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the honor to transmit to you the Thirty-Fourth Annual Report of the 
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accordance with the provisions of Section 23 (b) of the Securities 
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Ohairman. 
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Washington, D.O. 
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COMMISSIONERS 

Manuel F. Cohen, Chairman 

Chairman Cohen was born in Brooklyn, N.Y., on October 9, 1912. 
He holds a B.S. degree in social science from Brooklyn College of 
the College of the City of N ew York. He received an LL.B. degree, 
cum laude, from Brooklyn Law School of St. Lawrence University in 
1936, and was elected to the Philo nomic Council. He is a member of 
the District of Columbia and New York bars. In 1933-1934 he served 
as research associate in the Twentieth Century Fund studies of the 
securities markets. Chairman Cohen joined the Commission's staff 
as an attorney in 1942 after several years in private practice, serving 
first in the Investment Company Division and later in the Division of 
Corporation Finance, of which he was made Chief Counsel in 1953. 
He was named Adviser to the Commission in 1959 and in 1960 became 
Director of the Division of Corporation Finance. He was awarded 
a Rockefeller Public Service A ward by the trustees of Princeton U ni
versity in 1956 and for a period of 1 year studied the capital markets 
and the processes of capital formation and of government and other 
controls in the principal financial centers of Western Europe. In 1961, 
he was appointed a member of the Council of the Administrative Con
ference of the United States and received a Career Service Award of 
the National Civil Service League. From 1958 to 1962 he was lecturer 
in Securities Law and Regulation at the Law School of George Wash
ington University and he is the author of a number of articles on se
curities regulation published in domestic and foreign professional 
journals. In 1962, he received an honorary LL.D. degree from Brook
lyn Law School. He took office as a member of the Commission on 
October 11, 1961, for the term expiring June 5, 1963, and was re
appointed for the terms expiring June 5, 1968 and June 5, 1973. He 
was designated Chairman of the Commission on August 20, 1964. 

Hugh F. Owens 

Commissioner Owens was born in Muskogee, Oklahoma, on Octo
ber 15, 1909, and moved to Oklahoma City in 1918. He graduated 
from Georgetown Preparatory School, 1V"ashington, D.C., in 1927, 
and received his A.B. degree from the University of Illinois in 1931. 
In 1934, he received his LL.B. degree from the University of Okla
homa College of Law, and became associated with a Chicago law firm 
specializing in securities law. He returned to Oklahoma City in Jan-
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uary 1936, to become associated wid1 the firm of Rainey, Flynn, 
Green and Anderson. From 1940 to 1941, he was vice president of the 
United States Junior Chamber of Commerce. During World vVar II 
he attained the rank of Lieutenant Commander, U.S.N.R., and served 
as Executive Officer of a Pacific Fleet destroyer. In 1948, he became 
a partner in the firm of Hervey, May and Owens. From 1951 to 1953, 
he served as counsel for the Superior Oil Company in Midland, Texas, 
and thereafter returned to Oklahoma City, where he engaged in the 
general practice of law under his own name. He also served as a part
time faculty member of the School of Law of Oklahoma City Uni
versity. In October 1959, he was appointed Administrator of the then 
newly enacted Oklahoma Securities Act and was active in the work 
of the North American Securities Administrators, serving as vice 
president and a member of the executive committee of that Associa
tion. He took office as a member of the Securities and Exchange 
Commission on March 23, 1964, for the term expiring June 5, 1965, 
and was reappointed for the term expiring June 5, 1970. 

Hamer H. Budge 

Commissioner Budge was born in Pocatello, Idaho, on November 21, 
1910. He attended the College of Idaho, Caldwell, Idaho, received "an 
A.B. degree £rom Stanford University, Palo Alto, California, major
ing in political science, and an LL.B. degree from the University of 
Idaho in Moscow, Idaho. He is admitted to practice before the Su
preme Court of Idaho and the Supreme Court of the United States and 
practiced law in the ci,ty of Boise, Idaho, from 1936 to 1951, except for 
31;2 years in the United States Navy (1942-1945), with final discharge 
as Lieutenant Commander. Elected to the Idaho State Legislature, 
he served three sessions, two as assistant Republican floor leader and 
one as majority floor leader. First elected to Congress in November 
1950, he represented Idaho's Second Congressional District in the 
U.S. House of Representatives during the 82d, 83d, 84th, 85th, and 
86th Congresses. In the House he was a member of the Rules Commit
tee, Appropriations Committee, and Interior Committee. During the 
period from 1961 until his appointment to the Commission he was 
District Judge in Boise. He took office as a member of the Securities 
and Exchange Commission on July 8, 1964, for ,the term of office ex
piring June 5, 1969. 

Francis M. Wheat 

Commissioner Wheat was born in Los Angeles, California, on Feb
ruary 4, 1921. He received an A.B. degree in 1942 from Pomona 
College, in Claremont, California, and an LL.B. degree in 1948 from 
the Harvard Law School. At the time of his appointment to the Com
mission, Commissioner Wheat was a member of the Los Angeles law 
firm of Gibson, Dunn & Crutcher, with which he became associated 
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upon his graduation from law school. His practice was primarily in 
the field of corporation and business law, including the registration of 
securities for public offering under the Securities Act of 1933. He has 
been active in bar association work, including service as Chairman 
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FOREWORD 

The Securities and Exchange Commission is a relatively small 
agency which occupies a central role in a vital, delicate, and rapidly 
changing aspect of the national economy-the financing of American 
industry and the provision of necessary safeguards to the millions 
of investors who, directly or indirectly, entrust their savings to the 
securities markets. 

Our securities markets are growing and changing at an unprec
edented rate. There are now more than 24 million direct stockholders; 
a substantial portion of the share volume in the trading markets is 
the result of transactions by large financial institutions which manage 
the pooled savings of mutual fund holders, pension fund beneficiaries 
and life insurance policy holders. These indirect investors are esti
mated to number in excess of one hundred million. This growth of 
institutional investment has created some strain on the securities mar
kets and raises important policy questions which require resolution. 

The combination of broad individual participation and increasing 
institutional activity has brought about unprecedented volumes of 
trading. The average daily dollar value of securities traded on all mar
kets is over $825 million and the average daily exchange volume of 
trading is over 22 million shares. Thus the markets and the regulators
Federal, State, and self regula,tars-are confronted not only with the 
problems of adjusting to what has sometimes been described as the 
"institutionalization of the markets"; they are also and at the same 
time confronted with, and almost overwhelmed by, the sheer volume 
of activity. 

There are a number of aspects of institutionalization that deserve 
comment. 

First, institutionalization of investment, in our present economy, 
contemplates that public savings will flow, in an accelerated fashion, 
into pooled and professionally managed accounts with emphasis on 
equity rather than debt holdings. Investment decisions, under such 
circumstances, tend to become more homogenous, largely because they 
reflect the decisions of a relatively few sophisticated managers. Such 
a development would require sophisticated and new market techniques 
to absorb potential investment imbalances in the equity markets. 

Second, increased participation by institutions in the trading mar
kets, both in absolute and relative terms, affects the allocation of public 
savings as between the securities markets and other channels of invest-
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ment such as mortgages, other traditional forms of saving and land, 
and in view of the increasing institutional interest in stocks, as between 
the bond and equity markets. 

Third, institutionalization contemplates that financial managers will 
compete with the classic securities brokers in merchandising a finan
cial product with potential for capital appreciation. Banks, insurance 
companies and other companies have already begun to form financial 
conglomerates for the purpose of offering traditional and novel vehi
cles for public participation in the equity markets. The distributing 
and merchandising processes of enterprises with business techniques 
developed outside the traditional securities brokerage business, can be 
expected to lead to new merchandising methods in the distribution of 
new equity oriented products to the public. 

Fourth, institutional investors are staffed by professional invest
ment managers. They avidly seek out and analyze all available infor
mation with respect to companies in which they may have or contem
plate an investment interest. More intelligent investment decisions 
may result, but it also becomes more difficult, particularly in view of 
the financial power of these institutions, for the individual investor 
to gain equivalent access to relevant information for his investment 
decisions. 

Fifth, in the past, the significant institutional investors-mutual 
funds, bank trust departments, pension funds and others-tended to be, 
on the whole, conservative, investing for the long term. The last few 
years, however, have seen the emergence of what has sometimes been 
called the "cult of performance" in which attention has been focused on 
those who showed the greatest gains in the previous year or even the 
previous 6 months, with the result that more and more of these institu
tions, and particularly certain mutual funds, have actively and avow
edly become short-term traders who act not only with speed but in vol
ume, again throwing a strain on the mechanisms of the market. 

Sixth, institutionalization of markets reflects a growing concentra
tion of economic and financial power. 

The growth of institutional and individual participation in the 
equities markets referred to is a reflection of an afiluent society which 
has seen tremendous economic growth. It is also a result of an infla
tionary tendency in the postwar years. These have led the public to 
seek greater participation in that growth and some protection from 
inflation directly or indirectly through investment in equities rather 
than concentrating on fixed-income securities and other forms of sav
ings. In sum, the stock markets, both on the exchanges and in over-the
counter markets, have become a more important part of the national 
economy than they ever have been before. 

The Commission has made and is continuing to make major efforts 
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to cope with the increased responsibilities these developments have 
thrown upon it. 

Commencing in 1961 and ending in 1963, the Commission, pursuant 
to Congressional direction, made what is known as the "Special Study 
of the Securities Markets," the most exhaustive analysis of all phases 
of these markets since the Congressional investigations of the Thirties 
which led to Ithe enactment of the securities laws. The explosive growth 
of mutual funds received attention in The Wharton School Study of 
Mutual Funds, initiated by the Commission in 1958 and completed in 
1962, and in the Commission's own report of the Public Policy Impli
cations of Investment Oompany Growth, sent to Congress in 1966. 

Many of the Special Study's recommendations have been imple
mented, most notably through the Securities Acts Amendments of 
1964, which extended the significant investor protections of the Se
curities Exchange Act to major segments of the over-the-counter mar
ket and provided procedures, both for upgrading training methods and 
requirements and raising standards of those engaged in the securities 
business. It also provided a more effective disciplinary scheme. 

The Commission is presently engaged in the first thorough inquiry it 
has made into the rules, policies, practices and procedures of the ex
changes respecting the commission rate structure. This inquiry is 
bringing together the knowledge and experience of many individuals 
and firms and will add substantially to the foundation provided by 
prior studies made by the Commission and by industry. Automation 
is on the threshold of revolutionizing the system of quotations for 
unlisted securities. 

The Commission's work has also been aided by the use of a computer 
which makes possible the assembly and analysis of more comprehensive 
data than was possible before. It will also provide far more data con
cerning the operations of investment companies. Within the relatively 
near future much more will be known about the economics of the se
curities business. This information will be of great value not only for 
the Commission and other regulatory and self-regulatory authorities, 
but also for those actively engaged in the industry itself. 

In many areas we have not passed beyond mere identification of 
some of the changes in the markets, which both cause and result from 
the developments mentioned. The Commission expects that the "insti
tutional study," concerning which more will be said later in this report, 
will provide the vehicle for development of the relevant facts and the 
identification of trends and possible problem areas. Upon its comple
tion, the Commission would submit a report to the Congress. 

In summary, recent years have witnessed dramatic and significant 
changes of the securities markets which will put additional strains 
on the Commission and self-regulatory organizations in their efforts to 
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fulfill the three principal mandates of the Congress: full and fair 
disclosure, maintenance of fair and orderly securities markets, and the 
detection and prevention of fraud. With respect to the latter mandate 
the securities markets luwe always been a fertile field for the un
scrupulous. Constant vigilance and vigorous enforcement is necessary 
to rid the markets of those whose activities cast discredit upon all, 
and provide a form of competition which is unfair to the great majority 
who wish to conduct their business on the highest possible plane. 

Despite these developments and emerging problems, the regulatory 
scheme in the United States is considered to be one of the most effective 
in the world. It is being studied and drawn upon in many foreign 
countries, most notably and most recently in Canada and in France. 
There remains, however, room for improvement. The Commission has 
directed studies of certain areas of its operations to determine whether 
improvements can be achieved. Thus, the disclosure requirements under 
the Securities Exchange Act of 1934 are under intense study to deter
mine the extent to which they can be made simpler, more effective and 
more economical to administer. The task grows more difficult as tech
nology advances, patterns of corporate growth and financing become 
increasingly more complex and the number of publicly held businesses 
increases. These developments make more urgent the Commission's need 
for sufficient manpower and other resources to fulfill adequately its 
responsibilities under the statutes entrusted to its administration. 



PART I 

IMPORTANT RECENT DEVELOPMENTS 

Structure and Level of Commission Rates 

The setting of commission rates for exchange transactions is per
haps the most important area in which exchanges have been permitted 
to establish rules of practice governing their membership. Under Sec
tion 19 (b) of the Exchange Act, the Commission is responsible, how
ever, for determining the reasonableness of commission rates set by 
the exchanges, and it may after notice and opportunity for hearing 
order an adjustment of such rates. In May 1968, the Commission, after 
considerable study and discussion with various elements of the indus
t.ry, for the first time took the initiative with respect to the adjust
ment of commission rates. In simultaneous actions, it directed the New 
York Stock Exchange to adopt an interim rate structure incorporat~g 
a volume discount or, in the alternative, to eliminate fixed rates of 
commission for large transactions, and initiated public hearings to 
consider fully what long-term changes are required in the rate struc
ture and related matters. 

Since formation of the New York Stock Exchange in 1792, the 
commission rate schedule has been adjusted on several occasions, most 
recently in 1959. Each change had been on the initiative of the Ex
change and primarily involved an increase in the level of rates. These 
increases were justified by the Exchange on the ground that increased 
costs were not sufficiently offset by increases in trading volume. Since 
the New York Stock Exchange commission scheQule has served as the 
model for all other exchanges, each increase or adjustment in level 
and structure of the New York Stock Exchange's rates brought with it 
a concurrent adjustment in the rates of the other exchanges. 

It should be recalled that IDltil the past several years, the exchanges 
were essentially markets for the relatively small transactions of 
thousands of individual investors and for smaller institutional trans
actions. As indicated in the Foreword, the mix of transactions on the 
exchange markets has been changing so that now a substantial per
centage of trading is that of institutions effecting large transactions. 

Until the recent interim changes, rates of commission were com
puted exclusively on the amount of money involved in each round-lot 
transaction, a round lot usually being 100 shares. There was no dis
count based on the size or volume of a transaction or on the amount 

t1 
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of business done by an institutional or other investor over a period of 
time. Accordingly, the commission for a 10,000-share transaction was 
100 times that for a 100-share transaction.1 

Beginning in July 1968, the Commission conducted an extensive 
public investigatory hearing to determine whether any changes should 
be made in the rules, policies, practices and procedures of registered 
national securities exchanges respecting commission rate schedules and 
related matters. The hearing has been evidentiary in nature and con
stitutes a broad-range factual inquiry into such matters as: (1) com
mission rate levels for nonmembers and for members (including intra
member rates); (2) the services for which commission rates pay and 
the costs allocated thereto; (3) give-ups and reciprocal practices among 
different categories of members and nonmembers; (4) membership 
for financial institutions on exchanges; (5) economic access to ex
change markets by nonmember broker-dealers; (6) competition among 
exchanges and other markets; and (7) access of exchange members to 
the third market. Interested persons were invited to come forward with 
evidentiary facts for inclusion in the record and, in the discretion of 
the hearing officer, to testify in the proceeding. 

'Pending the development of long-term solutions to the various prob
lems under consideration in the public hearings, the Commission in 
September 1968 accepted a proposal of the New York Stock Exchange 
providing for an interim reduction in minimum commissions on larger 
trades. Also under this proposal, the customer-directed "give-up" 
would be prohibited and'minimum intramember rates reduced. Esti
mates furnished the Commission indicate that these interim changes 
will result in a total reduction of commission charges of $150 million 
a year, or approximately 7 percent of last year's total charges. On a 
daily basis, the reduced rate will result in savings of at least $600,000 
of commissions each trading day.2 The American Stock Exchange ap
proved similar interim changes, and the regional exchanges are 
expected to make comparable rate adjustments. 

1 Historically there have been tbree different metbods employed in computing 
commission rates for exchange transactions. From 1792 to 1919, tbe base was a 
flat rate on par value; from 1919 to 1947 it was a sliding scale per share charge 
on share value; and since 1947 it has been a sliding scale based on round lot 
value. 

• In 1966, the New York' Stock Exchange (and subsequently the other ex
changes), at the request of the Commission, had modified the so-called odd-lot 
differential applicable to purchases or sales of less than a round lot (generally 
100 shares). The modification inVOlved an increase in the "break point" at which 
a higher differential becomes payable. As a result of this change, estimated 
savings of more than $6 million were provided to investors in calendar year 1967 
witb respect to transactions executed on the New York Stock Exchange. 
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Study of Institutional Investors 

As noted previously, in recent years there has been accelerated 
activity in all phases of the securities markets, the most noticeable 
aspects of which are the surge in volume of securities traded and the 
number of public investors, and the pervasive participation of institu
tional investors in the secudties markets. The average daily volume of 
securities traded on the New York Stock Exchange has increased, for 
example, from less than 5 million shares in 1963 to over 12 million 
shares through mid-1968. The value of stock traded on all registered 
securities exchanges has increased from about $64 billion in 1963 to 
$162 billion in 1967. It is estimated that the number of individual stock
holders in United States industry has grown from 17 million in 1962 
to approximately 24 million at the presont time, despite the fact that 
during this period individuals were net sellers (and institutions n~t 
buyers) of corporate securities. 

Millions of investors now participate in equity securities holdings 
through their interests in investment companies, pension funds, and 
other institutions. From 1957 to 1967, the total value of stock held by 
the major financial institutions rose from $29% billion to more than 
$1311h billion.s All indications are that the accelerated flow of savings 
into equity-oriented institutions will continue. Recent projections of 
private pension fund assets, for example, point to a doubling in this 
segment alone within the next 10 years. 

In addition to the sharp growth of institutional shareholdings, there 
has been a dramatic increase in trading by institutions in the securities 
markets. Turnover rates of investment companies and pension .£unds
perhaps the two most important institutional groups-are much higher 
than they were only 10 years ago. Investment companies turned over on 
the average almost 40 percent of their stock portfolios in 1967 com
pared with only a 14 percent rate in 1957. The average turnover rate 
of private noninsured pension funds rose from less than 4 percent to 
over 11 percent in the same period. Transactions by institutions have 
been estimated to account for approximately 50 percent of present 
nonmember volume on the NYSE. 

The combination of rapid growth and increased trading by institu
tions has placed strains on the traditional market mechanisms which 
were developed primarily to serve relatively small transactions by indi
vidual investors. 

Another recent development is the increasingly active role which 
institutional investors are assuming in relation to their portfolio com-

• Tbese figures do not cover personal trust flmds, common trust funds, foulida
tions and college endowment funds as to wbicb complete statistics are not 
avaUable. 
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panies. Historically most institutions, especially mutual funds, even 
where they were the largest single shareholders, chose not to exercise 
their power over the management of portfolio companies. If they be
came disenchanted with management they were likely to liquidate 
their holdings rather than seek to effect changes. Recently, however, the 
Commission has noted instances where institutions have taken a more 
active part in the management of portfolio companies and have played 
an active role in acquisitions, proxy fights, etc. 

In view of the recent developments, a better understanding is ur
gently needed both of the impact of institutional investors on the 
securities markets and portfolio companies and of the ability of the 
securities markets to adapt to institutional needs. Under a resolution 
of Congress signed into law on July 29, 1968,4 the Commission has been 
authorized to undertake a comprehensive study of these matters. In 
November 1968, the Commission announced the designation of Pro
fessor Donald E. Farrar to direct the study. 

Mutual Fund Legislation 

The 33rd Annual Report 5 outlined the background and substance 
of the amendments to the Investment Company Act of 1940 which 
the Commission had proposed in May 1967. These proposals and the 
studies which preceded them were made pursuant to Section 14(b) 
of that Act which authorizes the Commission, if it believes that "any 
substantial further increase in the size of investment companies 
creates any problem involving the protection of investors or the public 
interest," to make a study and investigation and to report the results 
and its recommendations to the Congress. The Commission's legisla
tive proposals were designed principally to reduce sales loads im
posed on the acquisition of fund shares where these loads are exces
sive, to eliminate the so-called "front-end load," and to provide a 
means to test the fairness of management fees. They also dealt, how
ever, with a number of other areas as to which the Commission be
lieved legislative action was required. 

The Commission's proposals represented 10 years of effort by and 
on behalf of the Commission. In December 1966, the Commission 
had submitted its report, entitled "Public Policy Implications of 
Investment Company Growth," to the Congress. Two other reports 
which analyzed various problems associated with the investment 
company industry and its growth-the Wharton Report, commenced 
in 1958 and submitted to Congress in August 1962, and the Report of 
the Special Study of Securities Markets, published in 1963-1964-had 
preceded the Commission's Report. 

• Public Law 90-438. 
• See pp. 1-6. 
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Hearings were conducted before the Senate Committee on Banking 
and Currency during July and August 1967 and before the Subcom
mittee on Commerce and Finance of the Committee on Interstate and' 
Foreign Commerce of the House of Representatives during October 
1967 and March 1968. The Senate Committee reported a bill on 
.Tuly 1, 1968, whIch was passed by the Senate on July 26,1968.6 How
ever, on September 10, 1968, the Subcommittee on Commerce and 
Finance of the House Committee on Interstate and Foreign Commerce 
voted not to give further consideration to the bill. 

In proposing mutual fund legislation, the Commission recognized 
that most of the specific abuses aimed at in the Investment Company 
Act of 1940 have been substantially eliminated; however, the dramatic 
growth of the industry and accompanying changes have created new 
situations which were not anticipated in 1940. vVhile many of the 
changes proposed by the Commission were accepted or even welcomed 
by the industry, the industry took exception to the principal recom
mendations of the Commission. The Senate Bill modified those recom
mendations as follows: 

In the area of sales charges, the Commission proposed that a 5 percent 
ceiling be placed on the charge for mutual fund sales subject to a 
power in the Commission to approve appropriate higher ceilings. The 
bill as passed by the Senate gave authority to the National Association 
of Securities Dealers, Inc., a self-regulatory organization of brokers 
and dealers, to fix reasonable sales charges, subject to Commission 
oversight. 

The Commission had recommended the abolition of the front-end 
load in contractual plans, under which as much as 50 percent of the 
payments made by the investor during the first year may he deducted 
for sales charges, so as to require that the sales load be spread equally 
over all payments during the life of the plan. The Senate, however, 
arrived at a formula whereby the load would not exceed 20 percent 
in anyone year nor average more than 16 percent over the first 4 
years. 

Finally, ,the Commission had recommended that the Act provide 
expressly that compensation received by investment advisers shall be 
"reasonable" and that there be opportunity for judicial enforcement of 
this standard. The Commission was of the view that because of the 
fiduciary relationship existing between an investment company and 
its manager the compensation received by the manager should be 
reasonable and that the Federal courts would provide an appropriate 
forum in which the reasonableness of the management fee could be 
tested. 

• S. 3724, 90th Cong., 2d Sess. (1968). 
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The bill as passed by the Senate provided that a determination by 
the directors with respect to compensation of or payments to certain 
affiliated persons was to be given "substantial weight" and shareholder 
approval was to be given such weight as was deemed appropriate in 
the circumstances. The Senate version also provided that any compen
sation or payments received by the investment adviser shall be pre
sumed reasonable if approved or ratified by a majority of the out
-standing voting securities of the company and a majority of the direc
tors who are not interested persons of the company. The presumption 
could be rebutted by a preponderance of the evidence. The Senate 
bill also included a provision permitting a shareholders' suit to enforce 
-the standard of reasonableness in the Federal courts if the Commission 
refused or failed to bring such suit within 6 months after request by a 
shareholder. 

The Commission believes that its legislative proposals were respon
sive to the problems which it had found to exist, and it is hoped that 
legislation along the lines of those proposals will in the near future 
receive favorable consideration by the Congress. 

The Tex~s Gulf Sulphur and Merrill Lynch Decisions 
Shortly after the end of the fiscal year, a landmark decision relating 

to the issues of insiders' securities transactions based on undisclosed 
inside information and of corporate publicity was handed down by 
the Court of Appeals for the Second Circuit, sitting en banc, in B.E.O. 
v. Tewas Gulf Sulphur 00.7 The Commission had filed its complaint in 
this case in 1965, charging violations of Section 10 (b) of the Securities 
Exchange Act of 1934 and Rule 10b-5 under that Act through stock 
purchases by insiders and through misleading corporate pUblicity. 
Briefly, it was alleged that certain insiders had purchased shares of 
Texas Gulf stock or calls thereon on the basis of material inside infor
mation concerning the results of exploratory drilling for base metals 
by Texas Gulf near Timmins, Ontario; had passed this information to 
others and advised them to purchase Texas Gulf stock or calls; and 
had accepted stock options from Texas Gulf without disclosing ma
terial information to the board of directors. It was also alleged that 
the company issued a deceptive press release. Previous annual reports 8 

have discussed the institution of this action and the opinion of the 
district court 9 dismissing the complaint against the corporation and 
10 individual defendants but finding violations by 2 other individual 
defendants. On August 13, 1968, the court of appeals handed down 
its decision affirming unanimously the decision below insofar as it had 

1 CCR Fed. Sec. L. Rep. 'j[92,251 (C.A. 2, Aug. 13, 1968). 
• See 31st Annual Report, pp. 122-123; 32nd Annual Report, pp. 114-115; 33rd 

Annual Report, p. 101. 
• 258 F. Supp. 262 (S.D. N.Y., 1966). 
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been 'favorruble to the Commission and reversing (7-2 on most issues) 
that decision in every major respect in which it had been unfavorable to 
the Commission. 

The court unanimously held that a corporate insider in possession 
of important inside information about his corporation may not trade 
in the corporation's stock without disclosing that information, -even 
though his transactions are not face-to-face hut on a national securi
ties exchange. This duty was unanimously held to apply to employees 
of the corporation, as well as to its top officers. The court also held 
unanimously that insiders may not pass such inside information to 
others for their use in securities transactions; the majority included 
recommendations on the basis of important inside information within 
this prohibition. 

The court also held that there is a similar duty of' disclosure to 
those responsible for the grantmg of stock options tocompany officials 
as additional compensation. If important information is not known 
to the directors of the company who grant the options but is known 
to the recipients, it must be disclosed to the directors. In this case the 
majority required such disclosure before acceptance of the options 
but suggested that disclosure before exercise of the options might 
be sufficient in some situations. The Commission had conceded on ap
peal that the duty of disclosure is limited to members of top manage
ment in this context, and the majority therefore did not decide whether 
any other corporate personnel were subject to a similar duty. 
- Since the duty of disclosure and the prohibition against tips apply 
only to material inside information, it was necessary for the court to 
define these two terms. In applying the traditional standard of mate
riality-whether a reasonable inyestor would attach importance to the 
information in making his investment decision-the majority held 
that the interests of an persons in the securities markets, speculative 
investors and conservative investors alike, must be considered. "\Vhen 
the particular information consists of indications of a possible future 
event, the court called for a balancing of the indicated probability 
that the event would occur and its likely importance as measured 
n,gainst all of the corporation's activities. On this issue the majority 
held that a major £acto~ in determining the materiality of any particu
lar information is the importance attached to it iby those who knew 
about it, as indicated by the pattern of their own securities transactions. 

Inside information is that which is not already available to the 
public. In determining what is necessary to make previously undis
closed information sufficiently available for insiders to trade, the court 
unanimously held that the mere giving of the information to reporters 
is not enough. Trading prior to the appearance of the information on 
the Dow Jones broad tape was held to be a viola,tion. The majority 

PAUL GONSON 
SECURITIES AND EXCHANGE COMM'N 

WASHINGTON, DC 20549 
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stated that in some cases even this degree of disclosure might not be 
sufficient, although it suggested that further clarifica,tion by Commis
sion rule would be appropriate. 

The court held that a corporate press release likely to affect the 
market for its securities is subject to Section 10(b) and Rule 10b-5, 
irrespective of the absence of any securities transactions by the corpora
tion or its insiders and irrespective of the absence of any motive to 
affect the market for their benefit. Those provisions are violated if 
the release is materia11y deceptive in the light of the facts existing at 
the time of the release, unless the corporation had exercised due dili
gence in ascertaining the facts and had accumtely stated what it knew. 
The majority held that in determining whether a corporate press re
lease is deceptive the proper test is whether a reasonable investor ex
ercising due care would have been misled by it. 

The court remanded the case to the trial court for further findings 
with respect to the press release in question and for a determination 
of the remedies to which the Commission is entitled. 

In a recent decision also dealing with the improper use of inside 
information, the Commission, pursuant to an offer of settlement, im
posed sanctions on the broker-dealer firm of Merrill Lynch, Pierce, 
Fenner & Smith, Inc. and certain persons associated with it for vio
lations of anti-fraud provisions of the securities laws or failure to 
exercise proper supervision to a void such violations. 10 

The violations involved the disclosure in June 1966 to certain of the 
firm's institutional and other large customers of non public informa
tion reflecting a "significant deterioration" in the earnings of Douglas 
Aircraft Co., Inc., and the resulting sales or short sales by such cus
tomers of more than 190,000 shares of Douglas stock prior to public 
disclosure of the information and without any disclosure being made to 
the purchasers. While this adverse information was being disclosed to 
various large customers, the firm did not reveal it to other customers 
for whom it effected purchases of Douglas stock during the period in 
question. The respondents consented ,to the findings of violations and 
to the imposition of sanctions, but without admitting the allegations 
of the order for proceedings. 

Citing the Commission's 1961 decision in Oady, Roberts & 00.,11 and 
the Texas Gulf S-ulphur decision, the Commission observed that the 
principles in those decisions "prohibited the disclosure [of the down
turn in Douglas' earnings] by registrant to favored customers who 
might sell their holdings or sell short before appropriate public dis
closure and thereby take advantage of the current market price before 
the expectable decline in such price upon public disseminllition of the 

10 Securities Exchange Act Release No. 8459 (November 25, 1968). 
n 40 S.E.C. 907. 
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information. And, aggravating the inherent unfairness of the dis
closure to certain customers was the fact that, at the same time, reg
istrant was effecting purchases of the stock for other customers to 
whom the adverse information was not available." 

According to the Commission's decision, "The information Douglas 
entrusted to registrant was of such importance that it could be expected 
to affect the judgment of investors whether to buy, sell, or hold Douglas 
stock. If generally known, such information could be expected to affect 
materially the market price of the stock. The advance disclosure of 
such information to a select group who could utilize it for their own 
benefit, and ,to the detriment of public investors to whom the informa
tion was not known, constituted an act, practice, or course of business 
which operated or ,,,ould operate as a fraud or deceit upon such 
investors." 

Upon the basis of these findings ,pursuant to the settlement offer, 
the Commission ordered that Merrill Lynch's New York Institutional 
Sales Office and its 'Vest Coast Underwriting Office be suspended for 
21 and 15 days, respectively. Ten individual respondents "ere cen
sured; in addition, one was dissociated from Merrill Lynch for 60 days 
and six others form da,ys. 

In determining to accept the offer of settlement, the Commission 
considered the fact that none of the respondents had previously been 
the subject of disciplinary action as well as Merrill Lynch's undertak
ing to adopt, implement and ensure compliance with, revised proce
dures to provide more effective protection against disclosure of con
fidential information, including but not limited to the procedures set 
forth in a Statement of Policy which was incorporated in the offer of 
settlement. The Commission stated that as a matter of policy, it did 
not, "and indeed cannot, determine in advance that the Statement of 
Policy will ,prove adequate in all circumstances that may arise," and it 
stressed the need for "stringent measures" to avoid future violations. 
The decision observed that "obviously the prompt public dissemina
tion of material information would be an effective preventive," and 
noted registrant's undertaking to use its best efforts to secure the public 
release of any material information given to its Underwriting 
Division. 

The Takeover Bid Bill 

On July 29, 1968, President Johnson signed the "Takeover Bid 
Bill," 12 which is designed to close gaps in the full disclosure provisions 
of the securities laws. 

In recent years, acquiring control of publicly held corpora;tions 
through cash tender offers and purchases of blocks of securities, as op-

u Public La~ 90-439. 
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posed to proxy contests, has gained favor. 'When control is sought 
through the proxy contest, the Exchange Act and its proxy rules re
quire disclosure to be made to shareholders concerning the identity of 
the participants in the contest, their associates, the shareholdings of 
these persons, and other relevant information. This information is 
subject to statutory sanctions and must also be filed with the Com
mission. Similarly, when control is sought through a stock-for-stock 
exchange, the offering must be registered under the Securities Act of 
1933, and shareholders must be given a prospectus setting forth aU 
material facts. Until July 1968, however, there were no comparable dis
closure requirements which applied to a cash tender offer or stock 
acquisitions which may cause a change in control. 

The takeover bid bill was designed to put cash tender offers and 
other block acquisitions on the same footing as proxy contests for 
control. It was not intended either to encourage or discourage such 
offers or acquisitions, nor was it intended to give an advantage either 
to management or the outside group. 

The bill, which amended Sections 13 and 14 of the Exchange Act, 
grants the Commission rulemaking authority to require disclosure of 
pertinent information concerning stock acquisitions or proposed 
acquisitions in three contexts: (1) the making of a cash tender offer 
which,' if successful, would result in the person or group making the 
offer owning more than 10 percent of any class of equity security regis
'tered pursuant to Section 12 of the Act or issued by a closed -end invest
ment company registered under the Investment Company Act of 
1940; (2) acquisitions by any person or group of any such class of 
equity security which would result in the ownership by such .person 
or group of more than 10 percent of any such class of security; and 
(3) the purchase by a corporation of its outstanding equity securities. 
The bill also provides that if a majority of the directors are to be 
replaced in connection with an acquisition or tender offer, shareholders 
must be provided with information comparable to that required by the 
proxy rules in connection with an election of directors.13 The bill also 
authorizes the Commission to adopt rules with respect to solicitations 
or recommendations to accept or reject tender offers and provides for 
certain protections for persons ,who have tendered shares. 

On July 30, 1968, the day after the bill became law, the Commission 
adopted temporary rules and regulations to make its provisions 
operative,14 and on August 30, 1968, certain amendments to these rules 
were adopted.15 These temporary rules represent an important step 
in the development of regulations to accomplish the full purpose of 

11 See Rule 14f-l under the Exchange Act adopted pursuant to this Section. 
14 Securities Exchange Act Release No. 8370. 
14 Securities Exchange Act Release No. 8392. 
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the legislation. On August 30, 1968, the Commission also published 
notice of the proposed adoption of a new rule 10b-13 and invited 
comments thereon.16 New section 14(d) (7) of the Exchange Act 
provides, in substance, that where the terms of a tender offer are varied 
before its expiration by increasing the consideration offered to security
holders, all securities purchased pursuant to the tender offer must be 
purchased at the higher price, whether or not they were tendered 
before the increase was announced. Proposed Rule 10b-13 would 
extend this principle of affording equal treatment to all securlty
holders who sell their secudties to a person making a tender offer 
during the period of such offer, whether or not the sales are made 
pursuant to the tender offer. 

When the Senate Banking and Currency Committee was consider
ing the legislation, it referred ,to an abuse which had occurred in con
nection with tender offers, known as "short tendering," but expressed 
the view tha;t the Commission had adequate power to deal with the 
problem under the anti-fraud provisions of the Exchange Act. "Short 
tendering" grew out of the fact that in connection with a tender offer 
or a request or invitation for tenders of a particular security, it is 
customarily provided that the security need not be deposited if a bank 
or a member firm of a national securities exchange guarantees delivery. 
Abuses in this practice arose in situations in which tenders were to be 
accepted on a pro rata basis. It was learned that some brokers tendered 
a greater number of units than were owned by them or by the cus
tomers on whose behalf the tender was made, with the result that a 
disproportionately large number o~ their securities was accepted. To 
deal with this practice, the Commission in May 1968 adopted Rule 
10b-4 which, in substance, prohibits a person from tendering any 
security for his own account unless he owns the security and from 
tendering or guaranteeing tender of a security on behalf of another 
person unless the security is in his possession or he has r(,,:1son to believe 
that the other person owns the tendered security.17 . . 

Expediting of Registration Statements 

The Commission recently adopted new procedures in an effort to 
cope with the problems resulting from the enormous increase in the 
number of registration statements filed under the Securities Act of 
1933. In the 1968 fiscal year, 2,473 registration statements were filed for 
processing by the Commission's Division of Corporation ·Finance, as 
compared to 1,543 in 1V67. For the first quarter of fiscal 1969, 840. 
registration statements were filed as compared to 507 for the like 
period in 1968. There has also been a substantial increase in the 
number of registration statements filed by issuers which never before 

,. Securities Exchange Act Release No. 8391. 
1. Securities Exchange Act Release·No. 8321 (May 28,1968). 
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have been subjected to the registration 'process. Further, the number 
of definitive proxy statements filed with the Commission has increased 
from 2,661 in fiscal year 1964 to 5,244 in fiscal 1968. The backlog of 
registration statements to be processed by the staff of the Division 
of Corporation Finance has reached unprecedented proportions 
because of the enormous increase in the number of filings, accompanied 
at the same time by a reduction of personnel in the Division due to 
budgetary cuts. 

Accordingly, in November 1968 the Commission adopted an 
expedited review procedure that is designed to reduce the backlog 
without sacrificing the statutory standards of disclosure. Under this 
procedure, a Division officer makes a cursory review of every registra
tion statement as it is filed. Based on this review he determines (1) 
that the statement is so deficient that it does not warrant further 
review; (2) that only a cursory review will be made and that, upon 
receipt of certain supplemental information, the staff will recommend 
clearance; or (3) that the filing should be subj ect to the regular review 
process. 

With respect to categories (1) and (2), counsel for the company is 
advised that the statutory burden of full disclosure is on the issuer, its 
affiliates, the underwriter and experts, that as a matter of law this 
burden cannot be shifted to the staff, and that the current work load is 
such that the staff cannot undertake additional review and comment. 

Disclosure Study 

Throughout its history, the Commission has reviewed its practices, 
procedures, and :forms in the disclosure field in an effort to improve 
disclosures and, at the same time, eliminate unnecessary requirements 
where possible. 

In late 1967 the Commission decided to supplement its usual review 
of special problems in the disclosure field with a broad internal study 
of the disclosure process.iS Among the factors which seemed to make 
such a study appropriate were the following: 

(1) the need for an overall review of the actual workings of the 
disclosure provisions of the Securities Act of 1933; 

(2) the substantial expansion in the number of issuers subject to 
the continuing disclosure requirements of the Securities Exchange Act 
of 1934 as a result of the Securities Acts Amendments of 1964. Because 
of this e;xpanded coverage, the potential effectiveness of the Exchange 
Act as a disclosure tool is far greater than it used to be; 

(3) the dramatic increase in the number of investors, many of them 
new to the securities markets; 

(4) the marked trend toward a professionalization of security 
analysis; and 

1.0 See Securities Act Release No. 4885 (Nov. 29, 1967). 
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(5) teclmological developments which make it possible to put the 
information in the Commission's files into the hands of the financial 
community more cheaply and more expeditiously than was previously 
the case. 

Since the end of '1967, a group drawn from the Commission's 
operating divisions and directed by Commissioner Francis M. Wheat 
has been delving into almost every aspect of disclosure under the 
Federal securities statutes. The Study Group has met and worked 
closely with many in the fina:ncial community, in industry, in the legal 
and accounting professions, and in academic life who are interested in, 
knowledgeable about, or affected by the disclosure provisions of the 
securities laws. 

After the Study Group completes its examination of the field, it will 
report to the full Commission. The Commission will then evaluate 
the report and take such administrative a~tion as it considers ad
visable. The Commission 'and the members of the ,Study Group hope 
that the work of the group and of those outside the Commission :who 
have collaborated with it will in due time make for noteworthy im
provements in the disclosure process, in investor protection, and in the 
efficiency of the capital markets. 

Additional Financial Disclosure by Diversified Companies 

The increase in business acquisitions and mergers in recent years 
has caused the Commission to consider the need for more detailed 
reporting on the disparate operations of registrants which are broad
ly diversified and to study the problems involved in any extension of 
the requirements in this area of financial reporting. Staff surveys 
have indicated that there has been an increase in voluntary disclosures 
by diversified companies in recent annual reports to stockholders. 
During the 1968 fiscal year important studies'by professional organi
zations and by individuals on the topic of financial reporting by diver
sified companies were completed. The Commission had authorized the 
Chief Accountant to serve on an Advisory Committee, representing 
various sectors of the accounting, financial and industrial communi
ties, in connection with the comprehensive study and survey conducted 
under the sponsorship of the Financial Executives Institute. 

The studies and surveys indicated that an extension of the Com
mission's requirements was feasible. As a result, the staff undertook 
to develop amendments of the rules to elicit additional information 
from all companies affected which will be meaningful to investors but 
not unduly burdensome to the registrants. In September 1968, a pro
posal to revise the ,disclosure requirements under three Securities Act 
registration forms was issued for public comment.'19 

10 Securities Act Release Nos. 4922 (September 4, 1968) and 4927 (September 
23,1968). 

327-506--68----3 
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Under- the proposed revisions registrants would be required to 
state, for each of the 5 fiscal years preceding the filing of a registra
tion statement, the approximate amount or percentage 01 sales or op
erating revenues and contribution to net income attributable to each 
class' of related or similar products or services, which contributed 10 
percent or more to total sales and operating revenues, or to income 
before income. taxes and extraordinary items of income or expense, 
during either of the last 2 fiscal -years. If the contribation to net in
come cannot practicably be stated, the contribution most closely ap
proaching net income or loss is to be indicated. The approximate 
amount of assets employed in each such segment of the business is 
to be reported, to the extent practicable. Comparable data on revenues 
and earnings received from foreign sources, other than Canada, and 
from governmerit procurement or any. single customer are also to be 
reported. 

Broker-Dealer Financial Reports 

The Co~mission's' staff and industry representatives have had ex
tensive discussions during the _past 2 years as to the best way to obtain 
improved financial information concerning the securities industry and, 
at the same time, avoid unnecessary burdens on broker-dealers. On the 
basis of these discussions arid after careful review of comments re
ceived on a proposed rule, the Commission on June 28,1968, adopted 
Rule 17a-10 under the Securities Exchange Act, which: requires ex
change members and broker-dealers to file annual income and ex
pense reports with the Commission or with·a registered self-regulatory 
organization which will transmit the reports to· the Commission.20 

The rule will become effective on January 1, 1969, and the first re-' 
ports, which will be due in 1970, will. covel' the calendar year 1969. 

The form accompanying the rule contains three major parts, each 
requiring income and expense data and information on the firm's 
capital furids and financial condition. Broker-dealers are required 
to complete only that part of the form which is appropriate to the 
size and type of their business. Part I is. a summary form; Part II 
requires more complete information; and Part III requires detailed 
information. Many broker-dealers, including' firms· whose gross se
curities .income was less than $20,000 during the caJendar year; will 
not have to complete any part of the form but will file ()nly the intro
ductory page 'of the form, showing their gross securities income and 
certain nonfinancial information about their business. 

A major purpose of requiring the information is to provide com
prehensive financial data on a continuing basis so that current infor
mation will be available to the Commission and to the self-regulatory 

2. Securities Exchange Act Release No: 8347 (June 28, 1968), 
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agencies to assist them in meeting their respective responsibilities. It 
is anticipated that the Commission and the self-regulatory agencies 
will publish this information from time to time on an aggregate basis. 

As discussed above, the securities markets and the securities in
dustry are presently experiencing a period of rapid change. The in
terests of .the industry as well as the public interest require that gov
ernmental regulation and industry self-regulation adjust to the pace 
of such change and be aware of the effects of this change on the vari
ous types of firms engage'd in the securities business. It is also neces
sary that the securities industry remain healthy and profitable and 
continue to assist the growth of our national economy. To meet these 
needs, continuing and informed analysis of the operatioDR of the mar
kets and of persons and organizations serving the markets is required. 
In the past, occasional useful studies have been authorized, but of 
necessity these studies have been limited and prone to obsolescence. 
The present informational needs of the Commission and the self
regulatory agencies demand a continuing flow of reliable and current 
data concerning the operations of and changes in the iudustry. 

Automation of Over·the.Counter Quotations 

In 1966 the Board of Governors of the National Association of 
Securities Dealers, Inc. (NASD) appointed a special Automation 
Committee to investigate the feasibility of automated quotations in 
the over-the-counter market. During the 1968 fiscal year, an independ
ent management consulting firm, under the direction of the Automa
tion Committee, conducted a study of the economic feasibility of such 
a system. The findings of the consultant and detailed specifications 
concerning a proposed NASD automated quotations system known as 
"NASDAQ" were submitted to several private firms. Following con
sideration of cost, design, and operation proposals received from these 
firms, the Automation Committee selected the firm which, in its opinion, 
could best supply and operate the physical equipment for the system 
under the direction and supervision of the N ASD. 

NASDAQ involves the use of electronic data processing equip
ment in combination with communications facilities in a three-level 
system designed to meet the quotations needs of registered represent
atives, customers, order desks, and professional trader~ in .the over
the-counter markets. Level I would provide a current repl'esentative 
interdealer bid and ask price for any security registered in the system 
for the information of registered representatives and customers of 
retail firms. Level II would be designed for use by firm trading de
partments and would supply upon request a list of marketmakers, 
together with their respective c~rrent bid and ask prices for each se
curity regi~red in the system. Levei III will also·be for use by trad-
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ing departments, but will differ from Level II chiefly by providing in
put facilities allowing authorized marketmakers to enter, change 
or update bid and ask prices. It is contemplated that NASDAQ will 
be operational in 1970. 

"Back Office" Problems 

During fiscal year 1968, the volume of transactions in the securities 
markets increased to a rate virtually double tha;t which had been 
anticipated by the securities industry. This unforeseen level of volume 
has placed tremendous strains on'the back offices of broker-dealers and 
related clearance and transfer facilities. The result in many cases has 
been delays and errors in the execution and settlement of transactions. 
The existence of substantial numbers of transactions which remain 
unsettled over considerable periods of time presents financial risks to 
brokerage firms and their customers. 

The Commission has stressed the responsibility of individual firms 
and the self-regulatory agencies to deal with these problems and has 
encouraged them to take all necessary measures. Various steps have 
been taken. Among other things, trading hours on the securities mar
kets have been curtailed to give back office staB's more time to process 
backlogs: Numerous rule changes have been adopted by the exchanges 
and the NASD. In addition, the self-regulatory agencies have been 
examining broker-dealer firms both to identify individual problems 
and to evaluate industry-wide conditions and have placed restrictions 
on the activities of a number of firms. 

The Commission has also taken direct action in the enforcement and 
regulatory areas. The Commission staff has inspected over 300 broker
dealer firms in order to ascertain the current stat,us of their books and 
records and back office operations. Where violations have been found, 
appropriate enforcement action has been taken including the institu
tion of proceedings and the imposition of restrictions.21 

The Commission has also issued statements cautioning brokers and 
dealers that they must comply with applicable requirements regard
ing maintenance of current books and records, financial responsibility 
and prompt delivery of securities and settlement of transactions.22 In 
this connection the Commission stated that a dealer who sells a security 
to a customer or a broker who buys a security for a customer violates 
the anti-fraud provisions of the securities laws if he has reason to 
believe that he will not be able to deliver the security to ,the customer 
promptly. The Commission also warned broker-dealers that it is a 

21 See, e.g., L. D. Sherman <E OQ., Inc., Securities Exchange Act Release No. 
8354 (July 12, 1968) and John Sackville-Pickard, Securities Exchange Act Re
lease No. 8433 (October 24,1968) . 

.. Securities Exchange Act. Release Nos. 8335 (June 17, 1968) and 8363 (July 
29.1968). . 
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violation of applicable anti-fraud provisions for a broker-dealer to 
accept or execute any order for the purchase or sale of a security or to 
induce or attempt to induce such purchase or sale, if he does not have 
the personnel and facilities ,to enable him to promptly execute and 
consummate all of his securities transactions. It cautioned broker
dealers with back office problems to limit their activities so as to elim
inate these problems. 

The Commission presently has two proposed rule changes under 
consideration. The first would amend the Commission's net capital 
rule by imposing a graduated percentage deduction from market value 
of securities in the "failed to deliver" accounts of broker-dealers.23 
This would provide an additional margin of safety for this category 
of receivables. The second change would make it unlawful for an is
suer with publicly traded securities to fail to provide appropriate 
facilities for the prompt transfer of certificates.24 

The measures taken to date to cope with back office problems have 
been essentially of an emergency and short-term character. Long-term 
measures to improve the capacity of the industry to handle the in
creasing volume of transactions are being formulated by the self
regulatory agencies and the industry with the encouragement of the 
Commission . 

.. Securities Exchange A<!t Relea,se No. 8405 (September 13, 1968) . 

.. S'ecurities Exchange Aot Relea'se No. 8413 (September 25, 1968). 



PART II 

FULL DISCLOSURE OF INFORMATION ABOUT THE 
ISSUERS OF SECURITIES 

One basic purpose of the Federal securities laws administered by 
the Commission, in particular the Securities Act of 1933 and the Securi
ties Exchange Act of 1934, is to provide disclosure of financial and 
other information about publicly held companies and those companies 
seeking to raise capital through the public offering of their securities, 
so as to enable public investors to evaluate the securities of these com
panies on an informed and realistic basis. To this end, the Securities 
Act requires a company proposing to offer its securities to the public 
to' file a registration statement with the Cominission disclosing pre
scribed categories of financial and other information and further re
quires that in the offer and sale of the securities investors be furnished 
a prospectus containing the most significant information set forth-ln 
the registration statement. The Securities Exchange Act, which deals 
in large part with trading in securities already outstanding, requires 
companies whose securities are listed on a national securities exchange 
and other companies in whose securities, traded over-the-counter, there 
is a substantial public interest to register those securities with the Com
mission and to file annual and other periodic reports which are de
signed to keep the information in the Exchange Act registration 
statement current. That Act also requires disclosure of material in
formation to holders of registered securities whose proxies are so
licited for the election of directors or the approval of corporate action, 
and requires "insiders" of companies whose equity securities are reg
istered to report their holdings of and transactions in all equity securi
ties of the company with which they are affiliated. 

The scope of disclosure was further extended by the recently enacted 
"take-over-bid" legislation 1 which, as implemented by Commission 
rules, affords disclosure to investors in connection with purchases of 
substantial blocks of stock of publicly held corporations either through 
cash tender offers or private or open market purchases and in connec
tion with repurchases by corporations of their own stock.2 

1 Public Law 90-439 (July 29, 1968). 
2 This legislation and the implementing rules adopted by the Commission are 

discussed at pp. 9-11, supra. 
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A. DISCLOSURE IN CONNECTION WITH PUBLIC OFFERINGS· 

Disclosure under the Securities Act with respect to securities to be 
offered for public sale, either by an issuing company or a person in a 
control relationship to such Company, is obtained through a two-step 
process: (1) by requiring the issuer to file with the Commission a 
registration statement containing certain required financial and other 
information; and (2) by requiring that a prospectus which is a part 
of the registration statement and contains the more significant data set 
forth in that statement, be furnished to investors so as to enable them 
to evaluate the securities and make an informed investment decision. 

The registration statement is aVfl.ilable for public inspection as soon 
as it is filed. Although the securities may be offered for sale upon filing 
of the statement under prescribed limitations, actual sales may not 
be made until the statement has become effective. The Commission 
has no authority to pass on the merits of the securities to be offered or 
the fairness of the terms of distribution. In fact, the Act makes it 
unlawful to represent to investors that the Commission has approved 
or otherwise passed on the merits of registered securities. 

Type of Information Included in Registration Statement 

Generally speaking, a registration statement relating to securities 
issued by a corporation or other private issuer must contain the infor
mation specified in Schedule A of the Act, while fl. stfl.tement relating 
to securities issued by a foreign government must include the in
formation specified in Schedule B. The Act empowers the Commis
siOIl to classify issues, issuers and prospectuses, to prescribe ap
propriate forms, and to increase, or in certain instances vary or 
diminish, the particular items of information required to be disclosed 
as the Commission deems appropriate in the public interest or for the 
protection of investors. To facilitate the registration of securities by 
different types of issuing companies, the Commission has prepared 
special registration forms which vary in their disclosure requirements 
so as to provide maximum disclosure of the essential facts pertinent 
in a given type of- case while at the same time reducing the burden and 
expense of compliance with the law. 

IIi general, the registration statement of an issuer other than a 
foreign government must disclose such matters as the names of per
sons who participate in the manfl.gement or control of the issuer's 
business; the security holdings and remuneration of such persons; the 
general character of the business, its capital structure, past history and 
earnings; underwriters' commissions; payments to promoters .made 
within 2 yefl.rs or intended to be made; the interest of directors, officers 
and principal stockholders in material transactions with the issuer; 
pending legal proceedings; and the purposes to which the proceeds 
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of the offering are to be applied, and must include financial statements 
certified by an independent accountant. The registration statement of a 
foreign government must contain information conCerning the pur
poses for which the proceeds of the offering are to be used, the natural 
and industrial resources of the issuer, its revenues, obligations and 
expenses, the underwriting and distribution of the securities being 
registered, and other material matters, but need not contain certified 
financial statements. 
Adoptio'n' of Short Form for Registration of Securities of Certain Issuers 

Effective December 31, 1967, the Commission adopted a new short 
form for registration, designated Form S-V The form is for the regis
tration of securities to be offered for cash by issuers which meet the 
following requirements, among others: they must have a class of securi
ties either listed on an exchange or registered under Section 12(g) 
of the Exchange Act, must have complied with the reporting and proxy 
requirements of that Act for at least 5 years and must have long records 
of earnings and stability of management and business. The form repre
sents a closer integration of the requirements of the Securities Act and 
the Securities Exchange Act. During the fiscal year, 81 registration 
statements were filed on Form S-7. ' 

Form S-7 is in the nature of an experiment. The Commission will 
carefully watch and review its operation in conjunction with the re
porting and proxy requirements to determine whether the omission of 
information in the prospectus, particularly with respect to the identity, 
remuneration and other perquisites received by management and their 
interest in transactions with the issuer, carries out the statutory objec
tives of providing investors with sufficient information to enable them 
to make an informed judgment about the securities offered. Should ex
perience indicate that such action is necessary or desirable, the Com
mission may amend or rescind Form S-7, or change the conditions for 
its use so as to limit or expand the types of issuers to which the form is 
available. 

The Commission also amended paragraph (a) of Rule 174 under 
the Securities Act so that securities registered on Form S-7 will be 
exempt from the prospectus delivery requirements of the Act. Under 
this amendment a dealer is not required to deliver a prospectus to his 
customer if he is no longer acting as an underwriter of the offering or 
is not engaged in a transaction involving his participation in the 
offering. 
Proposed Guides for Preparation and Flling of Registration Statements 

In 1964, the Commission published certain guides for the prepara
tion and filing of registration statements under the Securities Act.' 

• Securities Act Release No. 4886 (November 29,1967). 
• Securities Act Release No. 4666 (February 7. 1964). 
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During the 1968 fiscal year the Commission issued a release containing 
the existing guides, suggested modifications of those guides and pro
posed additional guides, and requested interested parties to comment 
thereon prior to publication of the guides in definitive form.5 

The published guides and those proposed for publication represent 
policies and practices presently followed by the Commission's Division 
of Corporation Finance. They are not rules of the Commission and 
were not published as bearing the Commission's official approval, al
though some may later be incorporated in rules or forms after appro
priate publication and opportunity for comment. The guides do not 
purport to furnish complete criteria for the preparation of registra
tion statements. 

Tlie staff is in the process of preparing guides describing the prac
tices and policies followed by the Commission's Division of Corporate 
Regulation in the examination and processing of registration state
ments filed by management investment companies on Form N8B-1 
under the Investment Company Act. It is expected that these guides 
will be published for comment in the near future and that they will 
be the first in a series of guides which will ultimately include Forms 
S-4, S-5 and S-6 under the 1933 Act. 
Amendments to Rules Relating to Disclosure Detrimental to National Defense 

During the fiscal year, the Commission adopted certain aInendments 
to Rule 171 under the Securities Act, Rule 0-6 under the Securities 
Exchange Act and Rule 105 under the Public Utility Holding Com
pany Act of 1935 relating to the disclosure of documents or informa
tion detrimental to the national defense or foreign policy.6 The amend
ments bring those rules into harmony with the recently adopted Public 
Information Act and specify the procedure to be followed by regis
trants with respect to classified material. 
Adoption of Rules Relating to Industrial Revenue Bonds 

During the fiscal year, the Commission invited public comments on a 
proposed Rule 131 under the Securities Act and a proposed Rule 3b-5 
under the Securities Exhange Act relating to industrial revenue 
bonds,? and shortly after the close of the fiscal year, the rules were 
adopted.s 

Industrial revenue bonds generally are instruments issued in the 
name of a government or its instrumentality to finance the acquisition 
of a revenue producing facility which is leased to a private company. 
Usually the facility has been specially constructed for that company. 

• Securities Act Release No. 4890 (December 20, 1967). The staff is reviewing 
the many comments it has received on the proposed guides. 

• Securities Act Release No. 4906 (May 14, 1968). 
1 Securities Act Release No. 4896 (February 1, 1968. ) 
• Secnrities Act Release No. 4921 (August 28,1968.) 
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Principal and interest on the bonds are payable from the proceeds of 
the lease, and the bonds are not backed by the taxing power and general 
credit of the governmental body in whose name they are issued. Thus, 
the typical industrial revenue bond financing plan represents a financ
ing by a private company. Accordingly, investors should be given in
formation concerning the business, prior experience, fiscal responsibil
ities and earnings of the company that has leased the facility, as well 
as the terms and conditions of the lease arrangement, in order to assess 
the worth of such investment. The municipality or other governmental 
unit usually has no significant obligation under the bond, except to the 
extent of applying lease payments received from the private company 
to the payment of principal and interest. The investor cannot look to 
the municipality for interest payments or repayment of the principal; 
he can look only to the possibility of success or failure of the private 
company. In these circumstances, the investor is offered an interest in 
an obligation of the private company which is a "security" within the 
meaning of the securities acts and should have the benefit of the dis
closures required by the Securities Act and the Securities Exchange 
Act when applicable. 

Accordingly, the new rules identify the interest in the obligation 
of the private company as a separate security issued by such com
pany and, absent an exemption, s~ch securities are subject to the 
registration and prospectus delivery requirements of the Securities 
Act and the various provisions of the Exchange Act. The rules do not 
operate to terminate the exemption for governmental and municipal 
bonds provided in the securities acts but only relate to that part of 
the oblIgation of the bonds as to which the real obligor is a business 
enterprise. The rules specifically exclude bonds isssued in connection 
with a public proj ect or facility owned and operated by or on behalf 
of and under the control of a governmental unit. 

