy-Griffin by its officers, directors, and pro
motors, and the number of shares that would be outstanding upon' 
completion of the offering,' all in violation of'the antifraud. provi
sions of-the Securities Acts. David Joel Benjamin was also found 
to have' violated the net capital rule and failed to make and' keep 
current required books and records: Based'on this record, the Com
miSsion revoked the broker-dealer registration of Benjamin, and Ben
jamin & Company" Inc. In addition, the'latter was expelled ,from 

.. Securities Exchange Act Release No. 11837 (Dec. 22, 19118) . 
.. Securities Exchange Act Release No. 11822 (Nov. 24.19118). 
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the National Association of Securities Dealers, Inc. and Benjamin 
was found to be a cause of the order of revocation and exlmision.so 

Whitney Phoenix Company, Inc.-The Commission revoked the 
broker-dealer registration of registrant and found Strabo V. Claggett, 
president and director of registrant, a cause of the order of revoca
tion. 

Registrant and Claggett offered and sold stock of Selevision West
ern, Inc. (Western) and its parent, Selevision Corporation of Amer
ica (Selevision) by means of false and misleading information in 
wilful violation of the antifraud provisions of the Securities Acts. 
The Western offering circular and other sales literature falsely stated 
that registrant had increased its stock holdings in Selevision by pur
chase of an additional 65,000 shares and contained optimistic state
ments regarding Selevision's business prospects and future opera
tions, but failed to disclose that Selevision had recently discontinued 
an important part of its business. Also, Claggett falsely stated to 
two purchasers of Selevision's stock that the stock would double or 
triple in price and, "that things were rolling along like a house afire." 

Registrant sold Western's securities pursuant to a filing with the 
Commission under regulation A. However, in the offer and sale 
of these securities, it used letters soliciting the purchase of the stock 
which were not filed with the Commission as required. In addition, 
registrant sold the stock in jurisdictions other than those indicated in 
the filing. Since it failed to comply with the provisions of regulation 
A, the exemption from registration was not available and the sale 
and delivery of Western stock by registrant and Claggett was in 
wilful violation of the registration requirements of the Securities Act 
of 1933. 

In addition, registrant violated the net capital rule, failed to com
ply with record requirements and refused to permit inspection of its 
records.s1 

Herman Bud Rothbard, doing business as Jonathan & Co.-The 
Commission revoked the broker-dealer registration of Rothbard and 
expelled him from membership in the National Association of Se
curities Dealers, Inc. The Commission had previously suspended 
his broker-dealer registration. 52 

Rothbard, in the sale of about 40,000 shares of stock of U.S. Elec
tronics Development Corporation (EDCOR), used circulars which 
stated that EDCOR was operating at a profit and that a dividend 
might be expected when in fact EDCOR had suffered losses and had 
an earned surplus deficit. Based on these findings the Commission 
held that Rothbard wilfully violated the antifraud provisions of the 
Securities Acts . 

.. Securities Exchange Act Release No. 5798 (Oct. 21,1958) . 
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Rothbard also violated the registration requirements of the Se
curities Act of 1933 in that he sold 93,333 unregistered shares of 
EDCOR's stock. The sale of these shares was held not to be an 
exempt private offering for it was clear that the purchasers took for 
resale and not for investment and the ultimate offerees were members 
of the general public. 

In addition, Rothbard was in violation of the net capital rule on 
several occasions, filed a false financial statement with his registra
tion application, failed to amend his registration application to re
flect a change in control, failed to keep required books and records and 
failed to file a report of his financial condition for 1957.63 

J. A. Latimer & Co., Inc.-The revocation of this broker-dealer 
registration was based in part on :false and misleading statements in 
its application for registration concerning control of registrant. In 
addition, the Commission found that registrant effected wash sales in 
t.he stock of U.S. Hoffman Machinery Company and Artloom Com
pany on the New York Stock Exchange, while Hyman Marcus, the 
person who controlled registrant, was Chairman of the Board of each 
of these companies. Moreover, registrant was found to have made 
purchases of these securities while participating in the distribution 
of such securities in violation of section 10 (b) of the Securities Ex
change Act and rule 10b-6 thereunder, and to have borrowed money 
on these securities from unqualified persons in wilful violation of 
section 8 (a) of the Securities Exchange Act and regulation T there
under. Besides revoking registrant's registration, the Commis
sion expelled registrant from the National Association of Securities 
Dealers, Inc. and :found John Albert Latimer and Marcus to be causes 
of the order of revocation and expulsion. 54 

Gotham Securities Corporation.-The Commission revoked this 
broker-dealer registration on the basis of a permanent injunction ob
tained in the United States District Court for the District of New Jer
sey barring registrant, Joseph Fruendel, a director and president of 
registrant, and Rico Tomasco, Jr., a director and secretary-treasurer 
o~ registrant, from making various untrue or misleading statements 
in connection with the sale of stock of Saskalon Uranium and Oils 
Ltd. Fruendel and Tomasco were named as causes of the revocation. 55 

Steven Randall & Co. Inc.-The broker-dealer registration of reg
Istrant was revoked and it was expelled from membership in the 

., Securities Exehange Act Release No. 5998 (June 30,1959) • 

.. Securities Exchange Act Release No. 5849 (Dec. 29, 1958). On July 2, 1959, subse
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National Association of Securities Dealers, Inc., with Frank M. 
N ~ft, its- president, being named a cause of the order. Registrant a~d 
Naft were subject to a permanen~ injunction issued by the United 
States District Court for the Southern District of New York, pursu
ant to a complaint filed by,the Commission, barring further sales of 
Unregistered stock of 'Swan-Finch Oil Company. ,Another permanent 
injunction 'was issued by the Supreme Court of the State of New 
York, New York County, barring Stlwen Randall & Co., Inc. from 
conducting a securities business in the state of New York. The com
plaint filed by the Attorney General of the State of New York 
charged registrant with distributing fraudulent literature and en
gaging in other fraudulent practices in connection with 'the sale of 
securities of Texas Union Oil Corporation. In addition, registrant 
was found to have fa.iled to amend its registration statement to indi
ca~ existence of the injunctions.56 

Frederick Securities Corporation-Fred Kaufman, doing busi. 
ness as Fred Kaufman Co.-The broker-dealer registrations of these 
registrants were revokf;ld based on findings by the Commission that 
registrants were permanently enjoined by the United States District 
Court for the District of New Jersey from offering and selling stock 
of ,Ben Franklin Oil & Gas Corporation in violation of the registra
.tion provisions of the Securities Act of 1933. In addition, both 
r~gistrants failed to' fil~ ~ ~eport of financial condition for 1957. Jfre~ 
K~:ufman, president and sole stockholder of Frederick _ Securities 
Corporation, was found-to be a cause of. the order of revocation is(3ued 
agains,t that corporation.57 

William Harold Hilbert.~Hilbert was found ,to have sold ~tock of 
Great Fidelity Life Insurance Company (Great Fidelity) and Far~ 
& Home Agency, Inc. (Agency) to customers in several states in ·vio
lation,of the registration requirements of the· Securities Act of 1933 
and while he was :rot registered,as a broker-dealer. The United States 
District cOurt for the Southern District of Indiana in an action in
stitu~ed by the Co~mission permanently enjoined Hilbert and ~thers 
from selling unregistered shares of Gn~at Fidelity. Lai;er, the s~me 
cpu~ permanently enjoined Hilbert and others from selling unregis
tere~ stock of Agency. Hilbert failed to send customers confirmations 
of trans,actions, failed ,tq maintain and preserve books and records and 
failed to correct his registration application to state his correct busi
ness address and ·the existence of the injunctions. Accordingly, the 
Commission revoked Hilbert's broker:-dealer registration.58, 

James C. Graye, doing business as J.'C. GrayeCo.-Th~ broker
deal~r registration of Graye was revoked based on three- injunctions 

·150 Securities Exchange Act Release No. 5872 (Feb. 11,19(9). 
'" Securities Exchange Act Release No. 5861 (Jan. 20, 19(9) • 
.. Securities Exchange Act Release No. 5860 (Jan. 21, 19(9). 



