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FOREWORD 

This is the seventeenth annual report to the Congress of the Securi
ties and Exchange Commission, summarizinjO' the work of the Com
mission during the fiscal year July 1, 1950, to une 30,1951. 

The year has been an extremely active one for the Commission. The 
raising of new capital by industry, particularly for use in connection 
with the defense effort, has continued at a high rate. In all, approxi
mately $6,400,000,000 of securities were registered during the year. 
The processing of registration statements and other documents filed 
by various companies in connection with their financing programs 
constitutes a major work load of the Commission. This large amount 
of work, the volume and timing of which is entirely beyond the control 
of the Commission, requires thorough and prompt attention for the 
protection of investors and the accommodation of the issuing com-
panies in their efforts toward" successful financing.· "" 

In addition, the Commission, under the statutes which it adminis
ters, is charged with many other important duties, such as the surveil
lance of the securities markets, the regulation" of the' activities of 
brokers and dealers, and the direction a"nd supervision of the integra
tion and simplification of public utility holding company systems. 
The report discusses theSe and the other "activities of the Commis
sion. In connection with the discussion of the Commission's activities 
under the Public Utility Holding Company Act"of 1935, the report 
contains a cumulative tabulation of all companies and properties di
vested by registered public utility holdin~ company systems: since 
December 1, 1935, the effective date of that Act. 

The Commission has endeavored to maintain a high standard of 
accomplishment in connection with its major work notwithstanding 
successive drastic reductions in its staff in recent years made necessary 
by budget limitations. The number of employees of the Commission. 
today is about one-half of the number employed in 1941. Sirice the 
end of the fiscal year the over-all staff was reduced by 12 percent, from 
1027 to 904, up to December 31, 1951, and because of the unavailability 
of funds a further decrease to about 875 is likely by July 1, 1952. De
spite the streamlining of procedures and the deferment and elimina
'tion of various routine activities, the reduction in staff has reached a 
point of bein~ a serious threat to the Commission's ability to carry 
out its essentIal duties under the statutes which it has the responsi
bility of administering and to cooperate promptly and fully in the 
financing of the defense effort. " 
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Robert I. Millonzi· 
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United States. Until his appointment as· a member of the Securities 
and Exchange Commission in 1951, he was engaged -in private prac
tice in New York, associated with the firm of Diebold and Millonzi. 
From 1940 to 1943 he was Counsel to the New York State Depart
ment of Agriculture and Markets. On June 21, 1951, he was ap
pointed a member of the Securities and Exchange Commission for 
a term of office ending June 5, 1952. 
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PART I 

ADMINISTRATION OF THE SECURITIES ACT OF 1933 

The Securities Act of 1933 is· designed to provide investors"with 
the protection of full and fair disclosure, by means Of registration 
statements and prospectuses, of pertinent information' regarding se
curities . publicly offered, for sale through the mails or other instru:" 
mentalities of interstate commerce, and to prevent misrepresentation, 
deceit, and other fraudulent practices in the sale of securities. The 
Act requires in general that every security which is to ~be offered for 
sale by the use of the mails or other instrumentalities of 'interstate 
commerce must first be registered with this Commission unless it i~ 
entitled to one of the exemptions from registration provided in the 
statute. ' Securities so exempted consist, in general, of United States 
government and municipal securities and issues of banks, railroads, 
cooperatives and other organizations and .associations specified in 
section 3 (a) or the Act or covered by exemptions in rules and regu
lations adopted by the Commission, as discussed elsewhere in this 
report, pursuant to section 3 (b) 'thereof. The registration' provi
sions also do not apply to certain transactions specifically exempted by 

. section 4 of the Act. However the anti-fraud provisions of both Acts 
apply to exempted securities and transactions. The fact that a r.egis
tration statement has been, filed under the Act, or that it has been 
examined by the. Commission's staff, or that it is in effect, does not 
imply any approval or disapproval by the Commission of the merits 
of the security as an investment, and the statute makes any representa~ 
tion to the contrary a criminal offense. While registration, therefore, 
does not insulate Investors against risk" the requirement that regis
trants must furnish investors at or before a sale with a full disClosure 
of material facts essential to the formation of an intelligent investment 
judgment makes available to them in~ormation with which to gage 
th~ r~sk.' . ' ~ . 

'THE REGISTRATION PROCESS 

The Registration Statement and Prospectus 

Any security m'ay be registered with the Co~missi9n 'by filing' a 
registration statement under the terms and conditions specified iIi the 
Act, and. it is one of the Commission's most important functions to 
examine these statements for their compliance with the statutory. re
quirements. An integral part of each statement is the prospectus, 
consisting of pertinent information from the registration statement 
proper. UI?-less a registration statement is in effect as to a security, the 
Act makes It unlawful to sell or offer to buy the security through the 
mails or in interstate commerce, and it is also made unlawful to sell 
or deliver any security unless accompanied or precedeq by a prospectus 
meeting the requirements,of the Act. 

1 
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While as a practical matter it is the prospectus that brings all the 
pertinent information contained in the registration statement directly 
to the attention of the investor, it should be pointed out that the event 
of filing any registration statement, which IS immediately made pub
lic by the Commission pursuant to the statute, gives rise to widespread 
publicity released by financial news services, financial writers, and 
newspapers generally, covering various items of information selected 
by them from the registration statement. 