The new rules apply to industrial revenue bonds sold' after Decem-
ber 31, 1~}68.9 ' 

Joint Release Relating to Real Estate Syndications 

During the fiscal year, the Commission and the securities authorities 
of Maryland, Virginia and the District of Columbia issued a joint 
release for the guidance of the industry and the bar respecting statu
tory requirements with respect to real estate syndications.10 This 
action was responsive to the fact that newspaper advertisements by 
various persons, corporations, partnerships, trusts and unincorporated 
organizations had offered for sale interests in real estate syndications, 
usually i.n the form of limited partnership interests or interests in 
joint or profit sharing ventures, whicll had not been registered with 
the appropriate regUlatory bodies. Such offers and subsequent· sales 

• See Seeurities Act Release No. 4923 (September 16, 1968). 
10 Securities Act Release No. 4877 (August 8,1967). 
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had been prevalent especially in the District of Columbia, Maryland 
and Virginia. These transactions raised important questions under 
the registration requirements and anti-fraud provisiDns of the Federal 
securities laws and the laws Df these States and of the District of 
Columbia. The release emphasized that the interests in question were 
securities under ·Federallaw and under the laws of these three juris
dictions and it Dutlined the requirements of the relevant statutDry 
provisions. 
Amendment of RIde Relating to Contents of Prospectus Used After Nine Months 

Rule 427' under the Securities Act permits the Dmission from any 
prospectus used mDre than 9 months after the effecti ve date of the 
registration statement Df any informatiDn previDusly required to. be 
cDntained in the prDspectus insofar as later infDrmation covering the 
same subjects, as of a date not mDre than 16 mDnths priDr to the use 
of the prospectus, is cDntained therein. Where securities have been 
registered on Form S-l but at the time Df filing a prospectus as a 
part of a post-effective amendment the registrant would be entitled 
to register the securities Dn anDther fDrm, such as Fonn S-8 Dr S-9, 
the Commission has permitted the prDspectus to be prepared in ac
cDrdance with the requirements Df such other form. In order to. make 
this practice generally known to all registrants and to. make it applica
ble to fDrms, Dther than Forms S-8 and S-9, which may be adDpted 
from time to. time, Rule 427 was amended during the fiscal year to 
incorporate such practiceP 

Adoption of Rule Relating to Registration by Certain Successor Issuers 

During the fiscal year the CDmmissiDn adopted Rule 414 under the 
Securities Act relating to registratiDn of securities by certain suc
ceSSDr issuers.12 The new rule prDvides a means whereby an offering of 
registered securities by a predecessDr cDmpany may be continued by its 
successor withDut repeating the full process of registratiDn where the 
purpDse .of the sucCessiDn is merely to change the state Df incDrporation 
of the registrant. The rule provides that the registration statement 
of the predecessDr shall be deemed to be the registration statement of 
the successor where certain conditions are met, including the filing of 
an amendment to the registration statement by the successor expressly 
adopting the statement as its own for all purposes of the Act and the 
Securities Exchange Act. -

Amendment of "No-Sale" Rule 

Rule 133 under the Securities Act provides that, solely for the pur
pose of the registration requirements of Section 5 of the Act, the sub
mission to stockholders of a corporation, under certain circumstances, 
of a proposed merger, consolidation, reclassification of securities or 

U Securities Act Release No. 4884 ( November 9, 1967). 
12 Securities Act Release No. 4894 (January 24, 1968). 
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transfer of assets does not constitute an offer to such stockholders of 
the securities to be issued to them in the transaction. Where a trans
action involves the transfer of assets to a corporation in consideration 
of its own securities, the rule provides that the consideration may con
t'ist of any kind of securities, whether equity or debt securities. How
ever, where the assets are to be transferred to a subsidiary of the issuer 
of the securities involved in the transaction, the consideration previ
ously could consist only of voting stock of such issuer. The rule was 
amended during the year so that it will apply in cases where the assets 
are to be transferred to a subsidiary of the issuer in consideration of 
any securities of the issuer.13 

Staft' Ex,llmination of Registration Statements 

RegiEtration statements are examined by the Commission's staff for 
compliance with the standards of adequate and accurate disclosure. 
This e,xamination is primarily the responsibility of the Division of 
Corporation Finance. Statements filed by investment companies reg
istered under the Investment Company Act of 1940 are examined by 
the Division of Corporate Regulation. If it appears that a statement 
does not conform in material respects with the applicable require
ments, the issuing company is usually notified by a letter of comment 
and is afforded an opportunity to file correcting or clarifying amend
ments. 1rhe Commission also has the power, after notice and oppor
tunity for hearing, to issue a "stop-order" suspending the effective
ness of :a registration statement if it finds that material representa
tions arl~ misleading, inaccurate or incomplete. In certain instances, 
such as where the deficiencies in a registration statement appear to 
stem frc.m careless disregard of applicable requirements or from a 
deliberate attempt to conceal or mislead, a letter of comment is not 
sent and the Commission either conducts an investigation to deter
mine whether "stop-order" proceedings should be instituted or imme
diately institutes such proceedings. The exercise of the "stop-order" 
power during fiscal year 1968 is discussed on page 30. As to the new 
procedures adopted in November 1968 to expedite the processing of 
registration statements, see pages 11-12. 

Time RCG:uired To Complete Registration 

The Commission's staff endeavors to complete its examination of 
registration statements in as short a time as possible. The Act provides 
that a r€'gistration statement shall become effective on the 20th day 
after it is filed (or on the 20th day after the filing of any amendment 
thereto). Since most registration statements require one or more 
amendments, they usually do not become effective until some time 
after the original 20-day period. The period between filing and effec
tive date is intended to afford investors an opportunity to become 

"Securities Act Release No. 4892 (January 9, 1968)· 
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familiar with the proposed offering through the dissemination of the 
preliminary form of prospectus. The Commission can accelerate the 
effective date so as to shorten the 20-day waiting period, taking into ac
count the adequacy of the information respecting the issuer thereto
fore available to the public, the facility with which the facts about the 
offering can be understood, the public interest and the protection of 
investors. The note to Rule 460 under the Act lists some of the more 
common situations in which the Commission considers that the statute 
generally requires it to deny acceleration. 

The median number of calendar days which elapsed from the date 
of the original filing to the effective date with respect to the 2,131 
registration statements that became effective during the 1968 fiscal 
year 14 was 44, compared with 36 days for 1,460 registration state
ments in fiscal year 1967 and 38 days for 1,280 registration statements 
in fiscal year 1966. 

The following table shows by months during the 1968 fiscal year the 
number of registration statements which became effective, and the 
number of calendar days elapsed during the registration process for 
the median registration statement. 

Time in registration under the Securities Act of 1933 by months during the fiscal 
year ended June 30, 1968 

NUMBER OF CALENDAR DAYS 
-------------,------~ 

Number of Total Number of Total 
registra- number registra- number 

Months tion state- of days Months tion state- of days 
ments in regis- ments in regis-

effective· tration effective· tration 

1961 1968 

153 35 January __________________ 172 4~ 
177 38 February _________________ 134 50 

July _____________________ _ 
AugusL _________________ _ 
September _______________ _ 133 38 MarcIL ___________________ 161 50 0ctober _________________ _ 170 37 ApriL ____________________ ~29 43 
November _______________ _ 152 40 May ______________________ 279 48 December _______________ _ 179 47 June ______________________ 192 50 

Fiscal 1968 for 
median effective 
registration 
statemenL _______ 2,131 44 

• See n. 14 to text, supra. 

Statistics Regarding Registration Statements Filed 

During fiscal year 1968 the number of registration statements 
filed as well as the dollar amounts of the offerings involved soared 
to record levels. A total of 2,906 registration statements was filed for 
offerings aggregating $54.0 billion. Compared with 1967 figures of 
1,836 statements totalling $36.2 billion, this represented an increase 
of 58.3 percent in the number of statements filed and 49.2 percent in 
the dollar amount involved. 

14 This figure excludes 285 amendments filed by investment companies pursuant 
to Section 24(e) of the Investment Company Act of 1940, which provides for the 
registration of additional securities through amendment to an effective registra
tion statement rather than the filing of a new registration statement. 
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Of the 2,906 registration statements filed in the 1968 fiscal year, 
893, or 30.7 percent, were filed by companies that had not previously 
filed registration statements under the Securities Act. Comparable 
figures for the 1967 and 1966 fiscal years were 440, or 24 percent, and 
422,. or 24.8 percent, respectively. 

From the effective date of the Securities Act to June 30, 1968, it 
cumulative total of 31,861 registration statements has been filed under 
the Act by 13,398 different issuers covering proposed offerings of 
securities aggregating over $399.1 billion. 

Particulars regarding the disposition of all registration statements 
filed under the Act to June 30, 19G8, are summarized in the following 
table: 

Number and disposition of registration statements filed 

Prior to July I, 1967 
July I, 1967 to June ao, 

1968 

Registration statements: 

Total June 
30,1968 

FlIed ______________________________________ . ____ ____________ 28,955 (8)2,906 31,861 
I=======I=~~=I===~= 

Disposition: 
Effective (net)____________________________________________ 25,155 (b) 2,406 (c) 27,540 
Under stop or refusal order_______________________________ 229 2 (d) 229 
Withdra\Vll_______________________________________________ 3,120 148 3,268 
Pending at June 30,1967__________________________________ 451 ___________________________ _ 
Pending at June 30,1968__________________________________ ______________ ______________ 824 

Total. __________________________________________________ 28,955 _____________ _ 31,861 

1======1=======1======== 
Aggregate dollar amount: As filed (in billions) ________________________________________ _ 

As effective (in billlons) ____________________________________ _ $345.1 
$331.3 

$54.0 
$54.0 

$399.1 
$385.3 

(a) Includes 290 registration statements covering proposed offerings total!ing $12.5 billion filed by In
vestment compames under Section 24(e) (1) of tbe Investment Company Act of 1940 which permits regis
tration by amendment to a previously effective registration statement. 

(b) Excludes 10 registration statements that became effective during the year but were subsequently 
withdrawn; these statements are included in the 148 statements withdrawn during the year. 

(c) Excludes 21 registration statements effective prior to July I, 1967 which were withdrawn dnring the 
year; these statements are reflected under "withdrawn." 

(d) Excludes one registlation statement effective during the year on which a stop order was placed and 
lifted during the year and one registration statement withdrawn during the year on which a stop order was 
placed prior to Jnly 1. 1967 and lifted during the year; these two statements are reflected nnder "effective" 
and "withdrawn," respectively. 

As reflected in the above table, 148 registration statements were 
withdrawn during the 1968 fiscal year. The reasons assigned by the 
various registrants fOl: requesting withdrawal were as follows: 

Number of Percent 
Reason for registrant's withdrawal reqnest statements of total 

withdrawn withdrawn 

1. Withdrawal reqnested after receipt of the staff's letter of comment ________ _ 
2. Registrant was advised tbat statement should be withdrawn or stop order 

9 6.1 

7 4.7 
90 60.8 
26 17.6 

3. cKi:~e~l~~~~~ ~l~:~-~~~~".:==:===:======:=:===:::::::::::::::::::::: 4. Change in market conditions ____________________________________________ _ 
5. Registrant was unable to negotiate acceptable agreement with under-writer ______________________________________________________ • ___________ _ 3 2.0 6. WlIl file on proper form ____________________________________________ . ___ _ 1 .7 
7. Will file new registration statement. ____________________________________ _ 12 8.1 

Total ___________________________ • _____________________________________ _ 
148 100.0 
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Statistics Regarding Securities Registered 

During the fiscal year 1968, a total of 2,417 registrations of securi
ties in the amount of $54.1 billion became effective under the Securi
ties Act of 1933.15 The number of statements and the dollar amount 
of registrations were the largest on record and reflected the general 
expansion in the economy during the period and the increased need 
for funds by business. The chart on page 28 shows the number and 
dollar amounts of registrations from 1935 to 1968. 

The figures for 1968 include all registrations which became effective 
including secondary distributions and securities registered for other 
than cash sale, such as issues exchanged for other securities and securi
ties reserved for conversion. Of the dollar amount of securities regis
tered in 1968, 69 percent was for the account of the issuer for cash sale, 
25 percent for the account of the issuer for other than cash sale, and 6 
percent for the account of others. 

The following table compares the volume of securities registered 
for the account of the issuer and for the account of others for the 
past 3 fiscal years: 

(Millions o[ dollars) 

1968 1967 1966 

For accouut of icsuer for cash sale.__________________________________ 37,269 27,950 25,723 
For account of issuer, other than cash sale___________________________ 13,530 4,576 2,422 
For account of other than issuer_____________________________________ 3,137 1,692 1,964 

1-------1--------1------
TotaL________________________________________________________ .53,9361 34,218 30,109 

• This figure excludes lease obligations relating to iudustrial revenue bonds of $140 million which were 
registered during tho 1968 fiscal year. 

The amount of securities offered for cash for the account of the 
issuer, approximately $37 billion, represented an increase of $9 billion 
or 34 percent over the previous year. Registration of new common stock 
issues aggregated $22.1 billion, an increase of $7 billion over the 
previous yea.r, $4.4 billion of which reflects an increase of registrations 
of investment company issues which aggregated $13.8 billion during 
fiscal 1968. Registration of new bonds, notes and debentures increased 
by $1.7 billion over the previous year and amounted to $14 billion. 
Preferred stock issues aggregated $1.1 billion, twice the amount for the 
previous fiscal year, and the largest amount on record. Appendix Table 
1 shows the number of statements which became effective and total 

10 The figure of 2,417 excludes 4 registration statements which became effec
tive during the year but before competitive bids were received, and as to which 
amendments disclosing the accepted terms, including the offering price, were 
not filed during the year or no bids were received. It includes 5 statements effec
tive in fiscal year 1~7, as to which such amendments we're not filed until fiscal 
year 1968. 
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SECURITIES EFFECTIVElY REGISTERED WITH S.E.C. 

Dollars Billions 1935-1968 
56 

52 r-----~------~------_r------_r------;_------+_---

48 r-----~-------+------_r-------~------;_------+_---, 

44 

40 r-----~-------+------_r------_r------;_------+_---~~ 

36 r------+-------+-------r------,r------~------+_---

32 

28 

24 r------+------~--------r------,r------~------+_ 

20 ~----_+------_+------_r------;_------~-------+_ 

16 r------+-------+-------r------,r----

8 

4 

o 

20 r------+-------+-------r------,r------~------+_---

15 r------+-------+-------r------,r------1-

10 r-------+-------+-------r------,r-----

5 

o 

1935 40 45 50 55 60 65 
( Fiscal Yeors) OS-4737 (8-681 
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amounts registered for each of the fiscal years 1935 through 1968, and 
contains a classification by type of security of issues to be offered for 
cash sale on behalf of the issuer during those years. More detailed in
fonnation for 1968 is given in Appendix Table 2. 

Corporate issues intended for immediate cash sale totaled $16.4 
billion, an increase of $2.9 billion over the previous year. Manufactur
ing companies registered the highest volume of new issues of the corpo
rate group, $6.4 billion, approximately $900 million more than in the 
previous year. Issues of electric, gas and water companies were next 
highest in volume, totaling $4.9 billion, $1.4 billion above the amount 
for this group in 1967. Among the other industry groups, communica
tion amounted to $1.7 billion, financial and real estate to $1.0 billion, 
while extractive, transportation, and other miscellaneous issues 
amounted to $2.4 billion. Registration of foreign government issues 
scheduled for immediate sale totaled $1.2 billion as compared to $680 
million in the preceding year. 

The following table shows the distribution by industry of issues 
registered during the last 3 fiscal years for the account of issuers to 
be offered for cash sale: 

Issues offered for immediate sale: Cor· 
porate: 

Manufacturing .....•...•.....•........ 
Extractive ....................••...... 
Electric, gas and water. ............. . 
Transportation ........... ' .......... . 
Communication ..... " .............. . 
Financial and real estate ............. . 
Commercial and other __ ............ __ 

TotaL ............................. . 
Foreign government. ................ '" 

Total for Immediate sale ..... __ .... . 
Issues offered over an extended period .. .. 

Total for cash sale for account of 
Issuer ............................ . 

1968 in 
millions 

6,387 
416 

4,868 
362 

1,681 
1,005 
1,644 

---
16,363 
1,157 

---
17,520 
19,749 

---
37,269 

Percent 1967 In 
of total millions 
------

17.1 5,490 
1.1 203 

13.1 3,421 
1.0 1,252 
4.5 2,143 
2.7 530 
4.4 403 

------
43.9 13,441 
3.1 684 

------
47.0 14,124 
53.0 13,826 

------
100.0 27,950 

Percent 1966 In Percent 
of total millions of total 
---------

19.6 2,787 10.8 
.7 130 .5 

12.2 3,028 11.8 
4.5 174 .7 
7.7 1,301 5.1 
1.9 1,009 3.9 
1.6 350 1.4 

---------
48.1 8,779 34.1 

2.4 482 1.9 ---------
50.5 9,262 36.0 
49.5 16,462 64.0 

---------
100.0 25,723 100.0 

Of the funds raised from the cash sale of corporate securities for 
the account of issuers in 1968, 66 percent ($10.6 billion) was designated 
for plant and equipment expenditures and 23 percent ($3.7 billion) 
for working capital. The balance was to be used for retirement of 
securities and for other purposes including purchase of securities and 
repayment of long-term bank loans. Appendix Table 2, Part 4, con
tains a classification of uses of proceeds by principal industry groups. 

Registration of issues to be offered over an extended period amounted 
to $19.7 billion, an increase of approximately $6 billion over the 

327-506--68----4 



30 SECURITIES AND EXCHANGE COMMISSION 

amount for 1967, and the largest amount on record. These issues are 
classified below: 

(in millions) 

1968 1967 1966 

Investment company issues: 
Management open-end__________________________________________ $l1,8M $7,014 $9,2.51 
Management closed-end_________________________________________ 119 498 105 
Unit investment trnsL_______________________________________ __ 1,562 1,768 2, 8~5 
Face-amount celtificates________________________________________ 273 158 241 

1-------1--------1-------
Total Investment companles__________________________________ 13,804 9,438 12,434 

1=======1======1======= 
Employee saving plan certificatos___________________________________ 1,461 1,357 1,013 
Securities for employees stock option plans__________________________ 3.361 2,609 2,326 
Other, inclnding stock for warrants and options:____________________ 1,122 422 686 

1----1 
TotaL________________________________________________________ 19,749 13,826 16,462 

Stop Order Proceedings 

Section 8 (d) of the Securities Act of 1933 gives the Commission the 
power, after notice and opportunity for hearing, to issue a stop order 
':suspending" the effectiveness of a registration statement which'in
cludes 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 effect of a stop order, which 
may be issued even after the sale of securities has begun, is to bar 
distribution of the securities so long as the order remains in effect. 
Although losses which may have been suffered by investorS before 
issuance of the order are not restored to them by a stop order, the 
Commission's decision and the evidence on which it is based may serve 
to put them on notice of their rights and aid in their own recovery 
suits. As provided by the Act, a stop order is lifted when the registra· 
tion statement has been amended to correct the deficiencies. 

As of the beginning of the fiscal year, four stop-order proceedings 
were pending. During the year these proceedings were terminated, two 
of them through the issuance of stop orders 16 and two by permitting 
withdrawal of the registration statement, subject to certain conditions, 
pursuant to offers of settlement accepted by the COIllmissionY One 
of the stop orders was later 'lifted upon the filing of an amendment 
to the registration statement. During the fiscal year one new stop order 
proceeding was instituted. 

,. Panaoolor, Inc., Securities Act Release No. 4881 (September 20, 1967) and 
North Ame1'ican Petroleum Oorporation, Securities Act Release No. 4887 (Decem
ber 5, 1967). 

17 Hadson Ohio on Management Oompany, Securities Act Release No. 4872 
(July 18, 1007) and Ventura Oil Oompany, Securities Act Release No. 4874 
(July 19, 10(7). 
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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 il).stituted under Section 8 (d), and in connection therewith 
is empowered to examine witnesses and require the production of 
pertinent documents. The Commission is also authorized by Section 
20(a) of the Act to make an investigation to determine whether any 
provision of the Act or any rule or regulation prescribed thereunder 
has been or is about to be violated. In appropriate cases, investigations 
are instituted under this section as an expeditious means of determin
ing whether a registration statement is false or misleading or omits 
to state any material fact. The following tabulation shows the number 
of such examinations and investigations which were in progress during 
theyear: 

Pending at beginning of fiscal year_________________________ 33 
Initiated during fiscal year________________________________ 17 

50 
Closed during fiscal year _________________ .________________________ 22 

Pending at close of fiscal year______________________________________ 28 

EXEMPTION FROM REGISTRATION OF SMALL ISSUES 

The Commission is authorized under Section 3 (b) of the Securities 
Act 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 follow-
ing exemptive rules and regulations: 

Rule 234 : Exemption of first lien notes. 
Rule 235 : Exemption of securities of cooperative housing corporations. 
Rule 236: Exemption of shares offered in connection with certain 

transactions. 
Regulation A: General exemption for U.S. and Canadian issues up to 

$300,000. 
Regulation B: IDxemption for fractional undivided interests in oil or gas 

rights up to $100,000. 
Regulation F: . Exemption for assessments on assessable stock and for assess

able stock offered or sold to realize the amount of asessment thereon. 

Under Section 3 (c) of the Securities Act, which was added by 
Section 307(a) of the Small Business Investment Act of 1958, the 
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Commission is authorized to adopt rules and regulations exempting 
securities issued by a small business investment company under the 
Small Business Investment Act. Acting pursuant to this authority, 
the Commission has adopted Regulation E, which is described below. 

Exemption from registration under Section 3 (b) or 3 ( c) of the Act 
does not carry any exemption from the provisions of the Act prohibit
ing fraudulent conduct in the offer or sale of securities and imposing 
civil liability or criminal responsibilty for such conduct. 

Exempt Offerings Under Regulation A 

Regulation A permits a company to obtain needed capital not in 
excess of $300,000 (including underwriting commissions) in anyone 
year from a public offering of its securities without registration, pro
vided specified conditions are met. These include the filing of a notifi
ca,tion supplying basic information about the company with the 
Regional Office of the Commission in the region in which the company 
has its principal place of business, and the filing and use in the offering 
of an offering circular. However, an offering circular need not be filed 
or used in connection with an offering not in excess of $50,000 by a 
company with earnings in one of the last 2 years. 

During ,the 1968 fiscal year, 515 notifications were filed under Regula
tion A, covering proposed offerings of $112,318,744, compared with 383 
notifications covering proposed offerings of $74,761,963 in the 1967 
fiscal year. 

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

Offerings under Regulation A 

Fiscal year 

1968 1967 1966 

----------------------1---------
Size: $100,000 or less _______________________________________________________ _ 

Over $100,000 but not over $200,000 ___________________________________ _ 
Over $200,000 but not over $300,000 ___________________________________ _ 

TotaL _____________________________________________________________ _ 

Underwriters: Used ________________________________________________________________ _ 
Not used ____________________________________________________________ _ 

Ofierors: Issuing eompanles ___________________________________________________ _ 
Stockholders _________________________________________________________ _ 
Issuers and stockholders jointly ______________________________________ _ 

102 
97 

316 

515 

144 
371 

486 
2'2 
7 

101 
92 

190 

383 

57 
326 

360 
17 
6 

128 
94 

188 

410 

58 
352 

386 
13 
11 

Reports of Sales.-Regulation A provides that within 30 days after 
the end of each 6-month period following the date of the original 
offering circular required by Rule 256, or the statement required by 
Rule 257, the issuer or other person for whose account the securities 
are offered must file a report of sales containing specified information. 
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A final report must be filed upon completion or termination of the 
offering. 

During the fiscal year 1968, 724 reports of sales were filed reporting 
aggregate sales of $40,366,326. 

Suspension of Exemption.-The CommmissioTh may suspend a.n ex
emption under Regulation A where, in general, ,the exemption is 
sought for securities for which the regulation provides no exemption or 
where the offering is not made in accordance with the terms and con
ditions of the regulation or with prescribed disclosure standards. Fol
lowing the issuance of a temporary suspension order by the Commis
sion, the respondents may request a hearing to determine whether the 
temporary suspension should be vacated or made permanent. If no 
hearing is requested within 30 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 1968 fiscal year, temporary suspension orders were issued 
in five cases, which, added to the four cases pending at the beginning 
of the fiscal year, resulted in a total of nine cases for disposition. Of 
these, the temporary suspension order was vacated in one case and 
became permanent in six cases: in three by lapse of time, in two by 
withdrawal of the request for hearing, and in one on the basis of an 
offer of settlement. Two cases were pending at the end of the fiscal 
year. 
Exempt Offerings Under Regulation B 

During the fiscal year ended June 30, 1968, 453 offering sheets and 
451 amendments thereto were filed pursuant to Regulation B and were 
examined by the Oil and Gas Section of the Commission's Division of 
Corporation Finance. During the 1967 and 1966 fiscal years, 353 and 
235 offering sheets, respecti vely, were filed. The following table indi
cates the nature and number of Commission orders issued in connection 
with such fiIjngs during the fiscal years 1966-68. The balance of the 
offering sheets filed became effective without order. 

Action taken on offering sheets filed under Regulation B 

Fiscal years 

1968 1967 1966 
----------------------·1---------
Temporary suspension orders (under Rule 340(a)) _______________________ _ 
Orders terminating proceeding after amendment _________________________ _ 

10 16 14 
6 10 10 

Orders terminating effectiveness of offering sheeL ________________________ _ 
Orders fixing effective date of amendment (no proceeding pending) ______ _ 
Orders consenting to withdrawal of offering sheet and terminating pro-ceeding ________________________________________________________________ _ 

0 1 0 
344 257 203 

0 0 0 
Orders consenting to withdrawal of offering sheet (no proceeding pendlng)_ 8 14 12 

----------Total nnmber of orders ____________________________________________ _ 368 298 239 
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Reports 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 laws have occurred 
in the marketing of such securities. The .following table shows the 
number of sales reports filed under Regulation B during the past 3 
fiscal years and the aggregate dollar amount of sales during each 
of such fiscal years. 

Reports of sales under Regulation B--

1968 1967 

Number of sales reports filed__________________________________ 5,863 3,978 
Aggregate dollar amount of sales reported_____________________ $7,034,723 $3,986,187 

Exempt Offerings Under Regulation E 

1906 

3,301 
$2,998,583 

Regulation E provides a conditional exemption from registration 
under the Securities Act for securities of $mall business investment 
oompanies registered under the Investment Company Act of 1940 
which are licensed under the Sma.11 Business Investment Act of 1958 
or which have received the preliminary approval of the Small Busi
ness Administration and have been notified by the Administration 
that they may submit an application for such a license. -

The regulation, which is substantially similar to the general exemp
tion provided by Regulation A, requires the filing of a notification 
with the Commission and, except in the case of offerings not in excess of 
$50,000, the filing and use of an offering circular containing certain 
specified information. 

No notifications were filed under Regulation E during the 1968 fiscal 
year. 
Exempt Offerings Under Regulation F 

Regulation F provides an exemption for assessments levied upon 
assessable stock and for delinquent assessment sales in amounts not 
exceeding $300,000 in anyone year. It requires the filing of a simple 
notifioation giving brief information with respect to the issuer, its 
management, principal security holders, recent and proposed assess
ments and other security issues. The regUlation requires a company 
to send to its stockholders, or otherwise publish, a statement of the pur
poses for which the proceeds of the assessment are proposed to be 
used. Copies of any other sales literature used in connection with the 
assessment must be filed. Like Regulation A, Regulation F provides 
for the suspension of an exemption thereunder where the regulation 
provides no exemption or where the offering is not made in accordance 
with the terms and conditions of the regulation or in accorclance with 
prescribed disclosure standards. 
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During the 1968 fiscal year, 20 notifications were filed under Regu
lation F, covering assessments of $835,274. These notifications were filed 
in three of the nine regional offices of the Commission: Denver, San 
Francisco and Seattle. Underwriters were not employed in any of the 
Regulation F assessments. No Regulation F exemptions were sus
pended during the fiscal year. 
Proposed Exemption for Securities of District of Colmnbia Local Development 

Companies 

The Commission has taken under consideration proposed Rule 237 
under the Securities Act which if adopted would exempt securities 
issued by local development companies incorporated by and doing 
business in the District of Columbia from the registration require
ments of the Act.1s The proposed rule defines the term "local develop
ment company" as a D.C. corporation with the authority to promote 
and assist the growth and development of small business concerns 
within the District. The purpose of the proposed rule is to allow local 
development companies interested in urban renewal projects in the 
District to offer securities in a manner which will encourage community 
participation in such projects. The exemption would be limited to 
offerings not exceeding $300,000, and would be available only for 
securit.ies of those companies which have received a loan commitment 
under Section 502 of the Small Business Investment Act of 1958. The 
exemption would not apply to securities offered pursuant to an under
writing agreement, under a contract in which a discount or commis
sion is offered as compensation, or for which an employee of the local 
development company is paid compensation in addition to his regular 
salary. An offering circular containing specified information must be 
used in the offering and must be filed with the Commission prior to its 
use. The proceeds of the sale of the securities must be kept in escrow 
lmtil the Small Business Administration approves the disbursal of 
funds under its loan commitment. The proposed rule would not exempt 
any person who offers or sells the securities of a local development com
pany from the anti-fraud provisions of the Act. 

B. CONTINUING DISCLOSURE REQUIREMENTS 

Registration of Securities on Exchanges 

Unless a security is registered on a national securities exchange 
under the Securities Exchange Act of 1934 or is exempt from regis
tration, it is unlawful for a member of such exchange or any broker 
or dealer to effect any transaction in the security o~ the exchange. In 
general, the Act exempts from registration obligations issued or guar
anteed by a State or the Federal Government or by certain subdivisions 
or agencies thereof and authorizes the Commission to adqpt rules and 

18 Securities Act Release No. 4901 (April 15, 1968). 
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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 
listed securities. 

Pursuant to Section 12(b) of the Exchange Act, an issuer may reg
ister a class of securities on an exchange by filing with the Commission 
and the exchange an application which discloses pertinent infor
mation concerning the issuer and its affairs. Information must be 
furnished regarding the issuer's business, its capital structure, the 
terms of its securities, the persons who manage or control its affairs, 
the remuneration paid to its officers and directors, and the allotment 
of options, bonuses and profit-sharing plans. Financial statements 
certified by an independent accountant must be filed as part of the 
application. 

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

Statistics regarding securities traded on exchanges may be found 
in Part III of this report,as well.as in certain of the appendix tables. 

Registration of Over-the-Counter Securities 

Section 12(g) of the Exchange Act requires a company with total 
assets exceeding one million dollars and a class of equity securities 
held of record by 500 or more persons to register those securities with 
the Commission, unless one of the exemptions set forth in that section 
is available.19 Upon registration, the periodic reporting, proxy solici
tation and insider reporting and trading provisions contained in Sec
tions 13, 14 and 16 of the Act become applicable. During the fiscal year, 
422 registration statements were filed under Section 12 (g) . This makes 
a total, from the enactment of Section 12(g) in 1964, through June 30, 
1968, of 3,168 registration statements filed. Eight of these statements 
were withdrawn before they had become effective upon determination 
that they were not required to be filed under the Act. A total of 95 
registrations have been terminated pursuant to Section 12(g) (4) be
cause the number· of shareholders was reduced to less than 300. An 
additional 195 issuers which had registered securities have gone out of 

>9 Section 12(g) contains various exemptive provisions with respect to certain 
types of securities. Of particular significance are the provisions relating to 
securities issued by insurance companies and securities of foreign issuers. See 
discussions in 32nd Annual Report, p. 13 and 33rd Annual Report, pp. 13-14, 
respectively. 
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existence as a result of mergers, consolidations and the like, with the 
result that for practical purposes these registrations must also be con
sidered to have been terminated. 

Of the 422 registration statements filed under Section 12(g) in 
fiscal year 1968, 235 were filed by issuers already subject to the report
ing requirements of Sections 13 or 15 ( d) of the Act.20 The latter figure 
includes 20 registration statements filed by issuers with another se
curity registered on a national securities exchange, and 215 filed by 
issuers subject to the reporting requirements of Section 15 ( d) because 
they had registered securities under the Securities Act. These latter 
companies, however, had not been subject to the proxy solicitation and 
insider reporting and trading provisions of Sections 14 and 16 of the 
Exchange Act. The remaining 187 issuers which filed registration 
statements had not been subject to any of the disclosure or insider 
trading provisions and became subject to them through registration. 

Exemptions From Registration 
Section 12(11) of the Act authorizes the Commission, either by rules 

and regulations or by order upon application of an interested person, 
to grant a complete or partial exemption from the provisions of Sec
tions 12 (g), 13, 14, 15 ( d), or 16 if the Commission finds that because 
of the number of public investors, the amount of trading interest in 
the securities, the nature and extent of the activities of the issuer, the 
income or assets of the issuer, or otherwise, the exemption is not in
consistent with the public interest or the protection of investors. 

During the fiscal year, 9 applications for complete or partial exemp
tions were filed and 12 applications filed during prior years were still 
pending. Of these 21 applications, 1 was granted, 2 were withdrawn, 
the proceeding with respect to 1 was concluded by acceptance of a 
settlement agreement by the Commission and 17 were pending at the 
end of the year. The one exemption was granted because the applicant 
had merged into an issuer registered under Section 12 of the Act. The 
settlement agreement provided for the filing of a registration state
ment within a specified period, thereby subjecting the applicant to the 
reporting, proxy and stockholder information and insider trading 
provisions of the Act. Under the agreement the applicant, which owns 
a major league baseball club, would not be required to file semi-annual 
reports of earnings unless the Commission so directs. 

In a decision aIlliounced shortly after the end of the fiscal year, the 
Commission denied an application by The National Dollar Stores, 
Ltd. for a conditional exemption from registration, but granted 
exemptions from the reporting requirements and from certain require
ments as to the financial statements to be filed with a registration 

III Corresponding figures for the 3 prior fiscal years may be found in the 33rd 
Annual Report at p. 10. 
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statement.21 National operates a chain of department stores. Its assets 
in January 1967 exceeded $12 million and its 10,000 shares of outstand
ing common stock, sold initially in 1928 and 1929 to members of the 
Chinese community in the San Francisco area, were held by 599 share
holders, mostly in small amounts except for a 50 percent interest 
owned by the founder's family. The shares have been traded infre
quently and such transactions as have taken place have not involved 
brokers. Under a practice in effect for many years, stockholders wish
ing to sell shares have contacted the company which has found a buyer, 
generally among company employees. 

The Commission concluded that, while an exemption from the 
registration requirements would not be appropriate, in view of the 
limited trading interest in the stock it would not be inconsistent with 
the public interest or the protection of investors to exempt National 
from the periodic reporting requirements, subject to certain conditions. 
Under this disposition, the company will be required to comply with 
the requirements as to proxy solicitations and its insiders will be 
subject to the insider reporting and trading provisions of the Act. The 
conditions specified include requirements that National deliver its 
most recent proxy statement and annual report to any prospective 
purchaser of its stock when it acts as intermediary and that it inform 
the Commission annually of all sales of its stock and advise it promptly 
of any material change in the facts recited in the Commission's opin
ion. The Commission expressly reserved jurisdiction to reconsider the 
exemption in the event of such a change or of a change in its rules 
relating to di sclosures by Section 12 (g) companies. 
Periodic Reports 

Section 13 of the Exchange Act requires issuers of securities regis
tered pursuant to Section 12 (b) or 12 (g) to file periodic reports keep
ing current the information contained in the application for registra
tion or registration statement. These periodic reports include annual, 
semi-annual, and current reports. The principal annual report form 
is Form 10-K, which is designed to give current information regard
ing the matters covered in the original filing. Semi-annual reports 
required to be filed on Form 9-K are devoted chiefly to furnishing 
mid-year financial data. Current reports on Form 8-K are required 
to be filed for each month in which any of certain specified events of 
immediate interest to investors has occurred. A report on this form 
deals with matters such as changes in control of the registrant, im
pOl'tant acquisitions or dispositions of assets, the institution or termina
tion of important legal proceedings and important changes in the 
issuer's securities. Section 15 ( d) of the Exchange Act, generally speak-

11 Securities Exchange Act Release No. 8403 (September 11, 1(68). 
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ing, requires issuers which have registered securities under the Secu
rities Act of 1933 and which have no securities registered under 
Section 12 to file the reports described above. 

The following table shows the number of reports filed during the 
fiscal year pursuant to Sections 13 and 15 (d) of the Exchange Act. 
As of June 30, 1968, there were 2,634 issuers having securities listed 
on a national securities exchange and registered under Section 12 (b) 
of the Act, 2,814 issuers having securities registered under Section 
12 (g), and 1,285 additional issuers which were subject to the reporting 
requirements of Section 15 ( d) of the Act. -

Number of annual and other periodic reports filed by issuers- under the Securities 
Exchange Act of 1934 during the fiscal year ended June 30, 1968 

Type of reports 

Annual reports .••.................•.....•.•.•••........ 
Seml·annual reports ...............•........•.•.......•. 
Current reports .•.................•.•.................. 
Quarterly reports •.•.•...........•.•.•...•...•••.•...... 

Total reports filed .......... _ ..... _ .....•....•.... 

Proxy Solicitations 

Number of reports filed by 

Listed Over·the-counter 
Issuers Issuers filing 
filing reports under Total 

reports reports 
under filed 

Section Section Section 
13 15 (d) 13 

2,501 926 2,167 5,594 
2,125 516 1,984 4,625 
5,568 1,030 3,272 9,870 

41 -60 118 219 
[-------[--------[------[--------

10,235 2,532 7,541 20,308 

Scope and Nature of Proxy Regulation.--Regulation 14A under 
the Exchange Act, implementing Section 14(a) of that Act, governs 
the manner in which proxies or other authorizations may be solicited 
from the iholders of securities registered tmder Section 12 of that Act, 
whether for the election of directors, approval of other corporate 
action, or some other purpose.22 It requires that in any such solicitation, 
whether by the management or minority groups, disclosure must be 
made of all material facts concerning the matters on which such holders 
are asked to vote, and they must be afforded an opportunity to vote 
"yes" or "no" on each matter. The regulation also provides, among 
other things, that where the management is soliciting proxies, any 
security holder desiring to cOlmnunicate 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 certain limita
tions, require the management to include in its proxy material any 
appropriate proposal which he wants to submit to a vote of security 
holders. Any security holder or group of security holders may at any 

.. This regulation also applies to security holders of registered public·utility 
holding companies, their subsidiaries and registered investment companies. 
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time make an independent proxy solicita;tion upon compliance with 
the proxy rules, whether or not the management is making a solicita
tion. Certain additional provisions of the regulation 'apply where a 
contest for control of the management of an issuer or representation 
on the board is involved. 

Copies of proposed proxy materin'! must be filed with the Commis
sion in preliminary form prior to the date of the proposed solicitation. 
Where preliminary material fails to meet the prescribed disclosure 
standards, the management or other group responsible for its prepara
tion is notified informally and given an opportunity to correct the de
ficiencies in the preparation of the definitive proxy material to be 
furnished to security holders. 

Under Section 14 ( c) of the Act, issuers of securities registered under 
Section 12 must, in accordance with rules and regulations prescribed by 
the Commission, transmit information compara;ble to proxy material 
to security holders from whom proxies are not solicited with respect to 
a stockholders' meeting. Hegulation 14C implements this provision by 
setting forth the requirements for "information stakements." 

Adoption of Amendments to Proxy and Information Rules 

During the 1967 fiscal year, the Commission invited public com
ments with respect to proposed amendments to its proxy rules 
(Hegulation 14A) under Section 14(a) of the Exchange Act and its 
information statement rules (Regulation 14C) under Section 14 (c). 
Certain of the proposed amendments were adopted during that year, 
but a;t the request of persons who desired further time to study the 
proposals, the Commission extended the period within which com
ments could be submitted.23 Following receipt and consideration of a 
number of helpful comments, a ser'ies of other amendments were 
adopted during fiscal year 1965.24 

The principal changes include the following: Rule 14a-S, which 
provides that any security holder may, subject to certain prescribed 
limitations, require management to include in its proxy material any 
appropriate proposal which he desires to submit .to a vote of security 
holders, was amended with respect to the minimum period preceding 
the proxy solicitation within which a security holder must submit 
his proposal to management to require its inclusion in the proxy 
material. The rule was further amended to permit the omission from 
such material of the proponent's name and address. Schedule 14A, 
which specifies the information that must be set forth in proxy mate
rial, was amended so as to require, among other things, more complete 

.. See 33rd Annual Report, pp. 38--39 . 

.. Securities Exchange Act Release Nos. 8206 (December 14, 1967) and 8206A 
(February 2, 1968). 
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disclosure concerning options to purchase securities from the issuer or 
its subsidiaries held by officers and directors and disclosure of trans
actions between certain employee plans provided by the issuer, or its 
parents or subsidiaries, and certain insiders, and to clarify the situa
tions where information concerning the interest of certain insiders in 
transactions with the issuer or a subsidiary may be omitted because it 
is not materiatz5 

Schedule 14B, which specifies the information to be filed in connec
tion with election contests, was amended to require more complete 
disclosure by each participant in the contest of his transactions in the 
issuer's securities during the preceding 2 years. 

The remaining changes were intended to clarify ,the existing rules 
and the items and instructions of Schedules 14A and 140 or to codify 
existing administrative practice. 
Statistics Relating to Proxy and InEonnation Statements 

During the 1968 fiscal year, 5,244 proxy statements in definitive 
form were filed, 5,224 by management and 20 by nonmanagement 
groups or individual stockholders. In addition, 110 information state
ments were filed. The proxy and information statements related to 
4,705 companies, some 519 of which had a second solicitation during 
the year, generally for a special meeting not involving the election of 
directors. 

There were 4,473 solicitations of proxies for the election of directors, 
751 for special meetings not involving the election of directors, and 
23 for assents and authorizations. 

The votes of security holders were solicited with respect to the fol
lowing types of matters, other than the election of directors: 

Mergers, consolidations, acquisitions of businesses, purchases and sales 
of property, and dissolution of companies________________________ 634 

Authorizations of new or additional securities, modifications of exist-
ing securities, and recapitalization plans (other than mergers, con-
sOlidations, etc.) _______________________________________________ 1,420 

Employee pension and retirement plans (including amendments to 
existing plans)_________________________________________________ 75 

Bonus or prOfit-sharing and deferred compensation arrangements 
(including amendments to existing plans and arrangements) _______ 87 

Stock option plans (including amendments to existing plans) ______ 687 
Stockholder approval of the selection by management of independent 

auditors _______________________________________________________ 1,666 

Miscellaneous amendments to charters and by-laws. and miscellaneous 
other matters (excluding those listed above) _~------------------ 1,790 

25 The amendments to Schedule HA are also applicable to Schedule 140 of 
Regulation 140. In addition, to maintain consistency between Regulations 14A 
and 140, the latter was amended to conform with the amendments to the proxy 
rules. 
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Stockholders' Proposals.-During the 1968 fiscal year, 162 pro
posals submitted by 34 stockholders were included in the proxy state
ments of 115 companies under Rule 14a-8 of Regulation 14A. 

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, pre
emptive rights, limitations on the grant of stock options to and their 
exercise by key employees and management groups, the sending of a 
post-meeting report to all stockholders, and limitations on charitable 
contributions. 

A total of 92 additional proposals submitted by 34 stockholders was 
omitted from the proxy statements of 38 companies in accordance with 
Rule 14a-8. The principal reasons for such omissions and the number 
of times each such reason was involved (counting only one reason for 
omission for each proposal even though it may have been omitted under 
more than one provision of Rule 14a-8) were as follows: 

Reason for Omission of Proposal8 
Number 

Concerned a personal grievance against the company _____________________ 33 
VVithdravvnby proponent______________________________________________ 18 
Not a proper subject matter under State lavv___________________________ '11 
Not timely submitted_________________________________________________ 11 
Related to the ordinary conduct of the company's business________________ 10 
Outside scope of rules _________ :.._______________________________________ 6 

Converse of management's proposaL___________________________________ 3 

Ratio of Soliciting to Non-Soliciting Companies.-Of the 2,634 
issuers that had securities listed and registered on national securities 
exchanges as of June 30, 1968, 2,424 had voting securities so listed and 
registered. During fiscal year 1968, 2,208, or 91 percent, of the latter 
group solicited proxies under the Commission's proxy rules' for the 
election of directors. 

Proxy Contests.-During the 1968 fiscal year, 27 companies were 
involved in proxy contests involving the election of directors. In 21 
contests control of the board was at stake while the other 6 involved 
representation on the boa.rd. Pursuant to the requirements of Rule 
14a-ll, 536 persons, bdth management and nonmanagement, filed de
tailed statements as participants. 

Management retained control in 11 of the 21 contests for control 
of the board of directors, 4 were settled by negotiation, nonmanage
ment persons won 1 and 5 were pending as of June 30, 1968. ,Of 
the six cases where representation on the board of directors was 
involved, management retained all places on the board in two 
contests, opposition candidates won places on the board in three 
cases and one was pending as of June 30, 1968. 
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Insiders' Security Holdings and Transactions 

Section 16 of the Securities Exchange Act and corresponding pro
visions in Section 17 of the Public Utility Holding Company Act of 
1935 and Section 30 (f) of the Investment Company Act of 1940 are 
designed to provide other stockholders and investors generally with 
information as to insiders' securities transactions and holdings, and to 
prevent the unfair use of confidential information by insiders to profit 
from short-term trading in a company's securities. 

Ownership Reports.-Section 16(a) of the Exchange Act requiTes 
every person who beneficially owns, directly or indirectly, more than 
10 percent of any class of equity security which is registered under 
Section 12 (b) for exchange listing or under Section 12 (g) for over
the-counter trading, or who is a director or an officer of the issuer of 
any such security, to file statements with the Commission disclosing 
the amount of all equity securities of the issuer of which he is the 
beneficial owner and changes in such ownership. Copies of such 
statements must also be filed with exchanges on which securities are 
listed. Similar provisions applicable to insiders of registered public
utility holding companies and registered closed-end investment com
panies are contained in Section 17 (a) of the Public Utility Holding 
Company Act n,ncl Section 30 (f) of the Investment Company Act. 

During the fiscal year, 93,823 ownership reports (14,893 initial 
statements of ownership on Form 3 and 78,930 statements of changes in 
ownership on Form 4) were filed with the Commission. This is an in
crease of 8,540 over the 85,283 reports (13,494 initial statements and 
71,789 statements of changes) flIed during the 1967 fiscal year. 

All ownership reports are made available for pu:blic inspection as 
soon as they are filed at the Commission's office in vVashington and at 
the exchanges where copies are filed. In addition, the information COIl

tained in reports filed with the Commission is summarized and pub
lished in the monthly "Official Summary of Security Transactions and 
Holdings," which is distributed by the Government Printing Office to 
more than 24,000 subscribers. 

Amendment of Rule Relating to Determination of 10 percent 
Ownership.-Rule 16a-2 under the Exchange Act deals with the de
termination of when a person is the beneficial owner of more ,than 10 
percent of a class of equity securities for purposes of the ownership 
reporting requirements of Section 16 (a). During the fiscal year, the 
Commission amended ,the rule to provide that a person shall be deemed 
to be the beneficial owner of securities which he has the right to ac
quire through the exercise of presently exercisable options, warrants 
or rights or through the conversion of presently convertible securities. 
Securities subjeot to such options, warrants, rights or conversion privi
leges held by such person are deemed outstanding for the purpose of 
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computing the percentage of the class owned by him but are not deemed 
outstanding for the purpose of computing the percentage of ,the class 
owned by any other person.26 

The amended rule does not purpovt to determine whether transac
tions in options, warrants, rights or convertible secur~ties may give 
rise to liabilities under Section 16 (b) of ,the Act. That question is one 
for determination by the courts independently of Rule 16a-2. 

Recovery of Short-Swing Trading Profits.-In order to prevent 
insiders from making unfair use of informwtion which ,they may have 
obtained by reason of their relationship w1th a company, Section 16 (b) 
of the Exchange Act, Section 17(b) of the 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 
(in the cakegories listed above) from certain purchases and sales, or 
sales and purchases, of securi,ties of the company within any period 
of less than 6 months. The Commission at times participates as 
amicu8 curiae in actions to recover such profits when i,t deems it im
portant to present i,ts views regarding ,the interpretation of the statu
tory provisions or of the exemptive rules adopted by the Commission 
thereunder. 

Changes in Rules Exempting Transactions From Short-Swing 
Trading Provisions.-The Commission is authorized to exempt from 
the operation of Section 16 (b) of the Exchange Act any transaction 
not comprehended within ,the purpose of ,that Section. Rule 16b-7 
exempts from the operwtion of Section 16 (b) cedain acquisitions and 
disposHions of securities pursuant to mergers or consolidations. Dur
ing the fiscal year Rule 16b-7 was amended to make explicit its in
tended scope.27 The rule provides that the exemption shall not be avail
able Ito a person if he has made certain shovt-term purchases and sales 
other than those involved in',the merger or consolidation. The amend
ments specify that the exemption is not defeU/ted by short-term trans
actions which are exempted under any other rule adopted under Sec
tion 16 (b) and that as Ito transactions not so exempted, the exemption 
provided by Rule 16b-7 will be unavailable only to the extent of such 
transactions. 

The Commission also adopted Rule 16b-ll which exempts from the 
operation of Section 16 (b) the sale of certain shoI1t-lterm subscription 
rights distributed for no considemtion by an issuer to a class of its 
security holders pro rata in Ithe course of an offering to such security 
holders of additional securities of such issuer.28 

.. Securities Exchange Act Release No. 8325 (June 6, 1968). 
'" Securities Exchange Act Release No. 8177 (October 10, 1967). 
28 Securities Exchange Act Release No. 8229 (January 17,1968). 
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Investigations With Respect to Reporting and Proxy Provisions 

Section 21 (a) of the Exchange Act authorizes the COlllmission 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 
OJ' any rule or regulation thereunder. The Commission is authorized, 
for this purpose, to administer oaths, subpoena witnesses, compel their 
attendance, take evidence and require the production of records. The 
following investigations were undertaken pursuant to Section 21 (a) 
in connection with the enforcement of the reporting provisions of 
Sections 12, 13, 14 and 15 (d) of the Act and the rules thereunder, par
ticularly those provisions relating to the filing of annual and other 
periodic reports and proxy material: 

Investigations pending at beginning of fiHcal ~'ear ___________________ 33 
Investigations initiated during fiscal year ______________________ ~--- I;; 

48 
Investigations dosed during fiscal year_____________________________ 1;; 

Investigations pending at dose of fiscal year_______________________ 33 

Proceedings to Obtain Compliance With Exchange Act Registration or Report
ing Requirements 

Section 15 (c) (4) of the Exchange Act, which was a part of t.he 1 DG4 
amendments of that Act, empowers t.he Commission to find, after 
notice and opportunity for hearing, that any person subject to the 
provisions of Section 12, 13, or 15 ( d) of the Act or the rules there
under has failed to comply ,vith these requirements in any material 
respect. It authorizes the Commission to publish its findirrgs and issue 
an order requiring compliance on such terms and conditions and within 
such time as it may specify. Section 15(c) (4) thus provides an admin
istrative forum, comparable to that provided hy Section 19(a) (2) for 
proceedings to delist an exchange-traded security, for the resolution 
of accounting and other technical questions arising from the disclosure 
provisions of the Exchange Act and a means for apprising investors 
of materially false or misleading filings. 

In the most notable proceeding to date under Section 15(c) (4), in
volving Orescent Oorporation and Palcco Oompanies, Inc., whose secu
rities were registered under Sections 12 (b) and 12 (g) of the Exchange 
Act, respectively, the Commission found "repeated and flagrant viola
tions" of the reporting requirements.29 In its conclusions, the Commis
sion stated: 

"The reports filed with us by Crescent and Pakco were marked by numerous, 
serious and substantial deficiencies which ... reflected a studied pattern of 
corporate indirection, camouflage and concealment, particularly relating to 
transactions in which Colasurdo [the controlling person of the two companies] 

.. Securities Exchange Act Release No. 8200 (December 4, 1907). 

327-506-68--5 
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had a material interest .... Colasurdo and his associates, as corporate direc
tors, officers and insiders, occupied positions of trust with fiduciary obligations 
to the corporations and their security holders. They not only did not discharge 
their fiduciary obligations but concealed their conflicts of interest from other 
stockholders by thE' use of shell corporate entities and devious arrangements 
and nondisclosures and misstatements ill reports filed with us .... 

"Adequate reporting to stockholders is a matter of vital importance and is 
a subject of major concern to this Commission. This case pOints up the -sig
nificance of the reporting requirements. A company such as Crescent, whose 
securities are listed on the New York Stock Exchange, not only has a statutory 
obligation to file certain reports with us and the Exchange, but also has voluIl
tarily asslUned certain commitments to the Exchange to keep the Exchange and 
the public informed of material events. Of particular significance to public 
stockholders are changes in control and membership in the board of directors 
and transactions in which persons in a position to exercise control or directioIl 
of corporate affairs have an interest. \Vhere, as here, a majority of directors 
resigns within 11 days of a transfer of controlling blocks of stock, it is most 
important to the public stockholders that they obtain at the least prompt 
information with respect to the changes that have taken place. Indeed, to be 
fully effective, detailed information as to such changes should be given to stock
holders before they are actually consummated, so that stockholders will be 
aware that a material alteration in the managerial structure of their company 
is about to take place and they will be alerted to the possible inlpact of the 
changes on their investment interests and be in a better position to take steps 
to protect those interests. Such disclosure would among other things make 
more difficult the concealment of transactions for the benefit of a contrQUing 
person of the type that occurred in the present case." [Footnote omitted.] 3. 

Sunnnary Suspension of Trading 

Section 19(a) (4) of the Exchange Act authorizes the Commission 
summarily to suspend trading in a security listed on a national se
curities exchange for up to 10 days if in its opinion the public interest 
so requires. As a counterpart to this provision, Congress in 1964 
enacted Section 15 (c) (5) of the Exchange Act which authorizes the 
Commission summarily to suspend over-the-counter trading in any 
nonexempt security for up to 10 days i£ it believes that such action 
is required in the public interest and for the protection of investors. 

During the 1968 fiscal year, the Commission temporarily suspended 
trading in 39 securities, compared to 22 in fiscal 1967 and 16 in fiscal 
1966. In 7 instances exchange-listed securities were involved and the 
Commission acted under both Section 19 (a) (4) and Section 15 ( c) 

3. Id. p. 12. Prior to issuance of its opinion, the Commission had accepted 
offers of settlement submitted by the two companies providing for discontinuance 
of the proceedings on the basis of the filing of corrective reports, the mailing 
of corrective current report material to their stockholders and an undertaking 
to mail copies of the Commission's opinion to such stockholders if deemed 
appropriate by the Commission. Securities Excnange Act Release No. 8144 
(August 14, 1967). In its opinion, the Commission concluded that copies thereof 
should be sent to the stockholders. 
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(5) .31 In each 'Of these cases, the exchange 'On which the securities were 
listed had previQusly suspended trading. 

In mQst instances the CQmmission 'Ordered suspensiQn 'Of trading 
because adequate information cQncerning the company was nQt avail
able 'Or the CommissiQn learned of informatiQn not generally knQwn 
tQ the securities community and investors which indicated the existence 
'Of substantial questiQns cQncerning the financial cQnditiQn 'Or business 
QperatiQns 'Of the companies invQlved or cQncerning the purchase 'Or 
sale 'Of the securities of such companies. FQr example, suspensiQns 
were 'Ordered pending clarificatiQn and adequate public disseminatiQn 
'Of infQrmatiQn cQncerning: undisclQsed transactiQns in the stQck 'Of 
the cQmpany by its 'Officers, directors and contrQlling perSQns; 32 mat
ters ~isclQsed in preliminary prQxy material filed with the CQmmissiQn 
which, under CQmmissiQn rules, WQuld not becQme public until exam
ined by the CommissiQn's staff and thereafter distributed by the CQm
pany tQ its sharehQlders; 33 and the possibility 'Of irregularities in an 
'Offering \vhich, amQng 'Other things, raised questions as to whether a 
claimed intrastate exemption frQm the registration provisions 'Of the 
Securities Act was in fact available.34 In other instances, nQ current 
infQrmation was available and there were substantial increases in the 
market price 'Of stocks which appeared tQ have nQ reasonable basis.35 

In tWQ instances actions taken by state authorities formed the basis 
fQr CommissiQn actiQn.36 

In five cases, the CommissiQn instituted enfQrcement actiQn subse
quent to the trading suspensions where violatiQns 'Of law were unCQV
ered.37 For example, in a case invQlving Fastline, Inc., the CommissiQn 
suspended Qver-the-cQunter trading in the company's commQn stock 
as a result 'Of information obtained in a staff investigatiQn indicating 
a lack 'Of current, accurate infQrmatiQn abQut Fastline's financial status 
'Or 'Operations. It appeared from the investigatiQn that Fastline had 
nQ offices, tangible assets, business QperatiQns, emplQyees or any incQme 
whatsoever, and that the 'Only 'Officer 'Of the company was a "provisiQnal 
president." AlthQugh it appeared that Fastline had 1,207,324 shares 
'Outstanding, nQ bQQks and recQrds Or accurate current stQck transfer 
recQrds CQuld be found. Up 'On complaint filed by the Commission in 

31 Securities Exchange Act Release Nos. 8132 (July 26, 1967), 8137 (July 28, 
1967),8143 (August 10, 1967), 8263 (February 23,1968),8291 (April 5, 1968), 
8330 (.June 10, 1968), and 8346 (June 26,1968). 

32 Securi ties IDxchange Act Release No. 8130 (.J uly 20, 1967). 
sa Securities Exchange Act Release No. 8143 (August 10. U)67) . 
•• Securities Exchange Act Release No. 8144 (August 14, 1967). 
3G Securities Exchange Act Release Nos. F!1!';6 (Selltembcr 11. 1967). 8203 (De

('f\mber 8. 1f)67), 8241 (.January 25, 1968), ~329 (June 7, HlG8) . 
• 8 Securities Exchange Act Release Nos. 8250 (February 2, 1968), 8]67 (Sep

tember 22, 1967). 
37 Securities Exchange Act Release Nos. 8]30 (July 20. 1967),8143 (August 10, 

1967), 8190 (November 9, 1967), 8230 (January 15, 1968), 8235 (January 19, 
1968) . 
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the U.S. District Court for the Southern District of Florida, Fastline 
and certain individuals were enjoined from further offers and sales of 
Fastline's common stock in violation of the registration provisions of 
the Securities Act of 1933. The suspension of trading was then termi
nated by the Commission. 

In another case, involving North American Research and Develop
ment Corporation, the Commission suspended trading in the com
pany's common stock whell it appeared that there was a complete 
lack of financial and other information with respect to the company, 
and that control persons and insiders had failed to disclose their trad
ing in the stock. Subsequently, the Commission filed a complaint in the 
U.S. District Court for the Southern District of New York seeking 
to enjoin 43 defendants, including 6 broker-dealers, an investment 
adviser, and other corporations and individuals in addition to North 
American and its control persons and insiders, from further viola
tions of the registration and anti-fraud provisions of the securities 
laws.3s Upon issuance of an order of preliminary injunction against 
the company and 13 other defendants,39 the Commission terminated 
the trading suspension. The appeals of some of the defendants are 
presently pending. The Commission has instituted administrative 
enforcement action against other defendants involved in the casco 

C. ACCOUNTING AND AUDITING MATTERS 

The several Acts administered by the Commission reflect a recog
nition by Congress that dependable financial statements of a company 
are indispensable to an informed investment decision regarding its 
securities. The value of such statements is directly dependent on the 
soundness of the judgment exercised in applying accounting princi
ples and practices in their preparation, and on the adequacy and 
relirubility of the work done by public accountants who certify the 
statements. A major objective of the Commission has been to improve 
accounting and auditing standards and to assist in the establishment 
and maintenance of high standards of professional conduct by certi
fying accountants. The primary responsibility for this program,rests 
,yith the Chief Accountant of the Commission. 