TWENTY-FIFTH ANNUAL REPORT :99 

entered against him. On April 3, 1958, the United States District 
Court for the Southern District of New York, pursuant to complaints 
tiled by the Commission, issued two permanent injunctions against 
Gi-aye barring him from further violations of the antifraud provi
sions of section 17 of the Securities Act of 1933 in the sale of stock of 
Atlas Gypsum Corporation Limited (Atlas) and from further viola
tions'of the Commission's net capital rule. The decree enjoining the 
sale of Atlas stock barred the use of false statements a'nd misleading 
omissions concerning the market price of Atlas stock, listing on a 
national securities exchange and plans to merge Atlas with other cor
porations, among other things. An injwlction .was also entered by 
the Supreme Court of New York on February 17, 1958, permanently 
enjoining Graye from engaging in securities transactions in the state 
of New York. In addition, Graye was found to have failed to amend 
his application for registration to indicate existence of the injunctions 
and failed to file a financial report for the year 1957 as required.59 

Tannen & Co., Inc.-Registrant and Philip Tannen, president, 
director and sole stockholder of registrant, were subject to two pet'ma
nent injunctions issued by the United States District Court for the 
Southern District of New York pursuant to complaints filed by the 
Commission. On June 27, H157, registrant and Tannen were enjoined 
from the sale of unregistered shares of stock of Swan-Finch Oil Corp. 
and on October 11, 1957, from selling unregistered shares' of stock of 
Cornucopia Gold Mines, in violation of the registration provisions of 
the Securities Act of 1933. The Commission revoked the broker" 
dealer registration of registrant and found Tannen to be a cause of 
such revocation.5O ' 

: Carl J. Bliedung.-Bliedung was subject to a permanent injunction 
entered in the United States District Court for the District of Colum
bia on March 16, 1955, barring him from effecting financial. trans
:tctions unless promptly recorded in his books and records pursuant 
to Commission rules and requiring him to account for and record all 
financial transactions not recorded in his books and records. Bliedung 
also used customer fWlds for his own benefit, failed to deliver cus
tomers' securities promptly and sold securities at prices not bearing 
.t reasonable relationship to the market prices. In addition, he sold 
securities to a customer and prior to delivery permitted securities of 
a like kind owned by him to remain subject to a lien for a loan made 
to him, in violation of the Commission's rule prohibiting hypotheca
tion of customer securities. The broker-dealer registration was re
voked and Bliedlmg was expelled from membership in the N ationul 
Association of Securities Dealers, Inc. 61 

.. Securities Exchange Act Release No. 5838 (Dec. 29, 1958) . 

.., Securities Exchange Act Release No. 5761 (A,ug. 21, 1958) . 
• , Securities Exchange Act Release No. 5745 (July 30, 1958). 

529523-59--10 
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.' McGrath ·Securities Corporation.-The· Commission found. that 
registrant and Robert C. Leonhardt, its president and sole.stockl19lder, 
sold 447,614' shares' of stock of Micro-Moisture Controls; Inc. (Micro
Moisture) in violation of the registration provisions of the Securities 
Act of 1933. As a result of a complaint' filed 'by-the Commission, 
registrant and others had been enjoined from. selling. and delivering 
the stock of Micro-Moisture in violation of the registration .p~ovisions 
of the Securities Act of 1933 .. Registrant stipulated.that the Court's 
findings and conclusions be considered as facts in the administrative 
proceeding .. ' The Commission accordingly found that Micro-Moisture 
issued over 2 million shares of its unregistered common stock to a 
Canadian corporation in exchange for the latter's assets and th~ latter 
in turn distributed such stock to its shareholders. Shortly thereafter 
a group of these stOckholders who were then in controL of Micro~ 
Moisture sold over 700,000 shares to various broker-dealers, including 
the shares later sold by registrant and Leonhardt; The Commission 
concluded that registrant: and· Leonhardt were. underwriters with 
respect to the unregistered shares sold by. ·them. Accordingly, the 
Commission revoked the broker-dealer registration of. McGr:ath Se
curities Corporation, expelled it from membership in the National 
Association of Securities Dealers, Inc., and found Leonhardt a.cause 
of the :order 6f revocation and expulsion.62 . " .,:,.'. ,.,. : " -. 

,Keith Richard Securities. ·Corp.:..-Registrant. was. found' by ,the 
Commission to have sold stock of Arliss Plastics Corporation. (Arliss) 
to purchasers in over 30 States prinCipally through the use of local 
and!long distance telephone calls. The Commission concluded that in 
connection with these sales, Julius Silver, president and sole,share
holder of' registrant, Samuel.Goldberg,"foriner sales "'manager, ~and 
G. Norman Waldman and' Hyman Germanowitz, salesmen of regis
trant, made false and misleading representations concerning, among 
other things, prospects of a merger, payment of dividends, listing,on a 
stock exchange,. increase in market pric'e of Arliss' stock and· Govern~ 
ment contracts held by Arliss.' IIi addition, registrant; aided .and 
abetted by Silver and William E. Rubenstein, former president of 
registrant, was .found to have failed to keep current required books 
and records. ' Registrant, aided and abetted by Silver, was also found 
to have wilfully violated the net capital,rule. . . ,',. 

In February 1959, based on a complaint filed by' the Commission, 
the United States District Court for the. Southern District of. New 
York preliminarily enjoined registrant from engaging in the ,securities 
business: while not making and keeping current· .bo·oks alid records 
required by Commission rules. The Commission revoked therbi'oker~ 

.,. Securities Exchnnge Act Release No.·578S"(Sept. 26. 1958). . . 
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dealer registration and found Silver, Rubenstein, Goldberg, Waldman, 
'and Germanowitz causes of the order of revocation.63 

In separate actions, the Commission revoked the broker-dealer 
registration of 'Owens & CO.64 (Owens) and Churchill Securities 
Corp.65 (CIwrchilI), and denied requests for withdrawal of regis
tration. Revocation in each instance was based on a permanent injunc

.tion and violation' of the net capital rule.' Owens was enjoined by 
the 'Unite& States District Court for the District of Colorado on 
. Janu'ary' 24; 1958, from further violations of the net capital rule. 
,Churchill was enjoined on May 2, 1957, by the Supreme Court of the 
State of New York, County of N ew York, from engaging in the seC1.i
rities, business in that State. In addition, the Commission expelled 
Churchill frominembership in the National Association' of SeCurities 
Dealers, Inc. 'and found Nat Girsky, Emanuel Bisgeier and, Melvin 
Heim'an, officers of Churchill, to be causes of the order Of revocation 
and expulsion. ' John Cuthbert Owens, presidept, director and con
troUing stockholder of Owens, was found to be a cause of the order 
'of revocation entered against Owens.' , 

The Commission determined that J. D. Creger & CO.66 had'vio
-lated ·the Commission's net, capital rule; failed to make and keep 
current required books and records, and kept inaccurate records. Also, 
pursuant to a complaint filed by the Commission, registrant was per- ' 
manently enjoined from doing business with inadequate net capital 

,by ,the United States District Court for the Southern District of 
California, Central Division, on September 16, 1957. The Commis-
sion revoked the registratiop. of J. D. Creger, & Co. and found James 
D.' Creger; president, director and controlling stockholder of regis
trant, a cause of the order 'of revocation. 
, : ,The Conimission revoked the broker-dealer registration of William 
: Whitehead 67 upon a determination that he had failed to comply' with 
the net, capital alid record keeping requirements of the Securities 

:Exchange Act of 1934 and was permanently enjoined by the United 
States District Court for the State of New Jersey from further'viola
tions of these provisions ori the basis of·a complaint filed by the 
,Commission. 
" ,The registration of Vickers Brothers 68, was revoked by the Com
mi!?sion based on findings that between December 31, 1957, and Octo
ber 30, 1958, registrant was il,l violation of the Commission's' net 
capital rule on eight different ,occasions. In addition, Vickers 
Brothers was expelled' from meinbership in tlie ~ ational Association 

63 Securities Exchange Act'Release No. 59S'S (June 17, 1959) • 
.. Securities Exchange Act Release No. 5916 (Mar. 25, l!i59). 
os Securities Exchange Act Release No. 5'S71 (Feb. 10,1959) • 
.. Securities Evchange Act Release No. 5953 (May 15, 1959). 
'" 'Securities Exchange Act Release No. 5735 (July 17, 1955) . 
.. Securities Exchange Act Release No. 5945 (Apr. 30, 1959). 
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of Securities-Dealers, Inc. and Henry G. Vickers and Norman L. 
Martin, general partners in registrant, were found to be causes of 
the order of revocation and expulsion. 