Effective Date of Registration Statement 

In order to permit the information contained in a registration state
ment to become known to the investing public, the Act provides a 
20-day waiting period after the filing of the registrati,on statement 
before the regIstration statement becomes effective and the security 
may be offered for sale. If the registration statement is amended 
after. it is filed but before it has become effective, the 20-day waiting 
period starts anew from the time of the amendment, unless the amend
ment is filed with the consent of or by order of the Commission. The 
Commission is empowered at its discretion to accelerate the effective 
date of a registration statement, in cases where the facts justify such 
acceleration, so that a full 20-day period need not expire before the 
securities maybe, offered for sale. The Act directs that, in the exer
cise of this power, the Commission must give due regard to the ade
quacy of the information about the securIty already available.to the 
publIc, to the complexity of the particular financing, and to the public 
interest and the protectIOn of investors. ' 

Examination Procedure 

The Commission's work of examining registration statements and 
prospectuses filed in connection with public offerings of' securities 
und~r the Securities Act of 1933 is conducted by the examining sec
tions of the Division of Corporation Finance. If a registration state
ment presents problems of an oil and gas, mining, or engineering 
nature, appropriate technical experts on the staff cooperate with the 
,examiner, accountant and attorney of the examining section in proc
essing that document. Not infrequently the staff may have occasion 
to consult with other de~artments or agencies of the Government in 
completing the examinatIOn of a particular filing. ' 
, In order to simplify the preparation of registration statements 
calculated to meet the requirements of the statute and the rules, the 
Commission has continued to make available to the registrant the 
assistance of a prefiling conference with its staff of expert analysts, 
accountants and lawyers. The prefiling conference is employed most 
usually to advise the prospective registrant concerning appropriate 
methods of simplifying any material required to be filed in a registra
tion statement or other document, or to help solve any other problem
whether legal, statistical, or accounting":"anticipated in connection 
therewith. A large number of these prefiling conferences deal mainly 
with methods of simplifying the presentatIOn of required financial ' 
data. Failure to take advantaO'e of the latitude permitted by the 
Commission's rules to omit dupiicate material or. to substitute com
parable material in more compact form may result in a confusing mass 
of financial statements partic\llarly when dealing with complicated 
cases such as those involving mergers, reorganizations and the acquisi-
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tion of other companies and businesses. In such situations the pre
filing conference may result in avoiding the delay, inconvenience and 
expense that would otherwise be caused by the need of furnishing 
substantial revisions or amendments of material after the original 
filing. Thus in one recent case the number of pages of financial state
ments proposed to be included in a prospectus of a company operating 
a chain of hotels was reduced by half mainly by adopting a suggestion 
of eliminating unnecessary financial statements and repetitious finan
cial footnotes. In another case, involving a new company formed to 
take over the businesses of several other companies, the number of 
pages of financial statements included in the prospectus was reduced 
to less than half the number originally proposed by adopting a sug
gestion to arrange several similar financial statements on the same 
page in columnar ,form and eliminate certain duplicate financial 
footnotes. 

Where examination discloses any omission or incomplete statement 
of material fact or inaccuracy in the registration stalement, the staff 
relies for enforcement mainly upon another informal procedur:e, that 
of sending the registrant a "letter of comment," which points out the 
inadequacies found upon examination. Such letter is sent as soon 
as possible after the statement is filed and affords an opportunity for 
the filing of a correcting amendment before the indicated effective 
date of registration. This device avoids the necessity for the Com
mission to exercise its little-used authority under section 8 of the Act 
to institute formal proceedings against the registration statement. 
'Vhile the statute does not specifically authorize such a procedure, 
perhaps no other device adopted in connection with the registration 
process has equal capacity to ~ccomplish a common-sense administra
tion of the Act in a manner calculated to afford fair treatment to 
registrants and cause a minimum of interference with financing plans. 

Time Required for Registration 

While the Commission makes evel'y effol't to complete the registra
tion process within the statutory 20-day waiting period, accomplish
ment of this objective is often impeded by a number of variable factors, 
largely beyond its control. For example, experience has shown that 
the time required by the staff to complete examination of the registra
tion statement and send out the letter of comment regarding indicated 
deficiencies to the registrant cannot generally be reduced in the average 
case below a recently achieved low of 10 calendar days. In the 1949 
fiscal year the actual time required for this step averaged such 10 days 
in each month of the year. However, in the 1V50 fiscal year, while for 
two of the early months of the period this average was bettered with 
a showing of 9 days each, in two of the later months the average rose 
to 11 days and in the closing month reached 12 days. During the 1951 
fiscal year, as may be seen from the table below, this average rose to 

,11 days in four separate months of the year. Another important 
variable factor in the time required to complete the registration 
'process is the time elapsing between the date of the letter of comment 
and the date the registrant's correcting amendment is filed, which of 
course is wholly beyond the control of the Commission. Then follows 
the necessarily variable factor of time required by the staff to examine 
such amendment in the same manner as the original filing. The 

975942-52-2 
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average time required in each month of the 1951 fiscal year for each 
'of these principal stages as well as for all steps combined in the regis" 
tration process is shown in the accompanying table. The total elapsed 
time, which was as high for the average case as 30% days for the whole 
of the year 1947, and which had dropped to an all-time low of 21YJ.2 
days for 1950, showed the same low figure of 21YJ.2 days for 1951. 
. , 

, Time elapsed in reois~ration process":""1951 fiscal year 

1950 1951 

, iuly Aug. Sept. Oct. Nov; Dec. Jan. Feb. Mar. Apr. May June 
----------------------

Total reglstratlori statements effec· 
'tive during month (number) .. '_. 22' 32 36 33 47 28 31 31 61 66 38 66 

-------- ------------
Elapsed time (median number of 

days): 
-From date of tiling registration 

statement to tlrst letter of 
comment., __ . ________ . ______ 10 10 10 11 10 10 10 11 11 11 10 10 

From date of letter of commen t 
to tlrst amendment by rcl'is· 
trant .• _ ..... ____ .. ____ ...... 7 10 8 5 7 6 6 7 6 7 5 5 

From date of tlrst amendment 
to the effective date of regis· 

• 'j 4 tration ________ .. __ . __ . ____ ... 6 7 4 4 3 4 5 4 4 4 4 ---- ------------------- -
Total median elapsed time 

(days). __________________ 23 27 22 20 21 19 20 23 21. 22 19 1 

VOLUME OF SECURITIES, REGISTERED 

The amount of securities effectively registered during the 19.51 
fiscal year was $6,459,333,000, making the sixth consecutive period 
of registrations in excess of $5;000,000,000 each and averaging over 
$6,200,000,000 per fiscal ,ear. This average is more than three times 
the approximate annua average of $2,000,000,000 for the previous 
six fiscal years. More than three-quarters of the effective registrations 
are .for cash sale for account of issuers, and the comparatIvely high 
current. registration rate is equally apparent in this principal item and 
its components. 

