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the honor to transmit to you'the Twenty-Sixth Annual Report of the
Commission covering the fiscal year July 1, 1959, to June 30, 1960, in
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Harold C. Patterson
1897-1960

Harold C. Patterson was serving his second term as a member of the
Securities and Exchange Commission at the time of his death on
November 29, 1960.

He brought to his high offices in the public service a broad experience
and a vast fund of knowledge of the Nation’s financial community.
Able, forthright and just, he was ever devoted to the objectives for
which the Commission was created by the Congress. These qualities
made him a stalwart advocate of the cause of investor protection.

His trenchant analysis of the many problems confronting the Com-
mission and the wisdom which characterized his decisions earned the
admiration and respect of its members, the staff and the public. His
counsel will be sorely missed by those who must continue, as we know
he would have desired, with the tasks that lie ahead. B

To each of us who had the good fortune to know him his passing leaves
a deep personal void as well. Ever a staunch friend, he 'shared
generously of his time, his talents, and his experience.

We here record our profound sorrow at his passing and our deep
sympathy for the members of his bereaved family.

Edward N. Gadsby
Earl F. Hastings
Byron D. Woodside
Daniel J. McCauley, Jr.



TABLE OF CONTENTS

Page
Foreword . __ e XI
Present Commission and staff officers____________ R X11
Regional and branch offices_ ... ___________________________._. N X111
Biographies of commissioners__________________ e IS XV
Part.1
CURRENT PROBLEMS BEFORE THE COMMISSION.________._. 1
Fraudulent sale of securities_ . . . ___ . _ . ______._______ - 2
Registration of seeurities_ . ____________-_______________.________ 2
Supervision of broker-dealer firms______________ e oo 3
Real estate securities____ . __ . ___ . __ . ___ .l _ ... 4
Combination insurance and investment contracts- P 5
Variable annuity contracts___.__________i__________ S 5
Investment ecompany size study and mvestlgatxon ________ eccee- ) 6
Investment advisers_ . __ . ______ o __._ ' 7
Parr I1
LEGISLATIVE ACTIVITIES ___.__ . . _____ _____._________. 9
Statutory amendments proposed by the.Commission___._..._.______ 9
Other legislative proposals_ ______________________________.__.__.__. 11
Congressional hearings_ . ______.______ e e 11
PABT IT1
REVISION OF RULES, REGULATIONS AND FORMS____.___.... 15
The Securities Act of 1933____________-_-_____________________;_ 15
Amendment of Rule 133____________________________________ 15
Adoption of Rule 136; Amendment of Rule 140_ - ____________ 16
Proposed Rule 155____ _ e ____ 16
Rescission of Regulation A-M_____ _____ ____________o_______ 17
Amendment of Regulation A______ . _______________ e 17
Rescission of Regulation B-T . _____________________________. 18
Adoption of Regulation F__ ________________________________ 18
Amendment to Form 8~-9. . ____ .. 18
Adoption of Form S-14_ _ _ ___ . _____ ___________________.__ 19
The Securities Exchange Aet of 1934____._____ e s 19
Amendment of Rules 16b-2 and 16¢-2_ _ _-__________________. 19
Amendment of Rule 16b-3__________________ [ 20
Amendment of Rule 16b-8__________________ ... . ______ 21
Proposed Rule 19a2-1_________ . ____ . ________ 21
Amendment of Form 8K _ . _______________ . __. 22
Amendment of Form -K_________________.__ e ——- 23



VI TABLE OF CONTENTS

REVISION OF RULES, REGULATIONS AND FORMS—Continued Page

The Public Utility Holding Company Act of 1935______________.___ 23
Rescission of Rule 9. _ _ _ ... 23
Modification of Rule 28_ _ _______________________________.___ 23
Interpretation of Rule 50_____.________________________.____ 24
Withdrawal of proposed revision of Rule 70_.__ ... _____..____ 24

The Investment Company Act of 1940_ _____________________.____ 25
Adoption of Rule 3¢-2. . . . ___ . 25
Adoption of Rule 14a—-1_ . ____ o __.__.__ 25
Amendment of Rule 20a-1; adoption of Rules 20a~2 and 20a-3__ 26
Adoption of Annual Report Form N-5R._________ . ____.._____ 28

Part IV
ADMINISTRATION OF THE SECURITIES ACT OF 1933.________ 29

Description of the registration process.__._._____ . ______._________ 29
Registration statement and prospectus_ ____ . ________________ 29
Examination procedure______ . _________ ... 30
Time required to complete registration._ ____ .. _____ . ________.__ 30

Volume of securities registered - . .. ___ ... _____ . _________________ 32

Registration statements filed. . __ ___________ L ___________.____ 35

Stop order proeeedings_ .. 36

Examinations and investigations. . _.____ . ___ . __________.._. 45

Exemption from registration of small issues__.___.._________________ 46
Exempt offerings under Regulation A ______________________. 46
Suspension of exemption____________________________________ 47
Exempt offerings under Regulation B_ __ . _________ . _____.___ 54
Exempt offerings under Regulation ¥ _ ____ . _____._______.___ 55

Litigation under the Securities Act of 1933 ____________.____________ 56
Subpoena enforcement action under Securities Act of 1933 ._.__ 62

Suits against the Commission_ ________________ ... 63

Part V
ADMINISTRATION OF THE SECURITIES EXCHANGE ACT OF
1984 e 65

Regulation of exchanges and exchange trading_ - _ . ____________. 65
Registration and exemption of exchanges. - _ ... ________. 65
Disciplinary aetions_____ L ______ 65

Registration of securities on exchanges_ __________________________ 66
Statistics relating to registration of securities on exchanges._____ 67

Market value of securities traded on exchanges________________.____ 68
Fiscal year share values and volumes. .______._____._____.____ 69
Foreign stock on exchanges. _ . _____________ ________________ 69
Comparative exchange statisties.. ... ___________ 70
Comparative over-the-counter statisties. . - . ... __________ 71

Delisting of securities from exchanges__ . _______ . _____.____ 72
Delisting proceedings under section 19(a)_____________________ 74

Unlisted trading privileges on exchanges..__ . ________________ 79
Applications for unlisted trading privileges__._____ . __________ 80

Block distributions reported by exchanges_ _____________________.__ 81

Manipulation and stabilization.___________ . __________________.___ 82
Manipulation. . _ . e 82

Stabilization . - e 84



TABLE OF CONTENTS VII

ADMINISTRATION OF THE SECURITIES EXCHANGE ACT OF

1934—Continued Page
Insiders’ security holdings and transaetions_______________________ 84
Ownership reports_ - _ e 84
Recovery of short swing trading profits by issuer_ _____________ 86
Regulation of proxies_ _ _ - ___ o 86
Scope of proxy regulation_.__ .. __ .. 86
Statistics relating to proxy statements_________ . _____.________ 87
Stockholders’ proposals_ .. _ o ____._________ 87
Ratio of soliciting to non-soliciting companies. ... ____..__ 88
Proxy contests_ __ .. ____. 88
Regulation of broker-dealers and over-the-counter markets_________._ 89
Registration . . . _ 89
Administrative proceedings__ _______________________________ 89
Revocation proceedings_ _ .. ______________.__________. 92
Denial proceedings__ . __ s 106
Suspension proceedings.___ _ . _ .. _ . _______________ 107
Other sanetions_ - _ _ . _ - 109
Net capital rule. . ol 113
Financial statements__ ... _ . _________________________ 113
Broker-dealer inspections_ ... .. ___________ 114
Supervision of activities of National Association of Securities Dealers,

Ine. e 116
NASD diseiplinary actions___._________ . __________._..... 117
Commission review of NASD disciplinary action__________.____ 119
Commission review of NASD action on membership_ . _________ 121

Litigation under the Securities Exchange Act of 1934 ______________ 123
Participation as Amicus Curiae____ ____ . ____ . ___________.___ 127
Parr VI

ADMINISTRATION OF THE PUBLIC UTILITY HOLDING COM-
PANY ACT OF 1935 - oo 129

Composition of registered holding company systems-summary of
changes . . _ o 130
Developments in individual registered systems____________________ 133
Other matters__ e ieemas 142

Financing of active registered public utility holding companies and

their subsidiaries_ _ . . 145
Competitive bidding_ - .. ______________ ... .. 146
Protective provisions of first mortgage bonds and preferred stocks

of publie utility companies___________ . _________________._ 148
Part VII

PARTICIPATION OF THE COMMISSION IN CORPORATE RE-
ORGANIZATIONS UNDER CHAPTER X OF THE BANKRUPTCY

ACT, AS AMENDED . e 152
Summary of activities .. . _________.__.. 153
The Commission as a party to proceedings....____________.____.___ 154
Matters related to the proceedings__.__ .. ____________________ 154
Problems in connection with the administration of estates_ . ________ 157
Trustee’s investigations.__.._ . __ . ___________ . ____. 158
Intervention in Chapter XI proceedings_ . _._.____________________ 159
Activities with regard to allowances____ . _ . _______________________ 160

Advisory reports on plans of reorganization_____.__________________ 162



VIII - TABLE OF CONTENTS

Part VIII

ADMINISTRATION OF THE TRUST INDENTURE ACT OF 1939__
Parr IX

ADMINISTRATION OF THE INVESTMENT COMPANY ACT OF

Companies reglstered under the Aet. ... ___ I . ______
Growth of investment company assets____________________________
Inspection program. .. _ . ___l._.__._ ____._______ e cdccocol
Study of size of investment compames-_- e
Current information _ __ =l oL
Applications and- proceedmgs_ SISO
Variable annuities_ _________ SR, PO e

Litigation.under the Investment Company Act_._____________ SR ’

Current developments in the investment company feld_:___._______

) ParT X e
ADMINISTRATION OF THE INVEST‘V[ENT ADVISERS ACT OF
1940 il R P .
Administrative proceedings. .. ____________________________ B

Litigation under the Investment Advisers Act of 1940___________. -

Parr XI
OTHER ACTIVITIES OF THE COM MISSION __________ emcmmans
Court proceedings: ___ ... ___________i__-____._. e mmmmnnn
T Civil proceedings___________________ e .

Criminal proeeedings________ . _________________________
Complaints and investigations_____.__ ____________________. mmen
Enforcement problems with respect to Canadian securities_......_____
Canadian restricted list________________._. S PN

Section of securities violations_____ e A e e
Applications for nondisclosure of certain information_______________
Activities of the Commission in accounting and auditing__._.________
International Bank for Reconstruction and Development_____._____._
Inter-American Development Bank___ . _ . __.____.___ :
Opinions of the Commission__.........___ SOOI UPPIIPPI
Statistics and special studies._....__.__._._____ R

Dissemination “of information.__._____.____________ e
Information available for public inspection_______________________
Organization.: o oo o e oo mc o cecmaecmeo-
Personnel Budget and Finance. e emmms e om e oeooones
Parr XII "
APPENDIX—STATISTICAL TABLES

Table 1. A 26-year record of registrations fully effective under the Securi-

ties Act Of 1988 oo e —————————

Page
166

168
168
169
170
171
172
172
175
178
181

183
184
184

186
186
186
186
200
202
204
206
207
208
215
216
217
217
219
220
221
224



TABLE OF CONTENTS ’ IX

Table 2. Registrations fully effective under the Securities‘Act of 1933,
fiscal year ended June 30, 1960 _________.__ . __.__._ 230
Part 1. Distribution by months_______ . __ o _______ 230
Part 2. Purpose of registration and type of security . .. _________. 230
Part 3. Purpose of registration and industry of registrant________.__ 231
Part 4. Use of proceeds and industry of registrant______..____ e 232
Table 3. New securities offered for cash sale in the United States.._____ 233
Part 1. Type of offering____ - ___ L ___. 233
Part 2. Type of security. - .. P 234
Part 3. Type of issuer_ s 235
Part 4. Private placement of corporate securities.___.___.__________ 236
Table 4. Proposed uses of net proceeds from the sale of new corporate
securities offered for cash in the United States.__.____._____ 237
Part 1. All corporate. oo e T 237
Part 2, Manufacturing. . __ oo e 238
Part 3. Extractive. o oo 239
Part 4. Electrie, gas and water____ . __._______... 239
Part 5. Railroad_ .- 240
Part 6. Transportation other than railroad. . _____________ 240
Part 7. Communieation . - 241
Part 8. Financial and real estate________________ . _____._. 242
Part 9. Commereial and other- ... oe oo ___ 243
Table 5. A summary of corporate securities publicly offered and privately
placed in each year from 1934 through June 1960..__________._ 244
Table 6. Brokers and dealers registered under the Securities Exchange
Act of 1934 effective registrations as of June 30, 1960, classified
by type of organization and by location of principal office. ... 245
Table 7. Number of issuers and security issues on exchanges________._____ 246
Part 1. Unduplicated number of stock and bond issues admitted to
trading on exchanges and the number of issuers involved, as
of June 30, 1960. . o~ 246
Part 2, Number of stock and bond issues on each exchange and number
of issuers involved, as of June 30, 1960_____ . _____..__.. 246
Table 8. Unlisted stock on securities exchanges___.______________._____ 247
Part 1. Number of stocks on the exchanges in the various unlisted
categories as of June 30, 1960_____._ . _____________.__.___ 247

Part 2. Unlisted share volume on the exchanges-——calendar year 1959__ 247
Table 9. Dollar volume and share volume of sales effected on securities
exchanges in the 12-month period ended December 31, 1959

. and the six-month period ended June 30, 1960 _______________ 248

Table 10. Block distributions, 1942-1959_ _ __ ______ . _.._.___. 249
Table 11. Comparative share sales and dollar volumes on exchanges, 1935~

1959 and six months to June 30,1960_.__ ... ______ 250

Table 12. Reorganization proceedings under Chapter X of the Bankruptcy

Act in which the Commission participated during the fiscal

year 1960 e 251
Table 13. Number of investment companies registered under the Invest-

ment Company Act of 1940 and the estimated aggregate assets

at the end of each fiscal year, 1941-1960._.___._____________ . 252



X: TABLE OF CONTENTS

Table 14. Summary of cases instituted in the courts by the Commission
under the Securities Act of 1933, the Securities Exchange Act

_of 1934, the Public Utility: Holding- Company Act of 1935,

. the Investment Company Act of 1940, and the Investment

Advisers Actof 1940 _ - _ ...

Table 15. _Summary of cases instituted against the -Commission,, cases in
~which the Commission participated as intervenor or amicus

curiae, and reorganization cases on appeal under Chapter X

' . in which the Commission participated__-_:_____________-__.
Table 16, Injunctive proceedings brought by the Commission under the
Securities Act of 1933, the Securities Exchange Act of 1934,

the Public Utility Holding Company Act of 1935, the Invest-

1nent Advisers Act of 1940, and the Investment Company Act

of 1940, which were pending during the fiscal vear ended

June 30, 1960 __________________________________________

Table 17. Indictments returned for \flolatlon of the acts admmlstered by -

the Commission, the Mail Fraud Statute (sec. 1341, formerly.

Page

© 252

. 253

o

254

_sec. 338,_title 18, U.8.C.), and other related.Federal statutes.
_(where the Commission took part in the investigation and.,
development of the case) which were pending durmg the 1960 K

R fiseal year e __l__
Table 18. Petitions for review of orders of Commission under the Secuntles,
Act of 1933, the Securities Exchange Act of 1934, the Public

265

Utility Holding Company Act of 1935, and the Investment. . .

. Company Act of, 1940, pending.in; courts of appeals during

_ -, the fiscal year-ended June 30,-1960__ ______________________

Table 19. Contempt; proceedings. pending during :the fiscal year ended
N ~ June 30, 1960.  Criminal content progceedings_.._____.______
Table 20. Cases in which the Commission participated as intervenor or as

amicus curiae, pending during the fiscal year ended June 30,

Table 21. Proceedings by the Commission to enforce subpoenas under the
Securities, Act of 1933 and the, Securities Exchange Act of.
1934, pending ‘during the fiscal year ended June 30, 1960____
Table 22. Miscellaneous actions involving the Commission or employees
of the Commission during the fiscal year ended June 30, 1960 -
Table 23. Actions pending during fiscal year.ended June 30, 1960, to enforce

274

. 276

277

279

280

- voluntary plans under Section .11(e) to, comply with Section ..

11(b).of the Public Utility Holding Company, Act of 1935____

Table 24. Actiops under -Section 11(d) of the Public Utility Holding Com-
pany Act of 1935 pending during the.fiscal year ended June 30.

1960, to enforce compliance with- the .Commission’s order.

i 1ssued under Section 11(b) of that Act___---___- ___________ .

Table 25, Reorgamzatlon cases under Chapter X of the Bankruptey Act

. pending during the fiscal year ended June 30, 1960, in which-

the Commission part,lcxpated when dlstrlct court ordera were
challenged in appellate eourts_._________.__ i ... .

Table 26. A 27-year summary of criminal cases developed by the Com-
.. mission, fiscal years 1934—60.________..___________._____.

Table 27. Summary of criminal cases developed by the Commission
“which were still pendmg at June 30, 1960________._______.

Table 28. A 27-vear summary classifying all defendants in criminal cases
developed by the Commission, 1934 to June 30, 1960_______

Table 29. A 27-year summary of all injunction cases instituted by the
Commission, 1934 to June 30, 1960, by calendar year_______

1281
283
284

286

287



FOREWORD

This 26th Annual Report of the Securities and Exchange Commis-
sion to the Congress for the fiscal year July 1959 to June 30, 1960
describes the Commission’s activities during the year in discharging
its duties under the statutes which it administers. - These include-
supervision of the registration of securities for sale to’ the'public by
the use of the mails and in interstate commerce, enforcément, of the
anti-fraud provisions of the federal securities laws, surveillance of
the exchange and over- -the-counter markets in securities, regulation
of the activities of brokers and dealers and investment rthlsers and
regulation of reglstered public utlhty holdmg comp‘m\ svstems and
investment compames

In the fiscal year 1960 a record nimber of registration statements
under the Securities Act of 1933 became effective. There were a
total of 1,398 such statements as compared with the previous high of
1,055 in fiscal 1959. The dollar amount of issues of securities regis-
teled for public sale totalled $14.4 bllhon do“n somewhat from ‘the
$15.7 billion in fiscal 1959. :

There was further substantial increase in the volume of the Com-
mission’s regulatory activities with respect to investment: companies,
as evidenced by the increase in the number. of .investment companies
registered under the Investment Company Act: of 1940. There were
570 such companies as of June 30, 1960, the largest number ever
registered and 58 more than were registered at the end of the previous
fiscal year.: The aggregate market value of assets of all registered
investment companies was $23.5 billion.as of the same date a new
high and $8.5 billion more than'the previous year.- :

During the fiscal year, following submission of recommendatlons
made by the Commission for amendments to the securities laws, which
are described in the Commission’s 25th Annual Report, major amend-
ments were enacted to the Investment Advisers Act of 1940. In
addition, an amendment was passed to the Trust Indenture Act of
1939. While Congressional action was taken on other bills embodying
Commission recommendation, those bills were not enacted.
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Ed{vard N. ‘Gadsby, Chairman

. Cha,lrman Gadsby was born in North. Adams, Mass on Aprll 11,
1900 He received an A.B. degree from Amherst College in 1923
and a J. D. degres from the New York University School of Law in
1928. From 1929 to 1937 he was associated with the law firm of
Mudge, Stern, Wllhams & Tucker of New. York Clty From 1937
to 1947 he practlced law in North Adams, Mass. In 1947 he was
appointed a Commissioner of the Massachusetts Department of Public
Utilities and held that posmon until 1952, serving as Chairman from
1947 to '1949. From 1952 to 1956 he served as General Coiumsel of
the Massachusetts Department of Public Utilities and thereafter was
a member of the law firm of Sullivan & Worcester of Boston, Mass.
On August 20, 1957, he took office as a member of the Securities and
Exchange Commission for a term expiring June 5, 1958, and was
designated Chairman of the Commission. . He was reappointed effec-
tive June 5, 1958 .for a term explrmg J une 5, 1963 and was . agam
designated as Chairman.’ .

Harold C. Pauerson '

Commissioner Patterson was born in Newport, R.I., on March 12,
1897, and attended public schools in Massachusetts and Mary_land
He attended George Washington University after graduating from
Randolph Macon Academy. In 1918 he enlisted in the United States
Naval Reserve for service in World War I, was commissioned ensign,
United States Naval Reserve, in 1918; in- June 1919 commissioned
ensign United States Navy; and resigned in 1923. Prior to 1954, he
had for many years been a partner of Auchincloss, Parker & Redpath,
members of the New.York Stock Exchange, in Washington, D.C.
He resigned from the firm June 1, 1954. He served as a Board Mem-
ber of the National ASSOCla,tIOIl of Securities Dealers, Inc., and was
active over the years in its securities industry policing work On
June 15, 1954, he was appointed Director of the Division of Trading
and Exchanges of the Securities and Exchange Commission and
served in that capacity until August 5, 1955, when he took office as
a member of the Commission for a term of office expiring June 5, 1960.
He was reappointed effective June 5, 1960, as a member of the Com-
mission for a term expiring June 5, 1965, and served until-his death
on November 29, 1960.
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PART I

- CURRENT: PROBLEMS BEFORE THE COMMISSION

ot

Previous annual reports have reflected the need for, and the expendl-
ture of, conSIderable time and money in meeting the challenge of the
rising band of promoters and others who attempt to take unlawful
advantage of the desire of the 1nvest1ng public to share in the increased
prosperity and consequent rising security markets of our nation.
These efforts of the Commission, as well as the need to meet a tide of
new offerings of securities and increased activity in the trading mar-
kets, have deflected certain of the activities and energies of the Com-
mission from other areas necessary to proper development of the secu-
rities markets and adequate protection of investors. These other
necessary areas of activity include the review and modification of the
forms, rules and procedures of the Commission to meet and deal with
new and developing patterns of securities distribution ; to cope with the
problems arising from the growth of important elements in our capital
markets such as the investment companies of various types as im-
portant investment media to meet the increasing capital require-
ments of industry; to anticipate the development of newer forms of
investment media and channels for the accumulation of savings, such
as'the variable annuity contract; to reach decisions as to the proper
‘1ole of the Federal Government in the ever growing area of enforce-
ment; to récruit and to train new personnel to meet as promptly and
as effectively as possible these various problems; and to achieve a
proper balance as to the time, energies and funds to be allocated to
each of these necessary duties within existing budgetary limits.

Unfortunately, the pace of statutory violations of fraudulent dis-
tributions and of other malpractices in our security markets has not
slowed sufficiently to permit the Commission to divert to these other
matters the major segment of our personnel which has been devoted
to enforcement activities. Enforcement activities continue and will
continue at a high rate; the number of new issuers seeking establish-
ment in our capital markets, and the need for capital by seasoned
issuers has not abated—all signs point rather to increased activity in

. . ‘ , 1
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this area; the variety and increasing important new types of secu-
rities created and distributed by the undimmed genius of American
issuers continues to grow. All of these factors serve either to intensify
old problems or to bring new ones demanding the attention of the
Commission and of its staff.

Nevertheless, the Commission has attempted to budget its available
resources to continue the programs already in progress and to permit
the initiation of studies and other activities designed to meet these
newer challenges. We review below some of the more important prob-
lems with which the Commission is currently deahng ‘

Fraudulent Sale of Securities )

The fraudulent sale of securities remains a major problem for the
Commission and has continued to occupy the time of a large portion
of its staff. During the second half of the fiscal year, activity in the
securities market generally receded somewhat from its mid-year peak.
However, public interest in securities remained at a high level and
furnished a fertile field for fraud and manipulation in the sale of
securities. Recent publicity in regard to certain successful traders
seems to have instilled in the minds of some persons a desire to dupli-
cate their success in the market. 4

There appears, however, to have been some decrease in the so-called
“boiler-room” activity which, usually involves high pressure selling
of spurious issues by long distance telephone to persons with whom
the firm has had no previous contact and by high pressure methods
ordinarily accompanied by gross misrepresentations and other fraudu-
lent devices. The decrease in these boiler-rooms is doubtless due,
in part at least, to a number of indictments and convictions of the
hard core of boiler-room operators and their salesmen which have been
handed down as the result of our own activities.

Commission pressure on boiler-rooms located in.this country has
tended to shift the bases of their operations to Canada. The Commis-
sion’s restricted list and foreign postal fraud orders have been only
partially effective in stopping this activity. In controlling the illegal
disposition of Canadian securities in the United States, the Commis-
sion is to a large extent still dependent upon the excellent and in-
valuable cooperation of the Canadlan authorities.

Reglstratlon ‘of ' Securities

The past fiscal year has seen a larger number of registration state-
ments filed with us preparatory to making a public offering than any
previous year in the Commission’s history. During the past year, a
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total of 1628 such registration statements were filed, as against 1226
for the 1959 fiscal year. The dollar amount represented by these state-
ments exceeded $15,800 million, which is somewhat less than the
$16,600 million covered by registration statements filed in the pre-
vious year. In considering our own situation, however, it is necessary
to keep in mind that our work is a function of the number of items and
not of the amount of money involved.

More than half of the registration statements which became effective
during the fiscal year, exclusive of statements of mutual funds filed
pursuant to Section 24(e) of the Investment Company Act of 1940,
were filed by issuers which had not previously filed a registration state-
ment under the Securities Act. Since there was no background of
previously examined material against which these registration state-
ments might be checked and since they were sometimes prepared by
persons unfamiliar with the statute, it was necessary to make a careful
examination of all aspects of such statements. The examination of
these statements, therefore, required a proportionately greater share
of the staff’s time than is the case with respect to issuers which have
previously gone through the registration process on one or more
occasions. :

The processing of these filings has imposed a tremendous work load
upon the Commission’s staff which has necessitated some lengthening
of the processing period. However, every effort continues to be made
to enable registrants to meet their financial schedules. The industry
and its representatives have appreciated the heavy work load imposed
upon the Commission and have evidenced commendable patience in
connection with its work in this field.

Supervision of Broker-Dealer Firms

The development of the-securities market during recent years has
given rise to some new and troublesome distribution techniques in the
industry. The spread of branch offices, the army of part-time salesmen
and the methods employed to distribute mutual funds reflect the
growth of high-volume impersonal distribution methods. During the
period 195059, the number of offices of member firms of the New York
Stock Exchange increased from 1,661 to 2,936, and the number of Teg-
istered representatives (i.e., salesmen) increased from 11,409 to 24,898.
Similar figures appear in statistics relating to the members of the
National Association of Securities Dealers, where the number of
branch offices increased from 1,321 to 8,836 and the number of regis-
tered representatives increased from 29,824 to 84,648.
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The growth in the number of branch offices intensifies the problem
of supervision over broker-dealer firms. The physical separation of
branch office personnel from the responsible supervisors in the main
office makes control by the managements of the firms more difficult.
In many cases, the manager of a branch office may not be a partner
or an officer of the firm. Registered representatives may be relatively
inexperienced in the securities business and the task of supervision
may be aggravated by the employment of part-time registered repre-
sentatives, particularly in the mutual fund field. Some registered
representatives may solicit from door to door and they may operate
not from offices but from private residences remote from supervisory
personnel. Finally, the rising demand for experienced business pro-
ducers results in a rapid turnover of registered representatives, in-
creasing the difficulties of supervision.

Real Estate Securities

In recent years a new investment program for obtaining capital
from public investors has developed under which investors are being
offered whole or fractional interests in mortgages or deeds of trust
with an arrangement providing various services to the investors. Be-
cause of the numerous questions presented to the Commission regard-
ing these types of offerings, the Commission issued a release setting
forth its views as to the applicability of the federal securities laws
and its opinion that frequently such offerings constitute the sale of
“investment contracts”, which are securities required to be registered
in accordance with these laws.?

In 1958 the Commission filed an action to enjoin Los Angeles Trust
Deed and Mortgage Exchange and others from violating the registra-
tion and anti-fraud provisions of the Securities Act and Securities
Exchange Act in the sale of securities of this type. The District
Court found that the defendants were offering securities required to
be registered and also appointed a receiver.? At the close of the fiscal
year, the case was pending before the Court of Appeals for the Ninth
Circuit. In view of the growing number of investment programs
similar to that offered by the defendants in this action, the District
Court’s decision is of national significance and constitutes additional
judicial precedent in aid of the Commission’s enforcement activities
in this area.

1 Securities Act Release No. 3892 (January 31, 1958).
2 8.E.C. v. Log Angeles Trust D. & M, Exch., 186 F. Supp. 830 afi’d. (C.A. 9, Nov. 23,
1960).
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Combination Insurance and Investment Contracts L

In the past few years, in certain States, there has been an increasing
number of stock life insurance companies engaged in offering forms of
life insurance by contracts which include an equity investment. Be-
cause of the dual character of these offerings, in. some instances the
contracts may be subject to the requirements of the Securities Act of
1933, the issuer subject to the Investment Company Act of 1940 and
the persons engaged in the offer and sale subject to the requirements
of the Securities Exchange Act of 1934.

Definitive information is not available to the Commission of the
many . variants in the form of these contracts, although, generally
speaking, it would appear that they all involve the payment of a
“premium” in an amount suﬂiciently large to provide the funds for
the equity investment which is unrelated to the conventional insurance
aspects of the contracts.

In certain cases the contract guarantees the return of a large por-
tion 6f the annual “premium” paid, other than in the first year, so that
it may be used to purchase shares in a registered mutual fund organ-
ized by, or closely related to, the Insurance company. Because the
sales commission deducted from the’ total “premlum” is applicable to
that portlon of the “premmm” des1gnated for the purchase of these
shares, this type of ‘contract raises serious ‘questions of comphance
with provisions of the Investment Company Act which limit the
amount of sales load that may be charged for investment oompany
shares and the manner in which it may be collected.

Other forms of these contracts provide that a large part of the

premmms” paid will, in effect, be used to purchase an undivided
interest in a portfoho of common stocks to be maintained by the com-
pany. In some cases,, various forms of guarantees are also made to
repay this portion of the “premlum” plus interest thereon.

The Commission intends to pursue its con51deratlon of the ‘prob-
lems raised by these developments ‘

Vanable Annuny Conlracls .

The decision of .the Supreme Coult in S E. 0 v. Variable Annuzty
Life Insurance Company. of America, and The Equity Annuity Life
Insurance Company, 359 U.S. 65 (1959). determined that the “variable
annuity” contracts in question and their-issuers are subject to federal
jurisdiction under the securities laws. It can now be expected that a
large segment of the insurance industry will seek to engage in this
activity under various forms of variable anhuity contracts and meth-
ods of operations, many of which are novel and unique.. This will
involve problems of: harmonlzlng compliance with the Investment
Company. Act and local insurance laws-and: regulation.” The-ad-
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ministrative flexibility which is granted the Commission by the In-
vestment Company Act has made it possible for the the defendant
companies, in cooperation with the staff of the Commission, to evolve
solutions to some of these problems, and these companies are now
actively engaged in this business. Informal discussions with other
companies are being pursued.-

Resolution of the problems which variable annuities present de-
pends in part upon the nature of state legislation and insurance and
security industry practices and regulation. For this reason, the edu-
cation and cooperation of interested persons is necessary so that all
legitimate interests are protected. The Commission through various
means is working towards these ends.

Investment Company Size Study and Investigation

Investment companies have achieved tremendous growth since 1940
as media for the investment of their savings by many persons of rela-
tively smaller means.  Investment companies as a group have come
to represent one of the three principal elements in the securities and
capital markets of our nation. As such they may have important
effects upon cyclical changes in our markets, on their stability and gen-
erally upon the availability and sources of capital for the expansion
and growth of American industry. In anticipation of this remarkable
growth, Section 14(b) of the Investment Company Act of 1940 au-
thorizes the Commission to make a study and investigation of the
effects of size of investment companies on the investment policy of
such companies and on security markets, on concentration of control
of wealth and industry, and on companies in which investment com-
panies are interested, and to report the results of its study and in-
vestigation and its recommendations to Congress. Because of the
non-recurrent nature of this overall study and to avail itself of an
independent point of view, the Commission contracted with the Whar-
ton School of Finance and Commerce, University of Pennsylvania, to
assist it in making such a study and investigation. In 1959 a question-
naire was distributed to all open-end and closed-end investment com-
panies with assets of $1 million or more. The replies to the question-
naire, which included data concerning purchases and sales of certain
selected stocks, security holdings, portfolio turnover, investment pol-
icy, trading practices and marketing channels employed and.control of
investment companies over portfolio companies, are being studied by
the Wharton School as a basis for the preparation of its report. Other
phases of the over all study and investigation will proceed as expedi-
tiously as circumstances permit. When the full report has been com-
pleted and transmitted to the Commission by the Wharton School, it
is expected that the Commission will be in a position to make a deter-
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mination in regard to the various problems involved and to report
more fully to Congress.

Investment Advisers

The enactment subsequent to the close of the fiscal year of substan-
tial amendments to the Investment Advisers Act of 1940 vested in the
Commission additional responsibilities which will require the devotion
of considerable time and energy by the Commission and its staff in
the development of revised forms for registration and reporting, spe-
cial rules as to record-keeping by investment advisers, rules specifi-
cally designed to obviate to the extent possible fraudulent practices in
this heretofore largely unregulated field, and new procedures for the
periodic inspection of the affairs and operations of all reg15tered
investment advisers.

| )
! PauL GONSON

| SFCURITIES AND EXCHANGE COMM'N ’

WASHINGTON, DC 20549 ‘
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PART 1I
LEGISLATIVE ACTIVITIES

Statutory Amendments Proposed by the Commission

As fully discussed in the Commission’s 25th Annual Report,’ its
proposals to the 86th Congress for amendment of the Federal securi-
ties laws were introduced in the Senate as S. 1178, S. 1179, S. 1180,
S. 1181, and S. 1182, and in the House of Representatives as H.R. 5001,
H.R. 2480, H.R. 5002, H.R. 2481, and H.R. 2482. The Commission’s
proposals were intended to strengthen the safeguards and protections
afforded the public by tightening jurisdictional provisions, correcting
certain inadequacies revealed through administrative experience and
facilitating criminal prosecutions and other enforcement activities.
Hearings on the bills were held during the first session of the 86th
Congress before the Subcommittee on Securities of the Banking and
Currency Committee of the Senate and the Subcommittee on Com-
merce and Finance of the Committee on Interstate and Foreign Com-
merce of the House of Representatives.

On June 28, 1960, the Committee on Banking and Currency of the
Senate reported out S. 3769 (relating to the Securities Act of 1933),
S. 8770 (relating to the Securities Exchange Act of 1934), S. 83771 (re-
lating to the Trust Indenture Act of 1939), S. 8772 (relating to the
Investment Company Act of 1940) and S. 3773 (relating to the Invest-
ment Advisers Act of 1940), which were original bills in lieu of S.
1178, S. 1179, S. 1180, S. 1181 and S. 1182 respectively.? The bills
were introduced in the Senate by Senator Harrison A. Williams Jr.,
Chairman of the Subcommittee on Securities, who pointed out that
because of the modifications made to the original proposals, the Bank-
ing and Currency Committee decided to report out clean bills® On
July 2, 1960 the bills reported by the Committee were passed by the
Senate, without amendment.

On August 26, 1960, the Committee on Interstate and Foreign Com-
merce of the House of Representatives reported out S. 3771, H.R. 5001
(relating to the Securities Act of 1933), H.R. 2480 (relating to the
Securities Exchange Act of 1934), H.R. 2481 (relating to the Invest-

1At pp. 9-11.

2 The bills reported out were accompanied by Senate Reports Nos, 1766 through 1760,
respectively.

8 Congressional Record, July 2, 1960, p. 14500.
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ment Company Act of 1940), and H.R. 2482 (relating to the Invest-
ment Advisers Act of 1940).* Of these bills, S. 3771 was reported out
as passed by the Senate, and the others embodied the Committee’s
amendments to the Commission’s proposals. On August 30, 1960, the
House of Representatives passed S. 3771, S. 3773 and an amended
version of S. 3772.5 8. 3771 and S. 3773 were signed by the President
on September 13 and became Public Law 86-760 and Public Law
86-750, respectively. The Senate, however, did not act on the
a,mganded version of S. 3772.° Thus amendments were enacted to the
"Trust Indenture Act of 1939 and the Investment Advisers Act of 1940.