Lynne B. Fenner, president and principal stockholder and a director 
of The Fenner Corporation,69 had been permanently enjoined by the 
Supreme Court of the State of New York on April 30, 1957, from 
engaging in securities transactions in that State. On January 24, 
1958, the United States District Court for the Southern District of 
New York entered a decree of consent permanently enjoining Fenner 
and registrant from violations of the Commission's net capital rule 
based on a complaint filed by the Commission. Accordingly, the 
Commission revoked the broker-dealer registration of The Fenner Cor
poration and found Fenner to be a cause of revocation. 

The Commission revoked the broker-dealer registration of John T. 
Pollard & Co., Inc., now known as Webb Securities, Inc.70 Registrari t 
had misstated its capital in a financial statement filed with its appli
cation for registration, engaged in transactions while in violation of 
the Commission's net capital requirements and made false entries in 
its books and records. The Commission, in addition, found John T. 
Pollard, president and a director of registrant, and Louis H. Green
berg, vice president, treasurer and a director of registrant, to be 

• causes of the order of revocation. 
The broker-dealer registration of Arthur R. Gilman 71 "'as re

voked for failure to file a report of his financial condition, to keep 
and preserve current books and records and to correct information 
regarding his business address in his application for registration. 

Ross Natale Barengo 72 had his broker-dealer registration revoked 
based on findings that he made false and misleading . statements in his 
application for registration regarding the name under which he would 
conduct business. and the persons who controlled his business. In 
addition, he failed to file an amendment correcting such statements 
and failed to file required annual financial reports for the years'19M; 
and 1957. . 

The following broker-dealer registrations were revoked by the Coin
mission for failure to file financial reports as required by section 17 (8.) 
of the Sec.urities Exchange Act of 1934 and rule 17a-5 thereunder: 
George D. Oarke, Ltd.,73 Walter O'Donnell,74 James A. Heaney~ Jr.,75 

.. Securities Exchange Act Release No. 5757 (Aug. 21,19(8). 
,0 Securities Exchange Act Release No. 5777 ('Sept. 24, 1958). 
11 Securities Exchange Act Release No. 5859 (Jan. 21,1959). 
"' Securities Exchange Act Release No. 5866 (Feb. 2,1959). 
13 Securities Exchange Act Release No. 5939 (Apr. 22, 19(9). 
1< Securities Exchange Act Release No. 5940 (Apr. 22,1959). 
10 -Securities Exchange Act Release No. 5941 (Apr. 22. 1959). 
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Stacy, Bell & Co., Inc.,76 David Handel,77 and John B. Sullivan doing 
business as John B. Sullivan Company.78 

Other Sanctio1l8 

Carl M. Loeb, Rhoades & Co.-Dominick & Dominick.-The 
Commission instituted broker-dealer revocation proceedings against 
registrants, based upon offers to sell or solicitation of offers to buy 
securities of the Arvida Corporation (Arvida) in violation of sec
tion 5 (c) of the Securities Act of 1933. Registrants were the prime 
uilderwriters of the offering. Prior to the filing of a registration 
statement with the Commission, a partner of one of the registrants, 
with the consent of the other and of the issuer, composed a release' 
for use in the New York papers. The release stated, a~long other 
things, that Arthur Vining Davis, holder of considerable real estate 
in Florida, was going to convey some 100,000 acres of properties, de
scribed in the release as in an area of the Gold Coast in three named 
Florida counties, to Arvida, that Arvida would have assets of over 
100 million dollars, and that within 60 days there was going to be a 
public offering of Arvida's securities through an investment banking 
group headed by registrants. In addition, newspaper reporters \yen' 
called to the office of one of the registrants, were told that the offering 
price would be in the vicinity of $10 or $11 per share and were given 
further information about Davis and his career. The information 
contained in the release, together with the additional information fur
nished orally, appeared in three New York newspapers on September 
19,1958, and in numerous other news media throughout the country. 

A limited survey indicated that for the two business days of Sep
tember 19 and 22, Loeb, Rhoades received indications of buying inter
est amounting to $500,000 with a total of 101 securities firms express
ing an underwriting interest in the offering. Loeb, Rhoades made 
notations of selling group interest on the part of about 25 securities 
dealers. In addition, registrants received, prior to September 30, at 
least 58 expressions of interest from members of the public, includ
ing at least 17 specific orders to buy. Arvida did not file a registra
tion statement under the Securities Act until October 27, 1958. 

The Commission concluded that publicity, prior to the filing of a 
registration statement, by means of public media of communication, 
with respect to an issuer or its securities, emanating from broker
dealer firms who as underwriters or prospective underwriters have 
negotiated or are negotiating for a public offering of the securities 
of such issuer, must be presumed to set in motion or to be a part of 
the distribution process and therefore to involve an offer to sell or a 
solicitation of an offer to buy such securities prohibited by section 

f. Securities Exchange Act Release No. 5886 (Feb. 17, 1959). 
"Securities Exchange Act Release No. 5887 (Feb. 17, 1959) . 
.. Securities ExchanJle Act Release No. 5815 (Nov. 5. 1958), 
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5 (c) of the Securities Act of 1933. Therefore, the Commission held' 
the press release and meeting and resultant publicity wilfully. violated 
section 5(c) of the Securities Act. However, under all the circum-, 
stances, including registrant's excellent reputation, and the fact ~hat 
they acted on reliance, of counsel a~d that no investors ~ppear~d, to, 
have been injured, the Commission found that no sanction was neces-, 
sary in: the public interest or for the protection of investors.79 ' , 

A related action brought by the Commission in the Unite~ St~tes 
District Court for the Soutl~ern D,istrict of New York, in which a, 
consent decree was entered permanently enjoining violation of, sec
tion 5 ( c) by Arvida, registrants, and others, is discussed at' p. ,5,4, 
supra. ,I, ' 

First: Maine Corporation.-Registrant, in violation of sectip~ 5 ( c) 
of the Securities Act of 1933, was found to have offered to sell o~ to 
hav:~ solicited offers to buy unregistered securities of Life, i:q.su~a,nCe 
Securities Corporation (LISCO) for a period of over 3 :r:q.o~ths befor~ 
a registration statement was filed with the Commission. Burton M. 
Cross and Herbert L. Rackliff, president and, beneficial oWI{er: of 
equity securities of registrant, respectively, were found to have cauSed 
registrant to distribute by mail, notices, Circulars ap.d otller ptib~city 
which constituteli the illegal offers to sell or solicitations ~f offers~to 
buy LISCO's stock. In ll-ddition, registI,"ant, Cross and Rackli~ were 
found to have violated section 5(b) (1) of the Securities Act by'trans
mitting improper prospectuses after LISCO's ~egistration sta~Ipent 
was filed~ " .' '. " " . , , ' 

, Also registrant, Cross and Rackliff were held to have mad~ ,false 
and misleading statements of ma.terial facts in offering the securities 
of LISOq, thereby violating the antifraud provisions o~ tp.e SecUli-, 
ties Act. The Commission found that the material distrib:uted by: 
regist,rant contai~ed two general themes, (1) the attraCtiveness: o~ 
stock of life insurance companies in which it was stated LISCO 
would invest, and (2) the knowledge, experience, ability and qoip~ 
petency of LISCO's officers and directors, 'p~rticular1y croSs. ,This 
literature was materially misleading in stressing the investment op~ 
portunities of life, insurance comp~nieS withqut qisclosing, that, the 
funds of investors would 'be invested in it c3$llalty insurance cpmpan;r 
organized by Cross and Rackliff and not' yet, in operation. The 
information in regard to the experience of LISCO's management ,~'as 
misleading for failure to state that the active officers have h~d orily 
very limited experience with an operating insurance company. " 

The Commission, in view of the nature of the viohitions, ordered 
that registrant be' suspended from the National Association of ,Secu
rities Dealers, Inc., for 20 days and that Cross and Rackli:(f.'be n!lmed 
causes of the suspension.so 

.. 'Securities Exchange Act Release No, 5870 (Feb. 9. 1959). 
so Securities Exchange Act Release No. 5898 (March 2. 1959). 