Pursuant to the Commission's broad rulema.king power regarding 
the preparation and presentation of financial information, it has 
adopted a basic accounting regulation (Regulation S-X) which, 
together with opinions on acconnting principles published as "Ac-

38 Litigation RelenRe 1\0. 3813 (Septemhcr 20,1 f)(l7). 
39 Litigation Rplense ]\0. 3034 (l~el.Jnlllr~' 29, l!)OS). 
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counting Series Releases," govel'lls the .form and content of finaneial 
statements filed under the statutes administered by the Commission. 
The Commission has also formulated rules with respect to accounting 
for and auditing of brokers and dealers and has prescribed uniform 
systems of accounts for companies subject to the Public Utility Hold
ing Company Act of 193G. The accounti.ng rules and the opinions of 
the Commission and its decisions in particular cases have contributed 
to clarification and wider acceptance of the accounting principles and 
practices and auditing standards developed by the profession and 
generally followed in the preparation of fina,ncia,l statements. 

In the large a,rea of financial reporting not covered by its rules, 
the Commission's principal means of protecting investors from inade
quate or improper financial reporting is by requiring a certificate of 
an independent public accountant, based on an audit performed in 
accordance with generally accepted audit.ing standards, which ex
presses an opinion as to whether the financial statements are presented 
fairly in conformity with accounting principles and practices which 
are recognized as sound and which have attained general acceptance. 
The requirement of the opinion of an independent accountant is de
signed to secure for the benefit of public investors the detached ob
jectivity of a knowledgeable person not connected with the manage
ment. 

In order to keep abreast of changes and new developments in fina,n
cial and economic conditions and in recognition of the need for a 
continuous exchange of views and information between the Com
mission's staff and outside accountants regarding a,ppropriate account
ing and auditing policies, procedures and practices for the protection of 
investors, the staff maintains continuing contact with individua,l ac
countants, other government agencies, and va,rious professional orga,
nizations. These include the American Accounting Association, the 
American Institute of Certified Public Accountants, the American 
Petroleum Institute, the Financial Analysts Federation, the Fina,ncial 
Executives Institute, and the N ationa,l Association of Ra,ilroad and 
Utilities Commissioners. 

'The Work of the Accounting Principles Board 

In furtherance of the policy of cooperation between professional 
organizations and the Commission, the Accounting Principles Board 
of the American Institute of Certified Public Accountants met with 
the Commission during the year to discuss its program for the improve
ment of accounting standards and practices through the issuance of 
accounting opinions. The Board sponsors research studies of problem 
areas in accounting to provide background information and factual 
data which may be used in the formulation of its opinions. Drafts of 
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these studies and opinions are referred to the Commission's accounting 
staff for review and comment prior to publication. A major opinion 
issued during the year, entitled "Accounting for Income Taxes," pro
vides for a more uniform application of tax allocation than has pre
vailed in the past. The Board also issued a statement on "Disclosure of 
Supplemental Financial Information By Diversified Companies" in 
which such companies were urged to disclose this type of information 
voluntarily. (For the Commission's recent proposals in this area, see 
pp. 13-14,8upm.) 

The Board has indicated that many major problem areas in account
ing are under study with a view to the issuance of opinions in the 
future. Among these are convertible debt and warrants, earnings per 
share, intercorporate investments, materiality, research and develop
ment costs, price-level changes, goodwill and business combinations, 
equity accounting, regulated industries, extractive industries, and 
diversified companies. 

Relations With the Accounting Profession and the Public 

As part of the Commission's effort to maintain a oontinuing ex
change of views with the accounting profession, the Chairman, other 
Commissioners, the Chief Accountant and other members of the ac
counting staff accept speaking engagements and participate in panel 
discussions at professional society meetings. In this way the Commis
sion can indicate problem areas in accounting as to which it believes 
the profession can aid in developing solutions. As an example, the 
Chairman has spoken extensively on the need for more detailed re
porting by diversified companies and for a study of the problems 
involved. He has also urged companies to effect improvements on a vol
untary basis. More recently he has urged the profession to restudy the 
accounting principles applicable to business acquisitions or combina
tions in order to prevent abuses arising from inadequate restrictions 
on the choice between the alternatives of purchase or pooling-of-inter
ests accounting to be accorded such transactions. The Chief Account
ant also accepts engagements to explain the work of the Commission 
at colleges and universities throughout the country. 

Becltuse of its many foreign registrants and the vast and increas
ing foreign operations of American companies, the Commission has an 
interest in the improvement of accounting and auditing principles and 
procedures on an international basis. To promote such improvement the 
Chief Accountant corresponds with foreign accountants, interviews 
many who visit this country, and, on occasion, participates in interna
tional accounting conferences. In September 1967, he presented a re
port before the Ninth International Congress of Accountants in Paris, 
France, on the topic "The International Harmonization of Account
ing Prindples." En route to this conference he participated in an 
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International Congress on Accounting Educrution in London, England. 
In October 1967 he pa,rticipated in a panel discussion on the "con
glomerate" problem at the 36th International Conference of the Fi
nancial Executives Institute in Montreal, Canada. 

Other Current Developments 

The Chief Accountant's Office is currently engaged in revising the 
accounting rules in Regulation S-X, the first general revision since 
1950, in order to make changes, additions or eliminations that have 
beoome necessary as a result of cp.anging conditions over the years. 
The revisions will be published for public comment in accordance with 
established procedures. 

During the fiscal year the Chief Accountant's Office considered a 
question pertaining to the independence of accountants under Rule 
2-01 (b) of Regulation S-X which has occurred frequently in recent 
years as a result of the increasing international and multi-country 
operations of United States corporations. The question arises in a 
situation where a parent company requires auditing services for divi
sions or subsidiaries in countries where its independent accountants do 
not practice and another accounting firm may be engaged to examine 
the financial statements for such operations, which would be deemed 
to be a nonmaterial segment of the international business. Heretofore 
Rule 2-01 (b) has been construed to preclude all the partners of such 
other accounting firm or of its affiliates from owning any securities of 
the parent company or the subsidiary under audit if that accounting 
firm is to be considered independent as to the parent company or such 
subsidiary. In an interpretative release issued after the end of the 
fiscal year,40 the Commission stated that, insofar as ownership of 
securities by partners is concerned, the accounting firm performing 
the audit of the subsidiary in these circnmstances would be held to be 
not independent only if securities of the parent company or the sub
sidiary are owned by any of the partners of that accounting firm or of 
its affiliated firms who are located in the office which makes the ex
amination or who are otherwise engaged in such examination. 

The adoption by the Commission on October 3, 1967, of a revision 
of Form X-17A-5 41 (the annual report of financial condition required 
to be filed by brokers and dealers) reflects recognition of changing 
conditions and practices in the securities industry and emphasizes the 
importance of the independent accountant's review of both the finan
cial statement and the effectiveness of the 'accounting system and pro
cedures for safeguarding securities. 

Rule 11a-10 under the Exchange Act, which was adopted on June 

•• Accounting Series Release No.1] 2 (August 12, 1968). 
(1 Securities Exchange Act Release No. 8172. 
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28, 1\.)68,4" requires that brQker-dealers file cQmprehensi ve annual 
financial repQrts reflecting their financial cQnditiQn as Qf the end Qf the 
year and the results Qf QpemtiQns fDr the periQd. The backgrQund 
and nature Qf this new rule are discussed elsewhere in this repQrt,43 

The Chief AccQuntant and his staff cQQperated with the CQmmis
siQn's DivisiQn Qf Trading and Markets in the preparatiQn Qf a prQ
PQsal -fQr a rule prohibiting an issuer whQse stQck is publicly Qffered 
0'1' traded frQm misrepresenting the results Qf its Qperations by dis
tributing stock dividends 0'1' their equivalent tQ sharehQlders unless the 
if'sner has earned surplns snfficient tQ cover the fajr value Df the shares 
distl'ibuted.44 The rnle WQuld nDt affect traditional stQck splits in
volving the distribution Qf at least an additiQnal share for each share 
Qutstanding. 

PrQ mta stock distributiQns tQ stQckhQlders in amQunts which are 
relatively small in relakiQn tQ the number Qf shares Qutstanding are 
a means Qf cQnveying the impressiQn that a distribution is being made 
Qut Qf the earned surplus Qf the company withQut the drain Qn current 
assets that would result frQm the distributiQn Qf a cash dividend. In
stances have recently CQme tQ the attentiQn Qf the CQmmissiQn in which 
such distributiQns were utilized by cQmpanies having little 0'1' nQ earned 
surplus, thus creating a misleading impressiQn cQncerning the results 
Qf QperatiQns Qf the CQmpany. 

The prQPQsed rule would prQhibit any prQ rata stock distributiQn 
tD stDckhDlders which is designated as a stock dividend Dr is made in 
amQunts Qf less than 25 percent Qf the number Qf shares Qf the same 
class outstanding priDr tD the distributiQn, unless the issuer has earned 
surplus in an amDunt at least equal tQ the fair value Qf the shares SQ 
distributed and has transferred such amQunt frQm earned surplus tQ 
permanent capitalizatiQn. In the case Qf a prQ rata distributiQn in 
amQunts ranging between 25 percent and 100 percent of the number 
Qf shares Qutstanding, the requirement with respect tQ the existence 
and transfer Df the requisite amQunt Qf earned surplus WQuld be appli
cable if the distributiDn is part Qf a recurring prQgram. 

These prQvisiDns would in substance CQdify IQng-standing views Qf 
the American Institute Qf Certified Public AccQuntants, as well as the 
stan dards Qf the New Y Qrk and American Stock Exchanges. 

The prQPosed rule prQvides that the CQmmissiQn may exempt any 
activity Qtherwise prohibited by the rule, if it finds that the prQPQsed 
activity WQuld not cQnstitute a manipulative 0'1' deceptive device 0'1' 

contrivance within the purposes of the rule. It is cQntemplated that 

"Secnrities Exchange Act Release No. 8347. 
4:, P!lgefl 14-1", 811J)I'U. 

H Proposal to' adopt Hnle 10b-12 under the Securities Exchange Act of ]!)34. 
Securities Exchange Act Helease No. 8268 (March 7, 1968). 
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this exemptive provision ,,·ill be narrowly <':ollst;rued and willue applied 
by the Commission only in cases involving unusual circulllstances. 

Resignation of Accountants Fl'om Practice Befure the Commission 

On the basis of information flll'uished to the Commission during 
the fiscal year, the Commission had reason to believe that in connection 
with the preparation and submission of broker-dealers' financial state
ments pursuant to Rule 17a-5 under the Exchange Act two account
ants may have failed to adhere to generally accepted auditing stand
ards and the Commission's minimum audit requirements and that one 
of them was in fact not independent. 

The accountants tendered their resignations in which they agreed 
not to appear or practice before the Commission in the future. The 
Commission determined that in view of the resignations no proceed
ings pursuant to Rule 2 ( e) of the Commission's Rules of Practice were 
necessary and entered orders accepting the resignationsY 

D. CIVIL LITIGATION INVOLVING DISCLOSURE MATTERS 

Summarized below are two significant civil court cases pending dur
ing the fiscal year which relate to disclosure matters. In one of these 
cases the Commission participated as amicus cn1'iae/ the other case, in 
which the Commission did not participate, is included because of its 
significant impact upon the effectiveness of the statutory disclosure 
provisions administered by the Commission. Civil court cases which 
relate to other phases of the Commission's work, and in which the Com
mission parti'cipated either as a party or as amic'us mtriae during the 
fiscal year, are discussed in Parts IV-VII of this report.46 

Escott v. BarOhris Oonstruct,zon 001'p.47 was an action brought 
under Section 11 of the Securities Act of 1933 by purchasers of Bar
Chris securities who alleged that the company's registration statement 
with respect to the securities was false and misleading. The defendants, 
in addition to the corporation, included the company's directors and 
officers who had signed the registration statement, the underwriters 
and the auditors. 

Each of the defendants, except the corporation itself, asserted as an 
affirmative defense his due diligence in attempting to ascertain the 
truth about the company. All of these defenses were rejected on 
various grounds. 'With respect to two principal officers and directors 
of the company, the court found that their limited education and 
lack of financial expertise did not excuse their signing of a false 

.. Accounting Series Release No. 109 (September 25, HH37) and Accounting 
Series Release No. 110 (January 18, 1968) . 

•• For statistical data regarding the Commission's civil litigation activities, see 
Appendix tables 10-12. 

"283 F. Supp. 643 (S.D.N.Y., 19G5). 
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registration statement. The court found that one "outside" director, 
who had only recently joined the board and had no actual knowledge 
of the company's affairs, had a duty to make further inquiry before 
he signed a registration statement since a prudent man would not 
periorm such an important act on the basis of sketchy information. 
The court criticized the work of one director who was also counsel to 
the issuer and did a "scissors and paste-pot job" in preparing the reg
istration statement; the court stated that "as the director most directly 
concerned with writing the registration statement and assuring its 
accuracy, more was required of him in the way of reasonable investi
gation than could fairly be expected of a director W110 had no connec
tion with this work," and added that an attorney is required to check 
statements of his client which are easily verifiable. Similar negligence 
was found on the part of the managing underwriter and its counsel, 
who made some inquiry but relied in large part on statements by the 
issuer. The other members of the underwriting group who made no 
independent inquiry but relied on the manager were also found liable. 
Finally, the court found that the accountants failed to meet their 
obligation to make a reasonable investigation and did not even comply 
with their own auditing standards. 

In S1mmy DX Oil Co. v. Helmerich & Payne, Inc.,48 decided shortly 
after the c10se of the fiscal year, the Court of Appeals for the Tenth 
Circuit agreed with the position taken by the Commission as amicu8 
ouriae that it is improper to set forth in proxy soli0iting material 
numerical estimates of unproved oil reserves. The court quoted with 
approval the view expressed by the Commission that 

"It is altogether probable that investors unfamiliar with the tech
nical aspects of the oil and gas business ... would ignore or mis
construe the technical but extremely significant difference between 
'proved' and 'probable' oil reserves ... and would attribute to any 
numerical estimates of probable reserves a degree of certainty 
which is not warranted." 

E. CRIMINAL PROSECUTIONS INVOLVING DISCLOSURE VIOLATIONS 

During the year convictions were obtained or indictments returned 
in several cases referred by the Commission to the Department of 
Justice for criminal prosecution which involved noncompliance with 
the Securities Act registration provisions, or the responsibility of 
accountants who audit the financial statements of public corporations. 
Information of a general nature regarding the Commission's criminal 
reference activities and summaries of other significant cases may be 
found in Par,t IV of this report.49 

4S 398 F. 2d 447 (C.A. 10, 19G8.) 

49 For statistical data regarding criminal cases den~loped by the Commission, 
see Appendix tables 13-15. 
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In a significant case litigated during the fiscal year, a well-known 
financier, Louis Wolfson, and his business associate, Elkin B. Gerbert, 
were convicted of conspiracy to violate and substantive violations of 
Lhe registration provisions of Section 5 of the Securities Act.50 The 
indictment alleged that the defendants conspired to sell and sold to 
the public without registration a substantial block of stock owned by 
the defendants and members of the W ol:fson family in Continental 
Enterprises, Inc., a company controlled by Wolfson which had ac
cumulated a deficit of some $900,000 in its 8 years of existence. Wolf
son was sentenced to 1 year imprisonment and fined $100,000, Gerbert 
to 6 months imprisonment and fined $50,000. The convictions have 
been appealed to the Court of Appeals for the Second Circuit. 

Wolfson and Gerbert were again convicted during the year in an 
unrelated case involving a Commission investigation into purchases 
and sales of stock of Merritt, Chapman & Scott Corporation. In this 
case, Wolfson (chairman of the board of directors and chief execu
tive officer of Merritt, Chapman), Gerbert (a director of the corpo
ration), Marshall G. Staub (president of Merritt, Chapman) and 
Joseph Kosow (a Boston financier) were convicted on charges, among 
others, of conspiring to obstruct justice in the investigation of Merritt, 
Chapman.51 Wolfson and Gerbert were also found guilty of com
mitting perjury during the investigation, and ,;y olfson and Staub 
were convicted of issuing and filing with the Commission false annual 
reports for Merritt, Chapman. A fifth defendant in the case, Alexander 
Rittmaster, who had been a close financial consultant to Wolfson for 
many years, pleaded guilty to the conspiracy count and testified as a 
key government witness at the trial. In essence, the case involved the 
execution and concealment from public shareholders of a scheme 
whereby Kosow had entered into a clandestine agreement to buy 
up a substantial block of Merritt, Chapman shares in nominee names 
in the open market, from 1961 to 1964, with the assurance that the 
corporation would thereafter repurchase the shares at a substantial 
profit to him. 

Another significant development during the fiscal year was the con
viction of Lowell M. Birrell, who had been a fugitive from justice in 
Brazil for several years until he returned to this country to face trial 
in one of several pending cases in which indictments were outstand
ing against him. Birrell was found guilty in the Southern District of 
New York on charges of conspiring to sell unregistered stock of Amer
ican Leduc Petroleum, Ltd., a defunct oil corporation, and to defraud 
the purchasers of these securities as well as on substantive charges of 
violating Section 5 of the Securities Act.52 

"0('>6 Cr. 720 (S.D.N.Y.) 
G1 66 Cr. 820 (S.D.N.Y.) 
.262 Cr. 692 (S.D.N.Y.) 



56 SECURITIES AND EXCHANGE COMMISSION 

Several criminal prosecutions during the past fiscal year involved 
the question of the criminal responsiLility of certified public account
ants who audit the financial statements of public corporations. For 
instance, two partners and an audit manager of a large firm of certi
fied public accountants were convicted of conspiring to prepare and 
disseminate a false and misleading annual report to stockholders of 
Continental Vending Machine Corporation and to file a false la-I\: 
report for that company ,yith the Commission and the American Stock 
Exchange, for the year ended September 30, 1962, and of mail fraud 
by participating in a scheme to prepare a false and misleading annual 
report to stockholders. 53 The convictions are being appealed. The presi
dent and chairman of the board of Continental Vending had been 
indicted on similar charges, but he pleaded guilty prior to trial and 
testified as a government witness. The case centered around a scheme 
whereby substantial sums were transferred over a period of years frolll 
Continental Vending to another company also controlled by the presi
dent and board chairman and thence to the latter. At September 30, 
1962, approximately $3.5 million had not been repaid to Continental. 
The accountants certified the financial statements as of that date which 
did not disclose the nature of the transfer of these funds or the fact 
that they could not be repaid. 

Another certified public accountant was named in an indictment 
which is presently awaiting trial,54 in which it is charged that the 
president of VTR, Incorporated, a company whose stock is listed on 
the America,n Stock Exchange, his brother (tt fOlmer director of 
VTR and presently a director of three Florida financial institutions) 
and their brother-in-law (a former employee of VTR and presently 
president of one of the Florida financial ,institutions) had misappro
priated ttpproximately $1 million from VTR and had concealed the 
misappropriations by making sham repayments to VTR at the end of 
each year through check kites perpetmted through two financial insti
tutions controlled by the defendants. The ostensible repayments were 
irillnediately withdrawn from VTR in early J anua,ry of each yea,r. 
The misa,ppropr.iations and sham repayments were not disclosed in 
VTR's financial statements, certified by the defendant accountant, and 
filed with the Commission and the American Stock Exchange as part 
of VTR's arumal reports and proxy ma.terials. 

F. EXEMPTION FOR SECURITIES OF INTERNATIONAL BANKS 

International Bank for Reconstruction and Development 

Section 15 of the Bretton vVoods Agreements Act, as amended, ex
empts from registration under bot!h the Securities Act of 1933 a.nd the 

"" United Stutes v. Simon, S.E.C. Litigation Release No. 4053 (June 28, 10G8). 
54 68 Cr. 3G9 (S.D.N.Y.) 
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Securities Exchange Act of 1G34 sce.ul'ities issued, 0'1' g1HLrunteed as to' 
both princrpal and interest, by the International Blmk for Recon
struction and Development.. The Ba,nk is required to file ,,·ith the 
Commission such annual and other reports with respect to such securi
ies as the Commission determines to be tLppl'opriate in vicw O'f the 
special character of the Bank and its operations, t\,nd necessary in the 
public interest or for the protection of investors. PUl'sua.nt to tIlls 
authority, the Commission has adopted rules requiring the BUJlk to 
file quarterly reports and also to file copies of each annual report of the 
BUJlk to its board of governors. The Bank is also required to file re
ports with the Commission in advance of any distribution in the 
United States of its primary obligations. The Commission, acting in 
consultation with the National Advisory Council on International 
Monetary and Financial Problems, is authorized to suspend the exemp
tion at any time as to any or all securities issued or gnaranteed by the 
Bank during the period of such suspension. The following summary 
of the Bank's activi6es reflects information obtained from the Bank. 

The Bank reported a net income of $169.1 million for the fiscal year 
ending June 30, 1968, before providing for a loss of $23.2 million 
arising from currency devaluation during the year. This compared 
with net earnings of $170 111illion in the fiscal year 1G67. 

The Executive Directors have allocated $75 million from the year's 
net income as a grant to the Bank's affiliate, the International Devel
opment Association. The remaining portion of the year's earnings, 
$94.1 million, will be transferred to the Bank's Supplemental Reserve. 
After allowance for devaluation losses, this Reserve will amount to 
$963 million. Total reserves, including the Special Reserve, will 
amount to $1,254 mil1ion. 

During the year, the Bank made 44 loans in 31 countries totaling 
$847 million, compared with a total of $877 mi1lion hst year (which 
included a $100 mi1lion line of credit to the International Finance 
Corporation). The loans were made in Argentina (2 loans), Brazil 
(2), Ceylon, Republic of China (3), Colombia (3), Costa Rica, El 
Salvador, Ethiopia, Gabon, Greece, Guatemala, Honduras, India, 
Iran (2), Israel, Ivory Coast, Korea, Malagasy Republic, Malaysia, 
Mexico (3), Nicaragua (2), Pakistan, Papua and New Guinea, Peru, 
Singapore (2), Spain, Sudun, Tanzania, Thailand (2), Tunisia and 
Yugoslavia (2). This brought the toLal number of loans to 552 (in
cluding IFC) in 85 countries and territories and raised the gross total 
of commitments to $11,518 million. By June 30, as a result of cancella
tions, exchange adjustments, repayments and sales of loans, the portion 
of loans signed still retained by the Bank had been reduced to $7,57G 
million. 

During the year the Bank sold or agreed to sell $107 million prin
cipal amounts of loans, compared with sales of $GD million last year. 



58 SECURITIES AND EXCHANGE COMMISSION 

On June 30, the total of such sales was $2,143 million, of which all ex
cept $69 million had been made wit.hout the Bank's guarantee. 

On .J une 30, the outstanding funded debt of the Bank was $3,289.6 
million, reflecting a net increase of $214.3 million in the past year. 
During the year the funded debt was increased through the public sale 
of Can$15 million (US$13.9 million) of Canadian dollar bonds, 
$300 million of US dollar bonds of which $159.4 million were sold 
under delayed delivery arrangements, SwF75 million (US$17.5 mil
lion) of Swiss franc bonds, DM120 million (US$30 million) of 
Deutsche mark bonds, f40 million (US$l1 million) of Netherlands 
guilder bonds, and SKr75 million (US$14.5 million) of Swedish 
kronor bonds, the private placements of bonds and notes of $290.4 mil
lion, DM183.5 million (US$45.D million) and SwF50 million (US$-
11.6 million) , and the issuance of $158.7 million of bonds under delayed 
delivery arrangements. The debt ,vas decreased through the retirement 
of bonds and notes of $406.4 million, DM159.5 million (US$39.9 
million) and SwF50 million (US$11.6 million), by purchase and 
sinking fund transactions amounting to $55.9 million, and by $6 
million as a result of the revaluation of outstanding pounds sterling 
stock. 

During the year The Gambia became a member of the Bank and the 
following four countries increased their subscriptions to the Bank's 
capital: Korea, Peru, Philippines and Viet-Nam. Thus on June 30, 
1968, there were 107 member countries and the subscribed capital of 
the Bank amounted to $22,941.9 million. 

Inter-American Development Bank 

The Inter-American Development Bank Act, which authorizes the 
United States t.o participate in the Int.er-American Development Bank, 
provides an exemption for certain securities which may be issued or 
guaranteed by the Bank similar to that provided for securities of the 
International Bank for Reconstruction and Development. Acting pur
suant to this authority, the Commission adopted Regulation IA, which 
requires the Bank to file with the Commission substantially the same 
information, documents and reports as are required from the Inter
national Bank for Heconstruction and Development. The Bank is also 
required to file a report with the Commission prior to the sale of any 
of its primary obligations to the public in the United States. The fol
lowing summary of the Bank's activities reflects information submitted 
by the Bank to the Commission. 

During the year ended June 30, 1968, the Bank made 17 loans 
totaling the equivalent of $113,450,00'0' from its ordinary capital re
sources, bringing the net total of loan commitments outstanding, after 
cancellations, to 157, aggregating $923,999,0'0'0'. During the year, the 
Bank sold or agreed to sell $8,913,0'59 in participations in the afore-
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said loans, all of such participations being without the guarantee of 
the Bank. The loans from the Bank's ordinary capital resources were 
made in Argentina, Brazil, Chile, Colombia, Mexico, Paraguay, Peru, 
Uruguay and Venezuela. One regional loan was extended. 

During the year the Bank also made 35 loans totaling the equivalent 
of $291,285,000 from its Fund for Special Operations, bringing the 
gross total of loan commitments outstanding to 177, aggregating $1,-
045,551,000. The Bank made no loans during the year from the Social 
Progress Trust Fund, 'which it administers under an Agreement with 
the United States, leaving the gross total of loan commitments out
standing from that Fund at 117, aggregating $500,987,000. 

On June 30,1968, the outstanding funded debt of the ordinary capi
tal resources of the Bank was the equivalent of $507,429,000, reflecting 
a net increase in the past year of the equivalent of $64,535,000. During 
the year the funded debt was increased through a public bond issue in 
Belgium in the amount of BF300,000,000 (U S$6 million), a public 
offering in the United States of $60 million of bonds, the private 
placement in Latin America of an issue of $43 million of short-term 
dollar bonds, and the drawing under a loan agreement with the Ex
port-Import Bank of Japan of the equivalent of $6,735,000 in Japa
nese yen. The funded debt was decreased through the retirement of 
$45 million of short-term dollar bonds, adjustment by $1,200,000 in 
US$ equivalent of English Sterling Stock through Pound Sterling 
devaluation and US$5 million through Sinking Fund purchases. 

The subscribed ordinary capital of the Bank on June 30, 1968, was 
the equivalent of $1,778,830,000 of which $1,395,180,000 represented 
callable capital. 
Asian Development Bank 

The Asian Development Bank Act adopted in March 1966 authorizes 
United States partiCIpation in the Asian Development Bank and 
provides an exemption for certain securities which may be issued or 
guaranteed by the Bank similar to the exemption accorded the Inter
national Bank for Reconstruction and Development and the Inter
American Development Bank. Acting pursuant to this authority, the 
Commission, during the fiscal year, adopted Regulation AD which 
requires the Bank to file with the Commission substantially the same 
information, documents and reports as are required from the Inter
national Bank for Reconstruction and Development and the Inter
American Development Bank. 55 The Bank is also required to file a 
repol'lt with the Commission prior to the sale of any of its primary' 
obligations to the public in the United States. 

As of June 30,1968, the Bank had 32 members which had subscribed 
to $970 million of capital stock, $615 million by 1D regional members 

55 Asian Development Bank Act Release No.1 (December 18, 1967). 
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and $355 million by 13 nonregional members, including $200 million 
by the United States. One-half of each member's sUbscription is 
paid-in capital, and the other half is callable capital to provide back
ing for future borrowings by the Bank. As of .T une 30, 1968, the Bank 
had not made n,ny offering of bonds. 

The Bank made its first loan from ordinary capital in January 
1968, the equivalent of $5 million to the Industrial Finance Corpora
tion of Thailand to 'finance foreign exchange components of the Cor
poration's loans in the private sector. The Bank loaned $2 million 
equivalent to Ceylon in July 1968 for tea factory modernization; $6.8 
million equivalent to Korea in September 1968 for the Seoul-Inchon 
Expressway Project; and $7.2 million equivalent to Malaysia in Sep
tember 1968 for the Penang W' ater Supply Project. During the year 
ending June 30,1968, the Bank extended technical assistance to Indo
nesia in the field of food pl'oduction and distribution, to the Korean 
Agriculture and Fishery Development Corporation, to the Philippines 
in the field of water management, and to Viet-Nam in the field of 
development finn,nce. 

G. TRUST INDENTURE ACT OF 1939 

This Act requires that bonds, debentures, notes, and similar debt 
securities offered for public sale, except as specifically exempted, be 
issued under an indenture which meets the requirements of the Act and 
has been duly qualified with the Commission. 

The provisions of the Act are closely integrated with the require
ments of the Securities Act. Registration pursuant to the Securities 
Act of securities to be issued under a ,trust indenture subject to the 
Trust Indenture Act is not permitted to become effective unless the 
indenture conforms 'to the requirements of the latter Aot designed to 
safeguard the rights and interests of the purchasers. Moreover, spec
ified informatjon about the trustee and the indenture must be included 
in the registration S'tatement. 

The Act was passed a-rter studies by the Commission had revealed 
the frequency with which trust indentures failed to provide minimum 
protections for security holders and absolved so-called trustees from 
minimum obligations in ,the discharge of ,their trusts. It requires that 
,the indenture trustee be free of conflicting interests which might inter
fere with the faithful exercise of its duties in behalf of the purchasers 
of the securities. It requires also tha:t the trustee be a corporation with 
minimum combined capital and surplus; imposes high standards of 
conduct and responsibility on the trustee; precludes preferential col
lection of certain claims owing to the trnstee by the issuer in the event 
of default; provides for the issuer's supplying evidence to the trustee 
of compliance 'with jndentur~ terms ,and cOllditiol}s snell as those l'e-
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lating Ito the release or substitution of mortgaged property, issuance 
of new securities or satisfaction of the indenture; and provides for 
reports and notices by the trustee to security holders. Other provisions 
of the Act prohibit impairment of the security holders' right to sue 
individually for principal and interest except under certain circum
stances, and require the maintenance of a list of securi<ty holders which 
may be used by them to communicate with each other regarding their 
rights. 

Number of indentures filed under the Trust Indenture Act of 1939 

Number Aggregate 
filed amount 

Indentures pending June 30, 1967 _________________________________________ _ 73 $2, 362, 970, 830 
Indentures filed during fiscal year _________________________________________ . 491 15, 120, 231, 263 

'1'otal for disposaL _________________________________________________ _ 
Disposition during fiscal year: 

----------1----------
564 17, 483, 202, 093 

Indentnres qualified ____________________________________________________ _ 479 14,525,081,293 
Indentures deleted by amendment or withdrawn _______________________ _ 12 747,089,700 
Indentures pending June 30,1968 _______________________________________ _ 73 2, 211, 031, 100 

1---------1----------TotaL ______________________________________________________________ _ 564 17, 483, 202, 093 

}~;l7 -p06--68--6 



PART ITI 

REGULATION OF SECURITIES MARKETS 

In addition to the disclosure provisions discussed in Part II of 
this report, the Securities Exchange Act of 1934 gives the Commis
sion important responsibilities over the securities markets and per
sons engaged in the securities business. Among other things, it requires 
securities exchanges to register with the Commission, vests them with 
important self-regulatory responsvbilities subject to Commission 
supervision, and authorizes the Commission to change or supplement 
the rules of the exchanges where required in the public interest. The 
Act requires the registration and regulation of brokers and dealers 
doing business in the over-the-counter markets, provides for the reg
istration of associations of brokers or dealers and supervised se1£
regulation by such associations, and contains provisions designed to 
prevent fraudulent, deceptive and manipUlative acts and practices on 
the exchanges and in the over-the-counter markets. 

Developments and actions during the 1968 fiscal year in these areas, 
as well as statistical information concerning the securities markets, 
are discussed in this and the next part of the report. Certain develop
ments of particular significance, however, including those relating 
to the structure and level of commission rates on the exchanges, are 
discussed in Part I. 

REGULATION OF EXCHANGES 

Registration and Exemption of Exchanges 

The Securities Exchange Act requires an exchange to be registered 
with the Commission as a national securities exchange unless the 
Commission exempts it from registration because of the limited vol
ume of transactions effected. As of June 30, 1968, the following 13 
stock exchanges were registered: 

American Stock Exchange 
Boston Stock Exchange 
Chicago Board of Trade 
Cincinnati Stock Exchange 
Detroit Stock Exchange 
Midwest Stock Exchange 
National Stock Exchange 

New York Stock Exchange 
Pacific Coast Stock Exchange 
Philadelphia-Baltimore-Washington 

Stock Exchange 
Pittsburgh Stock Exch"<lnge 
Salt Lake Stock Exchange 
Spokane Stock Exchange 

During fiscal year 1968, an order of the Commission terminating 
the registration of the San Francisco Mining Exchange became 
eft'ecti ve.1 

1 See 33rd Annual Report, pp. 91-92. 

62 
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The following three exchanges have been exempted from registra
tion: 

International Stock IDxchange" 
Honolulu Stock Exchange 

IHchmond Stock Exchange 

Review of Exchange Rules and Procedures 

Rule 17a-8 under the Exchange Act provides that each national 
securities exchange must file with the Commission a report of any 
proposed amendment to or other change in its rules and practices not 
less than 3 weeks (or such shorter period as the Commission may 
authorize) before taking any action to effectuate the change. These 
proposals are submitted for review and comment to the Commission's 
Branch of Regulation and Inspections of the Division of Trading and 
Markets. The Division also reviews, on a continuing basis, the existing 
rules, regulations, procedures, forms and practices of all national 
securities exchanges in order to ascertain the effectiveness of the ap
plication and enforcement by the exchanges of their own rules; to 
determine the adequacy of the rules of the exchanges, and of related 
statutory provisions and rules administered by the Commission, in 
light of changing market conditions; and to anticipate and define 
problem areas so tha.t members of the Oommission's staff can meet with 
representatives of the exchanges to work out salutary procedures 
within the framework of cooperative regulation.3 

Revisions in Exchange Member Trading Rules 

In December 1967, the New York Stock Exchange upon the recom
mendation of the Commission adopted new provisions in its Floor 
Trading Plan in order to clarify certain aspects of on-floor and off
floor trading, and to further restrict registered traders. Two of these 
measures are designed to prevent an off-floor mcmber from taking ad
vantage of any news which he may receive prior to its dissemination 
to the public. They deal with the manner in which members trading 
from off the floor must transmit their orders to the floor, and provide 
for a two-minute waiting period before ofr-floor members may trade 
in a stock in which a block transaction has occurred. The New York 
Stock Exchange Revised Rules also provide that a member who is not 
a registered trader and who initiates off-floor orders after having been 
on the floor that day must file a report of all such off-floor transactions. 
The floor trading rules were amended further to restrict congregating 
by registered traders when they are liquidating positions. The rule for
merly applied only when registered traders were establishing or in
creasing positions. 

2 Formerly Colorado Springs Stock Exchange. 
3 An earlier section of this report discusses in some detail the highly significant 

developments during fiscal 1!)68 and subsequent months in the area of exchange 
rules relating to the level and structure of commission rates. See pp. 1-3. 
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Acting on recommendations of the Commission, the American Stock 
Exchange, in February 1968, published a "Commentary" to its existing 
rule on excessive dealing to restrict off-floor trading by members for 
their own account. This "Commentary" stated that "The Exchange 
expects that all trading by members and member organizations will 
have a constructive effect on the market by adding to its orderliness 
and liquidity." In addition, it outlined in specific terms ,,'hat types of 
off-floor activity would be viewed as excessive. 

In January 1968, the American Stock Exchange Floor Trading 
Plan was amended to correct an oversight in the original plan which 
had exempted registered traders and other members from the floor 
trading rules in any transactions made by them to assist in difficult 
market situations upon the request or approval of a floor official. This 
exemption was revised to apply only to members who are not registered 
traders, which was the intent ,,'hen the Commission approved the 
original Floor Trading Plan. 

Revisions in Listing and Delisting Standards 

The various exchanges have rules and practices, generally referred 
to as listing and deli sting standards, governing admissions to and re
movals from their lists. During the past year both the New York and 
American Stock Exchanges adopted more stringent standards. The 
New York Stock Exchange raised its minimum standards for listing 
as follows: net tangible assets from $10 million to $14 million; net 
income before Federal income tax in the latest year from $2 million to 
$2.5 million; number of stockholders of round lots from 1,700 to 1,800; 
number of shares publicly held from 700,000 to 800,000; and market 
value of publicly held shares from $12 million to $14 million. The 
criteria for continued listing were raised as follows: total number of 
stockholders from 800 to 1,000; number of stockholders of round lots 
from 700 to 900; number of shares publicly held from 300,000 to 
400,000; market value of publicly held shares from $2.5 million to $4.0 
million; net tangible assets from $5 million to $7 million; and average 
net earnings for the last 3 years from $400,000 to $600,000.4 

The American Stock Exchange raised its listing criteria as follows: 
net tangible assets from $1 million to $3 million; earnings from 
$150,000 for the last year ($100,000 average for last 3 years) to 
$300,000 ($500,000 before taxes) , pI us a reasonable prospect of sustain
ing this level of earnings; number of shares publicly held from 250,000 
to 300,000; market value of shares publicly held from $1,250,000 to 
$2 million; total number of stockholders from 750 to 900; and total 
number of stockholders of round lots from 500 to 600. 

• Net ea~nings are part of a combined criterion with either market value of 
outstanding shares or net tangible assets or less than $7 million. 
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The delisting stlUldards of the American Stock Exchange were also 
raised. One new standard provides that a company which has sustained 
losses in each of the 2 most recent years must have net tangible assets 
of at least $1 million and a company which has sustained losses in three 
of the 4 most recent years must have net tangible assets of $3 million. 
The previous requirement was that a company must have earnings in 
at least one of the last 3 years. In addition, the number of shares 
which must be publicly held was raised from 100,000 to 150,000; market 
value of shares publicly held from $500,000 to $750,000; total number: 
of shareholders from 300 to 450; and number of round lot share
holders from 200 to 300. Under a new provision, the Exchange will 
consider removing from its list a stock which has been selling for a 
substantial period of time at a low price (generally below $5 per 
share) if the issuer does not effect a reverse split of such shares within 
a reasonable time after being notified by the Exchange that it deems 
such action appropriate. 

Delisting of Securities From Exchanges 

Under Section 12( d) of the Securities Exchange Act and the Com
mission's Rule 12d2-2 thereunder, securities may be withdrawn or 
stricken from listing and registration, upon application by an issuer 
or an exchange, in accordance with the rules of the exchange and upon 
such terms as the Commission may impose for the protection of in
vestors. During the fiscal year ended June 30, 1968, the Commission 
granted applications by exchanges and issuers to remove 56 stock 
issues, representing 53 issuers, and 4 bond issues from listing and regis
tration. Since three stocks were each delisted by two exchanges, the 
t.otal of stock removals was 59, as follows: 

Application filed by : 8toc,," 
American Stock I,Jxchuuge_______________________________ 17 
Detroit Stock Exchange_________________________________ 2 
Midwest Stock Exchullge________________________________ 8 
New York Stoek Exchangc______________________________ 22 
Pacific Coast Stock Exchange___________________________ 4 
Pittsburgh Stock Exchunge-::.____________________________ 1 
San Francisco J\finillg Exchallge________________________ 1 
Salt Lake Stock Exchallge______________________________ 1 
Issuer ---------_______________________________________ 3 

Bond. 

2 

1 
1 

Total ----___________________________________________ ron 4 

The three applications by issuers which were granted during the 
year resulted in the removal of one security each from the Americall, 
Detroit and Pacific Coast Stock Exchanges. 

The applications by exchanges are generally based upon one or more 
of the following grounds: the nmnber of shares of the issue in public 
hands or the number of shareholders is illsufiicient; the market value. 
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of outstanding shares or the trading volume on the exchange is too 
low; the issuer has failed to meet the exchange's requirements as to 
earnings or financial condition; the issuer has failed to file required 
reports with the exchange; or the issuer has ceased operations or is in 
the process of liquidation. 

In fiscal year 1968, the Commission issued several decisions granting 
deli sting applications by exchanges which were opposed by the issuers 
of the securities. A particularly significant decision was rendered in 
the case of American Electronic8, Inc.5 This case involved a delisting 
policy of the American Stock Exchange that securities will be consid
ered for delisting where the issuer's financial condition and/or operat
ing results do not appear to warrant continued listing, and a spedfic 
criterion adopted in furtherance of that general policy that delisting 
will be considered if the issuer has not operated at a net profit in at 
least one of the last 3 fiscal years. American Electronics had sustained 
losses in 6 of its last 7 years but had a small net profit in one of the 3 
years immediately prior to the delisting application. It contended that 
the more specific delisting "criteria" rather than the more general 
"policies" should govern, and that a contrary position would permit 
the Exchange to act arbitrarily and would raise antitrust questions. 

The Commission rejected these arguments. It held that the exchange 
may proceed on the basis of its stated policy to consider delisting 
where an issuer's financial condition and/or operating results do not 
warrant continued listing, and is not precluded from doing so because 
of its adoption of more specific criteria in furtherance of the stated 
policy. The Commission also stated: 

. "We cannot agree with the issuer's claim that rejection of its position would 
permit the Exchange to delist in a discriminatory and unfair manner and 

.would render the Exchange's rules deficient under the Act and its actions 
questionable under the antitrust laws. Such a rejection does not imply that the 
Exchange has an unfettered discretion. The delisting policies and procedures 
of an exchange must be reasonably designed to carry out the purposes of the 
Act and fairly administered, and particular delisting actions must be reason
ably within the framework of the published policies. Indeed, exchange deli sting 
programs meeting these standards are. in our opinion, 'necessary to make the 
Securities Exchange Act work.' The right of reYiew of del.isting applications by 
us and, on appeal, by the courts affords an adequate safeguard against any 
arbitrary or otherwise improper action. We believe the Exchange has complied 
with the applicable standards in this case." [Footnotes omitted.] 

• Securities Exchange Act Release No. 8244 (January 25, 1968). The other 
decisions were A cme Missiles d; OonstrucUon Oorporation, Securities Exchange 
Act Release No. 8161 (September 19, 1967) ; lIfa.gic 11larlccr Oorporation, Securities 
Exchange Act Release No. 8163 (September 20, 196i); General Oontracting 
Corporation, Securities Exchange Act Release No. 8210 (December 13, 1967) ; 
and F. L. Jacobs 00., Securities Exchange Act Release No. 8314 (May 10, 1968). 
The last case is discussed at pp. 151-152, infra. 
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The Commission further held that the issuer's stated expectations 
of profitable operation in the current year and projected improvement 
of its capital and working capital positions did not warrant postpone
ment of delisting and it denied the issuer's requests for rehearing by 
the exchange or a hearing by the Commission. 

Inspections of Exchanges 

Pursuant to the regulatory scheme of the Exchange Act, the Com
mission actively oversees the discharge by the national securities ex
changes of their self-regulatory responsibilities. As part of the pro
gram, the Branch of Regulation and Inspections in the Division of 
Trading and Markets conducts regular inspections of various phases 
of exchange activity. During the past fiscal year, the Branch conducted 
inspections of the New York, Midwest, Boston, Philadelphia-Balti
more-Washington, Pittsburgh and National Stock Exchanges. This 
inspection program provides a means of ensuring exchange compliance 
with regulatory responsibilities and enables the Commission to recom
mend improvements and refinements designed to increase the effective
ness of self-regulation. 

In cases where it appears that revisions in internal policies are de
sira:ble in order to improve an exchange's performance, the Commis
sion's staff communicates its views to the particular exchange and dis
cusses the matters with exchange personnel to arrive at appropriate 
solutions. 

STATISTICS RELATING TO SECURITIES TRADED ON EXCHANGES 

Number of Issuers and Securities 

As of June 30, 1968, 4,831 stock and bond issues, representing 2,773 
issuers, were admitted to trading on securities exchanges in the United 
States. Of these, 4,628 securities issues (3,094 stock issues and 1,534 
bond issues), representing 2,634 issuers, were listed and registered on 
national securities exchanges, the balance consisting primarily of secu
rities admitted to unlisted trading privileges and securities listed on 
exempted exchanges. The listed and registered issues included 1,747 
stock issues and 1,369 bond issues, representing 1,486 issuers, listed 
and registered on the N ew York Stock Exchange. Thus, with reference 
to listed and registered securities, 56.4 percent of the issuers, 56.5 per
cent of the stock issues and 89.2 percent of the bond issues were on the 
New York Stock Exchang~. Table 4 in the Appendix to this report 
contains comprehensive statistics as to ~he number of securities issues 
admitted to exchange trading aild the number of issuers involved. 

During the 1968 fiscal year, 241 issuers listed and registered securi
ties on a national securities ex~hange fodhe first time, while the regis
tration of all securities of 213 issuers was terriririated. A total of 650 
applications for registration of securities 'on exchanges was filed. 
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Market Value of Securities Available for Trading 

As of December 31, 1967, the market value of stocks and bonds ad
mitted to trading on U.S. stock exchanges was approximately $780 
billion. The tables below show various components of this figure. 

'With reference to the tables, it should be noted that issues traded on 
either the New York or American Stock Exchange are not traded on 
the other of those exchanges. Many of these issues are also traded on 
the so-called regional exchanges. The figures below for "other ex
changes," however, show only the number· of issues traded solely on 
the regional exchanges. The figures in the tables exclude issues sus
pended from trading and a few inactively traded issues for which 
quotations were not available. 

Number of Market value 
issues Dec. 31, 1967 

(millions) 

Stocks: 
1,700 005,817 
1,061 42,965 

363 3,897 

New York Stock Exchange _____________________________________________ _ 
American Stock Exchange ______________________________________________ _ 
Exclusively on other exchanges _________________________________________ _ 

Total stocks ___________________________________________________ _ 3,124 52,679 

Bonds: 
1,388 125,159 

138 980 
New York Stock Exchange _____________________________________________ _ 
American Stock Exchange ______________________________________________ _ 
Exclusively on other exchanges _________________________________________ _ 33 979 

Total bonds ____________________________________________________ _ 1,559 127,118 

Total stocks and bonds _________________________________________ _ 4,683 779,797 

The number and market value as of December 31, 1967 of preferred 
and common stocks separately were as follows: 

I're!erred stocks Common stocks 

Market Market 
Number value Number value 

(millions) (millions) 

445 14,879 1,255 590,938 
93 1,403 968 41,562 

New York Stock Exchange ___________________________ _ 
American Stock Exchange ____________________________ _ 
Exclusively on other exchanges ________________________ _ 101 610 262 3,287 

1-------1------1-------1-------TotaL ____________________________ -- -___________ _ 639 16,892 2,485 635,787 

The 3,124 common and preferred stock issues represented over 13.5 
billion shares. 

The New York Stock Exchange has reported aggregate market 
values of all stocks listed ,thereon mOllithly since December 31, 1924, 
when the figure was $27.1 billion. The American Stock Exchange has 
repol'ted totals as of December 31 annually since 1936. Aggregates for 
stocks exclusively on the remaining exchanges have been compiled as 
of December 31 annually by the Commission since 1948. The available 
data since 1936 appear in Table 5 in the Appendix of this Annual 
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Report. It should be noted ,that changes in aggregaJte market value over 
the years reflect not only changes in prices of stocks but also such fac
tors as new listings, mergers into listed companies, removals from list
ing and issuance of addi,tional shares of a listed security. 

Volmne of Securities Traded 

The total volume of securvties traded on all exchanges in calendar 
year 1967 was 4.6 billion shares, including stocks, warrants and rights, 
and $5.4 billion principal amount of bonds. The 1967 total dollar 
volume of all issues traded was $168.3 billion. Trading in stocks in
creased 40 percent in share volume and 31 percent in dollar volume over 
1966. Volume continued to increase substantially in the first 6 months 
of 1968. 

The figures below show the volume and value of securi<ties ,traded on 
(tIl stock exchanges (registered and exempted) during the calendar 
year 1967, and the first 6 months of 1968. Tables 6 and 7 in the appendix 
of this Annual Report contain more comprehensive strutistics on volume, 
by exchanges. 

Volwne and value of trading on all exchanges 

[Amounts in thousands] 

Volume: Stocks (shares) ___________________________________________________________ _ 
Rights and Warrants (units) _____________________________________________ _ 
Bonds (principal amount m dollars) 0 _____________________________________ _ 

Market Value (dollars): 
Stocks ____________________________________________________________________ _ 

.~~~~t: ~~_~~~.~~~:~:::::::::::::::::::::::::::::::::::::::::::::::::::::: 
Totalo _____________________ ------------ -------- _ ------ -------- -- -- ---

II Does not include U.S. Oovernnlcnt Bonds. 

Foreign Stocks on Exchanges 

Calendar First 6 
year1967 months 1968 

4,505,229 
141,296 

5,393,612 

161,764,969 
424,242 

6,087,473 

168, 276, 684 

2,704,869 
46,042 

2,777,915 

98,474,214 
230,789 

2,908,558 

101,613,561 

The estimated market value on December 31, H)67 of all shares and 
certificates representing foreign stocks on U.S. stock exchanges was 
$20.D billion, of which $17 billion represented Canadian and $3.6 
billion represented other foreign stocks. 

Foreign stocks on exchanges 

Dee. 31, 1967 
Other fOleign Total Canadian 

Vulue Issues Value Issues Issues I 
1-----

Value 

26 $10, 386, 828, 000 
99 10, 448, 290, 666 
3 ~5, 5~5, 544 

Exchange: 
New York________________ 15 $7,914,462,000 11 $2,472,366,000 
American_________________ 62 9,346,435,233 37 1,10l,g55, 433 
Others only______________ _ 0 ________________ 3 35,535,544 

---1---------1----
TotaL_________________ 77 ~17, 260, 897, 233 51 $3,609,756,977 128 $20, 8iO, 654, 210 
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Consistent with the trend of recent years, the total number <Yf for
eign stocks on the exchanges declined during calendar yea,r 1967 from 
130 to 128. Tmding in foreign stocks on the Americm Stock Exchange 
fell from 17.1 percent of a,ggregate slmre volume in 1966 to 11.59 per
cent in 1967. Similarly, on the New York Stock Exchmge, trading in 
foreign stocks declined from 3.6 percent in 1966 to 2.6 percent in 1967. 

Comparative Exchange Statistics 

During fiscal year 1968, there was a moderate increase in the total 
number of stocks listed on exchanges. Consistent with the trend of 
recent years, the number of st{)cks listed on the New York and Ameri
cm Stock Excha,nges increased, while the number of stocks listed 
exclusively on the other excha,nges declined slightly. 