Public Law 86-750 amends the Investinent Advisers Act of 1940 by
expanding the bases for disqualification of a registrant because of
prior misconduct ; authorizing the: Commission by rule to require the
keeping of books and records and the filing of reports; permlttmg
periodic examination of a registrant’s books and records ; empowering
‘the Commission by rule to define and prescribe means reasonably de-
signed to prevent fraudulent practices; extending criminal liability
for a wilful violation of a rule or order of the Commission; making
it clear that aiders and abettors may be responsible in injunctive and
administrative proceedings; and modifying the definition of the term

“control” in the statute and the conditions under which an investment
adviser may call himself an “investment counsel.”

Public Law 86-760 amends Section 304(c) of the Trust Indenture
‘Act of 1939. Under that section the Commission was required to
grant an exemption from the provisions involved if, at the time the
application for exemption is filed, securities are outstanding which
were outstanding within six months of the enactment of the Act, that
is by February 4, 1940, and if compliancé would require consent of
the holders of outstanding securities, or would impose an undue burden
on the issuer, having due regard for the public interest and the interests
of investors. ~As amended, Section 304(c) now requires the Commis-
sion to grant the exemption in the same situation if there are securities
outstanding which were outstanding either on February 4, 1940 or on
January 1,1959.

In addition an amendment was enacted to Section 4(a) of the Se-
curities Exchange Act 0£1934. S. 1965, as amended by the Committee
on Interstate and Foreign Commerce of the House of Represéntatives

¢The bills were accompanied by House Reports Nos. 2176 through 2180.

50ne of the amendments, previously introduced as H.R. 18041, proposed an amend-
ment to Sec. 36 of the Investment Company Act to provide an investigatory power in
the board of directors of a registered investment company, or the investment adviser or
prineipal underwriter for such a company with respect to, among other things, securities
transactions and loans by an officer, director, employee or agent of the registered invest-
ment company or investment advisor.

¢ Congressional Record, August 31, 1960, p. 17308, *
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and later passed by the Congress and approved by the President,’
provides that a commissioner, after the expiration of his term, shall
continue in office until his successor is appointed and qualified, except
that he may not continue beyond the expiration of the next session of
Congress subsequent to the expiration of his term in office.®

Other Legislative Proposals

The following bills relating to the Securities laws were introduced
during the fiscal year 1960. No hearings were held on the bills.

H.R. 12268, introduced by Representative J. Arthur Younger,
would, among other things, amend the Securities Exchange Act of
1934 to provide for the assessment and collection of increased fees to
cover the cost of operation of this Commission.

S. 8541, introduced (by request) by Senator John J. Sparkman for
himself and Senator Homer E. Capehart, and providing for the in-
corporation of Federal mortgage investment companies, would author-
ize the Commission by rule to exempt the securities of those companies
from the Securities Act of 1933 and the Trust Indenture Act of 1939,
and provide a specific exemption from the debt limitations prescribed
for registered investment companies in Section 18(a) (1) of the In-
vestment Company Act of 1940. '

A substantial amount of time was directed to matters pertaining
to other legislative proposals referred to the Commission for comment
and to congressional inquiries. A total of 58 legislative proposals
were analyzed. In addition, numerous congressional inquiries relat-
ing to matters other than specific legislative proposals were received
and answered.

Congressional Hearings

Proposals to Increase Registration Fees.—On June 6, 1960, Com-
missioner Orrick appeared before the Subcommittee on Commerce
and Finance of the House Interstate and Foreign Commerce Commit-
tee and testified on H.R. 6294, a bill to amend Section 31 of the Se-
curities Exchange Act of 1934. - Section 31 now provides an annual
fee for the registration of éxchanges of one five-hundredth of 1 per-
cent of the aggregate dollar amount of stock exchange sales transac-
tions, equal to 2 cents per $1,000. The bill would increase the exchange
registration fee to 5 cents per $1,000, and would impose a similar fee
on brokers and dealers on sales transactions effected otherwise than on
a national securities exchange. Commissioner Orrick testified that
the Commission believed the bill provides an equitable means of sub-
stantially increasing the reimbursement to the Treasury for the Com-

7 Public Law 86-619.
8 A correcting amendment relating to the ‘salary of the Chalrman was subsequently
embodied in H.R. 10366 and enacted into law. Public Law 86-771.
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mission’s cost of operation by spreading the impact of the fees over.
all of the investing public for whose benefit the various statutes ad-
rmmstered by the Commission were enacted.

-Small Business Investment Act of 1958.—On February 23, 1960
Chairman Gadsby and members of .the staff appeared before the
Senate Select Committee on Small Business and testified with respect
to the Commission’s activities in relation to the Small Business In-
vestment Act of 1958, and in connection with ‘Certain matters that
had been raised concerning the securities laws administered by the
Commission. . A similar appearance was made ori. March 10, 1960
before, Subcomm1ttee No. 3 of the House Commlttee on Bankmg and
Currency.

On both occasions Chairman Gadsby addressed hlmself to the
matter of generally exemptmg small business 1nvestment companhies
from the operation of the Investment Company Act of 1940. The
Commission opposed such exemption because in its opmlon there was
no sound reason for depriving public investors in such compames
of the protections and benefits of the Investment Company Act.
The Commission also opposed enactment of a prov131on Whlch would
allow small business investment companies sub]ect to the Investment
Company Act to issue stock options.

Ethics, Conflicts of Interest and Admlmstrauve Pracllce —Vari-
ous bills were pendmg during the 86th Congress, 2d Sessmn, deahng
with ethics, conflicts of interest and administrative practice.

1. S. 600 and S. 2374.—0On November 19, 1959 Chaarman Gadsby
and other members of the Commission appeared béfore the ‘Subcom-
mittee on Administrative Practice and Procedure of the Senate Judi-
ciary Committee to testify on S. 600 and S. 2374. S. 600 would create
an office of Federal Administrative Practice to study and make rec-
ommendations regarding the adequacy of procedures by which
agencies carry out their rule—makmg and adjudicatory functions. 'The
Commission expressed no opinion on the need-to establish a new in-
dependent agency to perform this function, but suggested that 'such’
an office have no veto-power over the rule maklng authorlty delegated
to 1ndependent agencies. : "

S. 2374 is designed to prohlb1t certain off-the- record communlcatlons
and to assure determinations on the' record. The ‘Commission-has
always attempted to conduct its proceedlngs consistent with the pro-
posal, and advanced var1ous suggestlons in furtherance of' the bill’s
ob]ectlve IR

2. H.R. 2156, H.R. 2157 and HR 7556.—The Commlssmns
General Counsel, Thomas G. Meeker, appeared on February 25, 1960,
to-testify before Subcommittee No..5 of the House Committee on the
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Judiciary concerning H.R. 2156, H.R. 2157, and H.R. 7556, all of
which deal, in general, with conflicts of interest of government em-
ployees. The Commission fully concurred in the objectives of these
bills, but pointed out that, as drafted, they create unnecessary hard-
ships and pose certain other problems. Mr. Meeker made certain
" proposals to overcome these problems.

3. H.R. 4800 and H.R. 6774.—Chairman Gadsby and other mem-
bers of the Commission appeared before the House Interstate and
Foreign Commerce Committee on March 30, 1960 to testify on H.R.
4800 and HL.R. 6774. H.R. 6774 is similar to S. 2374, mentioned above,
and H.R. 4800 is intended to eliminate the use of improper methods
to influence the action of regulatory agencies, and to assure that parties
to an agency proceeding are informed of their adversaries’ com-
munications to the agency and that agency action will be founded
solely on the merits of each case. Chairman Gadsby informed the
Committee that the Commission has bent every effort to achieve these
purposes by its rules and general method of operation. However, the
Committee was advised that the bills as drafted raise problems which
would be detrimental to the effective functioning of government
agencies.






PART I
- REVISION OF RULES, REGULATIONS AND FORMS

Changing conditions and changing methods and procedures in
the fields of business and finance make it necessary for the Commis-
sion to maintain a continuing' review of its rules, regulations and
forms. Certain members of its staff are assigned to this task.
Changes are also suggested, from time to time, by other members- of
the staff engaged in the examination of material filed with the Com-
mission, and by persons outside of the Commission who are subject
to the Commission’s requirements or who have occasion to work with
those requirements in a professional capacity such as underwriters,
attorneys, accountants and other representatives. With-a relatively
few exceptions, provided for by the Administrative Procedure- Act,
proposed changes in rules, regulations and forms are announced to
the public and interested persons are invited to submit their views
and comments thereon. These views and comments- are carefully
reviewed by the staff and by the Commission and are very helpful
in, revealing the manner in which proposed changes will operate.’

A number of changes were made during the 1960 fiscal year in the
rules, regulations and forms under the various statutes administered
by the Commission. Other changes which the Commission an-
nounced in preliminary form and as to which it invited public com-
ments were pending at the end of the fiscal year. The changes made
during the fiscal year and those pendmg at the end of the year are
described below.

THE SECURITIES ACT OF 1933

Amendment of Rule 133

Shortly after the beginning of the fiscal year the Commission
adopted certain amendments to Rule 133.2 This rule, in brief, pro-
vides that registration of the securities involved is not required for the

1The rules and regulations of the Commission are published in the Code of Federal
Regulations, the rules adopted under the various acts administered by the Commission
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.
3 Securities Act Release No. 4115 (July 16, 1959).

568987—60—— 3
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submission to the stockholders of a corporation of a plan for a merger,
consolidation or similar transaction does not, under the conditions
specified in the rule, involve an offer or sale of securities to such
stockholders. The general purpose of the amendments is to indicate
the circumstances under which securities distributed by persons re-
ceiving them in connection with such transactions may be required
to be registered under the Act. This matter had been under consid-
eration for some time and has been described at various stages in
previous annual reports of the Commission.? -

Adoption of Rule 136; Amendment of Rule 140
During the fiscal year the Commission adopted a new Rule 136 and
certain amendments to Rule 140.# The new Rule 186 defines the term
“offer” and “sale” and certain related terms so as to include specifically
the levying of assessments on assessable stock. The rule also provides
that the offer or sale of assessable stock at public auction or otherwise
to realize the amount of an unpaid assessment thereon is not exempt
~from registration under the Act. The rule further provides that any
person who acquires assessable stock at such a sale with a view to its
distribution is to be deemed an underwriter of the stock. The amend-
ment to Rule 140 which defines the term underwriter for certain pur-
poses was adopted to make it clear that it applies to the levying of
assessments, as well as to other types of offers and sales. References
to these proposed rule changes have been made in previous-annual
reports

Proposed Rule 155 ‘ :

The Commission during the fiscal year published notice that it has
under consideration a proposed new rule which would be designated
Rule 155.° The purpose of this proposed rule is to make clear that a
public offering of an immediately convertible security by persons
who purchased such security from an issuer in a “private placement”,
ora pubhc oﬁ’ermg of the underlying security received by such per-
sons upon conversion of the convertible security, may be sub]ect to
the registration provisions of the Securities Act.

Con31demt10n of the proposed rule was initiated as a result of the
assertion made in a number of situations that the holders of a con-
vertible security, purchased in a private placement may later sell to
the public the convertible security, or the security into which it is
convertible, free of the prohibitions of Section 5 of the Act because
the proposed distribution will not involve a transaction by the issuer

823d Annual Report, p. 20; 24th Annual Report, p. 14; 25th Annual Report, p. 15.
¢ Securities Act Release No. 4121 (July 30, 1959). —

& See 24th Annual Report, p. 16 ; 25th Annual Report, p. 17.

¢ Securities Act Release No. 4162 (December 2, 1959).
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or an underwriter, or because the security to be distributed is “free
stock”, or because the transaction is otherwise exempt by reason
of the provisions of Section 3(a) (9) or 4(1) of the Act. These views,
if followed, would tend to deprive public investors of the information
necessary to informed investment decisions and might otherwise im-
pair or impede the effectiveness of the Commission’s over-all adminis-
_ tration and enforcement of the Act. '

The time for submitting comments on the proposed rule was twice
extended during the fiscal year.” At the close of the year the matter
was being considered in the light of the views and comments submitted
in response to the Commission’s invitation.

Rescission of Regulation A-M

During the fiscal year the Commission rescinded Regulation A-M
under the Securities Act® This regulation provided an exemption
from registration under the Act for assessable stock of certain mining
corporations. Regulation A-M was rescinded in view of the adop-
tion by the Commission of certain rule changes relating to assessable
securities, particularly Regulation F.* However, since Regulation F
does not provide an exemption for new issues of assessable securities,
Regulation A was amended to make that regulation available for the
offering of such new issues.°

Amendment of Regulation A

Regulation A, which is a general exemption regulation under the
Securities Act for issues not in excess of $300,000, was amended dur-
ing the fiscal year to make that regulation available for new issues of
assessable stock for which an exemption under Regulation A-M was
previously available.®* In view of the rescission of Regulation A-M it
appeared desirable to provide an exemption for small issues of assess-
able securities. Previously Regulation A had expressly excluded
assessable securities from any exemption thereunder.

Regulation A was similarly amended during the fiscal year to pro-
vide an exemption for securities of the type for which Regulation
B-T was previously available. That regulation, as indicated below,
was also rescinded during the fiscal year.? ’

7 Securities Act Release No. 4173 (December 28, 1959) ; Securities Act Release No, 4185
{(February 10, 1960).

6 Securities Act Release No. 4149 (October 19, 1959).

? See statement with respect to Rules 136 and 140, supra. p. 16 and Regulation ¥, p. 18.

10 See statement with respect to Regulation A, p. 17.

11 Securities Act Release No. 4149 (October 19, 1959).

2 Infra, p. 18.
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Rescission of Regulation B=-T"

During the tiscal year the Commission rescmded its Regulation B-T
under the Sccurities Act.** This regulation provided an exemption
from registration for certain interests in an oil royalty trust or similar
type of trust or unincorporated association. Although this exemption
was adopted in 1938, no offering was ever made under it and it ap-
peared that there was no present or prospective need for the regula-
tion. However, in order that there might be a comparable exemption
in the event that anyone should at some future date wish to offer such
securities, Regulation A, as indicaied above, was amended to make the
exemption provided by that regulation available for securities of the
type for which Regulation B-T was previously provided.

Adoption of - Regulation -F

During the fiscal year the Commission mdopted a new exemption
regulation, designated Regulation F.** The new regulation provides
a conditional exemption from registration for assessments on assess-
able stock and for assessable stock sold at delinquent assessment sales.
A condition to the availability of an exemption under the regulation”
is the filing of a comparatively simple notification giving brief infor-
mation as to the issuer, its management and its recent and proposed
assessiments. Any notice or advertisenent of the assessment or any
delinquent assessment sales must include or be accompanied by a rea-
sonably detailed statemient of the purposes for which the proceeds
from the assessment or assessment sales are to be used. Any litera-
ture used in connection with -the levying of the assessment or the
delinquent assessment sales must be filed with the Commission. The
exemption may be suspended under certain circumstances, such as a
finding by the Commission that fraud is involved. Reference to the
new regulation was made in the previous annual report.!s
Amendment to Form S-9

- The Commission, during the fiscal year, adopted an amendment to
Form S-9 which is used, where certain prescribed conditions are met.
for registration under the Securities Act of non-convertible, fixed-
interest debt securities of issuers required to file reports with the Com-
mission pursuant to Section 13 or 15(d) of the Securities Exchange
Act of 1934.2° One of the conditions to the use of Form S-9 is that
the registrant shall meet certain tests as to coverage of fixed charges
by earnings. The ratio of earnings to fixed charges must also be set
forth in connection with the summary of earnings. The definition

13 Securities Act Release No. 4149 (October 19, 1959),
14 Securities Act Release No. 4121 (July 30, 1959).
1 See 25th Annual Report, p. 17.

+ 18 Becurities Act Release No. 4245 (June 30, 1960).
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of “fixed charges” contained in the form previously provided that
fixed charges shall include “an.appropriate portion of rentals under
long term leases”.

The amendment established a definite formula wiich may be 1sed

in determining an appropriate portion of rentals re.resenting the in-
terest factor in rental payments in order that a prospective registrant
may determine with reasonable certainty whether it is qualified to
use the form. The amendment changes the test from “an appropriate
portion of long term rentals” to one-third of all rentals reported in
the appropriate financial schedule or such other portion as can be
demonstrated. as representative of the interest factor. The limitation
of rentals to “long term leases” has been dropped because of the sub-
stantial difference of opinion as to the definition of a “long term lease”
and because the presence of the interest.factor in rentals is not de-
pendent upon the rental contract extending) over any given period of
time. :
Adoption of Form S-14 :
-~ Shortly after the beginning of the fiscal year the Commission
adopted a new registration form under the Securities Act designated
Form S-14." The new form is designed to provide a simplified regis-
tration procedure for securities issued in a Rule 138 transaction where
such registration is réquired and where the issuer has solicited proxies
under the Commission’s proxy rules with respect to such transaction.
The form provides that the prospectus may consist chiefly of the infor-
mation set forth in the proxy statement and may be in the form of
a proxy statement meeting the requirements of the proxy rules. The
information thus supplied must be supplemented by the necessary
underwriting and distribution data and pertinent information regard-
ing developments in the registrant’s business subsequent to the Rule
133 transaction. Reference to this form has been made in previous
annual reports.:®

THE SECURITIES EXCHANGE ACT OF 1934

Amendment of Rules 16b-2 and 16c-2
Section 16(b) of the Securities Exchange Act provides that any
profit realized by a beneficial owner of more than 10 percent of any
class of any equity security registered on a national securities ex-
change or by a director or officer of the issuer of such a security (some-
times referred to herein as “insiders”) as a result of any non-exempt
- short-swing transaction (purchase and sale, or sale and purchase,
within six months) may be recovered by the issuer or by any security

17 Securities Act Release No. 4115 (July 16, 1959).
18 See 24th Annual Report, p. 15; 25th Annual Report, p. 20.
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holder on its behalf. Section 16(c) of the Act makes it unlawful for
the “insiders” referred to, directly or indirectly, to sell any non-
exempted equity security of such issuer (1) if they do not own the
.security sold, or (2) if owning it, they do not deliver it within the
period specified in the section. Rules 16b-2 and 16¢-2 have provided
exemptions from the above provisions for certain distributing trans-
actions under specified conditions including, among others, the re-
quirement that persons other than “insiders” be participating in the
distribution to an equal extent and on terms at least as favorable as the
“Insiders”. :

The above rules were amended during the fiscal year to make it clear

that when the conditions of the rules are met, certain other trans-
actions which frequently occur in connection with distributions are
also exempted.’® These include (1) stabilizing transactions, which
may involve the purchase of outstanding securities of the same class
rather than securities of the block being distributed, or, where a con-
vertible security is being distributed, outstanding securities of the
class subject to the conversion right; (2) transactions effected in con-
nection with the various types of rights offerings, e.g. “lay offs” in a
Shields Plan type of distribution;-and (8) transactions in connection
with so-called standby redemptions, i.e., where convertible securities
selling above their redemption price are called for redemption and at
the same time arrangements are made under which dealers undertake
to purchase any such securities tendered at a price slightly higher than
the redemption price, to convert them and to distribute thé underlying
stock. )
. Rule 16¢c-2 has also been amended to delete the requirement that the
distribution be made on behalf of the issuer or a person in a control
relationship with the issuer, a requirement which is not contained
in Rule 16b-2. It is believed that where all of the other conditions
of the rule can be met the identity of the person on whose behalf the
distribution is being made is not a material consideration in determin-
ing whether the exemption should be available.

Amendment of Rule 16b-3 4

.Rule 16b-3 provided an exemption from the provisions of Section
16(b) of the Act for shares of stock acquired pursuant to bonus, profit
sharing, retirement, thrift, savings or similar plans meeting specified
conditions. The rule also exempted the acquisition of non-transfer-
"able options and stock acquired under such options pursuant to a plan
meeting similar conditions. The exemption for stock so acquired had
been the subject of litigation. While decisions of the courts have not

1 Securities Exchange Act Release No. 6131 (December 4, 1959).



TWENTY-SIXTH ANNUAL REPORT ’ 21

been uniform, doubt had been expressed as to the validity of the rule
insofar as it related to the acquisition of shares through the exercise
of so-called “restricted” stock options.

Following a study of the rule in the light of these decisions, it was
concluded that, as a matter of policy, Rule 16b-3 should be amended
to delete the exémption for the acquisition of securities upon the exer-
cise of non-transferable stock options and that the rule should be
amended to provide that the selection of persons participating in
bonus, profit sharing, retirement, thrift, savings, option or similar
plans be made by a board of directors, a majority of whom are disinter-
ested, or by a disinterested committee. '

Two drafts of proposed amendments to the rule were published
during thé fiscal year and a number of comments and suggestions were
received as a result of such publications>® The amendments to the
rule were adopted in the latter part of the fiscal year 2

Amendment of Rule 16b—8

Rule 16b-8 exempts from Section 16(b) of the Act, under certain
conditions, the receipt from an issuer of shares of stock having gen-
eral 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 public sale or a gift of such shares.

One of the conditions to exemption under the rule is 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 transactions. The rule was amended
during the fiscal year to make it clear that the exemption of trans-
actions under the rule is not affected by prior or subsequent trans-
actions which are also exempt under the provisions of the rule.?

Propﬁsed Rule 19a2-1

Section 19(a) (2) of the Securities Exchange Act of 1934 authorizes
the Commission, after appropriate notice and opportunity for hear-
ing, by order to deny, to suspend the effective date of, to suspend for
a period not exceeding 12 months or to withdraw the registration of a
security on a N‘Ithn‘ll Securities Exchange if the Commission- finds
that the issuer of such security, has falled to comply with any pro-
vision of the Act or the rules and regulations thereunder. The Com-

® Securities Exchange Act Release No. 6111 (November 5, 1959) ; Securities Bxchange
Act Release No. 6227 (April 6, 1960).

2 Securities Exchange Act Release No. 6275 (May 26, 1960).

2 Securities Exchange Act Release No. 6141 (December 10, 1959).
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mission is further authorized by Section 21 of the Act to make such-
investigations as it deems necessary to determine whether any person
has violated or is about to violate any provision of the Act or any rule
or regulation thereunder. 4

From time to time the Commission has encountered difficulty in pro-
ceedings under Section 19(a)(2) in obtaining information or docu-
ments which would facilitate a determination whether an issuer has
failed to comply with the provisions of the Act or the rules and regu-
lations thereunder with respect to disclosure. This difficulty has
stemmed from the failure or refusal of certain persons, particularly
nonresident persons, to accept service of subpoenas to testify or to
produce needed documents or from other efforts designed to obstruct
the Commission. Similar difficulties have been encountered in con-
nection with investigations under Section 21 of the Act.

The Commission has invited public comments on a proposed Rule
19a2-1 under the Act which would provide that the failure or refusal
of an issuer or its officers, directors, employees or controlling persons
to cooperate with the Commission in proceedings under Section 19(a)
(2) or investigations under Section 21 of the Act with respect to
compliance with Section 12 or 13 of the Act shall be deemed a failure
to comply with the provisions of the Act or the rules and regulations
thereunder for the purpose of Section 19(a)(2).2* The proposed
rule would provide a basis for the issuance of an order under Section
19(a) (2) denying, suspending or withdrawing the registration of a
security in such cases.

Amendment of Form 8-K . )

The Commission invited public comments on certain proposed
amendments to Form 8-K during the last fiscal year.? These pro-
posed amendments are designed promptly to bring to the attention
of investors information 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. 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 trans-
actions with insiders. Time for submitting such comments on the
proposed amendments was twice extended during the fiscal year and
the matter was still under consideration at the close of the year.

2 Securities Exchange Act Release No. 6297 (June 23, 1960).
24 Securities Exchange Act Release No. 5979 (June 9, 1959).
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Amendment of Form 9-K

Form 9-K is used for semi-annual reports 1equ1red to be filed by
certain issuers having securities registered on a national securities
exchange and certain issuers which have registered securities under
the Securities Act of 1933. The form was amended during the fiscal
year to reduce the number of deficiency letters sent by the Commis-
sion to registrants with respect to reports filed on the form.?

Many of the semi-annual reports filed on Form 9-K have been
deficient because of a failure to follow the instructions contained in
the form. In order to give greater prominence to the instructions
and bring them to the attention of persons preparing the report, the
general instructions have been placed ahead of the form and the in-
structions as to particular captions have been placed under the re-
spective captions to which they apply. In addition, certain minor
changes have been made in the form and instructions.

THE PUBLIC UTILITY HOLDING COMPANY ACT OF 1935

Rescission of Rule 9 :

In 1958 the Commission rescinded Rule 9 which afforded an ex-
emption from the Holding Company Act to holding companies and
their subsidiaries with relatively small total net utility assets or gross
utility revenues. (See page 21 of the Commission’s 24th Annual
Report.) The rescission of the rule became effective on June 30,
1959. Unless companies previously claiming an exemption from the
 Holding Company Act under this rule change their status, secure an
exemption on some other basis or register as a holding company under
that Act, certain transactions, including the sale of any security,
are unlawful. The rescission of Rule 9 is further discussed on
page 143 of this report. : :

Modification of Rule 28

Early in 1960 the Commission promulgated a statement of admin-
istrative policy regarding the balance sheet treatment of the credit
equivalent to the reduction in income taxes arising from deferred tax
accounting.26 The statement is designed to advise all interested per-
sons of the Commission’s view that any financial statements filed with
the Commission on and after April 80, 1960, the effective date of the
statement of administrative policy, in which the accumulated tax

% Securities Exchange Act Release No. 6237 (April 18, 1960).

2 Holding Company Act Releases Nos. 14173 and 14209 ; Securities Act Releases Nos.
4191 and 4208 ; Securities Exchange Act Releases Nos. 6189 and 6233 ; Investment Com-
pany Act Releases Nos. 2977 and 3010; and Accounting Series Releases Nos. 85 and
86 (February 29 and April 12, 1960).
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credit is designated as earned surplus (or its equivalent) or in any
manner as a part of equity capital (even though accompanied by
words .of limitation such as “restricted” or “appropriated”), will be
presumed by the Commission to be misleading or. inaccurate-despite
disclosure contained in the certificate of the accountant or in footnotes
to the financial statements, provided the amounts involved-are mate-
rial. The Commission also modified Rule 28 under the Holding Com-
pany Act so as to conform the language of that rule with the policy an-
nounced in the statement of administrative policy.?” Rule 28 provided,
in, pertinent part, that no registered holding company or subsidiary
thereof could publish financial statements inconsistent with its book
accounts. The rule as modified provides, in effect, that a registered
holding company or subsidiary thereof need not conform its published
financial statements with its book accounts where such deviation is
authorized or required by the Commission by rule, regulation, order,
statement of administrative policy or otherwise.

Interpretation of Rule 50

During 1959 the Commission gave consideration to its existing -
procedure with respect to exceptions from the competitive bidding
requirements of Rule 50 under the Holding Company Act. At that
time a registered holding company or a subsidiary thereof planning
to apply for such an exception could request, by letter, authorization to
negotiate the price and interest or dividend rate as well as other terms
of any security contemplated to be sold pursuant to that Act. Such
letters were sent prior to a formal application for exception from the
competitive bidding rule and were not public. By letter dated Sep-
tember 18, 1959, the Commission advised the chief executive officer 'of
each registered holding-company system that any request for authori-
zation to enter into such negotiations would thereafter have to be made
by formal public application and that the Commission would issue a
notice giving interested persons an opportunity to be heard.thereon
and might order a hearing on its own motion. This change in the
practice of administering Rule 50 is further discussed on page 146
of this report. : '
Wlthdrawal of ‘Proposed Revision of Rule 70

On December 8, 1953, the Commission gave notice that it had under
consideration a proposal to revise Rule 70.22 ' This rule governs the
connections with financial institutions of officers and directors of
registered holding companies and subsidiary companies 'thereof.
Since 1953 the Commission has amended this rule three times so as to
broaden the exceptions in certain aspects and in view of such action

27 Holding Company Act Release No. 14172 (February 29, 1960).
2 Holding Company Act Release No. 12242,
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the Commission on March 1, 1960, announced that it had decided to
withdraw the above proposal to revise the rule.?® The most recent
amendment to Rule 70 is discussed on page 22 of the 24th- Annual-
Report. .
THE INVESTMENT COMPANY ACT OF 1940
Adoption of Rule 3c-2 ;
Section 3(c) (1) of the Act excepts from its operation any issuer
which is not making and does not propose to make a public offering
of its securities and whose outstanding securities are beneficially '
owned by not more than one hundred persons and further provides
. that beneficial owership by a company shall be deemed beneficial
ownership by one person, with the exception that if such company
owns 10 per centum or more of the outstanding voting securities of
the issuer, the beneficial ownership of the issuer shall be deemed to be:
that of the holders of such company’s outstanding securities. :
The Commission during the fiscal year adopted a rule which pro--
vides that for the purpose of section 3(c) (1) of the Act, beneficial
ownership by a company owning 10 per centum or more of the out-
standing voting securities of a small business investment company’
licensed or proposed to be licensed under the Small Business Invest-~
ment Act of 1958 shall be deemed to be beneficial ownership by one
person notwithstanding that such company owning such securities has
more than one stockholder, if the value of all securities of small busi-
ness investment companies owned by such company does not exceed
5 percent of the value of its total assets.®® The rule also would deem
- beneficial ownership by a company to be beneficial ownership by one
person if the owner is a statewide development corporation created by
or pursuant to an act of a State legislature to promote and assist
growth and development of the economy of the State, provided that
such State development corporation itself is not, or would not become
as a result of its investment, an investment company.. ‘

Adoption of Rule 14a-1 _

Section 14(a) provides that no registered investment company and
no principal underwriter for such a company, shall make a public
offering of securities of which such company is the i issuer, unless it
has a net worth of not less than $100,000 or unless provision is made
in connection with and as a condition of the reglstratlon of such
securities under the Securities Act of 1933 which in the opinion of
the Commission adequately insures (A) that after the effective date
of such registration statement such company will not issue any securlty
or receive any proceeds of any subscription for any secunty until ﬁrm

2 Holding Company Act Release No. 14178,
8 Investment Company Act Release No. 2909 (September 4, 1959).
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agreements have been made with such company by not more than
twenty-five responsible persons to purchase from it securities to be
issued by it for an aggregate net amount which amount plus the then
net worth of the company, if any, will equal at least $100,000; (B) that
said aggregate net amount will be paid in to such company before any
subscriptions for such securities will be accepted from any persons in
excess of twenty-five; (C) that arrangements will be made whereby
any proceeds so paid in, as well as any sales load, will be refunded to
any subscriber on demand without any deduction, in the event that the
net proceeds so received by the company do not result in the company
having a net worth of at least $100,000 within ninety days after such
registration statement becomes effective. -
The Commission adopted a rule during the fiscal year which pro-
vides that, for the purpose of Section 14(a) of the Act, notification
under Rule 604 of Regulation E under the Securities Act of 1933 is
deemed registration under-that Act3* Before the adoption of such
rule an investment company could comply with-the provisions of this
section of the Act only in connection with registration as required
by the Securities Act of 1933. Regulation E promulgated under the
Securities Act of 1933 provides, however, that securities issued by any
small business investment company operating under the Small Busi-
ness Investment Act of 1958 which is registered under the-Investment
Company Act of 1940 shall be exempt from registration under the
Securities Act of 1933 (subject to certain exceptions and qualifications
set out in that regulation which, among other things, limits the exemp-
tion to an offering by an issuer that does not exceed $300,000). Rule
604 under this Regulation provides for filing of a.Notification with
the Commission in lieu of full registration under the Securltles Act of
1933. :

Amendment of Rule 20a-1; Adoption of Rules 20a=2 and 20a-3

Section 20(a) of the Investment Company Act of 1940 makes it
unlawful to solicit any proxy, consent or authorization in respect of
any security of which any registered investment company is the issuer
in contravention of such rules and regulations as the Commission may
prescribe Rule 20a~-1 makes applicable to such solicitations the Com-
mission’s proxy rules adopted under Section 14(a) of the Securities
Exchange Act of 1934. Developments in the investment- -company
field indicated that disclosures required for investment companies
by the proxy rules, particularly with reference to the investment
adviser and his relationship to, and his dealings with, the investment:
company, were mwdequate 1In order to obtain better disclosure, the

31 Investment Company Act Release No. 3011 (April 13, 1960).
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- Commission, during the fiscal year, amended Rule 20a-1 and adopted
two new rules, Rules 20a—2 and 20a~3.32

The amended Rule 20a~1 provides among other things that where a
solicitation is made by or on behalf of the management of an invest-
ment company, the investment adviser or any prospective investment
adviser and its affiliated persons must furnish the investment company
the necessary information to enable it to comply with the applicable
requirements. Where a solicitation is made on behalf of an invest-

.ment adviser or prospective investment adviser with its consent, by
some person other than the management of the investment company,
then the investment adviser or prospective investment adviser and its

_affiliated persons must furnish to the person making the solicitation the
information necessary to enable such person to comply with the appli-
cable requirements. ‘

The new Rulé 20a-2 requires that a proxy statement relating to a
registered investment company must contain certain information in
addition to that required by the proxy rules under the Securities Ex-
.change Act of 1934. Where the solicitation relates to the election of
directors of the investment company, information is required in regard
to matters such as the investment advisory contract, ownership and
control of the investment adviser, interests of the management.of the
investment company in the investment adviser or persons in a control
relationship .with it and transactions by certain persons in securities
of the investment adviser or its parents. Except where the invest-
ment adviser is a bank, a balance sheet of the investment adviser must
also be included, unless the Commission, for good cause shown, permits
the omission of such balance sheet. Certain information is also re-
quired with respect to interests and relationships between the invest-
ment company or the investment adviser and the underwriter of the
investment company’s securities. Where action is to be taken with
respect to an investment advisory contract, information must also be
included with respect to such contract and with respect to certain
collateral arrangements or understandings made in connection
therewith.

The new Rule 20a-3 calls for the disclosure in a proxy statement
relating to an investment company of information with respect to
the material interests of officers, directors and nominees for election
as a director of the investment company in material transactions,
actual or proposed, to which the investment adviser or any of its
parents or subsidiaries was or is to be a party. However, instructions
to this requirement permit the omission of information in regard to
interests of security holders as such and affiliated persons of the in-

8 Investment Company Act Release No. 2978 (February 26, 1960).

\
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vestment adviser in transactions which are not related to the business
or operations of the investment company and to which neither the
investment company nor any of its parents or subsidiaries is a party.
The instructions further provide that the proportionate interest of a
partner in transactions with the partnership need not be disclosed.

Adoption of Annual Report Form N-5R

Small business investment companies registered under the Invest-
ment Company Act of 1940 are required by Section 30(a) of that
Act to file annual reports with the Commission. Any such company
which has securities listed and registered on a national securities
exchange or which has registered or outstanding a certain amount of
securities under the Securities Act of 1933 is required to file similar
annual reports pursuant to Section 13 or 15(d) of the Securities Ex-
change Act of 1934. During the fiscal year the Commission invited
views and comments on a proposed Form N-5R which would be used
for annual reports filed by small business investment companies pur-
suant to both of the above-mentioned Acts.®® The proposed form,
which was adopted after the close of the fiscal year,®* is a combination
form which enables a small business investment company to file with
the Commission a single annual report which meets all of the above
mentioned annual reporting requirements. This form permits such
companies to meet the Commission’s requirements as to financial state-
ments by filing copies of the company’s annual financial report to the
Small Business Administration pursuant to the Small Business In-
vestment Act of 1958.

% Investment Company Act Release No. 3050 (June 22, 1960).
% Investment Company Act Release No. 3085 (August 1, 1960).



PART IV
ADMINISTRATION OF THE SECURITIES ACT OF 1933

. The-Securities Act of 1933 is primarily a disclosure statute designed
to provide investors with material facts concerning securities publlcly
offered for sale by use of the mails or instrumentalities of interstate
commerce, and to prevent rmsrepresentatlon, deceit or other fraudulent
practices in the sale of .securities.. The issuer of such securities is
required to file with the Commlsswn a registration statement and re-
lated prospectus containing significant information about the issuer
and the offering. These documents are available for public inspection
as soon as they.are filed. ‘The registration statement must, become
“gffective” before the securities may be sold to the public. In addition,
the prospectus must be furnished to the purchaser at or before the
making of any written offering or before the sale or delivery of the
security. The registrant and the underwriter are responsible for the
contents of the registration statement. The Commission has no au-
thority 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 permlttlng a registration statement to become effective
does not constitute approval of the secur Ltles, and any representation
to a prospective purchaser of securities to the ‘contrary is made unlaw-
ful by Section 23 of the Act.