TWENTY-FIFTH ANNUAL REPORT 105 

Net Capital Rule ' " , ' 

'The Commission has adopted under section 15(c) (3) of the Seeu
J'ities Exchange Act rule 1563-1, commonly known as the net capital 
rule, which is intended to 'provide safeguards for securities and funds 
of customers dealing with broker-dealers by limiting the amount 'of 
indebtedness which may be incurred by a broker-dealer in relationship 
to net capitaL A, broker-dealer subject to the rule may not allow' 
his' ','aggregate indebtedness" to be more .than twenty times his "net 
capital," as those terms are defined' in the rule. 

When it appears; from. an examination of reports filed with the 
Commission or through inspection of books and records, that a broker
dealer is in ,violation of the net capital rule, an opportunity is gen~ 
orally afforded the, registrant to' correct such capital deficiencies. 
Failure promptly to bring the capital position into compliance with 
the rule may result in injlIDctive action to restrain further violations 
or, 'the ,institution of proceedings to determine whether or not 'the 
registrant's broker-dealer registration should be revoked.' Violations 
of the net'capital rule wel'e alleged in 13 injunctive actions filed by the 
Corrimission in the last fiscal year and in 22 revocation proceedings . 
. ,Broker-dealers participating in "fi'rm commitment" underwritings 
must have sufficient net capital to permit participation in the under
writing' for the amount they have agreed upon.' The staff, in ,order 
adequately to,protect issuers 'and customers of broker-dealers partici
pating in such underwritings, carefully analyzes the latest'informa
tion concerning the capital position of such a broker-dealer in ordAr 
to determine if assumption of the new obligations involved in the 
-q,nderwriting is possible without violating the net capital rule. The 
Co~mission will ref~se to accelerate the effectiveness of registration 
stflt,~fI1ep'.ts filed under , the Securities Act when it appears that any of 
the underwriters would, by virtue of commitments in the underwrit-r 
ing, be in violation of the net capital rule. Br9ker-dealers named.as 
underwriters in offerings of securities registered with the Commission 
who appeared to be inadequately capitalized to fulfill their commit
rri.~nts and, at the same time, remain in compliance with the net capital 
rule, w~reinformed of the potential violation of the rule and the effect 
thi~ Vfould have upon the pending registration statem!1nt. Such 
broker-dealers either ,obtained suffi,cient ~dditional capital, comply 
fully ,with the rule, reduced their cominitments in the underwriting 
to'such an extent as to participate in the underwriting without viola
ing the rule, withdrew as underwriters, or participated in the under-
writing 0!l ~ ",best efforts" basison~y. ' 

Financial Sll;ltements 

"Under section 17(a) 'of :the Securities ,Exchange Act, the Commis
sion has promulgated rule 17a-5 requiring the filing of periodic finan
cial statements by registered brokers and dealers. 'Under this ,rule, 
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every financial report filed must be certified by a certified public ac
countant or a public accountant who is in fact independent, with cer
tain limited exemptions applicable to situations where certification 
does not appear necessary for customer protection. Thus, under cer
tain conditions, a member of a national securities exchange need not 
file such a certified report. Also, if since his previous report a broker 
has .limited his securities business to soliciting subscriptions as an 
agent for issuers, transmitted funds and securities promptly, and has 
not otherwise held funds or securities for or owed monies or securities 
to customers, he is exempt from the certification requirement. An ex
emption from the certification requirements is also given a broker
dealer who, f.rom the date of his last report, has only bought and sold 
evidences of indebtedness secured by liens on real estate and has not 
carried margin accounts, credit balances, or securities for securities 
customers. 

The requirements for filing financial reports enable the Commission 
and the public to determine the financial responsibility of broker
dealers and enable the staff to analyze the reports in order to deter
mine whether the registrant is in compliance with the Commission's 
net capital rule .. Revocation proceedings are instituted against regis
trants who fail to make the necessary filing. However, it is the prac
tice of the Commission to first inform a registrant of his obligations 
under rule 17a-5 prior to taking such action against him. During the 
past fiscal year, 4,560 reports of financial condition were filed, an in
crease of 87 over fiscal 1958. 

Broker-Dealer Inspections 

-Section 17 (a) of the Securities Exchange Act provides for regular 
and periodic inspections of registered broker-dealers. The Commis
sion has continued to place emphasis on this program to insure a more 
adequate protection of investors. Inspection serves to assure compli
ance by broker-dealers with the securities acts and the rules and regu
lations promulgated by the Commission. The inspection device is one 
of the most useful instruments at the Commission's disposal in' pro
tecting investors and preventing and detecting violations of the Fed
eral securities laws. 

Generally, inspections involve, among other things: (1) review of a 
broker-dealer's pricing practices; (2) a determination of financial 
condition; (3) a review of the safeguards used iIi handling customers' 
funds and securities; and (4) a determination of whether adequate 
disclosures relating to transactions are made to customers. 

In addition, the inspectors also determine whether brokers and 
dealers keep their books and records in compliance with the Federal 
securities laws and conform to the margin and other requirements of 
Regulation T as prescribed by the Federal Reserve Board. Further
more, a check is made to see if excessive trading in customers' accounts 
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involving "churning" or "switching" has occurred. InspectiOJls often 
turn up evidence of sale of unregistered securities or the use of fraud
ulentpractices, including the use of improper sales literature or sales 
methods. Frequently, the inspections enable the Commission' to nip 
in the bud situations which if not corrected, could result in ,loSs to 
customers. .. 

In 1956, the Commission inaugurated a policy of increasing the 
number of inspections over that of previous years. The same policy 
has been followed in the past fiscal ymLr. Inspections completed dur-
ing the year numbered 1,471. . ...."", 

In determining whether to institute action against a broker-dealer 
found to Ibe in violation of the statutes or rules as a -result of:all in
spection, consideration is given to the nature of the violations aD-d to 
the effect such violations ma,y have upon members of the public. It is 
not the Commission's policy to take formal action against broker
dealers for every violation. For example, inspections frequently 
reveal various inadvertent violations which are discovered before be.; 
coming serious and before customers' funds or securities are . en
dangered. Where no harm has come to the public in such ~itria.tions~ 
the matter is usually brought to the attention of therregistrant and 
suggestions made to correct the improper practices.: If: the vioIatioU: 
appears to be willful and the public interest or the protection of 
investors is best served by formal action, the Commission pI:Olnptly 
institutes the appropriate proceedings. 

The following table shows the. various types of violation disclosed 
as a result of the inspection program during the fiscal year 1959 : 

'l'ype '. Number 
Financial ditficulties ______________________________________ . ____ :. ____ ,,:,._; 180 
Hypothecation rules _________________________________________________ :., 53, 
Unreasonable prices for securities purchases___________________________ 255 
Regulation T of the Federal Reset've Board ________________ ~ _______ :,-- .. 170 
"Secret profits" ________________ ~ ___________________ ~ ________________ :. 7 

Confirmations and bookkeeping rules _______________________________ :..'-:. 1,081 
lIiscellaneous __________________________________________ :._____________ 324 

Total indicated violatiollS ____________________________________ :.,.._. 2,070 

Total number of inspections ___________________ ~ ________________ ~..: 1,471 

. The principal stock ~xchanges, the N ation~l Association of .g~cu-· 
rities Dealers, Inc. and son~e of the States each have somewhat similar 
but not identical inspection' programs to that of the Commission. 
Each agency conducts its inspections, examinations' or u':udits in 
accordance with its own procedures and with particular reference to' 
its own regulations and jurisdiction. Inspections by other agencies 
cannot be adequate substitutes for Cominission inspections since they' 
nore not primarily concerned with the detection and preventioh of' 
violations of the Federa.1 securities laws and the Commission's regula-' 
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tions thereunder. However, the inspection programs of these other 
organizations do afford added protection to the public. For this 
reason, the Commission and certain other inspecting agencies maintain 
a program of coordinating inspection activities to obtain the widest 
possible coverage of brokers and dealers and to avoid unnecessary 
duplications of inspection. By this program, each inspecting agency 
makes available to all such agencies advice that it has started a par
ticular inspection but the reports or findings of such an inspection 
are not exchanged between the parties. Information discovered in 
the course of such inspections or examinations indicating serious vio
lations of regulations administered by another agency may, however, 
be called to the attention of such other agency. The program does 
not prevent the Commission from inspecting any firm recently in
spected by another agency and such inspections are made whenever 
there exists good cause. 