Effective regi8tra,tions 1 

For cash salo for account of issuers 
Fiscal year cnded June 30 

195L .... __ .... __ .... __________ .. c ____ .: __ . 
1950 •.. ____ ...... ____ .. ____ .... __ ........ __ 
1949 ... ______ ........... _ ..... ______ . __ ... . 
1948 .............. __ ... __ . __________ . ___ . _. 
1947 ________ . __________________ . ____ . ____ __ 
1946 •• __ . ____ .. __ . __ . __ .. ___ . __ .. __ .. ____ .. 

Average: 
1946-51 ...... __ .... ______ . ____ : __ . ___ __ 
1940-45 •. ____ . __ . ____________ • ________ . 

All rel!is' 
trations -

$6,459 
5,307 
5,333 
6,405 
6,732 
7,073 

37,309 

3;225 
1,760 

659 
,2,003 
2,611 
1,787 

12,045 

R,218 
2,008 

Total 

$5,169 
4,381 
4,204 
5,032 
4,874 
5,424 

29,084 

2,715 
1,347 

486' 
1,465 
2,081 
1,433 

9,527 

-,4,847 
1,588 

Donds 

$2,838 
2,127 
2,795 
2,817 
2,937 
3,102 

16,616-

1;851 
732 
316 

1,041 
1,721 
1,112 

6.774 

2,769 
1,129 

Preferred Common 

$427 
468 
326 
537 
787 
991 

$i,904 
1,786 
1,083 
1,678 
1,150 
1,331 

3,536 8,932 

407 
343 
32 

162 
164 
110 

456 
272 
137 
263 
196 
210 

1,219 1,534 

589 
203 

1,489 
256 

I Figures In millions of dollars, rounded to even millions. Bonds include face·amount certitlcates. Com· 
mon stock Includes certificates of participation and all other equity securities except preferred stock. Earlier 
years are shown on page 5 of the Sixteent.h Annual Report. 
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Number of'Statements 

The amount registered in the 1951 fiscal year was distributed over 
487 statements covering 702 issues, compared with the same number 
( 487) of statements covering 647 issues during the previous fiscal 
year. The number differs slightly from that shown under "Registra
tion Statements Filed" on a subsequent page, as explained in footnote 
2 of appendix table 1. 

Type of Registration 

About 80 percent of the amount registeI:ed in the 1951 fiscal year 
was for cash'sale for account of issuers, 2.3 percent was for cash sale 
for account of others than'issuers, and 17.7 percent was for other than 
cash sale as itemized in part 3 of appendix table 1. Comparative 
figures are as follows:, ' 

Registered for 1961 1960 
Cash sale for account of issuers ____________ :$5,169,092,000 $4,381,314,000 
Cash sale for others than issuers___________ 146,912,'000 304,736,000 
Other than cash sale _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 1, 143, 330, 000 621, 027, 000 

TotaL _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ 6, 459, 333, 000 5, 307, 077, 000 

Type of Industry 

Tl~e industries represented by the securities registered for cash sale 
for account of issuers were as follows: 

Electric, gas, and water __________________ ' 
Financial and investment ________________ _ 
Manufacturing _________ ~ _______________ _ 
Foreign government- ___________________ _ 
Transportation and communication~ ______ _ 
Merchandising _________________________ _ 
Extractive _____________________________ _ 
Real estate ____________________________ _ 
8ervice ________________________________ _ 

TotaL ____________ ' _______ " ______ _ 

1961 
$1,692,604,000 

1,319,707,000 
680,950,000 
678,484,000 
667,351,000 
64,239,000 
57,076,000 
5,700,000 
2, 980, 000 

5,169,092,000 

1960 

$2,038,227,000 
1,067,692,000 

506,304,000 
175,950,000 
522,753,000 
25,370,000 
33,027,000 
4,409,000 
7, 582, 000 

4,381,314,000 

From similar tables in recent annual reports, it can be ascertained 
that of approximately $29.1' billion effective registrations for cash 
sale for account of issuers during the past six fiscal years, $10.0 
billion were electric, gas, and water, $5.85 billion were transporta
tion and communicatIOn, $5.75 billion were manufacturing, $5.47 
bullion were financial and investment, $1.13 billion were foreign 
government, and all others were less than $1.0 billion. "Transporta
tion" does not include issues subject to Interstate Commerce Com
mission filings and therefore exempt from registration. ' 

Recent trends have been for electric, gas and water issues to head 
the list, for financial. an~ investment issues to rise into second plaCE), 
and for manufacturmg Issues to drop from first place in 1946 and 
1947 to third place in 1951 fiscal year. Foreign government registra
tions for 1951 are unusually large by reason of inclusion of the $500,-
000,000 State of Israel bonds. , 

I 

Type of Security , 

Bonds amounted to 54.9 percent of the total registered ,in the 1951 
fiscal year for cash sale for account of issuers, preferred stocks to 8.3 
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percent, and all other equity securities to 36.8 percent, as shown by 
the following figures: 

Bonds 1 ________________________________ _ 

Preferred,stock _______________ ' __ ~ ___ ' ____ _ 
All other equity securities _____________ -' __ 

1961 
$2,838,001,000 

426,649,000 
1,904,441,000 

1950 

$2,127,330,000 
467,929,000 

1,786,056,000 

TotaL _____________________________ 5,169,092,000 4,381,314,000 
I Bonds include face-amount certificates. 