Net number of stocks on exchanges 

June 30 

1940 ___________________________________________ _ 
1945 ___________________________________________ _ 
1950 ___________________________________________ _ 
1955 ___________________________________________ _ 
1960 ___________________________________________ _ 
196L __________________________________________ _ 
1962 ___________________________________________ _ 
1963 ___________________________________________ _ 
1964 ___________________________________________ _ 
1965 ___________________________________________ _ 
1966 ___________________________________________ _ 

~~~:::::::::::::::::::::::::::::::::::::::::::I 

New York 
Stock 

Exchange 

1,242 
1,293 
1,484 
1,543 
1,532 
1,546 
1,565 
1,579 
1,613 
1,627 
1,656 
1,693 
1,764 

American 
Stock 

Exchange 

1,079 
895 
779 
815 
931 
977 

1,033 
1,025 
1,023 
1,044 
1,054 
1,072 
1,097 

Exclusively Total stocks 
on other on 

exchanges exchanges 

1,289 3,610 
951 3,139 
775 3,038 
686 3,044 
555 3,018 
519 3,042 
493 3,091 
476 3,080 
463 3,099 
440 3,111 
429 3,139 
415 3,180 
405 3,266 

The aggregate value of shares listed on the New York Stock Ex
change relative to the total share values on all exchanges eased during 
1967, marking the first relative decline since 1961. The percentage of 
the total share value accounted for by American Stock Exchange 
stocks, on the other hand, rose for the first time since 1961 as prices 
of stocks on that exchange experienced a relatively larger gain dur
ing the year than did N ew York Stock Exchange listed issues. The 
percentage for stocks traded exclusively on other exchanges continued 
to decline. 

Value of shares listed on exchanges, in percentages 

Dec. 31 

1950 __________________________________________________________ _ 
1955 __________________________________________________________ _ 
1960 _________________________________________________________ _ 
196L _________________________________________________________ _ 
1962 ___________________________________________________ _ 
1963 __________________________________________________________ _ 
1964 __________________________________________________________ _ 
1965 __________________________________________________________ _ 
1966 __________________________________________________________ _ 
1967 _______ • __________________________________________________ _ 

New York 
Stock 

Exchange 

84.50 
86.98 
91. 56 
91.02 
92 41 
93.12 
93.59 
93.77 
93.81 
92.82 

American 
Stock 

Exchange 

12.52 
11.35 

7.22 
7.74 
6.52 
5.91 
5.56 
5.41 
5.41 
6.58 

Exclusively 
on other 

exchanges 

2.98 
1. 67 
1. 22 
1.24 
1. 07 
0.97 
0.85 
0.82 
0.77 
0.60 
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The figures below show the annual volume of shares traded, includ
ing rights and warrants, on all exchanges during selected years since 
1940. In 1967, both share and dollar volume continued their steady 
climb of the preceding four years and reached new peaks. Trading 
was particularly active on the American Stock Exchange with share 
and dollar volume on that Exchange increasing 75 and 60 percent, 
respectively, over the previous year. Volume on all exchanges con
tinued at record rates during the first 6 months of 1968. 

Share and dollar volume on exchanges 

Calendar year 

1940 ___________________________________________ _ 
1945 ___________________________________________ _ 
1950 ___________________________________________ _ 
1955 ___________________________________________ _ 
1960 ___________________________________________ _ 
196L __________________________________________ _ 
1962 ___________________________________________ _ 
1963 ___________________________________________ _ 
1961- __________________________________________ _ 
1965 ___________________________________________ _ 
1966 ___________________________________________ _ 
1967 ___________________________________________ _ 
1968 (first 6 months) ___________________________ _ 

1940 ___________________________________________ _ 
1945 ___________________________________________ _ 
1950 ___________________________________________ _ 
1955 ___________________________________________ _ 
1960 ___________________________________________ _ 
1961 ___________________________________________ _ 
1962 ___________________________________________ _ 
1963 ___________________________________________ _ 
1964 ___________________________________________ . 
1965 ___________________________________________ _ 
1966 ___________________________________________ _ 
1967 ___________________________________________ _ 
1968 (first 6 months) ___________________________ _ 

285,059 
506,564 
681,806 
909,785 
986,878 

1,392,573 
1,220,854 
1,371,808 
1,542,373 
1,867,223 
2,297,884 
2,992,805 
1,690,465 

7,170,572 
13,474,271 
18,734,723 
32,830,838 
37,972,433 
52,820,306 
47,353,334 
54,897,096 
60,501,229 
73,234,393 
98,653,005 

125,362,700 
72,701,696 

Share volume (thousands) 

49,882 
163,860 
120,908 
253,531 
320,906 
548,161 
344,347 
354,30.\ 
411,450 
&01,844 
756,942 

1,320,462 
839,197 

42,957 
98,595 
90,606 

158,084 
133,263 
201,790 
146,74t 
154,636 
172,551 
201,944 
257,558 
333,258 
221,249 

Dollar volume (thousands) 

fi16,146 
1,759,899 
1,493,706 
2,657,016 
4,235,686 
6,863,110 
3,736,619 
4,844,912 
6,127,236 
8,874,875 

14,647,166 
23,491,312 
18,038,845 

&03,065 
1,020,382 
1,579,855 
2,551,253 
3,098,484 
4,383,207 
3,765,941 
4,696,065 
5,833,285 
7,439,825 

10,366,272 
13,335,199 
7,964,461 

377,898 
769,019 
893,320 

1,321,401 
1,441,048 
2,142,523 
1,711,945 
1,880,798 
2,126,374 
2,671,012 
3,312,383 
4,646,525 
2,750,911 

8,419,783 
16,254,552 
21,808,284 
38,039,107 
45,306,603 
64,071,623 
54,855,894 
64,438,073 
72,461,750 
89,549,093 

123, 65G, 443 
162, 189, 211 
98,705,003 

The ratio of share volume on the New York Stock Exchange to the 
total on all exchanges showed a sharp drop in 1967, while the Ameri
can Stock Exchange ratio rose to 28 percent, from 23 percent in 1966. 
The American Stock Exchange percentage of share and dollar volume 
has risen steadily since 1963, while the percentage of the New York 
Stock Exchange has decreased. The regional exchange percentage of 
both share and dollar volume declined slightly in 1967. In the tirst 6 
months of 1968, the N ew York Stock Exchange share volume ratio 
declined slightly further but its dollar volume ratio experienced a 
steeper decline, as the American Stock Exchange dollar volume ratio 
increased to 18 percent from 14 percent in 1967. Stocks, rights and 
warrants are included in the following presentation. Annual data in 
more detail are shown in Appendix Table 7 in this Annual Report. 
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Annual sales oj stock on exchanges, in percentages 

rercent of share volume Percent of dollar volume 
Calendar year 

New YOlk American All other New YOlk AmeIican I All other 
---------------------------1----1 
1940 ___________________________ 75.44 1:3.20 11.36 85.17 7.68 7.15 
11145 ___________________________ 65 87 21. 31 I:?82 82.75 10.81 6.44 
1950 ___________________________ 7t).32 13.54 10.14 8., 91 6 85 7.24 
1950 ___________________________ C8.85 1H.1!) 11.96 80.31 (;.9S 6.71 
1!'60 ___________________________ tiS.4S 22.27 fl. 25 8:1. SI II 35 6.84 
1U61. __________________________ tl4. HB 25.58 !1.43 82.44 10.71 0.85 
1!162 ___________________________ 71.32 20.12 8.56 86.32 0.81 6.87 111r,3 ___________________________ 72. H4 18.84 8.22 8.,. HI 7.52 7.29 
19fJ4 ___________________________ 72.54 1!1.35 8.11 83.49 8.46 8.05 
1965 ___________________________ 6U. HI 22.53 7.56 81. 78 9.91 8.31 
1966 _________________________ ._ !i!1.37 22.85 7. i8 7H.78 11. 84 8.38 
HI67 ___________________________ 64.41 28.42 7.17 77. 30 14.48 8 ')0) 

1968 (first 6 months) __________ 61. 45 30.51 8.04 73.65 18.28 8.07 

Block Distributions RCpOl·tcd By Exchanges 

The usual method of distributing blocks of listed securities con
sidered too large for t.he auct.ion market on the floor of an exchange is 
t.o resort. to "secondary dist.ribut.ions" over t.he counter after t.he close 0 f 
exchange t.rading. There were 143 secondary distribut.ions in 1967 com
pared t.o 126 t.he preceding year. Nevertheless, the dollar value of the 
shares sold in t.his manner declined 24 percent t.o $1,154.5 million. Dur
ing t.he first 6 mont.hs of 1968, there were 74 secondary distribut.ions 
wit.h a t.ot.al value of $712.4 million. 

Special Offering Plans were adopted by many of t.he exchanges in 
194-2, and Exchange Dist.ribut.ion Plans in 1953, in an effort. to keep as 
much t.rading as possible on their floors. Since 1962 there have been no 
special ofl'erings. Exchange distribut.ions cont.iuued t.o decline from 
the record of 72 in 1963 t.o 51 in H)67. However, t.he value of t.he 1967 
exchange distributions was $125.4 million compared to $107.5 million 
in 1963. 

Block distributions of stocks reported by exchanges 

Number I Shares in I Shares sold II Value 
offer (dollnls) 

----------------1-----------------------
12 months ended Dec. 31, 1967 0 

----

5~ I °1 
01 0 4.349.377 3,452.856 125,403,727 

143 29 919 674 30,783,604 I, 154,479, 37() , , 

Special offerings _________________________________ _ 
Exchange distributions _________________________ _ 
Secondary distributions _________________________ _ 

6 months ended June 30, 1968 

2~ I °1 
o 1 

0 
2,306,881 2,044,538 66,336,125 

74 15,950,192 16,494,785 712,412,631 

Special offerings _________________________________ _ 
Exchange distributions _________________________ _ 
Secondary dlstributions _________________________ _ 

o Details of these distributions appear in the Commission·s monthly Statistical Bulletins. Data for prior 
years are shown In Appendix Table 8 in this Annual Report. 

Unlisted Trading Privileges on Exchanges 

The number of st.ocks with unlisted t.rading privileges which are not 
n,lso listed and regist.ered on ot.her exchanges further declined during 
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the fiscal year, from 103 to D7. The American Stock Exchange ac
cOlUlted for the entire decline except for one stock on the Honolulu 
Stock Exchange. During the calendar year 1967, the reported volume 
of trading on the exclmnges in stocks with only unlisted trading priv
ileges increased to about 38,065,577 shares, or about 0.85 percent of 
the total share volume on all exchanges, from aJbout 23,D85,000 shares, 
or about 0.75 percent of Share volume during calendar year 1966. 

About 96 percent of the 1967 volume was on the American Stock 
Exchange, while three other exchanges contributed the remaining 4 
percent. '1'he ghare volume ,in these stocks '0n the American Stock 
Exclutnge represented 2.8 percent of the total share volume on that 
exchange. 

Unlisted trading privileges on exchanges in stocks listed and regis
tered on other exchanges numbered 1,892 as of June 30, 1D68. 'Dhe 
volume of trading in these stocks for the calendar year 1967 was 
reported at about 148,841,743 shares. About 86.4 percent of this volume 
was on regional exchanges in stocks listed on the New York or Ameri
can Stock Exchanges. The remaining 13.6 percent was in stocks listed 
on regional exchanges with the primary market on the American Stock 
Exchange which had the unlisted trading. While the 148,841,743 
shares amounted to only 9.8 percent of the total share volume on aH 
exchanges, they constituted major portions of the share volume of most 
regional exchanges, as reflected in the following approximate percent
:tges: Cincinnati 75.7 percent; Boston 92.5 percent; Detroit 73.4 per
cent; Philadelphia-Baltimore-1V" ashington 81.6 percent; Pittsburgh 
H5.7 percent; Midwest 28.9 percent; and Pacific Coast 27.7 percent.s 

Applications by exchanges for unlisted trading privileges in stocks 
listed on other exchanges, filed pursuant to Rule 12f-1 under Section 
12(f) (1) (B) of the Securities Exchange Act, were granted by the 
Commission during the fiscal year ended June 30, 1968, as follows: 

Stock exchanges: 
Number 

oj Stocks 
Boston __________________________________________________________ 48 
Cincinnati ______________________________________________________ 12 
])etroit _________________________________________________________ 33 
~Iid'vest ________________________________________________________ 27 

Pacific Coast_____________________________________________________ 16 
Philadelphia-Baltimore-Washington ______________________________ 60 
Pittsburgh ______________________________________________________ 8 

Total _________________________________________________________ 213 

• The distribution of unlisted stocks among the exchanges and share vo)nme 
therein are shown in Appendix Table 9. 
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OVER-THE-COUNTER TRADING IN COMMON STOCKS TRADED ON 
NATIONAL SECURITIES EXCHANGES 

In accordance with Rule 17a-9, since January 1965 brokers and 
dealers who make markets in common stocks traded on national 
securities exchanges (sometimes referred to as the "third market") 
have been reporting their' trading over the cOt.mter and on exchanges 
in the common stocks in which they make markets. They also report 
certain off-board trading in other common stocks traded on exchanges. 
Broker-dealers who are not market makers report their large third 
market transactions. The reporting system is designed to reflect all 
sales to persons other than broker-dealers, i.e., to individuals and 
institutions. Since the beginning of 1967, reports have been required 
only for common stocks listed on the N ew York Stock Exchange. 
About 98 percent of over-the-counter volume in listed common stocks 
is in New York Stock Exchange issues. 

During the calendar year 1967, total over-the-counter sales of com
mon stocks listed on the New York Stock Exchange amounted to 
85.1 million shares valued at $4,152 million. This latter figure was the 
equivalent of 3.3 percent of the dollar volume on the New York Stock 
Exchange in common and preferred stocks. Third market volume in 
1D67 increased about 45 percent over the preceding year, an increase 
which was proportionately larger than the increase in Exchange 
volume. 

In the first haH of 1968, third market volume continued to increase 
at a greater rate than Exchange volume. As a result, over-the-counter 
dollar volume in New York Stock Exchange common stocks rose to 
3.7 percent of the dollar volume in common and preferred issues on the 
Exchange. 

Over-the-counter volume in common stocks listed on the New York 
Stock Exchange 

1965 ______________________________________________ _ 
1966 ______________________________________________ _ 
1967 ______________________________________________ _ 
1968 (First 6 months) ____________________________ _ 

1965 ______________________________________________ _ 
1966 ______________________________________________ _ 
1967 ______________________________________________ _ 
1968 (First 6 months) ____________________________ _ 

Over-the-counter New York Stock 
sales of common Exchange 

stocks volume 

Over-the-counter 
sales as percent 
of New York 

Stock Exchange 
volume 

Share volume (thousands) 

48,361 
58,198 
85,081 
55,330 

1,809,351 
2,204,761 
2,885,748 
1,660,324 

Dollar volume (thousands) 

2,500,416 
2,872,660 
4,151,917 
2,689,322 

73,199,997 
98,565,294 

125,329, 106 
72,694,981 

2.7 
2.6 
2.9 
3.3 

3.4 
2.9 
3.3 
3.7 
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STATISTICAL STUDIES 

The regular statistical activities of the Commission and its partici
pation in the overall Government statistical program under the direc
tion of the Office of Statistical Standar.ds, Bureau of the Budget, 
were continued during fiscal year 1968 in the Commission's Office of 
Policy Research. The statistical series described below are published 
in the Commission's monthly Statistical Bulletin. In addition, cur
rent %011res and analyses of the data are published quarterly on new 
securities offerings, individuals' saving, stock transactions of financial 
institutions, financial position of corporations, and plant and equip
ment expenditures. 

Issues Registered Uuder the Securities Act of 1933 

Monthly statistics are compiled on the number and volume of reg
istered securities, classified by industry of issuer, type of security, and 
use of proceeds. Summary statistics for the years 1935-68 are given in 
Appendix Table 1 and detailed statistics for the fiscal year 1968 ap
pear in Appendix Truble 2. 

New Securities Offerings 

Monthly and quarterly data are compiled covering all new corpo
rate and noncorporate issues offered for cash sale in the United 
States. The series includes not only issues publicly offered but also 
issues privately placed, as well as other issues exempt from registra
tion under the Securities Act, such as intrastate offerings and offerings 
of railroad securities. The offerings series includes only securities ac
tually offered for cash sale, and only issued offered for the account of 
Issuers. 

Estimates of the net .cash flow through securities transactions are 
prepared quarterly and are derived by deducting, from the amount of 
estimated gross proceeds received by corporations through the sale of 
securities, the amount of estimated gross payments by corporations to 
investors for securities retired. Data on gross issues, retirements and 
net change in securities outstanding are presented for all corporations 
and for the principal industry groups. 

Individuals' Saving 

The Commission compiles quarterly estimates of the volume and 
composition of individuals' saving in the United States. The series 
represents net increases in individuals' financial assets less net in
creases in debt. The study shows the aggregate amount of savings 
and the form in which they occurred, such as investment in securities, 
expansion of bank deposits, increases in insurance and pension re
serves, etc. A reconciliation of the Commission's estimates with the 
personal saving estimates of the Department of Commerce, derived 
in connection with its national income series, is published annually by 
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the Department of Conunerce as well as in the Securities and Ex
ch:lllge Commission Sta,tistical Bulletin. 

Private Noninsured Pension Funds 

An annual survey is published of private pension funds other than 
those administered by insurance companies, showing ,the flow of money 
into these funds, the types of assets in which the funds are invested 
and the principal items of income and expenditures. Quarterly data 
on assets of these funds are published in the Statistical Bulletin. 

Stock Transactions of Financial Institutions 

A statistical series containing data on stock trading of four principal 
types of financial institutions is published quarterly. Information on 
purchases and sales of common stock by private noninsured pension 
funds and nonlife insurance companies has been collected on a quar
terly basis by the Commission since 1964; these data are combined with 
similar statistics prepared for mutual funds by the Investment Com
pany Institute and for life insurance companies by the Institute of 
Life Insurance. 
lcinancial Position of Corporations 

The series on the workmg capital position of all U.S. corporations, 
excluding banks, insurance companies, investment companies and' 
savings and loan associations, shows the principal components of cur
rent assets and liabilities, and also contains an abbreviated analysis 
of the sources and uses of corporate funds. 

The Commission, jointly wi,th the Federal Trade Commission, com
piles a quarterly financial report of all U.s. manufacturing concerns. 
This report gives complete balance sheet data and an abbreviated in
come account, data being classified by industry and size of company. 
Plant and Equipment Expenditures 

The Commission, together with the Department of Commerce, con
ducts quarterly and annual surveys of actual and anticipated plant and 
equipment expenditures of aU U.S. business, exclusive of agriculture. 
After the close of each quarter, data are released on actual capital ex
penditures of that quarter and anticipated expenditures for the next 
two quarters. In addition, a survey is made at the beginning of each 
year of the plans for business expansion during that year. 

Directory of Registered Companies 

The Commission annually publishes a list of companies required to 
file annual reports under the Securities Exchange Act of 1934. In addi
tion to an alphabetical listing, there is a listing of companies by indus
try group classified according to The Standard Industrial Classifica
tion Manual. 



THIRTY-FOURTH ANNUAL REPORT 77 

Stock Market Data 

The Commission regularly compiles statistics on the market value and 
volume of sales on registered and exempted securities cxchanges, round
lot stock transactions on the N ew York and American Stock Exchanges 
for account of members and nonmembers, odd-lot stock transactions on 
the New York and American Stock Exchanges, odd-lot transactions 
in 100 selected stocks on the New York Stock Exchange and block dis
tributions of exchange stocks. Since January 1965, the Commission has 
been compiling statistics on volume of over-the-counter trading in 
common stocks listed on national securities exchanges (the so-called 
"third market") based on reports filed under Rule 17a-9 of the Securi
ties Exchange Act. 

Data on round-lot and odd-lot trading on the New York and Amer
ican Stock Exchanges are released weekly. The other stock market 
data mentioned above, as well as these weekly scries, are pubLished 
regularly in the Oommission's Statistical Bulletin. 

Cost of Flotation of Security Issues 

In calendar year 1967 the Commission began a study of the cost 
of flotation of registered equity issues offered by issuing corporations 
as \yell as selling shareholders for the years 1963-65. 

Costs of flotation measure the initial costs of marketing securities, 
i.e., the costs entailed in transmitting funds from the investor to the 
issuing corporation. These costs are measured as the difference between 
the price paid by the investor (gross proceeds) and the net amount 
available to the issuer. They include compensation paid to underwrit
ers, securities dealers, finders or agents, fees for lawyers and account
ants, printing and engraving costs, Federal and State fees and other 
expenses connected with the issuance of securities. The current study 
covers initial costs of flotation only and does not attempt to measure 
or compare the net cost of raising capital. Consequently, insofar as 
possible, costs not pertinent to the initial flotation, such as advertising 
charges for redemption notices or trustees' charges for continuing 
services, are excluded from the study. Moreover, this study only 
attempts to cover cash compensation; noncash compensation such as 
options-an important cost in the distribution of some smaller, more 
speculative securities-is omitted because of problems of valuation. 

Costs of flotation studies have been prepared by the Commission at 
various times with the last study covering the years 1951, 1953 and 
1955. The current study, however, will be broader in coverage and 
more comprehensive in its analysis. For example, the study will cover 
all types of securities which represent O\vnel'ship interests in a busi
ness or which are convertible into or represent a call on such securities. 
Costs will be analyzed for each type of equity securities to show 

327-506-68--7 
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differences or similarities between limited partnership interests and 
common stock as well as for preferred stocks and convertible bonds. 
Moreover, the study will cover issues offered through securities 
dealers-either as an offering to the general public or to stock
holders-as well as those sold directly by the issuer. Also, the current 
study incorporates into the analyses factors influencing costs not 
covered in past studies. Among these factors are the market place for 
outstanding securities of the issuer and the offering price of the issues 
in the case of common stocks. 



PART IV 

CONTROL OF IMPROPER PRACTICES IN 
SECURITIES MARKETS 

REGULATION OF BROKER-DEALERS AND INVESTMENT ADVISERS 

Registration, Financial Responsibility, Record Maintenance and Financial 
Reporting Requirements 

Registration.-Subject to limited exemptions, the Securities Ex
change Act of 1934 requires all brokers and dealers who use the mails 
or instrumentalities of interstate commerce in the conduct of an 
over-the-counter securities business to register with the Commission. 
Similarly, the Investment Advisers Act of 1940, which establishes a 
pattern of regulation comparable to that established by the Exchange 
Act with respect to brokers and dealers, requires the registration of 
investment advisers, with certain exceptions. 

As of June 30, 1968,4,397 broker-dealers and 2,007 investment ad
visers were registered. Both these figures reflect substantial increases 
during the year. The increase of 275 in investment adviser registra
tions is particularly striking. 

The following tabulation reflects various data with respect to regis
trations of brokers and dealers and investment advisers during the 
1968 fiscal year: 

Broker-Dealers 

Effective registrations at close of preceding year ____________________ 4,175 
Applications pending at close of preceding year____________________ 33 
Applications filed during year _____________________________________ 626 

Total _________________________________________________________ 4,834 

Applications denied______________________________________________ 1 
Applications withdrawn__________________________________________ 5 
Registrations withdrawn_________________________________________ 341 
Registrations canceUed___________________________________________ 29 
Registrations revoked____________________________________________ 19 
Registrations effective at end of year ______________________________ 4,397 

Applications pending at end of year_______________________________ 42 

Total __________________________________________________________ 4,834 

79 
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Investment Acl'uiscrs 

EffectiYe registrations at close of preceding yeaL _________________ 1,732 
Applications pending at close of preceding year______________________ 27 
Applications filed during year ____________________________________ 460 

Total __________________________________________________________ 2,21~ 

Registrations cancelled or withdra\Yn______________________________ 167 
Registrations denied or rcvoked__________________________________ 2 
Applications withdrawn__________________________________________ G 

Registrations effective at end of ~·ear------------------------------ 2,007 
Applications pending at end of yeaL______________________________ 37 

Total _________________________________________________________ 2,21D 

During the fiscal year, t he Commission amended both Form BD 
(broker-dealer application for registration) and Form ADV (invest
ment adviser application for registration) and Rules 15b3-1 under 
the Exchange Act and 204-1 under the Advisers Act,l effective Sep
tember 1, 1968. The amendments were designed, among other things~ 
to provide additional information to assist the Commission in per
forming its regulatory functions. In this connection, the revised forms 
will elicit detailed information concerning the direct or indirect con
trol by the applicant or registrant of any other organization engaged 
in the securities or investment advisory business, the nature of any 
other business conducted by it and financing to be provided by persons 
other than the named principals. The additional information required 
w·ill assist not only the Commission and State regulatory authorities, 
hut also members of the public ,\"ho examine the forms. Additionally, 
t he amendments were designed to achieve substantial uniformity be-' 
tween Forms BD ftncl ADV and the forms used by many of the State 
regulatory authorities for registration of brokers and dealers and in
vestment advisers. State regulatory bodies of 32 States have either 
adopted or are considering the adoption of forms which would result 
in the acceptance of applications and amendments on revised Forms 
BD and ADV as meeting State requirements if supplemented by any 
additional information required by State law or regulation. A third' 
purpose of the amendments was to modernize procedures to conform 
with technological advances in the maintenance of records and re
trieval of information. Broker-dealers and investment advisers who 
are already registered will have to file a complete revised form, no 
later than December 31, 1968. 

The Commission also amended Rule 203-2 under the Investment 
Advisers Act and adopted a new form, Form ADV-vV, to be used by 
investment advisers seeking to withdraw from registration with the 

1,Securities Exchange Ad Release No. 8.317, Im'estment Advisers Act Release 
No. 221 (May 21,1068). 
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Commission.2 Form ADV-W requires specified information concern
ing, among other things, the arrangements made with respect to wind
ing up the affairs of the business, including arrangements made for 
paying or delivering any funds or securities owed to clients and re
funds on uncompleted investment advisory contracts. The informa
tion furnished will enable the Commission to determine whether the 
business is being terminated in compliance with applicable require
ments and whether an investigation or administrative proceedings are 
necessary. The amended rule provides for a 60-day waiting period 
between the filing of Form ADV-vV and the effective date of the 
registrant's withdrawal, unless acceleration is granted or proceedings 
are instituted by the Commission. The 30-day period previously pro
vided by the rule was too short to permit the necessary determinations 
to be made. 

The Commission participated during the fiscal year as amicus curiae 
in Eastside Ohurch of Ohrist v. National Plan, Inc.,3 a case dealing 
with the broker-dealer registration requirements of the Securities Ex
change Act. The decision of the Court of Appeals for the Fifth Circuit 
in this case was generally in accord with the views expressed in the 
Commission's amicus brief. The court held that a company which was 
engaged in the business of directing bond sales programs for churches, 
and which purchased many church bonds for its own account as a part 
of its regular business and sold some of them, was both a broker and a 
dealer within the meaning of the Act. The court further held that 
transactions in which this company purchased bonds from certain 
churches in violation of the statutory provision which prohibits an 
unregistered broker-dealer from effecting securities transactions could 
be voided by the selling churches. In rejecting the company's conten
tion that the churches must establish that any harm which they suffered 
was caused by the company's failure to register, the court stated that 
"it is sufficient to show merely that the prohibited transactions oc
curred and that [the sellers] were in" the "class of persons whose in
terest the Act was designed to protect." The court added: 

"The requirement that brokers and dealers register is of the utmost im
portance in effecting the purposes of the Act. It is through the registration 
requirement that some discipline may be exercised over those who may 
engage in the securities business a·nd by which necessary standards may be 
established with respect to training, experience, and records." 

The court held that the churches could recover from the company 
with respect to transactions in which the company purchased bOllds 
from a certain individual 'who was acting as the churches' agent in 

J Investment Auvisers Act Release No. 213 (November 13, 1967). 
33!)! }'. 2d 357 (CA. 5, 1968), eertim·ari denied·, 37 U.S. 1J.W. 3151 (U.S. Oct. 21, 

1968) . 
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effecting the transactions. Recovery was not permitted, however, with 
respect to bonds which that individual purchased outright from the 
churches and then resold to the company. In denying recovery in the 
latter situation, the court stated: "This is on the theory that the church 
would be a stranger to the transaction." 

Capital Requirements with Respect to Broker-Dealers.-Rule 
15c3-1 under the Exchange Act, commonly known as the net capital 
rule, imposes minimum net capital ,requirements on brokers and 
dealers. In addition, it limits the amount of indebtedness which may 
be incurred by a broker-dealer in relation to its capital, by providing 
that the "aggregrate indebtedness" of a broker-dealer may not exceed 
20 times the amount of its "net capital" as computed under the rule. 

During the fiscal year, the Commission amended the net capital rule 
with regard to the prescribed deduction to be made from the market 
value of convertible debt securities in the computation of the "net 
capital" of a broker or dealer subject to the rule.4 

In the Report of the Special Study of the Securities Markets, it was 
pointed out with respect to convertible debt securities that, when "the 
price of the underlying stock is below the conversion price, it is prob
able that there is a greater tendency for the bonds to sell as debt se
curities," and, conversely, that when the market value of the securities 
exceeds their face value, they tend to be treated in the market as stock.5 

It is also common knowledge that, at certain market levels, convertible 
debt securities attain a hybrid quality and are treated in the market as 
part stock and part debt. 

Despite these characteristics, prior to the recent amendment the 
deduction of 30 percent of market value, which is applied to common 
stock in computing net ca;pital, was also applied to convertible debt 
securities. By contrast, the deductions applica:ble to straight debt secu
rities are computed on a sliding scale from 5 percent to 30 percent 
of market value, the applicable percentage depending on the differ
ence between face value and market value when the market price is 
between 70 and 100. If the market price is 70 or below, the deduction 
is a straight 30 percent. 

Under the amendment, a convertible debt security which is not in 
default and which has a fixed maturity date and rate of interest is 
given the same deduction as a straight debt security when its market 
va:lue is below 90 percent of face value. If the market price is between 
90 and 115, the convertible debt security is treated as a hybrid security 
to which a 30 percent deduction is applied with the proviso that the 
value of the security for net capital computation purposes shall in no 
event be less than 80 percent of the face value. At a market price of 

• Securities Exchange Act Release No. 8337 (June 19, 1968). 
• Report of Special Study of Securities Markets, part 4, p. 24 (1963). 
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115 and above, the percentage deduction for such a security becomes 
a straight 30 percent, the same deduction as applies under the rule 
to common stock. 

Financial Reports of Broker·Dealers.-Rule 17a-5 under the Ex
change Act requires registered broker-dealers to file annual reports 
of financial condition with the Commission. These reports must be 
certified by a certified public accountant or public accountant who is 
in fact independent, with certain limited exemptions applicable to 
situations where certification does not appear necessary for customer 
protection. During the fiscal year 4,039 reports were filed with the 
Commission. 

These reports enable the Commission and the public to determine 
the financial position of broker-dealers. They provide one means by 
which the staff of the Commission can determine whether a broker
dealer is in compliance with the net capital rule. Failure to file re
quired reports may result in the institution of administrative pro
ceedings to determine whether the public interest requires remedial 
action against the registrant. 

During the fiscal year, the Commission adopted a general revision 
of Form X-17A-5, the annual report of financial condition.6 The 
revisions of the form and related audit requirements reflect changing 
conditions and practices in the securities industry and are based on 
the experience gained from examination of re!ports filed with the 
Commission over the years. Among other things, the audit require
ments were expanded to require the independent accountant to com
ment on any material inadequacies in the broker-dealer's accounting 
system, internal account control or procedures for the safekeeping 
of securities and to report any corrective action taken or proposed. 
Rule 17a-5 was amended to provide that the accountant's comments, 
if bound separately, would be deemed confidential. 

The adoption of new Rule 17a-10, providing for annual broker
dealer reports of income and expenses, is discussed in a prior section 
of this report.7 

Regulation of Broker-Dealers Who Are Not Members of Registered Securities 
Association 

During the fiscal year, the Commission continued to be active in its 
regulatory activities with respect to "nonmember" brokers and dealers 
(i.e., those who are not members of the National Association of Secu
rities Dealers, Inc. (NASD)) which are designed to provide regulation 
comparable to that imposed by the NASD on its membership. This 
regulatory program is known as the SECO program. During the year 
the number of nonmember broker-dealers increased from 462 to 495, 

6 Securities Exchange Act Release No. 8172 (October 3,1967). 
7 See pp. 14-15, 8upra. 
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although the number of associated persons decreased from _ about 
22,000 to about 20,000. 

The following table categorizes the nonmember broker-dealers by 
type of business and region: 
Number of nonmember broker-dealers by principal type of business and by l'egional 

office as of Jtme 30, 1968 

Regional Office 

I'Jincipal type of business 
At- Bos- Chi- ])en- Fort New San So- Wash- For-

lunta ton cago ver Worth York Fran- attle ington eign Total 
cisco 

---------------------
Exchange member primarily 

engaged In floor actlvitles __ 0 0 1 0 0 ·36 1 0 3 1 4:2 
Exchange member primarily 

engaged In exchange 
conl111ission business _______ 0 1 1 0 0 '13 3 2 2 4 26 

Other broker or dealer in 
general securities bnsiness_ 3 7 18 2 2 26 7 9 2 15 91 

lI1utual fund underwriter 
and distributor ____________ 6 1 19 3 0 2 4 3 3 1 42 

Broker or dealer seIling 
vatiable annuities _________ 17 14 42 6 12 5 15 8 18 0 ,137 

Solicitor of savings and loan accounts __________________ 1 1 5 0 1 9 5 0 0 0 2~ 
Real ostate syndicator and 

mortgage broker and banker ____________________ 0 1 1 0 0 3 3 0 5 0 13 
Broker or dealer seIling Oil 

and gas interests __________ 0 0 0 0 4 2 0 0 3 0 9 
Put and call broker or 

dealer or option writeL ____ 2 1 2 0 0 20 1 0 0 1 27 
Broker or dealer selling 

securities of only one 
issuer or assoCIated issuers_ 3 1 1 4 2 3 2 1 0 2 21 

Broker or dealer selIlllg 
chnrch secnrities ___________ 3 0 1 3 12 0 0 0 0 0 Hi 

Governmcnt bond dealeL ___ 2 0 1 0 0 2 0 0 0 0 5 
Brokor or dealer in other 

securities business d _______ 1 1 2 0 1 11 3 2 3 4 28 
Inactive In socurities busipess ___________________ 1 0 1 0 1 7 2 0 3 1 16 

-----------------------TotaL ________________ 39 28 95 15 25 139 46 25 44- 29 495 

• Includes 20 New York Stock Exchange members and 16 Amencan Stock Exchange members. 
b Includes Clght New York Stock Exchange members and fi'le American Stock Exchange members. 
, Includes 93 selling for PALIC and 19 sellmg for V ALIC. 
d Includes, among others, finders in mergers and acqUisitions, sellers of theatrical participations, a private 

banker, and appraisors of estates. 

One of the requirements applicable to nonmember broker-dealers is 
that each associated person engaged in specified securities activities 
pass a general securities examination prescribed by the Commission or 
an examination deemed by the Commision to be a satisfactory alterna
tive. Such alternative examinations include, thus far, those given by 
certain of the national securities exchanges, the NASD, the NAIC 
(in cOlmection with variable annuities), and many States. During the 
fiscal year, 1,644 associated persons qualified by passing the Commis
sion's examinatic.n, and approximately 4,356 others qualified by pass
ing an alternative examination. 

During the year, the Commission amended Rule 15b9-1 and adopted 
Rille 15b9-2 to provide a permanent fee structure for nonmember 
broker-dealers.s Prior to its amendment Rule 15b9-1 covered both 
initial and annual fees. Now, 15b9-1 deals with initbl fees while 

• Securities Exchange Act Release No. 8308 (May 8, 1968). 
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15b9-2 deals with annual fees which include a base fec applicable to 
all broker-dealers, a fee for associated persons and a fee for each office 
maintained by the broker-dealer. For purposes of simplification, the 
new rules prescribe the fee structure and the actual fees "will be set 
each year in the applicable forms required to be filed. 

Under the inspection program for nonmember broker-dealers 98 in
spections were conducted during the year. In addition to matters 
normally covered in broker-dealer inspections, these inspections were 
designed to determine compliance with SECO rules and to obtain 
information which will prove helpful in the further development of 
the SECO program. 

During the fiscal year, continuing efforts were made to cooperate 
with State authorities in coordinating regulatory activities involving 
nonmember broker-dealers. Certain State examinations were reviewed 
and determined to be satisfactory alternatives to the Commission's 
general securities examination. Other cooperative efforts included the 
initial preparation of a new form which would combine Form-SECO-2 
and a uniform State form for applications of associated persons. The 
new form is expected to be recommended for adoption in the next 
fiscal year. 

Also "during the year, the Commission improved the processing and 
utilization of applications by associated persons with the adoption of 
a system for placing the information contained in Forms SECO-2 
on the Commission's computer. 

On July 27, 19G7, Rules 15bl0-l through 15bl0-7 under Section 
15 (b) (10) were adopted by the Commission, effective October 2, 
1967.9 The new rules, discussed in detail in the previous annual re
port,I° established standards of general business conduct, suitability 
of recommendations and supervision of associated persons, regulate 
discretionary accounts and impose record keeping requirements. At the 
present 6me, the Commission's staff is engaged in drafting additional 
rules under Section 15 (b) (10) concerning advertising and sales litera
ture of nonmember broker-dealers. 

During the fiscal year the Commission issued its first decision con
cerning a violation of the rules covering nonmember broker-dealers. 
The case, Associated Securities, Inc.,ll resulted in the revocation of 
the registration of the broker-dealer. In addition to violations of the 
anti-fraud provisions of the Securities Act and the Exchange Act, the 
Commission found that the registrant, aided and abetted by its of
ficers, had willfully violated Sections 15 (b) (8) and 15 (b )'(9) of the 
Exchange Act and Rules 15b8-1, 15b8-2 and 15b9-1 thereunder by 
permitting associated persons to engage in securities activities when 

• Securities Exchange Act Release No. 8315 (July 27, ] 967). 
,. 'I.'hirty-third Annual Report, pp. 1G-18. 
11 Secnrities Exchange Act Release No. 8316 (May 17, 1968). 
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Forms SECO-2 had not been filed with respect to them and the re
quired filing fees had not been paid, and by filing a false and mislead
ing Form SECO-4-67 which understated the number of persons as
sociated with the registrant and the fees to be paid with respect to 
them. 
Detection of Improper Practices 

Public Complaints.-The Commission has various sources of infor
mation concerning possible violations of the Federal securities laws. 
A primary source is complaints by members of the general public 
concerning the activities of certain persons in securities transactions. 
During fiscal 1968 the Commission received some 3,400 complaints 
from investors and others relating to broker-dealers and investment 
advisers. The Commission's staff gives careful consideration to such 
complaints and, if violations are indicated, an investigation may be 
commenced. Other outside sources of information include the stock 
exchanges, the National Association of Securities Dealers, Inc., bro
kerage firms, State and Canadian securities authorities, better business 
bureaus, and various law enforcement agencies. 

Inspections.-The program of surprise inspections of broker
dealers and investment advisers by the Commission's staff is another 
important device for the detection of improper practices. During fis
cal 1968, 514 broker-dealer inspections and 165 investment adviser 
inspections were carried out. These inspections produced indications 
of various types of infractions, as shown below: 

Brolcer-Dealer8 
Type 

Financial difficulties ____________________________________________ 52 
Improper hypothecation __________________________________ ._______ 8 

Unreasonable prices in securities purchascs and sales_______________ 15 
Noncompliance with Regulation T________________________________ 38 
"Secret profits" _________________________________________________ 6 

Noncompliance with confirmation and bookkeeping rules____________ 268 
Other __________________________________________________________ 193 

Total indicated violations______________________________________ 580 

Inve8tment A.dviser8 
Type 

Books and records deficient_______________________________________ 33 
Registration application inaccurate_______________________________ 39 
False, misleading, or otherwise prohibited advertising______________ 17 
Improper "hedge clause"* _________________________________________ 16 

Failure to provide for nonassignability in investment advisory 
contract_______________________________________________________ 13 

Others __________________________________________________________ 11 

Total indicated violations______________________________________ 129 

·"Hedge clauses" used in literature distributed by investment advisers generally state 
In substance that the information furnished is obtained from sources believed to be reliable, 
but that no assurance can be given as to its accuracy. A clause of this nature may be 
improper where the recipient may be led to believe that he has waived any right of action 
against the investment adviser. 
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Section of Securities Violations.-A Section of Securities Viola
tions is maintained by the Commission as a part of its enforcement 
program to provide a further means of detecting and preventing fraud 
in securities transactions. This Section maintains files which contain 
information concerning persons who have been charged with, or found 
in violation of, various Federal and State securities statutes, as well 
as considerable information concerning Canadian violators. These files 
play a valuable role in the Commission's enforcement program and 
provide a clearinghouse for other enforcement agencies. The informa
tion in the files is kept current through the cooperation of various gov
ernmental and nongovernmental agencies. 

During the fiscal year, the Section received 3,366 "securities viola
tions" letters either providing or requesting information and dis
patched 1,899 communications to cooperating agencies. Among other 
matters, information was received from several States and Canada 
respecting 106 criminal actions, 39 injunctive actions, 142 actions in 
the nature of cease and desist orders and 140 other administrative 
orders, such as denials, suspensions and revocations of registrations of 
issuers, broker-dealers and salesmen. Information with respect to 4,574 
persons or firms was added to the files, including information regard
ing 1,847 persons and firms not previously identified. As or the end of 
the 1968 fiscal year, the files contained information concerning 77,323 
persons and firms. 

Use of Computer for Name Searches.-The use of the Commission's 
computer for "name searches" in the enforcement program has resulted 
in a substantial increase in the amount of information available and 
the speed with which it can be obtained. The names of suspected secu
rities law violators are checked against the more than 1 million entries 
presently stored in the computer. Upon request, the Commission also 
performs "name searches" on prospective securities salesmen and 
others whose names are submitted by the exchanges, the NASD and the 
State securities commissions. If the subject checked has been named 
in formal filings with the Commission, has been a party to a proceed
ing, or has been involved in an investigation, such information, to
gether with pertinent dates, relationships and cross references, is avail
able immediately on a printout. Formerly a time-consuming manual 
search of indices and files was required. 
Investigations 

Each or the Acts administered by the Commission specifically au
thorizes it to conduct investigations to determine whether violations 
of the Federal securities laws have occurred. 
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The nine regional offices of the Commission are chiefly responsible 
lor the conduct of investigations. In addition, the Office of Enforce
ment of the Division of Trading and Markets at the Commission's 
headquarters office conducts investigations deaFng with matters of 
particular interest or urgency, either independently or with the assist
ance of the regional offices. The Office of Enforcement also exercises 
general supervision over and coordinates the investigative activities 
of the regional offices and recommends appropriate action to the 
Commission. 

It is the COlmnission's general policy to conduct its investigations 
on a confidential basis. Such a policy is necessary to effective law en
forcement and to protect persons against whom unfounded or uncon
firmed charges might be made. The Commission investigates many 
complaints where no violation is ultimately fOlIDd to have occurred. 
To conduct such investigations publicly would ordinarily result in 
hardship or embarrassment to many interested persons and might 
affect the market for the securities involved, resulting in injury to 
investors with no countervailing public benefits. Moreover, members 
of the public would tend to be reluctant to furnish information con
cerning violations if they thought their personal affairs would be made 
public. Another advantage of confidential investigations is that per
sons suspected of violations are not made aware that their activities 
are under surveillance, since such awareness might result in fruf?tra
tiOli oi- obstruction of the investigation. Accordingly, the Commission 
does not generally divulge the results of a nonpublic investigation 
unless it is made a matter of public record in proceedings brought 
before the Commission or in the courts. 

"Then it appears that a serious violation of the Federal securities 
laws has occurred or is occurring, a full investigation is conducted. 
Under certain circumstances it becomes necessary for the Commission 
to issue a formal order of investigation which designates members of 
its staff as officers to issue subpoenas, take testimony under oath and 
require the production of documents. During the fiscal year ended 
June 30, 1968, the Commission issued 166 such formal orders. 

The following table reflects in summarized form the investign,ti ve 
activities of the Commission during fisca,l1968 : 

Investigations of possible violations Of the A.cts administered by the Commissioll 
Pending June 30, 1967____________________________________________ 780 
Ne~ Cases_______________________________________________________ 357 

Total _________________________________________________________ 1,146 

Closed __________________________________________________________ 328 

Pending June 30, 1968 _____________________________ .______________ 818 
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Imposition of Sanctions 

Where enforcement action appears appropriate, the Commission 
may proceed in one of several ways, although the use of one procedure 
may not necessarily preclude the use of another with respect to the 
same conduct. The Commission may: (1) institute administrative 
proceedings, (2) institute civil proceedings in the appropriate U.S. 
district court to enjoin further violations of law, or (3) refer the case 
to the Depaltment of Justice or appropriate local enforcement au
thorities for criminal prosecution. 

Administrative Proceedings.-Under the Securities Exchange Act, 
as amended in 1964, the Commission has available to it a wide range of 
administrative sanctions which it may impose against brokers and 
dealers and persons associated with them. The Commission may deny 
a bl'oker-dealer's application for registration. ",Vith respect to a broker
deaJer already registered, it may impose sanctions ranging from cen
sure through suspension of registration to revocation of registration. 
It may also suspend or terminate a b,roker-dealer's membership in a 
stock exchange or registered securities association. Associated persons 
of broker-dealers may be censured, or suspended or barred from as
sociation with any broker-dealer. Under the Investment Advisers Act, 
the Commission may impose comparable sanctions against investment 
advisers, but has no authority to take direct disciplinary action against 
persons associated with investment advisers. 

The Commission may impose a sanction only if, after notice and 
opportunity for hearing, it finds that (1) the respondents committed 
willful violations of the securities acts or are subject to certain dis
qualifications, such as convictions or injullctions relatillg to specified 
types of misconduct, and (2) a pttl'ticular sanction is in the public 
interest. 

Set forth below are statistics regarding administrative proceedings 
pending during fiscal 1068 with respect to brokers and dealers and 
investment advisers. 

Broker-Dealers 

Proceedings pending at beginning of fiscal year: 
Against broker-dealer registrants____________________________________ G7 
Against broker-dealer appUcants____________________________________ 3 
Against nonregistered broker-dcaler_________________________________ 1 
Against individuals only ____________________________________________ 2 

Total ___________________________________________________________ 63 
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Proceedings instituted during fiscal year: 
Against broker-dealer registrants____________________________________ 22 
Against individuals only ____________________________________________ 10 

Total ___________________________________________________________ 32 

Total proceedings current during fiscal year________________________ 95 

Disposition of proceedings: 
Etegistrationrevoked ________________________________________________ 15 

Etegistration revoked and firm expelled from National Association of 
Securities Dealers, Inc. (NASD) __________________________________ 5 

Registration suspended for period of time___________________________ 6 
Suspended for period of time from NASD___________________________ 1 
Individual respondents barred from association with brokers or dealers_ 3 
Individual respondents suspended for periods of time from association 

with brokers or dealers___________________________________________ 2 
Registrant censured________________________________________________ 2 
Broker-dealer registration suspended and registrant suspended from 

NASD and stock exchange________________________________________ 1 
Over-the-counter trading suspended for period of time________________ 4 
Etegistration denied_________________________________________________ 1 
Dismissed on withdrawal of registration_____________________________ 3 
Dismissed and registration continued in effecL_______________________ 3 

Total ___________________________________________________________ 46 

Proceedings pending at end of fiscal year: 
Against broker-dealer registrnnts____________________________________ 41 
Against nonregistered broker-dealer__________________________________ 1 
Against individuals only____________________________________________ 7 

Total proceedings pending at end of yeaL_________________________ 49 

= 
Total proceedings accounted for___________________________________ 95 

In addition, action was taken against 81 individuals associated with 
the firms included above or with firms previously sanctioned which 
disqualified such individuals from engaging in the securities business 
without the subsequent approval of the Commission or for a specified 
period of time. 

Investment Advisers 

Proceedings pending at beginning of fiscal year: 
Against investment adviser registrants_____________________________ 6 

Proceedings instituted during fiscal year: 
Against investment adviser registrants____________________________ 4 

Total proceedings current during fiscal year_____________________ 10 
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Disposition of proceedings: 
Registration revoked_____________________________________________ 2 
Proceedings discontinued and registration continued in effecL_______ 1 
Dismissed on withdrawal of registration____________________________ 1 
All advertising and solicitation for new subscribers suspended for 

period of time_________________________________________________ 1 
Registration withdrawn and principal of firm barred________________ 1 

Total _________________________________________________________ 6 

Proceedings pending at end of fiscal year: 
Against investment adviser registrants_____________________________ 4 

Total proceedings accounted for_________________________________ 10 

Formal administrative proceedings under the statutes administered 
by the Commission generally culminate in the issuance of an opinion 
and order. Where hearings are held, the hearing officer who presides 
normally makes an initial decision following the hearings, unless such 
decision is waived by the parties. Under an amended procedure which 
went into effect in April 1966, the initial decision includes an appro
priate order. If Commission review is not sought, and if the case is not 
called up for review on the Commission's own initiative, the initial 
decision becomes the final decision of the Commission. 

In those instances where it prepares its own decision upon review 
or waiver of an initial decision, the Commission or the individual 
Commissioner to whom a case may be assigned for the preparation of 
an opinion is generally assisted by the Office of Opinions and Review. 
This Office is directly responsible to the Commission and is completely 
independent of the operating divisions of the Commission, consistent 
with the principle of separation of functions embodied in the Admin
istrative Procedure Act. 'Where the parties to a proceeding waive their 
right to such separation, the operating division which participated 
in the proceeding may assist in the drafting of the Commission's 
decision. 

The Commission's opinions are publicly released and are distributed 
to the press and to persons on the Commission's mailing list. In addi
tion, they are printed and published periodically by the Government 
Printing Office in bound volumes entitled "Securities and Exchange 
Commission Decisions and Reports." 

A few of the more significant decisions of the Commission in admin
istrative proceedings with respect to broker-dealers and investment 
advisers are summarized in the following paragraphs: 12 

In Walston &; 00., I nc.,t3 involving the sale by the respondent broke1'
dealer of tax-exempt bonds of a special assessment district, the Com
mission found, on the basis of offers of settlement accompanied by a 

lJ Other broker-dealer decisions are summarized below under "Manipulation." 
13 Securities Exchange Act Release No. 8165 (September 22, 1967). 
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stipulation of facts, that the respondent failed to disclose to cus
tomers that the district was formed for the benefit of a promoter of a 
speculative real estate development and consisted of one tract of un
developed land owned by the promoter, that the promoter had no prior 
experience in selling real estate and had no financial abmty to service 
the bonds, and that the service of the bonds depended entirely on the 
sale of lot~. In finding that the firm and the manager of a division of 
its municipal bond department had willfully violated the anti-fraud 
provisions of the securities laws, the Commission stated that" [iJt is in
cumbent on firms participating in an offering and on dealers recom
mending municipal bonds to their customers as 'good municipal 
bonds' to make diligent inquiry, investigation and disclosure as to 
material facts relating to the issuer of the securities and bearing upon 
the ability of the issuer to service such bonds." In view of the facts, 
among others, that the firm had been active in efforts to salvage the 
rights of bondholders, repurchased bonds from customers and insti
tuted procedures to provide greaker control over the handling of bond 
offerings, the Commission accepted offers of settlement providing for 
censure of the firm and the manager, suspension of the activities of 
the firm's municipal bond department for 30 days, and suspension of 
the manager from association with a broker or dealer for 6 months. 

The Commission reemphasized the importance of a broker's fiduciary 
obligation to secure the best price for its customers in Thomson ill Mc
[{innon,14 a decision involving "interpositioning," i.e., the interposing 
of a second broker-dealer between the customer and the best available 
market. On the basis of facts stipulated in connection with an offer 
of settlement, the Commission found that the firm engaged in a sys
tematic practice over a prolonged period of interposing several other 
broker-dealers between itself and the market makers in certain over-the
counter securities. The firm engaged in this practice primarily to recip
rocate for listed business referred to it by the interposed broker
dealers and to reward them for furnishing certain services. The Com
mission also found that the firm and the partner in charge of the over
the-counter stock department failed to exercise reasonable supervision 
to prevent the violations. In view of certain mitigating factors, in
cluding the fact that the NASD had sanctioned the respondents for 
part of the same misconduct and that improved internal procedures 
lmd been adopted, the Commission accepted the offer of settlement and 
ordered the suspension of the firm's over-the-counter stock department 
for 7 days and suspended the partner from association with any 
broker-dealer for 35 days. 

In Hichanl Bruce & 00., Inc. Io , the Commission found, among 'other 

" SctUrities FlxdJUnge Act Release No. 8310 (May 8, IDG8) , 
15 Securities Exchange Act Helease No. 8303 (April 30, 19G8). 
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things, that ,the firm_ had authorized, if not encouraged, the solicita
tion of orders for a speculative stock on the basis of unconfirmed and 
extravagant reports or rumors, and had instructed sales personnel 
to transmit such reports to persons who in the salesmen's judgment 
could afford to lose money or ""ould not complain if they did, in a 
situation where losses were or could reasonably be anticipated. The 
Commission stated: 

"Since broker-dealers and their associated persons hold themselves out as 
professionals in .the securities business, a report disseminated by them in con
nection with recommending a security, notwithstanding the faot that customers 
are advised that the report is unconfirmed, gains in authority and credibility. 
Under these circumstances, the use of such reports as part of a sales piteh was 
contrary to the basic obligation of a broker-dealer to deal fairly with the 
investing public." [Footnotes omitted.] 

As in the past, a number of cases decided during the year dealt 
,,,ith campaigns by broker-dealers to sell highly speculative securities 
by means ofa concerted high pressure sales effort including the use 
of false and misleading representations and predictions, and without 
regard to the financial needs and objectives of their customers. Among 
these cases were Oentl~l'y Seoul'ities Oompany 16 and Billings Asso
ciates, IncY In each case the Commission revoked the broker-dealer 
registrations of the firms and barred various individuals who, as 
principals or salesmen, participated in the fraudulent schemes, from 
being associated with a broker or dealer. 

Among court decisions affirming Commission orders in broker-dealer 
and investment adviser proceedings were the following: 

In Hansen v. S.E.O.r the Court of Appeals for the District of 
Columbia Circuit held that in a proceeding to determine whether an 
~Lpplication for registration as a securities broker should be denied, the 
Commission did not commit error in admitting into evidence the record 
of a prior administrative proceeding involving the same transactions. 
In the prior pr()ceeding Hansen had declined an opportunity to par
ticipate as a party; and in the later proceeding he was given an op
portunity to, and did, cross-examine the witnesses whose testimony 
was contftined in the record of the prior proceeding. 

In De 111 a7l&1nos v. S.E.O./9 the Court of Appeals for the Second Cir
cuit affirmed from the bench an order of the Commission 20 barring 
a securities salesman from association with any broker or dealer. Oue 

16 Securities Exchange Act Release No. 8123 (July 14, 1967), appeal pending 
(C.A.9). 

17 Securities Exchange Act Release No. 8217 (December 28,1967). 
18 396 F. 2d 694 (C.A.D.C., 19(8), cert-iorari denied, 37 U.S.L.W. 3134 (U.S. 

Oct. 14, 19(8). 
19 C.A. 2, Docket No. 314(10, October 13, If)67. 
2" Securities Exchange Act Release No. 80!)O (J11l1e 2, 19(7). 

327-506-68--8 
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of the issues argued in the court of appeals was whether the proper 
standard of proof in an administrative broker-dealer proceeding is 
the preponderance of the evidence, as the Commission had held, rather 
than the more rigorous standards used in criminal and certain types 
of civil cases. Although the court issued no opinion, its affirmance of 
the Commission's order necessarily decided this issue in favor of the 
preponderance standard applied by the Commission. 

In Lawrence v. S.E.O./l decided shortly after the close of the fiscal 
year, the Court of Appeals for the First Circuit, in affirming a Com
mission order based upon a finding of violation of ,the anti-fraud pro
visions of the Securities Act and the Securities Exchange Act, held 
that the use of interstate facilities to clear a check used as payment in 
a fraudulent transaction was sufficient to establish Federal jurisdic
tion even though all meetings and negotiations regarding that trans
action took place within a single State. The court also ruled that a 
written commitment to deliver securities in the future is itself a secur
ity within the meaning of both Acts. 

In 111 arketlines, Inc. v. S.E.O./2 the Court of Appeals for the Second 
Circuit affirmed an order of the Commission revoking Marketlines' 
registration as an investment adviser. The Commission's order had been 
based in part upon Marketlines' publication 'Und distribution of false 
and misleading advertisements of its market letters. The court stated 
that "the Commission could properly conclude that the entire content 
and tone of the advertisements was designed to whet the appetite of the 
unsophisticated." In rejecting Marketlines' contention that the Com
mission had erred in evaluating the advertisements in terms of their 
impact on unsophisticated investors, the court stated that "the Com
mission's duty to protect the gullible is apparent" and that "it is not 
improper to judge advertisements by their impact on the segment 
of the public at which they are aimed." 

Civil Proceedings.-Each of the several statutes administered by 