Agencies now participating in this coordination program include 
the American Stock Exchange, the Boston Stock Exchange, the Mid
west Stock Exchange, the National Association of Securities Dealers, 
Inc., the New York Stock Exchange, the Pacific Coast Stock Ex
change, the Philadelphia-Baltimore Stock Exchange, and the Pitts
burgh Stock Exchange. 

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 and establishes standards for such associations. 
The rules of such associations must be designed to promote just and 
equitable principles of trade, to prevent fraudulent and manipulative 
acts and practices and to meet other statutory requirements. Such 
associations serve as a medium for the cooperative self-regulation of 
over-the-counter brokers and dealers. They operate under the general 
supervision of this Commission which is authorized to review dis
ciplinary actions and decisions which affect the membership of mem
bers, or of applicants for membership, and to consider all changes in 
the rules of associations. The National Association of Securities 
Dealers, Inc. ("NASD") is the only Association registered under 
the act. 

In adopting legislation permitting the formation and registration 
of such associations, Congress provided an incentive to membership 
by permitting such associations to adopt rules which preclude a mem
ber from dealing with a nonmember, except on the same terms and 
conditions as the member affords the investing public. The NASD 
has adopted such rules. Accordingly, membership is necessary to 
t.he profit.able participation in underwrit.ings and over-t.he-counter 
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trading since members may properly grant price concessions, discounts 
and similar allowances only to other members. Loss or denial of 
membership due to expulsion or suspension or other ineligibility due 
to a statutory disqualification, or to failure to meet standards of 
qualification established in NASD rules, thus imposes a severe eco
nomic sanction. 

At June 30, 1959, there were 4,018 NASD members, an increase of 
198 during the year, as a result of 542 admissions to and 344 termi
nations of membership. At the same time, there were registered with 
the NASD as registered representatives 77,917 individuals, including 
generally all partners, officers, traders, salesmen and other persons 
employed by or affiliated with member firms in capacities which in
volved their doing business directly with the public. The number of 
registered representatives increased by 12,603 during the year as a 
result of 19,071 initial registrations, 11,043 re-registrations and 17,511 
terminations of registrations. The membership and registered repre
sentative figures as of June 30, 1959, both represent all-time high 
marks. 
NASD Disciplinary Actions 

The N ASD furnishes the Commission summaries of decisions on all 
disciplinary actions against members and registered representatives 
of members. Each such decision is considered by the Commission's 
staff to determine whether the underlying facts indicate conduct in 
violation of the statutes administered by the Commission or the rules 
thereunder and whether the Commission should, on its own motion, 
call up a particular case for review. This staff consideration often 
includes an examination or the Association's complete file on a par
ticular case. Where such action appears warranted by the available 
facts, independent Commission inquiry or action is initiated through 
the appropriate regional office. 

During the fiscal year the N ASD forwarded to the Commission 248 
disciplinary decisions on 209 formal complaint cases. It is not un
usual for there to be more than one decision on a particular case for 
all decisions of District Business Conduct Committees are appealable 
to or reviewable by the Board of Governors which may affirm, modify, 
or reverse such decisions or remand them for reconsideration. Final 
Association decisions were reported to the Commission during the 
year in 175 formal complaint cases. 

Each formal complaint must rest on allegations that a member firm 
had violated specified provisions of the NASD Rules of Fair Practice, 
although registered representatives of members and other persons 
controlling or controlled by members may also be cited for violations 
or for having been the cause of violations. Of the 175 decided cases, 
103 were based on complaints solely against members. Eight such 
complaints were dismissed on findings that the allegations had not 
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been'sustained, whereas in 95 cases it was found that the alleged viola
tions had occurred, and a penalty was imposed on the member. The 
remaining 72 cases involved allegations of violations against the mem-' 
ber 'firms concerned and 108 ,o~ their registered representatives or 
associates. Two such complaints were dismissed as to the two mem
bers and three individuals concerned and 21 others were dismissed as 
to the members involved, while 11 other individuals were found not 
to have been guilty of the alleged violations. Violations were found 
and a penalty was imposed on 49 members and 94 individual asso

. ciates of members involved in this category of complaints. In all, 
there :were disciplinary decisions adverse to 144 members and to 94 
registered representatives. 

The penalties imposed included censure, fine, suspension or expul
sion of the member or suspension Or revocation of the registration 
of a registered representative and in some cases a finding that an indi

'vidual-had been a cause of an expulsion, suspension or revocation. In 
many instances more than a'single penalty was imposed and in a sub
stantial majority of the cases some or all of the costs of the proceed
ings were assessed against those found to have acted improperly. 

Thus 31 members were expelled; 4 were suspended for periods 
ranging from 1 week to 18 months; the registrations of 28 regis~ered 
representatives were revoked and 9 were suspended, also from 1 week 
to 18 months; and 16 individuals were held to have been the cause of 
an expulsion, suspension, or revocation. Moreover, 88 members were 
assess~d fines as were 10 registered representatives, in amounts vary
ing iI?- each category from $25 to $5,000. The minimum penalty of 
censure was imposed on 18 members and 18 registered representatives. 
In the ,fiscal year the Association collected a total of $77,658.66 as a 
result of fines and costs imposed in disciplinary actions. In some 
cases, of course, fines or costs imposed on an expelled member or a 
revoked representative are never paid. 

In adq.ition to disciplinary action by formal complaint procedure, 
as described above, action was also taken against members pursuant 
to th~ Minor Violation Procedure, provided in the Association's Code 
of Procedure for Handling Trade Practice Complaints, for the dis
positiOIi of disciplinary cases where the facts are not in dispute and 
where'the matter involves minor or technical violations of the rules 
with no significant damage to customers or other parties. Under this 
procedure a member charged with violation of the rules may waive a 
hearing, admit the violations as alleged and accept a penalty not in 
excess of censure, and a fine of $100. A member's rights of appeal 
are preserved as is the righ~ of the Board of Governors to review 

, action by a District Business Conduct Committee. A member, how
, ,ever, is not required to follow the Minor Violation Procedure and may 
elect to face formal charges and to require a hear,ing. 
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The Association reported to the Commission during the year the, 
disposition of 31 complaints pursuant to Minor Violation Procedure. 
In 20 cases fines were imposed in amounts ranging from $25 to $]..00 
and aggregating $1,325 and in 8 other'cases the only penalty imposed 
was censure. In another case after the member admitted alleged, 
violations and paid a fine of $100 under Minor Violation Procedure, 
the Board of Governorsl'emanded the case to the appropriate_ com
mittee for formal complaint treatment on the grounds that minor 
violation treatment was inappropriate'where a member Was charged 
with the repetition of acts for which it had previously be_en' dis
ciplined. The remand resulted in the filing of a formal complaint 
und a finding of violations for which a fine of $200 was impos~d., 

In two other cases members rejected Minor Violation Procedure 
and required the filing of formal complaints. In one such case, the 
member demonstrated to the committee's satisfaction at a hearing that 
it had not acted improperly and the committee dismissed the,com-, 
plaint. In the remaining case, the member rejected an offer to admit 
alleged violations and to pay a fine of $25. A formal complaint::was 
then filed and the district committee found violations and imposed 
a $25 fine. The member appealed this decision to the Board of Gov
ernors which affirmed the findings of violations and increased the 
penalty to a fine of $300 plus costs. 
Commission Review of NASD Disciplinary Action -, -, j 

Section 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 timely application of any aggrieved person. ' The effectiveness 
of any penalty imposed hy the NASD is automatically stayed pend
ing'determination in any matter which comes before the Commission 
for review. At the beginning of the fiscal year, two such review cases 
had been pending before the Commission. During the year' eight other 
such petitions were filed and three cases were disposed of, leaving 
seven petitions pending at the year end.s1 