Type of Offering 

Over 49 percent of the securities registered for cash sale for account 
of issuers in the 1951 fiscal year were to be sold th!ollgh investment 
bankers pursuant to agreements to purchase for resale. About 34 
percent (including $0.84 billion open-end investment company issues) 
were to be sold on a "best-efforts" basis. The term "best-efforts" as 
used here means all offerings through investment bankers other than 
those pursuant to agreements'to purchase for resale. The remaining 
17 percent were to be sold direct by issuers to investors. Comparative 
figures follow: . 
Through investment bankers: 

Under agreements to purchase for re-sale _____________________________ _ 
On "best-efforts" basis ______________ _ 

By issuers to investors __________________ _ 

Total ___________________________ _ 

Purpose of Issue 

1951 

$2,547,477,000 
1, 744, 573, 000 

877,041,000 

5,169,092,000 

1950 

$2,927,787,000 
962, 830, 000 
490,698,000 

4,381,31,4,000 

Nearly 51 percent of the net proceeds of the securities registered 
for cash sale for account of issuers in the 1951 fiscal year were for 
new money purposes including plant, equipment, working capital, etc. 
About 12 percent were for the retirement of debt and preferred stock. 
About 25 percent were for the purchase of securities, principally by 
investment companies. The remaining 12 percent were for use of 
foreign governments. The figures 'are shown' in detail in part 3 of 
appendix table 1. ' 
Cost of Flotation 

Commissions and discounts to investment bankers, in the case of 
new issues effectively registered, for cash sale through them to the 
general public, have amonnted to approximately the following per
cents of gross proceeds,: 

Fiscal year to Bonds Pre- Com- Fiscal year to Bonds Pre- Com-
June 30 rerred mon June 30 rerred mon 

------ ------
1942 _________________ 1.5 4,1 10.1 1947 _______________ 0,9 2,8 9,3 1943 _________________ 1.7 .3,6 9,7 1948 _______________ ,6 4,5 10,2 19« _________________ 1.5 3,1 Kl 1949 _______________ ,8 3,8 7.1 1945 _________________ 1.3 3,1 9,3 1950 ____________ . __ .6 2.7 6A 1946 _________________ .9 3,1 8,0 195L ______________ .8 3.6 6.1 

, The above showing is exclusive of investment company securities, 
offerings through rights to existing stockholders, securities sold to 
special groups such as officers and employees, and securities registered 
for other than cash sale. The commissions and discounts shown on 

. bonds in the above table are broken down by quality anq size of issue 
in appendix table 2 of this report and its predecessors .. 
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Early in 1951, the Commission published a report entitled "Cost 
of Flotation, 1945-49" covering all secuirties effectively registered 
under the Securities Act of 1933 during those five calendar years. The 
total was nearly $30 billion and represented nearly 3,500 issues. The 
primary purpose was to present basIc factual data on a matter of public 
interest which had been regarded as a trade secret prior to 1933, and 
to provide more complete coverage and detail on cost of flotation than 
can as yet be found elsewhere. The cost of flotation of the approxi
mately $30 billion securities aggregated a figure equal to $2.64 for 
every $100 of gross proceeds~ including $2.12 commissions and dis
counts to investment bankers and $0.52 other expenses. New issues of 
securities for cash sale through investment bankers to the general 
public, not including issues of investment companies, came to about 
half of the $30 billion, and produced the following aggregate costs 
in percent of gross proceeds: 

Cnlendar years 194.'H9 Number of Commis- Other Total cost sion and issues discount expenses of flotation 

Bond& _____________________________________________ , ___ _ 360 0.78 0.52 1. 30 Preferred ______________________________________________ _ 236 3.46 .75 4.21 Common ______ : _______________________________________ _ 257 8. 47 1.14 9.61 Combination __________________________________________ _ 182 2.52 .73 3.24 

New issues of securities for cash sale through subscription rights to 
stockholders constituted the second largest group, about 13 percent 
of the total, and produced the following aggregate costs in percent 
of subscriftion' prices and without taking into consideration as an 
element 0 cost the discount from market prices at which the sub
scriptions were invit.ed: 

Calendar years 1945-49 Number of Commis- Other ex- Total cost sionand issues discount peuses of flotation 

Througb investment bankers: Bonds _____________________________________________ _ 6 0.38 1.20 1.58 Preferred __________________________________________ _ 41 1. 56 .92 2.48 Common __________________________________________ _ 112 2.48- 1.25 3.72 Combination ___________ , __________________________ _ 7 1.36 1.68 3.04 
Direct by issuers: Bonds _____________________________________________ _ 

6 None .51 .51 Preferred _______________________________ : __________ _ 8 None 1.25 1. 25 Common __________________________________________ _ 80 None .69 .69 Combination ______________________________________ _ 1 None .38 .38 

Securities of investment companies alllounted to about 11 percent 
of the total dollar amount of securities effectively registered for cash 
sale during the five-year period 1945-49. About 70 percent of this 
amount was of open-end companies, 4 percent of closed-end com
panies, and 26 percent of fixed trusts, face-amount certificates and 
investment plans. The cost of marketing securities of open-end com
panies is called the "sales load" and averaged 7.88 percent of the 
gross proceeds of 246 flotations over the five years. 

The publication referred to shows comparable figm;es for the re
maining groups: new issues for cash sale directly to the general pub
lic, to special groups such as officers and directors, and in exchange 
for outstanding securities, secondary distributions registered for ac-

PAUL GONSON 
SECURITIES AND EXCHANGE COMM'N 

WASHINGTON, DC 20549 
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count of selling security holders, and securities for future issuance in 
conversions and other purposes. It is implemented by another quar
terly publication of the ' Commission styled "Cost of Flotation" which, 
commencing with the first quarter of 1950, presents data on the cash 
cost of marketing individual issues of securities registered during 
each period, including details of offering, underwriting compensa
tion, other expenses of flotation divided into, (1) cost of professional 
services, (2) taxes and fees, and (3) vrinting and other expenses, and 
supplementary data reported by regIstrants on the outcome of issues 
involving subscriJ,ltion rights or offers of exchange. Curreilt copies 
of the quarterly "Co'st of Flotation" may be obtained from the Super
intendent of Documents, Government Printing Office, Washington 
25,D.C. 