DESCRIPTION OF THE REGISTRATION PROCESS

Reglstrauon Statement and Prospectus .

Reglstratlon of securities under the Act is eﬁected by filing with
the Commission a registration statement on the applicable form con-
taining the prescribed disclosure. When a registration statement re-
lates, generally speaking, to a security issued by a corporation or other
private issuer, it must contain the information, and be accompanied by
the documents specified in Schedule A of the Act; when it relates to a
security issued by a foreign government, the materlal specified in
Schedule B must be supphed Both schedules specify in considerable
detail the disclosure which should be made available to an investor
in order that he may make an informed decision whether to buy the
security. In addition, the Act provides flexibility in its administra-

29
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tion by empowering the Commission to classify issues, issuers and
prospectuses, to prescribe appropriate forms, and to increase, or in
certain instances vary or diminish, the particular items of information
required to be disclosed in the registration statement, as the Com-
mission deems appropriate in the public interest or for the protection
of investors.

In general the registration statement of an issuer other than a for-
eign government must describe such matters as the names of persons
who participate in the direction, management or control of the issuer’s
business; their security holdings and remuneration and the options or
bonus and profit-sharing privileges alloted to them; the character
and size of the business enterprise, its capital structure, past history
and earnings and its financial statements, certified by independent ac-
countants; underwriters’ commissions; payments to promoters made
within two years or intended to be made; acquisitions of property not
in the ordinary course of business, and the interest of directors, officers
and principal stockholders therein; pending or threatened legal pro-
ceedings; and the purpose to which the proceeds of the offering are to
be applied. The prospectus constitutes a part of the registration state-
ment and presents the more important of the required disclosures.

Examination Procedure

The staff of the Division of Corporatlon Finance examines each
registration statement for compliance with the standards of accurate
and full disclosure and usually notifies the registrant by an informal
letter of comment of any material respects in which the statement
appears to fail to conform to those requirements. The registrant is
thus afforded an opportunity to file a curative amendment. In addi-
tion, the Commission has power, after notice and opportunity for
hearing, to issue an order suspending the effectiveness‘of a registration
statement. In certain cases, such as where a registration statement
is so deficient as to indicate a willful or negligent failure to make ade-
quate disclosure, no letter of comment is sent and the’ Commission
either institutes an investigation to determine whether stop-order pro-
ceedings should be instituted or immediately institutes stop-order pro-
ceedings Information about the use of this “stop-order” power dur-
ing 1960 appears below under “Stop Order Proceedlngs »

Timie Reqmred To Complete Registration

Because prompt examination of a registration statement is important
to industry, the Commission completes its analysis in the shortest pos-
sible time. The Act provides that a registration statement shall be-
come effective on the 20th day after it is filed on or the 20th day after
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the filing of any amendment thereto. This waiting period is designed
to provide investors with an opportunity to become familiar with the
proposed offering. Information disclosed in the registration state-
ment is disseminated during the waiting period through distribution
of the preliminary form of prospectus. The Commission is empow-
ered to accelerate the effective date so as to shorten the 20-day wait-
ing period where the facts justify such action. In exercising 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 understand the nature
of and the rights conferred by the securities to be registered, and their
relationship to the capital structure of the issuer, and the public in-
terest and the protection of investors. The note to Rule 460 under
the Act indicates, for the information of interested persons; some of
the more common situations in which the Commission feels that the
statute generally requires it to deny acceleration of the effective date
of a registration statement. :

The number of calendar days which elapsed from the date of the
original filing to the effective date of registration for the median
(average) registration statement with respect to the 1,275 ! registra-
tion statements that became effective during the 1960 fiscal year was
43, compared with 28 days for 925 registration statements in fiscal year
1959 and 24 days for 685 registration statements in fiscal year 1958.
The increase in the elapsed time has been due primarily to the cumu-
lative effect of the unprecedented volume of registration statements
filed, particularly those filed by issuers that had never before filed
under the Act, and the lack of a sufficient number of examining per-
sonnel to process such a volume. The number of registration state-
ments filed during fiscal year 1960 was 1,628, as compared with 1,226
and 913 in fiscal years 1959 and 1958, respectively.?

The following table shows by months during the 1960 fiscal year
the number of calendar days for the registration median statement
during each of the three principal stages of the registration process, the
total elapsed time and the number of registration statements effective.

1 Excludes the 157 registration statements of mutual fund companies that became
effective during fiscal year 1960 that were filed pursuant to the provisions of Section 24(e)
of the Investment Company Act of 1840. The total elapsed time on these 157 registra-
tion statements was 31 calendar days for the average registration statement. .

2These figures include 159, 153 and 134 for fiscal years 1960, 1959, and 1958, respec-
tively, registration statements filed by mutual fund companies pursuant to the provisions
of Sectlon 24(e) of the Investment Company Act of 1940.

568987—60———4
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Time in registration undei‘ the Securities Act of 1933 by months during the fiscal
year ended June 30, 1960 - ,

NUMBER OF CALENDAR DAYS

From date From date From L
of original | of letter of jamendment Total |Nuhber of
filing to comment | after letter | number of | registration
Months date of " | to date of | to effective| * daysin’ ‘| statements
. staff’s filing date of | registration eﬁcctlve 1
letter of |amendment| registration| - * K
comment | thereafter

July 1959. - :

24 7 5 36 116
ug- X 28 6 5 39 96
Sept . S 22 T T4 33 87
Oct 22 7 5 34 121
Nov. : 24 6 5 35 105
Dec... 26 9 6 41 90
Jan. 1960....._. - R 27 11 6 44 88
Feb..o.._.. 29 11 6 46 87
Mar. 28 6 6 40 109
Apr... B 29 8 6 43 114
May.... ! '+ 38 9 6 53 118
June 45 8 6 59 144
Fiscal 1960 for median eﬁectxve registratlon .
statement_ ...t _____.l._l._._ o 29 . 8 ! 6 43 11,278

1 8ee footnote 1, supra.

VOLUME OF SECURITIES REGISTERED

The 1,398 statements in.the amount of $14.4 billion constitute an
unprecedented number of registrations which became fully effective
under the Securities Act during fiscal year 1960. This is an increase
of one-third over the 1,055 effective registrations for the previous
year and almost two-thirds more than the previous high of 860 regis-
trations in fiscal year 1957. Reflecting a large increase in the regis-
tration of smaller issues, the volume of $14.4 billion for fiscal year
1960 represented an 8 percent decrease from the-$15.7 billion of securi-
ties fully effective in fiscal year 1959 and a 13 percent decrease from the
record $16.5 billion for fiscal year 1958. The chart on page 33 shows’
the number and dollar amount of fully effectlve registrations from
1935 to 1960.

These ﬁgures cover all registrations which became fully effective,
including new issues sold for cash by the issuer, secondary distribu-
tions 'and securities reglstered for ‘other than cash sale, such as ex-
change transactions, issues reserved for conversmn and issues reserved
for options.”’

Of the dollar amount of securities reglstered in 1960, 75.9 percent
was for the account of issuers for cash sale, 16.8 percent for account
of issuers for other than cash sale and 7.3 percent was for the account
of others, as shown below. '
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Account for which securities were registered under the Securities Act of 1933
during the fiscal year 1960 compared with the ﬁsca} years 1959 and 1958

1960in | Percent | 10501n | Percent | 19581n | Percent
millions | of total | mullions | of total | millions | of total

Reglstered for account of issuers for cash ) ' i
$10,908.  75.9 | $12,005 77.3 1 $13,281 +80.5

Regis{c’r’e‘&"f"&r’ account of issuers for other
an cashrsale. ... ... 2,407 16.8 2,746 17.5 3,008 . 18.3
Registered for account of others than :
R o O .1,051 7.3 815 5.2 <201 oo L2
T T 14,367, 100.0 15,657 100.0 16, 490 100.0

The indicated decrease in the value of securities to be sold for cash
for ‘account of the issuer results from a decrease of $1.0 billion (20
percent) in the volume of debt securities and a decrease of almost $200
million in the volume of preferred stock. Debt securities made up
$4.2 billion of the 1960 volume, preferred stock $250 million and com-
mon stock $6.4 billion. Two thirds of the common stock was regis- -
tered by investment companies.

SECURITIES EFFECTIVELY REGISTERED WITH S.E. C

1935 -1960
_DOLLARS BILLIONS
16 T o
.- DOLLAR VOLUME

12

HUNDREDS
15

R
NUMBER OF REGISTRATIONS

1935 40 45 50 55 1960

(Fiscal Years)

DS- 4126
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The number of statements, total amounts registered, and a classi-
fication by type of security for issues to be sold for cash for account
of the issuing company is shown for each of the fiscal years 1935
through 1960 in appendix table 1. More detailed information for 1960
is given in appendix table 2.

- Securities registered by ,investment companles amounted to $4.4
'bllhon, an increase of $100 million over the amount for fiscal 1959,
comprising 40 percent of the total amount registered for cash sale
for the account of issuers in fiscal 1960. Other financial and real
‘estate securities, including employee stock purchase plans, increased
to $1.4 billion, 50 percent above the previous year, while securities
of manufacturing companies amounted to only $930 million, less than
half of the amount for fiscal 1959. A classification by industry is
shown below for securities registered for cash sale for account of
1ssuers in each of the last three fiscal years.

1960 in | Percent | 1959 in | Percent | 1958 in | Percent

millions { of total | millions | of total } millions | of total
Manufaeturing. ... .o o..._ $932 8.5 $1,974 16.3 $2, 239 16. 9
Extractive_______________ 127 1.2 128 1.1 110 .8
Electric, gas and water. 2,313 21.2 2,726 22.5 3,373 25.4
Transportation other than railroads. 99 .9 41 .3 52 L .4
Communication._______________ 1,000 9.2 591 4.9 2,978 22.4
Investment companies..____. 4,437 40.7 4,329 - 85.8 2,919 22.0
Other financial and real estate 1,354 12.4 880 7.3 1,109 8.4
Trade. e . 169 1.5 543 4.5 34 .2
Service. ......- 101 .9 76 .6 29 .2
Construction....__. 8 .1 75 .6 25 .2
Total corporate. . 10, 539 96. 6 11,363 93.9 12, 868 96.9
Foreign governments____.____.__..__.._.._. 369 3.4 732 6.1 412 3.1
Total__ - 10, 908 100.0 12,095 100.0 13,281 100.0

Investment company issues were classified as follows:

1960 in 1959 in 1958 in ;
millions millions mﬂ}ions

Open-end companies ! ... oecmacaaooaa- emmean $4,138 $3, 760 $2,784

Closed-end companies.. ... g - 52 140 12

Face amount certificate companies..._.._ - 246 429 123
Total. o

- 4,437 4,329 2,919

! Including periodic payment plans or their underlying securities.

Of the net proceeds of the corporate securities registered for cash
sale for the account of issuers in fiscal 1960, 52 percent was designated
for new money purposes, including plant, equipment and working
capital, 1 percent for retirement of securities, 46 percent for purchase
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of securities, principally by investment companies, and 1 percent for
all other purposes.

REGISTRATION STATEMENTS FILED

Although the number of registration statements filed in the 1960
fiscal year increased over the number filed in fiscal 1959 from 1,226
to 1,628, the dollar amount decreased from $16,622,890, 37 1 to
$10 816 ,563,521.

Of the 1,628 registration statements filed in the 1960 fiscal year,
774, or 47.5 percent, were filed by companies that had not previously
filed registration statements under the Securities Act of 1933. Com-
parable figures for the 1959 and 1958 fiscal years were 472, or 39
percent and 254, or 28 percent, respectively.

A cumulative tothl of 17,558 reglstratlon statements has been filed
under the Act by 8,171 dlﬂerent issuers covering proposed offerings
of securities aggregatmg over $183 billion from the effective date
of the Securities Act of 1933 to June 30, 1960.

Particulars regarding the disposition of all registration statements
filed under the Act to June 30, 1960, are summarized in the following
table.

Number and disposition of regisiration statements filed

Prior to |July 1, 1959| Total June
July 1, 1959 | to June 30, | 30, 1960
1960
Registration statements: : -
Faled . o e mm e cmm 15,930 s, 628 17, 558
Disposition:

Effective (net) ... . eecmeamaas 13,871 b], 422 015, 280

Under stop or relusal order.. 202 d5 207

Withdrawn__..__.__._.. 1, 605 131 1,736

R Pending at June 30, 1959 ___ o iocicimcmeicceoaos| 252 |ecaccc |l

Pending at June 30, 1960 __ oo e 335

T oLl oo e e 15,930 Jocaccomooen- 17, 558
Aggregate dollar amount:

As filed (1n billions) $167.3 $15.8 $183.1

As eflective (in billions) .. $162.9 $14.4 $177.3

a Includes 159 rezistration statements covering proposed ofterings totaling $4,082,033,911 filed by invest-
ment companies under section 24(e) of the Investment Company Act of 1940 w bich permxts registration
by amendment to a previously effective registration statement,

b Excludes 14 registration statements that becaine effective during the year but were subsequently with-
drawn; these 14 statements are counted in the 131 statements withdrawn during the year. The 1,422 figure
does include 4 statements that became effective during the year by lifting of stop orders.

s Excludes 13 registration statements effective prior to July 1, 1959, that were withdrawn during the
1960 fiscal year; these 13 statements are counted under w. ithdrawn.

4 A total of 9 registration statements was placed under stop orders during the 1960 fiscal year; 4 of these stop
orders were lifted during the year upon approprlate amendment of the registratlou statements.

The reasons given by reglstrants_.for requestmg withdrawal of the
131 registration statements that were withdrawn during the 1960
fiscal year are shown in the following table:
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. Number of | Pércent of
Reason for registrant’s withdrawal request statements total
withdrawn | withdrawn*

1. Withdrawal requested after receipt of staff’s letter of comment.___.__....._... 17 13
2. Registrant was advised that statement should be thhdrawn or stop order pro-
ccedmgs would be necessary . oo eem oot 29 22
3. Change in financing plans_.___ — ~ - 50 38
4. Change in market conditions_ ___________.___ eeloe - 7 b
6. Financing obtained elsewhere.___ 14 11
6. Regulation A could beused._ .. . manans . 1 1
7. Rezistrant was unable to negotiate acceptable agreement with underwriter_ __ 13 10
Motal il P 131 100

STOP ORDER PROCEEDINGS

Section 8(d) provides that, if it appears to the Commission at any
time that 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 begun, until the registration statement
has been amended to cure the deficiencies and the Commission has lift-
ed the stop order.

The following table.indicates the number of proceedings under
Section 8(d) of the Act pending at the beginning of the 1960 fiscal
year, the number initiated during the year, the number terminated
and the number pending at the end of the year.

Proceedings pending at beginning of fiscal year 13
Proceedings initiated during fiscal year

8
Proceedings terminated during fiscal year :

By issuance of stop orders__ 9

2

1

By withdrawal of registration statement.
By dismissal of proceeding

Proceedings pending at the'end of the 1960 fiscal ﬁear _______________ 9

Seven of the nine proceedings in which stop orders were issued dur-
ing the fiscal year are described below. The other two proceedings,
which involved Industro Transistor Corporation and Managed Funds,
Inc., were described in the Commission’s 25th Annual Report?

Ballard Aircraft Corporation.—The registration statement filed
by this Delaware corporation covered a proposed public offering of
800,000 shares of common stock at $3.25 per share. The prospectus

3 Pp. 38 and 39 respectively. The stop orders in both of these cases were lifted during
the fiscal ycar. See-Securities Act Relenses:4120 and 4234.
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stated that the purpose of the offering was to obtain funds with which
to develop, manufacture and sell aircraft designed by Vlncent J.
Burnelliembodying a “body lift” principle.

. After the institution of proceedings pursuant to Section 8(d) of
the Securities Act, the registrant admitted that the registration state-
ment was materially deﬁcient and consented to the entry of a stop
order. The .Commission found that the registration statement was
materlally incorrect and mlsleadmg and 1ssued a stop order suspend-
ing its effectiveness.* :

The prospectus, which is part of the reglstratlon statement stated
that the “lifting body principle” involved in the design of registrant’s
Loadmaster aircraft, wherein lift is developed by the airfoil shape of
the fuselage, was established to Burnelli’s satisfaction by the construc-
tion between 1920 and 1946 of seven airplanes employing this princi-
ple. The prospectus further represented that registrant planned to
seek contracts for the development, manufacture and sale of the Load-
master with the Armed Forces or with any other person, firm or Gov-
ernment.agency, “although it has no assurance that it will be successful
in so doing,” and that the Loadmaster offers the possibility of in-
creased pay-load at.decreased operating costs because of its design,
“the potential of which has never been fully explored by the present
aircraft industry, the military or other possible users of the aireraft.”
It enumerates in some. detail nine proposals for contracts with the
armed services which it states registrant intended to present.

The Commission.found these and other .representations in the
registration statement relating to the consideration given to the
Burnelli design by the aircraft industry and military and other users
of aircraft, and to the procurement of military contracts, to be in-
accurate or misleading. In particular, it found misleading the failure
to disclose the lack of success of repeated attempts to have planes em-
bodying the Burnelli design pr oduced and marketed for military or
commercial use:

The description of registrant’s business in the prospectus was also
found to be deficient in other respects. The statements in the pros-
pectus with regard to the increased pay-load and decreased operating
costs of the Loadmaster were misleading in view of the lack of any
operational experience to support such statements, and the prospectus
was misleading in failing to disclose that claimed advantages of the
design of the Loadmaster are for the most part conjectural, that the
design possesses disadvantages which may have caused its rejection
by past potential users, that the Loadmaster has never been flown with

¢ Securities Act Release No. 4156 (Novemmber 12, 19595.
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R-2800 engines and that performance characteristics set forth in the
prospectus based on specifications including such engines are specula-
tive in this respect, that the estimates of the cost of manufacture of
the Loadmaster II are not based on any experience, and the statement
made that the plane can proﬁt‘tbly be sold at less than $450,000 was
completely speculative.

The Commission also found the prospectus to be deficient or mis-
leading in various other respects; for example, in its failure accurately
to describe the registrant’s competitive position, to disclose adequately
the proposed use of the proceeds from the offering and to include in
the forepart of the prospectus a summarization of the speculative
factors affecting the registrant’s securities. Moreover, the financial
statements included in the registration statement were not prepared
and certified according with the applicable requirements and the
registrant failed to include certain other necessary financial statements:

Cameron Industries, Inc.—A registration statement was filed by
this corporation for the purpose of registering (a) 800,000 shares
of common stock for sale to the public at $1 per share; (b) 25,000
shares of common stock issued to Robert Grocoff, president of. the
underwriter of the 300,000-share public.offering; (c) three-year pur-
chase warrants for 200,000 shares of common stock exercisable at $1.50
per share to be delivered to the underwriter; and (d) 200,000 shares of
common stock underlying the warrants. Registration of the securities
would have permitted the underwriter and Grocoff, on their own
behalf, to acquire from the registrant and sell to the public 225,000
shares of registrant’s common stock after the completion of the public
distribution on behalf of the registrant. In addition, the underwriter
was to receive a commission of 20 percent of the gross proceeds of the
public'sale of 300,000 shares and $25,000 in cash for expenses, a total
of $85,000 or more than 28 percent of the gross proceeds.

After investigation and following a hearing held pursuant to the
provisions of Section 8(d) of the Securities Act, the Commission
found that the registration statement was materially false and mis-
leading and issued a stop order suspending its effectiveness.’

The registration statement, among other things, failed to disclose
that Grocoff played an important part in causing registrant to be
organized and in formulating its financing proposal, served as its
president until shortly before the statement was filed, kept registrant’s
books and records, and received and exercised authority to co-sign all
checks drawn on registrant’s bank account. In addition, the Commis-
sion found that of the 316,500 shares of registrant’s stock issued and
outstanding at the filing of the registration statement, 291,500 had

© & Securities Act Release No. 4159 (November 30, 1959).
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been sold in violation of the registration provisions of the Securities
Act, which fact and the resulting balance sheet entries were not set
forth in the prospectus.

Central Oils Incorporated.—The registrant, an Oregon corpora-
tion, was organized in September 1956 to explore for oil and gas on

- properties which were acquired from its promoters, A. R. Morris and
H. C.-Evans, who with one other person constituted the entire per-
sonnel of the registrant. The properties were represented to be located
on the Hay Creek Anticline in Jefferson County, Oregon. The regis-
trant filed a registration statement on July 30, 1958 proposing a public
offering of 1,000,000 shares of 10 cent par value common stock (in-
creased to 8,000,000 shares by amendment dated September 2, 1958) to
be offered at the par value. The Commission instituted stop order
proceedings with respect to the registration statement in October 1958.

A stipulation of facts was entered into by counsel for the registrant
in which the registrant admitted the material deficiencies alleged in
the Statement of Matters and consented to the entry of a stop order.
Among the material deficiencies found to exist are those described
below : ' ' : ‘ ' )

.The description. of the properties failed to disclose known geological
data indicating the unlikelihood of oil and gas being found in com-
mercial quantities; that the location of the proposed test well, chosen
without benefit of ‘favorable scientific information, is hundreds of
miles from commercial production; that the area is covered with or
underlain with igneous rock formations consisting of lava flow or
basalt intrusions and that the presence of such formations is such an
unfavorable factor as to preclude surface determination of geologic
structure, and that maps provided by the registrant failed to sub-
stantiate the representation that the proposed drilling site was on the
Hay Creek Anticline formation. Although the registration statement
disclosed that five dry holes had been drilled in the area, adverse in-
formation concerning the area obtained thereby was omitted.

The prospectus included a geological report recommending explora-
tory drilling. The report contained a misleading favorable comparison
between the Central Oregon basin where the registrant’s properties
are located and the oil fields of California in that it failed to state
that while the California formations are highly productive the Central
Oregon basin has never yielded oil in commercial quantities. The
report further stated that results obtained from a study of drilled sam-
ples which the registrant had obtained from a dry hole already drilled
in the area were very encouraging although in fact the samples af-
forded little basis for encouragement.
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The Commission also found the registration statement to be mis-
leading in failing to set forth concisely in the forepart of the pros-
pectus the speculative features of the offering; that the offering price
was arbitrarily determined ; that there is no assurance that the shares
would be sold; that as a result of promotional transactions the book
equity per share would be substantially less than the 10 cents offering
price and that should the registrant be liquidated the promoters by
virtue of their proportionally large holdings of stock would receive
a substantial portion of the funds paid in by the public.

Other material deficiencies included the failure to disclose that the
promoters held oil and gas leases in area contiguous to the registrant’s
leases and would personally benefit without cost to themselves should
exploration of the registrant’s properties prove successful; that two
Regulation A suspension orders suspending the effectiveness of two
prior proposed offerings of the registrant’s securities had become per-
manent and that in addition to the States of Texas, Arizona, and Illi-
nois, the State of Washington also had issued a cease and desist order
prohibiting the registrant from selling its securities within the State.
The registration statement was filed on an incorrect form, failed to
include required copies of a certain escrow agreement and failed to
include an opinion of counsel as to the legality of the proposed issue.
A stop order was issued.®

Hinsdale Raceway, Ine.—The company was incorporated in the
State of New Hampshire in April 1958 for the-purpose of operating a
harness racing track including restaurants and food stands to be
operated at the track in Hinsdale, New Hampshire.

In October 1958, a complaint was filed by the Commission seeking
to enjoin the registrant and certain individuals from further offers
and sales of registrant’s securities in violation of the Sécurities Act
of 1933. The Company and its officers and directors consented to the
entry of a decree permanentlyfen]ommg them from further v1olat10ns
of the Act.

Subsequently the company filed a registration statement covering a
proposed public offering of 1 million shares of Capital Trust Certifi-
cates with 1 million shares of underlying $1 par value common stock
and $1 million of 6 percent Debentures.

In April 1959, the Commission instituted a proceeding to determine
whether a stop order should issue. Prior to the commencement of the
hearing, the registrant entered into a stipulation of facts, waived a
hearing and all post-hearing procedures and admitted that the regis-
tration statement contained untrue statements of material facts and
omitted to state material facts necessary to make the statements made

8 Securities Act Release No. 4131 (August 19, 1959).
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therein not misleading. Among other matters, it was'stipulated that
the following facts were not disclosed in the registration statement:
that the registrant had suffered a loss of over $44,600 during prior
operations ; that there was no firm commitment for the purchase of the
proposed securities; that a previous distribution of registrant’s unreg-
istered stock had been enjoined and that the registrant was contin-
gently liable under the Securities Act for such sales; that the manage-
ment intends to retain control of the registrant by placing all capital
stock in a voting trust for 10 years to be controlled by the voting
trustees who are also officers and directors of the registrant that
none of the management had ever had any experience in race track
management ; that the registrant is committed to a 20-year manage-
ment contract extendable for an additional 20 years at the option of
the management group; that said contract provides a commission of
1 percent of the gross parimutuel handle (i.e. total amount bet) plus
a fee of not more than $50,000 for the management group; that sub-
stantially all risk capital was to be provided by the public; that the
promoters have been granted options to purchase 300,000 shares of
registrant’s stock; that the registrant omitted under “Earnings” and
“Earned Surplus” (deficit) $22,302.00 payable under the management
contract; and that the registrant failed to disclose a note payable in
the amount of $94,021.04 to Sportservice Corporation. In addition
the registrant made materially misleading statements and omissions
regarding the estimated gross handle and net earnings; the cost of
necessary facilities and the amount already expended; the interest
rates, repayment provisions, restrictions and other conditions of the
mortgages, liens and other encumbrances; the amount, use and order
of expenditures of proceeds from the sale of the proposed registra-
tion ; the type of construction, capacity and the size of the track; the
number of days of proposed operation during the racing season; and
the distance from urban ‘areas and the extent, type and location of
compet;ition Moreover, the financial statements were mlsleadlng in
omitting to disclose certain of the above facts.

In addltlon to the above, the prospectus failed to furmsh adequate
information concerning the securities to be offered, the method of
distribution, the amount of securities being registered and the amount
proposed to be offered to the public. It also failed to disclose that the
debentures proposed to be offered were to mature in ten years and
that no indenture covering the debentures had been filed in- comphance
with the Trust Indenture Act of 1939.

Based ‘on the facts set forth in the stipulation the Commlssmn
issued a stop order suspending the effectiveness of the registration
statement.” - Thereafter the registrant filed two material amendments

7 Securities Act Release No. 4145 (October 1,-1959).
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to conform with the order and to furnish up-to-date information and
the registration statement as amended was declared effective.

Minerals Consolidated, Inc.—The registration statement filed by
this Nevada corporation sought to register 1,100,000 shares of common
stock, and warrants to purchase 2 million shares of common stock at
$1 per share. The securities (except 100,000 shares of common stock)
were proposed to be offered for sale to the public in units consisting
of one share of common stock and a warrant to purchase two additional
shares at a price of $1 per unit. The remaining 100,000 shares of com-
mon stock: were proposed to be offered for sale to the public without
warrants at $1 per share after completion of the unit offering. The
proceeds of the unit offering were to- accrue to the corporation, but
the proceeds of the sale of the remaining 100,000 shares were to be
paid to two of the promoters individually.

After a hearing held pursuant to the provisions of Section 8(d)
of the Securities Act, the Commission found the registration statement
to be deficient and materially misleading and issued a stop order.?

The Commission found that the prospectus included in the regis-
tration statement failed to meet the statutory standard of dlsclosure
requiring that material facts be presented in such a manner that their
significance is readily understandable. . Here, information relating to
a single subject matter was scattered confusingly throughout various
sections of the prospectus with the result that the ordinary investor
would have difficulty in ascertaining the essential elements of the cor-
poration’s business and the merits of the proposed offering; and the
prospectus failed to set forth in summary fashion in one place, under
an appropriate heading, an informative statement of the speculative
features of the registrant’s business and property and its proposed
use of the proceeds of the offering. Among the principal facts such
a summary statement should have disclosed are that the registrant
was a recently organized company with limited operating experience,
the registrant’s mining properties had no known deposits of commer-
cially mineable ore, the aggregate amount of funds proposed to be
raised by the sale of securities to the public was far in excess of the
needs of any existing activity or program of the registrant and it had
no specific plans for the use of more than half of the net pr oceeds of
the offering.

The Commission also found that the prospectus failed to state
material facts concerning transactions between the registrant and its
promoters, officers and directors, including the cost to said persons
of properties sold by them to the registrant, their stock ownership
in the registrant, and the things of value received and to be received
by them from the registrant.

8 Securities Act Release No. 4151 (Octobgr 26, 1959).
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In addition, the Commission found that the registration statement
failed to make adequate disclosure of facts required to be stated or
otherwise failed to comply with provisions of the form for registra-
tion with respect to eleven other matters. For example, the prospec-
tus stated that certain legal proceedings were pending, but did not
adequately identify the detendants nor describe the basis of the actions
and the possible consequences to the registrant; and no disclosure
was made of the fact that the geologist whose report was referred to
in the prospectus was an employee of the registrant at the time he
prepared his geological report.

Sports Arenas (Delaware) Inc.—Sports Arenas (Delaware) Inc.,
a'Delaware corporation was organized in September 1957 and through
wholly owned subsidiaries engaged in the operation and management

-of bowling alleys. It filed a registration statement covering a pro-
posed offering by stockholders of 461,950 shares of common stock,
1 cent par value, at the market price of the stock but not less than
$6.00 per share, and a proposed offering by registrant of $2 million
of 6 percent, 10-year convertible debentures at their face value and
250,000 shares of common stock reserved for conversion of such
debentures

The Commission instituted proceedings under Section 8(d) of the
Securities Act to determine whether a stop order should issue suspend-
ing the effectiveness of the registration statement. The registrant
entered into a stipulation in which it admitted, for the purpose of the
proceeding, that the registration statement contained untrue and
misleading statements of material facts and omitted material facts
required to be stated therein and consented to the entry of a stop
order. In the light of the numerous material deficiencies in the
registration statement, a stop order suspending the effectiveness of the
registration statement was issued.?

. The registration statement failed to disclose that certain prior
distributions of stock by the registrant were made in violation of the
registration requirements of Section 5 of the Act and that fact should
have been disclosed in the registration statement together with the
disclosure of the registrant’s contingent liabilities in connection with
such distributions. The registration statement also failed to disclose
that certain transactions purportedly made at arm’s-length with per-
sons not connected with the registrant were in fact made with persons
who were associated with the controlling stockholder of the registrant.
. The registration statement also failed to disclose the existence of
control of the registrant by certain persons and the interests of the

9 Securities Act Release No. 4153 (October 23, 1959).
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management and other “insiders” in certain transactions with the
registrant.

The registration statement was also deficient in numerous other
respects including the failure to make accurate and complete dis-
closure with respect to the use of the proceeds from the proposed
offering, to make a statement summarizing the speculative factors
applicable to the registrant and its securities and to furnish financial
statements certified by an independent public accountant as required
by the applicable rules. In the latter connection, it was found that
the employee of the firm who was in charge of the audit of the regis-
trant’s books had purchased stock of the registrant for himself or
members of his family and could not therefore be regarded as in-
dependent.

Strategic Minerals Corporation of Amerlca —The registrant was
organized under the laws of Delaware in 1955 for the purpose of de-
veloping and using a process, known as the Bruce Williams Process,
for the beneficiation of low-grade ores. The registrant proposed to
use such process to beneficiate low-grade manganese ores. It filed a
registration statement covering a proposed offering of $1 million prin-
cipal amount of 6 percent first mortgage bonds at a price of 95 percent
of the. principal amount and 1,200,000 shares of common stock at $3.00
per share. After the Commission instituted proceedings pursuant to
Section 8(d) of the Act, the registrant entered into a stipulation of
facts with our Division of Corporation Finance and consented to the
entry of a stop order.?

Among the deficiencies constituting the grounds for the issuance of
the Commission’s stop order were: (1) representations that the regis-
trant’s proposed production facilities were planned to be located near
manganese ore deposits, and stockpiles owned by the United States
Government, in Texas, Arkansas, Arizona, and New Mexico, without
disclosing that registrant had no assurance of obtaining any ores
owned by the government for beneficiation, and that it had no assured
source of raw materials and had not examined any stockpiles, mines
or mining properties with a view to locating potential sources of raw
material for its proposed plants; (2) representations concerning costs
of constructing plant facilities and operating cost estimates, which the
registrant conceded were inadequate and misleading; (8) the failure
to disclose that the registrant had not conducted any market survey
to determine whether any user of manganese ores would be interested
in purchasing its upgraded produce; (4) the failure to disclose the
current world price of manganese ores, and that on the basis of avail-
able information and present world prices for manganese, the Bruce

1 Securities Act Release No. 4202 (April §, 1960).
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’

Williams' Process is not economically feasible; (5) the failure to dis-
close that there was no market justification at that time for the con-
struction of any beneficiating plants to upgrade manganese ores; and
(6) the failure to disclose in a summary fashion in one place in the
early part of the prospectus under an appropriate heading the specu-
lative features of the registrant’s business and securities. The
Commission also found deficiencies, among others, with respect to the
disclosures contained in the financial statements, and representations
concerning the use of proceeds, securities proposed to be offered and the
amount of securities outstanding, compensation to be paid to the
underwriter and the underwriter’s relationship to the registrant and
the debt securities covered by the registration statement.

EXAMINATIONS AND INVESTIGATIONS

The Commission is authorized by Section 8(e) of the Act to make
an examination in order to determine whether a stop order proceeding
should be instituted under Section 8(d). For this purpose the Com-
mission is empowered to subpoena witnesses and require the produc-
tion of pertinent documents. The following table indicates the num-
ber of such examinations with which the Commission was concerned
during the fiscal year. - :

Examination pendmg at the beginning of the fiscal year __________ 4
Examinations initiated during the fiscal year 14
— 18
I]xammatlons in which stop order proceedings were authorized dur--
ing the fiscal year._______ R 1
‘Other examinations closed during the fiscal year—_______________ 7
— 8
Examinations pending at the end of the fiscal year_ . _______ 10

The Commission is also authorized by Section 20(a) of the Act to
malie an investigation to determine whether any provisions of the Act
or of any rule or regulation prescribed thereunder have been or are
about to be violated. Investigations are instituted under this section
as an expeditious means of determining whether a registration state-
ment is false or misleading or omits to state any material fact. The
following table indicates the number of such investigations with which
the Commission was concerned during the fiscal year.

Investigations pending at the beginning of the fiscal year__________ 15
Investigations initiated during the fiscal year _16
- 31
Investigations in which stop order proceedings were authorized
during the fiscal year 2
Other investigations closed during the fiscal year .. - - _____ 9
— 11

Investigatipns pending at the end of the fiscal year_ ... .. ______ 20



46 SECURITIES AND EXCHANGE COMMISSION
EXEMPTION FROM REGISTRATION OF SMALL ISSUES

Under Section 3(b) of the Securities Act, the Commission is em-
powered to exempt, by its 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 investors by
reason of the small amount involved or the limited character of the
‘public offering. The statute imposes a maximum limitation of
$300,000 upon 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-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 F:

Exemption for assessments on assessable stock and for assessable stock
offered or sold to realize amount of assessment thereon, up to
$300,000.*

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
Commission is authorized to adopt rules and regulations exempting
securities issued by a company which is operating or proposes to oper-
ate as a small business investment company under the Small Business
Investment Act. Acting pursuant to this authority, the Commission
has adopted a Regulation E which exempts upon certain terms and
conditions limited amounts of securities issued by any small business
investment company which is registered under the Investment Com-
pany Act of 1940. This regulation is substantially similar to the one
provided by Regulation A adopted 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 upon any person by Section 12(2)
or from the criminal liabilities for fraud imposed upon any person
by Section 17 of the Act.

Exempt Offerings under Regulation A

The Commission’s Regulation A implements Section 3(b) of the
Securities Act of 1933 and permits a company to offer and sell to the

11 Adopted July 30, 1959, Securities Act Release No. 4121.
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public, securities not in excess of $300,000 in any one year without
registration, if the company complies with the regulation. Upon com-
plying with the regulation a companyiis exempt from the registration
provisions of the-Act. A Regulation A filing consists of a notification
supplying basic information about the company, certain exhibits and
an offering circular which is required to be used in offering the securi-
ties. However, in the case of a company with an earnings history
which is making an offering not in excess of $50,000, an offering circu-
lar need not be used. A notification is filed with the regional office of
the Commission for the region in which the company has lts principal
place of business.