the Commission authorizes the Commission to seek injunctions in the 
Federal district courts against continuing or threatened violations of 
those statutes or the Commission's rules thereunder. Injunctive actions 
frequently are directed against broker-dealers and persons associated 
with them, and in such cases the complaint may allege noncompliance 
with various regulatory provisions such as the net capital and books 
and records requirements, as well as violations which may be com
mitted by any person such as securities sales or purchases in violation 
of the anti-fraud or registration provisions of the securities acts.23 

21 398 F. 2d 276 (C.A.1, 1968). 
22384 F. 2d 264 (C.A. 2, 1967), certiorari denied, 300 U.S. 947 (1968). 
23 Statistics regarding the Commission's civil litigation activities are contained 

in Appendix tables 10-12. 
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Criminal Prosecution.-The st3Jtutes administered by the Commis
sion provide that the Commission may transmit evidence of violations 
of any provisions of these statutes to the Attorney General, who in turn 
may institute criminal proceedings. ",\V"here an investigation by the 
Commission's staff indicates that criminal prosecution is warranted, a 
detailed report is prepared. After careful review the Office of Crim
inal Reference and Special Proceedings and the General Counsel's 
Office, the report and the General Counsel's recommendations are con
sidered by the Commission, and if the Commission believes criminal 
proceedings arc warranted the case is referred to the Attorney Gen
eral and to the appropriate U.S. Attorney. Commission employees 
familiar with the case generally assist the U.S. Attorney in the pres
entation of the facts to the grand jury, the preparation of legal memo
randa for use in the trial, the conduct of the trial, and the preparation 
of briefs on appeal. 

During the past fiscal year 40 cases were referred to the Department 
of Justice for prosecution. As a result of these and prior referrals, 42 
indictments were returned against 123 defendants, including 24 
broker-dealers and broker-dealer principals and 15 broker-dealer 
employees. Convictions were obtained against 84 defendants in 34 
cases, including 6 broker-dealers and broker-dealer principals and 
15 broker-dealer employees. Convictions were affirmed in 5 cases, and 
appeals were still pending in 9 other criminal cases at the close of the 
period.24 

Among the many important criminal prosecutions initiated during 
the year were the following: an indictment of four persons for violat
ing the short sale provisions of Section 10(a) and Rule 10a-1 of the 
Exchange Act in connection with alleged illegal short sales of Georgia
Pacific Corporation stock over the N ew York Stock Exchange; 25 an 
indictment of a registered representative and two back-office employees 
in Texas branch offices of a New York Stock Exchange member firm, 
charging the misappropriation of customers' funds and securities and 
the unauthorized execution of securities and commodities transactions 
for the purpose of obtaining funds to finance their personal speculative 
securities and commodities trading accounts; 26 an indictment of a 
broker-dealer charging, for what is believed the second time in the 
history of the Federal securities laws, criminal violations of Regula
tion T of the Federal Reserve Board, relating to the extension and 
maintenance of credit by brokers and dealers; 27 and an indictment of 

'" Other statistics regarding criminal cases developed by the Commission are 
contained in Appendix tables 13-15. 

25 68 Cr. 502-505 (S.D. N.Y.) . 
.. See S.E.C. Litigation Release No. 4031 (May 31, 1968). 
!!l See S.E.C. Litigation Release No. 3798 (August 29,1967). 
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a Florida attorney for wilfully evading compJiance with a Commission 
investigatory subpoena.28 . 

In United States v. Light,29 the Court of Appe:1ls for the Second 
Circuit affirmed the convictions of seveml defendants of conspiracy 
to violate the anti-fraud provisions of the Securities Act of 1933 and 
the mail fraud and wire fraud statutes in the sale of securities of two 
companies through two brokers. One ground of appeal ,vas that the 
trial court erred in denying the defense motion to suppress certain 
books and records of a broker which 'had been voluntarily turned over 
to the Commission during a civil injunction proceeding :1nd were Jater 
delivered hy the Commission's st:1ff to the U.S. Attorney. In rejecting 
the contention th:1t use of the books and r,ecords in the criminal pro
ceeding was illegal because there was no consent to their delivery to 
the prosecution, the court noted that the documents seized were "public 
records" required by law to be kept and made avaiJable to the Com
mission and stated that 

"* '" * once records have been voluntarily turned over to a government 
agent, the government is not guilty of fraud or deceit in failing to apprise 
the subject of a change in the character of the investigation, for he is made 
aware of the risks attendant upon a voluntary disclosure by the warning 
inherent in the request." 

The court further observed that even assuming, arguendo, that the 
Commission violated its agreement to return the documents and not 
make them available to anyone else, the Fourth Amendment would not 
bar their admission into evide.nce in the absence of a showing that 
they were originally obtained through fraud :1lld deceit. 

Supervision of Activities of National Association of Secnrities Dealers, Inc. 

Section 15A of the Exchange Act provides for registration with 
the Commission of nation:11 securities associations and estaJblishes 
standards and requirements for such associations. The National Asso
ciation of Securities Dealers, Inc. (NASD) is the only association 
registered under the Act. The Act contemplates that such associations 
will serve as a medium for, self-regulation by over-the-counter brokers 
and dealers, subject to general supervision by the Commission. Their 
rules must be designed to protect investors and the public interest, to 
promote just and equitable principles of trade, :1nd to meet other 
st:1tutory rquirements. The Conmlission is authorized to review dis
ciplin:1ry actions t:1ken by them, to disa,pprove changes in their rules, 
and to alter or supplement their rules relating to specified m:1tters. 

In adopting legislation permitting the formation and registration 
of national securities associations, Congress provided an incentive to 
membership by permitting such associations to adopt rules which 

"" 68 Cr. 655 (S.D. N.Y.). 
2' 3!)4 F. 2d 908 (C.A. 2, 19(8) . 
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preclude a member from dealing with a nonmember 'broker or dealer 
except on the same terms and conditions as the member affords the 
general public. The NASD has adopted such rules. As a result, mem
bership is necessary to pmfitaJble participation in underwritings since 
members may grant price concessions, discolUlts and similar allowances 
only to other members. 

During the fiscal year, the NASD's membership increased by 111 
to a total of 3,770 members by the end of the year. This increase was 
the net result of 344 admiss~ons to and 233 terminations of member
ship. At the same time, the number of branch offices increased by 662 
to a total of 5,945 as a result of the opening of 1,16D new offices and 
the closing of 507 others. During the year the number of registered 
representatives and principals, categories which together include all 
partners, officers, traders, salesmen and other persons employed by 
or affiliated with member firms in capacities which involve doing busi
lJess directly with the public, increased by 18,358 to an all-time high 
of 108,883 as of June 30, ID68. This increase, which was the net 
result of 26,268 initial registrations, 13,466 re-registrations and 21,376 
terminations of registrations, was attributable in part to an increase 
in the num:ber of insurance companies entering the securities business 

. for the purpose of offering shares of mutual funds andlor interests 
in variable annuities to the investing public, and in part to the in
crease in activity in the securities markets generally. 

During this period the NASD administered 64,457 qualification 
examinations of which approximately 38,880 were for NASD quali
fication and the balance for other agencies, including major exchanges, 
t.he Commission 30 and various States. 

NASD Disciplinary Actions.-The Commission receives from the 
NASD copies of its decisions in all disciplinary actions against mem
bers and registered representatives. In general, such actions are based 
on allegations that the respondents violated specified provisions of 
the NASD's Rules of Fair Practice. Where violations are found the 
NASD may impose one or more sanctions upon a member, including 
expUlsion, suspension, fine or censure. If the violator is an individual 
associated with a member, his registration as a representative may be 
suspended or revoked, he may be suspended or barred from being 
associated with any member, and he may be fined and/or censured. 
Under Section 15A(b) (4) of the Exchange Act and the NASD's by
laws, no broker-dealer may be admitted to or continued in NASD 
membership without Commission approval if he has been suspended 
or expelled from membership in the NASD or a national securities 
exchange; he is barred or suspended from association with a broker 

30 See PD. 83-86, 8upm, for a discussion of the regulation of broker-dealers whQ 
are not members of a registered securities association. 
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or dealer or with members of the NASD or an exchange; his registra
tion as a broker-dealer has been denied, suspended, or revoked; he has 
been found to be a cause of certain sanctions imposed upon a bl'oker
dealer by the Commission, the N ASD or an exchange; or he has 
associated with him any person subject to one of the above dis
qualifications. 

During the past fiscal year ,the N ASD repol"ted to the Commission 
its final disposition of disciplinary complaints against 80 member firms 
and 82 individuals associated with them. With respect to 15 members 
and 12 associated persons, complaints were dismissed because the al
leged violations had not been established.S1 In the remaining cases, 
violrutions were found and penal,ties were imposed on 65 members and 
70 registered representatives or other individuals. The maximum pen
alty of expulsion from membership was imposed against 9 members, 
and 5 members were suspended from membership for periods ranging 
from 5 days to 1 year. In many of these cases, substantial fines were also 
imposed. In another 47 cases, members were fined amounts ranging 
from $100 to $5,000. In 4 cases, the only sanction imposed was censure, 
al,though censure was usually a secondary penalty where a more severe 
penalty was also imposed. 

Various penalties were also imposed on associated individuals found, 
in violation of N ASD rules. The registrations of 27 registered repre
sentatives were revoked, and 9 representatives had their registmtions 
suspended for periods ranging from 5 days to 1 year. Fines in various 
amounts were also imposed against many revoked or suspended repre
sentatives. In addition, 33 other representatives were censured and/or 
fined amounts ranging from $250 to $4,000. One individual was barred 
from association with any N ASD member. 

Commission Review of NASD Disciplinary Action.-Section 15A 
(g) of the Exchange Aot provides that disciplinary actions by the 
NASD are subject to review by the Commission on i'ts own motion or 
on the timely application of any aggrieved person. This section also 
provides that upon application for or institution of review by the 
Commission the effectiveness of any penalty imposed by ,the N ASD is 
automatically stayed pending Commission review, unless the Commis
sion otherwise orders after notice and OPPol"tunity for hearing. Section 
15A (h) of the Act defines the scope of the Commission's review. If the 

31 The majority of the cases where allegations against members were dismissed 
involved misuse of customers' and/or firm securities or funds by a representative 
under such circumstances that, according to the NASD, the member could not 
have known of or prevented the impropriety. The Securities Acts Amendments of 
1964 authorized registered securities associations to take disciplinary action di
rectly against individuals associated with members. The NASD has amended its 
rules to provide for such action. In the fiscal year there were 16 cases in which the 
sole respondents were individuals associated with members. 
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Commission finds that the disciplined party committed the acts found 
by the NASD and ,thereby violatecllthe rules specified in the determi
nation, and that such conduct was inconsistent with just and equj,table 
principles of trade, the Commission must sustain the NASD's action 
unless it finds thrut ,the penal1ties imposed are excessive or oppressive, in 
which case it must cancel or reduce them. 

At the start of the fiscal year, seven NASD disciplinary decisions 
were pending before the Commission on review. During the year six 
addj,tional cases were brought up for review. Six cases were disposed 
of by the Commission. In two of these, the Commission sustained in 
full the disciplinary action taken by the N ASD. It dismissed the review 
proceedings in one case as moot, and permitted the withdrawal of one 
application for review. With respect to the ,two remaining cases, in one 
the Commission denied the application for review as being untimely 
filed, and in the remaining case the NASD and the applicants filed a 
stipulation discontinuing the review proceedings. Seven cases were 
pending as of the end of ,the year. 

Commission Review of NASD Action on Memhership.-As pre
viously noted, Section 15A(b) (4) 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 
person associated with him, is under any of the several disabilities 
specified in the statute or the NASD by-laws. A Commission order 
approving or directing admission to or continuance in Association 
membership, notwithstanding a disqualification under Section 15A(b) 
( 4) of the Act or under an effective Association rule adopted under 
that Section or Section 15A (b) (3), is generally entered only after the 
matter has been submitted initially to the Association by the member 
or applicant for membership. The Association in its discretion may 
then file an application with the Commission on behalf of the peti
tioner. II the Association refuses to sponsor such an application the 
broker or dealer may apply directly to the Commission for an order 
directing the Association to admit or continue him in membership. 
At the beginning of the fiscal year, three applications for approval of 
admission to or continuance in membership were pending. During 
the year, 10 additional applications were filed, 8 applications were 
approved, and 5 were pending at the year's end. 

Disciplinary Action by Exchanges 

Although the Exchange Act does not provide for Commission re
view of disciplinary action taken by exchanges, each national securi
ties exchange reports to the Commission a'Ctions taken against mem
hers and member firms and their associated persons for violation of 
any rule of the exchange or of the Exchange Act or any rule or regu-
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lation thereunder. During the fiscal year, eight exchanges reported 
approximately 100 separate actions, including impositions of fines in 
33 cases ranging from $50 to $10,000, with total fines aggregating 
$44,800; the suspension from membership of 11 individuals; and the 
censure of 3 member firms. These exchanges also reported the imposi
tion of various sanctions against 63 registered representatives and 
employees of member firms. In addition, the American Stock Exchange 
reported a large number of informal staff actions of a cautionary 
nature. 

IUISREPRESENTATIONS IN THE SALE OR PURCHASE OF SECURITIES 

Among the improper practices which constantly concern the Com
mission and its staff and which are the subject of frequent enforcement 
action is the use of false or misleading representations in connection 
with the sale or purchase of securities.32 The comments in the preceding 
section regarding detect.ion met.hods, investigat.ions and sanctions are 
in general equally applicable t.o t.his t.ype of conduct. The Commission 
also frequently participat.es as amicus curiae in litigation between pri
vat.e parties under the anti-fraud provisions of the securities laws, 
where it considers it important to present its views regarding the inter
pretation of those provisions. For the most part, t.his participation is 
in the appellate courts. 

During the course of the fiscal year, the Commission participat.ed 
either as a party or as mnicu8 curiae in a number of cases involving 
important issues under the anti-fraud provisions. 

In the Supreme Court's first decision involving the sc,)pe of the t.erm 
"security" as defined in t.he Securities Exchange Act of 1034, the Court 
in Tcherepnin v. [{night 33 reversed the decision of the court of 
appeals 34 and held, in accordance with the views expressed by t.he 
Commission as amicu8 curiae, that withdrawable capital shares issued 
by a State-chartered savings and loan association are securities and, 
consequently, that the district court had jurisdiction of an action 
brought by holders of such shares based upon alleged violations of 
the anti-fraud provisions in Section 10(b) of the Act ::tnd Rule 10b-5 
thereunder. 'While recognizing that the legal form of withdrawable 
shares is determined under State law, Federal law was held to "gov
ern whether shares having such legal form constitute securities under 
the Securities Exchange Act." The Court applied to its interpretation 
of the Securities Exchange Act principles long established in cases 

" Misrepresentations are, of course, an integral part of "boiler-room" or similar 
high-pressure fraudulent operations by broker-dealers. To the 'extent misrepre
sentations are employed in that context, they are discussed in the section on im
proper broker-dealer practices . 

• 3389 U.S. 332 (1967) . 
.. 371 F. 2d 374 (C.A. 7, 1967) ; see 33d Annual Report, pp. 96-97. 
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decided under the Securities Act and found the legislative history 
of the Securities Act pertinent as well. Both statutes were said to 
reflect an "expansive concept of security" which "embodies a flexible 
rather than a static principle." As under the Securities Act, the Court 
held that "instruments may be included within any of ... [the Securi
ties Exchange Act's] definitions, as a matter of law, if on their face 
they answer to the name or description." Thus, the withdrawable capi
tal shares were found to have the "essential attributes of investment 
contracts" and were alternatively held to be "stock," "transferable 
share[sJ" and "certificate[sJ of interest or participation in any profit 
sharing agreement." The Court expressly rejected the view of the court 
of appeals that the words "an instrument commonly known as a 'secu
rity' " are a limitation on the other descriptive terms contained in the 
statutory definition of security. It also observed that the characteristics 
of savings and loan shares-such as their issuance in unlimited 
amounts, their nonnegotiable character and their lack of preemptive 
rights, as well as the lack of a shareholder's right to inspect the corpo
rate books and records-"serve only to distinguish among different 
types of securities. They do not, standing alone, govern whether a 
particular instrument is a security under the Federal securities laws." 
Also rejected was the suggestion that fluctuation in valne and trading 
in securities markets are essential attributes of se.curities under the 
Securities Exchange Act. 

In another case involving the definition of security, Oontinental 
jJlarlceting Oorp. v. S.E.O.,35 the Court of Appeals for the Tenth Cir
cuit held that the combined activities of the various defendants in 
selling live beaver in conjunction with contracts for the care, manage
ment, replacement and resale of the beaver constituted an investment 
contract within the meaning of the Securities Act and the Securities 
Exchange Act, even though the performance of the service contracts 
was to be carried out by persons other than the person initially selling 
the beaver. The defendants in this case had, at one time, carried out 
through a single business entity their various selling and service ac
tivities, which were designed to build a "domestic bea\Ter industry." 
Subsequently, however, they had fragmented their activities and placed 
them under numerous separate business entities so that some were 
devoted exclusively to the selling activities while others provided the 
\Tarious management services, including the ranching of the beaver. The 
various entities acted together in conducting the overall business, and 
only by acting together could the business continue. 

The court of appeals, rejecting the defense contention that an in
vestment contract can be found only where the management services 

35387l!'. 2d 466 (C.A. 10, 1967), eertiorat'i denied. 391 U.S. 905 (1968). Earlier 
stages of the litigation in this case are discussed in the 33d Annunl Report, p. 47. 
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are performed by the seller or by parties actually owned or controlled 
by the seller, stated: 

"The more critical factor is the nature of the investor's participation in 
the enterprise. If it is one of providing capital with the hopes of a favorable 
return then it begins to take on the appearance of an investment con
tract. ... " 

The court noted, in this regard, that in this case the "economic in
ducement" held out to the prospective investor was "the faith or hope 
in the success of ... the domestic beaver industry ... as a whole, and 
not the value of the animals alone." 

Last year's annual report 36 discussed the amicu8 curiae brief filed 
by the Commission in Pappa8 v. M 088,37 a case in which a claim was 
asserted under Section 10 (b) of the Exchange Act and Rule 10b-5. 
This case involved the sale of authorized but unissued shares of 
common stock of a corporation to certain outsiders and to the de
fendant directors. These shares were issued at an allegedly inadequate 
price. All of the directors, who approved the tra.nsaction with them
selves, were fully aware of the facts; and shareholder approval was 
not required under State law. Nevertheless, shareholder approval was 
sought so that the stock could be listed on the American Stock Ex
change, and allegedly false statements were made to the shareholders 
in the process. The defendant directors owned a majority of the 
shares of the corporation and voted them in favor of the transaction. 

The Court of Appeals for the Third Circuit, in accordance with 
the views of the Commission, held that the corporation may have been 
t.he victim of a violation of Rule 10b--5 even though all of the directors 
knew the true facts. In rejecting the defendants' argument that there 
could be no deception and consequently no violation of Rule 10b-5 
because of the directors' knowledge, the court stated that if deception 
is required, 

"it is fairly found by viewing this fraud as though the 'independent' stock
holders were standing in the place of the defrauded corporate entity at th(' 
time the original resolution authorizing the stock sales was passed .... 
Certainly the deception of the independent stockholders is no less real 
because, 'formalistically,' the corporate entity was the victim of the fraud. 
The same is true of the fact that the fraud may go unredressed because 
those in a position to sue lack actual knowledge of the fraud." 

In H eit v. Weitzen and two related cases 38 the Commission filed a 
brief, amicu8 C1ll'iae, in the Court of Appeals for the Second Circuit 
taking the position that the language "in connection with the pur
chase or sale of any security" in Section 10 (b) of the Exchange Act 

.. 33d Annual Report, p. 95. 
37 393 F.2d 865 (C.A. 3, 1968). 
38 CCB Fed. Sec. L. Rep. ~!)2,279 (C.A. 2, Oct. 3, 1!)(i8). 
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and Rule 10b-5 is broad enough to be applicable to statements made 
by a corporation whose securities are publicly held whenever those 
statements are likely to affect the market for those securities, irre
spective of whether the corporation or those responsible for the dis
semination of the statement engage in securities transactions and 
irrespective of the absence of any motive to affect the market. After 
the close of the fiscal year a panel of that court decided this issue in 
accordance with the Commission's position and the previous decision 
of the court, sitting en banc, in S.E.O. v. Texa8 Gulf Sulphur' 00. 39 

The court also agreed with the Commission that, if such a public state
ment by a corporation violates Rule 10b-5, a private right of action 
for damages may be implied on behalf of injured investors; and it 
quoted from the Commission's brief to the effect that this latter hold
ing raised important questions of policy as to the extent of the mone
tary liabilities that could result, but that such questions could best 
be decided after the trial of the case in the context of a complete 
record rather than on a motion for summary judgment.4o 

The Commission also participated as amicu8 curiae in several other 
cases involving questions with respect to private remedies under the 
Federal securities laws. One of these cases was Jordan Building 001'p. 
v. Doyle, O'Oonnor & 00.,41 decided by the Court of Appeals for the 
Seventh Circuit after the close of the fiscal year. The court held, in 
accordance with the views of the Commission, that an implied private 
right of action in favor of a defrauded purchaser exists under Section 
10(b) of the Exchange Act and Rule 10b-5, even though the conduct 
complained of may also have given rise to an action based upon the 
express remedy available to purchosers under Section 12(2) of the 
Securities Act. The court similarly adopted the Commission's posi
tion that an action can be maintained against a broker-dealer under 
Section 10 (b) and Rule 10b-5, even though the conduct complained of 
may also have violated Section 15 (c) (1) of the Exchange Act and 
Rule 15cl-2, which expressly apply to broker-dealers. 

The Commission, as amicu8 curiae in Hohmann v. Packard Instru
ment 00.,42 decided shortly after the close of the fiscal year, and in 
Dolg,ow v. Ander80n,43 advocated a broad remedial construction of the 
class-action provisions of Federal Rule of Civil Procedure 23, as 
amended effective July 1, 1966, to permit private actions arising under 

39 The Texas G1tlf Sulphur case is summarized in Part I of this report at pp. 6-8 . 
.. In this connection it should be noted that in the Texas Gulf Sulphur case 

certain of the judges indicated that there might be no cause of action on behalf 
of private investors if the false or misleading statement resulted from negligence 
rather than an intent to deceive. 

41400F.2d47 (C.A.7,1968). 
" ano F. 2d 711 (C.A. 7, 1968). 
43 43 F.R.D. 472 (E.D. N.Y., 1968). 
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the Federal securities laws to be maintained on behalf of classes of 
investors to the fullest possible extent. In both cases the Commission 
noted that the practicality of private litigation under these statute&
and its consequent effectiveness as an important supplement to the 
Commission's enforcement efforts-often depends upon the ability of 
a litigant with a small individual claim to seek and obtain relief on 
behalf of a class of similarly-situated persons. The decision in each 
case was consistent with the views expressed by the Commission. 

The final case in this group relating to private remedies, Paul H. 
Aschkar &: 00. v. [{amen &: 00., involved the question of the liability 
of a broker-dealer firm to persons injured by violations of the anti
fraud provisions of the Federal securities laws committed by employees 
of the firm acting within the scope of their employment. Following 
the decision of the Court of Appeals for the Ninth Circuit in this 
case, construing the "controlling-persons" provisions in Section 15 of 
the Securities Act and Section 20 ( a) of the Exchange Act as pre
cluding a broker-dealer firm's liability for the frauds of its employees 
unless the principals of the firm are personally at fault,44 a petition 
for a writ of certiorari was filed in the Supreme Court. The Commis
sion submitted a memorandum at the invitation of the Court, urging 
that the writ be granted; and after it was granted/5 the Commission 
filed a brief, amiC7lS curiae, urging reversal of the court of appeals' 
decision. 

The Commission took the position that the "controlling-persons" 
provisions were not designed to deal with customary employer-em
ployee relationships and hence that those provisions, including the 
requirements as to personal fault, do not govern or restrict the civil 
liability of a broker-dealer firm for violations of the anti-fraud pro
visions committed by employees of the firm acting ,vithin the scope 
of their employment. The Commission further urged that such civil 
liability should not be governed by State law either; that instead it 
should be determined as a matter of uniform Federal law in accord
l1llCe with the underlying statutory purposes; and that the objectives 
of the securities laws would best be advanced by holding broker-dealer 
firms liable in damages as a matter of course to persons defrauded by 
the firms' employees acting within the scope of their employment. Fol
lowing the close of the fiscal year, the parties stipulated to a settlement 
of the case, and the writ of certiorari was dismissed.46 

.. 382 F. 2d 689 (O.A. 9, 1967) . 

.. 390 U.S. 942 (1968) . 
•• A recent district court decision, citing the amicu8 curiae brief filed by the 

Oommission in Asch7car, held that Oongress did not intend the "controlling-per
sons" provisions to serve as a limitation on liability of a broker-dealer. Johns 
Hopkins Univ. v. Hutton, OOH Fe(l. Sec. L. Rep. 192,268, at p. 97,285, n. 27 (D. Md., 
Aug. 15, 1!)(j8). 
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In S.E.O. v. National SeCltrities, Inc.,47 the Court of Appeals for 
the Ninth Circuit held that the McCarran-Ferguson Act 48 precluded 
the application of the anti-fmud provisions of the Exchange Act to 
false and misleading statements made in soliciting stockholder con
sents to a merger of insurance companies approved by a state insur
ance· commissioner.49 A petition by the Commission for a writ of 
certiorari was granted by the Supreme Court on April 22, 1968. It 
is the Commission's position that the McCarran-Ferguson Act, the 
purpose of which was to re-establish the power of the States to regu
late and tax the "business of insurance," did not diminish or impair 
the established applicability of the Federal securities laws to trans
actions in insumnce company securities. The Commission contends 
that such transactions are not part of the "business of insurance." 

In W. J. Abbott & 00. V. S.ll.0.,50 the court held that a commodity 
broker regulated under the Commodity Exchange Act by the Depart
ment of Agriculture must make its books and records, relating to 
managed accounts in commodities and commodities futures, availa:ble 
for inspection by the Commission pursuant toa subpoena duces tecum 
issued in a Commission investigation into possible violations of the 
Federal securities laws. The court concluded that the Commodity 
Exchange Act and the regulations providing for inspection of the 
books and records of commodity brokers by -the Department of Agri
culture do "not exclude any other agency, in this instance the S.E.C., 
from exercising investigative powers granted to it by Congress in 
areas and activities specifically designated to such other agency by 
statutory authority." Accordingly, a motion to quash the Commis
sion's subpoena was denied and an application by the Commission 
for enforcement of the subpoena was gmnted. On petition for 
reconsideration the court also held that the Commission need not 
produce evidence of possible violations before it is entitled to enforce
ment of an investigative subpoena. 

S.E.O. v. Garcia,51 another case dealing with investigative sub
poenas, involved a somewhat unusual situation. At the hearing in the 
district court in this subpoena enforcement proceeding, the various re
spondents denied that they had possession of the subpoenaed corpo
rate records or knowledge of their ·whereabouts, or they gave 
no information as to their whereabouts. The respondents were the 
corporation whose records were being sought, present and former 
officials of the company, partners of the accounting firm which had 

<7387 F. 2d 25 (C.A. 9, 1967), certiorari grantea, 390 U.S. 1023 (1968). 
"15 U.S.C. 1011-1015 . 
.. See 33d Annual Report, p. 93. 
""276 F. Supp. 502 (W.D. Pa., 1967). 
"M.D. Fla., No. 68-71-Civ. T. 
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certified the company's financial statements and counsel to the com
pany. Notwithstanding the denials, the court ordered all of the 
respondents to produce the requested documents by a certain date or 
appear before the court thereafter at. a designated time to testify as 
to why they had failed to produce them. After the entry of this order, 
one of the respondents disclosed that subpoenaed documents had 'been 
burned and buried on the property of another respondent. A search 
warrant was then obtained from a United States commissioner, and 
the burned and charred remains of certain of the documents were 
unearthed. Thereafter the court heard testimony concerning the docu
ments and directed that the record in the proceeding be referred to 
the United States attorney to consider whether there was evidence of 
criminal violations. 

MANIPULATION 

The Exchange Act and Commission 111les under the Act prohibit 
various kinds of manipulative activities. In order to enable the Com
mission to meet its responsibilities for the surveillance of the securities 
markets, the market surveillance staff has devised a number of pro
cedures to identify possible manipulative activities. A program has 
been adopted with respect to surveillance over listed securities, in 
which the staff's activities are closely coordinated with the stock 
watching operations of the New York and American Stock Exchanges. 
Within this framework, the staff reviews the daily and periodic stock 
watch repolts prepared by these exchanges and on the basis of it.s 
analysis of the information developed by the exchanges and other 
sources, determines matters of interest, possible violations of appli
cable law, and the appropriate action to be taken. 

In addition, the market surveillance staff maintains a continuous 
ticker tape watch of transactions on the New York and American 
Stock Exchanges and the sales and quotations sheets of regional ex
changes to observe any unusual or unexplained price variations or 
market activity. The financial news ticker, leading newspapers and 
various financial publications and statistical services are also closely 
followed. 

If any of these sources reveals possible violations, the market sur
veillance staff conducts a preliminary inquiry into the matter. These 
inquiries, SOme of which are conducted with the cooperation of the 
exchange concerned, generally begin with the identification of the 
brokerage firms which were active in the security. The staff may com
municate with partners, officers or registered representatives of the 
firms, with customers, or with officials of the company in question to 
determine the reasons for the activity or price change in the securities 
involved and whether violations may have occurred. 
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The Commission has also developed an automated over-the-counter 
surveillance program to provide more efficient and comprehensive 
surveillance. The automated equipment is programmed to identify, 
among other things, unlisted securities whose price movement or dealer 
interest varies beyond specified limits in a pre-established time 
period. When a security is so identified, the automated system prints 
out current and historic market information concerning it. This data, 
combined with other available information, is collated and analyzed to 
select those securities whose activity indicates the need for further 
inquiry or referral to the Commission's enforcement staff. 

In addition to the Commission's market surveillance activities, the 
other detection methods previously discussed are also useful tools in 
the detection of manipulation. Prior comments of a general nature 
regarding investigations and the nature of sanctions available are 
equally pertinent to manipulations. 

Among Commission decisions during the year dealing with manipu
lative activities, the following are of particular interest: 

In Atlantic Equities Oompany,52 the registrations of several broker
dealers were revoked, the application for registration of another was 
denied and 15 individuals were found to be causes of the sanctions 
against their respective firms. Despite staff warnings to the under
writer of a Regulation A offering that a possible "hot issue" was in
volved and that the market might be manipulated, the underwriter and 
the other respondents engaged in a scheme which insured that the 
offering would be a "hot issue," involving the withholding of blocks of 
stock and their subsequent distribution at artificially inflated prices 
through misrepresentations. 

In Oharles E. Salik,s3 the Commission found, on the basis of a stipu
lation of facts entered into in connection with an offer of settlement, 
that the portfolio manager for a registered investment adviser to a 
mutual fund, in anticipation of selling certain of the fund's portfolio 
securities, purchased the same securities for the fund in the open mar
ket immediately prior to the close of business. The following day, 
these and the portfolio securities were sold at prices reflecting the 
inflationary effect of the purchases. The Commission held that the 
purchases constituted a manipulation and a fraud on those persons 
who purchased at prices affected by the immediately preceding pur
chases. The president of the investment adviser who, like the portfolio 
manager, was a member of the fund's investment cOlmnittee, was found 
to have failed to exercise reasonable supervision to prevent the viola-

50 Securities Exchange Act Release No. 8118 (July 11,1967), aff'd as to Howard 
J. Han8en, 396 F. 2d 694 (C.A. D.C. 1968), certiorari denied, 37 U.S.L.W. 3134 
(Dec. 15, 1968) . 

.. Securities Exchange Act Release No. 8323 (May 28, 1968). 
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tions. On the basis of the offers of settlement, the Commission barred 
both individuals from association with any broker-dealer, investment 
adviser or investment company, subject to certain exceptions and con
ditions. 

In a criminal case growing out of the financial collapse of the Westec 
Corporation, a conglomerate enterprise, four indictments were re
turned against the two principal officers of Westec and several of their 
relatives and business associates.54 The cases involved charges that 
from 1963 until late 1966, when Westec was forced into bankruptcy, 
the defendants manipulated the price of Westec stock on the American 
Stock Exchange through massive open-market purchases, the disse
mination of false and misleading statements and rumors, and the filing 
and publication of false financial statements. It was charged that as 
part of the scheme control was secretly obtained over a large block of 
"Vestec stock, most of which was later sold by the two principal of
ficers in unregistered distributions in order to finance acquisitions by 
Westec. 

One of the principal officers pleaded guilty to charges of conspiracy 
to violate the registration and anti-fraud provisions of the Securities 
Act, and the anti-manipulative and annual report filing provisions of 
the Exchange Act, and then testified as a key government witness 
against the other, who was convicted of conspiracy to file false finan
cial statements with the Commission and the American Stock Ex
change, and of 12 counts of mail fraud. Another defendant pleaded 
guilty to violations of the anti-manipulative provisions of the Ex
change Act. 

IMPROPER USE OF INSIDE INFORMATION 

Corporate insiders by virtue of their position may have knowledge 
of material facts which are unavailable to the general public and may 
be able to use such knowledge to their advantage in transactions in the 
company's securities. Section 16 of the Securities Exchange Act was 
designed to curb the misuse of inside formation. As previously noted, 
that Section requires insiders to report their security holdings and 
transactions and provides for the recovery by or on behalf of the 
issuer of short-swing trading profits realized by insiders. The Com
mission is not a party in suits under Section 16, but frequently partici
pates as amicu8 curiae in those instances where significant interpretive 
issues are involved. 

In Blau v. Rayette-Faberge, Inc.,55 the Court of Appeals for the 
Second Circuit held that coun;;el fees may be awarded to a stockhold
er's attorney solely for discovering and informing a corporation of a 

G'67-H-233 (S.D. Tex.). 
'5389 F. 2d 4('19 (C.A. 2, 19G8). 
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claim for the recovery of short-swing profits under Section 16 (b) of 
the Exchange Act which the corporation then successfully pursues at 
the stockholder's request.- The court stated, however, that a fee should 
not be a warded solely for such discovery and information unless "the 
corporation has done nothing for a substantial period of time after the 
suspect transactions and its inaction is likely to continue." The court 
specifically noted that its decision was in accord with the position pre
viously urged by the Commission as amicus cU1'iae in Gilson v. Ohock 
Full O'Nuts 00rp.56 

The short-swing recovery provisions of Section 16 (b) operate with
out regard to whether the insider in fact made use of inside informa
tion in the transactions involved. Under the anti-fraud provisions of 
the securities laws, however, those who actually make improper use of 
inside information in the purchase or sale of securities may be liable 
for damages or subject to injunctive action, either at the instance of 
injured private litigants or the Commission itself, or subject to dis
ciplinary action in administrative proceedings instituted by the Com
mission. Two important recent decisions under the anti-fraud provi
sions dealing with improper use of inside information were those of 
the Court of Appeals for the Second Circuit, sitting en banc, in S.E.O. 
v. Texas Gulf Sulphur 00. and of the Commission in the Merrill 
Lynch case. Those decisions are summarized in Part I of this report 
at ,pp. 6-9. 

ENFORCEMENT IJROBLEMS WITH RESPECT TO FOREIGN SECURITIES 

The unlawful offer and sale of Canadian securities in the United 
States increased significantly during 1968. It would appear that this 
increase is due at least in part to the intensified interest of unsophisti
cated investors in highly speculative securities. The Commission has 
worked with the securities commissions of the Canadian provinces, 
the Royal Canadian Mounted Police and such quasi-official bodies as 
the Toronto and Montreal Stock Exchanges and the Broker-Dealers' 
Association of Ontario in efforts to curb these violations. 

The Commission has provided assistance to the Canadian Govern
ment, when requested, in connection with steps being taken to create a 
Federal securities agency in Canada. It has also continued to work 
closely with the Ontario Royal Commission on Atlantic Acceptance 
Corporation Limited ,in its investigation into the circumstances sur
rounding the collapse, in June 1965, of Atlantic Acceptance, a large 
Canadian finance company.57 

Offers and sales to American residents of unregistered securities in 
the form of certificates of deposit issned by Bahamian banks have 

M 331 F. 2d 107 (C.A. 2, 1964). 
" See 33rd Annual Report, p. 103. 

327-506--68----9 
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practically ceased, largely as a result of vigorous enforcement action 
by the Commission, and the enactment in late 1965 of Bahamia,n Ilegis
l[l;tion regulating the hanking business in the Bahamas. There has been 
a considerable increase, however, in the offer and sale to American 
residents of unregistered securities of various Panam.aniaJl companies. 
The Commission has been working with the Department of State and 
other State and Federal agencies in an attempt to halt these activi
ties. 58 The Commission is also continuing to assisttJhe Internal Revenue 
Service in investigations of evasions of the Interest Equalization Tax 
on purchases by Americans of foreign securities from foreign sellers. 

There have been increasing problems involving violation of the 
Investment Advisers Act of 1940 by foreign investment advisers. To 
date, the Commission has instituted one formal enforcement action in 
this area; in this case it obtained an injunction against an unregistered 
Canadian investment adviser.59 Further investigations are in progress 
with a view to determining other appropriate enforcement action. 

Since September 30, 1967, the names of six Canadian and one Ba
hamian companies have been deleted from the Commission's Foreign 
Restricted List 60 in accordance with established procedures, while 
the names of nine Canadian companies were added to the list. The 
current list and supplements to it are issued to and published by the 
press, and copies are mailed to all registered broker-dealers. 

As of August 1, 1968, there were 33 companies on the list, including 
3 Bahamian, 1 British Honduran, 22 Canadian and 7 Panamanian 
companies, as follows: 

Bahamian 

American International Mining 
Oompressed Air Oorporation Limited 

Durman, Ltd., formerly known as Bank
ers International Investment Oorpo
ration 

British Honduran 

Oaribbean Empire Company, Ltd. 

68 The Commission recently instituted an injunctive action in an attempt to halt 
the sale through fraudulent means of unregistered securities of 13 Panamanian 
and Bahamian companies. B.E.C. v. De Yeers COllsolirlated Mining Corporat'ion, 
B.A., et al., U.S. District Court, Southern District of IllinOis, Northern Division 
(1968 Civil Action No. P-3016) . 

• 9 B.E.C. v. Myers, 285 F. Supp. 743 (D.C. Md., 1968) . 
.. The Foreign Restricted List consists of foreign companies whose securities 

the Commis1sion has reason to believe are being, or recently have 'been, distributed 
in the United States in violation of the registration requirements of the Securities 
Act of 1933. 
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Ca;nadian 

Allegheny Mining and Exploration Com-
pany, Ltd. 

Amalgamated Rare Earth Mines, Ltd. 
Antoine Silver Mines, Ltd. 
Briar Court Mincs, Ltd. 
Claw Lake Molybdenum Mines, Ltd. 
Crest Ventures, Limited 
I~thel Copper Mines, Limited 
Ironco Mining & Smelting Company, 

Ltd. 
Keele Industrial Developments, Ltd. 
Kenilworth Mines, Ltd. 
Kokanee :Moly Mines, Ltd. 

Lynbar Mining Corp., Ltd. 
Norart Minerals Limited 
Obsco Corporation, Ltd. 
Pacifie Northwest Developments, Ltd. 
Paracanusa Coffee Growers, Ltd. 
Pascal' Oils, Ltd. 
pyrotex J\!lining and Exploration Com

pany, Limited 
St. Lawrencc Industria'l Development 

C01'1)ora tion 
Trihopc Resources Limited 
Vidoria Algoma Mineral Company, Ltd. 
"Tee Gee Uranium Mines, Ltd. 

PanamaniU1~ 

British OYcrseas Mutuall!'uncl Corpora-
tion 

Ccrro Azul Coffce Plantation 
Darien Exploration Company, S.A. 
De Veers Consolidated Mining Corpora

tion, S.A. 

'" IDul'oforeign Banking CorpOl'ation, Ltd. 
PanamericHn Bank & Trust Company 
Victoria Oriente, Inc. 



PART V 

REGULATION OF INVESTMENT COMPANIES 

In broad terms, an investment company is any arrangement by which 
It group of persons invests funds in an entity that is itself engaged in 
investing in secudties. Investment companies are an impol'ltant vehicle 
for public participation in the securities markets. They enable small, as 
well as large, investors to participate in a professionally managed and 
diversified portfolio of securities. 

-The Investment Company Act of 1940 sets forth the Commission's 
responsibilities in proteoting persons who invest in investment com
panies. J,t provides a comprehensive framework of regulation which, 
among other things, prohibits changes in the nature of an investment 
company's business or i,ts investment policies without shareholder ap
proval, protects against loss or outright stealing or abuse of trust and 
provides specific controls to eliminate or to mi,tigate inequitable capital 
structures. The Act also requires thalt an investment company disclose 
its financial condi,tion and investment policies; requires management 
contracts to be submi,tted Ito shareholders for approval; prohibits un
derwriters, investment bankers, or brokers from constituting more than 
a minority of the investment company's board of directors; regulates 
the means of custody of its assets; and provides specific controls de
signed to protect against investment companies entering into unfair 
transactions with their affiliates. 

In addition to the requirements of the Investment Company Act, an 
investment company must comply with the Securities Aot of 1933 when 
it makes an offering of its securities and it is subject to the applicable 
provisions of ,the Securi,ties Exchange Act of 1934, including those 
·relating to proxy and tender offer solicitations and insider trading and 
reporting rules. 

COMPANIES REGISTERED UNDER THE ACT 

As of June 30, 1968, there were 967 investment companies registered 
under ,the Act. Of this total 862 were "active" 1 companies whose assets 
had an aggreguJte market value of approximately $69.7 billion. Com
pared with corresponding totals at June 30, 1967, these figures repre
sent an over-all increase of approximately $11.5 billion, or almost 20 

1 "Active" companies are those which are not in the process of being liquidated 
Or merged. have not filed an application pursuant to Section 8(f) of the Act for 
deregistration, and have not otherwise ceased to exist. 

112 
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percent, in ·the market value of assets and an increase of 119, or almost 
15 percent, in the number of aotive registered companies. The increase 
in assets was the largest recorded by investment companies in any 
single fiscal year since the passage of ·the Act and exceeds the total in
crease in investment company assets during the 15 years after its enact
ment. This increase is due partly to appreciation in assets of previously 
registered companies and partly to the large increase in the number of 
registered companies. The impact of this unprecedented growth on the 
securities market is discnssed at pages XVII-XX and 3-4 of this 
report. 

The following table shows the numbers and categories of active regis
tered companies and the approximate market value of the asserts in each 
category as of June 30, 1968. 

Companies j'egistered under the Investment Company Act of 1940 as oj June 30, 1968 

Number of registered companies Approximate 
I------,-----,-------Im~~~~ ~fIUO 

Active Inactive· Total 

of assets 
of active 

companies 
(millons) 

$53,480 558 Management open·end ("Mutual Funds") ..••.. 
1-----1-----1-------1·----

Funds having no load or premium not exceed· 

529 29 

ing 3 percent of net asset value............. 113 .............. ......••..•... 3,728 
Variable annuity-Separate accounts......... 22 .............. ...... ...... 13 
Capital leverage company.................... 1 .............. ......•....... 42 
All other load funds.......................... 393 •............. ......••..•... 49,697 

ManagementcloSed-<lnd .......••............... I====1=74=1:====4=5'1====2=1=9'1====8,=9=25 
1------1------1 

Small business investment companies ___ . __ .. 53 .. _ •. _ ........•..... _. __ .... 339 
Capital leverage companies .... _ ..... _........ 8 _ ........ _._ ........• __ ..... 409 
All other closed·end companies ...... _........ 113 _............. ......•...•... 8,177 

1=======1=======1========1======= 
Unit investment trusts ________________________ _ 152 29 181 6,169 

Variable annuity-Separate accounts_________ 4 _____________ . ______ ._______ 1 
All other unit investment trusts._._.......... 148 .............. .............. 6,168 

1=======1======1=======1'====== 
Face-amount certificate companies. -_ .......... 1=====1=====2=1,====9 '1====1,~1=58 

'1'otaL .•........... _ .................... _ 862 105 967 69,732 

• "Inactive" refers to registered companies which as of June 30, 1968, were in the process oCbeing liquidated 
or merged, or have filed an application pursuant to SectIOn 8(l) of the Act for deregistration, or whICh have 
otherwise gone out of existence and remain registered only until such time as the Commission issues orders 
under Section 8(1) terminating their registration. 

The approximately $6.2 billion of assets of the "active" registered 
unit investment trusts includes approximately $5 billion of assets of 
unit investment trusts which invest in securities of other registered 
investment companies, substantially all of them mutual funds. 

A total of 167 companies registered under the Investment Company 
Act during the fiscal year, a greater number than registered in any 
year since the adoption of the Act. The following table shows the vari-
0us categories of companies registered during the fiscal year and those 
which terminated their registration. 
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Management open-end ("Mutual Funds") 
Funds havmg no load or premium not exceedIng 3 percent of net asset valuc_ 
Variable annUlty-Separate accounts _____________________________________ _ 
All other load funds ______________________________________________________ _ 

Roglstorcd 
dUIll1g the 
fiscal yem 

~] 

14 
82 

Regi~hntlOn 
tClllnnnted 
dunng the 
fiscal year 

1 
o 

20 
1---------1---------Sub-totaL ____________________________________________________________ _ 117 21 
I===~I==== 

Management closed-end 
Small bUSIness 11lVosttnent companws_____________________________________ 3 
All other closed-end funds________________________________ _________________ 32 

Sub-totaL ____________________________________________________________ _ 

Umt Investment Trusts 
VarIable annuity-Separate accounts _____________________________________ _ 
All other umt investment trusts __________________________________________ _ 

Sub-totaL ____________________________________________________________ _ 

35 

3 
11 

14 

15 

o 
6 

I===~I==== 
Face-amount certificate com panies _________________________________________ _ o 

TotaL _________________________________________________________________ 1====1=67=1=====42 

As the table shows, 17, or approximately 10 percent, of the newly 
registered companies were varia,ble annuity separate accounts of 
insurance companies.2 Including these companies, there were 26 active 
variable amlUity separate accounts registered at June 30, 1968, con
sisting of 4 unit investment trusts and 22 management open-end in
vestment companies. A significant part of ,the Commission's regulatory 
effort with respect to variable annuities has been the dove-tailing of the 
requirements of the Investment Company Act with Ithe patterns and 
procedures which have gro,yn up in the insurance industry. 

In the 33rd Annual Report of the Commission, at pages 107-108, we 
discussed the cap~tal leveraged investm_ent companies in which half 
of the capital is supplied by income shareholders and half by ca-pital 
shareholders. At present there are 9 active capital leveraged companies 
in operation, including 1 open-end company. As of June 30,1968, they 
had total assets of over $450 million. The shares of seven of these com
panies are traded on the N ew York Stock Exchange or the American 
S.tock Exchange and at June 28,1068, their capital shares were selling 
at discounts ranging from 17.8 percent to 26.6 percent of net asset value. 

GROWTH OF INVESTMENT COMPANY ASSETS 

The following table illustrates the striking growth of assets of in
vestment companies over the years since the enactment of the invest
ment Company Act: 

• The applicability of the requirements of the Investment Company Act to vari
able annuity contracts was discussed in prior annual reports. Typically, a variable 
annuity contract provides payments for life commencing on a selected annuity date 
with the amounts of the annuity payments varying with the investment per
formance of equity securities which are set -apart by the insurance company in a 
separate account which is registered with the Commission as an investment 
company. The separate accounts now registered are either open-end management 
companies or unit investment trusts. 
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Number of investment compan'ics registereil undcr the Investment Company Act 
and their est'imated aggregate assets, in round a,mounts, at the end of each fiscal 
year, 1941 through 1968 

Fiscal year ended June 30 

1941 _____________________________ 
1942 _____________________________ 
1943 _____________________________ 
1944 _____________________________ 
1945 _____________________________ 
1946 _____________________________ 
1947 _____________________________ 
1948 _____________________________ 
1949 _____________________________ 
1950 _____________________________ 
1951- ____________________________ 
1952 _____________________________ 
1953 _____________________________ 
1954 _____________________________ 
1955 _____________________________ 
1956 _____________________________ 
1957 _____________________________ 
1958 _____________________________ 
1959 _____________________________ 
1960 _____________________________ 
1961- ____________________________ 
1962 _____________________________ 
1963 _____________________________ 
1964- ____________________________ 
1965 _____________________________ 
1956 _____________________________ 
1967 _____________________________ 
1968 _____________________________ 

Registered 
at beginnmg 

of year 

0 
436 
407 
390 
371 
366 
361 
352 
359 
358 
366 
368 
367 
369 
384 
387 
399 
432 
453 
512 
570 
663 
727 
727 
731 
727 
775 
842 

Number of compames 

Registered Registration 
during year terminated 

durmg year 

450 14 
17 46 
14 31 
8 27 

14 19 
13 18 
12 21 
18 11 
12 13 
26 18 
12 10 
13 14 
17 15 
20 5 
37 34 
40 34 
49 16 
42 21 
70 11 
67 9 

118 25 
97 33 
48 48 
52 48 
50 54 
78 30 

108 41 
167 42 

Registered 
at end of 

year 

436 
407 
390 
371 
366 
361 
352 
359 
358 
366 
368 
367 
369 
384 
387 
399 
432 
453 
512 
570 
663 
727 
727 
731 
727 
775 
842 
967 

Estimated 
aggregate 

malket value 
of assets at 
end of year 

(in millions) " 

$2,500 
2,400 
2,300 
2,200 
3,250 
3,750 
3,600 
3,825 
3,700 
4,700 
5,600 
6,800 
7,000 
8,700 

12,000 
14,000 
15,000 
17,000 
20,000 
23,500 
29,000 
27,300 
36,000 
41,600 
44,600 
49,800 
58,197 
69,732 

" The increase in aggregate assets reflects tho sale of new securities as well as capital appreciation. 

INVESTMENT COMPANY FILINGS REVIEWED 

As previously noted, investment companies offering their shares for 
sale to the public must register them under the Securities Act of 1933. 
The registration statements filed by such companies are reviewed for 
compliance with that Act as well as the Investment Company Act. 
Periodic and other reports must also be filed. Proxy soliciting mate
rial filed by investment companies is revimved for compliance with the 
Commission's proxy rules. The following table sets forth the nature and 
volume of filings processed during the past fiscal year: 

Typc of Material 
Ponding 
June 30, :Filed 

Pending 
rrocesscd June 30, 

lU67 1968 

Registration statements and post-{)ffectivc amendments 
under the Secumies Act of 1933 ______________________ 100 

RegIstration statements under the Investment Com-
1,058 993 165 

pany Act of IU40 _____________________________________ 58 142 88 112 
Proxy solICItIng matenaL _______________________________ 78 532 525 85 
Annual repol'ts _________________________________________ 602 557 802 357 Quarterly reports " _____________________________________ 51 1,059 922 188 
l->CllOdic reports to sharcholdms contauung hnanmal siaternents ____________________________________________ 266 1,585 1,679 172 COPlCS of sales htelature ________________________________ 354 2,799 2,992 161 

" Fonn N-IQ which went into effect January 1, 1968 requires that portfolio changes be reported on a 
qnarterly baSIS. 1'his accounts for the large increase In the penod. 
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Revision of Annual and Quarterly Report Forms 

During fiscal year 1968, the Commission adopted a revised annual 
report, Form N-1R, and a revised quarterly report, captioned Form 
N-1Q, for management investment companies. These forms are effec
tive for fiscal years and for calendar quarters, respectively, ending 
on and after Decembe~ 31,1967. 

The revision of Form N-1R prescribes attachments to the annual 
reports to be used by registra.nts to supply data to the Commission in 
a form readily adaptable for electronic data processing purposes. The 
attachments will enable the Commission to retrieve and analyze perti
nent financial data more efficiently by use of its computers. The 
processing will also enahle the Commission to screen on a continuing 
basis the information furnished in the alillual reports to ascertain the 
areas and the companies in which prdblems exist. 

The revised Form N-1Q includes a new item which requires man
agement investment companies to report on a· calendar quarterly basis 
the number of shares (or other unit) or principal amount of securities 
acquired for, or divested from, their portfolios during the reporting 
quarter. These ~eports provide the public and the Commission with 
valuable.information a)bout securities transactions of management in
vestment companies, and they will materially aid the Commission 
and others in conducting studies of these transactions and their impact 
in the market place. 

CONTROL OF IMPROPER PRACTICES 

Inspection and Investigation Program 

During the fiscal year, the Commission's staff conducted 102 invest
ment company inspections pursuant to Section 31 (b) of the Investment 
Company Act. Many of these inspections disclosed violations not only 
of the Investment Compa.ny 'Act but also of other statutes adminis
tered by the Commission. vVhile many of the violations uncovered dur
ing these examinations appear to have resulted from a lack of famil
iarity with the Investment Company Act and were soon corrected 
when brought to management's attention, a number of the violations 
were serious in nature. These included improper pricing practices, in
adequate disclosure conooming the activities of the investment com
pany and failure to observe established procedures for safekeeping 
company assets or to maintain adequate fidelity bond coverage for 
persons dealing with company assets. Inspections a,]so uncovered a 
number of instances in which self-dealing transactions had been ef
fected by affiliated persons in violation of Section 17 of the Act. 

The tremendous influx of money into the mutual fund industry and 
the proliferation of new funds have resulted in serious accounting and 
bookkeeping problems. In some cases flmds have priced shares inac-
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curately because their books were not in condition to enable them to 
compute a:ccurately their net asset value. A sudden avalanche of money 
into a fund may cause a breakdown of the bookkeeping system and 
result in small investors either paying too much when they buy shares 
or receiving too little when they redeem shares. In a recent inspection 
the staff found that a now fund was so flooded with orders that its 
books and records had become chaotic. As a result, no one was able to 
determine the fund's assets, much less their value. The fund there
fore suspended sales and hired a large staff of auditors to reconstruct 
its accounts from inception. 

Largely as an outgrowth of information obtained during inspec
tions, 8 private investigations were commenced during the fiscal year 
to develop facts concerning what appeared to be serious violations of 
the statutes administered by the Commission. 

Civil and Administrative Proceedings 

During the 1968 fiscal year, the Commission instituted three civil 
actions and one administrative proceeding involving investment com
panies. Two of the civil actions involved charges that companies were 
operating as investment companies without having registered under 
th£;\ Investment Company Act. Other proceedings previously instituted 
were concluded or progressed toward conclusion. 

Status Cases.-In S.E.O. v. Fifth Avenue Ooach Lines, Inc.,3 the 
Commission, alleging violations of the anti-fraud provisions of the 
Securities Act of 1933 and the Securities Exchange Act of 1934 and of 
certain provisions of the Investment Company Act, charged that Fifth 
Avenue had operated illegally as an unregistered investment company 
and that certain affiliated persons had misappropriated almost $5 mil
lion of the company's assets. The Commission sought an injunction 
against further violations of the Federa} securities laws, the appoint
ment of a trustee or receiver for the company, and certain other equi
table relief. 

Shortly after the close of the fiscal year, following a 6-week trial, 
the court found that Fifth Avenue had operated as an unregistered 
investment company since June 30, 1967, and should have registered 
as such. It enjoined three of the individual defendants, Victor Muscat, 
Edward Krock and Roy M. Cohn, from committing violations of the 
securities laws, and appointed a trustee-receiver to conduct the com
pany's affairs, register Fifth Avenue as an investment company, prose
cute suits for monetary damages against certain individuals and 
investigate and ascertain whether other actions can be maintained. In 
so doing, the court found that the defendants Muscat, Krock and Cohn 
had "conspired to use Fifth for their own purposes," that they had 

3289 F. Supp. 3 (S.D.N. Y., 1968). 
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evidenced a "marked propensity" to engage in "the sort of self-dealing 
and dealing with affiliated companies which the ... [Investment 
Company Act] was designed to prevent" and that, while most of the 
transactions charged did not i11volve fraud in the purchase or sale of 
securities, they involved "overreaching" and "flagrant violations of 
fiduciary duty." The opinion makes clear that the substantive provi
sions of the Investment Company Act, which by their terms only apply 
in the case of a "registered" investment company, can be violated by 
an affiliated person of an unregistered investment company which 
should have been registered. 

SiD;lilarly, i~ SE.O. v. Insttrance Investo1'8 I'rust 00.,4 the company 
was preliminarily enjoined from operating as an unregistered invest
ment company and was placed in temporary receivership. 

The 32nd Annual Report 5 discussed earlier stages of the litigation 
in S.B.O. v. S &; P National Oorporation, an injunctive action in which 
the Commission alleged that S & P and its wholly-owned subsidiaries 
were doing business as unregistered investment companies in viola
tion of the Investment Company Act and that reports filed by S & P 
pursuant to the Securities Exchange Act of 1934 were false and mis
leading. During the current fiscal year the defendants consented to 
the entry of final judgments enjoining future violations and appoint
ing a permanent trustee-receiver of the companies to succeed a tempo
rary trustee-receiver whose appointment had earlier been affirmed by 
the court of appeals.6 These judgments were part of a Plan of Settle
ment and Reorganization approved by the court 7 which also provided 
that the insider interests in S & P would be subordinated to the in
terests of outside public stockholders. In that connection the Plan 
contained provisions for an offer which had been made by S & P to its 