ALL NEW SECURITIES OFFERED FOR CASH SALE 

Registered Securities' 

Securities effectively registered under the Securities Act of 1933 
which were offered for cash sale for account of issuers during the 1951 
fiscal year amounted to $3,135,000,000, approximately the same amount 
as for the preceding fiscal year. Three-fourths of these offerings of 
registered securities during the fiscal year took place in the first six 
months of 1951. The amounts of such offerings in the last two years, 
valued at actual offering prices, were as follows: 

. 1951 1950 
Corporate ___________________________ ~ __ 
Foreign government ___________ ' ______ ~ __ _ 

$2,957,000,000 $2,987,000,000 
178,000,000, 176,OOO,OPO 

Total____________________________ 3,135,000,000 3,163,000,000 

These totals exclude securities sold through continuous offering, 
such as issues of open-end investment companies, employee purchase 
plans, 'and the $500,000,000 State of Israel bonds in process of sale 
at the close of the fiscal year. " 

Unregistered Securities 
CORPORATE 

During the 1951 fiscal year, $3,953,000,000 of unregistered corporate 
securities are known to have been offered for cash sale for account of 
issuers, including a record volume of securities placed privately. The 
basis for exemptIOn of these securities from registration is as follows: 

Ba8i8 for exeinption from regi8tration 

1951 1950 

$3,373,000,000 $2, 17~000,OOO 
328,000,000 557,000,000 
125,000,000 110,000,000 

121,000,000 
6,000,000 

'0 

107,000,000 
4,000,000 
6,000,000 

TotaL ____ ~ _________ ' ____ ~ _ _ _ _ _ _ _ _ . 3, 953, 000, 000 2, '961, 000, 000 

NONCORPORATE 

Unregisfered governmerit and eleemosynary securities offered for 
cash sale in the United States for account of issuers during the 1951 



SEVENTEENTH ANNUAL REPORT 9 

fiscal year amounted to $13,318,000,000 as compared with $15;678,-
000,000 in the 1950 fiscal year. These totals consisted _ 01 the
following: 
Issuer: 

United States Government_~ _______ _ 
State and local governments _______ _ 
Foreign governments (privately placed) ________________________ : 
International Bank _______________ _ 
Miscellaneous nonprofit organiza-tions __________________________ _ 

1951 1960 

$10,284,000,000 $12,068,000,000 
2,902,000,000 3,492,000,000 

49,000,000 
50,000,000 

33;000,000 

o 
101,000,000 

17,000,000 

TotaL ___ .: __________ ,_________ '13,318,000,000 15,678,000,000 

Use of Net Proceeds of Corporate Securities 

Proceeds from corporate securities flotations for cash sale for ac
count, of issuers, both registered and unregistered, were, mainly to 
be used for expansion of fixed and working capital, approximately 
,$5,263,000,000 being raised for these purposes. This amount was con
siderably higher than the $3,843,000,000 for new money purposes dur
ing the 1950 fiscal year, but was approximately $500,000,000 less than 
in the 1949 and 1948 fiscal years. Electric and gas' companies ac
counted for 34 percent of the new money financing, manufacturing 
for 32 percent, communication for 10 percent, real estate and financial 
for 9 percent, railroad and other transportation for 8 percent, and 
commercial and miscellaneous, companies for 7 percent. Corporate 
securities offered for cash sale for retirement of outstanding securi
ties and bank debt totaled only $1,204,000,000 as compared with 
$1,651,000,000 in the 1950 fiscal year. 

Appendix tables 3, 4, and 5 give a detailed statistical breakdown 
of all securities offered for cash sale in the United States for account 
of issuers. 

REGISTRATION STATEMENTS FILED 

A considerable increase occurred last year in the number and dollar 
amount of new financing involved in registration statements. Thus, 
as set forth in the table below, there were filed and examined in the 
1951 fiscal year 544 registration statements covering proposed offer
ings in the aggregate of $6,371,827,423, compared with figures of 496 
registration statements and proposed offermgs in the aggregate of, 
$5,220,654,010 in the 1950 fiscal year. ' 

Number anil ili8p08ition of registration statements filed 

Prior to July I, July I, 1950, to Total as of 
1950 June 30, 1951 June 30, 1951 

Registration statements: , 
Flled ______ :________________________________________ 8, ~39 544 9,083 

I======~I,=======I=====~ Etl'ectlve--net __ -'___________________________________ 7,144 1490 17,629 
Under stop or refusal order-neL_ __________________ 182 1 183' 
Withdrawn _________ c_______________________________ 1,168 34 1,202 
Pending at June 30,1950 ______________________ -'_____ 45 _______________________________ _ 
Pending at June30,195L___________________________ ________________ ________________ 69 

Aggregate dollar amount: 

TotaL____________________________________________ 8,539 ________________ 9,083 
I====~=I~~~~I====~~ 

!: ~~ii;e::::::::::::::::::::::::::::::::::::::::: ~: l~: ~~: ~~ $6,371,827,423 $69, 555, 152, 582 
6,459,333,000 65,900, 108, 254 

1 Excludes 4 registration statements which became etl'ectlve and were subsequently withdrawn, 
• 5 registration statements which became etl'ective prior to 1uly I, 1950, were withdrawn and are counted 

In the number withdrawn_ 
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Additional d9cuments filed in the 1951 fiscal year under the Act 

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

effective date of registration__________________________________ 777 
,Formal amendments filed before the effective date of registration for 

the purpose of delaying the effective date________________________ 476 
Material amendments filed after the effective date of registration___ 642 

Total amendments to registration statements __________________ ~ 1,895 
Supplemental prospectus material, not classified as to amendments to 

registration statements _________________________________________ 1,074 
Reports filed under section 15' (d) of the Securities Exchange Act of 