During the 1960 fiscal year 1049 notifications were filed under
Reouhtlon A, covering proposed offerings of $224,913,982, compared
with 854 notiﬁcations covering proposed offerings of $170,241,400 in
the 1959 fiscal year. Included in the 1960 total were 38 notifications
covering stock offerings of $9,412,523 with respect to companies, en-
gaged in the-exploratory oil and gas business and 37 notifications
covering offerings of $7,428,391 by -mining companies.

- The followmg table sets forth various features of the Re«ru]atlon A
offerings during.the past three fiscal ye‘mrs

Oﬁ’eriugs under Regulatwn A

Fiscal Year |
) 1060 | 1959 “1058
H * . - ; . .
$100 000 or Iess_____.____-_.___'.ﬁ ! L.l § 220 222 231
Over $100,000 but not over $200, 00n emmmmcmcmcmcaaan 216 162 165
Over $200,000 but not over $300,000_.... 613 |+ | 470 336
1,049 | - 854 732
Underwriters:

. Used-..oo._______ - ——— 450 318 243
Not Used .- 599 536 B 489
1,049 854, 732

Offerors: i '
Issuing companies. .. 1,021 797 704
Stockholders 27 31 28
Issuers and stockholders jointly. 1 26 0
1, 049 854 732

~ Most of the oﬁ'erings which were underwritten were made by com-
mercial underwriters, who participated in 398 offerings in 1960, 251
offerings in 1959, and. 185 offerings in 1958. The remaining cases
where commissions were paid were handled by officers, directors, or
other persons not regularly engaged in the securities business.

Suspension of Exemption . .

Regulation A provides for the suspenswn of an -exemption there-
under where, in general, the exemption is sought for securities for

568987—60——5
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which the regulation provides no exemption or where the offering is
not made in accordance with the terms and conditions of the regulation
or in'accordance with prescribed disclosure standards. Following 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 hear-
ing is requested within 830 days after the entry of.the temporary
suspension order and none is ordered by the Commission on its own
motion, the temporary suspension order becomes permanent.

~ During the 1960 fiscal year, temporary suspension orders were
issued in 75 cases as compared with 87 cases in the 1959 fiscal year.
Of the 75 orders, five were later vacated. Requests for hearing were
made in 15 cases. In six of such cases the requests were later with-
drawn; in one such case the suspension order was vacated; and as of
June 30, 1960, the proceedlngs in the remaining eight cases were still
pendlng

Fifteen cases were pending as of J une 30, 1959, in Whlch a hearing
was requested after a temporary suspension order had been issued.
Subsequently, in one of such cases the issuer withdrew its hearing
request and consented to the entry of permanent suspension order;
in five cases permanent suspension orders were entered by the Com-
mission after hearings; and in one case the Commission vacated the
suspension order. The remaining eight cases were still pending on
June 30, 1960, making a total of 16 cases pendlng as of thab date as to
which heamngs have been requested. -

Certain of the above cases are summarized below to illustrate the
misrepresentations and other noncompliance with the regulation
which led to the issuance of suspension orders.
 American Reserve Life Insurance Company.—This company
mailed to prospective investors a four-page brochure entitled
“Through Investments in Good Life Insurance Stock Your Money
Can Earn Money' For You.” The brochure was not filed with the
Commission. The Commission found. that it constituted sales ma-
terial used in- connection with the offering which was required by
Regulation A to be filed with the Commission prior to its use. In
addition, the brochure failed to state material facts necessary in order
to make the statements made therein not misleading, particularly
statements concerning the profits and investment return of stocks of
other insurance companies and their relationship to the profits and
investment return of the stock of American Reserve. The Commission
found that under the circumstances the offer of American Reserve
stock was, and its continued offering would be, in violation of Section
17 of the Act. "The Commission also found that American Reserve
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offered its stock in Idaho and Maryland which were not listed inits
notification among the jurisdictions in which the stock was to be
offered. - Regulation A provides that the offering shall not be made in
any jurisdiction not so listed until the Commission has been notified
of the issuer’s intention to offer the securities in the additional juris-
diction or jurisdictions.

- The. Commission concluded that a permanent suspension order
should be entered.*? .

Arizona Aviation and Missile Corporation.——The issuer is an Ari-
zona corporation formed in 1957 for the purpose of developing and
manufacturing safety and electronic components for aircrafts and
missiles. At the time of the issuer’s offering under Regulation A, it
had engaged in manufacturing only three items: a curtain rod, a ma-
chine for soldering electrical circuits and an electrical display lighting'
device.

The issuer delivered to the underwriter for use in the offering copies
of a reprint from a technical magazine, the use of which implied that
the issuer was active in the field of aviation safety design. This
reprint was not filed with the Commission as required by Regulation
A. In addition, the issuer sponsored, and its president participated
in, two television programs designed to further the sale of the issuer’s
stock. The issuer also failed to file copies of the scripts of these
programs with the Commission as required by Regulation A.

In order to publicize and further the offering and sale of its stock
the issuer caused to be published in a newspaper an article purporting
to describe the issuer’s business. This article contained misleading
statements and included a photograph which was misleading in that
it purported to show the opermtlons of the issuer but in fact showed
those of another company :

In view of the issuer’s failure to comply with the terms and condi-
tions of the regulation the Comm1s310n entered an order permanently
suspending the exemption.®® .

Condor Petroleum Co.; Inc.—This corporatlon, a Delaware cor-
poration, was organized in July 1957 for the purpose of exploring,
developing and drilling for oil on certain properties located primarily
in California. In its notification filed under Regulation A, the issuer
named as an underwriter a firm which was not qualified to so act be-
cause it had been enjoined in a suit brought by the Commission for
violation of the Commission’s net capital rule. When this fact was
brought to the issuer’s attention, the underwriting contract was can-
celled and another underwriting contract was entered into with an-

12 Securities Act Release No. 4200 (March 29, 1960).
13 Securities Act Release No. 4185 (August 31, 1959).
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other firm. This latter firm then entered into a sales contract with the
first named underwriter under which it was agreed that that firm
would be allowed certain commissions on all shares that it might sell
and a substantial share of the expense money which the issuer agreed
to pay in connection with the offering. No amendment to the notifi-
cation or offering circular was filed to disclose this agreement.

In the suspension proceedings under Regulation A the Commission
found that the terms and conditions of the regulation had not been
met for the reason that the first underwriter named was not qualified
to act as such, the second underwriter aamed was not the real under-
writer and the real underwriter being subject to.an injunction was
not qualified to act.

The Commission found that the statements in the notification and.
offering circular with respect to the identity of the underwriter were
false and misleading. The Commission also found, upon the basis
of ‘evidence produced in the proceedings, that the underwriter had
failed to deliver a copy of the offering circular to purchasers of the
securities as required by Regulation A. .

In view of the foregoing, the Commission entered an order per-
manently suspending the exemption under Regulation A.*

Gold Crown Mining Corporation.—This corporation was a Nevada
corporation organized in 1949 for the purpose of exploring, develop-
ing and operating certain gold mining properties located in California.
The subject proceeding was held to determine whether a temporary
suspension order entered in June 1958 should be vacabed or made
permanent.

Gold Crown’s offering circular stated that the offermg price of the
stock is $5.00 per share. However, during 1957 Gold Crown sold 2,500
shares at a price of $1 per share to five persons including four ofﬁcers
and directors and sold 590 shares to public investors at the stated offer-
ing price of $5 per share. The offering circular was not amended to
reflect the sale of 2,500 shares at the reduced price of $1 per share or
that 2,000 of such shares were sold to officers and directors. The Com-
mission found that the offering circular was materially false and mis-
leading in failing to disclose these significant facts and thereby would
operate as a fraud and deceit on subsequent purchasers. The Commis-
sion concluded that the assertion by Gold Crown that the sale of secu-
rities at $1 per share was an emergency measure to raise funds to meet
current operating expenses could not excuse the failure to disclose such
sales in the offering circular.

The secretary-treasurer of the company was its controlling stock-
holder and a director. Her two sons acted as underwriters in connec-

1 Securities Act Release No. 4152 (October 29, 1959).
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tion with the offering. In June 1958, following pleas of guilty, all
three of these persons were convicted by a California court of violating
the California Corporate Securities' Law. Those convictions were
based on sales of Gold Crown stock made in California. Rule 223 of
Regulation A, as then in effect, provided that the conviction of an is-
suer or any of its directors, officers or affiliates or any principal under-
writer furnishes ground upon which the Commission may suspend the
exemption if the conviction was one involving the purchase or sale of a
security. The Commission concluded that under all of the circum-
stances the issuance of an order permanently suspending the exemp-
tion under Regulation A was required.®

The Haratine Gas and Oil Company, Inc.—The issuer and the
underwriter for the offering requested a hearing on the question of
vacating a prior temporary suspension order but subsequently stipu-
lated to certain facts, waived a hearing and further procedures, and
consented to the entry of an order permanently suspending the exemp-
tion. On the basis of the record the Comm1s31on made the following
findings: :

Sales material was used in connection with the offering which had
not been filed with the Commission prior to such use as required by
Regulation A. Certain of this sales material contained untrue state-
ments of material facts or omitted to state material facts necessary
in order to make the statements made not misleading, particularly
with respect to statements that the stock being offered had a current
‘market price of $1.50 per share, that Haratine had “substantial hold-
ings near the largest oil strike in the last 40 years east of the Missis-
sippi,” that it had sizeable holdings in the vicinity of “the greatest gas
well” in a certain area, and that a new well alleged to be in the same
area had original rock pressure over ten times greater than a previous
big well and “promises a potential production of fabulous statistics.”

+ In view of the nature of the false and misleading statements in the
sales material and the failure to file such material in accordance with
Regulation A, the Commission concluded that an order permanently
suspending the exemption should be entered.:®

Hart Qil Corporation.—This corporation was organized in the
State of Washington in 1957 for the purpose of acquiring and de-
veloping oil and gas leases. It issued 921,850 shares of its-stock to
its president and its counsel in the amounts of 631,850 shares and
290,000 shares respectively. It was stated that these shares were issued
for the assignment of certain leases and for legal services.

The offering circular did not reveal the cost of the leases to the
company’s promoters or that such leases had been acquired by the

15 Securities Act Release No. 4177 (January 19, 1960).
16 Securities Act Release No. 4112 (July 14, 1959).
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‘company for stock. The total cash cost of the leases to the promoters
was about $8,500 whereas the stock received by the two individuals
would have had a total value of $231,185 at the public offering price.
If all of the shares in the proposed offering had been sold at the public
offering price the public would have owned approximately 52 percent
of the outstanding stock at a cost of $250,000 and.the promoters
would have owned 48 percent of the stock for a cash outlay of ap-
proximately $9,000. The Commission found that the failure to dis-
close these facts in the offering circular was a material omission.

The offering circular was also materially deficient in failing to dis-
close the existence of landowners’ royalty interests in two of the
leases and that minority working interests in such leases had been
sold to about 17 other persons. Furthermore, one of the leases had
expired prior to the filing under Regulation A and there was an
undisclosed forfeiture provision in another lease which caused the
company to lose the lease by the time of the hearing because of
failure to fulfill its drilling commitment.

The offering circular was also false and misleading with respect
to the information set forth regarding the production from, and
the productivity of, the leases and the. quality of the oil obtained
therefrom. In addition, the balance sheet filed with the notification
was not prepared in accordance with the requirements of Regulation
-A and no statement of cash receipts and disbursements was furnished
as required by the regulation.

The Commission entered an order permanently suspending the
exemption under Regulation A.'7

Illowata Oil Company.—In a previous findings and opmlon in
proceedings to determine whether a temporary suspension should
be vacated or made permanent, the Commission held that the com-
‘pany’s notification and offering circular, among other things, con-
tained a materially misleading statement respecting the prospect of
oil recovery from a 200-acre oil and gas lease on which the company
had an option, but decided to consider a revised offering circular
submitted by the company during the proceedings.®

It was noted that although the expiration date of the company’s
option on the lease, which was the company’s sole asset, had passed,
the revised offering circular did not indicate whether the option had
been or could be extended. The issuer, despite the fact that it knew
it did not have and probably could not obtain a renewal of the option,
failed to disclose such fact to the Commission in oral argument in
the proceedings and thereafter stated that the final offering circular
would refer to a subsisting option. The Commission was of the

17.8ecurities Act Release No. 4147 (October 9, 1939).
18 Securities Act Release No. 3999 (December 4, 1958).
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opinion that the company had not demonstrated such good faith
and other mitigating circumstances in connection with the non-dis-
closure as to warrant vacating the temporary suspension order, and
it concluded that the suspension should be made permanent.®

Texas-Augello Petroleum Exploration Co.—The issuer was an
Alaska corporation organized in 1957 for the primary purpose of
acquiring and exploring certain oil and gas leaseholds in Texas. Ac-
cording to the offering circular, the proceeds of the proposed offering
were to be used primarily for drilling a well on a specified lease. The
Commission found that the offering circular was misleading in includ-
ing detailed data for drilling to a certain formation on that lease and
in failing to disclose that there was only a remote chance of producing
from that formation. In this connection, it found that the offering
circular should have disclosed that a dry well previously drilled on
the lease was not a wildcat well but had been drilled after completion
of two producing wells on nearby properties with the benefit of com-
pletion records and other information relating to. those wells, and
could be considered an adequate test for that formation on the issuer’s
lease.

The Commission also held that the offering circular was misleading
in stating that except as disclosed therein the issuer’s officers, directors
and promoters had no direct or indirect interest in its properties, when
in fact the mother of the issuer’s principal promoter was the lessor
of its primary lease. The Commission further found that the offering
circular was misleading in failing to make it clear that there was only
a remote chance of obtaining a profitable recovery from one of the
company’s other leases.

An order denying the issuer’s request -for withdrawal of its notifica-
tion and permanently suspending the exemption was entered.*

Wey-Do Manufacturing Co., Inc.—The company was a New York
corporation incorporated in 1955 for the purpose of merchandising a
preparation claimed to be able to control dandruff and excessive hair
loss. The notification stated- that the securities would be offered for
sale only in the State of New York whereas the offering was made
in several other states as well. The notification also stated that no
offering circular would be used in connection with the offering, al-
though the use of an offering circular was required and one was filed
asan exhibit to the notlﬁcatlon

Wey-Do admitted, and the Comm1s51on found, that the offering
circular was deficient in that it failed to disclose the amount of ex-
penses of the issuer in connection with the offering, the method by

19 Securities Act Release No. 4127 (August 10, 1959).
20 Securities Act Release No. 4113 (July 21, 1959).
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which the securities were to be offered, the remuneration of the com-
pany’s officers and directors, the stock holdings and other interests of
directors and officers, the percentage of outstanding securities to be
held by dlrectors, officers and promoters and by the public, assuming
the entire issue were sold or the issuer’s contingent liability for sales
of unregistered stock during the previous year. - The offering circular
also failed to include an adequate statement of the purposes for which
the proceeds of the oﬂ'ermg would be used or to contam the required
financial statements.

In view of the extensive and serious deficiencies the Commission
refused to permit the withdrawal of the notification as requested by
the issuer and entered an order permanently suspendmcr the
exemptlon a

Exempt Oﬂ'ermgs Under Regulation B

During the fiscal year ended June 30, 1960, 328 oﬂ’erlng sheets were
filed pursuant to Regulation B and were examlned by the Oil and
Gas Section of the Commission’s Division of Corporation Finance.
During the 1959 fiscal year, 160 offering sheets were filed and during
the 1958 fiscal year, 109 were filed. The following table indicates the
nature and number of Commission'orders issued in connection with
such filings during the fiscal years 1958-60. The balance of the
offering sheets filed became eﬁ'ectlve without order.

Action taken on offering sheets filed under Regulation B

Fiscal years
1060 1959 1958

Temporary suspension orders - 7. 4 9

Orders terminating proceeding after arwendment .. voooceeono .. 6 1 1

Orders fixing effective date of amendment (no proceeding pending)._. 138 87 60
Orders consenting to withdrawal of offering sheet (no procéeding

PeNAING) .o e e e 11 2 3
Orders consenting to withdrawal of offering sheet and terminating

proceeding . 2 2 2

Total number of orders.. 164 96 75

Reporis 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 aid
the Commission in determining whether violations of law have oc-
curred in the marketing of such securities. The following table shows
the number of sales reports filed under Regulation B during the past
three fiscal years and the aggregate dollar amount of sales durmg
each of such fiscal years.

A Securities Act Release No. 4142 (September 11, 1959).
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Reports of sales undeyj Regulation B

Fiscal years
- 1960 1959 1958
Number of sales reports filed._ 4,425 1, €689 1,712
Aggregate dollar amount of sales reported ..................... $2, 833,457 $1,204, 751 $1, 093, 362

Exempt Offerings Under Regulation F

On July 30, 1959 the Commission adopted Regulation F, which
provides an exemption from registration under the Securities Act
for assessments and delinquent assessment sales in amounts not exceed-
ing $300,000 in any one year and requires the filing of a simple notifi-
cation giving brief information with respect to the issuer, its man-
agement, principal security holders, recent and proposed assessments
and other security issues. The only information which a company
is required to send to its stockholders, or otherwise publish, is a state-
ment 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 assessment, copies of such literature must be filed
with the Commission. ©

During the 1960 fiscal year, 44 notifications were filed under Recru-
lation F, covering assessments of $1,234,000. Regulation F notlﬁca-
tions were filed in three of the nine regional offices of the Commission ;
1.e., the Denver, San Francisco, and Seattle regional offices. TUnder-
writers were not employed in any of the Regulation F assessments and
in no case did the assessment exceed $135,000.

The following table sets forth the number and dollar amount of
Regulation F filings in each of the three reglonal offices durm«r each
quarter of the 1960 fiscal year:

Quarterly Regulation F filings by regions

Sept. 30, Dec. 31, March 31, | June 30, ' Total by
1959 1959 . 1960 1960

Regions
Denver.. : 3 4o - o3 3 13
San Francisco. . 0 3 10 5 18
Seattle 3 4 1 5 13
Dollar amount filed (in thousands)..__.... < $106 $274 Y41 $383 *31, 234

*Aggregate dollar amount filed in fiscal 1960.

Regulation F provides for the suspension -of an exemption there-
under, as in Regulation A, where the regulation provides no exemption
or where the offering is not made in accordance with the terms and
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conditions of the regulation, or in accordance with prescribed dlS-
closure standards.

. Two Regulation F filings were temporarily suspended in fiscal
1960 for alleged false and misleading statements in the sales material
used. Requests for hearings were madé with respect to both of these
suspensxons shortly after theend of the fiscal year.

LITIGATION UNDER THE SECURITIES ACT OF 1933

The Commission is authorized by the Securities Act to seek in-
junctions in cases where continued or threatened violations of the Act
are indicated, including violations of the registration and anti-fraud
provisions of the Act. Some of the more significant- cases are de-
scribed herein. Additional actions in which violations-of the Secu-
rities Act are present and which also involve violations of other
statutes are described under the other statutes.

Three very 1mportant decisions involving attempts to evade the
registration provisions of the Act were rendered by Courts of Appeals
during the fiscal year. In S.E.C. v. Culpepper, et al.?? the Court of
Appeals for the Second Circuit affirmed the issuance of an injunction
by the district court restricting sales of unregistered stock of Micro-
Moisture Controls, Inc. This company had exchanged a block of its
unregistered stock for the assets of a Canadian company which pur-
portedly distributed the stock to its 31 stockholders; virtually all of
whom immediately gave a power of attorney to the same person to
sell their stock, and he commenced selling the stock through broker-
dealers in the United States. The court held that such brokers were
underwriters within the meaning of the Act and not exempt from the
registration requirements, notwithstanding that there was no conven-
tional or contractual privity with the issuer, and that one of the
brokers was selling for two members of the control group owning only
114 percent of the stock. The court also reaffirmed the holding in its
1941 decision in S.E£.C. v. Chinese Consolidated Benevolent Assn.
that, even where an individual himself does not come within the defini-
tion of an underwriter, his transactions are not exempt if he engages
in steps necessary to a distribution by an issuer. The court also made
it clear that cessation of illegal activities prior to the institution of an
action is no bar to the issuance of an injunction, even in the case of one
of the brokers who had gone out of business prior to the trial. The
brokers had argued that the granting of the injunction could be used
as the basis of revocation of their registrations, but the court held that
the possible effect of the injunction in future rev ocwtlon ploceedmfrs
was hot germane to the court’s determination.

2270 F. 2d 241 (September 10, 1959).
2120 F. 24 738.
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In 8.E.C. v. Guild Films, et al.* the Court of Appeals for the
Second Circuit affirmed the District Court’s order of preliminary in--
junction restraining two banks from selling to the public unregistered
stock which had been “pledged” with them in connection with a loan
on which there had been a default. The district court held that in this
case there had not been any “pledge” at all; that it had been the
intention of both the “pledgor” and “pledgee” that the stock was to be
sold to the public. On appeal, in response to the contention by the
banks that they were bona fide pledgees and had accepted the stock
in “good faith,” the Court of Appeals reasserted the principles set
forth in its Culpepper and Chinese decisions, and stated :

“The ‘good faith’ of the banks is irrelevant to this purpose. It would be of
little solace to purchasers of worthless stock to learn that the sellers had

- acted ‘in good faith.” Regardless of good faith, the banks engaged in steps

necessary to this public sale, and cannot be exempted.”

In Hillsborough Investment Corporation et al. v. S.E.C., the cor-
portation and its General Manager, Roger Mara, had been prelimi-
narily enjoined with respect to certain securities which they had sold
assertedly in reliance on the intrastate exemption of the Securities Act.
The exemption, however, was unavailable because of out-of-State
sales. After the entry of the preliminary injunction, Hillsborough
iindertook to create “new” securities, which were to be exchanged with
its existing shareholders who were residents of New Hampshire, the
balance to be offered to residents of that State. The District Court
{ound this to be “an open and calculated attempt to avoid the prelimi-
nary enjoining order” and issued a permanent injunction extending
to “any of the securities of the Hillsborough Investment Corporation.”

The Court of Appeals for the First Circuit affirmed,® stating that
the sale of these substitute securities would be, in effect, merely a con-
tinuation of the sale of the no longer exempt securities, and conse-’
quently a violation of the Act. The Court pointed out:

“An issuer that has lost the exemption as to one issue of securities by a
non-resident sale, does not have the opportunity to regain the legal use of
interstate facilities or the mails by halting the non-resident sales and con-
fining itself to sales to residents. But this is just what appellants seek by
means of the substitute capitalization plan.”

An important question as to whether or not a particular transac-.
tion involved a “security” arose in S.E.C. v. Los Angeles T'rust Deed .
Mortgage Exchange?® The District Court, following a 37-day trial,-
permanently enjoined the corporate defendants and certain of their
managing officers from violating the registration and antifraud pro-

2% May 19,-1960, Docket No. 26039,
=976 F. 2d 665 (1960).
% U,8.D.C. 8.D. Cal., No. 261-58-TC.
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visions of the Securities Act and the Securities Exchange Act in the
sale of securities issued in connection with an investment plan and
appointed a receiver to carry out the orderly liquidation of the cor-
porate defendants. The investment plan, designated as the Secured
10 Percent Earnings Program, was based upon the sale to the public
of discounted real estate trust deeds and mortgages.

The District Court found that the instruments sold by defendants
were securities in at least three aspects: (1) a note, secured by a deed
of trust and delivered to an investor, was an “evidence of indebted-
ness”; (2) certain recipts, issued to evidence an investor’s deposit of
funds pending selection for the investor of a note and deed of trust,
were securities; and (3) the instruments issued in connection with the
plan and Whlch are accompanled by defendant’s services of collec-
tion, screening, processing, repurchasing or reselling, were “invest-
ment contracts.”

The District Court found that to facilitate the sale of these securi-
ties the defendants made material misleading statements. While cer-
tain of the statements contained in the defendant’s sales literature
had been characterized by the Court of Appeals as mere “puffing”
when the action was before that court on review of the preliminary
injunction,?” the District Court concluded that on the basis of the
more extensive proof of fraud and deceit available at the trial, the
anti-fraud provisions of the Securities Act and Securities Exchange
Act were violated in the sale of these securities.

After the defendants filed notices of appeal, their motion for a
stay of the District Court’s decree pending appeal was granted in
certain respects. The Court of Appeals did not stay, however, the
appointment of the receiver who took possession of the assets of the
corporate defendants to maintain, conserve and. preserve them. At
the close of the fiscal year, the case was pending before the Court of
Appeals and the receiver was having an audit conducted of the
corporate defendants.

The Commission instituted litigation against two Maryland corpora-
tions called “savings and loan associations”: First Capitol Sawings &
Loan Assoc., Ine. and American Seal Savings & Loan Assoc., Ine.
These companies were originally operated from New Jersey by one
James G. Sorce, Jr. Upon receipt of information indicating that
First Capitol was soliciting deposits by fraudulent representations,
the Commission filed a complaint against it and Sorce.?® To avoid
complying with a subpoena for examination of their books, defendants -

21 L,08 Angeles Trust Deed & Mortgage Exchange v. 8.E.C., 264 F. 24 199, 209 (C.A. 9,
1959). For earlier aspects of this case see 24th Annual Report,. pp. 61-52, and 25th
Annual Report, p. 51. \

# 7.8.D.C. D. Md. No. 12115, (



TWENTY-SIXTH ANNUAL REPORT 59

consented to an injunction restraining violations of the antifraud and
registration provisions of the Act. Almost immediately thereafter,
however, it was discovered that identical advertising was being placed
on behalf of American Seal, also operated by Sorce.

‘A second injunctive action alleging violation of the antifraud pro-
visions # was filed and a motion made to examine the books and
records of American Seal. The motion was granted but the diffi-
culties encountered in obtaining the records raised questions con-
cerning the soundness of the company’s financial condition. Although
defendants again offered to consent to an injunction (which would
have terminated the litigation), the Commission amended its com-
plaint to allege that the funds of American Seal and First Capitol
were being intermingled; that their assets were being wasted and
dissipated by defendant Sorce; that their officers and directors had
abandoned their responsibilities and that, for the protection of publie
investors, it was necessary that a receiver be appointed to audit the
affairs of both companies. Defendants moved to dismiss the amended
complaint on the ground that the Commission had no authority to
seek the appointment of a receiver. The Court, relying on prior -
decisions and the ruling of the Court in the Los Angeles Trust Deed
case,® denied the motion. Thereafter, at the opening of the hearing
of the Commission’s motion for a receiver, defendants consented to
the appointment of a conservator with powers similar to those of ‘a
receiver pendente lite and such conservator was directed to have
an audit made of the affa,lrs of the two companies. This audit is now
in progress.

Lewisohn Copper Corp. v. 8.E.C.#* was a petition for review of an
order of the Commission dated March 18, 1958, which had suspended
a Regulation A exemption, had suspended the effectiveness of a regis-
tration statement, and had denied leave to withdraw the registration
statement. The petition for review was dismissed for lack of
prosecution.

In 8.E.C. v. American Dryer Corporation, et al.** the Commission
brought suit to enjoin a scheme to sell unregistered shares of Ameri-
can Dryer Corporation by the use of dimmies and nominees. Perma-
nent injunctions were entered by consent against all but three of the
defendants against whom the action was pendlno' at the close of the
fiscal year.

In S8.£.0C. v. International Planning Inc.® the Commission filed a
complaint which sought an injunction against IPI and its officers

2 .8.D.C. D. Md. No. 12172,

30 See supra, note 27.

31 C.A. 9, No. 16,016.

2 UJ.8.D.C. 8.D. N.Y. No. 60-385.
3 U.8.D.C. D.C. No. 635-60.
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whose specialty was the sale of IPI stock to United States service-
men overseas. The Commission charged that the sales were made in
violation of the registration provision of Section 5 and the antifraud
provision of Section 17 of the Securities Act. IPI agents sold the
stock to service men in Weisbaden, Germany, and at other large con-
centrations of United States Service personnel. The misrepresenta-
tions and misleading statements used to boost the sale of IPI stock
caused Air Force officials in Germany to bar IPI solicitations on its
installations. .

The Commission obtained service on several defendants in the Dis-
trict of Columbia, but failed to reach Robert C. Buffkin, its president,
who has remained in Europe with the firm’s books. The case is still
pending.

In 8.E.C. v. Security Credit Corporation, et al.’* the defendants
were charged with violations of the registration requirements and
anti-fraud provisions of the Securities Act. The Commission’s com-
plaint alleged that the defendants—Security Credit Corporation, a
Nevada corporation, Dow & Company, a Utah corporation, and Eldon
C. Harris were making misleading representations with regard to:
the declaration of dividends; the consummation of firm underwriting
agreements; the maintenance of a primary market for the purchase
and sale of securities; the advertising of fictitious bids; representation
as a registered broker-dealer and implying registration as a broker-
dealer with the Commission; and the maintenance of “mail drops”
which are representated as legitimate principal or branch offices.

In S.E£.C. v. Fall River Exploration and Mining Company, et al.*
the Commission filed a complaint seeking to enjoin defendants from
violating Sections 5(b) and 10(a) of the Securities Act in the delivery
of the stock of Fall River. Section 10 requires that where a prospec-
tus is used more than nine months after the effective date of the regis-
tration statement, the information therein must be as of a date not
more than 16 months prior to the date of its use. The complaint al-
leged that a registration statement relating to the stock of Fall River
which became effective on August 18, 1958, contained financial infor-
mation no more recent than May 31, 1958, and that such a prospectus
used after October 1, 1959 did not meet the requirements of Section
10(a) of the Act. The Court entered an order preliminarily enjoin-
ing defendants from using a prospectus which does not meet the
requirements of Section 10, and from delivering stock of Fall River
unless preceded or -accompanied by a prospectus which meets the
requirements of Section 10.

3 U.8.D.C. D. Utah, No. C-87-60.
% 0.8.D.C. W.D. Colo. No. 6717.
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A number of actions involved fraud in the sale of securities of oil,
gas and mining companies. In S.£.C. v. Mon-O-Co Corporation *
the Commission brought suit to enjoin the corporation, Ben Haugner
and Frank LeCocq from further violations of the registration and anti-
fraud provisions of the Securities Act. The Commission’s complaint
charges that the defendants have been selling certificates of interest
and fractional undivided interests in oil, gas and other mineral rights
in the development and operations of oil and gas wells located in the,
Fertile Prairie Oil Field situated in Montana, and that the defend-
ants’ selling activities included the making of false representations
and omissions of material facts, namely: the background, experience
and success of Mon-O-Co Oil Corporation, Ben Haugner and Frank
LeCocq in the oil and gas business; previous administrative proceed-.
ings taken by the Commission in connection with proposed offering of
Mon-O-Co’s stock because of false and misleading statements and
omissions concerning its properties in the Fertile Prairie Field; the
rights and obligations of those who purchase interests in the develop-
ment of a certain oil and gas well; and costs of development of said
well; and production to be expected therefrom.?”

In S8.E.C. v. A. B. Rhine, et al® the Commission’s complaint in-
seeking injunctive relief and the appointment of a receiver, alleged
that the defendants were engaged in a fraudulent device in the sale
of fractional undivided interests in oil wells to investors by which de-'
fendants obtained in excess of $5 million; that in selling these frac-’
tional interests’ they employed what is known as a Ponzi scheme
whereby the defendants paid back to purchasers sums which they'
represented to be returns from the sale of oil from such wells when,
in truth, the payments were actually made from the funds which the
investors had advanced for the purchase of their interests in the oil
wells. By order of the Court, filed November 30, 1959, the defend-
ants were preliminarily enjoined by consent and a receiver was ap-
pointed. Following a report of the receiver, a final judgment was
entered by consent enjoining the defendants, A. R. Rhine, doing busi-
ness as Rhine Petroleum Industries, Majestic Petroleum Company,
and James M. Paddock from further violations of the antifraud pro-
visions of the Securities Act of 1933. Thereafter, the case was tra,ns-
ferred to the Bankruptcy Division of the Court.

Injunctions obtained in other cases involving violations of the regis-
tration or anti-fraud provisions or both include: S.£.C. v. Doman

3 7.8.D.C. W.D. Wash. No. 5070.
a7 A final decree was entered against respondents, with their consent, on ‘August 1, 1960.
3 U.8.D.C. D. Colo. No. 6615,
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Helicopters,® 8.E.C. v. Vanco® S:E.C.v. Haley, ** S.E.C. v. Pruden-
tial Oil Corporation? S.E.C. v. Clinton Mining Co.,* 8.E.C. v. Jud-
son Commercial Corp.** S8.E.C. v. Camdale Corporation® S.E.C. v.
American Television & Radio Co.,*® S.E.C. v. Belmont Oil Corpora-
twn,‘" S.E.C.v. Globe Securities 00rp S8 S.E.C. v. Herbert Rapp, do-
ing business as Webster Securities Co.,° 8.E.C. v. Trans-Southern Oil .
Development Corp.® S.E.C. v. Tmns»Globe Lease and Lond Ex-
change, Inc.5* 8.E. C. v. Tidelands Oil and Gas Corporation®* S.E.C.v.
Jacwin & Costa, Inc.’>: S.E.C. v. Poff5* 8.E.C. v. Southiwvestern Iron
& Steel Industmes [nc # 8.E.0. v. Spindletop Petroleum Corp.
S8.E.C.v. Television Industmes, Ine.”" 8.E.C. v. Barnstable Bay, Inc.,®
and 8.£.C.v. Platalloy Corp.”®

Other cases alleging such violations which are pending 1nclude
8.E.C.v. Bost® 8.E.C.v. American Barides and Reduction Co. , Ine. Bt
S.E.C.v. Sterlmg Mining and Milling Co., Inc..% and SEC. v Bald
Eagle Miring Co 5

Subpoena Enforcement Action under Securities Act of 1933

In 8.E.C. v. Dobies* the United States District Court for the West-
ern District of Virginia.entered an order enforcmg a subpoena duces
tecum issued by the Commission and served upon Arthur F. Dobie-in
connection with a Commission investigation. Dobie had previously
refused, to testify in the investigation being conducted by the Com-
mission into possible violations of the registration and anti-fraud pro-
visions of the Securities Act of 1933 by John Mllton Addison and
others.

% U.8.D.C. 8.D. N.Y. No. 150-189.

‘40 7U.8.D.C. D N.J. No. 737-58. ~
4 U.8.D.C. B.D. Mich. No. 19,245,
“27.8.D.C. D. Conn. No. 8349.

# 7.8.D.C. E.D. Wash. No. 18486.
“ U.8.D.C. 8.D. N.Y. No. 60-1713.
4 U.8.D.C. 8.D. Texas No. 13077,
46 U.8.D.C. D. Minn. No. 3-60-75..

4" U.8.D.C. S$,D. N.Y. Nos. 147-361 and 149-60.
4 7.8.D.C. S.D. N.Y. No. 132-343. ’
4 U.8.D.C. S.D. N.Y. No. 132-344. :°
% U.8.D.C. 8.D. N.Y. No. 153-380.

51 0.8.D.C. D. D.C. No. 3299-59. °
52 7.8.D.C. W.D. Wash. No. 5068.
5 U.8.D.C. 8.D, N.Y. No. 152-211.
52 U.8.D.C. N.D. Texas No. 4193. _
% U.8.D.C. D. Ariz. No. 1175T.
% U.S.D.C. D. Ore. No. 502-59,
57 U.8.D.C. 8.D. N.Y. No. 60 Civ. 1023.
5 7.8.D.C. D. Mass. No. 60-197F.

- #7.8.D.C. 8.D. Calif. No. 196-60Y.
€ 7.8.D.C. D. Md. No. 12145.
¢ U.8.D.C. N.D. Ill. No. 60 C 738.
% 7.8.D.C. N.D. 1L No. 60 C 739.
6 7.8.D.C. 8.D. Cal. No. 2399.
8 7.8.D.C. W.D. Va. No. 1003.
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In 8.E.C. v. Standard Securities Service Corporation and Albert
7. Schrader the Commission made application for an order to re-
quire the defendants to appear and produce certain records of the
corporation in the Commission’s investigation into the activities of
Certified Credit Corporation, Houston Financial Corporation; Daniel
E. Armel, Claude L. Alden, Jr., Joseph S. Maniscalco, Richard Lee,
Standard Securities Service Corporation and Albert Schrader for
possible violation of the registration and anti-fraud provisions of
the Securities Act. The matter was dismissed on motion by the Com-
mission after the defendants appeared before an officer of the Commis-
sion and produced the requested records.