public stockholders to purchase their S & P shares at prices above the 
market prices of the shares in recent years.s The trustee-receiver was 
discharged, and after return of the companies to the control of their 
directors a Plan of Complete Liquidation and Dissolution was adopted 
by the companies and with modifications was approved by the court.9 

Transactions Involving Affiliated Persons.-In S.B.O. v. Talley 
Ind1tstries, Inc.,l0 following administrative proceedings in which the 
Commission had determined that purchases of the stock of General 

4 W.D. Ky., Civil Action No. 5753. 
• Pp.101, 117-118. 
• 360 F. 2d 741 (C.A. 2, 1966). 
f273F. Supp. 863 (S.D. N.Y., 1967). 
8 At the trustee-receiver's request and in view of this disparity in prices the 

Commission suspended trading in S & P stock during the final stages of the 
settlement negotiations. See 33d Annual Report, p. 20. 

• 285 F. Supp. 415 (S.D. N.Y., 1968). 
'°286 F. Supp, 50 (S.D. N.Y., 1968), rev'd. 388 F. 2d 396 (C.A. 2, 1968). 
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Time Corporation ("General Time") by American Investors Fund, 
Inc. ("Fund"), a registered open-end investment company, and Talley 
Industries, Inc. ("Talley"), an "affiliated person" of the Fund,ll con
stituted a "j oint arrangement" which violated Section 17 ( d) of the 
Investment Company Act and Rule 17cl-1 thereunder,12 the Commis
sion instituted suit in the District Court for the Southern District of 
N ew York to prevent Talley and the Fund from benefitjng from their 
unlawful stock purchases and to enjoin them and the Fund's invest
ment adviser from further violations. 

Talley had begun buying stock of General Time in December 1967 
with a view towards a merger of General Time with Talley. Three 
days after its first purchase, the president of Talley asked the presi
dent of the Fund if he would consider purchasing General Time stock 
for the Fund's investment portfolio. "Within a few days, the Fund 
began, through Talley's principal broker, to buy General Time stock 
and, over a period of 1% months, accumulated almost 10 percent of 
General Time's outstanding shares. There "was evidence that Talley 
curtailed its acquisitions of General Time stock until the Fund had 
concluded its purchases. Ultimately Talley acquired approximately 
12 percent of General Time's outstanding stock. 

The district court dismissed the Commission's complaint on the 
ground that Talley :md the Fund were not joint participants in a 
transaction because each had acquired its stock in separate purchases 
and had no interest in the shares held by the other. Shortly after the 
end of the fiscal year the Court of Appeals for the Second Circuit, 
noting the need for a liberal construction of Section 17 ( d), reversed 
anel remanded the case to the district court. It held that when a regis
tered investment company and an affiliated person engage in a plan to 
achieve together a substantial stock position in another company they 
can have effected a "transaction in which such registered company ... 
is a joint or a joint and several participant" with the affiliate even 
though there is no legally binding agreement between them. The court 
also held that the Commission, in seeking to implement Section 17 (d) 
by the general requirement of advance application for approval found 
in Rule 17d-1, had not exceeded the authority granted to it by 
Congress. 

The court of appeals noted that, although the case was not before it 
on a petition to review the Commission's order and therefore the pro-

U Since the Fund owned approximately 9 percent of the outstanding stock of 
Talley, the two companies were affiliated persons within the meaning of Section 
2 (a) (3) of the Investment Company Act. -

1ll The Commission' denied an application by Talley and the Fund for retroactive 
approval of the transactions. Inyestment Company Act Release No. 5358 (April 
I!), 1968). 
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vision of Section 43 (a) of the Act making the Commission's findings 
conclusive if supported by substantial evidence was not applicable by 
its terms, the principle of that rule "applies none the less." The court 
found that there was substantial evidence here to support those 
findings. 

On remand, the district court issued a final judgment of permanent 
injunction enjoining Talley and the Fund from effecting any trans
actions with respect to the securities of General Time which would vio
late Section 17 (d) and Rule 17 d-1 without haying first obtained an 
appropriate order from the Commission. The judgment, however, 
among other things, permitted Talley and the Fund to vote their Gen
eral Time shares (so long as they did not consult with regard thereto) 
and contained provisions enjoining Talley from disposing of General 
Time shares except on certain conditions designed to provide protec
tion for the Fund. The judgment also provided ,that, if Talley should 
decide to dispose of General Time shares in a manner other tha,n par
ticularized in the judgment, prior approval of the Commission and 
thereafter of the court would have to be obtained. General Time ap
pealed from this judgment; and the Court of Appeals for the Second 
Circuit held that General Time had no standing to do so, ruling that 
the section and rule were not intended to protect a portfolio company 
of an investment company.13 General Time has petitioned the Supreme 
Court for a writ of certiorari. 

The 33rd Annual Report discussed the district court's holding in 
the case of S.F.O. v. Sterling Preoi8ion Oorporation.14 On appeal by 
the Commission, the district court's grant of summary judgment in 
favor of Sterling was affirmed on the ground that an issuer's redemp
tion of securities owned by a registered investment company is not 
a "purchase" within the meaning of the prohibition against trans
,actions with affiliated persons contained in Section 17(a) (2) of the 
Investment Company Act. I5 Although it has been decided not to ask 
t.he Supreme Court to review t.his decision, the Commission has an
nounced ,that it still beEeves such transactions may be subject to Sec
tion 17(a) under appropriate circumstances and that it may raise the 
issue again if such action appears necessary.16 

Compen§8tion of Management.-An administrative action inyolv
ing Insurance Securities Incorporated ("lSI"), invest'ment adviser to 
Insurance Securities Trust Fund ("Trust Fund"), was settled during 
the year.17 For several years lSI had been billing the Trust Fund for 

13 CCH Fed. Sec. L. Rep. ~92. 303 (C.A. 2. Nov. 19. 19(8), 
14 276 F. Supp. 772 (S.D.N.Y., 10(7). See 33d A.nnual Report, p.ll1. 

.
,5 393 F. 2d 214 (C.A. 2. 1(}58) (including opinion on denial of rehearing). 
"Litigation ReI. No. 4100 (Sept. 3.1(68). 
17 Investment Company Act Release No. 5233 (January 11. 1968.) 
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the performance of what it called "brokerage services." The Commis
sion's staff took the position that many of these services should have 
been performed under the advisory contract between lSI and the Trust 
Fund and were covered by the compensation paid lSI as adviser. The 
Commission accepted an offer of settlement providing that lSI would 
only charge the Trust Fund actual costs of acting as broker. The set
tlement was retroactive to July 1, 1967, and also provided that lSI 
would be billed no more than $350,000 per year for 1968, 1969 and 
1970. For the year ended June 30, 1967, lSI had billed the fund over 
$1.3 million and had made a profit of over $1 million. 

While the Commission's formal investigation of lSI was in progress 
but before the administrative proceeding described above had actually 
been instituted, a representative and derivative shareholders' suit was 
filed attacking the same "brokerage services" and also charging that 
the management fees and sales loads charged were illegal and exces
sive.18 The district court requested the Commission's views on the fair
ness of a settlement that had been submitted to it by the parties subse
quent to the termination of the administrative proceeding. Shortly 
after the close of the fiscal year the court accepted the Commissions 
views and disapproved the settlement of this private action on the 
ground that it did not confer any significant benefit not already ob
j,n,ined by the Commission in the administrative proceeding. Appeals 
have been taken from this decision. 

Meaning of "Fundamental" Policy.-In Green v. Br01on/9 which 
involved certain requirements of the Investment Company Act relat
ing to investment policies, the Commission filed a brief as mrt/WU8 curiae 
in the Court of Appeals for the Second Circuit. Section 13 (a) (3) of 
the Act prohibits an investment company, in the absence of share
holder authorization, from deviating from any "fundamental" invest
ment policy recited in its registration statement filed under the Act. 
In this case an investment company had recited in its registration 
statement that it would not invest more than 20 percent of its combined 
capital and surplus in the securities of anyone issuer and that this 20 
percent policy could not be changed without shareholder approval. The 
plaintiff, a shareholder of the company, asserted that in two instances 
the company's directors violated Section 13 (a) (3) by causing the com
pany, without prior shareholder approval, to make investments which 
were in excess of the 20 percent limitation. After the institution of suit, 
the company's shareholders ratified the challenged investments. 

The district court held that Section 13 (a) (3) had not been violated 
because the company's registration statement had not used the word 
"fundamental" in describing the 20 percent policy. The court· also 

18 Norman v. McKee, 290 F. Supp. 29 (N.D. Cal., 1008). 
19 276 F. Supp.753 (S.D. N.Y., 1(67), remanded, 398 F. 2d 1006 (C.A. 2, 1(68). 
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stated that the ratification by the shareholders was a valid defense to 
the suit. 

The Commission, disagreeing with the decision of the district court, 
urged on appeal that when an investment company declares in its 
registration statement filed under the Act that a particular investment 
policy may not be changed without shareholder approval, that policy 
is a "fundamental" policy within the meaning of Section 13 (a) (3) . 
The Commission also urged that the challenged investments, both 
of which consisted of loans, violated Section 21(a) of the Act which 
prohibits a management investment company from making loans that 
are not permitted by the investment policies recited in the company's 
registration statement (Section 21 (a) had not been considered by the 
district court). In addition, the Commission took the position that 
shareholder ratification cannot immunize investment company direc
tors from liability resulting from their prior violations of the Act. 
Shortly after the close of the fiscal year the court of appeals, without 
deciding any of these questions, remanded the case to the district court 
for further consideration in light of, among other things, the issues 
raised by the Commission. In so doing, the court stated that the dis
trict court had construed the Act "in a way that is at least question
able, without the benefit of the Commission's views," and that certain 
considerations urged by the Commission were "weighty." 

APPLICATIONS FOR COMMISSION ACTION 

Under Section 6 (c) of the Act, the Commission, by rules and regu
lations, upon its own motion or by order upon application, may exempt 
any person, security, or transaction from any provision of the Act if 
and to the extent such exemption is necessary or appropriate in the 
public interest and consistent with the protection of investors and the 
purposes fairly intended by the policy and provisions of the Act. Other 
sections, such as 6(d), 9(b), 10(£), 17(b), 17(d), and 23(c), contain 
specific provisions and standards pursuant to ~which the Commission 
may grant exemptions from particular sections of the Act or may 
approve certain types of transactions. Also, under certain provisions 
of Sections 2, 3, and 8, the Commission may determine the status of 
persons and companies under the Act. One of the principal activities 
of the Commission in its regulation of investment companies is the 
consideration of applications for orders under the above sections. 

During the fiscal year, 257 applications were filed under these and 
other sections of the Act, and 261 applications were disposed of. As 
of the end of the year, 151 applications were pending. The following 
table presents a breakdown, by sections involved, of the number of 
applicaJtions filed and disposed of during the year and the number 
pending at the beginning and close of the year. 
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Applications filed with or acted upon by the Commission under the Investment Company 
Act during the fiscal year ended June 30, 1968 

Pend· 
Sections Subject ing Filed 

July 1, 
1967 

Pend· 
Closed ing 

Juno 30, 
1968 

------1------------------------
3,6 .. _____ ._._._. 
7 ... _ .. _____ ._ ... 
8(f) ••••• _._ •• _ •• _ 
9,10,16 ..... _ .. _. 

12, 13, 11 (a) , 15 __ 

11,25 ........ _ .. . 

17._._._._ ...... . 
18,19,21,22,23 .. . 

27 •••. ____ ...... . 
28 ..•.. _____ .... . 
30 ..•.. _____ ._ .. . 

Status and exemption_ .. ___ •.......... _. ___ ....•.... 
Registration of investment companies •.... _._ ..•... _ 
Termination of rcglstratlOn __ .. _ ....... _. _____ ..•.... 
Regulation of affiliation of directors, officers, em· 

ployees, investment advisers, underwriters, and 
others .. _ .• _ ... _._ ... __ . __ ... __ .. ____ . ______ ..•.... 

Regulation of functions and activities of investment companlcs ______ ._. ___________________ . _____ .w ___ _ 

Regulation of securities exchange offcrs and reorgan· 
ization matters _. ________________ . _______________ _ 

Regulation of transactions with affiliated persons __ .• 
Requirements as to capital structurc, loans, distrl· 

butlOns and redemptIOns and related matters. 
Periodic payment plans ____ . ___ ......... _____ ..... __ 
Regulation of face·amount certificate companies_._ .. 
PeriodIC other reports_ .....•.... _ ..... _ ..... ___ ..... 

TotaL .. ___ ._ ............ __ • _____ ..... _._._._._._ ...... __ ...... _ 

30 
2 

31 

3 

13 

3 
24 
6 

--
115 

73 58 45 
1 2 1 

52 43 40 

12 9 6 

21 22 12 

1 2 2 
48 47 25 
41 31 16 

3 3 1 
0 0 1 
5 44 2 

------
257 261 151 

Some of the more significant matters in which applications were 
considered 'are summarized below: 

Transactions Involving Affiliated Persons.-An exemption from 
Section 17 (a) was requested by Berkshire Industries, Inc. to permit 
the merger into it of its 91 percent owned subsidiary, American
Hawaiian Steamship Company, a registered investment company. The 
merger plan as originally submitted provided that the public stock
holders of American-Hawaiian would receive $275 cash in exchange 
for each share of American-Hawaiian. Extensive testimony was taken 
over a 5-month period as to the value of American-Hawaiian's assets 
and stock to determine principally whether the price of $275 was rea
sonable and fair. The merger plan was amended twice during the 
progress of the hearings to increase the price per share to be paid to 
the minority stockholders to $375 and then to $575. 

American-Hawaiian's principal asset consists of an 11,600 acre tract 
in Southern California being developed into a planned community or 
new city to be known as Westlake which is projected to have over 
70,000 residents. American-Hawaiian's assets also include a lh interest 
in two large New York City office buildings, a manufacturing sub
sidiary and portfolio securities. 

One of the crucial issues at the hearings involved the proper 
appraisal techniques to be used in valuing Westlake. The appraisals 
of four qualified real estate experts ranged from approximately 43 
million dollars to a maximum of 130 million dollars. The parties 
waived an initial decision by the hearing examiner and briefs were 
submitted to the Commission. 

A merger of two of the largest closed-end investment companies, 
Electric Bond and Share Company and American and Foreign Power 
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Company Inc., discussed in last year's annual report,20 was approved 
by the Commission during the 1968 fiscal year.21 The Commission found 
the terms to be reasonable and fair and not to involve overrea.ching 
on the part of any person concerned. Among the matters dealt wi,th 
in the Commission's opinion were the reliability of the market price 
of a security as an indicator of the investment value of that security 
when there have been substantial yearly purchases and sales of that 
security by an affiliated person; the impact on the market price of a 
security of a dividend that is a return of capital to shareholders of that 
security; t.he treatment of recurring capital gains as an income stream; 
ractors affecting the quality. of earnings and assets; the valuation of 
operating companies; the valuation of the dollar obliga;tions of several 
Latin American countries; and the issuance of certificates of contin
gent interest. 

Offer of Exchange.-Sections 11 (a) and (c) of the Act require 
prior Commission approval, irrespective of ,the basis of exchange, when 
an offer of exchange of a security issued by an open-end company is 
made for a security issued by a registered unit investment trust. In an 
opinion issued after the close of the fiscal year, the Commission denied 
approval to a proposed exchange offer under the principal terms of 
which certificate holders of a "fixed trust" could have redeemed their 
interests and had the proceeds applied to the acquisition of shares of 
an affiliated open-end management investment company ("fund") at 
net asset value without payment of a sales load.22 The portfolio of the 
fixed trust was limited by the terms of the trust indenture to the shares 
of 28 named companies without management discretion to vary its 
composition, while the portfolio of the fund was flexible. 

A trust certificate holder who accepted the proposed offer would have 
incurred redemption charges and possible capital gains taxes, and his 
fund interest, unlike his interest in the trust, would have been subject 
to an annual advisory fee of approximately 1/2 of 1 percent.of its value. 
The fund and the sponsor of the trust argued that the proposed ex
change would nevertheless be beneficial because the fund's portfolio 
management could be obtained without payment of another sales load 
and because of asserted disadvantages of continued investment in the 
trust, arising out of the various "archaic, uneconomic and wasteful" 
provisions contained in the trust indenture which, they claimed, to
gether with the trust's assertedly inferior investment performance 
made it unattractive to many of its investors. 

The Commission, denying the application, cited testimony by the 
fund's president that, although the trust had performed "relatively 

2. See pp. 11(;-117. 
"Investment Company Act Release No. 5215 (December 28, 1967). 
22 Investment Company Act Release No. 5509 (October 11, 1968). 
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poorly" in the last few years, investors in it had made money and were 
basically pleased, and noted that, despite the fact that the trust inden
ture contained provisions permitting its amendment, no attempt had 
been made to eliminate archaic features except as part of efforts to 
convert the trust into a management company. 

The Commission concluded that the snbmission of the proposed 
offer to certificate holders of the trust would be inequitable since it 
would require them to choose between retaining their interests in the 
trust as presently constituted, without modifications of the trust in
denture which applicants themselves had recognized to be desirable, 
or transferring to a new investment vehicle with attendant costs and 
continuing management fees. It indicated that if appropriate efforts 
were first made to achieve curative changes and all or some of them 
were effected, a trust investor then offered an exchange into fund shares 
would be able to make an evaluation different from that entailed in 
the present offer under which he would likely be influenced by 
the presence of the archaic features of the trust. It therefore denied 
approval of the offer but stated that such denial would not preclude 
the submission to it of a new proposal which would overcome the 
deficiencies it had found. 

"Scholarship" Plans.-Issuers of "Scholarship" plans registered 
nnder the Investment Company Act requested exemptions to permit 
such plans to be offered to investors. After the end of the fiscal year, 
the Commission granted certain exemptions to The Trust Fund Spon
sored by The Scholarship Club, Inc.23 In general, under the plan each 
investor becomes a member of the Scholarship Club, agrees to open 
a savings account in his own name in a Federally insured bank or 
savings and loan association and to pay into it either a lump sum or 
monthly deposits, and designates a child under 9 years old as the bene
ficiary of his plan. The investor further agrees that all earnings ac
cruing to the account will vest in and be transferred to the fund 
sponsored by the Scholarship Club to be invested by it and ultimately 
distributed for the benefit of the student beneficiaries designated by 
investors. The account's principal may be withdrawn by the investor 
at any time; but such withdrawal will terminate his plan and result 
in forfeiture by him of earnings on the account theretofore transferred 
to the fund as well as the elimination of the investor's designated 
beneficiary from any participation in the assets of the fund. Amounts 
forfeited by investors are to be added to the distributions to pe ap
plied against the 2nd, 3rd and 4th year college expenses of those bene
ficiaries who meet the plan's qualifications. The staff opposed the 
application for exemptions. 

23 Investment Company Act Release No. 5424 (October 25, 1968). 

327-506--68----10 
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The exemptio.n o.rder issued by the Co.mmissio.n permits the fund to. 
o.perate with investo.rs having o.ne vo.te per plan o.wned and electing 
a majo.rity o.f the dIrecto.rs; permits the issuance o.f perio.dic payment 
plans which will no.t be fully redeemable; permits a deductio.n o.f 
amo.unts o.f sales lo.ad to. be made o.ver a 3-year perio.d altho.ugh amo.unts 
deducted in the 3rd year differ pro.po.rtio.nally fro.m amo.unts deducted 
in the first 2 years; and permits sales no.twithstanding that by the 
nature o.f the plans their net asset value may no.t be specifically de
termined. In granting these exemptio.ns, the Co.mmissio.n stated that 
it was no.t undertaking to. determine whether the plan's pro.po.sed 
o.peratio.n is a go.o.d way fo.r parents to. pro.vide fo.r the co.llege educa
tion o.f their children and it also. made clear that it co.nsidered full, 
adequate and info.rmati ve disclo.sure _ in the plan's pro.spectus and 
sales literature to. be a critical requirement. 

Merger of Two Exchange Funds into a Mutual Fund.-Two. "ex
change funds," o.ne o.f which was the first such fund to. register under 
the Investment Co.mpany Act, were permitted to. be merged into. an 
existing o.pen-end fund who.se shares are co.ntinuo.usly o.ffered to. the 
public.2± "Exchange funds" are o.pen-end investment co.mpanies which 
o.btain their initial po.rtfo.lio o.f securities in a tax-free exchange in 
which investo.rs transfer securities, usually with a substantial un
realized appreciatio.n, fo.r shares o.f sto.ck o.f the fund.25 

Upo.n co.mpletio.n o.f their initial public o.fferings the co.st-to.-market 
value o.f the po.rtfo.lio.s of both exchange funds involved in this merger 
was less than 15 percent. The Co.mmission was co.ncerned that any 
subsequent investors who. paid cash to. acquire the shares o.f either fund 
might be subjected to. a large indirect tax liability. Thus it required, 
as it did with all subsequently fo.rmed exchange funds, that they no.t 
offer any o.f their shares to. the public after the initial depo.sit o.f po.rt
fo.lio. securities witho.ut prio.r Co.mmissio.n appro.val. 

A merger into. a fund which continuo.usly o.ffers its shares to. the 
public falls within this pro.hibitio.n. Therefo.re, the funds filed appli
catio.ns fo.r (1) exemptio.ns pursuant to. Section 6 ( c) to permit the 
mutual fund to continue to sell its shares to the public and (2) for 
o.rders pursuant to. Sections 17 (b) and (d) and Rule 17d-l to permit 
the merger since the transactio.n involved affiliated persons. At the 
time of the merger both exchange funds had eliminated most of the 
appreciated securities fro.m their portfo.lio.s through gradual turn
o.ver o.f securities and thus all three co.mpanies had abo.ut the same 
amo.unt o.f unrealized appreciatio.n. The Co.mmission, finding that 

24 Investment Company Act Release No. 5407 (June 19,1968). 
25 An amendment of Section 351 of the Intern:al Revenue Code makes further 

formation of exchange funds impractical since the exchange is no longer tax 
-free. 
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none of the investment companies would be treated less advantage
ously than any other and that the transaction was fair and reasonable 
and involved no overreaching on the part of any person concerned, 
approved the merger. 

Restructuring of Certain SBIC's.-Under Section 12( e) of the In
vestment Company Act, a registered investment company may utilize 
up to 5 percent of the value of its assets to purchase or otherwise acquire 
any securities issued by another investment company engaged in the 
business, among others, of financing promotional enterprises or pur
chasing securities of issuers for which no ready market is in existence 
provided that certain other conditions are met. 

In order to provide a framework in which investment companies 
can retain and operate a portion of their assets under the Small Busi
ness Administration program and at the same time free the major 
portion of their assets to enable them to take advantage of investment 
opportunities not contemplated under that program, the Commission 
granted conditional exemptions sq as to permit the restructuring of 
two publicly owned small business investment companies.26 The com
panies, with the concurrence of the Small Business Administration, 
created wholly owned subsidiaries to which they transferred their SBA 
licenses and certain of their assets. The exemptions permit the parent 
to invest in its SBIC subsidiary if the aggregate value of its existing 
investment plus the cost of any additional investment does not exceed 
25 percent of the value of the parent's total assets on a corporate basis. 
The parent remains a registered closed-end investment company and 
will be free to invest the major portion of its assets in investments of 
a type ineligible under the Small Business Investment Company Act. 
Its subsidiary SBIC which will also be registered as a closed-end in
vestment company will invest in assets of a type eligIble under the 
SBIC Act and will retain the preferred tax treatment available to 
SBIC's and the ability to borrow from the SBA. 

Bank Commingled Accounts.-The 32nd Annual Report dis
cussed the Commission's order granting certain exemptions with re
spect to the Commingled Investment Account to be operated by the 
First National City Bank of New York as a collective in vestment 
fund under regulations of the Comptroller of the Currency.21 The N a,

tional Association of Securities Dealers, Inc. ("NASD") filed a peti
tion to review this order in the Court of Appeals for the District of 
Columbia Circuit.28 In November 1967, following oral argument, a 

,. Investment Company Act Release Nos. 5353 (April 22, 1968) and 5423 (July 
1,1968). 

'" See pp.104-5. First Nat'ional City Bank, Investment Company Act Release No. 
4538 (March 9,1966). 

28 NASD v. SEC, C.A.D.C., No. 20,1G4. 
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panel of the court dismissed the petition on the ground that the NASD 
had no standing to seek review of the Commission's order. A petition 
for rehearing by the court en banc was granted, but the court 8ub
sequently vacated both the order granting rehearing and the judg
ment and opinions of November 1967 "in order to permit reconsidera
tion by the assigned division." The case is awaiting decision. In an
other proceeding involving the same Commingled Account, Invest
ment Oompany Institute v. Oamp,29 in which the Commission has not 
participated, the District Court for the District of Columbia has held 
that the Banking Act of 1933 precludes banks from commingling man
aging agency accounts. First National City Bank is appealing that 
decision. 

Control Determinations.-The 32nd Annual Report 30 discussed the 
Commission's opinion and order denying an application filed pursuant 
to Section 2(a) (9) ofthe Investment Company Act by a stockholder of 
four investment companies for which Investors Diversified Services, 
Inc. ("IDS") serves as investment adviser and principal underwriter. 
The application had sought a Commission determination that certain 
persons were in control of IDS and of a company ,yhich controlled 
IDS. On petition for review of the Commission's order, the Court of 
Appeals for the Second Circuit held 31 that it had jurisdiction, pursu
ant to the judicial review provisions of the Act, to review a Commis
sion determination under Section 2 (a) (9) with respect to control. 
Finding that the Commission's decision was supported by substantial 
evidence, the court affirmed the Commission's order. 

CHANGES IN RULES RELATING TO STATUS OF VARIOUS INVESTMENT 
COMPANIES 

Amendment of Rule 3c-2 To Permit Greater Participation by Investment Com
panies in the Securities of Unregistered Small Business Investment Companies 

After .the close of the fiscal year the Commission adopted an amend
ment to Rule 3c-2 .to permit registered investment companies to own 
more than 10 percent of any unregistered SBIC without requiring the 
SBIC to register under the Act.32 Section 3 (c) (1). excludes from the 
definition of an investment company an issuer with less than 100 bene
ficial owners of securities if certain other criteria are srutisfied. How
ever, under that Seotion the stockholders of a company which owns 
more than 10 percent of the issuer's securities would be included as 
beneficial owners of the issuer's securi>ties. Rule 3c-2 previously per
mitted companies with more than 100 shareholders, other than regis
tered investment companies, to invest up to 5 percent of their assets 

20 274 F. SuPp. 624 (D.D.C .• 1967). 
30 See pp. 106-107. 
31 388 F. 2d 964 (1968). 
so Investment Company Act Release No. 5452 (August 5, 19(8). 
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in unregistered SBIC's without requiring the registration of the 
SBIC's. The amendment extends the exclusion provided by Rule 3c-2 
to ownership of more than 10 percent of an SBIC's securities by a reg
istered investment company if, and so long as, the value of all secu
rities of SBIC's owned by the registered investment company does not 
exceed 5 percent of the value of its assets. 

New Rule 6c-1 To Qarify Status of Foreign Subsidiaries 

Rule 6c-1 adopted by the Commission 33 provides an exemption from 
,the Investment Company Act for certain "finance" subsidiaries of Unit
ed States corporrutions organized primarily for the purpose of financ
ing the foreign operations of their parent companies through the sale 
of debt securitjes to foreign investors. The finance subsidiaries were 
designed, consistent with the requirements of the programs instituted 
by the President in February 1965 and January 1968, to raise capital 
abroad for the foreign operations of United States corporations in a 
manner which would not adversely affect the balance of payments 
position of the United States. 

In order to clarify the strutus of a finance subsidiary under the In
vestment Company Act, it was necessary in the past for the company 
and its parent to file a request for exemption from the Act in each case. 
The result was that 50 such companies had filed applica'tions and re
ceived exemptive orders from the Commission. The adoption of Rule 
6c-1 provides an automatic exemption for companies which meet the 
qualifications of the rule. So long as the terms of any underwriting 
agreement prohibit offers and sales to members of the public who are 
United States nationals or residents, !transactions among United States 
underwriters and dealers partici.pating in an initial distribution will 
not disqualify a subsidiary. 

OTHER DEVELOPMENTS 

New Illycslment Companies With Unusual Investment Policies 

During the fiscal year two "venture capital companies" registered 
under the Investment Company Act. These closed-end companies in
tend to focus their investments in the securities of unseasoned or newly 
organized corporations in technological and scientific fields. In this 
manner they expect to offer an additional source of financing for com
panies offering innovative products and services and also to provide 
the public with an opportunity to participate in these investments. The 
venture capital companies hope to perfOlm relatively independently 
from the securities markets in general. A third company, which regis
tered as an open-end company, will invest between 10 to 15 percent of 
its assets in industries of developing countries that are related directly 

"" Investment Company Act Release No. 5330 (March 25, 1968). 
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to world food and population problems. Typical of such investments 
would be securities of firms processing food, manufacturing fertilizer, 
hrm machinery and irrigation equipment, and firms engaged in land 
development. The balance of the company's portfolio will be invested 
in securities of domestic companies and will not be so limited. 

Funds with Multiple Advisers 

During the fiscal year two open-end funds with multiple advisers 
filed registration statements under the Act. At year's end, only one 
such fund ,,;as offering its shares to the public; the registration state
ment of the other had not yet become effective. The assets of the fund 
n,re n,llocatecl by the principal mn,nager among a number of inde
pendent portfolio managers, en,ch of whom manages a segment. New 
money received from the continuous offering of the fund's shn,res will 
be allocated, on the basis of respective investment performances, among 
those portfolio nmnagers who hn,ve outperformed the Dow-Jones In
dustrial Average during the preceding four qun,rters. The fund man
ager may, subject to the approval of the fund's board of directors, 
replace a portfolio manager whose perfonnance is unsatisfactory. 

The fees payahle to each portfolio manager will range from 118 to l/Z 

of 1 percent of the average value of the net assets of that portion of 
the fund mann,ged by such manager. Such fee rates are lower than the 
present fee rates of other funds which are managed exclusively by the 
portfolio managers. However, the total management fee rate of the 
multiple adviser fund may be higher than the customary rates paid 
by more conventional funds because of the overriding management fee, 
ranging from 14 to % of 1 percent of the average net asset value of 
the fund, which the fund pays its principal manager. 



PART VI 

REGULATION OF PUBLIC·UTILITY HOLDING COMPANIES 

Under the Public Utility Holding Company Act of 1935, the Com
mission regulates interstate public-utility holding-company systems 
engaged in the electric utility business and/or in the retail distribution 
of gas. The Commission's jurisdiction also extends to natural gas pipe
line companies and other nonutility companies which are subsidiary 
companies of registered holding companies. There are three principal 
areas of regulation under the Act. The first includes those provisions 
of the Act which require the physical integration of pUblic-utility 
companies and functionally related properties of holding-company 
systems and the simplification of intercorporate relationships and 
financial structures of such systems. The second covers the financing 
operations of registered holding companies and their subsidiaries, the 
acquisition and disposition of securities and properties, and certain 
accounting practices, servicing arrangements, and intercompany trans
actions. The third area of regulation includes the exemptive provisions 
of the Act, provisions relating to the status under the Act of persons 
and companies, and provisions regulating the right of persons affiliated 
with a public-utility company to become affiliated with a second such 
company through the acquisition of securities. 

COMPOSITION OF REGISTERED HOLDING-COMPANY SYSTEMS 

At the close of the 1968 fiscal year, there were 25 holding companies 
legistered under the Act. Of these, 21 are included in the 17 "active" 
registered holding-company systems, 4 of the 21 being subholding 
utility operating companies in these systems.1 The remaining 4 regis
tered holding companies, which are relatively small, are not considered 
part of "active" systems.2 In the 17 active sytems, there are 89 electric 
and/or gas utility subsidiaries, 47 nonutility subsidiaries, and 15 in-

1 The four subholding companies are Louisiana Power & Lig·ht Company, a 
public-utility subsidiary of Middle ,South Utilities, Inc.; The Potomac Edison 
Company and Monogahela Power Company, public-utility subsidiaries of Alle
gheny Power ,System, Inc.; and ·Southwestern Electric Power Company, a public 
utility subsidiary of Central and South West Corporation. 

2 These holding companies are British American Utilities Corporation; Kinzua 
Oil & Gas Corporation and its subholding company, Northwestern Pennsylvania 
Gas Corporation; and American Gas Company and Standard Gas & Electric 
Company, which are in the process of dissolution. 
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active compa,nies, or a total, including the parent holding companies 
IWcl the subholcling companies, of 172 system companies. The follo,ving 
table shows the number of active holding companies and the number 
of subsidiaries (classified as utility, nonutility, and inactive) in each 
of the active systems as of June 30, 1968, and the aggregate assets of 
these systems, less valuation reserves, as of December 31, 1967. 

Classification of assets as of June 30, 1968 

Aggregate 
Solely Regis- Electric System 

Registered holding regis- tered and/or Non- Assets, 
company systems tered holding gas utility Inactive Total Less 

holding operat- utility subsid- com- COm- Valuation 
Name com· mg subsid- iaries panics p~nies Reserves, 

pamos com- laries at Dec. 31, 
panies 1967· 

(thousands) 
----------------

1. Allegheny Power System, Inc. ______________________ 1 2 9 5 1 18 $838,692 
2. American Electric Power 

Company, Iuc ____________ 1 0 13 
3. American Natural Gas 

10 1 25 2,155,753 
Company ________________ 1 0 3 4 0 8 1,312,781 

4. Central and South West CorporatIOn ______________ 1 1 4 1 1 8 953,438 
5. Columbia Gas System, 

1,632,948 Inc., The _________________ 1 0 11 9 0 21 
6. Consolidated Natural Gas Company ________________ 1 0 4 2 0 7 1,037,798 
7. Delmarva Power & Light Compauy _______________ . 0 1 2 0 0 3 280,429 
8. Eastern Utilities Assoclates_ 1 0 4 0 2 7 121,178 
9. General Public Utilities -Corporation ______________ I 0 5 4 0 10 1,509,594 

10. Middle South Utilities ______ 1 1 6 1 3 12 1,365,039 

11. National Fuel Gas Company ________________ 1 0 3 2 0 6 300,549 
12. New England Electric System ___________________ 1 0 13 1 0 15 870,126 
13. Northeast Utilitles _________ 1 0 8 7 6 22 521,152 
14. Ohio Edison Company _____ 0 1 3 0 0 4 811,552 
15. Philadelphia ElectIic 

Power Company _________ 0 1 1 0 1 3 58,837 
16. Southern Company, The ___ 1 0 5 2 0 8 2,297,060 
17. Utah Power & Light Company ________________ 0 1 1 0 0 2 361,978 -------- --------Subtotals ________________ 13 8 95 48 15 179 16,428,907 
Adjustments (a) to eliminate 

duplication in company 
count and (b) to add the net 
assets of seven jointly owned 
companies not included above , ______________________ 0 0 -6 -1 0 -7 356,369 

----._--------------
Total companies and 

assets in active systems ________________ 13 8 89 47 15 172 16,785,276 

• Represents the consolidated assets, less valuation reserves, of each system as reported to the Commission 
on Form U5S for the year 1967. 

, These seven companies are Beechbottolll Power Company, Inc. and Windsor Power House Coal Com
pany, which are indirect subsidiaries of American Electric Power Company, Inc. and Allegheny Power 
System, Inc.; Ohio Valley Electric Corporation and Its subsidiary, Indiana-Kentucky Electric Corpora
tion, which are owned 37.8 percent by American Electric Power Company, Inc., 16.5 perceut by Ohio 
Edison Company, 12.5 percent by Allegheny Power System, Inc., and 33.2 percent by other companies; 
The Arklahoma Corporation, which is owned 32 percent by the Central and South West Corporation sys
tem, 34 percent by the Middle South Utilities, Inc. system, and 34 percent by an electric utility company 
not associated with a registered system; Yankee Atomic Electric Power Company and Connecticut Yankee 
Atomic Power Company, statutory utility subsidiaries of Northeast Utilities and New England Electric 
System. 
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SECTION 11 MATIERS IN REGISTERED HOLDING-COMPANY SYSTEMS 

In S.E.O. v. New England Electric System ("NEES"),3 the Su
preme Court reversed the previously reported 4 decision of the Court 
of Arppeals for the First Circuit 5 and directed affirmance of the Com
mission's order requiring NEES to divest itself of its gas properties 
and, thus, to limit its operations to a single integrated utility system 
as required by Section 11 (b). The Commission had rejected NEES' 
assertion that the gas properties could not be independently operated 
"without the loss of substantial economies" 6 and that it was there
fore entitled to retain the additional system under Clause (A) of 
Section 11(b) (1), but the court of appeals had found the Commis
sion's analysis deficient. 

In finding adequate basis in the record to support the Commission's 
conclusions, the Supreme Court noted that the Commission had 
"weighed NEES' estimated $1,100,000 losses in relative rather than 
absolute terms, calculating the losses as a percentage of NEES' 1958 
revenues, expenses, and income," and had then compared the estimated 
loss ratios to those which had been shown in prior divestment cases. 
The Court held: "It was w\311 within the range of the Commission's 
administrative discretion to use the loss ratios, as it did, 'as a guide 
in adjudicating the pending case.' ... The Commission in its expert 
judgment may so employ evaluative factors it considers relevant." 
(Footnotes omitted.) 

Similarly, the Court upheld both the Commission's consideration of 
data concerning the operations of other gas companies in the same 
geographic area and its determination, in light of such data, that 
NEES had failed in its attempt "to sustain its burden of showing that 
the separated gas system would wither into critical health .... " The 
Court stated: "It cannot be a basis for finding error that the Commis
sion found the attempt [by NEES] unpersuasive, given the gas sys
tem's size, and the prognosis of efficiencies comparable to those 
achieved by the independents." (Footnotes omitted.) 

The court also found support for the Commission's findings "that 
the projected $1,100,000 loss of economies did not in fact take into 
account any offsetting benefits" which might be expected to result from 

3390 U.S. 207 (1968). 
• 33d Annual Report, p. 121. 
5376 F. 2d 107 (1967). 
• In an earlier opinion the court of appeals had disagreed with the Commis

sion's interpretation of the phrase "loss of substantial economies" and had re
versed the Commission's divestment order. see 346 J!'.2d 399 (1965), but the 
Commission's view was sustained by the Supreme Court which at that time 
remanded the case to the court of appeals for further consideration, 384 U.S. 176 
(1966). See 32d Annual Report, p. 77; 31st Annual Report, PI!. 86-87. 
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competition between gas and electric companies serving the same areas 
now under common holding-company management.7 

As reported previously,S on November 3, 1966, Pennzoil Oompany, 
a registered holding c()mpany, and United Ga-s Oorporation, its gas 
utility subsidiary, jointly filed a plan with the Commission pursuant 
to Section 11(e) of the Act, which superseded an earlier plan. The 
plan provided for the consolidation of Pennzoil and U nired to form 
a single corporation through an exchange ()f common stock of Penn
zoil and United for securities of the consolidated company. The pro
ceedings on the plan were consolidated with proceedings instituted 
by the Commission under Sections 11 (b) (1) and 11 (b) (2). On Febru
ary 7, 1968, the Commission issued its Findings and Opinion disap
proving the plan.9 It held that the proposed exchange was not fair 
to the common stockholders of United and the plan did not satisfy the 
requirements of Section 11(b) (1). Pursuant to Section 11(b) (1), the 
Commission ordered Pennz()il to dispose of United's retail gas distri
bution facilities, holding that "the elimination of Pennzoil as a hold
ing company upon effectuation of the plan would merely alter the 
form of common control and ownership under these circumstances. 
Neither in law nor as a ill atter of statutory discretion can we regard 
such modal rearrangements as a permissible technique for avoiding the 
provisions of Section 11 (b) (1)." 

Pennzoil and United amended the Section 11 ( e) plan, agreeing to 
the disposition of the gas distribution properties by the consolidated 
company and revising the terms of the exchange with respect to the 
common stock of United, and, as thus amended, the plan was approved, 
subject to a reservation of jurisdiction with respect to certain mat
ters.10 

The consolicbtion of Pennzoil and United became effective on April 
1, 1968, and the Commission issued an order under Section 5 ( d) of the 
Act terminating the registration of Pennzoil as a holding company 
and reserving jurisdiction in respect of the disposition of the gas 
distribution properties and the refinancing of the $214,975,000 of 

"For the status of simHar Section l1(b) (1) problems of other registered 
holding companies which have not been disposed of, see 31st Annual Report, 
p. 87; 27th Annual Report, p. 104. 

8 See 33rd Annual Report, p. 121; 32nd Annual Report, pp. 77-78. 
• Pcnnzo-i! Company. Holding Company Act Hplcase No. 15963. 
,. Pennzoil Oompany, Holding Company Act Release No. 16014 (March 21, 

19G8). Pennzoil Company, Holding Company Act Release No. 15980 (February 21, 
1(68) . The Commission's order was approved and enforced by the U.S. District 
Court for the District of Delaware. In re PemLZoil Oompany, 68 Civ. 3485 
(March 22, 1968). 
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Pennzoil debt, maturing in June and July 1968, which the consolidated 
company assumecl.H 

In N orthea.st Utilities, the Commission, on August 7, 1D67, approved 
a Section 11 (e) plan proposing the elimination of the publicly-held 
minority irterests in The Connecticut Light and Power Company and 
The Hartford Electric Light Company, two subsidiary companies of 
Northeast Utilities.12 The Commission presently has under considera
tion another Section 11 (e) plan filed by Northeast Utilities proposing 
the elimination of the publicly-held minority interest in Holyoke 
,Vater Power Company, also a subsidiary COmp[LllY of Northeastp 

In American Gas Oompany, the Commission approved Part II of 
the plan of liquidation and dissolution pursuant to Section 11 (e) of 
the Act.14 The Commission found, among other things, in accordance 
with established precedents, that no redemption premium was payable 
for prepayment of American's bonds and that payment of principal 
and accrued interest thereon was fair and equitable.15 Upon consum
mation of Part II, the Commission entered an order terminating the 
registration of American as a holding company.16 

After the acquisition of more than 97 percent of the common stock 
of Michigan Gas and Electric Oompany ("MGE") by American Elec
tric Power Oompany, as permitted by the Commission's order dated 
July 24, 1967,17 American and MG E filed a Section 11 (e) plan for the 
elimination of the outstanding minority interest held by the public in 
the MGE stock through the payment therefor of $115 for each seven 
shares held, the same price approved as reasonable in the Commission's 
earlier order. After the end of the fiscal year, the Commission issued 

11 On June 11, lOGS, thc Commission issued an order authorizing Pennzoil 
United, Inc. to issue and sell certain debentures and notcs to banks aggregating 
$280 million which was applied, in part, to the payment in full of the $214,-
975,000 principal amount of indebtedness and jurisdiction in this respect was 
released. Pennzoil Company, Holding Company Act Release No. 16089 (June 11, 
1968) ; Pennzoil United, Inc., Holding Company Act Release No. 16122 (July 
19, 1968). 

"No·rthea.st UtiW·ies, Holding Company Act Release No. 15808. The U.S. Dis
trict Court for the District of Connecticut entered an order on November 20. 
1967, approving and enforCing the Commission's Order. In re Northeast UtiUUes, 
Civil Action No. 12168. 

13 Northeast Utilities, Holding Company Act Release No. 15978 (February 20. 
1968). 

,. American Gas Oompany. Holding Company Act Release No. 15038 (January 4, 
1968). The U.S. District Court for the District of Nebraska entered an order on 
February 1, 1968, upproving and enforcing Part II of the plan. In l'e American 
Gas Oompany, Civil Adion No. 02622. 

15 American Gas Oompany, Holding Company Act Release No. 15921 (Decem
ber 15, 1067), p. 10. 

1. Ame'rican Gas Company, Holding Company Act Release No. 16100 (June 26, 
1968). 

11 American Electl'io Powel' Company, Holding Company Act Release No. 15800. 
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an order appl'oving the plan (Holding Company Act Release No. 
16224 (Dec. 3, 1968)). 

PROCEEDINGS WITH RESPECT TO ACQUISITIONS, SALES AND OTHER 
MATIERS 

As previously reported/8 Vermont Yan.kee Nuolear P01.0er Oorpora
tion and 7 of its 10 sponsor-companies filed an application relating to 
the initial financing by Vermont Yankee of its proposed nuclear-pow
ered electric generating plant through the issuance of common stock to 
the sponsor-companies. As also noted, a substantially identical pro
posal was filed by Maine Yankee Atomio Power Oompany and 9 of its 
11 sponsor-companies. Applications for intervention and requests for 
hearing by various municipalities and cooperatives were filed in these 
proceedings. By separate Findings, Opinion and Order, the Commis
sion approved the applications and denied the requests for hearing 
and for the imposition of certain conditions.19 Applicants for interven
tion in these proceedings filed petitions for review, now pending, in 
the U.S. Court of Appeals for the District of Columbia Circuit.20 

The proceedings with respect to Peoples Gas and Light Oompany 
("Peoples")21 involved a proposal by Peoples, an exempt holding com
pany, to organize a new company, Peoples Gas Company, which, 
pursuit to an invitation for tenders, would acquire the outstanding 
common stock of Peoples on a share-for-share basis. The Commission 
noted that generally the Act "does not favor the superimposing of a 

,. See 33rd Annual Report, pp. 123-24. 
,. Vermont Yankee Nuclear Power Corporation, Holding Company Act Release 

No. 15958 (February 6, 1968). Maine Ya,nTcee Atomic Power Company, Holding 
Company Act Release No. 16006 (March 15, 1968). 

'" MuniCipal Electric AS8ooiation Of Massachusetts v. S.E.C., Nos. 21707 and 
21822; Eastern Maine Electr'ic Coop., Inc., v. ff.E.C., No. 21927. 

On May 1, H)68, the Commission issued a Memorandum Opinion and Order 
(Holding Company Act Release No. 16053) authorizing the issue and sale of an 
additional $10 million of Vermont Yankee common stock and the acquisition 
thereof by its sponsor-companies. As in the prior case, applications for interven
tion and requests for hearing were filed, and the Commission denied such requests 
on the basis of its prior opinions. A petition to review filed by the applicants for 
intervention is pending in the U.S. Court of Appeals for the District of Columbia 
Circuit (Municipal Electric A88oC'iation of Massachusetts v. S.E.C., No. 22078). 
On May 6, 1968, the Commission authorized the issue and sale of DO-day promis
sory notes of Vermont Yankee to banks (Holding Company Act Release No. 
16056) and on the same day authorized the issue and sale of 12-month promissory 
notes of Maine Yankee to a bank (Holding Company Act Release No. 16507), and 
denied in each case applications for intervention and requests for hearings. 
Petitions to review both of these orders have been filed by the applicants for 
intervention in the U.S. Court of Appeals for the District of Columbia Circuit 
and are presently pending (M1tnicipal Eleotric AS80ciation of Massachusetts v. 
8.E.C., Nos. 22079 and 22080). 

" The Peoples Gas Light ana Coke Company, Holding Company Act Release No. 
14929 (December 22, 1967). 
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holding company upon an existing and functioning holding-company 
system" but approved the proposed acquisition "only because of the 
unusual and exceptional circumstances" therein indicated. The ap
proval contained the condition that, promptly after the consummation 
of the exchange, steps be taken to have the only gas utility subsidiary 
company of Peoples merged into Peoples Gas or become its direct sub
sidiary company. The Commission also granted Peoples Gas an exemp
tion under Section 3 (a) (1) of the Act but required tha't it register 
as a holding company in order to retire any unexchangcd minorit,y 
stock of Peoples and thus comply with Section 11 (1)) (2) of the Act.22 

In Brockton Tannton Gas Oompany v. 8.E.0.,23 the Court of Ap
peals for the First Circuit affirmed the previonsly reported 24 order 
of the Commission granting an application by Eastern Gas and Fuel 
Associates for permission to exercise an option to acquire 4.2 percent 
of the outstanding common stock of Brockton Taunton Gas Company 
and also to acquire additional shares by means of a cash tender offer. 
At the time Eastern filed its application with the Commission it owned 
4.9 percent of Brockton's common stock. Under Section 9 (a) (2) of the 
Holding Company Act, prior Commission approval was required be
fore Eastern could acquire directly or indirectly 5 percent or more 
of Brockton's voting securiti.es. The option held by Eastern was to 
purchase Brockton shares then owned by the so-called "Brocktaun 
Trust." It had been alleged that the trust was merely a "straw trust" 
created as an accommodation for Eastern and that Eastern had thereby 
acquired more than 5 percent of Brockton's stock in violation of Sec
tion 9. The Commission, in its findings and opinion, assumed but did 
not find that the Brocktaun trust arrangement constituted a violation 
of Section 9(a) (2). The Commission concluded that the acquisition 
would serve the public interest and tend towards the economical and 
efficient development of an integrated publi.c-utility system. The court 
held that the Commission ,YUS entitled to give its approval in the 
public interest despite the assumed violations. 

Illinois Power Oompany, both an electric utility company and gas 
utility company and also an exempt holding company, filed an appli
cation regarding a proposed offer to exchange 0.65 share of its common 
stock for each outstanding share of common stock of O"ntral Illinois 
Public Service Company, a nonassociate electric utility company and 
gas utility company and also an exempt holding company. A hearing 
on the proposal was ordered by the Commission and was in process 

22 Peoples Gas Company registered as a holding company under the Act on 
February 16, 1968, and filed a plan pursuant to Section 11 (e) of the Act to elim
inate the unexchanged minority stock. The plan was enforced by order of the 
District Court for the Northern District of Illinois, dated September 19. 1968, 
No. 68 C 1252. 

23396F.2d717 (1968) . 
.. See 33rd Annual Report, p, 123, 
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at the close of the fiscal year.25 Certain preferred stockholders have 
intervened in the proceeding. 

American Electric Power Oompany, Inc., a registered holding com
pany, filed an application relating to a proposed offer by American to 
exchange, through an invitation for tenders, shares of common stock 
to be issued by it for the outstanding shares of common stock of Colum
bus and Southern Ohio Electric Company, a nonassociate electric 
utility company.26 A hearing on American's application was in prog
ress at the end of ~he fiscal year. 

Shortly after the end of the fiscal year, there was filed, and the Com
mission noticed for hearing, a proposal by two registered holding com
panies, New England Electric System and Eastern Utilities Associates, 
and a nonaffiliated electric utility company, Boston Edison Oompany, 
to form a new holding-company system to be named Eastern Electric 
Energy System which would register as a holding company. Boston 
Edison Company and the present subsidiary companies of New Eng
land Electric System and Eastern Utilities Associates would be public
utility subsidiary companies of the system ,Yhile the two latter com
panies would, in effect, be merged into the new holding company. 

During the year, a hearing was held on an application filed by 
[(aneb Pipe Line Oompany, a products pipeline carrier, pursuant to 
Section 2(a) (7) of the Act, requesting the Commission to declare it 
not to be a holding company notwithstanding its ownership of 1D.48 
percent of the voting securities of Kansas-Nebraska Natural Gas Com
pany, Inc., a natural gas public-utility company.27 The management 
of Kansas-Nebraska appeared in opposition and contended that the 
security ownership and activities of Kaneb required, among other 
things, a finding that Kaneb exercised such a controlling influence 
over Kansas-Nebraska as to require Kaneb's registration under the 
Act. Oral argument was held shortly after the end of the fiscal year, 
and the matter awaits Commission determination. 

Effective July 15, 1968, the Commission adopted a new rule under 
the Act (Rule 51)28 ,yhich makes clear what advance steps a persoll 
mn,y tn,ke in making acquisitions ,yhich require prior Commission 
approval pursun,nt to Section 9 (a) of the Act. 'Where acquisitions are 
proposed to be made subject to later COllwission approval, the new 
rule, in geneml, permits only such pl'elimimtries as will not substu,n
tia1Jy affect the public interest or the interest of investors or consumers 
in the event the Commission should later find tlmt a proposecl trans
action cloes not conform to the applicable statutory standards. The 

,. See Illinuis Powcr Compan!!, Holding Company Act Release No. 16072 (MaY 
16,1(68) . 

.. Amc1'lcan Elcct1'ic Power Compall'J/, Inc., Holding Company Act Release No. 
16021 (March 29,1(68). 

Z1 See Kaneb Pipe JAne Company, Holding Company Act Release No. 15027 
(December 21, 1967). 
, os Holding Company Act Release No. 1OO81 (June 7, 19(8). 
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rule also btkes lllto account the possibility that an application for 
approval of an acquisition, particularly a contested one, may take a 
sllbstantial period of time for disposition and contemplates the possible 
issuance of certificates of deposit. 

The rule provides certain procedures, including a hearing on appli
cation, under which certificates of deposit may be authorized by the 
Commission prior to approval of the proposed acquisition. 

FINANCING OF ACTIVE REGISTERED PUBLIC-UTILITY HOLDING 
COMPANIES AND THEIR SUBSIDIARIES 

During the fiscal year 1968, 13 active registered holding-company 
systems issued and sold for cash 44 issues of long-term debt and capital 
sLock, aggregating $926 million,"9 pursuant to authorizations granted 
by the Commission under Sections 6 and 7 of the Act.30 All of these 
issues were sold for the purpose of raising new capital. 

The following table shows the amounts and types of securities issued 
and sold by registered holding companies and their subsidiaries dur
ing fiscal 1968 : 

Securities issued and sold for cash to the public and financial institutions by active 
registered holding companies and their subsidiaries-fiscal year 1968. 

(In millions) 

Holding company systems 

Allegheny Power System, Inc: 
Monongahela Power Co ........................... . 
Potonlac Edison Co., 'l'hc ________________________ _ 
West Penn Power Co .............................. . 

American Electric Power Co., Inc.: 
Indiana & 1I11chlgan Electric Co ................... . 
Ohio Powcr Co ................................... . 

Central and Sonth West Corp.: 

Bonds 

• $35 
25 

·77 

35 
·110 

Deben- Preferred Common 
tures stock stock 

• $10 
5 

·20 

$15 ................••...•.• 
20 ....................... . 

Central Power and LIght Co....................... 28 ................................... . 
Southwestern Electric l:'ower Co___________________ 20 __________________________ . ________ _ 

ColUIllbia Gas System, Inc., 'rhe...................... ............ .75 ....................... . 
COllsol1dated Natural Uas Co.......................... .......•.... 30 ..•.•..........•.• __ .••. 
Dclmarvl1 Power & LIght Co........................... 25 ................................... . 
Generall'nhlic UtIlItIes Corp.: 

Jersey Central Power & Light Co.................. 30 ................................... . 
MetropolItan EdISon Co .. _........................ ............ 20 ....................... . 
PennsylvanIa Electric Co.......................... ............ 10 .......................• 

Middle South UtIlIties, Inc.: 
Arkansas Power & Light Co....................... 15 ..... _ ...................•.......... 
LOUISIana Power & Lrght Co....................... ·53 ............ 8 ........... . 

NatIOnal Fuel Gas Co.................................. ............ 18 ....................... . 
New England Electric System: 

Massachusetts Electnc Co ........................ . 
Narragansett ElectriC Co ............•............. 
New England Power Co .•......................... 

Northeast Utilities: 
ConnectICut LIght & Power Co., The ....•......... 
Hartford ElectrIC LIght Co., The ...•............... 
Western Massachusetts Electric Co ................ . 

Southern Co.: 
Alabama Power Co._ ..................•........•.. 
GeorgIa Power Co .•.............. _ ............... . 
MiSSIssippi Power Co ............................. . 

Utah Power & LIght Co ..•............................ 

TotaL _ ..............................••.......... 

o Two issues. 

15 .......................•............ 
7 

15 

20 ........... . 
10 
10 

10 ........... . 

15 ........... _ 
10 ..•..•...•.. 

28 ................................•... 
50 
10 
20 

12 ......• _ .•.. 

10 ..•.....•... 
1-------1------1-------1------

638 188 100 .......... __ 

29 Debt securities are computed at their principal amount, preferred stock at 
the offering price, and common stock at offering or subscription price. 

3iJ The active systems which did not sell stock or long-term debt securities to 
the public are; American Natural Gas Company; Eastern Utilities Associates; 
Ohio Edison Company; and Philadelphia Electric Power Company. 
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The table does not include securities issued and sold by subsidiaries 
to their parent holding companies, sho:vt-term notes sold to banks, port
folio sales by any of the system companies, or securities issued for stock 
or assets of nonaffiliated companies. Transactions of this nature also 
require authorizakion by the Commission except, under Section 6 (b) 
of the Act, ,the issuance of notes having a maturity of 9 months or less 
where the aggregate amount does not exceed 5 percent of the principal 
amount and par value of ,the other securities then outstanding. The 
table also does not include the issuance and sale of $65 million principal 
amount of debentures by Pennzoil Uni,ted, Inc. which ceased to be a 
registered holding company on April 1, 1968, subject to reservations 
of jurisdiction over certain financing and other mUinters.31 

Competitive Bidding 

All of the 44 issues of securities sold for cash in fiscal 1968, as shown 
in the preceding table, and the Pennzoil United debenture issue were 
offered for competHive bidding pursuant to the requirement of Rule 50 
under the Act. 

During the period from May 7, 1941, the effective date of Rule 50, 
,to June 30, 1968, a total of 1,014 issues of securi,ties with an aggregUite 
value of $15,921 million were sold at competitive bidding under the 
rule. These totals compare with 238 issues of securities with an aggre
gate value of $2,636 million which have been sold pursuant to orders 
granting exceptions under paragraph (a) (5). Of ,the total amount of 
securities sold pursuant.to such orders, 133 issues wi,th a total value of 
$2,153 million were sold by the issuers and the balance of 105 issues ag
gregating $483 million were portfolio sales. Of the 133 issues sold by 
the issuers, 71 were in amounts of from $1 to $5 million each, 3 debt 
issues were in excess of $100 million each,32 2 stock issues totaling $36 
million were issued in fiscal 1966 to holders of convertible debentures 
and employee stock options, and the remaining 57 issues were III 

amounts ranging between $5 million and $100 million. 

POLICY AS TO REFUNDABILITY OF DEBT ISSUES 

In accordance with its long-standing policy under the Act, the 
Commission has continued to require that all debt securities and pre
ferred stocks sold by registered holding companies and their subsid
iaries be fully refundable at the option of the issuer upon reason
able notice and that any redemption premium be reasonable in amount. 
Exceptions from this policy have been permitted only where clearly 
warranted by the circumstances of a particular case. One such excep-

81 See pp. 134-135, supra . 

.. Ohio Valley Electric Corporation, a $360 million bond issue; United Gas 
Corporation, a $116 million bond issue; and Pennzoil Company, a $135 million 
note issue maturing in 18 months sold to underwriters. 
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tion during fiscal 1968 was the issue and sale by Pennzoil United, 
Inc. of $65 million principal amount of its present debentures due 
1988 at competitive bidding on June 18, 1968. These debentures carry 
a 5-year restriction against refunding at a 10'wer interest cost. 

The 33rd Arumal Report, pages 126-27, contains a summary of the 
results of an examination by the Commission's staff of all electric and 
gas utility bond issues (including debentures) sold at competitive bid
ding between May 14, 1957, and June 30, 1967, by companies subject 
to the Act as well as those not subject. This study was extended to ill
clude fiscal year 1968. During this period, 762 electric and gas utility 
debt issues, aggregating $19,047.4 million principal amount, were of
fered at competitive bidding. These included 507 refundable issues 
totaling $10,380 million, and 255 nonrefundable issues totaling $8,-
667.4 million. The latter issues were all nonrefundable for 5 years ex
cept two. Of the two exceptions, one was nonrefundable for 7 years 
and the other for 10 years. The refundable issues thus represented 
66.5 percent of the total number of issues and 54.5 percent of principal 
amount. 

During fiscal year 1968, 96 debt issues were offered, aggregating 
$3,042 million principal amount. They consisted of 36 refundable is
sues totaling $882.5 million and 60 nonrefundable issues totaling $2,-
159.5 million. The number of refundable issues thus represented 37.5 
percent of the number of issues and 29 percent of principal amount. 

The weighted average number of bids for fiscal 1968 was 4.42 on 
the refundable issues and 4.12 on the nonrefundable issues, while the 
median number of bids was 4.5 on the refund abIes and 4 on the non
refundables.33 With respect to the success of the marketing of the debt 