The Commission dismissed an application filed by Samuel B: Frank
lin & Company seeking review of disciplinary action by the Asso
ciation which had found that the firm had violated 'the Asso'ciation's 
Rules of Fair Practice by selling securities to, and purchasirig securi
ties from, customers at prices which were not fair in view of all the 
relevant circumstances.s2 An NASD District Committee had censlired 
the firm, fined it $1,000 and assessed costs amounting to $773.80. ' , The 

B1 The pending cases concerned applications filed by Sterling Securities Co., Marc Ster
ling, et al. (File 16--IA77) ; Raymond G. Chalikian (File 16-IA79) ; A. J. Grayson & Co .. 
Inc. and Albert J. Grayson (File 16-IA80) ; Gerald M. Greenburg and Robert -Leopold 
(File 16-IASI) ; L. C. Fisher Co. (File 16-IAS2) ; Whitney & Co., Inc. (File 16-IAS3) ; 
nnd Franz Bachmann (File 16-IAS5). After the close of the'fiscal year, the L. C. Fisher 
application was remanded to the NASD for reconsideration on the joint request of the 
NASD and Fisher. , _, , 

.. Securities Exchange Aet Release No. 5915 (Mar,'24, 19.59) and FlIe 16-1,A72. ~ , 
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NAsD Board of Governors on appeal affirmed t4is action and assessed 
an' additional $153.29 in connection with ,the costs of. the appeal. ,', j.! 
: According to the.Commission's ,decision" the' basic ,facts, were, not in 
dispute.; Out of 731 transactions in, which FraIiklin &: Co .. ·as.cprin
cip'al:s6Id'securities to customers during the period between· January 
and May ,1956; 'not· in"cluding sales'of investment c6mpanyshares and 
other securities sold 'in a public offering pursuant to a prosp'ectus, 642. 
transactions involved markups in excess of 5 percent., The' company,! 
~s' principal,' purchased: securities' from ctlstomers in 428, transactions 
arid, in 159 of these transacti6ns its markdown exceeded,5 percent." In 
the 642sales.transactions the' markups were,more than 10,'percenqn 
549 instances, 'more than 15,percentiil402 cases,.niore than 20 percent, 
in: 260 transactions,- and ranged froin 30 to 62 percent in ,99 cases. "On 
its 159 purchases from custom.ers, the markdown in· 68 ,tmnsactions 
exceeded' 10 :percent; in ·32 it exceeded, l5 percent, in 20 it, exceeded· 
20 percent, 'and in: '6 'cases it ranged from 30. to 37. percent.,:. In dis
cussing the' gross' dollar amount of transactions, the CoIhmission· 
pointed out that of the 731.sales,· 498 were in the $100-$500 category, 
and 108 each involved more ·than $500, and that' of these 606: trans
actions, the markups were·SO percent or more in 55 cases and in' excess 
of 20' percent ,in 184 cases.; -The price ,range of the secilrities, sold was· 
less than 10 cents per share in 127 transactions, less than 50 cents in 
477 transactions, and less th~n $1 in 499 transactions.· .;, '. . , 

,These markups :w:ere computed on,- the ba~is of .the fi~J?'s OW~l c.ost 
on ~me: day or cont~mpor3:neous. purchases of .shares Qf Fhe same 
securities except that, in a relatively. small number of instaI1-ces where 
such information .was not .~vailabie, the con~putation~ were ~ad~ on, 
the basis of, q~otations obtain~d fro~,the, National Daily Qt\.otati~n 
Servi~. The. marl,i:dowp.s on the firm's purchases, f~9m Ctlstolpers 
~~re computed oI1-;the,basis of same d~y or con~elJ1.poraneous sa~es by 
the firm of shares of the same ,securities for its own .account . 
. The 'appli~ant urged, among other, tl~~gs,. that most of the tr~t:J.s: 

actions in:volved.purchases ()r sales of sq-called '.'penny". stocks selling 
for. less ,than: $1 per shaJ;'e;, that.i:t;l most cases the, dollar value 9f a 
transaction.was ,sn;t.all; that t~~ NASD 5 percent:lIla~ku p pol,icy sJlOuld 
not, be ~ppli~d. tq ]ow pricedS;ecurities sold: in. small qol~ar trans~ 
actions; .. that it .w'as justi~ed 5n clu~rging an amount over cost, suffl
cient to ~over expe~ses; and .. that its markups over cost, were: not 
greater" thaIl: the.: ~iff~rences ; between the published, ,bid and !\sked 
quotations on typical penny stocks. 
'. In, its findingsan~,opt:p.ion(t4eQommission concluded th~tYra:p'klin 
& Co.'s pricing practices clearly were unreasonabie, at least in those 
traIl!>acti,on.~ where the ~!l.r~ps.9r,lI}~rk~qwns were' greater thun 20 
percent, as there ,was no showing of special circumstances such as illl
usual expenses, extraordi~ary s~rv:ices to customers ~r aquisiti6ii of 
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inventory at special' 'concessions:, The -Commission: sustairied the 
NASD finding that ,the firm had' purchased and sold securities, at 
prices ,which were not' fair under aIr the relevant circumstances:ahd 
which were not reasonably related· to cur,rent market prices, that,such 
conduct was'inconsistent ,vith' justimd equitable principleS of 'trade 
and that the' 'penaltieS imposed 'were not excessive, having due regard 
to,the public' interest.83 ;, ,I ' ': , : ' :1 

, Two other applications for review of Association disciplinary' ac
tion 'were dismissed by the Commission, consideration 'havfugbeen 
stayed pending determination of administrative proceedings' against 
the' parties concerned .. These petitions had been 'filed by, Batkih & 
CO.84 and Churchill Secu.rities Corp.55, DismissaJ of the petitions as 
moot followed action by the Commission' revoking the·broker-dealer 
registration 'of' Batkin & Co: arid expelling it from the Association 86 
and similar action as to Churchill Securities CorpY , 

Coriunis~i~n Review of NASD AClio~ ~n ~embe .. ship, " '" ',', ,', 

'J Section 15A(b) of 'the act and the by-Iaws'o{the Nf\.SD pt;ovide 
tliat, except where the Comll!-issi~ni finds it, approp~iate In the public 
interEtst to approve or direct to the contrary, no broker or dealer may 
be admitted to or continued iri,ll1embersllip if he, h'r 'any controllmg 
or controlled person, is under a'n); of the several disabilities specified 
in'the 'statute or the by-laws. By'these provision{ CorrUn:ission ap~ 
proval is a condition to the continmtn6~ i~ Ass'oCiation membersHip' 
of aI).y broker-de~~er who, among other. things, controls a person whose 
registration as a broker-dealer has been revoked or who was found to 
have been Ii cause of a Commission order of revocation. ,I', " , 

- ,A Commission order approving or directing admission: to or COn" 
ti~uance in :Association membership; notwithstanding a disqualiflca..: 
tion under sectiori 15.A (b) '( 4) of the act or Under an'effective Associa
tion rule adopted under 'that section or section 15A(b) (3), is genentlly 
entered only after the matter has been submitted to the Association 
by the member or applicant for membership. ,Where, after,considera
tion, the Association is favorably; inclined, it ordinarily: files with the 
Commissi.on' an 'application, on behalf of the petitioner. A broker
dealer ,whose,application,is refused Association sponsorship, however,' 
may file an application directly with the Commission. The Commis
sion reviews the record and documents filed in support of the applica
tion and, where appropriate, obtains additional evidence. At the 
beginning of the fiscal ye~rohe~uchpetition ,,'as pending before the 

" , 

.. After the close of the fiscal year ,the firm filed a petition for review, of ,the .Commis-
sion's deciSion with the Court of Appeals for the Ninth Circuit. ; , 

.. Securities Exchange Act Release No. 5763 (Aug. 22,1958) and File 16-1A67.,-, 

.. Securities Exchange Act Release No, 5951 (May 11, 1959) and File 16--IA71 . 
• 0 Securities Exchange Act Release No. 5709 (June 9,1958) . 
• 7 Securities Exchange Act Release No, 5871 (Feb, 10, 19(9), 
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Commission; ,during the year six petitions were filed and, three were 
disposed of; and four were pending at the year end. 
, The three disqualified individuals·whose employment was thus ap
proved were: William A. Spanier,88 formerly president of Bennett, 
Spanier & Co., Inc., a firm revoked as a broker-dealer and expelled 
frorrrthe NASD by.the Commission on May 28,1952, on findings that, 
among other things, it had engaged in manipulative activities and had 
sold· unregistered securities; 89 Kenneth E. Goodman,90 formerly sole 
stockholder of Kenneth E. Goodman & Co., a firm similarly revoked 
and expelled by the Commission on April 23, 1958, on findings that it 
had falsely stated its bank balance on its books and had effected securi
ties transactions in violation of the Commission's net capital rule; 91 
and Leonard H. Whitaker,92 whose registration as a broker-dealer had 
been revoked by the Commission in 1952 because of certain securities 
violations, including, among other things, the sale of unregistered 
securities and conversion to his own use of a payment from a customer 
for securities.93. Whitaker's employment by another NASD member 
firm had earlier been approved by the Commission under' sp~dfied 
cqnd~tions.94 This second approval petition was necessary because 
Whi~!,tker had changed employers. In each case the Qommission found 
it appropriate in the public interest to approve the N ASD applica
tions in view of all the circumstances, including the lapse of time and 
supervision of the representatives. 