In 8.£.0. v. John A. Noonan the Commission applied for an
order requiring defendant to appear, produce and identify certain
books and records previously subpoenaed. The Court ordered de-
fendant to obey the subpoena

SUITS AGAINST THE COMMISSION

On January 9, 1960 William Leighton filed a petition for rehearing
of a petition for review which had been dismissed by the Court in
February 1955 in William Leighton v. 8.E.C.* The petition for
review had sought review of a Commission determination that it was
without jurisdiction to institute an action to compel the American
Express Company to register its “travelers checks” under the Secu-
rities Act. The Court had held that the determination sought to
be reviewed was a matter committed to the Commission’s dlscretlon
by Section 20 of the Securities Act, and was not reviewable under
Section 9(a) of the Act or Section 10 of the Administrative Procedure
Act.®® Certiorari was denied by the Supreme Court.® In the peti-
tion for rehearing petitioner alleged that J. Sinclair Armstrong, who
had been a member of the Commission when the above determination
was made in 1954, was biased at the time because he was employed
about five years later by the United States Trust Company, a corpora-
tion which, petitioner alleged, has a-director in common with the
American Express Company and another director in a law firm repre-
senting the American Express Company. On March 14, 1960 the
Court denied the petition.

In 1958 a judgment had been entered by consent in 8.£.C. v. Farm
and Home Agency, Inc., et al.™ permanently enjoining the defend-

6 U.S.D.C. 8.D. Texas Misc. No. 40.

% .8.D.C. D. Mass. No. 60—42MC EBD.
7 C.A.N.C. No. 12,404.

65221 F. 2d 91.

% 350 U.S. 825.

% U.8.D.C. 8.D. Ind. No. IP 58-C-83.

568987—60——6
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ants from violating the registration provisions of the Securities Act
in the sale of the stock of Farm and Home. Defendants later filed
a motion to vacate that decree and a motion seeking to enjoin the
Commission from investigating, prosecuting, or presenting any evi-
dence to a grand jury pertaining to the alleged violations of the Secu-
rities Act involved in the consent decree. The District Court denied
both motions. The defendants appealed, arguing that the McCarran-
Ferguson Act of 1945 exempted the securities of insurance com-
panies from the registration requirements of the Securities Act and
that, therefore, the prior judgment was void for lack of jurisdiction.
The Court of Appeals for the Seventh Circuit affirmed the denial of
defendant’s motions,” and the Supreme Court denied certiorari.”

In Callahan Consolidated Mines, Inc., et al. v. 8.E.C.™ the plain-
tiffs filed a complaint seeking a judgment declaring Rule 136, an
amendment to Rule 140 and Regulation F adopted by the Commis-
sion under the 1933 Act to be void and enjoining the Commission
from enforcing the same. The action was dismissed by stipulation
of the parties. '

Gearhart & Otis, Inc. v. 8.E.C.™ involved an appeal from an order
of the District Court denying the motion of Gearhart & Otis to rein-
state and enforce certain subpoenas it was attempting to serve upon a
member of the Commission and members of its staff in connection
with an administrative proceeding under Section 15 of the Securities
Exchange Act. On September 8, 1959 the Court of Appeals dis-
missed the appeal on the motion of the Commission for failure of the
appellant to comiply with the rules of the Court.

7270 F. 24 891,

. 7362 U.8. 903.
= U.8.D.C. D. Idaho No. 2215-N.
7 C.A.D.C. No. 15064.



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 directors, 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, 1960, 13 stock exchanges were registered under the
Exchange Act as national securities exchanges:. -

American Stock Exchange * - Pacific Coast Stock Exchange

Boston Stock Exchange . Philadelphia-Baltimore Stock Exchange
Chicago Board of Trade Pittsburgh Stock Exchange

Cincinnati Stock Exchange Salt Lake Stock Exchange

Detroit Stock Exchange " San Francisco Mining Exchange
Midwest Stock Exchange ’ Spokane Stock Exchange

New York Stock Exchange

Four exchanges were exempted from registration by the Commission
pursuant to Section 5 of the Act:
Colorado Springs Stock Exchange Richmond Stock Exchange
Honolulu Stock Exchange Wheeling Stock Exchange

The New Orleans Stock Exchange ceased activity on October 30,
1959 and withdrew its registration as a national securities exchange on
December 31, 1959. :
Disciplinary Actions

Each national securities exchange reports to the Commission disci-
plinary actions taken against its members for violation of the Secu-
rities Exchange Act of 1934 or of exchange rules. During the year

65
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seven exchanges reported 38 cases of such disciplinary action, includ-
ing imposition of fines aggregating $42,800 in 26 cases; the suspension
of two individuals and the expulsion of another individual from allied
membership; the suspension of another individual and his firm from:
membership; the revocation of a specialist registration in one case;,
and the censure of a number of individuals and firms.

REGISTRATION OF SECURITIES ON EXCHANGES

It is unlawful for a member of a natlonal securities exchange or a
broker or dealer to effect any transaction in a security on such exchange
unless the security is registered on that exchange under the Securities
Exchange Act or is exempt from such registration. In general, the
Act exempts from registration obligations issued or guaranteed by a
State or the Federal Government or by certain subdivisions or agen-
cies thereof and authorizes the Commission to adopt rules and regula-
tions exempting such other securities as the Commission may find
necessary or appropriate to exempt in the public interest or for.the
protection of investors. Under this authority the Commission has
exempted securities of certain banks, certain securities secured by
property or leasehold interests, certain warrants and, on a temporary
basis, certain securities issued in substitution for or in addition to
hsted securities.

-Section 12 of the Exchange Act prov1des that an issuer may register
a class of securities on-an.exchange by filing with the Commission and
the exchange-an application which discloses pertinent information
concerning the issuer and its affairs. Such an application requires the
furnishing of information in regard to the issuer’s business, capital
structure, the terms of its securities, the persons who manage or control
its affairs, the remuneration paid to its officers and directors, the allot-
ment of options, bonuses and profit-sharing plans and financial state-
ments certified by independent accountants.

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

Section 13 requires -issuers having securities registered on an ex-
change to file periodic reports keeping current the information fur-
nished in the application for registration. These periodic reports
include annual reports, semi-annual reports, and current reports. The
principal annual report form is Form 10-K which is designed to
keep up-to-date the information furnished in Form 10. Semi-annual
reports required to be furnished on Form 9-K are devoted chiefly to
furnishing mid-year financial data. Current reports on Form 8-K
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are required to be filed for each month in'which any of certain speci-
fied events have occurred. A report on this form deals with matters
such as changes in control of the registrant, important acquisitions
or dispositions of assets, the institution or termination of important
legal proceedings and important changes in the issuer’s capital securi-
ties or in the amount thereof outstanding.

Statistics Relating to Registration of Securities on Exchanges .

As of June 30, 1960, a total of 2,307 issuers had 3,894 classes of
securities listed and reglstered on natlonal securities exchanges, of
which 2,705 were classified as stocks and 1,189 as bonds. Of these
totals, 1,317 issuers had 1,531 stock issues and 1,137 bond issues listed
and registered on the New York Stock Exchange. Thus, 57 percent
of the issuers, 56 percent of the stock issues and 96 percent of the bond
issues were on the New York Stock Exchange.

During the 1960 fiscal year, 165 issuers listed and registered securi-
ties on a national securities exchange for the first time, while the
registration of all securities of 94 issuers was terminated. The total
number of applications for registration of classes of securities on
exchanges filed during the 1960 fiscal year was 255.

The following table shows the number of annual, semiannual and
current reports filed during the fiscal year by issuers having securities
listed and registered on national securities exchanges. The table also
shows the number of such reports filed under section 15(d) of the
Securities Exchange Act of 1934 by issuers obligated to file reports by
reason of having publicly offered securities effectively registered under
the Securities Act of 1933. The securities of such issuers are traded
generally in the over-the-counter markets. As of June 30, 1960, there
were 1,818 such issuers, including 275 that were also registered as in-
vestment companies under the Investment Company Act of 1940.

Number of annual and other periodic reports filed by issuers under the Securities
Exchange Act of 193} during the fiscal year ended June 30, 1960

Number of reports
filed by

Type of reports Listed is- | Over-the- | Total re-
. suers filing | counter is- | ports flled

reports | suers filing | .
under sec. reports

13 under sec.
15(d)
Annual reports on Form 10-K, etc. 2‘, 241 1,560 3,801
Semiannual reports on Form 9-K. . 1,749 1,011 2,760
Current reports on Form 8-K, etc. 3,757 1,971 5 728

Total reports filed . 7,747 4,542 12,289




68 SECURITIES AND EXCHANGE COMMISSION

MARKET VALUE OF SECURITIES TRADED ON EXCHANGES

The market value on December 31, 1959, of all stocks and bonds
admitted to trading on one or more stock exchanges in the United
States was approximately $444,799,246,000. ‘

Number Market value
of issues Dee. 31, 1959

Stocks:
New York Stock Exchange...
American Stock Exchange._.._
Exclusively on other exchanges.

1,507 $307, 707, 698, 000
871 26, 429, 594, 000
546 4, 213, 803, 000

Total SLOCKS. e 2,924 338, 351, 095, 000
Bonds:
New York Stock Exchange ! oo 1, 180 105, 422, 055, 000
American Stock Exchange..._._ 62 882, 714, 000
Ezxclusively on other exchanges 28 143, 382, 000
Total bonds. ..o cmmaees 1,270 106, 448, 151, 000
Total stocks and bonds ) 4,194 444, 799, 246, 000

! Bonds on the New York Stock Exchange included 51 U.S. Government and New York State and City
issues with $78,006,413,000 aggregate market value.

The New York Stock Exchange and American Stock Exchange
figures were reported by those exchanges. There was no duplication
of issues between them. The figures for all other exchanges were for
the net number of issues appearing only on such exchanges, exclud-
ing the many issues on them which were also traded on one or the
other of the New York exchanges. The number and market value
of issues as shown excluded those suspended from trading and a few
others for which quotations were not available. The number and
market value as of December 31,1959, of preferred and comnion stocks
separately was as follows:

Preferred stocks Commen stocks

Number Market value Number Market value

Listed on registered exchanges..__.......... 580 $8, 145, 661, 000 2,045 | $315, 121, 455, 000
Allotherstocks Y. .. .. ... 56 451, 684, 000 243 " 14, 632, 295, 000
636 $8. 597, 345, 000 2,288 329, 753, 750, 000

1 Stocks admitted to unlisted trading privileges only or listed on 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 $298.1
billion in June 1960. The American Stock Exchange has reported
December 31 totals annually since 1936. Aggregates for stocks ex-
clusively on the remaining exchanges have been compiled as of De-
cember 31 annually by the Commission since 1948.
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Share values on exchanges, in billions of dollars

New York American Exclusively
December 31 each year Stock Stock on other Total ?

Exchange Exchange Exchanges

T $59.9 $14.8 $74.7

38.9 10.2 49.1

47.5 10.8 58.3

46.5 10.1 56.6

41.9 8.6 50.5

35.8 7.4 43.2

38.8 7.8 46.6

47.8 9.9 57,5

85. 5 11.2 66.7

73.8 14. 4 88.2

68.6 13.2 81.8

68.3 12.1 80.4

67.0 11.9 $3.0 §1.9

76.3 12.2 3.1 91.6

93.8 13.9 3.3 111.0

109. 5 16.5 3.2 129.2

120.5 16.9 3.1 140. 5

117.3 15.3 2.8 135.4

169. 1 22.1 3.6 194.8

207.7 27.1 4.0 238.8

219.2 31.0 3.8 254.0

195.6 25.5 3.1 224.2

276.7 317 4.3 312.7

5 307 7 226.4 4.2 338. 4

June 30, 1960 3. 208.1 256 4.1 327.8

11 Total values 1986-47 inclusive are for the New York Stock Exchange and the American Stock Exchange
only. .
* 2 Removal of Humble Oil & Refining Co. stock from trading in December 1959 accounts for about $5
billion loss of market values on the American Stock Exchange.

3 As reported by the New York Stock Exchange and estimated for all others.

Fiscal Year Share Values and Volumes

The aggregate market values of all stocks on the exchanges as of
June 30 annually, and the volumes of shares traded on'the exchanges
in years to June 30, have been as follows:

June 30 values Volumes in years to June 30
($ billions) Share volume Dollar volume
$222.8 .1, 324, 383, 000 $36, 878, 540, 000
250.0 1,217, 935, 000 36, 226, 682, 000
262.0 1, 210, 807, 000 32,929, 671, 000
257.9 1, 209, 274, 000 30, 862, 129, 000
337.6 1 . 1, 806, 810,000 | . 51, 5§77, 195, 000

327.8 | . 1, 456, 919, 000 . 47,795, 837, 000

The values were as reported by the New York Stock Exchange and
as estimated for all other exchanges.. They reached a peak of approxi-
mately $350 billion early in August 1959. Share and dollar volume
include shares, warrants and rights. Comprehensive statistics of
volumes on exchanges are included among the appendlx tables in this
Annual Report.

F orelgn ‘Stock on Exchanges
The market value on December 31, 1959, of all shares and certlﬁcates

representing foreign stocks on the stock exchanges was reported at
about $12.4 billion, of which $11.1 billion represented Canadian-and
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$1.3 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 De-
positary Receipts or American shares, only the outstanding amounts
-of which were used in determining market values.

‘Comparative Exchange Statistics

There have been over 100 stock exchanges in the United States, in-
<luding many short-lived ventures. More than 30 exchanges existed
in 1929. Much of the reduction to the present 17 has occurred through
mergers of exchanges. The Philadelphia-Baltimore Stock Exchange,
Midwest Stock Exchange, and Pacific Coast Stock Exchange together
represent 11 former exchanges.

In recent years, the number of stocks on the New York Stock Ex-
change has increased. The number on the American Stock Exchange
has increased after a decline ending with 1951. The number exclu-
sively on other exchanges has consistently declined.

Net number of stocks on exchanges

New York American | Exclusively | Total Stocks
June 30 Stock . Stock on Other |on Exchanges
Exchange Exchange Exchanges

1938___ 1,264 1,126 1,412 3,802
1939 1,246 1,111 1,378 3,735
1940, 1,242 1,079 1,289 3,610
1941 : - 1,240 1,045 1,153 3,438
1942 o - - 1,254 . 1,003 1,113 3,370
1943 1,250 968 1,063 3,281
1044 e 1,270 928 981 3,179
1945 1,203 895 951 3,139
1946 1,351 860 895 - 3,108
1947 . 1,377 836 870 3,083
1948 . 1,425 819 818 3,062
1949 - 1,462 804 786 3,052
1950, — 1,484 79 775 3,038
1951_ 1,495 765 772 3,032
1952 - - 1, 528 783 751 3,062
1953 1, 539 807 731 3,077
1954 R 1, 546 811 700 3,057
1955, 1,543 815 686 3,044
1956 1, 518 855 665 3,038
1957 1,522 867 636 3,025
1958, 1, 526 859 612 2,997
1959, 1,514 871 576 2,961
1960, 1,532 931 555 3,018

The decline in the number of stocks traded exclusively on the other
exchanges is to a substantial extent attributable to the listing of some
of such stocks on the New York exchanges, and the mergers of certain
issuers into companies whose stocks are listed on the New York ex-
changes. For example, in calendar 1959, the regional exchanges
gained only three local listings of common stock with less than $10
million aggregate market value and lost 16 common stocks aggregat-
ing over $320 million from exclusively local status through listings or
mergers as described above.
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The regional exchanges have countered the flow to New York to
some extent by acquiring unlisted trading privileges in leading New
York listings. Their proportion of total share volume on the ex-
changes has nevertheless tended to decline, although their proportion
of total dollar volume of shares traded on the exchanges has held
steadily in-the vicinity of 7 percent for a considerable number of

years. .
Annual sales of stock on exchanges*

Percent of Share Volume " Percent of Dollar Volume
Calendar Year ! : .

New York _American | All other | New York | American | All other

73.13 12.42 14.45 86. 64 7.83 5.63
75. 44 13.20 -11.36 85.17 7.68 7.15
65. 87 21,31 12 82 82.75 10.81 6. 44
76.32 13. 54 10. 14 85. 91 6,85 7.24
68. 85 19.19 11. 96 86. 31 6,98 6.71
65. 59 24. 50 9.901 83. 66 9.53 6.81

1 Shares, warrants and rights are included. A more complete presentation is contained among the ap-
pendix tables in this Annual Report.

At, the close of 1934, the total market value of all stocks on the
exchanges was estimated at about $54 billion, of which 63 percent
was on the New York Stock Exchange. This Exchange’s percentage
rose to about 82 percent of the $81.9 billion at the close of 1948, and
further to about 91 percent of the $338:4 billion at the close of 1959.
Similarly, the New York Stock Exchange had about 49 percent of the
2.7 billion shares estimated to be on stock exchanges in 1934, about 61
percent of the 3.3 billion shares in 1948, and about 74 percent of the
7.9 billion shares at the close of 1959. Many New York listings are
also listed or traded on an unlisted basis on various regional exchanges.

Comparative Over-the-Counter Statistics
~ Aggregate domestic over-the-counter share values as computed in
the Commission’s Annual Reports* increased from $59 billion to $66
billion during the calendar year 1959. Aggregate bank stock values
rose from $15 billion to $17.5 billion, insurance stocks from $11.5 bil-
lion to $11.8 billion, and other stocks (industrial, utility, etc.) from
$32.5 billion to $36.7 billion.
About $24.2 billion stocks were of companies reporting pursuant to
Section 15(d) .of the Securities Exchange Act.. Another $3.3 billion

1 The aggregates include all quoted over-the-counter stocks of all domestic issuers having
at least one over-the-counter stock with 300 or more holders, so far as they can be dis-
covered in the standard securities manuals and reports to the Commission. About 3,500
issuers are included. The National Monthly Stock Summary of January 1, 1960, covering
the 4th quarter of 1959, shows about 500 additional domestic issuers with actively quoted
over-the-counter stocks. Most of the latter are low-price shares, quoted from a few pennies
to a few dollars, and apparently would add comparatively little to the figurcs in billions
of dollars shown in our compilation. Registered investment companies are excluded above
and are discussed elsewhere in this Annual Report. -
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was of companies reporting because they had other securities listed on
registered exchanges. Thus $27.5 billion of the $48.5 billion domestic
over-the-counter values excluding bank stocks was of companies re-
porting to the Commission. Banks, of course, report to their appro-
priate regulatory bodies.

Companies reporting pursuant to Section 15 ( d) had, in addition to
the $24.2 billion domestic over-the-counter stocks mentloned above,
some $5.1 billion foreign stocks (mostly Canadian) and unlisted
‘stocks on exchanges, bringing the total to about $29.3 billion, an
increase of about $3 billion during 1959. . The $29.3 billion does not
include values for 250 investment companies reporting pursuant to
both Section 15(d) and the Investment Company Act, nor values for
partnerships, voting trusts duplicative of listed shares, stock purchase
plans, bonds and non-quoted shares of issuers requlred to report
pursuant to Section 15(d). :

A comprehensive view of the number of over-the-counter securities
‘quoted at any one time and over the years is afforded by the following
data supplied by the National Quotation Bureau, which is the prin-
cipal purveyor of over-the-counter quotations in the United States.

Number of issues in the National Quotation Bureau sheets at approximately
. January 15, yearly

Year Bond Stock Year Bond Stock
issues issues . : issues issues”
1. 800 700 2, 550 5. 380
1. 900 1.900 2,200 5, 300
4, 300 1,300 1, 600 5, 200
6, 100 1,800 1,700 5 450
5, 700 3. 500 1, 800 5, 700
3,900 3, 700 1,765 6, 000
4, 200 3,900 1. 809 6,121
3,100 3 800 _1.865 6. 551
............ 4, 500

The issues include a considerable number which are on stock ex-
changes here and in Canada. The number of issues is more than the
number of issuers, since some companies have more than one quoted
issne. The count of issues may be affected by growth in number of
suibscribers and the Bureau’s rules as to entries in the service.

DELISTING OF SECURITIES FROM EXCHANGES

Applications may be made to the Commission by exchanges to
strike any securities or by issuers to withdraw their securities from
listing and registration on exchanges pursuant to Rule 12d2-1 (b)
unde1 Section 12(d) of the Securities Exchange Act.

During the fiscal year ended June 30, 1960, the Commission granted
applications by exchanges and issuers to remove 37 stock issues and



TWENTY-SIXTH ANNUAL REPORT 73

4 bond issues from listing and registration pursuant to Rule 12d2-
1(b). There were 44 removals, since 3 stocks delisted by the New
York Stock Exchange were also delisted by other exchanges. The

number of issuers involved was 85.. The removals were as follows:

Applications filed by: ?;t;:fe,; ﬁ(;r:‘%:
New York Stock Exchange___________ _______________________
American Stock Exchange__________________________________
Boston Stock Exchange. . _ .
Midwest Stock Exchange__
Pacific Coast Stock Exchange___.__ _________
Philadelphia-Baltimore Stock Exchange. ___________________
TSSO S . e

™
TN WO
SCooONON

Total _____ . e 0 4

" The applications by the exchanges were based upon the ground
that the issues were no longer suitable for exchange trading by reason
of reduced public holdings and holders, inconsequential trading
volumes on the exchanges, prospective dissolution or merger, or a
combination of these factors. -

The five applications by issuers were for removal of stocks from
various regional exchanges. In three instances the stocks remained
listed on other registered exchanges. In one case, the stock had come
to have only 56 holders. In the remaining case, the application alleged
that the California Commissioner of Corporations conditioned the
granting of a permit authorizing sale of additional shares upon with-
drawal of the outstanding shares from listing.

Action taken this year by the San Francisco Mining Exchange
brings to 7, or a majority of the 13 registered exchanges, the number
of these exchanges whose rules provide that an issuer intending to
delist may be required to notify its stockholders or obtain their vote
before filing an application with the Commission.? The other ex-
changes having such rules include American, Cincinnati, Midwest,
New York, Philadelphia-Baltimore and Salt Lake. The requirements
for notification or voting have rarely been resorted to. No issuer has
applied to the Commission for delisting from the New York Stock
Exchange since 1940. Only a few instances of stockholder voting
with respect to delisting from other exchanges ‘are on record.? The

2 After the close of the fiscal year, the Pacific Coast Stock Exchange adopted a similar
delisting rule,

8 Morrison-Knudson Co., Inc. put delisting to a vote in 1954, at which time the San
Francisco Stock Exchange had such a rule. In the same year, Julian & Kokenge Co. delisted
from the American and Cincinnati stock exchanges, citing approval by unanimous vote
of stockholders at a meeting in 1952, Laclede-Ohristy Oo. put delisting from the Midwest
Stock Exchange to a vote in 1955 ; Kingsford Oo. put delisting from the Midwest Stock
Exchange to a vote in 1957. Companies putting delisting to a vote of their own volition
included Maine COentral R.R. Co. from the Boston Stock Exchange in 1955, and Super
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principal benefit of the rule appears to be the notice afforded an
exchange of an issuer’s intent prior to the filing with the Commission.
Opportunity is accordingly afforded an exchange to dissuade an
issuer from delisting. If the circumstances are appropriate, an ex-
change may waive its rule and allow the issuer to proceed with the
filing. Insuch cases the exchange will have had opportunity to discuss
the language of the application with the issuer. When the issuers’
reasons for delisting are persuasive, the exchanges generally prefer
to file the delisting applications as a matter of good public relations,
and because they then dictate the language of the applications. Dur-
ing the past two years, there were 75 delistings upon exchange appli-
cation and only-10 upon issuer application, and eight of the 10 delist-
ings upon issuer application were merely for the purpose of reducing
multiple listings, leaving the issues listed on the exchanges where
their principal activity-occurred.

Delisting Proceedings under Section: 19(a) -

Section 19(a) (2) authorizes the Commission to suspend for a period
not exceeding twelve months, or to withdraw, the registration of a
security on a national securities exchange if, in its opinion, such action
is necessary 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. The following table
indicates the number of such proceedings with which the Commission
was concerned during the 1960 fiscal year.

Proceedings pending at the beginning of the fiscal ; year __________ [

Proceedings initiated during the fiscal year . 0 T
Proceedings terminated durmg theAﬁscal year:
By order withdrawing security from registration______._____ 4 ____
By order suspending registration of security - 0 4
Proceedings pending at the end of the fiscal year__ . ________ - ’ 3

Section 19(a) (4) authorizes the Commission summarily to suspend
trading in any registered security on a national securities exchange
for a perlod not exceedlng ten days if, in its opinion, such action is
necessary or approprlate for the protection of investors and the public
interest so requires. The Commission has used this power infre-
quently in the past. However, during the 1960 fiscal year the Com-
mission found it necessmry and appropriate in connection with three

Mold Corp. of California from the Pacific Coast Stock Exchange in 1957 Voting in each
instance substantially favored the management proposal. In no case did the vote against
delisting comprise as much as 6 percent of the outstnndlng shares or 6 percent of the
holders of record. .
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pending proceedings to use its authority summarily to suspend trad-
‘ing in securities registered on a national securities exchange. Only
two of these suspensions remained in effect at the end of the fiscal year.

The four cases in which orders were issued under Section 19(a) (2)
during the fiscal year Wlthdrawmg securities from registration on a
national securities exchange are described below. .

Ambrosia Minerals Inc.—The registrant, a Nevada corporation
organized in 1926 under another name, registered its common stock
on ,the San Francisco Mmlng Exchange, a national securities ex-
change, in 1956. |

In its application for registration and in a current report ﬁled

subsequently the registrant stated that it had no “parents” as defined
in the Commission’s Rule 12b-2. The record shows, however, that
George A. Mellen, a director, owned beneficially and of record more
than 78 percent of the then outstanding shares of the registrant and
that his percentage of ownership subsequently increased to more than
87 percent as a result of a reduction in the number of shares outstand-
ing. In view of these facts the Commission found that Mellen clearly
was a parent of the registrant and that the application for registra-
tion and.the current report were false and misleading in failing to so
state. -
The registration apphcatlon and certain current reports reported
various sales by the registrant of its stock and stated that such sales
were exempt from the registration requirements of the Securities Act
of 1933 as a private offering within the meaning of Section 4(1)-
thereof. . The Commission -found, however, that some of the persons,
among whom were included brokers and directors to whom the stock
was sold initially, acqulred the stock with a view to its distribution
to other persons and did, in fact, subsequently resell to other persons.
It appeared therefore that.these persons were underwriters within
the meaning of Section 2(11) of the Securities Act and that the
claimed exemption was not available for the stock sold. The Com-
mission accordingly concluded that the, registration application and
reports were false in stating that these sales of stock were exempt from
registration under the Securities Act.

The registrant’s income. statement filed as a part of its annual
report for the fiscal year ending June 80, 1957, included as income
profits resulting from the sale of certain properties to insiders. The
Commission found that under the circumstances the profits realized
constituted a capital contribution rather than income. The income
statement also failed to include the registrant’s cost of rendering cer-
tain services to another company as a deduction against the amount
purported to have been paid for such services. After taking the



76 SECURITIES AND EXCHANGE COMMISSION

above items into consideration it was found that the income state-
ment would show a substantial deficit mstead of a small earned surplus
as reported by the registrant.

During the fiscal year to which the financial statements relate regis-
trant paid dividends without disclosing that such dividends were in
the nature of liquidating dividends payable out of paid-in capital,
since the registrant had no earned surplus from which such dividends
could be paid. The Commission found that the financial statements
were false and misleading in that the overstated income and earned
surplus had misrepresented the financial conditions and operating
results of the company. The Commission also found that the financial
statements were not certified by independent accountants as required
by its rules and regulations since the accountant had a managerlal
interest in the registrant.

Under all of the circumstances, the Commission concluded that the
protection of investors required that the registration of the registrant’s
common stock on the exchange be withdrawn and issued an order to
that effect.

Consolidated Virginia Mining Company.—The registrant is a
Nevada corporation whose common stock, $1 par value, became regis-
tered on the San Francisco Mining Exchange in 1936. In 1955, the
par value of registrant’s stock was reduced to 10 cents per share and
the authorized capital was increased from 5,000,000 to 7,500,000 shares;

The registrant filed with the Commission and sent to’its stock-
holders a proxy statement containing a-proposal to increase the reg-
istrant’s authorized common stock from 7,500,000 to 30,000,000 shares
in order to make available unissued shares whlch might be used for the
purpose of acquiring additional mining properties or companies. The
proxy statement represented that no particular transactions of siuch
character were pending. The record disclosed, however, that the reg-
istrant, through its management, had been actively negotiating for
the acquisition of another company prior to the time the proxy state-
ment was filed with the Commission and sent to stockholders and that
definitive action on the proposed acquisition was merely deferred
until after the meeting of stockholders. ‘The acquisition transaction

~was carried through to completion shortly after the stockholders meet-,
ing. The proxy statement also failed to disclose the mterest of certain
insiders in the transaction. i

After completion of the transaction the registrant, further failed to
file the necessary reports to disclose the i issuance of its shares in ex- .
change for those of the company acqun'ed

- + Securities Exchange Act Release No. 6202 (March 8, 1960).
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Registrant urged that the registration of its stock on the exchange
not be withdrawn, contending that it had made prompt efforts to
bring the public record up to date through the filing of all required
reports since the institution of the proceeding. It appeared, however,
that the registrant had not filed all the required reports particularly
with respect to certain litigation which resulted in a subsequent judg-
ment against the registrant. In view of the registrant’s failure to
comply with its obligations under the Securities Exchange Act and
the indications that it had continued to be derelict in its responsibili-
ties, the Commission concluded that it was necessary and appropriate
for the protection of investors that the registration of the stock of the
registrant on the exchange be withdrawn and an order to that effect
was issued.® : :

Operator Consolidated Mines Company.—The registrant, a Ne-
vada corporation, was incorporated in 1924 and its stock was regis-
tered on the San Francisco Mining Exchange in 1935. During the
period from May through November 1956 the registrant was required
to file current reports with respect to the levying of an assessment
on its common stock, the sale of stock which was in default for failure
to pay this assessment, the execution of an agreement between the
registrant and another company, the issuance to the latter of 1,360,000
shares of its stock, the increase in the number of shares of authorized
stock and the change of such stock from assessable to non-assessable
shares. These reports were required to be filed within 10 days after
the close of the month in which each event occurred.

The registrant was required, among other things, to include in such
reports (1) a statement that the 1,360,000 shares issued to the company
referred to were not registered -under the Securities Act, a statement
of any exemption from registration claimed therefor and a statement
of the facts relied upon to make:the exemption available, (2) dis-
closure that the issuance of such shares effected a change in the control
of registrant in that such control was thereby transferred to the other
company and indirectly to the controlling stockholders of such com-
panyy (3) information regarding the relationship between the other
company and registrant and (4) disclosure of the fact that proper-
ties proposed to be transferred to the registrant by the other
company had been acquired the same day by the other company from
certain insiders who had acquired the properties for a nominal con-
sideration. The registrant failed to file the required reports and
make the required disclosures.

B Securities Bxchange Act Release No. 6192 (February 26, 1960).
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A current report for the month of December 1956 filed by.the reg-
istrant contained a number of statements which were false. or mis-
leading.

In April 1957, after the 1nst1tut10n of these proceedmas, the reg-
istrant filed its annual report for 1956 which contained the statement
that it was designed not only to supply all information required in
an annual report but also to supersede the current report .previously
filed for December 1956 and to provide all of the information required
to have been submitted in current reports with respect to transactions
occurring during 1956 and 1957 to date.. While this annual report
made disclosures with respect to.the events referred to above, the
Commission found that it was inadequate and misleading in a number
of material respects. '

On the basis of the foregoing, the Commission concluded that the
registrant. had not fully complied with the reporting requirements of
the Act and that its stock should be withdrawn from registration on
the San Francisco Mining Exchange. Accordingly, an order to that
effect was issued.®

Silver Shield Mining and Milling Company.—Registrant, a Utah
corporation organized in 1899, registered its common stock on the
Salt Lake Stock Exchange in 1935. On December 20, 1956, a' new
board of directors of registrant was elected by a majority of the exist-
ing board pursuant to a plan under which a certain oil property was
to be transferred to registrant and the stock in registrant held by the
existing board was to be sold by them to a new group. The new board
was selected and was controlled by one D. E. Kivett -who, registrant
concedes, continued .in control of registrant’s board until January 7,
1958, when a different board was elected.

Registrant failed to file a current report for December 1956 to dis-
close that Kivett had secured control and thus become a parent of reg-
istrant during that month, and its annual reports for the fiscal years
ended December 31,1956 and 1957 falsely stated that it had no parents.
Moreover, registrant’s current report for January 1958 failed to dis-
close that Kivett had ceased to be a parent of registrant during that
month and to describe the transactions by which his parent relation-
ship was terminated, as required by the current report form.

Registrant’s current reports for certain months in 1956, 1957 and
1958 stated that various dispositions made by registrant of its stock
were exempt from the registration requirements of the Securities Act
of 1933 because the stock was registered on the Exchange. Such
registration provided no exemption for the stock and there appeared
to be no other basis for such an exemption. The Commission con-

¢ Securities Exchange Act Release No, 6129 (December 9, 1959).
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cluded, therefore, that the statement that the stock was so exempt was
false and misleading. :

The current report for March 1957 stated that registrant’s stock was
_non-assessable, when in fact the stock was assessable, and was so re-
ported in an amendment to that report filed in August 1957.

Under all the circumstances, the Commission was of the opinion
that the protection of investors required that the registration-of
registrant’s common stock on the Exchange be withdrawn and an
order to that effect was issued.” '

UNLISTED - TRADING PRIVILEGES ON EXCHANGES

Stocks with only unlisted trading privileges on the exchanges con-
tinued to decline in number, falling from 248 on June 30, 1959 to
232 on June 30, 1960. Their aggregate market value on December
31, 1959 was $14.5 billion, a sharp reduction from the $21.4 billion
reported a year previously. Removal by the American Stock Ex-
change of Humble Oil and Refining Company common stock, by rea-
son of the company’s merger, accounted for $5 billion of the $6.9
billion reduction. Standard Oil Company (New Jersey) held $4.1
billion of the $14.5 billion aggregate, in stocks of Creole Petroleum
Corporation, Imperial Oil Limited, and International Petroleum
Company Limited. An additional $3.6 billion- was of 57 stocks of
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 $6.8 billion, and of this amount, about $4.4 billion was
of 64 Canadian and other foreign stocks and American Depositary
Receipts for foreign shares. The reported volume of trading on the
exchanges in stocks admitted to unlisted trading only, for the calendar
year 1959, was about 40.6 million shares or about 2.5 percent of the
total share volume on all the exchanges.  About 89 percent of this
40.6 million share volume was on the American Stock Exchange, 10
percent was on the Pacific Coast Stock Exchange, and six other
regional exchanges contributed the remaining 1 percent.