1934 pursuant to undertakings contained in registration statements 
under the Securities Act of W33: 

Annual reports______________________________________________ 735 
Current reports ______________________________________________ 2,996 

EXEMPTION FROM REGISTRATION UNDER THE ACf 

The Commission is authorized by section 3 (b) of the Act to adopt 
rules and regulations granting exemptions from the registration 
requirements for security offerings not exceeding $300,000 in aggre
gate offering price to the public. The most important of the regula
tions adopted under this section are Regulation A, which provides a 
general exempt.ion for sman issues up to the statutory maXImum per
missible amount of $300,000, and Regulation B, which affords an 
exemption for fractional undivided interest.s in oil. or gas rights and 
is limited to a maximum aggregate offering price of $100,000.1 

These regulations granting exemption from registration pursuant 
to section 3 (b) carry no exemption from the civil liabilities for mis
statements or ,omissions imposed by section 12 or from the criminal 
liabilities for fraud imposed by section 17. They simply permit the 
making of a small offering on the basis of less ,complete disclosure 
than in the case of a registered security and require the filing of certain 
minimum information with the nearest regional office of the Commis· 
sion a certain number of days before the offering may be made.2 If 
any sales literature is to be used, it must be filed in advance of its use. 

Exempt Offerings Under Regulation A 

After three successive years had shown a slight decrease in the 
amount of small financing undertaken pursuant to Regulation A, the 
1951 fiscal year shows a slight increase therein and reflects at least 
a halt to any such previous trend. 

, Fiscal year 

1947 ____________________________________________ : ___________________________ _ 
1948 ________________________________________________________________________ _ 
1949 ________________________________________________________________________ _ 
195<L ___________________________________________________ ' ____________________ _ 
1951 ________________________________________________________________________ _ 

Number of 
letters of 

notification 
flied 

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

Aggregate 
offering 

price 

$210,791,114 
209,485, 794 
186,,782,661 
171,743,472 
174,277,762 

1 Under another such exemption, that provided by Regulation A-M for assessable shares 
of stock of mining companies, the Commission received and examined 8 prospectuses cover
ing securities having an aggregate offering price of $475.688 'during the 1951 fiscal year. 

• An otl'erlng may be"made under Regulation A five business days after the letter of'noti
fication is filed with the Commission. An offering sheet complying with the requirements 
of Regulation B becomes effective on the eighth calendar day after it is filed with the 
Commission. 
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Included in the 1951 fiscal year totals ,are 141 letters of notification 
covering stock offerings filed by companies engaged in some phase of 
the oil aild gas business. 

In addition to the total of 1,358 letters of notification, there were 
received and examined during the past fiscal year 1,2i2 amendments 
to these letters of notification and also 1,741 filings of sales literature 
to be use'd in connection with such offerings. 

Information available as to 1,351 of these offerings in the 1951 
fiscal year shows that 751 covered proposed offerings of $100,000 or 
less; 251 more than $100,000 and less than $200,000; and 349 more 
than $200,000 but not more than $300,000. Issuing companies made 
1,122 of these offerings; stockholders 215; and issuers and stockholders 
jointly, the remaining 14. Less than half, or 588 of them, were under
written, 452 by commercial underwriters and 136 by officers' and 
directors and other persons not regularly engaged in the underwriting 
business. 

Regulation A provides a means whereby small businessmen may 
seek from public investors the relatively small amounts of venture 
capital which they ordinarily require; and it may be of interest to 
note, from the filings made in the 1951 fiscal year as distributed by 
regional offices, how this regulation is used by issuers Iocated in every 
part of the nation; . 

Hcgional oIllec 
Numbcrof 
letters of 

notification 
filed 

Aggregate 
otferiug 

price 

Atlanta _____________ . __ ____ _ __ _ _ ________ _ __ __ ______ _ _ ___ _ _ __ _ __ __ _____ __ ___ _ 75 $11,526,403 
Boston ________ . ___ . __ . ____________________________________ . __ . ______ ,_ __ __ __ 89 10,844,052 
Chicago __________________________________________________________ ,__________ 132 18,590,277 
Cleveland ___________________________________________ . ______________ . ___ ~_____ 89 12,026,985 
Denvcr _____________________________________ . _________________ . ______________ 102 12,650,500 
Fort Worth ____________________________ -' _____________ ,______________________ 80 11,751,293 
New York _______ ...... __ ..... ______________ .... _ ... _ .______________________ 372 .45,669,680 
San Francisco _________________________________ ....... ___ ._ .......... _. ____ .. 208 25,846,180 

~$~;~Tniton:::::::: :::::::::::: :::::::::: ::::: ::::: ::::::: ::::::::: :::::: ::: I~~ IS: m: ~~ 
1--------·1--------

TotaL. _____ ._ ... _._._ .... _ ... _ ..... _. ______ ........ · .... _________ .... _ 1,358 174, '1:17, 762 

Exempt Offerings Under Regulation B 

The exemption frol11 registration provided by Regulation n for 
fractional, undivided interests in oil or gas rights is limited, as pre
viously indicated, to a maximul11 offering price.of $100,000. A person 
intending to sell securities under this regUlation must file with the 
nearest regional office of the Commission an offering sheet which calls 
for a brief summary of pertinent information regarding the security 
being offered. . 