_LITIGATION UNDER THE SECURITIES EXCHANGE ACT OF 1934 

In order to protect the public, the Commission. is authorized to in
stitute- actions to enjoin broker-dealers and other persons from en
gaging in activities which violate the provisions of the Securities 
Exchange Act of 1934. Some of these activities also violated pro
visi~ns. of th~ Securities Act of 1933 and are discussed above. 
Anti-Fraud Litigation . 

In discharging its obligation to prevent frauds upon the public, the 
Commission' filed a number of complaints during the past year. Final 
judgment enjoining Louis E. 1Volfson from further violating the anti
fraud and antimanipulative provisions of the Exchange Act was ob
tained.9G This case is discussed at length in the 24th Annual report.D6 

The c9mplaint alleged that 'W o]fson and others had attempted to 

... Securities Exchange Act Release No. 5778 (Sept. 25, 1958) and File 16-1A46 . 

.. Adams & Co., Bennett, Spanier & Co., Inc. and Ray T. Haas, 33 S.E.C. 444 (1952). 
DO Securities Exchange Act Release No. 5828 (Dec. 5,1958). and File 16-1A73. 

:.m Securities Exchunge Act Release No. 5684 (Apr. 23, 1958) • 
.. Securities Exchange Act Release No. 5989 (June 16, 1959) and File 16-1A 78 . 
.. Leonard ·R. Whitaker, 33 S.E.C. 72 (1952) . 
.. Securities Exchange Act Release No. 5581 (Sept. 3, 1957) and File 16-1A64. 
os USDC SD NY No. 135-30. 
"At p. 100. 
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defraud the public and to manipulate the market of American Motors 
stock; that he and his associates caused to be published in a financial 
newspaper an article stating that they owned 460,000 shares of that 
stock at a time when they had disposed of 200,000 shares, and that they 
later caused an article to be published stating that Wolfson had dis
posed of one-quarter of his 400,000 shares and would sell the rest dur
ing the coming months. 'Volfson, according to the complaint, omitted 
to disclose that he had disposed of all his holdings in American Motors, 
had in fact sold short, and was attempting to buy stock to cover his 
short position. Judgment against Wolfson was entered ~y consent. 

In S.E.O. v. Wilkes,91 the. Commission's complaint charged viola
tions of the short selling and antifraud provisions of the Exchange 
Act and the Commission's rules in that defendant caused four broker
dealers to sell for his account on the American Stock Exchange an 
aggregate of 29,100 shares of Hazel .Bishop, Inc. common stock, by 
falsely representing to the brokers that he owned such stock. A final 
decree enjoining further violations of the act was entered on consent 
of defendant.!l8 

Three cases involved violations of the Exchange Act with regard 
to over-the-counter sales. In S.E.O. v. McD01Wld 99 the complaint 
alleged that the corporate defendant broker-dealer accepted moneys 
and securities and represented that it would fulfill its obligation to 
deliver securities or moneys due when in fact it could not and did not 
intend to do so. Affidavits filed in support of a motion for a temporary 
restraining order alleged, among other things, that a broker-dealer 
firm had paid defendant $50,000 ~or the purchase of securities which 
were never delivered, that employees of defendant stated tl~at members 
of the public had paid more than $250,000 for securities which were 
not delivered, and that the Dayton Aviation and Radio Equipment 
Corp., which had engaged defendant as underwriter for its offering 
of some 500,000 shares of common stock, had received proceeds from 
the sale of only 274,200 shares although in fact the whole issue had 
been sold. A pern1anent injunction was obtained by default against 
the firm and its president. . . 

In S.E.C. v. Oampbell lOO and in S.E.O. v. Rosen 101 the Commission 
charged defendant brokerage firms with accepting customers' orders 
and deposits of money and securities upon the representation that 
they were ready and able to meet all obligations, when in fact they 
were insolvent and unable to meet current liabilities. Permanent 
injunctions were entered in both cases. . 

In us DC SD NY No. 145-163. 
os In a companion case, S.E.C. v. Rr01rn. USDC SD NY, No. 145-236. the c1pfNl()lIllt ~\'a~ 

permanently enjoined from further .hort-slIll'S of Hazel Bishop. Tllc. stock . 
•• USDC SD NY, No. 139-190. 
100 USDC SD Texas, No. 12,347. 
101 USDC D Mass., No. 58-S69-A. 

529~~9----11 
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Cases under the Net Capital Rule 

The "net capital rule" provides an important protection to investors 
against loss of securities or monies, due to financial straits of broker
dealers, by requiring every broker-dealer to limit his aggregate in
debtedness to all persons to 2,000 per centum of net capital. During 
the year injunctions were obtained to enjoin broker-dealers from fur
ther violations of the net capital rule in S.E.O. v. Trigg,t°2 S.E.O. 
v. Wagner,I°3 S.E.O. v. Sano,I04 S.E.O. v. The Ohmtopher OOrp.,t°5 
S.E.O. v. Empire State Mutual Sale8, Inc.,106 and S.E.O. v. Green.107 

In the Empire State and Green cases, and in S.E.O. v. Aronson 108 

and S.E.O. v. Oa1'7'olllo9 the Commission charged defendants with vio
lations of the fraud and record-keeping provisions of the Exchange 
Act, as well as the net capital rule. 

M. J. Shuck v. S.E.O., 264 F. 2d 358 (C.A. D.C., 1958), involved a 
petition for review of a Commission order denying withdrawal and 
revoking petitioner's registration as a broker-dealer. The Commis
sion's revocation was based on findings that petitioner had been en
joined by a district court from violating the Commission's net capital 
rule and that revocation would be in the public interest. The Court 
of Appeals for the District of Columbia, in affirming the Commission's 
order, held, first, that the Commission had observed the fundamental 
purposes of section 9(b) of the Administrative Procedure Act and, 
second, that under the circumstances of this case, the Commission 
properly found revocation was in the public interest. Service on the 
petitioner of the temporary restraining order and the Commission's 
complaint in the action for the preliminary injunction as well as the 
issuance of the injunction itself met the requirement in 9 (b) that 
written notice of the facts warranting a revocation be sent to the li
censee prior to the agency proceeding. The Court stated that the 
record shows that even prior to the district court proceedings the 
Commission's staff had discussed with Shuck the matter of compliance. 
In addition, the court proceedings, the Court held, afforded petitioner 
a further opportunity to demonstrate compliance. 