issues, an issue was considered to have been successfully marketed if 
at least 95 percent of the issue was sold at the syndicate price prior to 
termination of the syndicate. On this basis, during fiscal 1968, 44 per
cent of the refundable issues were successful, as against 58 percent of 
the nonrefundable issues.34 In terms of principal amount for fiscal 
1968, 44.5 percent of the refundable issues were successful as com
pared to 53.9 percent of the nonrefundable issues.3s Extension of the 
comparison to include the aggregate principal amount of all issues 
which were sold at the applicable syndicate prices up to the termina-

83 The weighted average number of bids received during the period from May 
14, 1957, to June 30, 1968, was 4.75 on the refundable issues and 4.24 on the non
refundable issues. The median number of bids was 5 on the refundables and 4 
on the nonrefundables . 

.. For the period from May 14, 1957, to June 30, 1968, 61.5 percent of the re
fundable issues and 58.4 percent of the nonrefundable issues were successful. 

as For the period from May 14, 1957, to June 30, 1968, 58.2 percent of the aggre
gate principal amount of the refundable issues were successful, as against 54.5 
percent for the nonrefundable ones. 

327-506--68----11 
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tion of the respective syndicates, regardless of whether a particular 
issue met the definition of a successful marketing, indicates that dur
ing fiscal year 1968,76 percent of the combined principal amount of 
all the refundable issues were sold at syndicate price, as compared with 
80 percent of the nonrefundable issues.a6 

36 For the period from May 14, 1957, to June 30, 1968, the applicable percentages 
were 80 percent for both refundable and nonrefundabl!'. 



PART VII 

PARTiCIPATION IN CORPORATE REORGANIZATIONS 

The Commission's role under Chapter X of the Bankruptcy Act, 
which provides a, procedure for reorganizing corpora,tions in the U.S. 
district courts, differs from that under the various other statutes which 
it administers. The Commission does not initiate Cha,pter X proceed
ings or hold its own hearings, and it has no authority to determine 
any of the issues in such proceedings. The Commission participates in 
proceedings under Chapter X in m'del' to provide independent, expert 
assistance to the courts, the participants, and investors in a highly 
complex area of corporate la,,- and finance. It pays special attention 
to the interests of public security holders who may not otherwise be 
represented effectively. 

"Where the scheduled indebtedness of a debtor corporation exceeds 
$3 million, Section 172 of Chapter X requires the judge, before l1pprov
ing any plan of reorganization, to submit it to the Commission for 
its examination and report. If the indebtedness does not exceed $3 
million, the judge mt1Y, if he deems it advisable to do so, submit the 
plan to the Commission before deciding whether to approve it. vVhen 
the Commission files a report, copies or a summary must be sent to 
all security holders and creditors when they are asked to vote on the 
plan. The Commission has no authority to veto or to require the adop
tion of a plan of reorganization. 

The C01l1mission has no.t considered it necessary or appropriate to 
participate in every Chapter X case, Apart from the excessive admin
istrative burden, many of the cases involve only trade or bank credi
tors and few public investors. The Commission seeks to pal'ticipate 
principally ill those proceedings in which a substantial pnblic investor 
interest is in\'ol vell. H o\\'ever, the Commission may also participate 
because an unfair plan has been OL' is abont to be proposed, public 
security holders are not represented adequately, the reorganization 
pl'oceedings are being condncted in violation of impol'Umt provisions 
of the Act, the facts indicate that the Commission can perform a useful 
service, or the judge requests the Commission's participation. 

For purposes of carrying out its functions under Chapter X, the 
Commission has divided the country into nve geographic areas. The 
New YOl'k, Chicago, San Francisco and Seattle regional offices of the 
Commission each have responsibility for one of these areas. Each of 

143 
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these offices has lawyers, accountants and financial analysts who are 
engaged actively in Chapter X cases in which the Commission has 
field its appearance. Supervision and review of the regional offices' 
Chapter X work is the responsibility of the Division of Corporate 
Regulation of the Commission, which, through its Branch of Reorgan
ization, also serves as a field office for the fifth area. 

SUMMARY OF ACTIVITIES 

In the fiscal year 1968, the Commission continued to maintain a high 
level of activity under Chapter X. It entered its appearance in 22 new 
proceedings involving companies with aggregate stated assets of ap
proximately $140 million and aggregate indebtedness of approxi
mately $120 million. These proceedings involved t.he rehabilitation of 
corporations engaged in various businesses, including, among others, 
hotel management, real estate development, gas and oil development, 
residential construction, commercial and real estate financing, heavy 
industrial machining, and a race track. 

Including the new proceedings, the Commission was a party in a 
total of 109 reorganization proceedings during the year. The stated 
assets of the compltnies involved in these proceedings totalled approxi
mately $860 million :ll1d their indebtedness totalled approximately 
$730 million. The proceedings were scattered among district courts in 
35 states and the District of Columbia as follows: 11 each in Cali
fornia and New York; 8 in 'Florida; 7 in Arizona; 6 in N ew Jersey; 
5 each in Pennsylvania and 'iV ashington ; 4 each in Indiana, Michigan, 
~md Texas; 3 each in Illinois, Louisiana, Minnesota and North Caro
lina; 2 each in Alabama, Colorado, District of Columbia, Hawaii, 
Kansas, Montana, Nevada, Ohio, South Dakota, and West Virginia; 
and 1 each in Arkansas, Connecticut, Delaware, Indiana, Kentucky, 
Maryland, Massachusetts, Missouri, Oklahoma, North Dakota, Ten
nessee, and Utah. 

During the year, 17 proceedings were closed. As of the end of the 
fiscal year the Commission was a party in 92 reorganization proceed
ings. 

JURISDICTIONAL, PROCEDURAL AND ADMINISTRATIVE MATTERS 

In Chapter X proceedings in which it particip~tes, the Commission 
seeks to have the courts apply the procedural and substantive safe
guards to which all parties are entitled. The Commission also attempts 
to secure judicial uniformity in the construction of Chapter X and 
the procedures thereunder. 

In Amerioan National T1"Ltst 1 and Republio National Trust/ which 
were consolidated for administration purposes, a receiver was ap-

1 s. D. Ind., No. IP 68--B-447. 
• S. D. Ind., No. l'P-6S-B-609. 
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pointed pending approval 01' dismissal of invohmtary Chapter X 
petitions filed by creditors. The order of appointment granted the 
receiver, in effect, the full powers and duties of a Chapter X trustee, 
including the power to investigate the acts and conduct of prior man
agement. The Commission sought to have the authority of the re
ceiver narrowed to include only duties normally vested in a temporary 
receiver. The question became moot upon approval of ,the Chapter 
X petitions and appointment of the receiver as the Chapter X trustee. 

In Wac, Inc.,3 the Commission objected to the retention in office of 
the Chapter X trustee, who had been the supervising partner in 
charge.of an audit of the debtor's books shortly before the filing of the 
Chapter X petition. The accounting firm was a creditor of the estate 
sillce its bill was unpaid, and accordingly the Commission considered 
the partner disqualified as trustee under Section 158 (1). In addition, 
since Chapter X requires an independent investigation of the debtor, 
the Commission felt that the trustee may have compromised his inde
pendence by reason of the pre-Chapter X audit of the debtor and 
hence was not "disinterested" under Section 158 (4). The issues be
came moot when the trustee resigned. 

In Oommonwealth Financial Oorp.,4 the Commission moved to 
vacrute the order appointing co-counsel for the Chapter X trustees on 
the ground that he was not "disinterested" under Section 158 ( 4). The 
co-cotmsel was an attorney who had represented a major creditor of ,the 
debtor in other matters, and his father was Chairman of ,the Board of 
Directors of thrut creditor and Chairman of a credi,tors' committee. The 
motion of the Commission was denied, but within a few days co-counsel 
resigned and the judge accepted his resigna;tion. 

In Federal Shopping Way, Inc. ,5 ,the involuntary Chapter X petition 
alleged, as an act of bankruptcy, the prior appoil1ltment of a receiver in 
a civil suit filed by ,the Commission against the debtor involving alleged 
fraud in ,the sale of securities under the Securities Act of 1933. The 
Commission supported the position thrut this allegation sa'tisfied Section 
131(2).6 The matter was pending Ult the close of the fiscal year. 

In Parkwood, Inc.,7 Ithe court held,s as urged by the Commission, thUit 
the Chapter X peti,tions had been filed in good faith in ,tha;t it was not 
unreasonable to expect that a plan of reorganizUltion could be effected. 
The court noted that the announced posi1tion of creditors holding first 

3 D. Minn., No. 6-68--279. 
• E.D. Pa., No. 30108. 
• W.D. Wash., No. 61609. 
• Section 131 (2) specifies as an act of bankruptcy that "a receiver or trustee has 

been appointed for or has taken charge of all or the greater portion of the prop
erty of the corporation in a pending equity proceeding." 

·D. D.C., No. 39-66. 
8 March 5, 1968. 
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deeds of ,tI1lst Ithat ,they would not acquiesce in a plan of reorganiza
tion which did not make them current on all obligations thus secured 
had no bearing on ,the question of good faith. 9 The court pointed out 
th~l!t the alternrutives to reorganizrution-foreclosure or forced sale
might substantially diminish an indicated equity in excess of $4 mil
lion above ,the claims of the holders of ,the first deeds of trust. 

In Gladstone ~M ountain j}j ining 0 omp(J;nY, 10 a dormant mining com
pany wi,th book assets of $3,200 and total liabilities of $1,000 consist
ing of accounting and legal fees filed a voluntary petition under Chap
ter X. The company sought Ito increase its capital stock from 1.5 million 
to 5 million shares so ,that it could use the additional stock to acquire 
specul!litive assets. The company's stock is listed on the Spokane Stock 
Exchange and i,t has several hundred shareholders, but it had had 
no income from operations for Ithe past several years. The Commission 
moved to dismiss the petition for lack of "good faith" under Section 
146(3) because it appeared ,that the proceeding was instituted prin
cipally to capitalize a new speculation rather than to rehabilitate a 
going-concern enterprise. 

In Tower Oredit Oorporation,ll as previously repoI1ted/2 the Com
mission supported, on appeal/3 the order of the district judge approv
i.ng the Chapter X petition as having been filed in "good faith" under 
Section 146 ( 4), urging that the Chapter X proceeding would better 
subserve the interests of creditors and stockholders than would the 
pending State court receivership. The Commission pointed out the 
many advant;ges of the Chapter X proceeding over a State court 
receivership, such as the trustee's investigation into past management's 
abuses; the greater ability of the Federal reorganization court to deal 
exclusively with the assets of a multi-state business operation; the 
reorganization standards to measure the feasibility of a reorganization 
plan and its fairness to affected persons; and the requirement that the 
judge be satisfied as to the qualifications of the persons who are to 
constitute the new management of the reorganized company. After the 
close of the fiscal year, the appeal was dismissed pursuant to a stipula
tion of the parties. 

In re Banker'S T1'Ust,14 the Commission supported, on appeal/5 the 

• In Riker DelalOare Corporation, D. N.J. No. B-597~7, the court agreed with 
the Commission and rejected a similar contention. AccortZ: Carr v. Flora Sun 
Corp., 317 F. 2d 708 (C.A. 5, 1963) ; York v. Flori(la Southern Corp., 310 F. 2d 
109 (C.A. 5, 1962). 

10 ]J.D. Wash., No. B~8-N-47. 
11 M.D. Fla., No. 66-171-Bk-T. 
12 33rd Annual Report, p. 130. 
13 '1'olOel' Credit Oorporation v. South Atlantic Life Insurance Con'l<pany, C.A. 

5, No. 24572. 
14 S.D. Ind., No. IP~6-B-2375. 
15 In re Bankers Trust, (C.A. 7, October 31, 1968). 
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district court's denial of a motion made by a creditor and trust certifi
cate holder to dismiss the Chapter X petition as to one of the five trusts 
being reorganized in a consolidated proceeding on the ground, among 
others, that venue was improper in the Federal court in Indiana. The 
district judge had determined that, while the venue requirements of 
Sections 128 and 129 of Chapter X had in fact not been met, he never
theless had discretion under Section 32 of the Bankruptcy Act (author
izing the judge to transfer the proceeding if venue is improper) to 
retain jurisdiction. On appeal, the Commission urged that the district 
court (1) had no power to dismiss the Chapter X petition for improper 
venue and (2) acted within its discretion and properly refused to 
transfer the Chapter X proceeding to another district court. After the 
close of the fiscal year, the court of appeals agreed with the Commis
sion that, notwithstanding the district court's determination that venue 
was improper, the district court lacked authority to dismiss the pro
ceeding and did not abuse its discretion in refusing to transfer the 
proceeding. 

In Vinco Oorp.,I6 the court denied a motion to vacate the order which 
3 years previously had approved the involuntary Chapter X petition. 
The motion to vacate was based primarily on the ground that the 
debtor had not been served with the subpoena and copy of the in
voluntary petition. In denying the motion, the court pointed out that 
the debtor's attorney and the board chairman's personal attorney each 
had been served with a copy of the petition, that the debtor had been 
represented by an attorney at the hearing to consider its approval, 
and that the debtor had participated in the Chapter X proceeding and 
filed a proposed plan of reorganization. On appeal by the debtor to 
the Court of Appeals for the Sixth Circuit,17 the Commission urged 
that the motion to vacate was barred under Section 149 of Chapter X, 
which provides that once the order approving a Chapter X petition has 
become final it "shall be a conclusive determination of the jurisdiction 
of the court." 

In Tower Oredit Oorporation,I8 the referee in bankruptcy did not 
permit Commission counsel to participate in cross-examination in a 
hearing on the petition of the Chapter X trustee seeking to require 
certain lmlders of large blocks of Tower stock to return their stock to 
the estate. The district judge denied the Commission's motion for an 
order directing the referee to permit the Commission to participate 
fully in the hearing. The court of appeals granted the Commission's 
petition for a writ of mandamus,I9 directing the district judge (1) to 

16 m.D. l\lich., No. 63-102. 
17 Pagel v. Porritt C.A. 6, No. 18,688. 
18 M.D. Fla., No. 66--171-Bk-T. 
19 8.E.C. v. Krentzman, 379 F. 2d 35 (C.A. 5, 1968). 
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set aside his order denying the motion and (2) to enter an order di
recting the referee that in any continued or adjourned session of the 
hearings; the Commission must be allowed to propound questions to 
witnesses on cross-examination and to offer evidence. The court of 
appeals noted that, under Section 208 of Chapter X, the Commission 
is "a party in intere~, with the right to be heard on all matters arising 
in such proceeding" and that a limitation such as the district court 
sought to impose would hamper the Commission severely in its tasks 
as advisor to the court and protector of the public interest. 

In General United Corporation, Inc./o the Commission, as reported 
previously,21 moved to classify stockholders into position as creditors 
because they had been defrauded in violation of Section 10 (b) of the 
Securities Exchange Act of 1934 and Rule 10b-5 thereunder. The 
district judge confirmed the holding of the referee in bankruptcy that 
the Commission lacked standing to bring such a motion on behalf of 
the stockholders, although the court's order acknowledged that a 
charge of fraud seemed justified by the record, and that a class action 
would be appropriate. The court interpreted Section 208 of Chapter X, 
which defines the Commission's status as "a party in interest" in the 
proceeding, as limiting the Commission to the role of an amicu.s curiae. 
The Commission has filed a petition for a writ of mandamus with the 
court of appeals/2 urging that the Commission has the requisite stand
ing to file the motion and that the ruling of the court seriously impairs 
the role of the Commission as a party to the Chapter X proceeding in 
the interest of public security holders. 

In L08 Angele8 Land and Inve8tment8, Ltd.,23 the court, in its 
opinion classifying creditors pursuant to Section 197,24 found, as urged 
by the Commission, that each person who had purchased from the 
debtor an undivided interest in land, sold in violation of the real 
estate laws of Hawaii and California and of the Securities Act of 1933, 
should be classified as a general unsecured creditor to the extent of 
the payments made plus interest for the purpose of participating in 
a plan of reorganization.25 

In Riker Delaware Corporation/6 the Court of Appeals for the 
Third Circuit held that the power to enter a "turnover order" under 
Section 257 of Chapter X could be exercised only by the judge and not 

,., D. Kans., No. 3763-B-1. 
!?l 33rd Annual Report, p. 132 . 
.. S.E.O. v. Templar, C.A. 10, No. 10114. 
23 D. Hawaii, No. Bk-67-352 . 
.. In re Los Angeles Land and Investment, Ltd., 282 F. Supp. 448 (1968). 
25 The debtor had been previously enjoined from violating the registration pro

visions of the 1933 Act. S.E.O. v. Los Angeles Land and Investments, Ltd., et al., 
D. Hawaii, Civil Action No. 2486. 

20 D.N .• T., No. B-597-67. 
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by the referee.27 The referee, at the request of the trustee, had issued 
an order requiring the secured creditor in possession of the properties 
under his mortgage to turn over the properties to the trustoo.28 The 
court of appeals ordered, as urged by the Commission, that the matter 
should be remanded to the district judge and that the turnover order, 
as previously modified by the court of appeals, should stay in effect 
pending the judge'S consideration. 

In Yale Empress System, Ino./9 as previously reported,30 the court 
of appeals had remanded the case to the district court to determine 
whether, under equitable principles, a creditor secured by a substantial 
number of truck trailers and bodies was entitled to reclamation, or, 
in the alternative, to rental payments for the use of the trucks and 
trailers during reorganization.31 On remand, the district court held 
that reorganization of the debtor was a "reasonable possibility" and 
that the secured creditor should not be permitted to reclaim its trailers 
or receive rental payments because this would make successful re
organization impossible.32 The Commission concurred with the court's 
ruling and supported its position in a second appeal taken by the 
secured creditor. 

In affirming the district court, the court of appeals aa held that, in 
view of the reasonable possibility of a successful reorganization 
and "the fundamental purpose of reorganization proceedings to enable 
the debtor to continue operations as well as to protect the rights of 
creditors ... ," the lower court had not abused its discretion in deny
ing claims for reclamation. Moreover, since equal treatment would 
have to be afforded all secured creditors, the granting of rental pay
ments could "nullify the reorganization as effectively as granting the 
petition for reclamation." In response to the secured creditor's conten
tion that equitable considerations compelled a favorable ruling in its 
behalf because the vehicles ,in which it claimed a security interest were 
depreciating, the court noted that " .... to such extent as Fruehauf 
has been damaged by the use of its property pending the reorganiza
tion, it is entitled to equitable consideration in the reorganization 
plan." The court of appeals further noted that the trustee had offered 
to fix the yalue of the security interest claimed by the secured creditor 

21 385 F. 2d 124 (1967). 
lIS Section 257, which gives the trustee ",the right to immediate possession of 

aU property of ,the debtor in the possession of ... mortgagee under a mortgage," 
is silent as to the judidal officer having the power to enter an order thereunder. 

29 S.D.N.Y., No. 65-B-404. 
30 33rd Annual Report, p. 133. 
S1 F1·uehauf Oorporation v. Yale Express System, 370 F. 2d 433 (C.A. 2, 1966) . 
.. S.D.N.Y., No. 65 B 404 (April 20, 1967) . 
33 Fruehauf Corporation v. Yale Express System, 384 F. 2d 990 (C.A. 2, 1967). 
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so that its position in any reorganization would be unaffected by 
possible depreciation.34 

In Webb & Knapp, Ino.,35 as previously repol'ted,36 the Chapter X 
trustee instituted an action against the indenture trustee, based on the 
latter's alleged misconduct or gross negligence, to recover on behaH o:f 
the debenture holders the entire principal amount o:f debentures out
standing ($4,298,000). This action, which was supported by the Com
mission, was dismissed by the district court on motion o:f the indenture 
tl'ustee.31 The district court ruled that the claims involved were per
sonal to the debenture holders and that the Chapter X trustee had no 
standing to assert the claims on their behaH.38 The trustee and the 
Commission had argued be:fore the district court, among other things, 
that where public creditors are widely dispersed and may be without 
effective representation, the Chapter X trustee should be permitted to 
represent their interest, consistent with the aims o:f the Bankruptcy 
Act. The Chapter X trustee has appealed the dismissal of his action.39 

In Westeo Oorporation,40 Chemetron Corporation filed a claim in 
the reorganizaJtion proceeding seeking rescission o:f rts sale ,to the debtor 
prior to the Chapter X proceeding of Pan Geo Atlas Corporation 
and requested leave to file suit against the debtor and others in con
nection with this transaction. Shortly thereafter, the trustee filed 
objections to Chemetron's claims and to its motion :for leave to file 
suit and counterclaimed against Chemetron for $10 million. Both 
Ohemetron's claim and the trustee's counterclaim are based on :fraud. 

34 The couert of appeals cited. in ere New York, New Haven & Hartford R. Co., 147 
F. 2d 40, 48 (C.A. 2, 1{)45), certiorari denied, 325 U.S. 884 (1945), where the 
court of appeals held that fail' and equitable treatment required that the damage 
caused to secured lenders, whose security had become_ wor.thless while they had 
been enjOined from foreclosing upon it, should be made good to them by their 
classification in the reorganization plan as secured creditors to the extent to wbich 
they could have realized on their collateral had they not been restrained from 
selling, and as unsecured creditors for the amount by which the debts owing them 
exceeded such realizable value of the collateral. 

3G S.D.N.Y., No. 65-B-365. 
so 33rd Annual Report, p. 134. 
37 The Chapter X trustee had also sought Ito assert, by way of a counterclaim 

or accounting within the Chapter X proceeding itself, that the indenture trustee 
was liable to the debenture holders. These efforts were also rejected by the district 
court for reasons similar to those set forth above. 

38 The court, in making its ruling, relied upon Clark v. Chage National Bank, 
:1,37 F. 2d 797 (C.A. 2, 1943), which held that, while a Chapter X trustee had 
:~tanding to sue an indenture trustee where self-dealing and preferential transfers 
are alleged, the Chapter X trustee could not institute a legal action for alleged 
breach of negative covenants of the indenture because the trustee was not the 
real party in interest. 

3. C.A. 2, No. 32586 . 
•• S.D. Texas, No. 66-H-62. 
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Chemetron objected to the jurisdiction of the bankruptcy court to 
hear the counterclaim and its claim in the same summary proceeding. 
The Commission urged that the reorganization court had summary 
jurisdiction to hear both a creditor's claim and the trustee's counter
claim upon which affirmative relief could be granted where, as in the 
inst[1nt case, the counterclaim arose out of the same transaction as 
the creditor's claim. Thereafter, the trustee and Chemetron proposed 
a compromise of the claim and counterclaim, conditioned upon the 
approval of a proposed plan of reorganization. The Commission rec
ommended to the court that the compromise be considered only at the 
time of the hearing on a plan of reorganization. The court adopted 
the Commission's view, and, after the close of the fiscal year, a pro
posed plan was filed and hearings were conducted by the court. 

In F. L. Jacobs 00.,41 previously reported,42 after the plan ·was 
. consummated the trustees filed a petition in the reorg::mization court 
to restrain the New York Stock Exchange and the Commission from 
delisting the debtor's common stock and to order the restoration of 
trading of the stock on the ExchangeY The court agreed with the 
Commission that the court had no jurisdiction to enjoin an admin
istrative proceeding for delisting and that the Commission had ex
clusiye jurisdiction over such matters, subject to statutory review by 
t.he court of appeals. 

The Exchange had suspended trading in the debtor's stock in 1958, 
and in 1959 had filed an application with the Commission, pursuant 
to Section 12 ( d) of the Securities Exchange Act of 1934, to strike the 
debtor's common stock from listing and registration, but action thereon 
was deferred during the reorganization proceedings. After a plan of 
reorganization was consummated and after the debtor's unsuccessful 
efforts to enjoin the administrative proceeding, the Exchange pressed 
its delisting application, referring to the debtor's failure to meet de
listing criteria as to assets and earnings for several years during the 
reorganization proceeding and noting that the debtor did not meet, 
by a su'bstantial amount, certain original Esting standards. Under the 
Exchange deEsting st::tndards, a company which fans below those 
standards may be required to bring itself up to the stricter original 
listing standards as a condition to continued listing. In opposition, 
the debtor noted that it was not presently below the delisting standards 
and pointed to the success of the reorganization and to the fact that 
it. had been operating at a profit for some years and was expanding. 
The Commission held that under the circumstances here involved, in
cluding the fact that the Jacobs stock would have been delisted in 

'" E.D. Mich., No. 42235. 
42 33rd Annual Report, pp. 132-3. 
" ill.D. Mich., No. 42235. 
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1959 absent intercession of the Chapter X proceeding, "it seems clearly 
appropriate for the Exchange to require Jacobs to satisfy original 
listing standards as a condition to the resumption of trading." 44 

TRUSTEE'S INVESTIGATION 

A complete accounting for the stewardship of corporate affairs by 
the prior management is a requisite under Chapter X. One of ,the pri
mary duties of the trustee is to make a thorough study of the debtor to 
assure ,the discovery and collection of all assets of the esta,te, including 
claims against officers, directors, or controlling p~rsons who may have 
mismanaged the debtor's affairs. The staff of the Commission often 
aids the trustee in his investigation. 

In Westeo Oorpol'ation,45 the trustee conducted an extensive investi
gation into the affairs of the debtor, in which the Commission's staff 
participated. Shortly after the close of the fiscal year, the trustee in
stituted suit against 93 individuals and firms, including 18 brokerage 
houses and the debtor's accounting firm, charging fraud and misman
agement leading ,to the company's financial collapse. 

In OommorwJealth Finanoial Oorporation,46 the former president of 
the debtor moved for a protective order staying any attempts by the 
trustees to take his deposition in the course of the trustees' Section 167 
investigation. He alleged that the Commission apparently had been 
conducting a separate and independent investigation of the affairs of 
the debtor including his activities. 

The court denied the motion, finding that the Commission was au
thorized to participate in the trustees' investigrution and ruling that the 
former president was free to assel't his Fifth Amendment right against 
self-incrimination at any time and that this constitutional safeguard 
was sufficient protection.47 

After the close of ,the fiscal year, the former president appealed to the 
court of appeals.48 The COUI1t denied his motion for a stay pending the 
appeal and ordered the trustees' motion to quash the appeal continued 
until the argument of the appeal on the merits. 

REPORTS ON PLANS OF REORGANIZATION 

Generally, the Commission files a formal advisory report only in a 
case involving a substantial public investor interest and presenting 
significant problems. When no such formal report is filed, the Com-

""Securities Exchange Act Release No. 8314 (May 10,1968.) 
.. S.D. Texas, No. 66-H-62 . 
.. E.D. Pa., No. 30108. 
47 The court relied upon U.S. v. Simon (reported previously, 33rd Annual Report, 

p. 134),373 F. 2d 649 (C.A. 2, 1967), certiorari granted Bub nom. Simon et aX. v. 
Wharton, 386 U.S. 1030 (1967), dismissed as moot, 387 U.S. 425 (1968) . 

.. C.A. 3, No. 17, 455. 



THIRTY-FOURTH ANNUAL REPORT 153 

mission may state its view briefly by letter, or authorize i,ts counsel to 
make an oral or wrj!tten presentation to amplify the Commission's 
views. During this fiscal year the Commission did not publish any 
formal advisory reports; its views on 10 plans involved in 5 proceed
ings were transmitted to the couvt by wri;tten memoranda or presented 
orally at the hearings on approval of the plans.49 

In 1'MT Trailer Ferry, lne.,50 the Supreme Court reversed 51 the 
decision of the court of appeals 52 which had affirmed an order of the 
district court confirming a plan of reorganization for the debtor. The 
district court had excluded stockholders from participation in the 
reorganized company because of its finding that the debtor was in
solvent. 'l1he Supreme Court held, as urged by the Commission and 
the stockholders' protective committee, that the going-concern value 
of TMT had been improperly estahlished in that the district court 
had referred solely to Vhe operating experience of TMT while under 
trusteeship and failed to consider the foreseeable prospects of the 
company once it was out of the reorganization proceeding. The court 
also ruled that the district court erred in allowing almost in full 
two substantial disputed claims aggregating about $2 million, on the 
basis of alleged compromises, without hearings on the merits of the 
claims and the objections to them. The comt did not reach other con
tentions of the Commission and committee: (1) that a Chapter X 
trustee, as a matter of law, could not succeed himself as president of 
the reorganized company; and (2) that stockholders who had pur
chased stock sold to them in violllition of the Federal securi,ties laws 
had claims against the debtor as to wihich they could participate as 
creditors in a plan of reorganization, regardless of the insolvency of 
the debtor. 

In Yale Ewpress System, Ino./a a plan for the reorganization of 
Republic Carloading & Distributing Company, a major subsidiary 
of Yale, proposed, in effect, the complete separation of Republic and 
six of its subsidiaries from the Yale system and the surrender of 
Yale's 96.8 percent stock ownership in Republic in return for the 
cancellation of approximately $16 million of senior and prior debt 
owed by Yale to certain institutional creditors and $3 million owed 

to In re Arizona Lutheran Hospital, D. Ariz., No. B-11137-Phx; In re Oanan
daigua Enterp1'ises Oorporation, W.D. N.Y., No. Bk 63-1954 (six plans) ; In re 
Oommonwealth Investment Oorp., D. S.D. No. 65-635; In re Polycast Oorporation, 
D. Conn., No. 33718; In re Yale Exp7·ess System, Inc., S.D. N.Y., No. 65-B-404. 

60 S.D. Fla., No. 3659-M-Bk. 
G1 Protective Oommittee, etc. v. Anderson, 390 U.S. 414 (1968) . 
.. 364 F. 2d 936 (C.A. 5, 1966). See previous annual reports: 33rd Annual 

Report, p. 135; 32nd Annual Report, pp. 92-93; 31st Annual Report, p. 100; 30th 
Annual Report, p. 105; and 29th Annual Report, pp. 91-92 . 

.. S.D. N,Y., No. 6?"-B-404. 
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by Yale to Republic. The Commission took the position, with which 
the court agreed, that, among other things, the plan provided ade
quate consideration for Yale's relinquishment of ,its interest in Re
public and that implementation of the plan would leave the balance 
of Yale's creditors, including its subordinated public debenture hold
ers, in a substantially better posture than that possible under any 
consolidated plan of reorganization. 

In Oanandaigua Enterprises Oorpomtion,54 reported previously,55 
the Commission filed four separate memoranda on six different pro
posed plans of reorganization, and on an amendment of one of bhe 
plans, finding fair and equitruble only the two plans which provided 
for the auction sale of the d~btor's assets at a minimum upset price 
of $4 million, and the distribution to creditors of all proceeds and 
cash on hand according to their respecti ve priorities. It was estimated 
that these plans would provide at least a 50 percent payment of Vhe 
unsecured claims, including those of public debenture holders. The 
plans were also found to be feasible, with the reservation that the 
court should be satisfied of a firm offer to purchase the assets and the 
ability of the offeror to perform. The court has ruled on five of the 
plans and in its decision has, in effect, adopted the recommendations 
of the Commission. However, only the trustee's plan was approved 
because "no advantage to the unsecured creditors would result from 
the approval of two practically identical plans." 

The three other plans of reorganization were not approved by the 
court, which referred to "the reasons set forth" in the Oommission's 
memoranda. The Commission had objected to one plan because it 
provided for the participation of stockholders despite the debtor's 
clear insolvency and because of the excessive debt structure it pro
posed. Another plan providing for a fixed distribution to unsecured 
creditors of 48 percent of their claims was found to be unfair because 
i,t precluded creditors from benefiting from a possible reduction in the 
debtor's recorded claims or a sale of the assets at a price in excess of 
the opening bid. A third plan, which offered lUlsecured creditors a 
49 percent stock interest in the company or a cash alternative of 50 
percent of their claims, was found to be unfair because of the in
adequate contribution of the plan proponent for the 51 percent stock 
interest and control in the reorganized company, and valuahle con
cession rights. As to the sixth plan and the amended plan which the 
court has not yet reviewed, the Commission found them to be lUlfa.ir 
because each phn contains alternatives which are unfair, when meas
ured by the parallel provisions in the other. One of the two plans 
offers the unsecured creditors the largest stock interest of any pro-

M W.n.N.Y., No. Bk 63-1954. 
51! 33rd Annual Report, pp.131-132. 
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posed plan (59 percent) as an alternative to cash, and the other plan 
offers the largest cash distribution of any proposed plan (75 percent) 
as an aHernative Ito stock. The trustee's motion for authority to sell 
the assets of the debtor apart from any phn of reorganization was 
opposed by the Commission and denied by the Couvt. One of the un
successful plan proponents has n,ppen,led the court's order rejecting 
its plan.56 

In Arizona Lutheran H ospitaZ,57 involving a nonprofit organiza
tion, the court approved and confirmed, as urged by the Commission, 
the trustee's plan of reorganiza·tion which provided for the distribu
tion of the proceeds of a provious sale of all the assets to Lutheran 
Hospital & Homes Society of America, Inc. Under the plan, in accord
ance with the terms of the sale, the first mortgage bonds, held by a;bout 
1,000 persons, received cash payment in full for the outsta.nding prin
cipal bn,lance of $2.7 million n,nd accrued interest of $900,000. Unse
cured creditors received nonnegotiable notes issued by the purchaser 
of the assets representing the full amount of the principal of their 
claims, to be paid over a 4112 year period without interest. The Com
mission noted that the court had found that the value of the assets 
securing the bonds was less than the principal due on the bonds, and 
that the bondholders nevertheless were to be paid in full, including 
interest, while unsecured creditors would not receive interest on their 
claims. The Commission pointed out, however, that a suit had been 
instituted against the purchaser of the assets and others alleging 
violations of Federal securities laws in the sn,le of'the bonds to the 
public investors; that dismissal of the suit was one of the conditions 
of the sale and the plan; and that the pa.yment to the bondholders re
flected in part settlement of the suit. 

In Polyoast 001'poration,58 the plan of reorganization for the con
tinuation of the debtor's business, which the court confirmed, provided 
that all general unsecured creditors, including the public debenture 
holders, would have the option of receiving for each $100 of claim 
either $3 in cash or 10 shares of the new common stock. The debtor's 
public stockholders would not participate in the plan, since the court 
found the debtor to be insolvent. The plan proponents would receive 
over 80 percent of the new common stock in return for a contribution 
of cash and assets necessary for the operation of a new manufacturing 
process. The Commission advised !the court, and the court agreed, that 
the plan was fair and equitable and feasible. 

In Oommonwealth Investment Oorp.,59 the court, as recommended 

5<l C.A. 2, No. 31423. 
67 D. Ariz., No. B-1H37-Phx. 
6' D. Conn., No. 33718 . 
•• D. S.D., No. 65-635. 
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by the Commission, approved a plan which provided for the sale of 
the debtor's assets and the disposition of the proceeds to the debtor's 
creditors and stockholders. Under the plan the stockholders were to 
receive about $150,000 from the sale after the satisfaction of creditor 
claims, plus whatever was recovered from pending causes of action on 
hehalf of the estate. The plan provided for the subordination of about 
300,000 shares of common stock held by former officers and directors. 

In Atla8 Sewing Oenter8, Inc.,6o as reported previosuly,61 the district 
court in 1965 had declared a plan of reorganization to have been sub
stantially consummated. However, the new securities and cash re
quired to be issued were never issued and in 1967 the court found that 
the plan proponent had not fulfilled his obligation to provide addi
tional funds. The district court appointed a receiver and entered an 
order adjudging the debtor a bankrupt. In March 1968, the trustee was 
surcharged $56,666.67, the total of the fees he had been granted by the 
court during the course of the Chapter X proceeding, because he had 
r.rted in "deliberate defiance" of orders of the Court of Appeals for the 
Fi£th Circuit 62 and had given "unfaithful service" to the district 
court. The trustee's appeal to the Court of Appeals for the Fifth Cir
cuit from the surcharge order was pending at the close of the fiscal, 
year. 

ACTIVITIES WITH REGARD TO ALLOWANCES 

Every reorganization case ultimately presents the difficult problem 
of determining the allowance of compensation to be paid to the various 
parties for services rendered and for expenses incurred in the proceed
ing. The Commis~ion, which under Section 242 of the Bankruptcy Act 
may not receive any allowance for the services it renders, has sought to 
assist the courts in assuring economy of administration and in al1o
eating compensation equitably on the basis of the claimants' contribu
tions to the administration of estates and the formulation of plans. 
During the fiscal year 124 applications for compensation totaling 
about $3 million were reviewed. 

In Arlington Discount 00., 63 reported previously,64 the Commis
sion filed a motion under Section 328 of Chapter XI, which was 
granted, whereupon the debtor amended its petition to comply with 
the requirements of Chapter X. Subsequently, the attorneys for the 

60 S.D. Fla., No. 168-62-M-Bk-EO. 
01 33rd Annual Report, p. 136 . 
.. The trustee has been cited for criminal contempt by the Court of Appeals 

for the Fifth Circuit, U.S. v. Ray, No. 23,891, in that he allegedly failed to comply 
with the interim orders of the court of appeals entered during appeals taken to 
that court in the course of the Ohapter X proceeding. 

'" S.D. Ohio, No. 48421 . 
.. See 33rd Annual Report, p. 140. 
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debtor-in-possession in the Chapter XI proceeding requested a final 
allowance of $40,000 for services rendered for the approximately 6-
month period during which the proceeding had been in Chapter XI. 
The Commission recommended an allowance of $15,000, pointing out 
that a great deal of the time spent by the attorneys had been unpro
ductive and of no benefit to the estate because the debtor, on the ad
vice of the applicants, had filed a petition under Chapter XI rather 
than under Chapter X. The court allowed $7,500, stating, among other 
things, that 'the use of Chapter XI by the attorneys was "in complete 
disregard of the standards laid down by the Supreme Court" in Se
mvrities and Exchange 001nmission v. American Trailer Rentals 00., 
379 U.S. 594 (1965). The attorneys have appealed to the Court of 
Appeals for the Sixth Circuit 65 and the matter was pending at the 
close of the fiscal year. 

In Ooast investors, inc.,GG as previously reported,61 counsel for a 
committee appealed from an order of the district court which awarded 
him $10,000 as compensation for services. Counsel sought an allowance 
of $18,000, which amount the Commission recommended. On appeal 
the Commission argued that the district court erred in holding that 
a different standard for allowances applies when the Chapter X re
organization plan provides, as in this case, for an orderly liquidation. 
While the court of appeals agreed 68 that the same fee standards ap
ply to all Chapter X proceedings, it held that in the instant case the 
lower court's refenmce to the orderly liquidation over a period of 
years uncleI' the plan was merely factual, and noted also that failure to 
achieve a successful reorganization should not diminish the compensa
tion for useful services since Congress desired to encourage bona fide 
efforts to reorganize debtor corporations as going concerns. 

In Food Town, inc.,69 the proceeding had been referred generally 
to the referee in bankruptcy who.had held numerous hearings as ref
eree and as special master over a period of years. The referee requested 
a fee for his services pursuant to Section 241 of Chapter X. The Com
mission pointed out that the referee's salary is fixed by statute and 
any allowances for his services are paid to the Treasury of the United 
States for the Referees' Salary and Expense Funds; that these funds 
are not allocated to any specific referee and ,thus referees have no in~ 
terest in the charges for their official services; and that the annual 
salary of the referee may serve as a guide for determining under Sec~ 
tion 241 the compensation to be allowed for the referee's services in 

os Seiter, et al. v. Brock, Trustee, C.A. G, No. 18,691 . 
.. W.D. Wash., No. 530148. 
67 33rd Annual Report, p. 138. 
68 388 F. 2d 622 (C.A. 9, 1968) . 
.. D. Md., No. 11070. 
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Chapter X. The Commission rejected a suggestion that the allowances 
for Ithe referee's services should reflect overhead costs of his office. The 
court, as recommended by the Commission, awarded the amount re
quested by the referee, without commenting on the issues raised by the 
Commission. 

In YV esteo Oorporation/o a practicing attorney who had been desig
nated by the court as special master to conduct and preside over ex
aminations to be taken on behalf of the trustee requested an interim 
allowance based on a rate of $350 a day for his time spent so presiding 
and in other matters such as conferences with attorneys. The Commis
sion, noting that the applicant was acting as a quasi-judicial officer, 
expressed the view tha;t compensation provided for other judicial offi
cers was an appropriate reference. Noting that a United States district 
judge receives a salary of $35,000 per annum, or a daily rate of $150 to 
$175, it recommended an allowance for the special master at the rate 
of $200 per day. The Commission took the position that the allowance 
should reflect the fact that the special master must pay his office over
head but also the relatively limited scope of his responsibilities. The 
court awarded the special master the fees requested by him. 

In Hydrooarbon Ohemioals, Ino.,71 appeals were taken from the 
orders of the district court, previously reported,72 (1) denying com
pensation to the debtor's principal attorney because he traded in the 
debtor's stock during the Chapter XI proceeding which preceded the 
Chapter X proceeding, and (2) denying compensation to two attorneys 
retained by the principal attorney on the basis that their retention had 
not been authorized as provided by General Order 44 of the Bank
ruptcy Act (requiring prior court authorization for the services of an 
attorney Ito be performed for a trustee, receiver, or debtor-in-posses
sion). The principal attorney, who served in both the Chapter XI and 
Chapter X proceedings, was denied any compensation because he had 
sold short stock of the debtor 2 days before the filing of the Chapter 
XI petition and had covered his short sale by the purchase of the 
debtor's stock immediately after filing that petition. As urged by the 
Commission, the court of appeals affirmed the denial of eompensation, 
noting that Section 249 of Chapter X was applicable to securities 
tmnsactions where, pursuant to Section 328 of Chapter XI, a Chapter 
XI proceeding has been superseded by a Chapter X proceeding.73 

The court further held that General Order No. 44 did not bar an award 
of compensation to the two attorneys retained by the principal attor
ney, who sought compensation for services rendered during the Chap-

70 S.D. Texas, No. 66-H-62. 
71 D.N.J., No. B-743-63. 
72 33rd Annual Report, p. 137. See also 32nd Annual Report, pp. 87,90. 
73 In re Hyd1'oca,rbon Chemicals, Inc. (C.A. 3, June 10, 1968). 
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tel' XI phase of the proceeding.74 Since a receiver had been appointed 
during the Chapter XI proceeding, the debtor had not been in posses
sion and General Order No. 44 did not apply to attorneys for the 
debtor unless the services performed by the debtor's attorneys in the 
Chapter XI proceeding had been of a character reserved to a receiver 
in a Chapter XI proceeding. In accordance with the Commission's 
suggestion, the questions of whether the services could have been per
formed only by counsel for the Chapter XI receiver and the amount 
of compensation, if any, to be awarded, were remanded to the district 
court for its consideration. The court also agreed with the Commission 
that the disqualification from compensation of the principal attorney 
did not also bar the attorneys he had retained. After the close of the 
fiscal year, the court of appeals granted the petition of the Chapter 
X ,trustee for rehearing on this point and ordered reargument en bane. 

In Yale Empress System, Ine.,75 the collateral trustee under a trust 
agreement between the debtor and certain of its institutional creditors 
entered into prior to ,the inception of the reorganization proceeding 
sought compensation of $15,000 for its own services as trustee and 
reimbursement of $23,250 for payment of fees to its counsel. The 
district court, agreeing with the Commission, held that the reason
ableness of the fees must be based on reorganization standards, as 
distinguished from ordinary commercial standards, although the 
terms of ,the trust agreement would be a factor in evaluating reason
ableness.76 The court awarded the trustee $8,593, as recommended by 
the Commission. The Commission had recommended an allowance of 
$17,500 for the trustee's cowlsel, and the court awarded $19,900. 

In Parkwood, Ine.,77 the Commission submitted a memorandum in 
connection with an application by the holder of a first deerl of trust 
on one of the debtor's real estate properties for reimbursement of fees 
and expenses paid and to be paid to its counsel. The deed of trust and 
note provided that the debtor would pay reasonable counsel fees if 
suit were brought or if any litigation occurred. The Commission urged 
that, assuming the validity uncleI' applicable State law of the deed of 
trust and note and of the provision rebting to attorneys' fees, a Federal 
standard must be applied in determining the reasonableness of the 
fees to be awarded by the reorganization court and that the standards 
of reasonableness which would be applied by the State courts were not 
controlling. In the same case the Commission took the position with 
regard to applicatons for interim allowanees that such interim allow-

"In re Hydrocarbon Chemicals, Ina. (C.A. 3, June 10,1968). 
75 S.D. N.Y., No. 65-B-404. 
7. The trust agreement had an express provision for fees and the court found 

that the services rendered were "reasonably necessary for administration and 
protection of the trust." 

77 D. D.C. 39--66. 
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ances should not be based on a fixed percentage of what the applicants 
regard as full compensation. The Commission pointed out that, since 
interim allowances are payments on account of a possible future allow
ance and do not purport in any "my to reflect or measure the value of 
the services rendered, -the court does not adopt an assumed or hypo
thetical final allowance and then award a percentage of such allowance. 
For the court to do so would create the erroneous impression that 
implied approval had been given to the full amount claimed. The 
referee in bankruptcy, sitting as special master, agreed with the Com
mission and the judge adopted his recommendations as to awards. 
In the same proceeding the Commission recommended an award of 
interim reimbursement of reasonable expenses incurred by a com
mittee representing holders of second deeds of trust on various proper
ties of the debtor. The Commission pointed out that interim allowances 
for compensation and expenses are not usually recognized for persons 
other than the trustee and his counsel. However, formation of com
mittees to represent numerous and usually scattered equity holders is 
to be encouraged in reorganizUltion proceedings. Since committees 
should be encouraged to take an active role in the proceeding and be 
effective instruments for communication between the security holders 
they represent, an award of interim reimbursement of reasonable ex
penses seemed warranted. The committee did not apply for interim 
fees. 

INTERVENTION IN CHAPTER XI PROCEEDINGS 

Chapter XI of the Bankruptcy Act provides a procedure by which 
debtors can effect arrangements with respect to their unsecured debts 
under court supervision. "Vhere a proceeding is brought under that 
chapter but the facts indicate that it should have been brought under 
Chapter X, Section 328 of Chapter XI authorizes the Commission or 
any other party in interest to make application to the court to dismiss 
the Chapter XI proceeding unless the debtor's petition is amended to 
comply with the requirements of Chapter X, or a creditors' petition 
under Chapter X is filed. 

In Manufacturers' Oredit Oorporation,78 the debtors, consisting of 
the parent and 25 affiliated and subsidiary companies, were engaged 
primarily in the business of operating bus lines in New Jersey and 
vicinity. Over a period of many years certain of the debtors had sold 
to the public their unsecured promissory notes carrying interest at 
rates between 9 percent and 15 percent per annum, totalling approxi
mately $58 million, without registration of these securities with this 
Commission or the Interstate Commerce Commission. Approximately 
5,000 public investors held these notes at the -time of the filing of the 

7' D. N.J., No. B-10&!-G7. 
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Chapter XI proceeding. The Court of Appeals for the Third Circuit, 
affirming 19 the order of the district court, which had granted the 
Commission's Section 328 motion,80 agreed with the Commission that 
the proposed plan of arrangement under Chapter XI which would 
have turned the companies over to the creditors (including the public 
noteholders) was not sufficient to protect the public investors, but that 
the full safeguards of Chapter X were required. In reaching this con
clusion the court considered the need to make a substantial adjustment 
of widely-held public debt, the necessity for a thorough investigation 
of possible management improprieties by an independent trustee, and 
the fact that there could exist causes of action under Federal securities 
laws on behalf of the public investors which could better be prosecuted 
by a trustee than by the individuals involved. 

In l{endalllndust-ries, Inc.,81 the Commission supported the motion 
of creditors pursuant to Section 328 and urged that the financial con
dition of the debtor required more than a simple composition of its 
unsecured debts and that, particularly, a large amount of secured debt 
would have to be modified, necessitating the broader scope of Chapter 
X. The court granted the motion and the debtor amended its petition 
to comply with the requirements of Chapter X. 

'·395 F. 2d 833 (1968). 
80 278 F. Supp. 384 (D. N.J., 1968). 
81 C.D. Calif., No. 1798-00. 





PART VIII 

SUPPORTING ACTIVITIES 

PUBLIC INFORMATION SERVICES 

Dissemination of Information 

As the discussion in prior sections of this Report indicates, most 
large corporations in which there is a substantial public investor 
interest have filed registration statements or registration applications 
under the Securities Act or the Securities Exchange Act with the 
Commission and are required to file annual and other periodic reports. 
·Widespread public dissemination of the financial and other data 
included in these documents is essential if public investors generally 
are to benefit by the disclosure requirements of the securities laws. This 
is accomplished in part by distribution of the prospectus Or offering 
circular in connection with new offerings. Much of the data is also 
reprinted and receives general circulation through the medium of 
securities manuals and other financial publications, thus becoming 
available to broker-dealer and investment adviser firms, trust depart
ments and obher ·financial institutions and, through them, to public 
investors generally. 

Various activities of the Commission also facilitate public dis
semination of information filed as well as other information. Among 
these is the issuance of a daily "News Digest" which contains (1) a 
resmne of each proposal for the public offering of securities for which 
a Securities Act registration statement is filed; (2) a list of issuers of 
securities traded over-the-counter which have filed registration state
ments under the Securities Exchange Act; (3) a list of companies 
which have filed interim reports disclosing significant corporate 
developments; (4) a summary of all notices of filings of applications 
and declarations, and of all orders, decisions, rules and rule pro
posals issued by the Commission; (5) announcements of the Com
mission's 1>articipation in corporate reorganization proceedings under 
Chapter X of the Bankruptcy Act and of the filing of advisory 
reports of the Commission on the fairness and feasibility of reorgani
zation plans; (6) a brief report regarding actions of courts in litiga
tion resulting from the Commission's law enforcement program; and 
(7) a brief reference to each statistical report issued by the Com
mission. During the year, the News Digest included summary reports 
on the 2,616 registration statements filed with the Commission (not 
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including investment company offering proposals filed as amend
ments to previously filed statements), 1,128 notices of filings, orders, 
decisions, rules and rule proposals issued by the Commission, 289 
developments m litigation under its enforcement program, 19 releases 
on corporate reorganization proceedings, and 78 statistical releases. 

The News Digest is made immediately available to the press, and it 
is also reprinted and distributed by the Government Printing Office, 
on a subscription basis, to some 2,956 investors, securities firms, prac
ticing lawyers and others. In addition, the Commission maintains 
mailing lists for the distribution of the full text of its orders, deci
sions, rules and rule proposals. 

These informational activities are supplemented by public discus
sions from time to time of legal, accounting and other problems aris
ing in the administration of the Federal securities laws. During the 
year, members of the Commission and numerous staff officers made 
speeches before various professional, business and other groups m
terested in the Federal securities laws and their administration and 
pal"ticipUited in panel discussions,of like nature. Participation in these 
discussions not only serves to keep attorneys, accountants, corporate 
executives and others abreast of developments in the administration 
of those laws, but it also is of considerable value to the Commission in 
learning about the problems experienced by those who seek to comply 
with those laws. In order to facilitate such compliance the Commission 
also issues from time to time general interpretive releases and policy 
statements explaining the operation of particular provisions of the 
Federal securities laws and outlining policies and practices of the 
Commission. . 

During ,fiscal year 1968, the Commission published in booklet form 
a compilation of releases, Commission opinions and other material 
dealing with matters frequently arising under the Investment Com
pany Act, and a compilaJtion of releases dealing with matters arising 
under the Securi,ties Exchange Act and the Investment Advisers 
Act. A previous compilation booklet, containing releases relating to 
Securities Act matters, had been published in fiscal year 1965. 

Publications.-In addition to the daily News Digest, and releases 
concerning Commission action under the Acts administered by it and 
litigation involving securities violations, the Commission issues a num
ber of other publications, including the following,: 

Weekly: 
Weekly Trading Data on New York Exchanges: Round-lot and odd-lot 

transactions effected on ilie New York and American Stock Exchanges 
(information is also included in ilie Statistical Bulletin). 
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Monthly: 
Statistical Bulletin.a 

Official Summary of Sectlrities Transactions and Holdings of Officers, Di
rectors and Principal Stockholders.a 

Quarterly: 
Financial Report, U.S. Manufacturing Corporations (jointly with the Fed

eral Trade' Commission).a (Statistical Series Release summarizing this 
report is available from tbe Publications Unit.) 

Plant and Equipment Expenditures of U.S. Corporations (jointly with tbe 
Department of Commerce). 

New Securities Offerings. 
Volume and Composition of Individuals' Saving. 
Working Capital of U.S. Corporations. 
Stock Transactions of Financial Institutions. 

Annually: 
Annual Report of the Commission.u 

Securities Traded on Exchanges under the Securities Exchange Act of 1934. 
List of Companies Registered under the Investment Company Act of 1940. 
Classification, Assets and Location of Registered Investment Companies un-

der the Investment Company Act of HJ40.b 
Private Noninsured Pension Funds (assets available quarterly in the Stati~

tical Bulletin). 
Directory of Companies Filing Annual Reports.a 

Otber Publications: 
Decisions and Reports of the Commission (Volume 41 only).a 
Securities and Exchange Commission-The Work of the Securities and 

Exchange Commission. 
Commission Report on Public Policy Implications of Investment Company 

Growth.a 

Availability of Information for Public Inspection 

The many thousands of registration statements, applications, 
declarations, and annual and periodic reports filed with the Commis
sion each year are available for public inspection at the Commis
sion's public reference room in its principal offices in 'iV ashington, 
D.C. Also available at that location are some additional documents 
contained in Commission files and indexes of Commission decisions. 

The categories of materials which are available for public examina
tion are specified in the Commission's rule concerning records and 
information, '17 CFR 200.80, as revised to implement ,the provisions of 
the Public Information Amendment to Section 3 of the Administra
tive Procedure Act which became effective July 4, 1967. The rule also 
establishes a procedure to be followed in requesting records or copies 
thereof, provides a method of administmtive appeal from the denial 
of access to any record, and provides for the imposition of fees when 

a Must be ordered from tbe Superintendent of Documents, Government Printing 
Office, Washington, D.C. 20402. 

b This document is available in photocopy form. Purchasers are billed by the 
printing company which prepares tbe photocopies. 
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more than one-half man-hour of work is performed by members of the 
Commission's staff to locate and make available records requested. 
The fee rate which has been established is $2.50 for each one-half man
hour or fraction thereof after the first one-half man-hour. 

The Commission has special public reference facilities in the New 
York and Chicago Regional Offices, and some facilities for public use 
in other regional and branch offices. Each regional office has availa.ble 
for public examination copies of prospectuses used in recent offerings 
of securities registered under the Securities Act; registration state
ments and recent annual repovts filed pursuant to the Securities Ex
change Act by companies having their principal office in the region; 
broker-dealer and investment adviser applications originating in the 
region; letters of notification under Regulwtion A filed in the region; 
and indexes of Commission decisions. Addi,tional mwterial is available 
in the N ew York, Chicago and San Francisco regional offices. 

Members of the public may make arrangements through the public 
reference room at the Commission's principal offices to purchase copies 
of material in the Commission's public files. Under the existing con
tract with a commercial copying company, the cost of facsimile copies 
made from documents supplied by the Commission is 9 cents per 
page for pages not exceeding 8%" x 14" in size, with a $2 minimum 
charge. In a significant step forward during the fiscal year, the Com
mission entered into a contract with a private company pursuant to 
which a microfilm and "microfiche" service win be available at reason
able cost to persons or firms who have or can obtain viewing facilities. 
The microfiche service will provide up to 60 images of pages on a 
4" x 6" film, referred to as a "fiche." Initially, annual microfiche sub
scriptions will be offered in a variety of packages covering all public 
reports filed on Forms 10-K, 9-K and 8-K under the Securities Ex
change Act of 1934 and Form N-1Q under the Investment Company 
Act of 1940, with subscriptions retroactive to include reports filed 
since January 1, 1968. The packages offered will include various 
groupings of these reports, including reports based on selected in
dustry classifications. Arrangements also may be made to subscribe to 
reports of companies of one's own selection, but at a somewhat higher 
cost than for standard subscription packages. It is believed that the 
subscription system can be extended to additional groups of filings in 
the future. The company also will supply at reasonable prices copies 
in microfiche or microfilm form of any other public records of the 
Commission desh'ed by a member of the public. Readers will be in
stalJed in major public reference areas in the Commission's head
quarters and regional offices, and sets of reports will be available for 
examination there. 

Visitors to the public reference rooms of the Commission's Washing
ton, D.C., New York and Chicago offices also may make immediate 
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reproductions of material in those offices on coin-operated copying 
machines at a cost of 25 cents per 8%" x 14" page. The charge for 
an attestation with the Commission seal is $2. Detailed in
formation concerning copying services available and prices for the 
various types of service and copies may be obtained from the Public 
Reference Section of the Commission. 

Each year, many thousands of requests for cop if'S of and informa
tion from the public files of the Commission are received by the Public 
Reference Section in Washington, D.C. During the 1968 fiscal year, 
8,715 persons examined material on file in Washington and several 
thousand others examined files in the N ew York, Chicago, and other 
regional offices. More than 16,833 searches were made for information 
requested by individuals and approximately 2,470 letters were written 
with respect to information requested. 

ELECTRONIC DA'I1A PROCESSING 

Extension of Application of Automation Techniques 

Reference has already been made in previous sections of this report 
,to certain uses of the Commission's computer.1 During the 1968 fiscal 
year the Commission expanded its use of automation for the analysis 
of data related to the economics and practices of ,the securities indus
try. In one new applicrution, the computer is now being used for the 
analysis of data contained in the quarterly repol'ts of management in
vestment companies on Form N-1Q. These reports provide the Com
mission wi,th information about por.tfolio transactions and holdings 
for the same periods for all such companies and facilitate market im
pact and other studies. The computer is also used for the collection and 
monthly updating of price and volume data for listed securities. This 
data is processed in conjunction with Form N-1Q dUita in connection 
wi>tllmarket impact studies. 

In March 1968, the Commission revised Form N-1R, the annual re
port of management investment companies, to require such companies 
to furnish much of the data in a manner readily adaptable to com
puter processing. A system has been designed ·to use the computer for 
retrieval and analyses of data for industry studies. lit also will be used 
to screen on a continuing basis the informaltion furnished in ,the re
ports in order ,to identify companies or groups of companies in which 
problems exist. 

A system is under development for the processing of data contained 
in the revised broker-dealer and investment adviser applicrution forms. 
Much of the examination of information cOIlltained in the new forms 