During the 1951 fiscal year, the Commission received and examined 
96 offering sheets together with 76 amendments to such offering sheets. 
These filings are in addition to the 141 offerings under Regulation A 
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which covered oil and gas securities. The following actions were 
taken on these Regulation B filings: 

Action taken on filings under Regulation B 

Temporary suspension orders (rule 340 (a» ___ ~_______________________ 18 
Orders terminating proceedings after amendmenL _____ .:_______________ 12 
Orders consenting to withdrawal of offering sheet and terminating pro-

ceeding____________________________________________________________ 5 
Orders terminating effecti,eness of offering sheeL_____________________ 3 
Orders consenting to withdrawal of offering sheet (no proceeding pending) __________________________________________________________ 3 

Orders accepting amendment of offering sheet (no proceeding pending) __ 44 

.Total orders _______________________________ ~___________________ 85 

Of the 76 amendments received during the year, approximately 44 
were filed .as a result of informal letters of comment Bent by the staff 
rather than of formal suspension orders. The Commission maintains 
a specialized oil and gas unit in the Division of Corporation Finance 
at its headquarters to administer Regulation B and to advise and 
assist with technical phases of all offerings of oil and gas securities 
arising under various provisions of the Securities Act and other 
statutes administered by the Commission. For example, during the 
year this unit participated in the examination of 78 registration state
m-ents, and 57 . amendments thereto, filed under the Securities Act, 
and reviewed 47 broker-dealer inspection reports made pursuant to 
the Securities Exchange Act, which involved securities of oil pro
ducing, natu:t;'al gas, or refining companies. Petroleum geologists con
duct field investigations of tracts and wells and furnish advisory 
reports thereon in connection with investigations made by the Com
mission and its regional offices. Development activity in the Rocky 
Mountains which was noted in the 1950 fiscal year has been extremely 
marked during the 1951 fiscal year.· . 

Oonfidential written 1'eport8 of 8ale8 wnder Regulation B.-The 
Commission received and examined under rules 320 (a) and 320 (c) 
and (d) during the 1951 fiscal year 1,922 confidential written reports 
on Forms 1-G and 2-G relating to actual sales made pursuant to 
Regulation B in the aggregate amount of $1,127,226. This total may 
be compared with $829,875 during the preceding year. These reports 
are of assistance to the Commission in determimng whether violations 
of law occur in sales of oil and gas securities exempted from 
registration. 

Oil and gas inve8tigations.-The Commission conducts a consider
able number of oil and gas investigations, arising largely out of com
plaints received from the public, to determine whether there has been 
any violation of any other provision of law in the sale of securities 
exempted under Regulation B, with particular attention to the regis
tration requirements of section 5 and the fraud prohibitions con
tained in section 17 of the Securities Act. Not infrequently in such 
an investigation it may be necessary to conduct extensive field trips 
in the ascertainment of certain material facts. Depending upon the 
circumstances of the particular case, a field trip may Involve an 
inspection of well locations, a study of the productive history or oil 
possibilities of the areas under consideration, interviewing and· taking 
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depositions of persons who worked on the wells, getting affidavits 
from the purchasers of oil where there has been actual production, 
obtaining authenticated statements by State officials of well logs, plug
ging records, tax records and production records that have been filed 
pursuant to the statutes of the States in which the operations took 
place, the preparation of maps and similar activities. 

Often investigation is directed to highly objectionable sales litera
ture which greatly overemphasizes the possibilities of success from 
the proposed security purchase. So it was in the case of Oil Prospec
tors, Inc. and Ralph Malone, which ofi'erors had made a number of 
filings under Regulation A, and in virtually all instances used such 
literature. In this situation the Commission made a field examination 
of a lease and well in Texas and filed a complaint in the United States 
District Court, Northern District of Texas, against the ofi'erors, charg
ing violation of the anti-fraud provisions of section 17 (a) in the 
sale of capital stock of Oil Prospectors, Inc. A temporary restrain
ing order was issued immediately after the close of the fiscal year, on 
July 2,1951, and a hearing was expected on the Commission's motion 
for a permanent injunction shortly thereafter. 

As suggested above, a substantial number of these oil and gas investi
gations grow out of violations of the registration requirements of 
section 5. In one such case, J. Stacey Henderson, and others, .sold 
fractional working interests in test wells located in Caddo Parish, 
Louisiana, without making any attempt to comply with the registra
tion provisions of section 5~ A Commission engineer visited the im
mediate location of the test wells and Shreveport where he gathered 
necessary geological and production data. At the separate trial of 
Henderson which ensued, where the Commission engineer gave expert 
testimony as to the geological conditions and productive possibilities 
of the area, Henderson was found guilty on one count of an indict
ment charging violation of the Mail Fraud Statute in connection with 
the sale of fractiomil undivided interests in oil and gas rights and was 
sentenced to serve five years in prison and to pay a fine of $1,000 
and costs. 

An additional case illustrates the fact that often an oil and gas 
investigation is of important assistance to other regulatory work of 
the Commission. As discussed elsewhere in this annual report, the 
Commission issued during the 1951 fiscal year a stop order under sec
tion 8 (d) against the grossly inaccurate, misleading and incomplet~ 
registration statement of Ralph A. Blanchard and George P. Simons 
doing business as Northwest Petroleum. Eight days after the filing 
of that registration statement the Commission obtained an injunction 
from the United States District Court for the District of Oregon 
against these registrants from selling the shares or interests they pro
posed offering the public until such time as a registration statement 
with respect thereto became effective. Contributing largely to the 
facts upon which this injunction was granted was a technical report 
resulting from an investigation made by the oil and gas staff, especially 
regarding the productive capacity and other technical characteristics 
of the oil wells involved in the offering. 

FORMAL ACTION UNDER SECTION 8 

In almost all instances the Commission's informal examination 
procedures, such as the prefiling conference and the letter of comment, 
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are sufficient to insure that the registration statement meets the stand~ 
ards of fair disclosure prescribed by the statute. However, there are 
infrequent instances when it becomes necessary to exercise its powers 
under section 8 in order to prevent a registration statement from 
becoming effective in deficient, misleading or inaccurate form or to 
suspend the effectiveness of one which has already become effective. 

Under section 8 (b) the Commission may institute proceedings to 
determine whether it should issue an order to prevent a registration 
statement from becoming effective. Such proceedings are authorized 
if the registration statement as filed is on its face inaccurate or incom
plete in any material respect. Under section 8 (d) proceedings may 
be instituted at any time to determine whether the Commission should 
issue a stop order to suspend the effectiveness of a registration state
ment if it appears to the Commission that the registration statement 
includes any untrue statement of a material fact or omits to state any 
material fact required to be stated or otherwise necessary to make the 
statements included not misleading. Under section 8 (e) the Com
mission may make an examination to determine whether to issue a stop 
order under section S (d). 