‘Unlisted trading privileges on some exchanges in stocks listed
on other exchanges continued to increase in number, rising from 1,494
on June 30, 1959 to 1,538 on June 30, 1960. These unlisted trading
privileges, in stocks listed for the most part on the New York Stock
Exchange, provide the regional exchanges with their principal source
of new trading material. The reported volume of unlisted trading on

7 Securities Exchange Act Release No. 6214 (March 18, 1960).
568987—60——7
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the exchanges in these stocks listed: elsewhere, for the calendar year
1959, was close to 47 million shares. About 20 percent of the volume
was on the American Stock Exchange in stocks listed on regional ex-
changes - and about 80 percent was on regional exchanges in-stocks
listed on the New York or American Stock Exchange. . The number
of unlisted trading privileges is considerably greater than the number
of stocks involved, since leading New York listings are traded unlisted
on as many as seven regional exchanges. While the 47 million shares
amounted to somewhat less than 3 percent of the total share volume
on all the exchanges in 1959, it constituted substantial portions of the
share volumes on the leading regional exchanges where it occurred,
reaching 76.5 percent at Boston, 72 percent at Philadelphia-Baltimore,
62.7 percent at Cincinnati, 43.3 percent at Pittsburgh, 40.3 percent at
Detroit, 33.1 percent at Midwest, and 21.8 pércent at Pacific Coast
stock exchanges. Roughly, the percentages were less as distances from
New York were greater, but they ‘were also affected by other factors
including high share volumes in local low-price listed shares on some
of the regional exchanges, part;lcularly onthe West Coast ‘

Applications for Unlisted Tradmg Privileges ‘

Applications by exchanges for unlisted tradmg pr1v1leges in stocks
listed on other exchanges, made pursuant to Rule 12f-1 under Section
12(f)l of the Securities Exchange Act, were granted by the Commis-
sion during the fiscal year ended June 30, 1960, as follows: oL

Stock exchange: . Number of stocks
Boston i 15
Cincinnati k 11
Detroit 12
Midwest T2
Pacific Coast: 6

Philadelphia-Baltimore 29
" Pittsburgh .2
75

During the fiscal year, the Commission granted an application by
the American Stock Exchange pursuant to Rule 12f-2 of Section 12(f)
of the Securities Exchange Act for continuance of unlisted trading in
Ford Motor Company of Canada Ltd. common stock on the ground
of substantial equivalence to the former Class A and Class B stocks
which previously had unlisted trading privileges on that Exchange.
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BLOCK DISTRIBUTIONS REPORTED BY EXCHANGES

Rule 10b-2 under the Securities Exchange Act of 1934 in sub-

stance prohibits any person participating or otherwise financially
interested in the primary or secondary distribution of a security from
paying any other person for soliciting a third person to buy-any
security of the same issuer on a national securities exchange. : This
rule is an anti-manipulative rule adopted under Section 10(b) of the
Act which makes it unlawful for any person to use any manipulative
or deceptive device or contrivance in contravention of Commission
rules prescribed in the public interest or for the protection of in-
vestors. Paragraph (d) of Rule 10b—2 exempts transactions where
compensation is paid pursuant to the terms of a plan, filed by a na-
tional securities exchange and declared effective by the Commission,
authorizing the payment of such compensatlon In connection with
the distribution. The Commission in its declaration may impose such
terms and conditions upon such plan as it deems necessary or ap-
propriate in the public interest or for the protectlon of investors.
_ At the present time two types of plans are in effect to permit a block
of securities to be distributed through the facilities of a national se-
curities exchange when it 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,
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 dis-
tributions which exchanges have approved for member participation
and reported to the Commission :
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Shares in Value
Number offer Shares sold | (thousands
: ) . of dollars)

12 months ended December 31, 19591

Special offerings_.___ .. ... . 3 40, 250 <. 33,500 3,730

Exchange distributions_ .. 28 613, 941 545,038 26, 491
Secondary distributions

148 18, 514,194 17, 330, 841 . 822,336

6 months ended June 30, 1960 {

8pecial oﬂerlngs.......; .......................... 2 52,473 43, 663 4,219

Exchange distributions._.. 11 291, 464 285, 964 5,393
Secondary distributions, 46 4,405,871 4,297,837 176, 345

1 Details of these distributions appear in the Commission’s monthly Statistical Bulletin. Data for prior
years are shown in an appendix table in this Annual Report.

MANIPULATION AND STABILIZATION
Manipulation

The Exchange Act describes and prohibits certain forms of manipu-
lative activity in any security registered on a national securities ex-
change. The prohibited activities include wash sales and matched
orders effected for the purpose of creating a false or misleading ap-
pearance of trading activity in, or with respect to the market for, any
such security ; a series of transactions in which the price of such secu-
rity is raised or depressed, or in which actual or apparent active trad-
ing is created for the purpose of inducing purchases or sales of such
securlty by others; circulation by a broker, dealer, seller, or buyer, or
by 'a person who receivés consideration from a broker, dealer, seller or
buyer, of information concerning market operations conducted 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 Commission
to adopt rules and regulations to define and prohibit the use of these
and other forms of manipulative activity in any’ securlty 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 observes 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 to discover
any unusual or unexplained price variations or market activity. The
financial news ticker, leading newspapers, and various financial publi-
cations and statistical services are also closely followed.
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- When unusual or unexplained market activity in a security is ob-
served, all known information regarding the security is examined and
a-decision made-as to the necessity for an investigation. Most inves-
tigations 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 Commission’s re-
gional 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 ap-
pears that more intensive investigation is necessary, a formal order
of investigation, which carries with it the right to issue subpenas and
to take testimony under oath, is issued by the Commission. If viola-
tions 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 Na-
tional Association of Securities Dealers, Inc., or from a national secu-
rities exchange. The Commission may also seek an'injunction against
any person violating the Act and it may refer information 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 following table shows the number of quizzes and formal investi-
gations pending at the beginning of fiscal 1960, the number initiated
in fiscal 1960, the number closed or completed dunng the-same penod
and the number pending at the end of the fiscal year: :

Trad.ing investigations

A

Quizzes | Formal in-

. vestigations

Pending June 30, 1959 _ - L ! 77 11
Initiated - - - - 88 6
Total c--- 165 17
Closed or completed during flseal year. .. ..o iciiiiiaennn 73 3
Changed to formal during fiseal year_ ... ___ . [ P
Total . . e mememee L - 79 3
Pending at end of fiscal year. . oo ccmemiccemean 86 - 14

When securities are to be offered to the public, their markets are
watched very closely to make sure that the price is not unlawfully"
raised prior to or during the distribution. Registered offerings num-.
bering 1,398, having a value of over $14 billion, and 1,049 offerings
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exempt under. Section 3(b) of the Securities Act, having a value of
about $215 million, were so observed during the fiscal year, "Other
offerings numbering 824, such as secondary distributions and distribu-
tions of securities under special plans-filed.by the exchanges, having
a total value of $360 million, were also kept under surveillance.
Stabilization : )

Stabilization involves open- market purchases of securities to pre-
vent or retard a decline in the market price in order to facilitate a
distribution. It is permitted by the Exchange Act subject to the re-
strictions provided by the Commission’s Rules 10b-6, 7,and 8. These
rules are designed to confine stabilizing activity to t.ha,t necessary for
the' above purpose, to require proper dlsclosure and to- prevent; un-
lawful manipulation.

+ During 1960 stabilizing was effected in’ connection with stock offer-
1ngs aggregating 52,794,825 shares having an aggregate public oﬁ'ermg
price of $1,169 ;787,429 and bond offerings having a total offering price
of :$181,060,000.- In these offerings, stablhzmg transactions resulted
in the purchase of 1,301,182 shares of stock at a cost of $28,938,359 and
bonds at a cost of $4,123,773. In connection with these stabilizing
transactions, 9,213 stabilizing reports showing 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 infor-
mation by directors, officers and principal stockholders by «mrmg pub-
licity to their security holdings and transactions and by removing the
profit incentive in short term trading by them in securities of their
company. Such persons by virtue of their position may have in-
formation as to the company’s condition and prospects which is un-
available to the general pubhc and may be able to use such information
to their personal advantage in transactions in the company’s securi-
ties. Provisions similar to those contained in Section 16 of the Act
are also contained in Section 17 of the Public Utility Holding Com-
pany Act of 1935 and Section 30 of the Investment Company Act
of 1940.

Ownership Reports -

Section 16(a) of the Securities Exchange Act requlres every per-
son who is a direct or indirect beneficial owner of more than 10
percent of any class of equity securities (other than exempted secu-
rities) which is registered on a national securities exchange, or who
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is a director or officer of the issuer of such securities, to file reports
with the Commission and the exchange disclosing his ownership of
the issuer’s equity securities. This information must be kept cur-
rent 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 holding companies and by Section 30 (f)
of the Investment Company Act of officers, directors, principal secu-
rity holders, members of advisory boards and investment advisers or
affiliated persons of investment advisers of reglstered closed-end
investment companies. - a

All ownership reports are- avallable for pubhc 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 8,000 at the end of the 1959 fiscal year to more than 10,000 at the
end of the 1960 fiscal year.

During the fiscal year, 38,821 ownership reports were filed. This
represents a slight decrease from the 39,275 reports filed during the
1959 fiscal year but is still substantially greater than the yearly aver-
age of 23,472 reports filed durmg the first 25 years of the reportmg
requirements. The following table shows details concerning reports
ﬁled during the fiscal year ended June 30, 1960.

Number of reports filed during fiscal year 1960

Securities Exchange Act:* o
Form 4oL I y 32, 839

' Form 5 : e : ' . * 1,161
Form 6- : ~ : 3, 496
Total. . _: . 37,496

1Form 4 is used to report changes in ownership; Form-5 to report ownership at the
time an equity security of an issuer is first reglstered on a national securities exchange;
and Form 6 to report ownership of persons who subsequently become officers, directors or
prineipal stockholders of the issuer.
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Public Utility. Holding Company Act:? .

‘COMMISSION

Form U-17-1. . ___________._ . 25
Form 130 1 A0 415
7Y I "440
Investment Company Act:? o
Form N-30F-1 [ - — 357
Form N-30F-2_ S, 528
Total — 885
Grand Total __________ 38, 821

Recovery of Short:Swing Trading Profits by Issuer -
In order to prevent insiders from making unfair use of information
which may have been obtained by reason 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 six months.

The Commission has certain

exemptive powers with respect to transactions not comprehended
within the purpose of these provisions, but is not charged with the
enforcement of the civil remedies created thereby.

REGULATION OF PROXIES

Scope of Proxy Regulallon

Under Sections 14( a) ‘of the Securities Exchange Act, 12(e) of
the Public Utility Holding Company Act of 1935, and 20(a) of the
Investment Company Act of 1940, the Cominission has adopted
Regulation 14 requiring the disclosure in a proxy statement of perti-

-nent information in connection with the solicitation of proxies, con-
sents and authorizations in respect of securities- of companies subject
to those statutes. The regulatlon includes provisions that when the
management is soliciting proxies, any security holder desiring to
communicate with other security holders for a proper purpose may
require the management to furnish him with a list of all security
holders or to mail his communication to security holders for him. A
security holder may also, subject to reasonable prescribed limitations,
require the management to include in its proxy material any appro-
priate proposal which such security holder desires to submit to a vote

32 Form U-17-1 1s used for initial ‘reports and Form U-17-2 for reports of changes of

. ownership.

s Form N-30F-1 is used for initial reports and Form N-30F-2 for reports of changes

of ownership.
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of security holders. Any security holder or group of security holders
may at any time make an independent proxy solicitation upon com-
pliance with the proxy -rules, whether or not the management is
making a solicitation.

‘ Coples of proposed proxy material must be filed with the Com-
mission 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 preparation is notified informally and given an opportunity to
avoid such defects in the preparation of the proxy material in the
definitive form in which it is furnished to stockholders. ~

Statistics Relating to Proxy Statements

During the 1960 fiscal year, 2,089 proxy statements in definitive
form were filed under the Commission’s Regulation 14 for the solicita-
tion of proxies of security holders; 2,071 of these were filed by manage-
ment and 18 by nonmanagement groups or individual stockholders.
These 2,089 solicitations related to 1,876 companies, some 200 of which
had more than one solicitation during the year, generally for a-special
meeting not involving the election of directors.

There were 1,864 solicitations of proxies for the election of dlrectors,
207 for special meetings not involving the election of directors, and
18 for assents and authorlmtlons for action 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 sough't through the solicitation in the 1960 fiscal year
of their proxies, consents and authorlzatlons with respect to the
following types of matters:

Mergers, consolidations, acquisitions of business‘es, purchases and
sales of property, and dissolutions of companies - 170

Authorizations of new or additional securities, modifications of exist-
ing securities, and recapitalization plans (other than mergers, con-

sohdatlons, ete.) 388
Employee pension and retirément plans (meludmg amendments to :
existing plans) . __.__._. - - 63
" Bonus, profit-sharing plans and deferred compensation arrangements
(including amendments to existing plans and arrangements)_.___ .27
Stock option plans (including amendments to existing plans).______ 247
Stockholder approval of the selection by management of mdependent
auditors : —— 676
Miscellaneous amendments to charter and by-laws, and miscellaneous

other matters (excluding those involved in the preceding matters)... 491

Stockholders Proposals

During the 1960 fiscal year, 42 stockholders subnutted a total of 130
proposals which were included in the 94 proxy statements of 94
companies under Rule 14a-8 of Regulation 14.
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Typical of such stockholder proposals submitted to a vote of security
holders were resolutions relating to amendments to charters or by-laws
to provide for cumulative voting for the.election of directors, limita-
tions on the granting of stock options and their exercise by key em-
ployees and management groups, the sending of a post-meeting report °
to all stockholders, changing the place of the annual meeting of
stockholders, and the approval by stockholders of management’s
selection of independent auditors.

The managements of 22 companies omitted from their proxy state-
ments under the Commission’s Rule 14a-8 a total of 48 additional pro-
posals submitted by 32 individual stockholders. The principal reasons
for such omissions and the numbers of times each such reason was in-
volved (counting only one reason for omission for each proposal even
though it may have been omitted - under more than one provision of
Rule 14a-8) were as follows: ,

(a) 11 proposals related to the ordinary conduct of the company’s
business; .

(b) 11 proposals were not a proper subject matter under State
law; ’ : .

(c) 9 proposals concerned a personal grievance against the com-
pany; '

(d) 5 proposals were resubmitted after not having received suffi-
cient affirmative votes at a previous meeting;

(e) 1proposal was not timely submitted ;

(f) 4 proposals and reasons therefor were deemed misleading;

(g)-1 proposal involved the election of directors; and

(h) 6 proposals were withdrawn by the stockholders.

Ratio of Seliciting to Non-Soliciting Companies

Of the 2,307 issuers that had securities listed and registered on na-
tional securities exchanges as of June 30, 1960, 2,030 had voting secu-
rities so listed and-registered. Of these 2,080 issuers, 46 listed and

.registered voting securities after their annual stockholders’ meeting
in fiscal 1960; thus, of the remaining 1,984 issuers with voting secu-
rities, 1,607, or 81 percent, solicited proxies under the Commission’s
proxy rules-during the 1960 fiscal year for the election of directors.

" Proxy Contests . . - . o

~During the 1960 fiscal year, 25 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 elec-
tion of directors.. ‘A total of 382 persons, including both management
and nonmanagement; filed such statements in 16 cases for control of the
board of directors and 9 cases for representation on the board.

Management retained control in 12 of 16 contests, 1 was settled by
negotiation, and 3 were pending as of June 30, 1960. Of the 9 cases
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where representation on the board was involved, management retained
all places on the board in 7 and in the other 2 cases nonmanagement
persons were elected to the board.

REGULATION OF BROKER-DEALERS AND OVER- THE-COUNTER
MARKETS
Registration
Section 15(a) of the Securities Exchange Act requires the regis-
tration of all brokers and dealers who use the mails or instrumentali-
ties of interstate commerce to effect or induce transactions in securities
in the over-the-counter market. Exemptions from registration are
_afforded to those brokers and dealers that conduct an excluSWely in-
. trastate business or deal only in exempt securities, commercial paper,
commercial bills or bankers’ acceptances.
The table below sets forth statistics with respect to broker-dealer
registrations for fiscal 1960,

Effective registrations at close of preceding fiscal year___..__________ 4, 907
Applications pending at close of preceding fiscal year___..___________ 87
Applications filed during fiscal year—_______________________ - 1,077
Total . ___ e 6, 071
Applications denied e e 6
Applications withdrawn___________________________ —— 22
Applications cancelled_________________________________ -0
Registrations withdrawn___________________________ 596
Registrations cancelled__—___.___________________________________ 33
Registrations revoked_._______._____-________________ o ___ 61
Registrations suspended__ - S P 6
Registrations effective at end of year_____ e 5, 288
Applications pending at end of year______________________________ 61
Total____ e e 6,073

Less suspended registrations revoked during year__._______ _____.___ *2
. Total O, P S 6, 071

*27 registrations were in suspension at the close of the fiscal year.
Administrative Proceedmgs ' -

The power of the Commission to deny or revoke the registration of
a broker-dealer is provided by :Section 15(b) of the Securities Ex-
change Act. An order of denial or revocation will issue if the Com-
mission finds that such a sanction is in the public interest and that the
applicant or registrant, or any partner, officer, director or other person
directly or indirectly controlling or contolled by such applicant or
broker-dealer is subject to a specific statutory disqualification. These
disqualifications, in general, are:

(1) willful false or misleading statements in the application or
- documents supplemental thereto;
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(2) conviction within 10 years of a felony or misdemeanor in-
volving the purchase.or sale of securities or any conduct
arising out of business as a broker- defller;

(3) 1n]unct10n by a court of competent jurisdiction against en-

‘ gaging in any practices in connectlon with the purchase or
sale of securities;

(4) willful v1olat10n of the Securities Act of 1933 or the Secu-
rities Exchange Act of 1934 or any of the Commission’s rules
and regulations thereunder.

Revocation or denial must be preceded by appropriate notice to the

named broker-dealer and an oppmtumt) for a hearmg before the
Commission. ’

Section 15A of the Securities Exchange Act empowers the Commis-
sion to suspend or expel a broker or dealer from membershlp in a
registered securities association ® upon a finding of violation of the
federal securities laws or the regulations thereunder. Section 19(a)
(3) gives similar powers with respect to membershlp in national
securities-exchanges. -

Registration may not be denied without a finding of the misconduct
specified by the Act. Therefore, bad reputation or character, or lack
of experience in the securities business cannot of itself be a basis upon
which a denial or revocation of registration can be ordered. Simi-
larly, a previous conviction for the commission of a felony unrelated
.to securities transactions does not meet the statutory standards for
denial or revocation of registration. o

Pursuant to the provisions of 15A (b) (4) of the Securities Exchange
Act of 1934, in the absence of Commission approval or direction, no
broker or dealer may be admitted to or continued in membership in
a registered securities association if the broker or dealer or any part-
ner, officer, director or controlling or controlled person of such broker
or dealer was a cause of any order of revocation or suspension or
expulsion from membership which is in effect. An individual named
a cause often is subject to one or more statutory disqualifications under
Section 15(b) and his employment by any other broker-dealer thus
could also become a basis for broker-dealer revocatlon proceedings
against the new employer.

Set forth below are statistics dealing with administrative proceed-
ings instituted to deny and revoke registration’and to suspend and
expel from membership in the National Association of Securities
Dealers, Inc. or an exchange. ' '

8 The National Association of Securities Dealers, Inec. is the only securities association
registered with the Commission.
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Proceedings pending at start of fiscal year to:

‘Revoke registration : 53
Revoke registration and suspend or expel from NASD or exchanges_.__ -39
Deny registration to applicants___________________________ . 6
Total proceedings pending. . 98
Proceedings instituted during fiscal year to: .
Revoke registration - -~ 46
Revoke registration and suspend or expel from NASD or exchanges._..._ 36
Deny registration to applicants 12
Total proceedings instituted S M4
Total proceedings current during fiscal year______ ___________________ 192
DISPOSITION OF PROCEEDINGS
Proceedings to revoke registration :
Dismissed on withdrawal of registration _— e 3
Dismissed—registration permitted to continue in effect____ . ___.._____ 3
Registration revoked - — 39
Total - e, ] 45
Proceedings to revoke registration and suspend or expel from NASD or ex-
changes: -
Registration revoked 14
Registration revoked and firm expelled from NASD 8
Dismissed on withdrawal of registration - i 0
Dismissed—registration and membership permitted to continue in effect. 0
Suspended for a period of time from NASD__ 0
Total - 22
Proceedings to deny registration to applicant:
Registration denied 6
Dismissed on withdrawal of applicant 2
Dismissed—application permitted to become effective_ ‘ 2
Total 10
Total pri)ceedings disposed of. - ki

Proceedings pending at end of fiscal year to:
Revoke registration . 54
Revoke registration and suspend or expel from NASD or exchanges_____ 53
8

Deny registration to applicants

Total proceedings pending at end of fiscal year. 115

Total proceedings accounted for__ —— 192
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Action was taken this past year in the following administrative
proceedings under Section 15(b) of the Securities Exchange Act:

REVOCATION PROCEEDINGS

Hannibal Associates, Inc.—The Commission revoked the broker-
dealer registration of Hannibal Associates, Inc. and named Donald
M. Boris as a cause of thé revocation. The Commission found that
registrant willfully violated the registration and anti-fraud provisions
of the securities laws in connection with the offer and sale of the com-
mon stock of Alaska-Dakota Development Company. Registrant
made false and misleading statements concerning registrant’s business
standing, Alaska’s assets and business prospects as well as the owner-
ship of Alaska’s stock.?

Stratford Securities Co.,-Inc.—The broker-dealer registration of
Stratford Securities Co., Inc. was revoked by the Commission on find-
ings that registrant sold approximately 32,000 shares of the unreg-
istered stock of General Oil and Industries Co., Inc. in violation of the
registration  provisions of the Securities Act and in connection there-
with made false and misleading statements concerning General’s
assets and prospects, and possible appreciation in the market price
of General’s stock, and that the United States District Court for the
Southern District of New York had issued a preliminary injunction
restraining registrant and its officers from further violations of the
- registration and anti-fraud provisions of the Securities Act in the
sale of General’s stock.1®

Rock Frederick Houle, doing business as DeNurf & Co.—The Com-
mission decided that it was necessary and appropriate in the public
interest to revoke registrant’s broker-dealer registration and to deny
his request for withdrawal. Registrant’s brother, Louis R. Houle,
had acquired unregistered stock of International Copper Develop-
ment Corporation from a controlling stockholder for the. purpose
of resale to the public. Registrant participated in this undertaking
by selling part of the shares. Houle and his brother were found to be
underwriters within the meaning of Section 2(11) of the Securities
Act. The Commission found that the sale of the unregistered shares
of International was in violation of Section 5 of the Securities Act and
also found that in connection with these sales reglstra.nt made false
and misleading statements concerning, among other things, Interna-
tional’s properties, earnings, and possible dividends, and the prospec-
tive value of the stock. In addition, Houle was found to have filed a
false financial statement with his registration application, to have

® Securities Exchange Act Release No. 6223 (March 31, '1960). )
- 10 Securities Exchange Act Release No. 6229 (April 11, 1960).
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failed to file his initial report of financial condition, and to have failed
to make his books and records available for inspection.

Ned J. Bowman Company.—Registrant sold shares of unregis-
tered stock of Lavender Uranium Corporation in violation of Section
5 of the Securities Act, and as a result the United States District
Court for the District of Utah permanently enjoined it from further
violations of Section 5 in connection with the sale of that stock. "In
rejecting registrant’s claim that the offering was exempt from regis-
tration as an intrastate offering, the Commission held that an exemp-
tion under Section 3(a) (11) of the Securities Act would not be estab-
lished merely by showing that the initial purchasers were residents of
one state. Securities cannot be considered sold exclusively to residents
within the meaning of Section 3(a) (11) if the purchasers distribute
the securities to persons in other states. Thus, if any person purchas-
ing the securities for resale rather than for investment sells them to a
non-resident, the exemption is defeated as to the entire issue. More-
over, the Commission found that registrant did not take any effective
steps to restrict the offering to residents of Utah purchasing for in-
vestment and in fact a number of shares were resold to public in-
vestors in other states. In addition, registrant willfully failed to con-
summate security transactions promptly in violation of the anti-fraud
provisions of the securities laws. Based upon the foregoing, the reg-
istration as a broker-dealer of Ned J. Bowman Company was revoked
and K. Ralph Bowman and Ramon N. Bowman were each named as
a cause of the order of revocation.'? ’

Securny ‘Tnvestment Corporation.—The broker-dealer registration
of Secunty Investment Corporation was revoked by the Commission
and Charles R. Hixon and Wilmer J. Landry were found to be causes
of the order of revocation. The Commission found that registrant in
the sale of its own securities made false and misleading statements
concerning the safety of the investment, the amount invested by its
. officers, the distribution of the stock, and expansion of its operations.
Because the bank in which registrant deposited the checks granted the
registrant “immediate solvent credit”, registrant contended that the
depository bank acted as principal and therefore'registrant could not
be charged with the use of the mails by the bank in connection with
registrant’s sale of the securities involved. The Commission stated
that even if the depository bank had acted as prln(:lpal in these trans-
‘actions registrant would have been chargeable with knowledge that
-the mails would be used to- eﬂ'ect collection, and, under the anti-fraud
provision herein involved, any use of the malls related to a fraudu-
lent selling scheme woplq satisfy the jurisdictional requirements of

11 Securities Exchange Act .Réfeaég ‘No. 6531 j(Apriirl 1, 1960)
12 Securities Exchange Act Re]ea§e No. 6257 (May,lﬁ, 1960).
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the securities laws. Registrant also filed a false and misleading finan-
cial statement with its application for registration and failed to file re-
ports of financial condition for the years 1956 through 1958.*

Ronald I. Gershen, doing business as R. I. Gershen Co., and
R. 1. Gershen & Co., Inc.——The Commission found that Ronald I.
Gershen while employed by another broker-dealer offered and sold the
common stock of Belmont Oil Corporation by means of false and mis-
leading statements concerning, among other things, the return of the
purchase price, future increases in price, issuance to stockholders of
warrants to acquire shares at less than market price, and the value of
Belmont’s oil reserves. The Commission revoked Gershen’s broker-
dealer registration and also denied the application for registration of
R. I. Gershen & Co., Inc , naming Gershen as a cause of the order of
denial.4

Earl L. Robbins, doing business as Robbins & Company.—Rob-
bins sold stock of Delta Oil Company .of Utah (Delta) to 80 public
investors and to a number of broker-dealers in various parts of the
United States in violation of the registration requirements of the Secu-
rities Act of 1933. Also, the registrant had fraudulently engaged in
the securities business without disclosing that he was insolvent,-ex-
tended credit in violation of Regulation T, failed to comply with the
net capital requirements and did not keep required books and records.
Based upon the foregoing, the broker-dealer registration of Earl L.
Robbins was revoked by the Commission.?

Frederic R. Mayo, doing business as The Bristol Securities Com-
pany.—The Commission revoked the registration as a broker-dealer
of Frederic R. Mayo and found John P."Hanley, a salesman and office
manager for registrant, to be a cause of the revocation. Registrant
offered and sold bonds of National Finance Company by means of
false and misleading representations that they would be redeemed by
National at any time at full face value, while omitting to state that
the bonds, which matured in ten years, would have to be held to ma-
turity and that there was no obhgatlon on the part of National to
redeem said bonds at any time prior to maturity. Registrant also
failed to file reports of financial condition for the years 1956 through
1958.1¢

H. Carroll & Co.—The Commission revoked the broker-dealer reg-
istration of H. Carroll & Co., naming Howard P. Carroll as a cause
of the revocation. ARegistrant sold to customers 300,000 unregistered
shares of Comstock Limited stock which it had acquired from con-
* trolling persons. The purported reliance upon advice of counsel was

13 Securities Exchange Act Release No. 6259 (May 16, 1960).
14 Securities Exchange Act Release No. 6249 (May 2, 1960).

1 Securities Bxchange Act Release No. 6246 (April 26, 1960).
18 Securities Exchange Act Release No. 6210 (March 18, 1960).
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not sufficient to preclude a finding by the Commission of a willful
violation of the registration provisions of the Securities Act. A find-
ing of willfulness does not requires that the Commission find an intent
to violate; it is sufficient that there was an intent to do the act which
constitutes the violation. In connection with the sales, registrant
made false and misleading statements concerning, among other things,
Comstock’s properties, dividends, and prospects, and increases in the
price of Comstock stock.’

Robert W. Wilson.—The Commission found that Wilson violated
the registration and anti-fraud provisions of the securities laws in that
he sold unregistered stock of Wyoming Oil Company at prices not
reasonably related to the then prevailing market price and falsely
represented to customers that it was a good investment at the selling
price. In addition, pursuant to a complaint filed by the Commission,
the United States District Court for the District of Colorado perma-
nently enjoined Wilson from making false or misleading statements
in the offer or sale of Wyoming stock. As a result, his broker-dealer
registration was revoked by the Commission.'®

W. T. Anderson Company, Inc.—Louis Payne and W. T. Anderson
were named by the Commission as causes of the order of revocation of
the broker-dealer registration of W. T. Anderson Company, Inc.
Registrant, in connection with the purchase and sale of stock in five
mining companies, made false and misleading statements and en-
gaged in a course of business which operated as a fraud and deceit
upon customers in willful violation of anti-fraud provisions of the
securities laws. Registrant followed the practice of making pur-
chases from one group of customers and contemporaneously selling
shares of the same stock to other customers at substantial mark-ups.
usually 100 percent over the prices registrant was paying. Payne
registrant’s salesman, gave inconsistent advice to different customers
urging one customer to sell shares to registrant at half the price he was
simultaneously urging another customer to pay for the same shares.
In these transactions Payne did not disclose to either customer that the
advice being given was inconsistent with the advice contemporane-
ously being given to others, or that the prices paid and received had
no reasonable relation to registrant’s contemporaneous costs or resale
prices and generally represented mark-ups or mark-downs of 100
percent. The Commission was not precluded by the alleged. dissolu-
tion of the registrant from finding that the public interest required
that the registration be revoked and making findings with respect to
registrant and associated persons.’®

Valley State Brokerage, Inc.—The Commission revoked the broker-
dealer registration of Valley State Brokerage, Inc. upon finding that

n Securities Exchange Act Release No. 6221 (March 31, 1960).

18 Securities Exchange Act Release No. 6205 (March 11, 1960).
1 Securities Exchange Act Release No. 6177 (February 9, 1960).
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registrant filed a false financial report for 1955, did not file a financial
report for 1957, and failed to correct its application for registration
to show changes in its business address, resignation of certain officers
and directors and changes in ownership of its stock. Although
Eugene D. Eyre, registrant’s president was not served with a notice
of hearing, the Commission held that it was not precluded from find-
ing that he aided and abetted registrant’s willful violations, insofar
as such finding was relevant to issue of revocation of registrant’s
broker-dealer registration.?

Dominick J. Lambert, doing busmess as D. J. Lambert & Co.—The
Commission found that registrant had sold securities to customers
at prices not reasonably related to the prevailing market prices in
willful violation of anti-fraud provisions of the securities laws. In
addition Lambert failed to make and keep current books and records
in violation of Section 17(a) of the Exchange Act and Rule 17a-3
thereunder. The Commission revoked the registration as a broker-
dealer of Dominick J. Lambert and expelled him from membership in
the National Association of Securities Dealers, Inc.?*

Arkansas Securities Corporation.—The Commission revoked the
broker-dealer registration of Arkansas Securities Corporation, naming
Russell Neville Keith and Archibald Eugene Crow causes of the order
of revocation. Registrant sold and delivered to 51 investors residing
in six states the unregistered common stock of Creswell-Keith Mining
Trust at $1 per share and misappropriated part of $7,397 given in
payment for the securities. In addition, registrant solicited and
effected securities transactions without disclosing it was insolvent,
failed to maintain the required books and records, and filed a false
statement of financial condition. Registrant, Keith and Crow also
had been permanently enjoined on February 14, 1958, by the United
States District Court for the Western Division of Arkansas from fur-
ther violations identical to those referred above.?2

Sterling Securities Company, Marc Sterling & Co. and Columbia
Securities Company, Inc. of Wyoming.—The broker-dealer registra-
tion of Sterling Securities Company was revoked by thé Commission
and it was expelled from membership in the National Association of
Securities Dealers, Inc., with Marc Sterling and William Benjamin
Feinberg being named as causes of the revocation and expulsion. The
-Commiission found that registrant, at least during the week of May 15,
1956, dominated and controlled the market in the common stock of
Mio Dio Uranium Corporation and, in concert with Columbia Securi-
ties Company, Inc. of Wyoming, fixed the prices for such stock.

2 Securities Exchange Act Release No. 6130 (December 9, 1959).
@ Securities Exchange Act Release No. 6073 (September 23, 1959).
# Securities Exchange Act Release No. 6116 (November 16, 1959).



TWENTY-SIXTH ANNUAL REPORT 97

Registrant was found to have failed to disclose to investors that it
established the market price of Mio Dio stock in a noncompetitive
market which it dominated and controlled. The Commission held, “It
is well established that a dealer, in quoting prices to customers and
selling at such prices, impliedly represents that the sales price bears
some relation to the price prevailing in a free and open market. Such
representation is false where, as here, the dealer dominates and con-
trols the market and fixes the prices of the stock.” The Commission
found that Feinberg and Sterling, then president and secretary-treas-
urer, respectively, of the registrant were responsible for the failure to
disclose. In addition, registrant was found to have failed to dis-
close in its application for registration the identity of a beneficial
owner of more than 10 percent of its stock and to amend such applica-
tion to disclose a change in the beneficial ownership of its stock. The
Commission also decided that the public interest required revocation
of the broker-dealer registrations of Marc Sterling & Co.? and Colum-
bia Securities Company, Inc. of Wyoming, which were controlled re-
spectively by Sterling and Feinberg. Sterling was named a cause of
the revocation of Marc Sterling & Co. and Feinberg a cause of the
revocation of Columbia.** The Commission, on January 5, 1960,
denied the petition of Feinberg and Columbia for rehearing.2

Harvey H. Shields, Jr., doing business as H. H. Shields & Co.—The
Commission revoked this broker-dealer’s registration upon a finding
that registrant committed fraud by reason of having solicited and
effected securities transactions without disclosing that it was insol-
vent. Registrant was also found to have failed to comply with the net
capital and bookkeeping requirements of the Securltles Exchange Act
of 1934.2¢

Milton R. Aronson, doing busmess as Aronson & Co.—This broker-
dealer’s registration was revoked by the Commission upon a finding
that registrant was permanently enjoined by a decree of the United
States District Court for the Southern District of California, Central
Division, from effecting securities transactions by means of false and
misleading statements concerning his financial condition and his ability
to deliver securities and funds to others and from doing business while
insolvent or unable to meet current liabilities, or while in violation
of the Commission’s net capital or bookkeeping requirements. In ad-
dition, the Commission found that registrant effected securities trans-
actions w1thout disclosing 1nsolvency, issued a check for the purchase
of securities Wlthout havmg sufficient funds, faﬂed to comply w1th

23 fn 1958 Marc Sterling & Co. changed its name to National Investment Securities, Inc.
% Securities Exchange Act Release No. 6100 (November 2, 1959).

28 Securities Exchange Act Release No. 6157 (January 5, 1960).

% Securities Exchange Act Release No. 6148 (December 23, 1959).
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the net capital requirements and bookkeeping requirements and did
not file a report of financial condition for 1958.27

Fred T. Garner, doing business as Fred T. Garner Investments.
In connection with-the offer and sale of the common stock of Rangely
01l & Gas Company, registrant sent through the mail letters to custo-
mers and prospective customers in which he made false and misleading
statements as to purchases of Rangely stock .-by Rangely’s presi-
dent, the president’s expectations as to possible dividend payments
and increases in the market value of the stock. By reason of the above,
registrant was found to have engaged in a course of conduct which
" operated as a fraud upon customers. Garner also failed to keep proper
books and records and to make them available for examination and did
not file a certified report for the year 1958. His broker-dealer registra-
tion was revoked on the basis of these violations.?

George Wales Allen, doing business as G. W. Allen & Company.—
The registration of George Wales Allen was revoked by the Commis-
sion upon findings that registrant failed to keep accurate books and
records, did not file amendments correcting his registration applica-
tion, sold securities at excessively high mark-ups and failed to furnish
customers with proper confirmations of transactions. The fact that
the dollar amount of profit to the registrant was not large did not
negate the finding that he violated the standard of fair dealing to
which the Commission holds broker-dealers, since the fraud lay not
in the amount of profit realized but in the inherent misrepresentation
as to the current value.of the securities.?