will be done by the computer, and the EDP files also will be used for 
comprehensive studies of ,the securities industry. 

1 See, e.g., pp. 87 llllcl107. 
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EDP applications planned for the future include systems for (a) 
analyses of data contained in Forms X-17A-10, Ithe new income and 
expense reports of registered broker-dealers, and (b) processing of re
ports of security holdings and transactions of corporate insiders. 

Increase in EDP Capability 

In fiscal 1968 the Commission increased its EDP capabmty by mak
ing certain changes incident Ito the purchase of its IBM System 360 
computer configuration. A Model 40 control processing unit and an 
1100 line per minute printer were substi,tuted for the Model 30 uni,t 
and Ithe 600 line per minute printer, respectively, which previously had 
been under lease. 

The EDP staff also developed a series of general purpose statistical! 
economic analyses computer programs th3!t offer a high degree of flexi
bili,ty for varied analyses of large bodies of d3!ta related ,to the eco
nomics of the securities industry and industry practices. In addition, 
the staff began a study looking <toward improved methods and equip
ment for conversion of data into machinable form. 

Assistance to State Administrators and Others 

As a further means of coordinating its regulatory activities with 
those of the States and the self-regulatory institutions, during the past 
year the Commission developed procedures for supplying certain in
formation from its computer files. Under these procedures the Com
mission, upon request, furnishes State authorities or i'lel£-regulatory 
institutions with data from the Commission's integrated regulatory 
and enforcement information system or the over-the-counter market 
surveillance system! In addition, selected data from the Commission's 
computer files has been furnished to the Department of Justice in 
response to a nmnber of requests from that Department. 

Sharing of EDP Facilities 

During the past year the Commission continued its sharing arrange
ment with the Naval Ship Engineering Center, Department of the 
Navy. Under this arrangement the Commission provides about 2,000 
hours of computer time per year at a significant saving to the Govern
ment as compared with the prevailing rates of outside sources. In 
January 1968, the Commission entered into a supplemental agreement 
with the Center to keypunch and verify more than 1 million cards 
per year. The rate charged by the Commission for this project also is 
considerably lower than the prevailing outside rate. The Commission 
has also provided small amounts of computer time to other Federal 
agencies. 

2 'l'hese systems were described in the 32nd Annllal Report, p. 9. 
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EDP Training 

During the year the Commission continued its training programs 
geared ,to the specific needs of its computer specialists. The program is 
designed to enable the Commission's EDP staff to utilize more ad
vanced hardware and sofitware in the development and implementation 
of new and revised computer systems. 

PERSONNEL AND FINANCIAL MANAGEMENT 

Organizational Otanges 

During fiscal year 1968, certain organizational changes were effected 
in accordance with the Commission's policy of continuing review of 
all its operations to assure maximum utilization of manpower and the 
most efficient and economical operations possible. 

In August 1967, the Branch of Information Processing, formerly 
located in the Office of Records and Service, was established as a 
separate Office of Data Processing. With the growing impact of EDP 
on the Commission's activities, it is desirable that the head of the 
Office of Data Processing should be in a position to deal directly with 
users and prospective users throughout the Commissloll, and, within 
the framework of overall Commission policy, be free to mRke operating 
and policy decisions concerning EDP activities. 

In October 1967, an additional Associate Regional Administrator 
position was established in the New York Regional Office. This posi
tion was designated as Associate Regiona.l Administrator for En
forcement, and the previously established position was designated 
as Associate Regional Administrator for Regulation. This change 
was designed to provide for maximum attention to policy formula
tion and implementation in each of these programs. 

In November 1967, a fifth Branch of Investment Company Regu
lation was established in the Division of Corporate Regulation. This 
change was designed to enable the Division better to cop~ with the 
significant increase in workload in the regulation of investment 
companies. 

Personnel Program 

Highlights of the Commission's personnel program in fiscal 1968 
included (1) the adoption of a formal Equal Employment Oppor
tunity Action Plan; (2) the expansion of college recTIlitment efforts 
to fill entrance level positions; (3) the continuation of training ac
tivities for employees; and (4) the addition of an important fringe 
benefit in the form of a Dependent Life Insurance Plan. 

Recognizing a need to translate stated policy into affirmative action, 
the Commission, in July 1967, adopted a comprehensive Action Plan 
under the Equal Employment Opportunity Program. The plan spe
cifically and realistically outlines short and long-range objectives 
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under the program and specific action to be taken to carry out a 
program of equal opportunity for employment and career develop
ment. In this connection, the Chairman appointed an Equal Employ
ment Opportunity Officer, reporting directly to him, to serve as con
sultant and principal staff adviser to the Commission in carrying out 
the over-all Equal Employment Opportunity Program. 

In furtherance of the objectives of the Action Plan and the Civil 
Service Commission's Program for the Maximum Utilization of Skills 
and Training (MUST), the Director of Personnel launched a special 
program to interview personally and individually all employees in the 
Headquarters Oftice serving in nonprofessional jobs in the lower grade 
levels. The primary purpose of these interviews is to determine whether 
the skills of these employees are being fully utilized and to counsel 
them about career development opportunities in general. As a con
sequence of these sessions, some jobs "ere redesigned and promotions 
made based on increased duties and responsibilities. 

During the fall and spring recruitment season of 1967-1968, the 
Commission undertook a nationwide coordinated program for on
campus visitations to selected law schools and colleges with schools 
of business administration, for the recruitment of attorneys and fi
nancial analysts. More schools than ever before "were visited, with 
very gratifying results. The Commission's effectiveness in attracting 
high-quality graduates was enhanced this year because recruiters were 
authorized to make advance commitments to honors graduates. Most of 
the visits were made by members of the Commission's professional staff 
who had attended or were graduates of the school visited. 

Visits to predominantly Negro colleges and universities received 
strong emphasis as the Commission stepped up its efforts to recruit 
qualified minority group graduates. Additionally, as part of its equal 
opportunity program, letters were written to all Spanish-surnamed 
college graduates with majors in accounting, finance and economics 
frOl1J. schools throughout the country. They were informed of the 
Commission's needs and urged to visit its nearest office for further 
information regarding employment opportunities. 

Additional emphasis was also placed on the recruitment of women 
candidates by taking such positive steps as contacting law and business 
schools to obtain the names of women students and sending personal 
letters to them aJbout specific job opportunities. Further, with the help 
or the Commission's present women employees who belong to bar 
associations, or other professional organizations, detailed informa6on 

I 

was sent to these organizations about career opportunities for women 
in the SEC, and applications were solicited from int.erested n1.embers. 

Since the fall of 1967, the Commission has officially sponsored a steno
graphic course, arter hours, in the Headquarters Office. Upon com-
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pletion of the course, the participants, who are predominantly members 
of minority groups, hopefully will qualify in the necessary civil 
service examination and become eligible for reassignment and possible 
grade promotion. This training course, which also will help to alleviate 
the problem of locating qualified stenographers and secretaries, is 
available to any SEC employee interested in enrolling. 

In July 1967, all married employees of the Commission were offered 
enrollment in a voluntary Family Protection Plan sponsored by the 
SEC Recreation and Welfare Association. The program, providing 
complete protection for spouse and children, was designed to supple
ment insurance coverage already available to Government employees. 
This plan is offered as an employee service at no cost to the Commis
sion since employees pay the total premium and deal directly with 
the insurance company or its agent on a private transaction basis. 
-As part of its Thirteenth Annual Service and Merit A wards 

Ceremony held in November 1967, the Commission gave "Distinguished 
Service Awards" to Messrs. Andrew Barr, Chief Accountant; Frank
lin E. Kennamer, Assistant General Counsel of the San Francisco 
Regional Office; Irving M. Pollack, Director of the Division of 
Trading and Markets; and Donald J. Stocking, Administrator of 
the Denver Regional Office. Sixteen employees were given 30-year 
pins for SEC service. Within-grade salary increases in recognition 
of high quality performance were granted to 82 employees. In addi
tion, cash awards totaling $11,705 were presented to 85 employees 
for superior performance or special service. 

The Commission this year approved the adoption of a Pu'blic Service 
Award. This award is made to recognize ,those employees who make 
a significant contribution toward improving the quality of com
munications or services to the public. The first recipient of this award 
was the Public Reference Section of the Office of Records and Service. 

Personnel Strength; Financial Management 

The following comparative table shows the personnel strength of 
the Commission as of June 30,1967 and 1968: 

June 30, 106i June 30, 1968 

Co=issioners _________________________________________________________ _ 5 5 

Staff: 
Headquarters Office ________________________________________________ _ 860 871 

525 512 Regional Offices ____________________________ -_____ -_______ -_________ _ 
1---------1---------Total Staff ___________________________ -- -- --------- ___ -___ -_______ _ 1,385 1,383 
I==~=I,==~= Grand TotaL ____________________________________________________ _ 1,390 1,388 

The table on page 173 shows the status of the Commission's budget 
estimate for the fiscal years 1964 to 1969, from the initia;l submission 
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to the Bureau of the Budget to final enactment of the annual appro
priation. 

l~he Commission is required by law to collect fees for (1) registra
tion of securities issued; (2) qualification of trust indentures; (3) 
registration of exchanges; (4) brokers and dealers who are registered 
with the Commission but who are not members of a registered secu
rities association (the National Association of Securities Dealers 
(NASD) is the only such organization) ; and (5) certification of docu
ments filed with the Commission.3 

The following table shows the Commission's appropriation, total 
fees oollected, percentage of fees collected to totf\;l appropriation, and 
the net cost to the taxpayers of Commission operations for the fiscal 
years 1966, 1967 and 1968. 

Year 

1966 .•.•.•.•....••.•••...........•••.... 
1967 ...•.•....... _ •....•...•........•••. 
1968 .....•.•.•.........•••••••.......•.. 

Appropriation 

$16,442,000 
17,550,000, 
17, 730, ooo~ 

Fees 
collected 

$6,608,064 
9,767,067 

14,622,567 

Percentage 
of fees 

collected 
to total 

appropriation 
(percent) 

40 
56 
82 

Net cost of 
co=ission 
operations 

$9,833,936 
7,782,933 
3,107,433 

3 Principal rates are (1) for registration of securities, 1/50 of 1 percent of 
the maximum aggregate price of securities proposed to be offered, or 20 cents 
per $1,000, with a minimum fee of $100 (Public Law 89-289 approved October 
22, 1965, effective January 1, 1966); (2) for registration of exchanges 1/500 
of 1 percent of the aggregate dollar amount of the sale of securities transacted 
on the exchanges; (3) for nonmembers of NASD for fiscal 1966, a basic regis
tration fee of $150 for broker-dealers plus $7 for each associated person, plus 
$30 for each office and $25 for each associated person joining such broker-dealer 
after August 1, 1966; for fiscal 1967 and 1968, a basic registration fee of $100 
for broker-dealers plus $5 for each associated person, $30 for each gffice and 
$25 for each associated person for whom a nonmember broker or dealer has not 
previously filed a form, and an initial assessment fee of $150. 



Securities and Exchange Commission 

Action Taken on Budget Estimates and Appropriation From Fiscal 1964 Through Fiscal 1969 

Fiscal 1961 Fisca11965 

Action 
Pos!- Money Posi- Money 
tlons tions 

Estimate snbmitted to the Bureau of the Budget. ___________________________________ 1,577 $14,800,000 1,677 • $17,165, 000 
Action by the Bureau of the Budget. _______ -42 -400,000 -84 -1,450,000 

Amount allowed by the Bureau of the B udget ____________________________________ 1,535 14,400,000 1,593 15,715, 000 
Action by the House of Representatives. ___ -67 -625,000 -131 -885,000 

Subtotal ______________________________ 1,468 13,775,000 1,462 14,830,000 
Action by the Senate _______________________ +325,000 

~ ------- --------------
SubtotaL _____________________________ 1,468 14,100,000 1,462 14,830,000 Action by Conferees _________________________ 

-------- -162,500 -------- --------------

Annual Appropriation _________ . ________ . ___ 1,468 13,937,500 1,462 14,830,000 
Supplemental appropriation for statutory pay increase _____________________________ . 

-------- ----.------- ------.- 612,000 

Total approprlatlon ___________________ 1,468 13,937,500 1,462 15,442,000 

• Includes two supplemental requests for $800,000 and $390,000, ora total of $1,190,000. 
• Includes $1 million for relocation of offices in Washington, D.C. to commercial 

space. 

Fiscal 1966 Fiscal 1067 Fiscal 1968 Fiscal 1969 

Posi- Money Posl- Money Posi- Money Pos!- Money 
tlons tions tions tlons 

1,564 $17, 782, 000 1,450 $17,582, 000 1,437 $17, 625, 000 1,444 $17,977,800 
-31 -382,000 -32,000 -21 -180,000 -16 -74,800 

1,533 17,400, 000 1,150 17,550, 000 1,416 17,445, 000 1,428 17,003, 000 
-71 -958,000 -25 -300,000 -11 -05,000 -25 -173,000 

1,462 16,442, 000 1,425 17,250, 000 1,405 17,350, 000 1,403 17,730,000 
-------- --------._-_.- -------- ------------ +11 +95,000 +100,000 

1,462 16,442, 000 1,425 17,250,000 1,416 17,445, 000 1,403 17,830,000 
-------- -------------- -------- ------------ -11 -95,000 ._------ ------------

1,462 16,442, 000 1,425 17,250,000 1,405 17,350,000 1,403 17,830,000 

-------- -------------- .-.-.--- 300,000 380,000 -------- ------------

1,462 • 16,442,000 1,425 17,550, 000 1,405 17,730,000 • 1,303 17,830,000 

'Progressive reduction of 100 positions (employment level on June 30,1966) repre
senting a net savings of $416,000 required under the Revenue and Expenditure Con
trol Act of 1968. Savings to be applied to estimated pay increase cost of $904,000 elIec
tive July 14, 1968. 
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T ABLE I.-A 34-year record of registrations effective under the Securities Act of 
1933-fiscal years 1935-1968 

[Amounts in millions of dollars] 

For cash sale for account of issuers 
Number 

Fiscal year ended June 30 of All regis-
state- tratlOus 

ments I Total 
Bonds, Preferred Common 

debentures, stock stock 
and notes 

1935 , _ _______________________ 284 $913 $686 $490 $28 $168 
1936 __________________________ 689 4,835 3,936 3,153 252 531 
1937 __________________________ 840 4,851 3,635 2,426 406 802 1938 __________________________ 412 2,101 1,349 666 209 474 1939 __________________________ 344 2,579 2,020 1,593 109 318 1940 __________________________ 306 1,787 1,433 1,112 110 210 1941. _________________________ 313 2,611 2,081 1,721 164 196 
1942 __________________________ 193 2,003 1,465 1,041 162 263 
1943 __________________________ 123 659 486 316 32 137 1944. _________________________ 221 1,7tiO 1,347 732 343 272 
1945 __________________________ 340 3,225 2,715 1,851 407 456 1946 __________________________ 661 7,073 5,424 3,102 991 1,331 
1947 __________________________ 493 6,732 4,874 2,937 787 1,150 1948 __________________________ 435 6,405 5,032 2,817 537 1,678 1949 __________________________ 429 5,333 4,204 2,795 326 1,083 1950 __________________________ 487 5,307 4,381 2,127 468 1,786 
1951_ ~ ________________________ 487 6,459 5,169 2,838 427 1,904 1952 __________________________ 635 9,500 7,529 3,346 851 3,332 1953 __________________________ 593 7,507 6,326 3,093 424 2,808 1954 __________________________ 631 9,174 7,381 4,240 531 2,610 1955 __________________________ 779 10,960 8,277 3,951 462 3,864 
1956 __ ---- __ -- ----- -- -- -- _____ 1 906 13,096 9,206 4,123 539 4,544 1957 __________________________ 876 14,624 12,019 5,689 472 5,858 1958 __________________________ 813 16,490 13,281 6,857 427 5,998 1959 __________________________ 1,070 15,657 12,095 5,265 443 6,387 1960 __________________________ 1,426 14,367 11,738 4,224 253 7,260 1961. _________________________ 1,550 19,070 16,260 6,162 248 9,850 1962 __________________________ 1,844 19,547 16,286 4,512 253 11,521 1963 __________________________ 1,157 14,790 11,869 4,372 270 7,227 1964 __________________________ 1,121 16,860 14,784 4,554 224 10,006 1965 __________________________ 1,266 19,437 14,656 3,710 301, 10,638 1966 __________________________ 1,523 30,109 25,723 7,061 444 18,218 

m~==::::::::::::::::::::::::1 1.6-19 34,218 27,950 12,309 558 15,083 
32,417 354,Oi6 37,269 14,036 1,140 22,092 

I 

t Statements regu~tcring Alnerican Depositary ReCeipts against outstandmg foreign seCUrIties as provided 
by Form 8-12 are included_ 

, For 10 months ended June 30,1935_ 
3Inclndes three statements regIstering lease obligatIOns l'elatll1g to industrial revenue bonds of $140 

lllillioll. 

17'7 

327-506-68--14 
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TABLE 2.-Registrations effective under the Securities Act of 1933, fiscal year ended 
June 30, 1968 

PART I.-DISTRIBUTION BY MONTHS 

[Amounts in thousauds of dollars '1 

All registrations Proposed for sale for account of issuers' 

Year and month Totals 3 Corporate I 
Number Number 
of state· of issues 2 Amount 
ments Number Amount Number 

of issues 2 of Issues 2 

1967 
July ...................... 177 230 $4.231,274 173 $3,260,470 84 
August. ................. 198 245 3,930,337 175 3,191,677 101 
September._ •............ 143 187 3,394,935 142 2,486,063 89 
October .................. 195 253 5,902,425 186 3,151,891 105 
November ............... 164 198 2,554,130 148 1,543,384 89 
December. ............... 203 270 3,708,317 206 2,671,016 115 

1968 
January .................. 197 257 5,863,668 194 3,267,931 97 
February •............... 161 200 3,433,164 154 2,842,319 84 
March ................•.. 190 228 3,947, .198 174 3,268,482 109 
ApriL ................... 280 327 6,700,786 261 5,443,039 94 
May ...................... 296 353 4,223,715 277 3,255,284 123 
June ...... _ .............. 210 242 6,045,354 179 2,884,325 108 

----
Total. fiscal year 

1968' .•.......... 2,414 2,990 53,935,702 2,269 37,268,880 1,198 

See footnotes at end of Part 4 of table. 

PART 2.-PURPOSE OF REGISTRATION AND TYPE OF SECURITY 

[Amounts in thousands of dollars]' 

Purpose of registration 

All registrations (estimated valuel ................. . 
For account of issuer for cash sale ..... _ ......... . 

For immediate offering •....................... 
Corporate ................................... . 

Offered to: 
General public .......................... . 
Security holders ......................... . 
Other special groups. _ .................. . 

Foreign governments ..•...................... 
For extended cash sale and other issues ' ...... . 

For account of issuer for other than cash sale ..•.. 
For account of other than issuer ................. . 

For cash sale ........•.......................... 
Other .....................•....•.•............. 

See footnotes at end of part 4 of table. 

All types 

$53,935, 702 
37,268,880 
17,520,285 
16,363,052 

14,583,305 
1,716,127 

63,621 
1,157,233 

19,748,595 
13,530,077 
3,136,745 
1,743,822 
1,392,923 

Type of security 

Bonds, 
debentures, 
and notes 6 

$15,547,731 
14,036,408 
13,760,114 
12,602,881 

11, 899, 284 
685,780 
17,817 

1,157,233 
276,295 

1,373,234 
138,089 
38,718 
99,371 

Preferred 
stock 

$3,113,213 
1,140,117 

905,927 
905,927 

596,008 
301,191 

8,728 
o 

234,190 
1,497,923 

475,173 
4,317 

470,856 

Amount 

$1,927,558 
1,812,756 
1,305,207 
1,600,281 

900,118 
1,302,195 

1,194,942 
1,066,560 
1,292,934 
1,010,183 
1,183,859 
1,766,459 

16,363,052 

Co=on 
stock 7 

$35,274,758 
22,092,355 
2,854,245 
2,854,245 

2,088,013 
729,156 
37,076 

o 
19,238,110 
10,658,920 

2,523,483 
1,700,787 

822,696 



TABLE 2.-Registrations effective under the Securities Act of 1933, fiscal year ended June 30, 1968-Continued 

PART 3.-PURPOSE OF REGISTRATION AND INDUSTRY OF REGISTRANT 

Purpose of registration 

Number of statements ____________________ ..... . 
Number of issues ' ............................ . 
All regIstrations (estimated value} .•............ 

For account of issuer ........................ . 
For cash sale .............................. . 

For immediate offering .................. . 
Corporate ............................. . 
Foreign governments .................. . 

For extended sale' ....................... . 
Investment companies , ............... . 
Employee saving plan certificates ...... . 
SecuritieS for employee stock option 

plans ................................ . 
Other 10 .•..••.••..•••••••••••....•••••• 

For other than cash sale ................... . 
Exchange transactions ll ................. . 
Reserved for conversion ................. . 
Other ................................... . 

For account of other than issuer ............. . 
For cash sale .............................. . 
Other ..................................... . 

Sea fcotnotes at end of part 4 of table. 

All registra
tions 

2,414 
2, 9~0 

$53, 935, 702 
50,798,957 
37,268,880 
17,520,285 
16, 3G3, 052 
1,157,233 

19,748,595 
13,804,820 
1,461,267 

3,360,972 
1,121,537 

13,530,077 
6,134,657 
7,192,118 

203,302 
3,136,745 
1,743,822 
1,392,923 

[Amounts in thousands of dollars] 1 

Manufac·1 
tnnng Extractive 

635 103 
875 115 

$14,298,359 $783,865 
12,559,987 702,377 
6,387,222 416,084 
6,387,222 416,084 
6,387,222 416,084 

Electric, 
gas and 
water 

163 
198 

$5,569,672 
5,485,899 
4,867.505 
4,867,505 
4,867,505 

Type of issuer 

Commu
nication 

46 
54 

$2,084,448 
1,950,085 
1,681,114 
1,681,114 
1,681,114 

Financial 
and real 
estate 

142 
190 

$2,730,605 
2,617,947 
1,004,912 
1,004,912 
1,004,912 

Commer
cial and 
other 8 

377 
487 

$7,562,925 
6,576,835 
2,006,215 
2,006,215 
2,006,215 

Foreign 
govern· 
ments 

20 
21 

$1,157,233 
1,157,233 
1,157,233 
1,157,233 

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

Invest
ment 

companies 

382 
430 

$13,804,820 
13,804,820 
13,804,820 

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

Other 
types 

546 
620 

$5,943,776 
5,943,776 
5,943,776 

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

............ ............ ............ ............ ............ ............ 1,157,233 ....................... . 

......... ... ............ . ........ ... .. ....... ... ............ . .... ....... ............ 13,804,820 5,943,776 

.................................................................................... 13,804,820 ........... . 

......... ... . ........... . ........... . ...... ..... ............ ...... ... ... ............ ... ...... ... 1,461,267 

6,172,764 286,293 618,395 268,971 
2,280,881 60,740 58,792 87,291 
3,830,214 185,148 559,602 181,680 

61,669 40,406 ------------ ------------

1,738.372 81,488 83,773 134,364 
896,670 47,545 3,827 56,827 
841,702 33,943 79,945 77,536 

1,613,035 4,570,619 
1,207,529 2,439,424 

396,980 2,038,494 
8,526 92,702 

112,659 986,090 
70,521 668,431 
42,138 317,659 

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

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

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

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

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

3,360,972 
1,121,537 

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



TABLE 2.-Rcgistrations effective under the Securities Act of 1933, fiscal ycar ended June 30, 1968-Continued 

PART 4.-USE OF PROCEEDS AND INDUSTRY OF REGISTRANT 

[Amounts in thousands of dollars]! 

Use of proceeds 

CorpOlate issues for llumcdiate cash offering for account of Issuers (esti· mated gross proceeds) _________________________________________________ _ 
Cost of fiotatiOIL ____________________________________________________ _ 

COl1l111isSlOl1S and discounts. _. _________ . ___ . ____________________ _ 
Expenses ________________________________ . _. _____________________ _ 

Expected nct proceeds _______________________________________________ _ 
New Inonev purposes. __________________________________________ _ 

~T~;~th~~l~a~lft~p~l~~l-t---~ ~ = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = = =: = = = = Hctlt'pnlent of securities _____ ____________________________________ _ 
Other purposes __________________________________________________ _ 

All 
corporate 

$16,363,052 
388,012 
309,695 
78,316 

15,97,\,041 
14,219,171 
10,561,232 
3,657,939 

301,127 
1,454,743 

! Dollar amounts are roundcd and will not necessarily add to totals shown. 
2 Warmnts are excluded from the count of the number of issues although Included 

in dollar amount 
, Includes issues to be ofIercd for sale continuously over an extended period of time, 

such as Investmellt conlpany Issues and securIties leserved for exercise of warrants or 
options. 

4 Covers only Issncs proposed for sale immediat,,ly following effective registration, 
~ The ~,414 e1fcctlve re~;lstration statuments covered in this table dIffer fronl the 

2.4/)6 Hllrt" cITuctlve statements shown III tho text table "Nurnber and dISposItIOn of 
registratIon stutmllcntH 1iled" as follows: 

Inclnderl in fully etIectives but excluded from net effectives: 
5 regIstratIOns effectlve m fiscal 1967 prior to rccClvmg competitive hids, 
'rhe amendments disclosing the accepted terms were received III fiscal 1968. 
10 rel(lstratlOns effective III flscal 19G8 which were later withdrawn. 

Exclndecl from fully effectlves but mclndod in net etIectives: 
4 regIstrations effectIve pnor to rccoivin!: competitive bids. The -'amendments 
dlscloslllg tlIe accepted terllls wew not receIved III fiscal 1968. 

Industry of issuer 

Manufac· Extractive Electric, gas Communi· Financial and C0111nlerciul 
turing and water cation real estate and other 8 

$6,387,222 $416,084 $4,867,505 $1,681,114 $1,004,912 $2,006,215 
153,270 17,264 74,506 19,355 35,809 87,807 
121. 687 12,775 58,442 15,847 31,475 69,471 
31,584 4,490 16,064 3,508 4,334 18,336 

6,233,952 398,820 4,792,999 1,661,759 969,103 I. fI18,409 
5,258,509 313,147 4,555,648 1,630,554 785,360 1,675,952 
3,305,091 83,439 4,544,172 1,587,011 44,544 996,976 
1,953,418 229,709 11,476 43,543 740.816 678,976 

66.063 2,411 159,296 6,270 2,910 64,176 
909,380 83,261 78,054 24,935 180,833 178,280 

3 registratIOns of lease obligations relating to industrial revenue bonds. 

, Includes face amount certificates, 
7 Inclndes certificat.es of partiCIpation, warrants and voting trust certificates, 
8 Includes trade, construction, transportation other than raIlroad, and service industries, 
, Includes regIstrations of new investment companies oIganized for the purpose of 

exchangll1g mvestment company shares for individuals' portfolIo holdmgs, 
10 Includes securities for exercise of warrants, options and other contingent offerings 

mostly involving parts of issues being registered, the other parts bemg included else
where in the table Also mcludes issues olIered over an extended period to employees 
untler plans other than savmgs and stock optIOn plans, and certificates of participation 
m retirement plans of the self-employed, 

11 Includes voting trust certificates and certIficates of deposit registered for issuance 
in exchange for orrgll1al securitIes deposited. 

i-' 
00 
o 
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TABLE 3.-Brokers and Dealers Registered Under the Securities Exchange Act 0 

1934 I-Effective Registrations as of June 30,1968, Classified by Type of Organiza
tion and by Location of Principal Office 

Number of registrants Number of proprietors, 
partners, officers. etc.2 3 

Location of principal office 
Sale Part- Cor- Sale Part- Cor-

Total proprI- ner· pora- Total propri- ner- pora-
etor- ships tions" etor- ships tlOns 
ships ships 
---------------------

Alabama __ . _____ . ___ .... _. __ -- .. --.- 31 11 2 18 120 11 5 104 Alaska ______________________________ 3 3 0 0 3 3 0 0 
Arizona. ___________________ --------- 24 6 1 17 79 6 2 71 
Arkansas ___________________ -- -- -- --- 22 6 3 13 93 6 6 81 
Cahfornia. _________________ - - - - --- -- 440 159 53 228 2,080 159 593 1,328 
Colorado ___________________ -- -- -- --- 64 17 5 42 260 17 22 221 
Connecticut. _______________ --- - -- --- 51 14 9 28 294 14 73 207 
Dela\~ .. are ___ _________________________ 17 3 3 11 141 3 21 117 
District of Columbia _______ -- ---- --- 50 9 11 30 289 9 66 214 
Florida _____________________ - --- -- --- 114 30 8 76 372 30 21 321 
Georgia ____________________ -- -- -- - -- 42 9 5 28 243 9 34 200 Hawaii. _______________________ -- - --- 31 6 2 23 128 6 5 117 
Idaho ________________________ -- -- --- 10 3 0 7 29 3 0 26 
IIIinOls _____________________ - - ---- --- 187 29 42 116 1,135 29 244 862 
Indiana ____________________ -- -- -- --- 56 18 1 37 250 18 2 230 Iowa ________________________________ 43 10 5 28 185 10 15 160 
Kansas. ___________ _______ _ . _________ 30 6 3 21 140 6 11 123 

t~~~~~~r~:::::::::::::::::::::::::: 16 4 4 8 60 4 24 32 
43 15 9 19 187 15 86 86 Maine _______________________________ 20 6 2 12 69 6 9 54 Maryland ____________________________ 34 11 7 16 190 11 85 94 Massachusetts _______________________ 190 73 23 94 997 73 152 772 

Michigan ____________________ -- - -- --- 72 16 10 46 421 16 95 310 
Minnesota __________________ -- - - ----- 62 8 6 48 398 8 38 352 MissisSlppL ___________ ______________ 21 7 5 9 55 7 15 33 
JlhssourL. __________________ -- -- -- --- 87 19 11 57 743 19 170 554 
l\Iontans. _____ . ___________ . _______ ._ 12 5 1 6 27 5 2 20 Nebraska ____________________________ 19 5 0 14 117 5 0 112 Nevada _____________________________ 2 1 0 1 5 1 0 4 
New Hampshire _____________________ 10 7 0 3 16 7 0 9 
New Jersey _________________ -_ -_ ... __ 189 79 26 84 568 79 64 425 
New MexICo ________________ --- -- ---- 7 3 2 2 25 3 14 8 
New York State (excluding New 

York Clty) _______________ -- -- -- --- 314 138 26 150 723 138 94 491 
North Carolma. _____ . ___ .. __________ 34 10 5 19 182 10 Ii 155 North Dakota _______________________ 9 2 0 , 32 2 0 30 Ohio ___________________________ -____ 1<)? 24 27 71 678 24 220 434 
Oklahoma __________________ -- -- -- --- 33 14 3 16 87 14 6 67 
Olegon ___ ___________ . ___ _________ - __ 28 5 4 19 103 5 8 90 
Pennsylvania ____________ _______ _____ 220 4:! 67 111 1,126 42 380 704 
Rhode Island ________________________ ~4 7 5 12 r,s 7 15 46 
South Carolina _______________ -- -- --- 19 3 1 15 87 3 2 82 
South Dakota _______________ -- ------ 3 1 0 2 8 1 0 7 Tennessee ________ . __________________ 44 10 4 30 203 10 28 165 
Texas. __________________ __ _ -- -- -- --- 169 54 5 110 767 54 22 691 
Utah _______________________ -- -- -- --- 40 8 5 27 135 8 12 115 
\Ternlont _. __________________________ 7 4 1 2 14 4 4 6 
Vilgmia _____________________________ 54 15 13 26 236 15 63 158 Washington __________________________ 89 28 2 59 321 28 4 289 
\Vest Vlrginia _______________ - - -- __ - -- 12 4 1 7 35 4 3 28 
\Vlsconsin ___________________________ 41 8 1 32 268 8 28 232 Wyommg ____________________________ 8 4 0 4 17 4 0 13 

------------------------
Total (excluding New York 

City) ____ , ___________________ ,3,269 979 429 1,861 14,809 979 2,780 11,050 
New York Clty ______________________ 1,086 163 419 504 9,064 163 4,015 4,886 

------------------------TotaL _________________________ 4,355 1,142 848 2,365 23,873 l,14Z 6,795 15,936 

.1 Does not inclw1e 42 registrants whose principal offices are located in foreign countries or other territorial 
jurisdICtions not lIsted. 

, Includes directors, om"ers, t.rus~Qes, and all Qther_persons occupymg similar status or performing similar 
functIOns. 

3 Allocations made on the basis of location of prinCipal offices of registrants, not actual location of pErsons. 
Information taken from latest reports lIled prIor to June 30, 19(j~. . 

• Includes all forms of org~ll1zat\Ons other than sole proprietorships and partnerships. 



182 SECURITIES AND EXCHANGE COMMISSION 

TABLE 4.-Number of Security Issues and Issuers on Exchanges 

PART l.-UNDUPLICATED COUNT AS OF JUNE 30, 1968, OF THE NUMBER OF STOCK 
AND BOND ISSUES ADMITTED TO TRADING ON EXCHANGES UNDER SECTION 12 
OF THE SECURITIES EXCHANGE ACT OF 1934, AND THE NUMBER OF ISSUERS 
INVOLVED. 

Status uuder the Act I Stocks Bonds Total stocks Issuers 
aud bonds Involved 

Registered pursuant to Section 12(b) ................... 
Temporarily exempted from regIstratIOn by Commis· 

3,094 1,534 4,628 2,634 

slOn rule .... ________________________________________ . 21 16 37 15 
AdmItted to unlisted tradmg privIleges on registered 

exchanges pursuant to SectIOn 12(1) __________________ . 
Listed on exempted exchanges under exemption orders 

87 10 97 70 

of the Commlsgion .•.. ______________________________ . 52 57 42 
Admitted to unlisted trading privileges on exempted 

exchanges under exemption orders of the Commission. 12 0 12 12 

TotaL. ____________________ . ________________ . __ .. 3,266 1,565 4,831 2,773 

I Registered: A security may be registered 011 a natIOnal securities exchange by thc issuer filing an ap· 
plicatIOn With thc exchange and with the Commission containing certain types of speCified information. 

Temporarily exempted: These are securities sneh as short term warrants, or securities resulting from 
mergers, consolidations, etc., whICh the Commission has by published rules exempted from registration 
under speCIfied conditions and for stated penods. 

Admitted to unlisted trading privileges: This refers to securities which have been admitted to 
trading on the initIative of exchanges without listing. Since July 1964, the effective date of the 1964 amend· 
ments to Section 12(1) of the Exchange Act, additional securities may be granted unlisted trading privileges 
011 exchanges only if they are listed and registered on another exchange. 

Listed on exelDpted exchanges: Certain exchanges have been exempted from registration under 
. Section 6 of the Act because of the liUlited volume of transactions. The Commission's exemption orders 
specify in each case that securities which were listed on the exchange at the date of the order may continue 
to be lIsted thereon, and that no additional securities may be listed except upon comphance with Sections 
12(b), (c) and (d). 

Unlisted on exempt exchanges: The Commission's exemption orders specify that securities which 
were admitted to unlisted trading privileges at the date of the order may eontlnue such privileges, and that 
no additIOnal securities may be admitted to unlisted trading privIleges except upon compliance with Section 
12(1). 

PART 2.-NUMBER OF STOCK AND BOND ISSUES ON EACH EXCHANGE AS OF JUNE 30, 
1968, CLASSIFIED BY TRADING STATUS, AND NUMBER OF ISSUERS INVOLVED 

Stocks Bonds 
Exchanges Issuersl-----,.----.----._---.----~----·I-----~--_,----_.----._---

R X U XL XU Total R X U XL Total 
------1·-------------------------
Amerlcan ______ ••.• __ . 1,050 996 3 98 ------ ------ 1,097 145 5 11 ------ 161 
Bostou ____ . __ ....... __ 511 60 11 450 ------ ------ 521 12 ------ ------ ------ 12 
Chicago Bd. of Trade. 7 4 3 ------ ------ 7 ------- ------ ------ ------ ------Clnclnnatl. ..... ______ 189 32 162 ------ ------ 195 8 1 ------ ------ 9 
Colorado Springs' • __ • 10 ------- ------ --iiii' 10 ------ 10 -----_ . . _---- ------ ------ ------Detroit .. ____ • ________ 282 87 5 --'4i" '--ii' 293 ------- ------ ------ ------ ·----5 Honolulu'. __________ • 46 ------- ------ 53 ------- ------ ----.- 5 
Midwest .. ____________ 463 336 10 156 ----.- ------ 502 13 ------ ------ ------ 13 
NationaL. ______ .. __ . 43 45 ------ ------ ------ ------ 45 2 ------ ------ ------ 2 
New York ____________ 1,486 1,747 17 --i03' ------ ------ 1,764 1,369 12 ------ ------ 1,381 
Pacific Coast .. ______ . 610 492 9 ------ ------ 704 28 ------ ------ ------ 28 
Phlla.·Balt.·Wash ... __ 676 183 12 572 ------ ------ 767 51 ------ ------ ------ 51 
Pittsburgh. _______ • __ 110 29 7 83 --'25' ------ 119 1 ------ ------ ------ 1 
Richmond' __________ . 16 2 ------ ------ ------ 27 -----.- ------ ------ 1 
Salt Lake ____________ . 59 57 3 ------ ------ 60 ------- ------ ------ ------ ------Spokane .• ____ .. __ . __ . 24 22 5 ------ ------ 27 ------- ------ --.-.- ------ ------

Symbols: R-registered; X-temporarily exempted; U-admltted to unlisted trading privileges; XL
listed on an exempted exchange; XU-admitted to unlisted trading privileges on an exempted exchange. 

Notes:-Issues exempted under Section 3(1'1)(12) of the Act, such as obligations of the U.S. Government, 
the States and Cities, are not Included In this table. 

-Exempted exchanges. 
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TABLE 5.-Value of stocks on exchanges 

[Billions of dollars] 

December 31 

1936 ........................................... . 
1937 .........•.••.••............................ 
1938 ......•.....•..........•.................... 
1939 .....•..••...................•.............. 
1940 ......•.•.•............•.................... 
1941 .........•...•.............................. 
1942 ........................................... . 
1943 .............••............................. 
191L .......................................... . 
1945 ........................................... . 
1946 ........................................... . 
1947 ........................................... . 
1948 ........................................... . 
1949 ..•......................................... 
1950 ........................................... . 
1951. .......................................... . 
1952 ........................................... . 
1953 ........................................... . 
1954 .......................•.................... 
1955 ...•........................................ 
1956 ........................................... . 
1957 ........................................... . 
1958 ...•....•................................... 
1959 ......•.....•............................... 
1960 ...........•................................ 
1961 .......•.•.•.••...........................•. 
1962 .........................................•.. 
1963 .••................••...•................... 
1964 .................•.......................... 
1965 .......................................•.... 
1966 .......••.•..................•.............. 
1967 ...........................•................ 

New York 
Stock 

Exchange 

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

109.5 
120.5 
117.3 
169.1 
207.7 
219.2 
195.6 
276.7 
307.7 
307.0 
387.8 
345.8 
411.3 
474.3 
537.5 
482.5 
605.8 

American Exclusively 
Stock on other 

Exchange Exchanges 

$14.8 ------------.-
10.2 ------------.-
10.8 ------------.-
10.1 --------------
8.6 --------------
7.4 --------------
7.8 ------------.-
9.9 ------------.-

11. 2 ------------.-
14.4 ------------ .. 
13.2 ----.-.-------
12.1 ----.-------.-
11. 9 $3.0 
12.2 3.1 
13.9 3.3 
16.5 3.2 
16.9 3.1 
15.3 2.8 
22.1 3.6 
27.1 4.0 
31.0 3.8 
25.5 3.1 
31. 7 4.3 
26.4 4.2 
24.2 4.1 
33.0 5.3 
24.4 4.0 
26.1 4.3 
28.2 4.3 
30.9 4.7 
27.9 4.0 
43.0 3.9 

183 

Total' 

$74.7 
49.1 
58.3 
56.6 
50.5 
43.2 
46.6 
57.5 
66.7 
88.2 
81.8 
80.4 
81.9 
91.6 

111.0 
129.2 
140.5 
135.4 
194.8 
238.8 
254.0 
224.2 
312.7 
338.4 
335.3 
426.2 
374.2 
441. 7 
506.8 
573.1 
514.4 
652.7 

, Total values 1936-47 Inclusive are for the New York Stock Exchange and the American Stock Exchange 
only. 
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T AnLf, 6.-Dollar volume and share volume of s_ales effected on securities exchanges 
in the calendar year 1967 and the 6-1Jwnth period ended June 30,1968 

[Amouuts in thousands] 

PART 1.-12 MONTHS ENDED DEC. 31, 1967 

Bonds Stocks Rights and 
warrants 

Total 
Exchanges dollar 

volume Dollar Principal Dollar Share Dollar Num· 
volume aIllount volume volulne volume berof 

units 
---

Registered exchanges_ 168,258, 138 6,087,432 5,393,598 161,746,464 4,504,157 424,242 141,296 
----- ---

American ................ 24,150,375 659,064 530,702 23,111,274 1,290,205 380,038 30,257 
Boston ................... 1,086,317 0 0 1,086,315 20,084 1 2 
Chicago Board of Trade .. 0 0 0 0 0 0 0 
Cinclllnati. .•............ 62,281 45 64 62,234 1,185 1 2 
Detroit. ••.......•.•.•••. 709,629 0 0 709,625 15,269 3 51 
lIIidwest. ...........•.... 4,995,889 112 125 4,995,648 109,226 129 334 
NatIOnaL ....•••.•.•••••. 22,214 0 0 22,214 3,032 0 0 
New york ....•.....•..•• 130,790,704 5,428,004 4,862,476 125,329. 105 2,885.748 33.595 107.056 
PaCific Coast .........•••. 4,538,732 180 204 4,530.208 113,001 8,344 1.323 
Philadelphia·Baltimore· 

Washington ...•........ 1,832,900 2l! 27 1.830.742 38.464 2,130 2.271 
Pittsburgh ............... 51.964 0 0 51.964 1.151 0 0 
Salt Lake ...•............ 8,265 0 0 8.265 12.439 0 0 
San Francisco_ ..•........ 860 0 0 860 4,187 0 0 
Spokane ....•.........•.. 8.010 0 0 8,010 10.167 0 0 

---
Exempted exchanges. 18,546 41 14 18.505 1,072 0 0 ------

Colorado Springs ••...... 0 0 0 0 0 0 0 
Honolulu .••............. 16,757 41 14 16.716 1.024 0 0 
Richmond ..........•.... 1,789 0 0 1.789 48 0 0 

PART II.-6 MONTHS ENDED JUNE 30, 1968 

Bonds Stocks Rights and 
warrants 

Total 
Exchanges dollar 

volume Dollar Principal Dollar Share Dollar Num· 
volume UInount voluule volume voltune ber of 

units 
---

Registered exchanges. 101,606,897 2,908.55S 2, i77, 915 98,467.581 2,704.562 230.758 45,700 
---AmencalL. ______________ 18,697.961 659.116 518.761 17,820.256 824.615 218,579 14.582 

Boston ............... _ ... 908,476 0 0 908.454 19.205 22 1 
Chicago Board of Trade .. 0 0 0 0 0 0 0 CincinnatL ______________ 19,026 17 26 19.008 365 0 0 
Detroit .•...•............ 366,147 0 0 366.147 8,690 * * 
Midwest •. _ .............. 2.976.016 234 190 2.975,399 68,880 384 127 
NationaL. _ .... _. _ ... _ ... 37.858 0 0 37,858 5,226 0 0 
New York ... _ .•• _ ....... 74,949.940 2,248,244 2.257.987 72.695.008 1,660.324 6.688 30,141 
Pacific Coast. ... _ .. _ ..... 2.556.000 137 136 
Phiiadelphla·Baltlmore· 

2,552,231 68.524 3.632 641 

Washington ..... _ ...... 1,044,529 810 816 1.042.266 23,132 1.453 207 
Pittsbnrgh ..•....... _ ... _ 27.462 0 0 27,462 662 0 0 
Suit Lake •... _ ........ _ .. 11,259 0 0 11.259 15,524 0 0 
Spokane ................. 12,222 0 0 12,222 9.417 0 0 

---
Exempted exchanges. 6.664 0 0 6.633 307 31 342 

---
Colorado Springs ........ 0 0 0 0 0 0 0 
Honolulu .. _. _ ......... _. 5.714 0 0 5,683 278 31 342 
HlChmond ............... 951 0 0 951 29 0 0 

• Less than 500 UllltS or $500. 

Note.-Data on the value and volume of securities sales on the legistered exchi1nges arc reported in con· 
nectlOll with fces pmd under Section 31 of the Secunties Exch"ilge Act of 1934. Included are an secullties 
sales, odd·lot as well as round·lot transactions, elIected on exchanges e,cept sales of bonds of the U.S. 
Goverruncnt which are 110t snbject to the fee. Comparable dat.:l ale also supplied by the exempted eX· 
changes. Reports of most exchanges for a gIven nlOnth CQVf'f transactIOns cleared dUling the calendar month. 
Clearances generally occurred on the 4th business day after that on which the trade was effected through 
Jo'e~ruary 8,1968, and on the 5th bnsllless day thCleafter. 
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TABLE 7.-Comparative share sales and dollar vol1tmes on exchanges 

Year Share sales NYS AMS MSE PCS PBS BSE DSE PIT CIN Other 
% % % % % % % % % % 

-_._-- ------------------------
j935 ___ •....... 681,970, 500 73.13 12.42 1. 91 2.69 0.76 0.96 0.85 0.34 0.03 6.91 
1940 ... ________ 377,896,572 75.44 13.20 2.11 2.78 1.02 1.19 .82 .31 .08 2.05 
1945 ___ ........ 769,018,138 65.87 21. 31 1. 77 2.98 .66 .66 .79 .40 .05 5.51 
1950 __ ......... 893, 320, 458 76.32 13.54 2.16 3.11' .79 .65 .55 .18 .09 2.61 
1955_ .. _ ..... __ 1,321,400, 711 68.85 19.19 2.09 3.08 .75 .48 .39 .10 .05 5.02 
1956_ .. _._._. __ 1, 182, 487, 085 66.31 21.01 2.32 3.25 7" .47 .49 .11 .05 5.27 
1957 ..... _.,._. 1,293,021,856 70.70 18.14 2.33 2.73 .98 .40 .39 .13 .06 4.14 
1958_ .•........ 1,400,578,512 71.31 19.14 2.13 2.99 .73 .45 . 35 .11 . .05 2.74 
1959 __ ... _ ..... 1,699,696,619 65.59 24.50 2.00 2.81 .90 .37 .31 .07 .04 3.41 
1960 ......•.... 1,441,047,564 68.48 22.27 2.20 3.11 .89 .39 .34 .06 .05 2.21 
1961-- ... __ .•.. 2, 142, 523, 490 64.99 25.58 2.22 3.42 .79 .31 .31 .05 .04 2.29 
1962._ ..• ___ • __ 1,711,945,297 71. 32 20.12 2.34 2.95 .87 .31 .36 .05 .05 1. 63 
1963_._ .. _ •.• __ 1,880, 798, 423 72.94 18.84 2.33 2.83 .84 .29 .47 .04 .04 1. 38 
H)64_._ •••••••• 2, 126, 373, 821 72.54 19.35 2.43 2.64 .93 .29 .54 .05 .04 1.19 
196,0 ....•••.• _. 2,671,011,839 69.91 22.53 2.63 2.34 .82 .27 .53 .04 .05 .88 
196t3.. ... __ .•.. 3,312,383,465 69.37 22.85 2.57 2.68 .86 .40 .46 .04 .05 .72 
lq67._. ___ . ____ 4, 646, 524, 907 64.41 28.42 2.36 2.46 .88 .43 .33 .02 .03 .66 
SIX months to 

.June 30, 
1968 ... _ ..•.. 2,750,910,941 61.45 30.51 2.51 2.51 .85 .70 .32 .02 .01 1.12 

Dollar volume 
(in thousands) 

1935_ ••.•...•.• $15, 396, 139 86.64 7.83 1.32 1. 39 .68 1.34 .40 .20 .04 .16 
1940 ..•.. _ ..••• 8,419,772 85.17 7.68 2.07 1.52 .92 1. 91 .36 .19 .09 .09 
H145_ .....•.•.• 16,284,552 82.75 10.81 2.00 1. 78 .82 1. 16 .35 .14 .06 .13 
1950_ .. _ ..•.•.• 21,808,284 85.91 6.85 2.35 2.10 .92 1.12 .39 .11 .11 .05 
1955 ....•...... 38,039,107 86.31 6.98 2.44 1.90 .90 .78 .39 .13 .09 .08 
1956 ........... 35,143,115 84.95 7.77 2.75 2.08 .96 .80 .42 .12 .08 .07 
1957 ........... 32,214,846 85.51 7.33 2.69 2.02 1.00 .76 4') I') .08 .07 
1955 ......... _. 38,419,560 85.42 7.45 2.71 2.11 1. 01 .71 .37 .09 .08 .05 
lil59_ .......... 52,001,255 83.66 9.53 2.67 1. 94 1. 01 .66 .33 .08 .07 .05 
1~60 ........... 45,306,603 83.81 9.35 2.73 1. 95 1.04 .60 .34 .06 .08 .04 
196L .•........ 64,071,623 82.44 10.71 2.75 2.00 1.04 .50 .37 .06 .07 .06 
1962 ......... _. 54,855,894 86.32 6.81 2.76 2.00 1.05 .46 .42 .06 .07 .05 
1963._._ ... _._. 64,438,073 85.19 7.52 2.73 2.39 1.07 4') .52 .05 .06 .05 
1961._ .. __ ..... 72,461,750 83.49 8.46 3.16 2.48 1.15 .43 .66 .06 .06 .05 
!D65 ... _ ....... 89,549,093 81. 78 9.91 3.45 2.43 1. 13 .43 .70 .05 .08 .04 
1966._ ......... 123, 666, 443 79.78 11.84 3.14 2.85 1.10 .57 .57 .04 .08 .03 
H167 ___ .. _ ... __ 162, 189, 211 77. 29 14.48 3.08 2.80 1.13 .67 .44 .03 .04 .04 
SIX months to 

JUlle 30, 
1968 .. _ ...... 98,705,003 73.66 18.27 3.01 2.59 1. 06 .92 .37 .03 .02 .07 

Note.-Annual sales, including stocks, warrants and rights, as reported by all U.S. exchanges to the 
Commission. Figures for n1crgcd exchanges are included in those of the exchanges into WhICh they were 
merged. Details for all years pnor to 1955 appear III Table 7 in the AppendiX of the B2nd Annual Report. 

Symhols.-NYS, New York Stock Exchange; AMS, Alncncan Stock Exchange; MSE, l\1Hlwest Stock 
Exchange; PCS, PaCific Coast Stock Exchange; PBS, Phlladelphla·Baltlmore·Washington Stock Ex· 
change; BSE, Boston Stock Exchange; DSE, Detroit Stock Exchunge; PIT, PIttsburgh Stock Exchange; 
CrN, Cinclllnati Stock Exchange. 
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Year 

1942 ________ 
1943 ________ 
1944 ________ 
1945 ________ 
1946 ________ 
1947. _______ 
1948 ________ 
1949 ________ 
1950 ________ 
1951. _______ 
1952 ________ 
1953 ________ 
1954. _______ 
1955 ________ 
1956 ________ 
1957 ________ 
1958 ________ 
1959 ________ 
1960 ________ 
1961. _______ 
1962 _____ : __ 
1963 ________ 
1964 _____ : __ 
1965 ________ 
1966 ________ 
1967 ________ 

SECURITIES AND EXCHANGE COMMISSION 

TABLE S.-Block distributions of stocks reported by exchanges 

[Value in thousands of dollars] 

Special offerings Exchange distributions Secondary distributions 

Num- Shares Valuc Num- Shares Value Num- Shares Value 
ber sold ber sold ber sold 

79 812,390 $22,694 ------- ------.---- ------------ 116 2,397,454 $82,840 
80 1,097,338 31,054 ------- ----------- ---.-------- 81 4.270,580 127,462 
87 1,053,667 32,454 ------- ----------- ------------ 94 4,097,298 135,760 
79 947,231 29,878 ------- ------.---- ------------ 115 9,457,358 191,961 
23 308,134 11,002 ------- ----------- .----------- 100 6,481,291 232,398 
24 314,270 9,133 ------- .-------_.- ------------ 73 3,961,572 124,671 
21 238,879 5,466 .---_.- ----------- ------------ 95 7,302,420 175,991 
32 500,211 10,956 ------- ----------- ------------ 86 3,737,249 104,062 
20 150,308 4,940 ------- ----------- ---_.-.----- 77 4,280,681 88,743 
27 323,013 10,751 ------- ------.---- ------------ 88 5,193,756 146,459 
22 357,897 9,931 ------- -_.-------- ----.------- 76 4,223,258 149,117 
17 380,680 10,486 ------- ------.-.-- --_.-------- 68 6,906,017 108,229 
14 189,772 6,670 57 705,781 $24,664 84 5,738,359 218,490 
9 161,850 7,223 19 258,348 10,211 116 6,756,767 344,871 
8 131,755 4,557 17 156,481 4,645 146 11,696,174 520,966 
5 63,408 1,845 33 390,832 15,855 99 9,324,599 339,062 
5 88,152 3,286 38 619,876 29,454 122 9,508,505 361,886 
3 33,500 3,730 28 545,038 26,491 148 17,330,941 822,336 
3 63,663 5,439 20 441,664 11,108 92 11,439,065 424,688 
2 35,000 1,504 33 1,127,266 58, on 130 19,910,013 926,514 
2 48,200 588 41 2,345,076 65,459 59 12,143,656 658,780 
0 0 0 72 2,892,233 107,498 100 18,937,935 814,984 
0 0 0 68 2,553,237 97,711 110 19,462,343 909,821 
0 0 0 57 2,334,277 86,479 142 31,153,319 1,603,107 
0 0 0 52 3,042,599 118,349 126 29,015,038 1,523,373 
0 0 0 51 3,452,856 125, 403, 727 143 30,783,604 1,154,479,370 

.Note.-The first special offenng plan was made effective Feb. 14, 1942; the plan of exchange distribution 
was made effective Aug. 21, 1953; secondary distributions are not made pursuant to any plan but general1y 
exchanges require members to obtain approval of the exchange to participate in a secoudary distribution 
and a report on such distnhutioh is filed with tlns Commission. 
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TABLE 9.-Unlisted Stocks on Exchanges 
PART I-NUMBER OF STOCKS ON THE EXCHANGES AS OF JUNE 30, 1963 I 

Exchanges 

American •.•..............................••..............•... 
Boston ...................•.................................... 
Chicago Board of Trade .....................•...•............ 
Cincinnatl. .................................................. . 
Detroit ..................................•.................... 
Honolulu ...........................................••........ 
Mid'vest. .................................................... . 
Pacific Coast ................................................ . 
Philadelphia·Baltimore·Washlngton ..........•................ 
Pittsburgh .••................................................. 
Salt Lake •.....................................•.............. 
Spokane •..................................................... 

Unl!sted 
only' 

81 
0 
0 
0 
0 

12 
0 
0 
0 
0 
2 
2 

Listed and registered on 
another exchange 

Admitted AdmItted 
prior to Mar. since Mar. 

I, 1934 3 I, 1934 • 

13 3 
116 336 

3 0 
0 163 

13 199 
0 0 
0 157 

50 173 
187 390 

14 70 
0 1 
2 2 

---------1---------1-------
Total , .•................................................ 97 398 1,494 

PART 2-UNLISTED SHARE VOLUME ON THE EXCHANGES-CALENDAR YEAR 1967 

Exchanges 

American ..................•...•....•.....•.•.•....•........•. 
Boston ......•..............................•...•.............. 

gr~~r;~a~i~~~~. ~~ ~~~~.e ... ~ .. ~: ~:::::::::::::::::::::::::::::::: 
DetroiL ..................•...••.......•...•.........•.....•.. 
Honolulu ..........•...•.•...••.......•..•.•......•..•.......• 
Midwest ....................•....••.•.•.•.......•.........•.•. 
Pacific Coast .•.....................•.......•...•...•.....•..• 
Philadelphia-Baltimore-Washington .......................... . 
Pittsburgh ................•...•.....•.•.•••.•••.........•..••. 
Salt Lake •.•••••..••••......•.•............................... 
Spokane •..•.................................................. 

Total' .......•.•...•.••.••••••••.••••••••••..••••••••.•• 

Unlisted 
only 2 

36,595,196 
o 
o 
o 
o 

131,000 
o 
o 
o 
o 

404 
1,338,977 

38,065,577 

Listed and registered on 
another exchange 

Admitted Admitted 
prIOr to since Mar. I, 

Mar. I, 1934' 1934 • 

19,759,775 
4,633,755 

o 
o 

799,921 
o 
o 

9,917,315 
10, 33S, 563 

136,870 
o 

12,935 

45,599,134 

495,150 
13,957,397 

o 
896,976 

10,412,549 
o 

31,604,174 
24,342,095 
21,069,976 

445,302 
o 

18,990 

103, 242, 609 

I Refer to text under heading "Unl!sted Trading Privileges On Exchanges," In Part IV of this Report, 
Volumes are as reported by the stock exchanges or other reporting agencies and are exclusive of those In short
term rights . 

• Includes issues admitted under Clause 1 of Section 12(f) as In effect prior to the 1964 amendments to the 
Exchange Act and two stocks on the American Stock Exchange admitted under former Section 12(f), 
Clause 3. 

I These Issues were admitted under former Section 12(f), Clause l. 
• These figures melude Issues admitted under former Section 12(f), Clauses 2 and 3 (except the two stocks 

on tbe American Stock Exchange referred to In n. 2), and under new Section 12(f) (1) (B). 
, Duplication of Issues among exchanges brings the figures to more than the actual number of Issues 

Involved. 
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TABLE lO.-Swnmary of Cases Instituted in the Courts by the Comm2ssion Under the 
Securities Act of 1933, the Securif1'es Exchange Act of 1934, the Public Utility 
Holding Company Act of 1935, the Investment Company Act of 1940, and the 
I nvestment Advisers Act of 1940. 

Total Total Cases Cases Cases in- Total Cases 
cases in- cases pending pending stituted cases closed 
stituted closed at end at end during pending during 

Types of cases up to end up to end of 1968 of 1967 1968 durmg 1968 
of 1968 of 1968 fiscal fiscal fiscal 1968 fiscal 
fiscal fiscal year year year fiscal year 
year year year 

------------------------
ActIOns to enjoin violations of 

the above Acts _______________ 1,648 
Actions to enforce subpoenas 

1,576 72 75 93 168 96 

under the SecuritIes Act and 
the Securities Exchange AcL_ 131 129 2 11 9 20 18 

Actions to carry out voluntary 
plans to comply with Section 
ll(b) of the Holding Com-pany AcL _______ . ____________ 152 150 2 1 2 3 1 

MIscellaneous actions _____ . _____ 57 57 0 0 0 0 0 ----------------------------TotaL ____________________ 1,988 1,912 76 87 104 191 115 
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TABLE 11.-A 35-year summary of all injunction cases instituted by the Commission 
1934 to June 30, 1968, by calendar year 

Calendar Year 

1934. ____ • ____ • ____________ •• __ .• __ ••••••••••••. 
1935. ____ •. __ .••. ________ •• __ •• ______ •. __ •••.... 
1936 ... ______ • __ ••• ____ •• ____ ..•• __ • ______ •• __ •• 
1937 .• __ ' ____ ' ______ . ________ ' __ • __ • __ ••• ____ •.. 
1938. __ •. __ •.•• __ •• ______________ • ____ ••• ____ ••. 
1939. __ • __ •.• ____________ •.•• ______________ •.•.. 
1940 ____ . __________ • __ ••.••• ____ • ____ ••••••• __ •• 
1941 .•.•.••.••••••••.••••••••••••••••••••••.•... 
1942 .•.•..••••••••••....••••••••••••.•.•••...... 
1943 .•..••••••••.•.•....••••••••••.•.•.••....... 
1944 ____ . ______ •••. __ . __ • ______________ .. ______ . 
1945. ______ • ____ • ____ .••••• ______ •.... __ ••• __ ... 
1946. __ .• __ •••••. ______ •••• ________ .....•••..... 
1947 .•••••.•• __ •• ______________________ .. __ ...•. 
1948 ••••.•..• ______ •.. __ •• __ ••• ______ .... __ ..•.. 
1949. __ ..••••• __ .•. ______ •••• ______ ••••••....... 
1950. ______ • __ ••. __________ ....• __ •• ____ ...•••.. 
1951. ______ •••....• ______ .•... __ •• __ ... __ ..•.... 
1952 ..... __ •• ____ • ______ ...•..••. __ •.....••• __ .. 
1953. __ .••• __ •..... ____ • __ ••• ____ •. __ ..•........ 
1954. __ ..•••••••. __ .•• __ . __ .••• __ •••••.•........ 
1955 .....••••.•......••.......••••••.••......... 
1956 .....•.•... __ ..•.......•..••••....•......... 
1957 .......••...... __ ..........•.•......•••..... 
1958 .....•......... __ •. __ ......•.•..•...•...•... 
1959 .......•••.....•. ____ ..•.•................•. 
1960 .....•.•......... __ ....•.•.• __ ""'" __ •..•• 
1961. .... ____ ' .. ' .. " __ ......••...• __ .......... . 
1962 ...•.•...............•...•..... __ ..•.•.•.... 
1963 .•.•....... __ •.•........ ' ••.... __ ......•.•.. 
1964 .....•.............•...•.............•.•.... 
1965 ... __ •. __ ............•....... __ ......•.•.. " 
1966 ...•..•.... __ •. ____ •.•................•. "" 
1967 .... ' •.•.....•• __ .. __ ....•••.......•.•... , .. 
1968 (to June 30) ..... __ • __ • ________ . ________ . __ 

Number of cases instituted 
by the CommIssion and the 

number of defeudants 
mvolved. 

Cases Defendants 

7 24 
36 242 
42 116 
96 240 
70 152 
57 154 
40 100 
40 112 
21 73 
19 81 
18 80 
21 74 
21 45 
20 40 
19 44 
25 59 
27 73 
22 67 
27 103 
20 41 
22 59 
23 54 
53 122 
58 192 
71 408 
58 206 
99 270 
84 368 
99 403 
91 358 
76 276 
72 302 
56 236 
89 380 
49 210 

Number of cases in winch 
injunctIOns were gran ted 

and the number of 
defendants enjomed.' 

Cases Defendan!s 

2 4 
17 56 
36 108 
91 211 
73 153 
61 165 
42 99 
36 90 
20 54 
18 72 
14 35 
21 57 
15 34 
20 47 
15 26 
24 55 
26 il 
17 43 
18 50 
23 68 
22 62 
19 43 
42 88 
32 99 
51 152 
71 li2 
84 229 
85 273 
82 223 
98 369 
88 352 
68 271 
50 181 
79 291 
52 210 

1-------1-------1--------------
TotaL .... __ . ________ .. ____ . ____ .... ____ . 1,648 5,764 2 1,512 4,513 

SUMMARY 

Cases Defendants 

Actions instituted. ______ . __________ . ____________ . ____ .____________________ __ 1,648 5,764 
Injnctions obtained ____________ . __ . ______ . __ . ____ . ________________ . ____ . __ . 1,486 4.513 
Actions pending ____ . ______________ . ____________ . ____ . ________________ .__ __ 30 323a 
Other dispOSitions , ______ . ________________ . ______________ . ____ .____________ 132 1.012 

1--------1--------TotaL. ________ . __ • ________________________ . ________________ .______ __ __ 1,648 5, .64 

• These columns show disposition of cases by year of disposition and do not necessarily reflect the disposi 
tion of the cases shown as haVIng been instItuted In the same years. 

2 Inclnaes 26 cases which were connted twice in this column because injunctIOns against different defend· 
ants in the same cases were granted in different -years. 

3 Includes 76 defendants III 17 case, in which inlUnctlOns lmye been obtained as to 102 co·defendants. 
'Inclndes (a) actIOns dismissed (as to 895 defendants): (I)) actIOnS discontlllued, abated, abandoned, 

stipulated or settled (as to 71 defendants); (c) actions in which judgment was denied (as to 42 defendants), 
(rt) actIOns in which prosecution was stayed on stIpnlatwn to dIscontinue misconduct charged (as to 4 
defendants) . 
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TABLE 12.-Summary of Cases Instituted Against the Commission, Petitions for 
Review of Commission Orders, Cases in Which the Commission Participated as 
Intervenor or Amicus Curiae, and Reorganization Cases on Appeal Under Ch. 
X ~n Which the Commission Participated 

Total Total Cases Cases Cases in- Total Cases 
cases in~ cases pending pending stituted cases closed 

Types of cases stltuted closed at end at end during pending during 
up to end up to end of 1968 of 1967 1968 during 1968 

of 1968 of 1968 fiscal fiscal fiscal 1968 fiscal 
fiscal fiscal year year year fiscal year 
year year year 

------------------------
Actions to enjoin enforcement 

of Securities Act, Securities 
Exchange Act or Public 
Utility Holding Company 
Act with the exception of 
subpoenas Issued by the 
Commlssion __________________ 78 76 2 .2 2 4 2 

Actions to enjoin enforcement 
of or compliance with sub-
poenas issued by the Com-
mission. _______________ . ___ ._ 16 16 0 1 1 2 2 

Petitions for review of Com-
mission's orders by courts of 
appeals under the vaflOUS 
Acts admmlstered by the Commission __________________ 314 303 11 10 13 23 12 

Miscellaneous actions against 
the Commission or ollieers of 
the CommissIOn and cases in 
which the CommIssIOn par-
tiCipated as intervenor or 
amicus curme. _______________ 319 299 20 19 13 32 12 

Appellate proceedings under 
Ch. X in WhICh the Com-
mission partIcipated __________ 221 219 2 4 7 11 9 

----------------------------
TotaL ___________________ 948 913 35 36 36 72 37 
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TABLE 13.-A 55-Year Summary of Criminal Cases Developed by the Commission-
1934 Through 1968 by Fis~al Year 1 

(See Table 14 for classification of defendants as broker·dealers, etc.) 

Number Number 
of Number of these 

Number persons of such Number defLndants Number 
of cases as to cases in of Number Number as to whom of these 
referred whom whIch defend· of these of those proceedings defend· 

Fiscal year to Dept. proseeu- indlct- ants defend- defond- have been ants as 
of JustICe tlOn was ments indicted ants ants dIsmissed on to whom 
meach recom- have in such convicted acquitted motion of cases are 

year mended been cases 2 U.S. pending' 
In each obtamed Attorneys 

year 
----------------

1934. ______ . _____ 7 36 3 32 17 0 15 0 
1935_ ............ 29 177 14 149 84 5 60 0 
1936 ............. 43 379 34 368 164 46 158 0 
1937 _ ............ 42 128 30 144 78 32 34 0 
1938 ............. 40 113 33 134 75 13 46 0 
1939 ............. 52 245 47 292 199 33 60 0 
1940_ ............ 59 174 51 200 96 38 66 0 
1941. .......... _. 54 150 47 145 94 15 36 0 
1942 ........... _. 50 144 46 194 108 23 63 0 
1943_ ........... _ 31 91 28 108 62 10 36 0 
1944_ ...... _ ..... 27 69 24 79 48 6 25 0 
1945_ ...... _ ..... 19 47 18 61 36 10 15 0 
1946_ ..........•. 16 44 14 40 13 8 19 0 
1947 _ ............ 20 50 13 34 9 5 20 0 
1948 .... _ ........ 16 32 15 29 20 3 6 0 
1949_ ...... _ ..... 27 44 25 57 19 13 25 0 
1950_ ............ 18 28 15 27 21 1 5 0 
1951. ........ _ ... 29 42 24 48 37 5 6 0 
1952 ........... __ 14 26 13 24 17 4 3 0 
1953_ ...........• 18 32 15 33 20 7 6 0 
1954. ............ 19 44 19 52 29 10 13 0 
1955 ....... _ ....• 8 12 8 13 7 0 6 0 
1956 .... _._ ...... 17 43 16 44 28 5 11 0 
1957 _ ........••• _ 26 132 18 80 35 5 40 0 
1958 .......... _ .. 15 51 14 37 17 5 11 4 
1959 ............. 45 217 39 234 117 20 34 63 
1960 ............. 53 281 44 207 113 11 50 33 
1961. ............ 42 240 42 276 133 22 27 94 
1962 ............. 60 191 51 152 85 15 52 0 
1963 ............. 48 168 39 117 72 7 29 9 
1964 ............. 48 164 37 173 94 11 16 52 
1965 ............. 49 167 45 150 80 6 27 46 
1966 ............. 44 118 38 179 86 11 17 65 
1967 ............. 44 212 27 152 52 6 11 83 
1968 ... ___ ..... '40 128 19 72 2 1 0 69 --------------------

TotaL ...• 1,169 4,219 , 965 4,145 2,167 412 , 1,048 518 

I The figures given for each year reflect actions taken and the status of cases as of the end of the most recent 
fiscal ycar with respect to cases referred to the Department of Justice during the year specified. For example, 
convictions obtained In fiscal 1968 with respect to cases refcrrod during fiscal 1967 are Included under fiscal 
1967. While the table shows only 2 convictions under 1968, the total number of convictions for cases referred 
during that year and prior years was 84, as noted in the text of this report. There wew 42 indictments returned 
in 30 c»ses during fiscal year 1968. 

2 The number of defendants in a case Is sometimes Increased by the Department of Justice over the number 
against whom prosecution was recommendcd by the Commission. Also more than one Indictment may 
result from a single reference. 

8 See Table 15 for breakdown of pending cases. 
• Twenty·one of these references Involving 61 proposed defendants, and 13 prior references involving 36 

proposed defendants, were still being processed by the Department of Justice as of the close of the fiscal year. 
, Eight hundred and thirty-one of these cases have heen completed as to one or more defendants. Convictions 

have been obtained in 671 or 81 percent of such cases. Only 160 or 19 percent of such cases have resulted in 
acquittals or dismissals as to all defendants; this Includes numerous cases In which Indictments were dis
missed without trial because of the death of defendants or for other administrative reasons. See n. 6, infra. 

6 Includes 87 defendants who died after Indictment. 
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TABLE 14.-A 35-Year Summary Class1jying All Defendants in Criminal Cases 
Developed by the Commission-1934 to June 30, 1968 

Number as 
to whom 

cases were Number as 
Number Number Number dISmissed to Wh0111 
Indicted Couvicted Acquitted on motion cases are 

of Uuited 
States 

pendIng 

Attorneys 

Registered broker·dealers I (including 
priucipals of such firms) ................. 662 376 48 156 82 

Employees of such registered broker· 
dealers ........................... ' ...•. ' 382 178 21 92 91 

Persons in general securities busiuess but 
not as registered broker·dealers (includes 
principals aud employees) ............... 862 432 68 306 56 

All others ••...•.•......................•.. 2,239 1,181 275 494 289 

TotaL ••.•••.•.•••.•.•.•...•••..•••. 4,145 2,167 412 1,048 518 

I Includes persons registered at or prior to time of indictment. 
, The persons referred to In thiS column, while not engaged In a general business in securities, were almost 

without exception prosecuted for violations of law involving securities transactIOns. 

TABLI~ 15.-Swnmary of Criminal Cases Developed by the Commission Which Were 
Pending at June 30, 1968 

l'ending, referred to Depart· 
ment of Justice In the fiscal 
year: 

Cases 

1 
7 
5 

13 
0 
2 
7 

18 
IS 
14 
17 

99 

Number 
of 

defendants 
in such 

cases 

Number 
of such 

defendants 

Number of such defendants as to 
whom cases are still pendmg and 
reasons therefor 

~~~:h~~~I-----~----~-----
completed appre· trial appeal I 

heuded 
------

beeu Not yet Awaiting I Awaiting 

4 
63 
33 
94 
3 
9 

52 
62 
72 

105 
70 

567 

SUMMARY 

0 
0 
0 
0 
3 
0 
0 

16 
7 

22 
1 

49 

o 
1 
o 
6 
1 
o 
4 
2 

17 
6 
o 

Total cases penning ' ... ""'" ............................ ....... .........•.•.•.•.•• ........ ......• 133 
Total defendants , .........................................................................•. " ..... 664 
Total defendants as to whom cases are pending ,................................................... 615 

I The figures in this column represent defendants who have been convicted and whose appeals are pendmg. 
These defendants are also included in the figures 111 column 3. 

, As of the close of the fiscal year, 1I1dlctments had not yet been returned as to 97 proposed defendants in 
34 cases referred to the Depdrtment of Justice. These are retleeted only m the recapitulatIOn of totals at the 
boLtom of the table. The figure for total cases pending meludes 35 cases in a Suspense Category. 
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