Moving to the merits of the case, the Court concluded that it is not 
required that the injunction contain an express finding of wilfulness 
as petitioner had contended where revocation is based on the entry 
of an injunction. Evidence of wilfulness, however, might be con
sidered by the Commission in applying the public interest criterion. 
The record of Shuck's action in the past supported the Commission's 

102 USDC SD Texas, No. 12,236. 
103 USDC SD NY, No. 138-41. 
10& USDC SD NY, No. 147-363. 
106 USDC SD Fla., No. 8982-M. 
106 USDC SD NY, No. 142-295. 
107 USDC ND Texas, No. 8060. 
106 USDC SD Calif., No. 938-58 HW. 
109 USDC D Mass., No. 59-194A. 
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findings that the violation of the net capital rule was not unintentional 
or inadvertent.! ·This ,past record·coupled with: the District Court's 
finding that :Shuck w'ould n9t Imaintain the. required standard~ in the 
future: 'could. ,properly 'justify, the· Commission's revo,c!ltion' for the. 
future' protection of the ihvesting ,public. . Nor did the Court feel that 
Shuck's expressed wish to withdraw from the securities business or 
his' alleged satisfaction of;creditorsprecluded the Co~ission fr:om 
taking this' step. ,The Court stated that the Commission could hold 
its hearing· which would reflect the facts s~lOrtly after they .~u~Ted 
and, take prompt and.appropria.te action without waiting until Shuck 
re-entered into. business.,. ,The 'Col,lrt .of. Appeals restated, its ruling 
in Hughes V. S.E.0.ll0 that wilfulness means ;"no more than that the 
person charged with the duty. knows :what he is doing." 

" ''\ ,: -: 'I +. ., 

Litigation Involving Broker-Dealer Registration and Reporting Requirements 
• . , .' ~, I 

.,. Gilligan, Will'&:'Oo:; et al. v. S.E.0.,·267 F. 2d, 461 (C.A. 2,1959) 
involved a petition' for review of the' Commission's order suspending 
Q-illigan, Will & Co.: for 5 days' from the National AssoCiation of Se-' 
cur-ities Dealers; Inc. for violations o{section 5 of the Securities Act 
and findingJa~es Gilligan and'William Will causes otthe order.111 
Petitioners 'challenged the' Commission's findi'ngs that they were un
derwriters with respect to 1955 and 1956 transactions in Crowell
Collier debentures and 'stock. i The' Court upheld the findings and 
conclusion of the Commission that the resale of securities contem
plated and executed by petitioner .was a distribution or public offering 
and hence .petitioners .were underwriters. The. C~)Urt .rejected peti
tioners', argument that they took· for -investment. where they intended 
to retain the stock'onlyif the'issuer continued to·operate profitably . 

.some of ,the cases brought by the' Commission,involved failure·o~ 
the defendants to file the .reports required by the Exchange Act. . .In 
S.E.O. v. Alexander L .. Guterma, and F. L. Jacobs 00.112 the complaint 
sought to enjoin the company and.its then. president and controlling 
stockholder; Glit'erma, from continuing' to violate the antifraud and 
reporting requirements of the: 1934 Act'and the .. antifraud and regis~ 
tration requirements· of . the 1933 act.! After Guterma ·resigned and 
disposed of his irit'erest in tIle company,' the new ·inanagement con
sented.to :entry .of Ii mandatorj' injunction ordering the. company to 
prepare and file with the Commission all information, documents 
and rep<!rts required by tl~e,.act .. 

110 174 F. 2d 969, 977 (1949). 
III For a discussion of the Commission's Findings and Opinion see 24th Annnal Report, 

pp.83-84. 
112 USDC SO NY, No. 144-363. A criminal Indictment Is also pending against Guterma. 

See the discussion of criminal litigation, infra, this report. . . " . 
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Upon application of the' Commission the District Court at New 
York 'City appointed receivers for the assets of the company. Im
mediately thereafter a petition for reorganization under chapter X 
of the Bankruptcy Act was filed and is now pending in the District 
Court at Detroit,' Mich. The Commission is participating in these 
proceedings. 
'In B..E.O. v. Inte1'W01'ld 1'. V. Filims, Inc.,113 the court entered a 

mandatory injunction requiring the filing of reports on' Forms 8-K, 
9-K, and 10-K and restraining future violations of the reporting 
requirements. In a companion case, B..E.O. v. Guild Films 00.,114 
the court ordered reports to be filed correcting a previously filed 
Form 10-K and enjoined future violations. 

A mandatory injunction was entered by consent in B..E.O. v. Peru
vian Oil Ooncessions 00., Inc.,l1S requiring the company to file annual 
reports for fiscal 1955, 1956 and 1957. ' 

In B..E.O. v. First Le'I.lJUJ 00rporation,116 defendant was charged 
with fai,ling to make available for examination by representatives of 
the Commission the books and records required to be kept by the 
Exchange Act. The Court enjoined the defendant from doing busi
ness in securities while failing to make such books and records avail-. 
able. A permanent injunction was also entered in B..E.O. v. Brad
ford,ll7 for failure to make avapable books and records and for failure 
to file a report of the financial condition of a brokerage firm. 
Proxy Litigation 

The Commission appeared as plaintiff in one case of proxy litiga
tion. In B..E.O. v. Oentral Foniuiry 00., et al.,1l8 the Commission ob
tained a court order delaying the effect of votes cast by stockholders of 
the company at the Annual Meeting, charging both management and 
the opposing Independent Stockholders Protective Committee ,with 
violations of the proxy rules. The management filed a notice .of ap
peal from the order and the case was set for hearing on the Commis~ 
sion's complaint.' However, before any further action was taken, the 
next Annual Meeting was held from which the stockholders' faction 
emerged victorious by a substantial margin. Neither side was charged 
with illegal practices in connection with the second meeting. The 
management faction then stipulated to dismissal of its appeal. There
upon the Commission stipulated to dismissal of its complaint. 

Contempt Proceedings . 

In B..E.O. v. East Boston Co., Bernard Goldfine, et al.,119 the Com-

, 113 USDC SD NY, No. 145-328. 
114 USDC SD NY, No. 145-327. 
115 USDC SD NY, No. 144-363. 
U6 USDC D Mass, No. 59-479-F. 
117 USDC SD Calif, No. 179-58. Bradford has filed notice of appeal. 
118 USDC SD NY, No. 138-110. 
119 USDC D Mass, No. 54-438-W. 
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mission found it necessary to bring a contempt action to enforce an in
junction order previously obtained. The respondents were found in 
civil contempt for failure to file the semi-annual report of the com
pany required under the Exchange Act. The respondents consented 
to payment of a $2,500 fine by the individuals. The company had 
earlier paid $3,000 compensatory damages. 
Participation as Amicus Curiae 

As noted in the last'a:nnual report; the' Commission filed briefs in 
two cases in which the validity of ~'ule 16b--3, insofar as it exempts 

, the ,exercise of stock options from section 16 (b) of the Exchange Act, 
was brought into question. In the first of these cases, Perlman v. 
Timberlalce, the judge of the United States District Court for the 
Southern District of New York declared in dictum that the rule is 
inv~lid, but held that the defendant~ were protected from liability be
cause of their good faith reliance upon the rule. The other case, Van 
Aalten v. Hurley, now pending before another judge of the same 
court, has not yet been decided.120 

In Taylor, et al. v. Janigan (USDC D. Mass, No. 85-1056), the 
case arose out of the purchase by the President of Boston Electro Steel 
Casting, Inc. of substantially all of the outstanding stock from the 
shareholders. The plaintiffs brought suit under section 10 (h) of the 
Exchange Act and rule 10b--5 thereunder, charging that they were 
induced to sell by defendant's misrepresentation. The defendant 
moved to dismiss on the grounds of lack of jurisdiction and failure 
to state a cause of action. Defendant also argued that 28 U.S.C. 
§ 1331, which requires a $10,000 amowlt to be in controversy, governs 
the implied right of action under the' Exchange Act and the rules 
under it. ' 

The Commission filed a bne{amwus curi<ie. The court supported 
the Commission's arguments, denying the motion to dismiss. The 
court stated that section 10(b) and rule 1Ob-5 gave rise to the cause of 
action and to Federal jurisdiction, and that interveners need not com
ply with the requirement as to amount in controversy, because section 
27 of the Exchange Act, grants jurisdiction without reference to 
amount. 

. . , ~ . ~ 

120 After the close of the year the United States District Court for the Southern District 
of Texas held, In Oontinental Oll 00. v. PerZitz, that the rule Is wlthln'the Commission's 
exemptive authority. The opinion expressly declined to accept the rationale of the 
Timberlake case. In addition, the Van Aalten case was decided on July 30, 1959, but the 
trial judge held that It was unnecessary to decide the validity of the rule, and declined 
to express an opinion. 