, Albert & Company, Inc. (a New York corporation), Albert & Com-
pany, Inc. (a New Jersey corporation).—These broker-dealer regis-
trations were revoked by the Commission and Eli D. Albert, officer and
controlling stockholder of both companies, was named as a cause of
the orders of revocation. The Commission found that a permanent
injunction has been issued by the Supreme Court of the State of New
York, New- York County, barring the New York registrant from
engaging in the securities business in the State of New York. A com-
plaint filed in the State action alleged that the registrant sold a mil- )
lion shares of the common, stock of Mohawk Business Machines for
approximately a million dollars by means of fraudulent representa-
tions. Pursuant to a complaint filed by the Commission, the United
States District Court for the District of New Jersey had permanently
enjoined the New Jersey registrant and Eli D. Albert from making
false and misleading representations in the offer and sale of the com-
mon stock of Vari-Pac Corporation. In addition, the New Jersey

2 Securities Exchange Act Release No. 6241 (April 21, 1960).
38 Securities Exchange Act Release No. 6166 (January 26, 1960).
* Securities Exchange Act Release No. 6019 (July 22, 1959).
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registrant failed to file a report of financial condition for the year
1958.%0

Southern States Securities Corporation.—The Comm1$s10n re-
voked the broker-dealer registration of Southern States Securities
Corporation and expelled it from membership in the National Associa-
tion of Securities Dealers, Inc., naming Robert E: Sherwood as a
cause of the revocation and expulsion. The Commission found that
the registrant had made false and misleading statements in the offer
and sale of the securities of Asco, Inc. and Continental Underwriters,
Ine. and had misappropriated customers’ checks and various things of
value including appliances, automobiles, real estate, and shares of
stock in other companies, which were given in payment for such securi-
ties. In connection with the sales of Continental stock and the disposi-
tion of other securities received in settlement of such sales, registrant
failed to send customers confirmations of the transactions involved.
Registrant, in addition, was found to have made false statements in
its application for registration and violated the. Commlssmns net

capital and bookkeeping requirements.®*

. Best Securities, Inc.—The Commission revoked the broker-dealer
registration of Best Securities, Inc. and expelled it from membership
in the National Association of Securities Dealers, Inc. Morton Liven-
ston, Ludwig J. Kabian, and Judah Cohen, also known as Judd Cohen,
were named as causes of the revocation and expulsion. Using long-

- distance telephone calls registrant sold approximately 115,000 shares
of the common stock of North Carolina Telephone Company to nearly
300 investors in various parts of the United States, by means of false
and misleading statements concerning the future market price of the
stock, dividend payments and possibilities of merger with other tele-
phone companies. Registrant’s activities violated the anti-fraud
provisions of the securities laws which also contemplate that recom-
mendations of a security to a prospective purchaser shall have a rea-
sonable basis and be accompanied by disclosure of known or easily
ascertainable facts bearing upon the justification of the recommenda-
tions. The sales methods of registrant were classified by the Commis-
sion as of a type customarily used to place a customer in a position
where he is asked to make a hasty decision to buy securities of a specu-
lative nature on-the basis of oral and undocumented representations
promising quick profits by an unseen and unknown person skilled in
high-pressure selling techniques and inaccessible to complaints. Reg-
istrant also failed to amend its registration application to disclose
an injunction against one of its salesmen.®

% Securities Exchange Act Release No. 6267 (May 18, 1960).
8 Securities Exchange Act Release No. 6200 (March 4, 1960).
2 Securities Exchange Act Release No. 6282 (June 3, 1960).
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A. J. Grayson & Co., Incorporated, A. J. Grayson & Co. of New
Jersey, Inc., A. J. Grayson & Co. Inc.—The Commission found that
A. J. Grayson & Co., Incorporated, a New York corporation, and
Albert J. Grayson sold and delivered 226,550 shares of the unregistered
common stock of Micro-Moisture Controls, Inc. The United.States
District Court for the Southern District of New York permanently
enjoined Grayson and the New York registrant, among others, from
offering and selling Micro-Moisture stock in violation of the registra-
tion provisions of the. Securities Act of 1933. The Commission re-
voked the broker-dealer registration of the New York registrant, ex-
pelled it from membership in the National Association of Securities
Dealers, Inc., and, on the basis of the permanent injunction against
Grayson and his position as president, principal stockholder and di-
rector of both the Maryland and New Jersey registrants, revoked the
registrations of those registrants as broker-dealers, naming Grayson
as a cause of all three revocations and the expulsion.s?

Paul Carroll Ferguson, doing business as Paul C. Ferguson &
Co.—This broker-dealer’s registration was revoked by the Commission
upon the findings that registrant had engaged in an interstate securi-
ties business while not registered as a broker-dealer, sold and delivered
unregistered securities, failed to send proper confirmations, sold secu-
rities for customers without accounting for the entire price, made ma-
terial misrepresentations, solid stocks at excessive mark-ups and failed
to maintain required books and records.*

James J. Snoddy, doing business as James J. Snoddy, Investment
Securities.—The registration was revoked upon findings that regis-
trant, within ten years, had been convicted in the United States Dis-
trict Court for the Southern District of Texas of violations of the anti-
fraud provisions of the securities laws and the mail fraud provision
of the United States Criminal Code, and had failed to file reports of
financial condition for the years 1955 through 1957.2

James J. Wilensky & Co.—The Commission revoked the broker-
dealer registration of Joseph J. Wilensky & Co. and expelled it from
membership in the National Association of Securities Dealers, Inc.
Registrant had been permanently enjoined by the United States Dis-
trict Court for the Southern District of Florida from engaging in
the securities business in violation of the net capital rule. Registrant
was found also to have misappropriated $3,431 received from cus-
tomers for the purchase of securities, failed to disclose to his customers
that he was doing business while insolvent, violated the net capital
rule and failed to amend its application to disclose the injunction and

33 Securities Exchange Act Release No. 6242 (April 22, 1960).
% Securities Exchange Act Release No. 6009 (July 7, 1959).-
3 Securities Exchange Act Release No. 6020 (July 16, 1959).
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other matters. Registrant in addition failed to make and keep re-
quired books and' records. Joseph J. Wilensky was named a cause
of the revocation and expulsion.3¢

Dennis Securities Corporation.—The registrant sold and dehvered
unregistered stock of Tyrex Drug & Chemical Corporation and failed
to disclose to its customers the common control of-itself and Tyrex.
In addition, registrant extended credit in violation of Regulation T
and failed to make and keep required books and records. The Com-
mission revoked this broker-dealer’s registration and expelled regis-
trant from membership in the National Association of Securities
Dealers, Inc., naming Anne Egenes, C. Edward Scott and Ivor Jenkins
as causes of the revocation and expulsion.?

Kimball Securities, Inc.—A permanent injunction was entered by
consent against the registrant, Frank S. Kimball, Joseph C. Kimball
and Michael M. Ackman by the United States District Court for the
Southern District of New York enjoining them from further viola-
tions of the anti-fraud provisions of the securities laws in connection
with the sale of the common stock of Perry Oil Company, Inc. Under
all the circumstances, including the serious nature of the conduct
which the injunction prohibits, and finding it to be in the public in-
terest, the Commission revoked the registration of Kimball Securities,
Inc. as a broker-dealer and named the Kimballs and Ackman as
causes of the revocation. The application of Frank S. Kimball to
dismiss the proceedings as to him on the grounds that he was not prop-
erly served was denied by the Commission upon findings that Kimball
had actual notice of the proceedings, and had an opportunity to par-
ticipate therein fully and did join with registrant in filing proposed
findings, exceptions and briefs without waiving his position on his
application and that therefore the requirements of due process and of
the Exchange Act and the rule thereunder 1egard1ng appropriate
notice were satisfied.®

Edna- Campbell Markey, doing busmess as E "C. Markey.—Edna
Campbell Markey, doing business as E. C. Markey, was found to have
made a false statement ~in her registration application regarding the
identity of a controlling person and failed to file an amendment to the
registration application to show a change in the name under which
the business was to be conducted. Robert Michael Schulster was found
to be a cause of the order of revocation.*®

Jefferson Associates, Inc.—The registration of J eﬁ'erson Assocmtes,
Inc., as a broker-dealer was revoked by the Commission and Donald
Dunklee was named as a cause of the order of revocation upon find-

# Securities Exchange Act Release No. 6032 (July 31, 1959).
3 Securities Exchange Act Release No. 6055 (August 81, 1959).
8 Securities Exchange Act Release No. 6274 (May 27,1960).
* Securities Exchange Act Release No. 6015 (July 10, 1959).
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ings that registrant had made a false statement in an amendment to
its registration -application regarding the identity of its principal
stockholder and failed to file an amendment to disclose the person who
actually controlled registrant.

Talmage Wilcher, Incorporated. —The Commission revoked the
broker-dealer registration of Talmage Wilcher, Incorporated upon
a determination that the registrant ﬁled a false statement of financial
condition with its registration application, had violated the Commis-
sion’s net capital and bookkeeping rules, and had filed a false financial
report for the year 1959. Talmage S. Wilcher was named as a cause
of the revocation.*!

William Newman, doing business as Wm. Newman Company.—
The registration of William Newman as a broker-dealer was revoked
by the Commission upon findings that registrant was permanently en-
joined by the Supreme Court of the State of New York from engaging
in securities transactions in New York, had failed to amend his appli-
cation for registration to indicate the existence of the injunction and
the change of his business address, and failed to file.reports of financial
condition for 1956 and 1957.%* '

First Maryland Securities Corp.——The Commission determined that
Samuel Nagle, an officer and director of First Maryland Securities
Corp., is permanently enjoined by a decree of the Supreme Court of
the State of New York, County of New York, from engaging in the
securities business in that State and that registrant failed to file its
initial required report of financial condition. Accordingly, the regis-
tration of First Maryland Securities Corp. as a broker-dealer was re-
voked by the Commission and Samuel Nagle was named as a cause.*

Edward J. Carroll, doing business as Carroll Securities Com-
pany.—The Commission revoked the registration of Edward J. Car-
roll upon a finding that registrant was subject to a permanent injunc-
tion issued by the United States District Court for the District of
Massachusetts enjoining him from further violations of the anti-fraud,
net capital, and bookkeeping -provisions of the Securities Exchange
Act and the rules thereunder. Registrant was also found to have been
convicted within ten years by a Massachusetts State court of larceny of
securities from one of the customers whose transactions formed the
basis for the injunctive proceeding.*t

R. G. Williams & Co., Inc.—The registration of R. G. Williams
& Co., Inc. as a broker-dealer was revoked by the Commission and
Robert G. Williams was named as a cause of the revocation. Regis-

4 Securities Exchange Act Release No. 6008 (July 10, 1959).
41 Securities Exchange Act Release No. 6286 (June 13, 1960).
42 Securities Exchange Act Releasé No. 6014 (July 10, 1959).
43'Securities Exchange Act Release No. 6199 (March 3, 1960).
#“ Securities Exchange Act Releggé No. 6220 (March 30, 1960)..
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trant was found to have violated the Commission’s net capital and
bookkeeping rules-and engaged in the securities business while in-
solvent without disclosing-its insolvency. Registrant and Williams
were also permanently enjoined by the United: States District Court
for the Southern District of New York from hypothecating customers’
securities without their consent, effecting securities transactions while
insolvent without disclosing the insolvency, and violating the Com-
mission’s net capital rule.* :

First Lewis Corporation.—The revocation of the registration of
the First Lewis Corporation as a broker-dealer was based upon,a find-
ing that registrant was permanently enjoined by the United States
District Court for the District of Massachusetts from engaging in the
securities business while failing to make its required books.and records
available for inspection. In addition, registrant was found to have
failed to amend its registration application to disclose the resignation
of certain of its officers and directors and abandonment of its prin-
cipal place of business and to file a report of financial condition for
1958. Fred T. Lewis was named as.a cause of the revocation.*®

‘Maxwell M. Sacks.—Sacks falsely stated in his application for reg-
istration -that he had never previously been found to have violated
the .Securities Exchange Act when, in fact, the Commission had re-
voked his prior registration as a broker-dealer for violations of that
Act. Healso failed to answer Item 6 of the application, as to whether
any other person directly or indirectly controlled his business. The
Commission revoked his registration as a broker-dealer.*’ ‘

Universal Securities of Buffalo.—Registrant’s partners, George T.
Argeros, Christ P. Argeros, - James Kahris, and Frank P. Aronica,
were named as causes of the order of revocation of its broker-dealer
registration. The revocation was based upon findings that registrant
and its partners are permanently enjoined by the United States Dis-
trict Court, for the Western District of New York from violating the
anti-fraud, net capital, and bookkeeping provisions of the Securities
Exchange Act, and that registrant failed to amend its registration
statement to 1ndlc‘1te the existence of the injunction.*®

World Wide Investors Corporation.—The Commission found: that
loglstl,ant is permanently enjoined by the United States District Court
for the Southern District of New York from offering or selling un-
registered shares of the common stock of Micro-Moisture Controls,
Inc. The registrant also failed to file a report of financial condition
for 1957. Accordingly, the Commission revoked its registration as
a broker-dealer.*

45 Securities Exchange Act Release No, 6276 (May 27, 1960).' °

4 Securities Exchange Act Release No. 6252 (May 2. 1960).

47 Securities Bxchange Act Release No. 6066 (September 10, 1959).
48 Securities Exchange Act Release No. 6056 (September 1, 1959).

# Securities Exchange Act Release No. 6260 (May 13, 1960).
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Intermountain Securities, Inc.—The broker-dealer registration of
Intermountain Securities, Inc. was revoked by the Commission and
Lamarir Carlysle Bailey, Sr., and Lamarr Carlysle Bailey, Jr., were
named as causes of the revocation.’ Registrant failed to amend its
registration application to show changes in its officers, ownership of
1is stock, and location of its offices, did not keep its books and records
in an accessible place, and failed to file a financial report for 1957.%°

Abraham Reosen, doing husiness as Al Rosen & Co.—The Commis-
sion revoked the registration of Abraham Rosen as a broker-dealer
andexpelled him from membership in the National Association of
Securities Dealers, Inc. upon findings that registrant engaged in the
securities business while insolvent without disclosing such insolvency,
failed to make and keep required records, and is enjoined by the
United States District Court for the District of Massachusetts from
further similar violations.5

George B. Wallace & Co.—The" Commlssmn revoked the broker-
dealer registration of George B. Wallace' & Co. upon findings that
registrant and its partners, George B. Wallace and August G.
Fuchs, are permanently enjoined by the United States District Court
for the District of New Jersey from further violations of the Com-
mission’s net capital requirements and are also permanently enjoined
by State courts in New York and New Jersey from engaging in the
securities business within those States. George B. Wallace and -Au-
gust G. Fuchs were each named a cause of the revocation.

Williams & Associates.—The Commission revoked the broker-
dealer registration of Williams & Associates and named William An-
gelo, Jr. as a cause of the revocation upon findings that registrant
violated the Commission’s net capital rule, and that the United States
District Court for the District of New Jersey en]omed 1t and A.no'elo
{rom further violations of the rule.® :

John F. McBride & Co., Ine.—The Commission found that John
F. McBride & Co., Inc. and its president, John F. McBride, are sub-
ject: to a permanent injunction entered with their consent by the
United States District Court for the Southern District of New York
barring them from offering or selling stock of Wyoming-Gulf Sulphur
Corporation or any other securities in violation of the registration
provisions of the Securities Act of 1933. Registrant also failed to
file annual reports of financial condition for the years 1954 through
1957. In revoking this registration the Commlssmn named J. ohn F.
McBride as a cause.™

5 Securities Exchange Act Release No. 6178 (February 9, 1960).
51 Securities Exchange Act Release No, 6010 (July 9, 1959).

52 Securities BExchange Act Release No. 6024 (July 28, 1959).

68 gecurities Bxchange Act Release No. 6270 (May 23, 1960).

54 Securities Exchange Act Release No. 6023 (July 23, 1959).
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Tanya Kaye, doing business as Kaye Investing Co.—The Commis-
sion determined that Tanya Kaye, doing business as Kaye Investing
Co., failed to comply with the Commission’s net capital and bookkeep-
ing requirements and is permanently enjoined by the United States
District Court for the Eastern District of New York from further
violations of these provisions. Based on such findings her registra-
tion as a broker-dealer was revoked.’

Alexander Dvoretsky, doing business as Dennis & Company.—
The broker-dealer registration of Alexander Dvoretsky was revoked
by the Commission upon findings that registrant failed to amend his
application for registration to show that three of his.salesmen had
been enjoined by State courts for securities violations; and that the
registrant violated the Commission’s net capital rule and failed to

make and keep current his books and records.’
Filosa Seeurities Company.—The Commission revoked the broker-

dealer registration of Filosa Securities Company naming Frank Rob-
ert Filosa as a cause of the revocation. "This action was based upon
findings that the registrant purchased and sold securities while in-
solvent without disclosing its financial condition, misappropriated
customers’ funds and securities, violated the net capital and record
keeping rules, failed to file reports of financial condition for 1957 and
1958, and failed to amend its application for registration to disclose
the resignation of one of its officers and directors.>
Blaise D’Antoni & Associates, Inc., Blaise D’Antoni.—Based upon
a finding of net capital rule v1ola/t10ns the Commission revoked the
broker-dealer registration of Blaise D’Antoni & Associates, Inc., nam-
ing Blaise D’Antoni as a cause of the revocatlon and denied the appll-
cation of Blaise D’Antoni for registration as a broker-dealer. '
K. Meédann & Co., Ine.—The Commission revoked the broker-
dealer registration of K. Medann & Co., Inc., and named Jack Kissel
as a cause of the revocation upon a ﬁndmg that registrant violated
the bookkeeping requirements of the Securities Exchange Act.®
The revocation of the broker-dealer registration of Kramer &
Company, Incorporated was based upon ﬁndlngs that registrant had
violated Regulation T and the Commission’s net capltal rule. Thomas
Anthony Kramer was named a cause.® '
The broker-dealer registrations of Gulf States Underwriters, Inc.,*
John S. Hughes, doing business as John S. Hughes Co.,”> Angelo

6 Securities Exchange Act Release No. 6033 (August §, 1959).

5 Securities Exchange Act Release No. 6147 (December 22, 1959).

87 Securitles Exchange Act Release No. 6266. (May 19, 1960). .

58 Securities Exchange Act Release No. 6238 (April 19, 1960), petitlon for review (C.A.
5 No. 18416), pending at close of fiscal year.

5 Securities Exchange Act Release No. 6078 (September 23, 1959)

@ Securities Exchange Act Release No. 6007.(July 9, 1959).. ,

¢ Securities Exchange Act Release No. 6183 (February 16, 1960).

6 Securities Exchange Act Releise No. 6067 (September 10, 1959).



106 SECURITIES AND EXCHANGE COMMTISSION.

Plomatos, doing business as Hellene Securities,® and John M.
Irving * were revoked by the Commission upon a determination that
they failed to file financial‘reports as required by Section 17(a) of
the Securities Exchange Act of 1934 and Rule 17a~5 thereunder. The
Commission found that Daniel Hoffman,”* W, E. Leonard & Com-
pany, Inc.®® and John Munroe,* reglstered broker-dealers, also will-
fully violated the reporting requirements of the Securities Exchange
Act; however, after considering all of the circumstances of these
cases, the Commission decided no sanctions were necessary m the
public interest. . '

Denial Proceedings

Peoples Securities Company.— 3
a broker-dealer of Peoples Securities Company was denied by the
‘Commission. L. B. Hartgrove, Sr., Robert Macy Compton, and
Clifford Bryant Renegar, ofﬁcérs, directors and controlling stock-
holders of Peoples, and Union Trust Company, a stockholder and
securities dealer controlled by Hartgrove, were named as causes of
the denial. The Commission found that Peoples made and failed
promptly to correct false and misleading statements in its registration
application and the amendments thereto. The application for reg-
istration and the first two amendments failed to show that Har tgrove
occupied a similar position as an officer or director. In addition,
Hartgrove, Union and Sequoyah Securities Company, a former reg-
istered broker-dealer controlled by Union, had offered, sold and
delivered the unregistered stock of American Founders Life Insur-
ance Company and its successor, United Founders Life Insurance
Company. In connéction with the sale of American stock the Com-
mission found that Hartgrove, Compton and Sequoyah had made
false and misleading statements concerning the effect of the insurance
laws of Oklahoma, the safety of the investment, and the profit that
might be made. Hartgrove was also found to have violated the anti-
fraud provisions of the Securities Act in connection with the offer
and sale of the stock of Capital National Life Insurance Company
and Capital National Trust’ Company. In addition, Union, aided
and abetted by Hartgrove was found to have engaged for over a
3-year period in an interstate securities business without being
registered as a broker-dealer.®®
" Freeman Securities, Inc.—The Commission denled the application
for registration of Freeman Securities, Inc. and named Sam Freeman

63 Securities Exchange Act Release No. 6289 (June 14, 1960).

6 Securities Exchange Act Release No, 6165 (January 19, 1960).

& Securities Exchange Act Release No. 6156 (January 5, 1960).

@ Securities Exchange Act Release No. 6197 (March 3, 1950).

o7 Securities Exchange Act Release No. 6026 (July 24, 1959). '

e Securities Exchange Act Release No. 6176 (February 10, 1960) ; petition for review
of Commission order filed April 7, 1960 (C.A. 5, No. 18300), pending at close of fiscal year.
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as a cause of denial upon findings thdt registrant failed to list in the
application, as required, an owner of 10% of its securities, and grossly
overstated its assets in a financial statement filed as a supplement
thereto. The statement showed as of December 15, 1958, total assets of
$17,500, no liabilities, and a net worth of $17,500. The Commission
found, .however, that as' of that date apphcant’s assets totaled only
$1 000 69

"Chester Richard Koza, doing business as Chester R. Koza & Co —
Koza, who had an Indiana license to engage in the securities business,
had also effected interstate securities transactions without being regis-
tered with the Commission. The Commission found that during the
period from January 1958 until: May 1959 the books which applicant
kept for his broker-dealer business reflected securities sales totaling
$21,000, all of which weré intrastate transactions. However, during
the same period of time, applicant had also entered into additional
securities transactions totaling over $237,000, some of which were
interstate transactions. ‘These transactions were entered on the books
of a food brokerage business, also 4 sole proprietorship, from which
applicant derived most of his income. The Commission rejected
applicant’s contention that the interstate transactions could be con-
sidered “individual” rather than as part of his securities business,
reafirming the rule that in.the case of a sole proprietorship there is
no valid basis for making such distinction. In denying this applica-
tion, the Commission also found that Koza is permanently enjoined by
the United States District Court for the Southern District of Indiana,
Indianapolis Division, from further violations of the registration
provisions of the Securities Act in connection with sale of securities of
Farm and Home Agency, Inc.®

The Ramey Kelly Corporation.—This application for registration
as a broker-dealer was denied by the Commission and Robert L. Ramey
wasnamed as a cause. The Commission found that Ramey made false
and misleading statements in the sale of securities to an investor con-
cerning the safety of the investments, the income the purchaser would
receive, and commissions paid in connection with the sales.”

Suspension Proceedings

Section 15(b) duthorizes the Commission to suspend the registra-
tion of any broker-dealer pending final determination of whether the
registration should be revoked.  An order suspending the registration
may be entered only after an opportumty for hearlng and a finding by
the Commission such suspension appéars to be necessary or appropri-
ate in ‘the public 1nterest or for the protectlon of 1nvestors During

@ Securities Bxchange Act Release No. 6046 (August 19, 1939).
¥ Securities Exchange Act Release No.:6298 (June 28; 1960).;
! Securities Exchange Act,Release-No. 8209 (March 17, 1960). -’
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the past fiscal year the Commission suspended the registrations of
several broker-dealers after hearings at which evidence was produced
that serious misconduct was currently being engaged in by the re-
spondents. To:prevent further harm to investors.the . Commission
determined that it was in the public interest to suspend those regis-
trations pending a full hearing on.the question of revocation. The
entry of an order of suspension is not determinative of the ultimate
questions of whether willful violations have been committed and an
order of revocation should be entered which are resolved only after a
further hearing-at which additional ev1dence may be presented by all
parties to the proceeding.

. International Investments, Inc.—Registrant consented to suspen-
sion of its broker-dealer registration. The Commission found
suspension was appropriate in the public interest and for the pro-
tection of investors. The Commission determined that John K. Gibbs,
president, director, and controlling stockholder of the registrant, was
permanently enjoined on June 11, 1959 by the United States District
Court for the District of Columbla, from further violations of the
registration and anti-fraud provisions of the Securities Act of 1933
in connection with the offer and sale of the common stock of Interna-
tional Corporation, a non-existent corporation. Prompt action pre-
vented any substantial fraud on the public. At the close of the fiscal
year, revocation proceedings -were pending against registrant.”?

Phoenix Seécurities Corp.—Registrant admitted for the purposes
of the hearing on the question of suspension of registration that it
offered and sold the unregistered common stock of General Qil In-
dustries Co., Inc., and in connection therewith made materially false
and misleading statements concerning, among other things, the issuer’s
assets, stock, and prospects. The violations and record so far made
were deemed a.sufficient showing to require suspension of this regis-
tration, which order was entered by consent. At the end of the
fiscal year, revocation proceedings were pending.”™

Peerless-New York, Incorporated.
registrant is subject to two preliminary injunctions entered by the
United States District Court for the Southern District of New York on
December 11, 1959, enjoining it from further violations of the registra-
tion and anti-fraud provisions of the Securities Act of.1933 in
connection with the offer and sale of the stock of Belmont Oil Corpo-
ration. On February 3, 1958, the same court had issued an injunction
temporarlly restraining reglstrant from further violations of the Com-
mission’s net capltal rule. The Commission deemed the injunctions
and the accompanying findings of fraud and other violations of the

7 Securities Exchange Act Release No. 6036 (August 6, 1959).
7 Securities Exchange Act Release No. 6186 (February 17, 1960).
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securities laws a sufficient showing to require the suspension of this
registration in the public interest and for the protection of investors.™

Milton R. Aronson, doing business as Aronson & Co.—The Com-
mission found; on the basis of stipulation and a consent to suspension
entered into by Aronson, that he is permanently enjoined by a decree
of the United States District Court for the Southern District of Cali-
fornia, Central Division, from. engaging in securities transactions in
violation of the anti-fraud, net capital,-bookkeeping, and reporting
provisions of the Securities Exchange Act of 1934, and that he violated
the net capital rule and record-keeping provisions of the Securities.
Exchange Act, made false entries in his books and records, and failed
to file a report of financial condition for -1958. The Commission
entered an order suspending his broker-dealer registration 7* and sub-
sequently revoked his registration.” . "

- George H. Hildebrand, doing:business as Hlldebrand & Co Atlas
Securities, Inc.—Atlas Securities, Inc., succeeded to the busmess of
George H. Hildebrand & Co. on October.l, 1958. The registrants
consented to suspension of their broker-dealer registrations and ad-
mitted for purposes of this proceeding that Atlas had engaged in
securities transactions while insolvent and in violation of the.Com-
mission’s net .capital rule. The Commission concluded that suspen-
sion was appropriate in the public interest and for the protection of.
investors. Revocation proceedings against the reglstrants were pend-
ing at the end of the fiscal year.”

Other Sanctions ) '

Reynolds & Co., Reynolds & Company, Incorporated
mission suspended Reynolds & Co. from membership in the National
Association of Securities Dealers, Inc. upon findings that willful
violations of the securities laws occurred in Reynolds’ branch offices
in Carmel, ‘Berkeley and San Francisco, California, and Chlcago,
Illinois, and that Reynolds and certain of its partners and supervisory
personnel failed to exercise proper SupeI'VISIOH over- branch office
employees.

The Commission analyzed transactions of Patrick H Coleman, Jr.,a
salesman in the Carmel Office, in four discretionary investment ac-
counts of customers and concluded that all four accounts were grossly
overtraded in light of the character of the accounts. Inone account, an
average investment of $57,310 was turned over 29 times’ in a 46- month
period, with purchases totalling $1,664,572 and sales totalling $1,651,-
907. Of 318 “in-and-out” transactions in this account, about 158 were
completed W1th1n 30 days, with 22 being completed on the same day

7 Securities Exchange Act Release No. 6193 (February 26, 1960).
7 Securities Exchange Act Release No. 6075 (September 23, 1959).
' 78 Securities Bxchange Act Release No. 6241 (April 21, 1860).

T Securities Exchange ‘Act Release No. 6150 (December 29, 1959).
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or the following'day. William R. Rice, the managing partner of Rey-
nolds’ West Coast branch offices, and Wilfred C. Aldous, the manager
of the Carmel Office, were found to have failed to exercise proper su-
pervision over Coleman’s-activities although they were aware of the
large volume of trading in the accounts and his confidential relation-
ship to the customers.

The violations in the Chicago Branch. Oﬁice involved unauthorized
transactions in customers’ accounts and forgery of a customer’s name
by an employee of that office. In one case as many as 18 unauthorized
transactions were effected-in a period of less than four months. In an-
other' case, securities which were purchased without authorization in
one customer’s account were, after complaints by the customer, trans-
ferred to the account of another customer pursuant to his purported
authorization which was forged by the salesman. . The price charged
to the second ‘customer was some $1,800 more than the market price at
the time of the transaction. Elmer J. Stefany, head cashier and office
manager of the Chicago Office, Robert B. Whittaker, the resident man-
ager, and John G. White, the resident partner, approved this transfer
of securities. The Commission characterized their.conduct as “a
reckless failure to inquire into the highly questionable circumstances
as well as active participation in an improper transfer of a loss to
another customer.” Despite discovery of these facts by the firm, the
salesman was permitted to continue his activity without restriction.
The record further showed 40 violations'of Regulation T in the han-
dling of 14 accounts by the salesman. The Commission found that
Reynolds had, in fact, exercised no control or supervision with respect
to compliance with Regulation T in the Chicago Office and that the
three supervisors involved failed also to perform their responsibilities
in this respect.

The violations which occurred in the San Francisco and Berkelev
Offices involved false and misleading statements made by Wesley S.
Roland, assistant manager of the Berkeley Office, and other employees
of registrant to induce the purchase by customers of stock in six mining
companies whose -principal assets were six million shares of U & I
Uranium Inc. stock. Roland told customers, among other things, that
the stock was the “hottest thing” he had ever. seen or handled, that it.
was “going up tomorrow” and that “the sky was the limit.” The
U &I claims were falsely represented to customers to be worth from
50 to 100 million dollars. Roland did not disclose to customers to
whom he was recommending the purchase of these securities that at
the same time he was selling his own shares of such securities (a total
of 377,500 shares were sold by h1m for h1s own account at a proﬁt of
$100,000). -

The execution of customers buy orders was dehberately withheld
until the market price of the stocks had increased as a result of the
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inclusion, on request of Reynolds’ employees, of increasingly higher
bids in the over-the-counter quotations then published by members of
the Spokane Stock Exchange. Such orders were then funneled into
the Spokane Market despite the fact that at least some of the shares
could have been obtained at lower prices from securities dealers in
New York. The employees also participated in a publicity campaign
which resulted in the publication of newspaper articles which were
materially false and misleading. Registrant and its supervisory per-
sonnel knew that Roland and other employees were recommending .
the shares of mining company stocks to their customers despite regis-
trant’s stated policy discouraging customer investment in low-price
speculative securities and were aware of the large volume involved.
Under the circumstances, the Commission felt that registrant and its
supervisory personnel failed to make an investigation regarding these
securities and the information disseminated, including reprints of
news articles, used by its employees. In fact, even after being put on
notice in November 1954 that the Commission was investigating Ro-
land’s activities, so far as appears from the record, the registrant
failed to make an effort to determine the facts or the reasons for such
investigation. The Commission determined that Rice and Wilson M.
Dodd, manager of the Berkeley Office, had failed to exercise their
duties of supervision over these activities. ) '

The Commission further noted that from September 1955 to De-
cember 1956 a salesman in Reynolds’ Minneapolis office sold shares of a
non-existent company on his own account, without any recording
thereof on Reynolds’ books, to the firm’s customers and others. The
salesman had the firm’s cashier issue and give to him ten checks pay-
able to various customers amounting to over $9,900 which he appro-
priated for his own use after forging the endorsements of the custom-
ers. The Commission observed that the practices engaged in by this
salesman would not have been possible under an effective system of
internal control and supervision. |

The Commission concluded that the aforesaid activities in the regis-
trant’s branch offices demonstrated serious and extensive misconduct
by employees in those offices and grave deficiencies in the supervision
and internal control exercised by registrant over such employees. It
reiterated the doctrine that brokers and dedlers are under a duty to
supervise the actions of employees and that in large organizations it
is imperative that the system of internal control be adequate and effec-
tive and that those in authority exercise the utmost vigilance when-
ever even a remote indication of irregularity reaches their attention.
The Commission felt that the circumstances of this case illustrate
vividly the necessity for this doctrine and called for further consid-
eration of its implications, particularly under the present conditions
" of active markets, increased interest in securities buying, inexperienced

568987—60——9 ]
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customers and the rapid growth and broaderied operations of certaii
large securities firms of which registrant, Reynolds, is one. The Com-
mission held that all of these conditions increase the importance of
maintaining and enforcing adequate standards of supervision, and
that where failure of a securities firm and its responsible personnel to
maintain and diligently enforce‘a proper system of supervision and
internal controls results in the perpetration of fraud upon customers
or in other misconduct and willful violation of the Securities Act, for
the purposes of applying the sanctions prov1ded under the securities
laws, such failure constitutes participation in such conduet and willful
violations are committed not only by the person who performed the
misconduct but also by those WhO did not properly perform their
duty to prevent it.

The Commission found certain mitigating clrcumstances, including
the action taken by Reynolds against all of the individuals involved,
the payment of nearly $300,000 in settlement of claims, the representa:
tions by Reynolds that it had settled and will continué to endeavor in
good faith to settle on an equitable basis all claims of customers in
addition. to adjusting all unauthorized transactions, and the establish-_
ment by Reynolds of additional procedures for supervision and in-
ternal control in order to prevent the repetition of the aforesald
activities. In addition, Reynolds asserted that as a result of the ad-
verse publlclty it has suffered substantial losses. The Commission

concluded that, under all the circumstances, an appropriate sanction
was to suspend Reynolds and Reynolds & Company, Incorporated, the
stock of which is wholly owned by Reynolds and several of its part-
ners, from membership in the National Association of Securities
Dealers, Inc. for a period of 30 days. Rice, White, Whittaker, Dodd,

Aldous, Roland Stefany, and Coleman were each named as a cause of‘
the suspension Wlth respect to Reynolds .

Perkins & Company, Inc.—The Commission found that the regis-
trant willfully violated the record-keeping provisions of the Securi-
ties Exchange Act and is enjoined by the United States District Court
for the Dlstmct of Massachusetts from further similar violations of'
the Act. After ¢onsidering all of the circumstances of the case, how-
ever, including the agreement of Ralph Leroy Perkins, registrant’s
controlling stockholders, ‘that the stipulated facts as to the violation
and injunction may be used in any future broker-defl,ler denial pro-
ceedmgs involving him, and his intention to limit ‘future activities in
the securities business to employment as a salesman, the Commission
concluded that withdrawal of the registration was consistent with in
the public interest and the protection of investors.™

R SR

™ Securities Exchange Act Release.No. 6273 (May 25,1960). . ..
7 Secgr)ities Ethgmge Aqt Release No. 8152 (December 31, 1959). -
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Net Capital Rule

The basic purpose of Rule.15¢3-1 promulgated by the Comlmssmn
under Section 15(c) (8) of the Securities Exchange Act is to safeguard
funds and securities held in the accounts of customers by registered.
broker-dealers. This rule, commonly known as the net capital rule,,
limits the quantum of indebtedness which may be incurred by a broker-
dealer in relation to its capital. It provides that the “aggregate
indebtedness” of a broker:dealer may not exceed 20 times the amount
of its “net.capital” as oomputed in accordance with the prov1smns of
the rule. )

‘When it appears f10m an exammatlon of leports ﬁled by a regis-
tered broker-dealer with‘the Commission, or through inspection of his
books and records, that the permitted ratio.is exceeded, the Commis:
sion generally notifies thé offending broker-dealer of its deficiency and
affords an opportunity .for compliance.. Unless the capital situation.
is promptly remedied, injunctive action may be taken by the Commis-
sion, and, in addition, proceedings may be instituted to determine
whether the broker-dealer registration should be revoked. Durmg the:
past fiscal year, violations of the net capital rule were charged in in-
junctive actions filed against 28 broker-dealers and in revocation pro-
ceedings instituted against 31 broker-dealers.

A registered broker-dealer who participates in “firm comm1tment”
underwritings must maintain sufficient capital to permlt participation.-
provided by the underwriting contract without impairing the allow-
able capital-debt-ratio prescribed;by the rule. For the protection of
issuers and customers of the broker-dealer, the staff of the Commis-
sion carefully scrutinizes the latest available information concerning
the capital position of the participants to determine whether they
will comply with the net capital rule. Acceleration of the effective .
date of registration statements filed under the Securities ‘Act will be
denied where underwriting commitments may engender violations of
the net capital rule by any participating underwriter.

Once a partmlpant is determined to be undercapitalized, he is
notified and given an opportunity to adjust his financial position so
as to meet the requirements of the rule without reducing his com-
mitments. If he is unable to meet the rule, he must decrease his “firm
commitment” until compliance with the rule is rea,ched If neces-
sary, he may have to withdraw from the underwrltmg or partlclpate
on a “best efforts” basis only

Financial Statements

Rule 17a-5, promu]gated under Sectlon 17 (a) of the Securities
Exchange Act, requires.registered broker-dealers to, file reports of
financial condition with. the Commission.. . These reports must be filed
annually, except that successive reports.cannot be as of dafc’egwlthu}
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four months of each other. Upon the initial registration of a broker-
dealer, the registrant’s first financial report must be as of a date
during the period between the expiration of the first and fifth months
following the effective date of the registration. In all cases, reports
must be filed within 45 days aftel the date as of which the report
speaks.

The rule requires financial reports to be certified by a certified public
accountant or by a public accountant who is in fact independent.” The
certification requirement does not apply where it does not appear
necessary for the protection of private investors. Pursuant to this
policy, the rule states specific conditions by which members of na-
tional securities exchanges are exempt from the necessity of certifica-
tion. - An exemption is also afforded a broker-dealer, who, since his
last previous report, has confined his securities transactions to the
solicitation of subscriptions as an agent for issuers, has transmitted
funds and securities promptly, and has not otherwise held funds or
securities for or oweéd monies or securities to customers. Certification
is not required if since the previous report, a broker-dealer has bought
and sold only evidences of indebtedness secured by liens on real estate,
and has not carried margm accounts, credit balances, or securltles for
any customers. .

These reports furnish one means by which the Commission and the

public can periodically evaluate the financial liquidity and respon-
sibility of broker-dealers. The reports further provide the staff of
the Commission with information to determine compliance with the
net capital rule.
" Should a broker-dealer fail to file a required report of financial
condition, the Commission will notify him of this fact and usually give
him an opportunity to file the report immediately. If immediate
compliance is not forthcommg, the Commission may institute revoca-
tion proceedings.

During the fiscal year, 4,569 reports of financial ‘condition were
filed. This compares to the 1959 total of 4,560.

Broker-Dealer Inspechons o

The Commission continued to place great emphasis on its program
of broker-dealer inspections. The authority for the program is con-
tained in Section 17 (a) of the Securities Exclnnge Act which requires
the making and keeping of appropriate books and records and pro-
vides for regular and periodic inspection of such records. Inspections
have developed into one of the principal means for the protection of
investors for they go a long way to assure ¢ompliance with the securi-
ties laws and the rules and regulations promulgated thereunder. Ex-
perience has'shown that they not only serve to expose violations which
have already occurred, but, in addition, they often detect conditions
which if not corrected may result in harm to customers.

v
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The process of inspection generally includes: (1) a determination
of the broker-dealer’s financial condition; (2) a thorough review of
his pricing practices; (8) a careful evaluation of the safeguards em-
ployed in his handling of customers’ funds and securities; and (4) a
determination of the adequacy and accuracy of disclosures made to
customers relating to their transactions.

Inspections afford protection to the public by determining whether
broker-dealer activities conform with the standards of federal securi-
ties statutes. They reveal failures to keep proper books and records.
Violations of the margin and credit provisions of Regulation T, pre-
scribed under the Securities Exchange Act by the Federal Reserve
Board, may be uncovered. Inspectors examine individual trading ac-
counts to inquire if there is evidence of excessive trading or switching.
Inspections have disclosed the use of improper and fraudulent sales
techniques, and the sales of unregistered securities. The inspection
program has also assisted the Commission in its administration of
the short sale and stabilization rules.

During the fiscal year, the number of completed inspections totalled
1,499. It is anticipated that with the steady increase in broker-dealer
registrations and the benefits derived from the inspection program,
the Commission will continue its policy of increasing the number of
inspections in the future.

Violations uncovered by an inspection do not necessarily provoke
Commission action. In determining whether to institute proceedings
against a broker-dealer, the Commission gives consideration to a great
number of factors. It considers the seriousness of the violation and
whether loss has been or is likely to be sustained by the public. It
looks at the history of the broker-dealer with respect to prior infrac-
tions. It seeks to determine whether the broker-dealer is aware of his
‘misconduct and, if so, whether it has taken steps to abate it. Gen-
erally, if these issues are resolved in the broker-dealer’s favor, he is.
given an opportunity to achieve compliance. If it appears that the
violations were willful, and that the protection of investors and the
public interest can best be served by disciplinary proceedings, the
Commission promptly institutes such proceedings.

The following table shows the various tyges and number of viola-
tions disclosed as a result of 1,499 inspections during the fiscal year:

Type Number
Financial difficulties e 139
Hypothecation rules e 43
Unreasonable prices for securities purchases and sales__________________ 194
Regulation T of the Federal Reserve Board - 180
“Secret profit” - - —e 7
Confirmations and bookkeeping rules 967
Other [, ——— 371

Total indicated violations.._ o 1,901
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The principal stock exchanges, the National Association of Secu-
rities Dealers, Inc., and some of the States have inspection programs
that are somewhat similar to but not identical with that of the Com-
mission. Each agency conducts its inspections, examinations or
audits in accordance with its own procedures and with particular ref-
erence to its own regulations and jurisdiction. Inspections by other
agencies cannot be adequate substitutes for  Commission inspections
since they are not primarily concerned with the detection and pre-
vention of violations of the Federal securities laws and the Commis-
sion’s regulations thereunder. However, the inspection programs of
these other agencies 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 unneces-
sary duplication of inspections. Under this program, each inspect-
ing agency advises the other agencies that it has started a particular
inspection, but does not report its findings to them. ' Information dis-
‘covered in the conrse of such inspections or examinations indicating
‘serious violations of regulations administered by another agency may,
however, be called to the attention of such other agency. The pro-
gram does not prevent the Commission from inspecting any firm re-
cently inspected by another agency and such inspections are made
whenever good cause exists.

The stock exchanges now participating in this coordination pro-
gram include the American Stock Exchange, the Boston Stock
Exchange, the Midwest Stock Exchange, the New York Stock Ex-
change, the Pacific Coast Stock Exchange, the Philadelphia-Balti-

‘more Stock Exchange, and the Pittsburgh 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 registration with the Commission of national secu-
rities associations. The statute requires that the rules of such asso-
ciations must be designed, among other things, to promote just and
equitable principles of ®ade, to prevent fraudulent and manipulative
acts and practices, and to perfect the mechanism of a free and open
market. Such associations serve as a medium for the cooperative self-
regulation of over-the-counter brokers and dealers. They operate un-
der the general supervision of this Commission which is authorized to
review disciplinary actions and decisions which affect the membership
of members or 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 with the Com-
mission under the Act.
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In the Maloney Act Congress provided an incentive to membership
by permitting such associations to adopt, and the NASD has adopted,
‘rules which preclude a member from dealing with a non-member, ex-
cept on the same terms and conditions as the member affords the
general public. As a consequence, membership is necessary to the
proﬁtable participation in underwritings and over-the-counter trad-
ing in general, and price concessions, discounts and similar allowances
may properly be granted by members only to other members. Loss
or denial of membership due to expulsion or suspension, or other
1neh<rlb111ty due to a statutory disqualification or the failure to meet
) the standards of qu‘lhhcatlon established in NASD rules, thus i imposes
a severe economic sanction.

Membership in the NASD reached an all-time high of 4 1372 at June
80,1960. During the year membership increased by 354, as a ‘result of
680 admissions to, and 326 terminations of, membership. At the same
time, there were registered with the NASD as registered representa-
tives 90,180 individuals, including generally all partners, officers,
traders, salesmen and. other persons employed by or affiliated with
member firms in capacities which involved their doing business di-
rectly with the public. The number of registered representatives in-
creased by 12,263 during the year as a result of 22,949 initial registra-
tions, 10,972 re-registrations, and 21,658 terminations of registrations.
At May 31,1960, registered representatives totalled 90,536, an all-time
high ﬁgure

NASD Disciplinary Actions

During the fiscal year the Commission received from the NASD re-
ports of final disciplinary decisions in 249 formal complaints cases
against members.® There is often more than a single decision in a
particular case as all decisions of District Business Conduct Commit-
tees are appealable to, or reviewable on its own motion, by the Board
of Governors. On review, the Board may affirm, modify or reverse
such decisions or remand them for further consideration. At times,
two or more complaints against a single member are oonsohdated and
disposed of in a single decision.

Each formal complaint must be based on allegatlons that a member
has violated specified provisions of the NASD’s Rules of Fair Prac-
tice, although registered representatives of members, or persons con-
trolling or controlled by members, may also be cited for violations or
with having been a cause of violation. Of the 249 final decisions so
reported, 177 were based on complaints solely against member firms
and 72 others on allegations that both members and registered repre-

8 In addition to the 249 final decisions, the Commission recelved reports of 66 other
declsions that were prellminary in nature in that flnal decisions were subsequently
received or the matters were awaiting final action by the Board of Governors at the end
of the figcal year.
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sentatives had violated applicable rules. Of the 177 complaints di-
rected solely against members, 28 were dismissed on findings that the
allegations had not been sustained, and in the remaining 149 cases
findings of one or more violations resulted. Of the 72 complaints
against both members and registered representatives, eight were dis-
missed as to all parties; ten were dismissed as to members but not rep-
resentatives; and two were dismissed as to the representatives but not
the members. Findings of violations by one or more of the respond-
ents resulted in the remaining cases brought against members and rep-
resentatives. These cases involved complaints against 130 registered
representatives, 119 of whom were found to have committed violations.

Where violations were found, one or more sanctions were imposed.
The available sanctions include expulsion or suspension of the mem-
ber, or revocation or suspension of registration of the registered rep-
resentative, fine and censure. In some instances an individual was
found a cause of an expulsion, revocation or suspension. In many
cases, more than a single penalty was imposed, expulsion, revocation
or suspension being accompanied by a fine, and a fine being usually ac-
companied by censure.

During the fiscal year, 27 members were expelled ; twelve were sus-
pended for periods ranging from 15 days to two years; the registration
of 34 registered representatives was revoked and of 12 such repre-
sentatives were suspended, for periods ranging from 30 days to one
year; and 27 individuals were found a cause of an expulsion or revoca-
tion of registration. Moreover, fines ranging from $20 to $25,000

-were imposed on 120 members, two of whom were also expelled. Only
the minimum penalty of censure was imposed on 18 members. Fines
ranging from $25 to $25,000 were imposed on 68 representatives, in-
cluding 13 whose registrations were also revoked and two whose regis-
trations were suspended. Three representatives were sanctioned only
to the extent of censure. In a substantial majority of the cases, some
or all of the costs of the proceedings were assessed against the parties
found to have been in violation. . Fines or costs imposed on an expelled
member or a revoked registered representative are rarely paid but in
the fiscal year the NASD collected total fines of $86,811.43, and costs
of $15,766.28.

During the year the NASD also reported to the Commission the
disposition of 12 cases by Minor Violation Procedure, a procedure
used exclusively where the facts are not in dispute and where the
matter involves only minor or technical violations of the rules with no
significant damage to customers or others. Under this procedure, a
member may waive a hearing, admit the allegations of violations and
accept a penalty which cannot exceed a fine of $100. The member’s
right of appeal or to formal complaint treatment, and the right of
the Board of Governors and of the Commission to review, are pre-
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served. The 12 cases disposed of by this method resulted in nine fines
aggregating $625, and censure in the remaining three cases.

Commission Review of NASD Disciplinary Action

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. This section also
provides that the effectiveness of any penalty imposed by the NASD
is automatically stayed pending such review. , Section 15A(h) of
the Act defines the scope of the Commission’s review in proceedings to
review disciplinary action of the NASD. If the Commission finds
that the disciplined person engaged in such acts or practices, or has
omitted such acts as found by the NASD, and that such acts, practices,
or omissions to act are in violation of such rules of the Association
as have been designated in the determination, and that such conduct
was inconsistent with just and equitable principal of trade, the Com-
mission must dismiss such review proceedings. However, if the Com-
mission finds that the penalties imposed are excessive or oppressive,
having due regard to the public interest, it must cancel or reduce such
penalties. At the beginning of the fiscal year seven review proceedings
were pending before the Commission. During the year seven addi-
tional applications for review were filed, five were disposed of, and one
was rejected as untimely,®* leaving eight review proceedings pending
at the close of the fiscal year.®

The Commission dismissed an application filed by Raymond G.
Chalikian for review of an order of the NASD revoking his registra-:
tion as a registered representative of Reynolds & Co.#* The Commis-
sion’s opinion sustained the finding of the NASD that Chalikian had
deceived a customer as to the status of his account and had forged
the customer’s signature to a margin account, and that by such conduct
Chalikian had violated specified NASD rules of fair practice. The
Commission also held that the penalty of revocation was not oppres-
sive or excessive.

The Commission also ruled on an application by A. J. Grayson
and Co., Inc. for a Commission review of an Association order which
expelled it from membership and revoked the registration of Albert

8. The Commission rejected as untimely an application for review filed on behalf of
A, L. Pennock Smith some 20 days after the expiration of the period within which appeal
s a matter of right. An opportunity to explain why a timely application could not have
been filed was ignored. Smith's registration as a registered representative was revoked
for unsuitable recommendations to a customer which constituted conduct Inconsistent
with just and equitable principals of trade. File 16-1A96.

82 Review proceedings were pending in Sterling Securities Co., Marc Sterling, et al.
(File 16-1A77) ; Whitney & Co., Inc. (File 16-1A83) ; J. Logan & Co., et al. (File 16—
1A86) ; Boren & Co. and Irving N. Boren (File 16-1A87); Bennett-Gladstone Manning
Co. (File 16-1A88) ; Ernest F. Boruskl, Jr. (File 16-1A90) ; Midland Securities, Inc. and
Ben Degaetano (File 16-1A492) ; and Maryland Securities Co., Inc. (File 16-1A95).

83 Securities Exchange Act Release No. 6086 (Oct. 12, 1959) and Flle 16-1A79.
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J. Grayson, its president and sole stockholder, as a registered repre-
sentative upon findings that the member had transacted business while
unable to meet its current liabilities and while in violation of the
Commission’s net capital rule.#* In an independent action, described
elsewhere in this report, the Commission revoked the broker-dealer
registration of A. J. Grayson and Co., Inc., expelled it from NASD
membership, and found Grayson a cause of such action.®* In view of
‘this direct Commission action, the review proceeding was dismissed as
moot. ‘

A review petition filed on behalf of L. C. Fisher Company raised
a novel question.®® The NASD found that the firm violated applicable
rules by effecting transactions in mutual fund shares which were not
suitable for the customers involved:: The NASD suspended the firm
from membership for 90 days, censutred it, fined it $500 and assessed
costs. Following an appeal to the Commission, the firm produced and
sought to introduce newly discovered evidence consisting of corre-
spondence in which the firm advised particular customers that, because
of the sales charge involved, they should not engage in “switching”
between mutual funds, and in which it refused to sell the customers out
of one fund and reinvest the proceeds in another fund. The NASD
and the firm joined in a request that the Commission remand the matter
to the NASD for further consideration. This request was granted.
This decision was consistent with Commission policy as expressed in
its Rule 15ag-1(d) that a person aggrieved by any NASD disciplinary
action is not entitled to adduce additional evidence on review before
the Commission, except up on a showing that such additional evidence
is material and that there were reasonable grounds:for failure to
adduce it before the NASD. Upon reconsideration, the Board of
Governors dismissed the complaint against the firm, which in effect
nullified the findings of violations by the firm and expunged the
penalties. . . o

The question of the introduction of additional evidence on Commis-
sion review of NASD disciplinary action also arose in connection with
applications for review filed by Gerald M. Greenberg and Robert
Leopold, registered representatives formerly associated with H. Car-
roll & Co. The NASD held that the member, Howard Carroll, its
president, Greenberg, its treasurer, and Leopold, its vice president,
had violated NASD rules of fair practice. The violations found in-
cluded the sale of securities to customers at unfair prices, unsuitable
recommendations to customers, failure to register a branch office and
individuals required to be registered as registered representatives, and
failure to comply with the prompt-payment provisions of Regulation

8t Securities Exchange Act Release No. 6243 (April 22, 1960) and File 16-1A80.
85 Securities Exchange Act Release No. 6242 (April 22, 1960) and File 84889,
58 File 16-1A82.
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T. The member was expelled from membership and the registrations
of the three individuals as registered representatives were revoked.

Greenberg and Leopold, who held about ten percent and thirty per-
cent, respectively, of the member’s outstanding stock filed a motion tn
present evidence béfore the Commission as to their lack of control over
the mernber, a move opposed by the NASD on grounds that there had
been no showing of reasonable grounds for failure to produce such
evidence before it. The Commission denied the motion on the ground .
that movarits had stipulated before the NASD as to their responsibili-
ties for violations by the member and had been given repeated oppor-
tunities to present additional evidence, but had not done so.%

In considering the merits of the apphcatlons for review, the Com-
mission sustained NASD findings that its rules had been violated in
the respects indicated ;.held that Greenberg: and Leopold must share
in the- responsibility' therefor; concluded that the penalties imposed
were not excessive or oppressive; and dismissed the appeal 88 ,

The Commission dismissed another application for review filed by
Franz Bachmann who had been expelled from membershlp by the
NASD on admitted violations of NASD rules by conversion of cus-
tomer’s funds, failure to record the details of such transaction in his
books and the destruction of documents descriptive of the transaction.
The Commission held that, notwithstanding unfortunate circum-
stances confronting Bachmann at the time of the conversion, and the
fact that restitution was subsequently made, the penalty of expulsion
was not excessive or oppressive.®® .

Commission Review of NASD Action on Membership

Section 15A (b) of the Act and the by-laws of the NASD provide
that, except where the Commission finds it appropriate in the public
interest to approve or direct to the contrary, no broker or dealer may
be admitted to or continued in membership if he, or any controlling or
controlled person, is under any of the several disabilities specified in
the statute or the byl‘uvs By these provisions Commission approval
is a condition to the continuance in Association membership of any
broker-dealer who, among other things, controls a person whose regis-
tration as a broker-dealer has been revoked, who has been expelled
from Association membership, who was found to have been a cause’
of such an effective order or whose registration as a registered repre-
sentative has been revoked by the NASD.

A Commission order approving or directing admission to or con-
tinuance in Association membership, notwithstanding a disqualifica-
tion under Section 15A (b) (4) of the Act, or under an effective Asso-
ciation rule adopted under that Section or Section 15A (b) (8), is gen-

87 Securities Exchange Act Release No. 6140 (Dec. 16, 1959) and File 16~1A81.
8 Securities Exchange Act Release No. 6320 (July 21, 1960) and File 16-1A81.
& Securities Exchange Act Release No. 6198 (March 2, 1960) and File 16-1A85.
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erally entered only after the matter has been submitted initially to
the Association by the member or applicant for membership. Where,
after consideration, the Association is favorably inclined, it ordinarily
files with the Commission an application on behalf of the petitioner.
A broker-dealer refused Association sponsorship, however, may file
an application directly with the Commission. The Commission re-
views the record and documents filed in support of the application
and, where appropriate, obtains additional relevant and pertinent
evidence. At the beginning of the fiscal year, four such petitions were
pending before the Commission; during the year, five petitions were
filed, five were ruled on by the Commission, and one was withdrawn by
the petitioner prior to determination. Three such applications were
pending at the year end.

The Commission found it appropriate in the public interest to
approve five applications sponsored by the NASD for the continuance
of firms in Association membership while employing disqualified
. persons. The disqualified persons so approved were:

" (1) Charles J. Thornton, formerly president and only active
stockholder of Thornton and Co., to be employed by L. H. Rothchild
and Co.* The Commission had in 1948 revoked the broker-dealer
registration of Thornton and Co.** for various manipulative activ-
ities, and the Commission’s approval for Thornton’s employment was
granted on representations that he would be closely supervised and
would not engage in trading with public customers.

(2) Paul T. Phlambohs, to be employed by Taussig, Day and Co “
Inc.®? 1In 1955 the NASD had revoked Phiambolis’ registration.as
a registered representative for inducing excessive trading and for
selling securities at prices not reasonably related to the market. The
Commission, in giving approval, considered the time which had
elapsed since the events on which the disqualification was based, the-
fact that the misconduct had been effected with the approval of the
prior employer and representations that responsible officers of the
proposed employer would closely supervise Phiambolis’ activities.

(3) Giles E. MacQueen, Jr., who had been expelled from member-
ship by the NASD in 1953 on findings that he had improperly used
customers’ funds and securities and had failed to maintain required
books and records. The application which was filed on behalf of
Carlson and Co., the proposed employer, referred to the fact that
after the disqualification was established another NASD member
firm had been approved for continuance in membership while em-
ploying MacQueen on representations that all securities had been
returned to customers and on the understanding that MacQueen

% Securities Exchange Act Release No. 6035 (Aug. 5, 1959) and File 16-1A75.
9 Thornton & Co., 28 SEC 208 (1948).
9 Securities Exchange Act Release No. 6079 (Oct. 1, 1959) and File 16-1A84.
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would have limited duties and would operate under close supervision.??
Ownership of this previous employer having changed, approval of
the new employment was lequiled and was granted by the Commis-
sion, consideration being given to the prior approval, the contlnued
supervision and the limitation of his activities.?*

(4) Daniel N. Silverman, Jr., formerly president and controlling
stockholder of D. N. Silverman Co., Inc. which had been expelled from
membership by the NASD in 1958 upon findings that it had engaged
in business while insolvent and had failed to maintain required books
and records. During the fiscal year, the Commission approved two
different applications permitting Silverman’s employment by NASD
member firms. The first application approved the continuance in
membership of T. J. Feibleman and Co.,*® and the second, of Dorsey
and Co., Inc.® The first approval was granted because Silverman
owed no money or securities to any broker or dealer and he stated that
he would make continued efforts to reimburse his company’s stock-
holders and that his activities as a supervised registered representative
. would be of a different character than those which caused the disquali-
fying violations. After this approval was issued, T. J. Feibleman
" and Co. withdrew its broker-dealer registration, resigned from the
NASD, and Feibleman became associated with Dorsey and Co., Inc.,
as a principal stockholder and vice president. The circumstances
surrounding the initial approval having changed, re-approval was
necessary and was granted by the Commission in view of the earlier
approval, Silverman’s employment record with Feibleman and Co.
and the supervision under which he was to operate in the future.

(5) Emanuel Bisgeier, who had been one of several principals in
Churchill Securities Corp., to be employed by Jacwin and Costa, Inc.
The Commission revoked the broker-dealer registration of Churchill
Securities Corp. on February 10, 1959, and found Bisgeier a cause
of that order of revocation.®” The application was withdrawn prior
to a Commission determination.® -

LITIGATION UNDER THE SECURITIES EXCHANGE ACT OF 1934

For the protection of the public, the Commission is authorized to
institute actions when violations of the Securities Exchange Act are
present or threatened. A large proportion of such actions involve un-
lawful activities by broker-dealers. During the past year such illegal
activities consisted primarily of violations of the anti-fraud sections
and of the provisions concerning financial responsibility and the main-

83 Life Ingsurance Fund@ Management Co. Inc., 37 'SEC 376 (1956) and File 16-1A61.
8 Securities Exchange Act Release No. 6034 (Aug. 5, 1959) and File 16-1A76.

9 Securities Exchange Act Release No. 6011 (July 13, 1959) and File 16-1A74.
% Securities Bxchange Act Release No. 6215 (March 18, 1960) and File 16—11A89
97 Securities Exchange Act Release No. 5871 (Feb. 10, 1959). ) A

% Frile 16-1A91.
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tenance of net capital and bookkeeping requirements. Frequently the
firms involved have violated two or more of the protective provisions
of the Act. Generally, also violations of the anti-fraud provisions in-
‘volve violations of the registration and anti-fraud provisions of the
Securities Act of 1933. 1In several of the cases, it developed that the
broker-dealer wasinsolvent, and on motion of the Comm1ssmn, re-
ceivers were appointed by the court. * o

In 8.E.C. v. William Douglas Bradford, the Un1ted Sta,bes Dlstrlct
‘Court for the Southern District of- California had entered an order
'permanently enj oining Bradford from conducting his brokerage busi-
‘ness in interstate commerce or-by use of the mails without complying
with Commission rules which require the making and keeping current
of books and records and the filing of reports of current financial
condition. Bradford’sbooks and records consisted merely of two suit-
cases containing loose and unassembled papers without intelligible
organization.. The Court of Appeals for the Ninth Circuit affirmed
on May 5, 1960.°

InS.E. 0 v.Jack R. Dick 1 the defendant was cha,rged w1th placing
.orders with brokers under-an assumed name when he had neither the -
means nor the intention to cover such orders, and when he knew that
if he gave his correct name to the brokers they would have declined
‘to execute them without satisfactory arrangements for payment
A permanent injunction was issued.

“InS.E.C.v.Gibbs & Co’” on June 7, 1960 a permanent injunction
was entered enjoining violations of t,he margin restrictions, the anti-
fraud section, the net capital requlrements and the bookkeeplng re-
‘quirements. :

In 8:£.C. ». Scott Taylor & 00 Iné ,1""’ the Comm1ss10n brought an
action'to enjoin the broker-dealer and others from violating the anti-
fraud provisions'in connection with the sale of stock of Anaconda
Lead & Silver Company. The court entered a preliminary injunction
on the basis of findings that customers of the defendant broker-dealer
were told false and untrue statements concerning the financial worth
of the company. The assertion by the defendants that they had ceased
selling the securities and did not intend to continue selling them did
.not preclude the court from finding that a preliminary 1n]unct10n was
necessary. The court also re]ected as not germane the argument that
-the injunction might result in revocation of the defendant’s broker-
dealer registration. One aspect of the Commission’s action involved
the question as to what information -obtained by the, Commission
through its 1nvest1gatory process was subject to disclosure under the

» No 18,570.

10.0.8.D.C. 8.D. N.Y. No.- 60—1578

101 7.8.D.C. D. Mass. No. 60-247-N. .
2 0.8.D.C. 8.D. N.Y. Nos. 149-299 and. 142-167.°
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provisions of the Federal Rules of Civil Procedure. One of the sales-
man-defendants served interrogatories on the Commission demand-
ing the number and copies of all questionnaires received from in-
vestors by the Commission. The Commission disclosed the number
of questionnaires it received but refused their production, except as to
those of any witnesses it would call at the time of trial. The court
sustained the Commission’s objection that the questionnaires sought by
the defendant were irrelevant and would lead to the discovery of no
admissable evidence, and that no good cause was shown to require
production.

S.E.C.v. Arkansas Business Development Corp® was an action for
violation of the anti-fraud provisions. It was charged that defendants
falsely stated to investors that the entire proceeds of the sale would
go to the treasury of the company. Other fraudulent statements con-
cerned the safety and prospects of the investment, and the financial
condition of the company. A temporary restraining order was ob-
tained and is still in force pending final disposition by the court.

In 8.E.C.v. S8herburn J. Dodge ™ and S.E.C. v. Smith Holly Co.}%
the Commission charged defendant brokerage firms with accepting
customers’ orders and deposits of money and securities upon the repre-
sentation that they were ready and able to meet all obligations, when
in fact they wereinsolvent. Injunctions were entered and, in the Dodge
case, a receiver was appointed to take charge of the remaining assets.

Other cases involving violations of the anti-fraud provisions or of
the financial responsibility, net capital, or bookkeeping requirements
in which injunctions were obtained included: 8.£.C. v. Aldrich Scott
& Co. %% S.E.C. v. Security Adjustment Corp.”" 8.E.C. v. Hayden
Securities, Ine.}® 8.E.C. v. Burka*® S.E.C.v. W. T. Anderson Com-
pany, Inc.,* 8.E.C.v. Kevin* S.E.C.v. Loewe 2 8.E.C.v. Anaconda
Lead & Silver Co.,*® 8.E.C v. First Securitics Company*t S.E.C. v.
Dayton Co.*** 8.E.C. v. Robert Bialkin® S.E.C. Arthur C. Costello
and Investment Services, Inc.,*” 8.E.C. v. D. Earle Hensley Co.;*®
S.E.C. v. Investment Brokers of New Jersey, Inc.;** S.E.C. v. York

18 U.8.D.C. E.D. Ark. No. 3776.

1% 7.8.D.C. B.D. Wis. 59-C-210.
18 7.8.D.C. 8.D. N.Y. 60-231.

108 U.8.D.C. 8.D. N.Y. No. 153-202.
7 U.8.D.C. E.D. N.Y. No. 60C 153.
15 7.8.D.C. D. Del. No. 2127-59.
® 7.8.D.C. DC 1379-60.

110 U.8.D.C. B.D. Wash. No. 1517,
m g.8.D.C. 8.D. N.Y. No. 154-68.
1 y.8.D.C. 8.D. N.Y. No. 154-115.
13 7U.8.D.C. D. Colo. No. 6819.

14 70.8.D.C. D. Mass. No. 59-819-7.
115 7.8.D.C. 8.D. Fla. No. 9481-M.
18 0.8.D.C. 8.D. N.Y. No. 152-319.
17 0.8.D.C. B.D. Mo. No. 59 C 226.
12 U.8.D.C. W.D. Wash. No. 4882,
° 7.8.D.C. D. N.J. No. 230-60.
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Securities, Inc.,1?° 8.E.C. v. Alan Associates Securities Corp.,*** S.E.C.
v. Allen Investment Co.}** S.E.C. v. Heft, Kahn & Infante, Inc..'®
S.E.C. v. Inwestment Bankers of America}* S.E.C. v. Luckhurst &
Co.» 8.E.C. v. John P. Angelson*® S.E.C. v. Williams & Asso-
ciates,” S.E.C. v. B. G. Williams & Co0.}2 S.E.C. v. E. J. Quinn &
Co.,»» S.E.C. v. Empire State Mutual Sales, Inc.,** S.E.C.v. Fred L.
Carvalho dba Capital Investment Co.** S.E.C. v. First Lewis
- Corp.* S.E.C. v. Sidney Miller, et al.)*® S.E.C.v. T. C. Corwin &
Co.* 8.E.C. v. Read, Evans & Co.)* S.E.C. v. Harold Gersten,
S.E.C. v. William Greenwald, et al.," S.E.C. v. Peerless-New York,
Ine., ¢ 8.E.C. v. DiRoma*® S.E.C. v. Robert H. Davis, dba Colonial
Investors® 8.E.C. v. Pinkser & Co., Inc..*** and S.E.C. v. American
Programming Corp.* '

Similar actions now pending include 8.£.C. v. €. H. Abrahams &

- Co., Ine® and S8.E.C. v. Benjamin Zwang & Co., Inc. **

When a broker-dealer refuses to make his books and records avail-
able to the Commission for inspection, the Commission seeks the aid
of the courts. Such a mandatory injunction was issued during the
past year in 8.£.C. v. J. Grant Donahue & Co.* ‘

The action of S8.£.C. v. Howard W. McKinney **¢ was to enjoin the
defendant from engaging in the brokerage business without being
registered. A preliminary injunction was entered prohibiting him
from doing business as a broker unless and until registered under
Section 15 (b) of the Securities Exchange Act.

12 7J.8.D.C. 8.D. N.Y. No. 60-2228,
1 7J.8.D.C. 8.D. N.Y, No. 151-139.
12 7.8.D.C. D. Col. No. 6578.

122 7.8.D.C. E.D. N.Y. No. 60—C87.

124 U.8.D.C. D.C. No. 378-60.

125 7J.8.D.C. 8.D. N.Y. No. 60 C 433.

" 320 U.8.D.C. E.D. Va. No. 3114.

127 7.8.D.C. D. N.J. No. 887-59.

125 J.8.D.C. 8.D. N.Y. No. 153~101.
"1 .8.D.C. 8.D. N.Y. No. 60 Civ. 251.
1 70.8.D.C. 8.D. N.Y. No. 142-295.
12 7.8.D.C. 0.D. N.J. No. 417-80.

32 7,.8.D.C. D. Mass. No. 69—479-F.
13 7U.8.D.C. 8.D. N.Y. No. 60 C 2063.
1 7.8.D.C. 8.D. N.Y. No. 60 C 1878.
1% 7.8.D.C. 8.D. Cal. No. 230-60K.
6 7J.8.D.C. 8.D. Cal. No. 77-60 BH.
127 U.8.D.C. 8.D. N.Y. No. 60-1022.
15 7.8.D.C. 8.D. N.Y. No. 60—-807.

1 U,8.D.C. D. Mass. No. 60-857-S.
40 7,8.D.C. D. D.C. No. 2649-59.

41 7,8.D.C. 8.D. N.Y. No. 60-839.

12 7U.8.D.C. 8.D. Calif. No. 850-60 MC,
13 7.8.D.C. S.D. N.Y. No. 60 C 1476.
4 U.8.D.C. 8.D. N.Y. No. 118-192, -
16 U.8.D.C. S.D. N.Y. No. 60—623.

16 U.8.D.C. N.D. Tnd. No. 2638.
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In 8.E.C. v. Monte Cristo Uranium Corp.* and S8.E.C. v. Flo Mix
Fertilizers OOrpomtwn 18 the Commission obtained final orders di-
recting the compames to ﬁle delinquent annual reports as required by
the Act.

Participation as Amicus Curiae )

Asnoted in previous anniial reports, the Commission had filed briefs
amicus curiae in support of the validity of Rule X-16B-3, insofar as
it exempts the exercise of certain stock options from the provisions of
Section 16(b) allowing recovery by the issuer of profits realized by
officers, directors and 10 percent stockholders in transactions in the
securities of the issuer. In Van Adlten v. Hurley **° the trial judge
held that it was unnecessary to decide the validity of the rule and
declined to express an opinion. In Cosden Petrolewm Corporation v.
M. M. Miller ** and Cosden Petroleum Corporation v. B. L. Tollett ®
the district court granted summary judgment for the defendants
upholding the rule and stated that said rule exempts the defendants
from liability under Section 16(b). The judge specifically approved
the Commission’s position in Continental Oil Co. v. Perlitz, 176 F.
Supp. 219 and stated his agreement with the position taken by Circuit
Judge Lumbard in Greene v. Dietz.

In Standard Fruit and Steamship 00mpany v. Midwest Stock Ex-
change *** the Commission filed a brief amicus curiae in support of the
Midwest Stock Exchange which was defendant in a suit brought by
Standard Fruit to enjoin Midwest from trading its stock on an
unlisted basis under Section 12(a) of the Securities Exchange Act.
Midwest claimed to have succeeded to the unlisted trading rights of
Standard’s stock by virtue of the absorption by Midwest of the New
Orleans Stock Exchange, where Standard had previously had unlisted
trading privileges. Standard objected to the transfer of unlisted trad-
ing in its stock from the New Orleans to the Midwest exchange on the
ground that such trading would be unauthorized under Section
12(f) (1) of the Securities Exchange Act.

The Commission argued that Rule X-12-f-6 supported the continu-
ance of unlisted trading in that Midwest had absorbed the New Orleans
exchange. However, the court indicated that if the rule was con-
strued to cover this transaction it might exceed the authority con-
ferred under Section 12(f) (1) of the Securltles Exchange Act and
granted a preliminary injunction.

The Commission filed a brief amicus curiae in Hooper v. Mountain
States Securities Corp. which involved an appeal by a trustee in bank-
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ruptey from the district court’s dismissal of his action under Section
10(b) of the Securities Exchange Act of 1934 and Rule 10b—5 there-
under. The trustee had brought suit on behalf of a corporation that
had been allegedly fraudulently induced to issue its own unissued secu-
rities in exchange for worthless assets. The Court of Appeals re-
versed and remanded,'*® holding that a private action may be based
upon a violation of Rule 10b-5 and that a corporation which is injured
thereby is within the class entitled to seek redress for injury resulting
from a violation of the rule. The Court also held that venue for such
a suit was proper in the district where representatives of the corpora-
tion received an interstate telephone call from the architect of the
fraudulent scheme in furtherance thereof.

In Dann, et al. v. Studebaker-Packard Corp., et al.*® the plaintiffs
appealed from an order dismissing a complaint which sought to set
aside past action and enjoin future action pursuant to certain con-
tractual arrangements between the defendant and other corporations.
The complaint alleged that defendants had violated the Commission’s
proxy rules in soliciting the vote of shareholders to approve those
arrangements, and sought relief under Section 14(a) of the Securities
Exchange Act, and under State law. The Commission filed a brief
amicus curide. The brief took no position on questions of State law
raised by the appeal, but argued that (1) a private right of action may
flow from a violation of Section 14 of the Securities Exchange Act and
the Commission’s proxy rules thereunder, and (2) in a “spurious”
class action for violation of the federal securities laws, the test of
“adequate representation” should be liberally applied. The case was
pending at the close of the fiscal year.
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