Stop-order Proceedings Under Section 8 (d) 

One stop order was issued during the year and another stop-order 
proceeding was instituted just before the close of the year (where the 
hearing was scheduled after such close) pursuant to section 8 (d). 
The former case is described below. 

Ralph A. Blanchard and George P. Simons-doing business as 
Northwest Petroleum-File No. 2-8243.-This case was completed 
during the 1951 fiscal year although instituted previously. 

Prior to the filing of the registration statement about $300,000 had 
been raised by sales of shares to public investors, of which about 
$30,000 was retained by the promoters and about $270,000 was turned 
over to Mon-O-Co Oil Corporation for drilling operations. With the 
exception of one well, which had a rated capacity of 20 barrels per day, 
the wells which were drilled were completely unproductive. 

In the registration statement as originally filed it was represented 
that 350 shares were being offered; as amended during the course of 
the proceedings, the registration statement recited that 447 shares, of 
which 330 were "company shares" and 117 shares were "personal 
shares," were being offered at $500 a share, or an aggregate of $223,500 . 

. However, the amendment did not specify the order in which company 
shares or personal shares would be sold. The Commission, in its dis
position of this case, found that the failure of the registrants to in· 
clude a definite undertaking with respect to the order in which the 
company and personal shares were to be sold, in order adequately to 
inform prospective purchasers of the order in which proceeds of a 
sale of less than all of the shares were to be applied, rendered the 
registration statement as amended materially misleading. 
. The Commission also found that, in view of the extensive experience 
of Mon-O-Co and the promoters in attempting to exploit the tracts in 
question, the registrants knew that in all probability further drilling 
operations would not result in a return sufficient to warrant the ,invest
ment of funds by the public on the basis contemplated by registrants, 
and that the failure of the registrants to make the disclosures neces-
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sary to a full understanding by pros~ective shareholders of the actual 
prospects of return rendered the regIstration statement misleading. 

The Commission concluded that the registration statement was 
grossly inaccurate, misleading and incomplete, and issued a stop order 
suspending its effectiveness. At the close of the 1951 fiscal year the 
registrants had not attempted to correct the deficiencies found in the 
registration statement and the stop order, was still in effect. 

DISCLOSURES RESVI_TING FROM EXAMINATION OF REGISTRATION 
STATEMENTS 

.The result of the Commission's work ill the examipation of registra
tion statements may be illustrated by the cases described below. 

Misleading security description l'eviscd-Dividend lights and earn
ings pl'ospeets elmified-Position o/promoters and new investol's con
trasted.-A company operating a life, health and accident insurance 

, business filed its first registration statement under the Securities Act 
of 1933 purporting to cover an issue of "Special Stock Debentures" to 
be offered in units of $500 each. It appeared to the staff upon exami
nation of the statement that these securities were not debentures at 
all, as the term is commoi1ly understood, but were essentially contracts 
for the purchase of capital stock. Thus, the purchaser of the "deben
ture" agreed to pay $500 (all at one time or in 'installments) and the 
company agreed in consideration thereof to deliver at the end of fiv,e 
years 25 shares of common capital stock. In each of these five years 
the purchaser was entitled to receive the equivalent of such dividends 
as would be paid on 25 shares of .,tock were such shares already 
issued; and he was entitled to an additional distribution based upon 
a percentage of the amount of life insurance renewal premiums paid 
to the company by its policy holders in each such year. The com
pany referred to this latter distribution as a "l;>onus." Apart from 
making use of such misleading nomenclature as "debentures" and 
"bonns," the prospectus as originally filed was so prepared as to make 
it virtually impossible for even a skilled analyst to form a reasonable 
judgment of the investment merits of the securities. 

In the ensuing examination process the prospectus and the security 
instrument itself were amended to substitute the term "Special Invest
ment Contract" for "Special Stock Debenture"; and the term "bonus,'~ 
which ordinarily means something given beyond what is strictly due, 
and which did not appear to be applicable to any feature of these 
securities, was dropped. ' ' 

To provide investors with some indication of what the purchaser:s 
right to dividend equivalents might be worth, the amended prospec
tus also pointed out that earnings per share during the past four years 

'had amounted to 30 cents, 62 cents, 12 cents, and 13 cents, respectively, 
and, to provide them with an indication of what the right to distribu
tions based on the life insurance renewal premium business done by 
the company might be worth, it was furthermore pointed out in the 
amended prospectus that, if the amount of such business done in 1950 
were applied, total distributions over the five-year period w~mld 
amount to some $28.14. It thus becomes apparent that, notwithstand-

. ing the specification in the investment contract that $25 of the $500 
purchase price was to be attributed to the 25 shares of stock which the 
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contract' called for, and the re~aining $475 was to be attributed to 
the rights to dividend equivalents and.distributions based on life insur
ance renewal business, the cost of. the stock should properly be re
garded as very much greater than $25 ($1 per share). In this connec
tion the amended prospectus states: "It should be noted, therefore, 
that very substantial increases in earnings will be necessary if pur
chasers of the investment contracts are to enjoy a satisfactory return 
on the stock they will receive at the price they are paying." 

The amended prospectus also introduces an explanation that, as
suming eventual issuance of all of the stock called for by the invest
ment contracts in accordance with the terms of the contracts, the orig
inal incorporators' will hold some 72 percent of the outstanding stock 
for which they paid approximately $37,500, in contrast to the position 
of incoming investors who will receive only an 18 percent interest in 
the company in exchange for a to.tal contribution of $1,200,000. 

In addition, 'the amended prospectus discloses that one of the com
pany's two largest stockholc;lers has repeatedly borrowed subst~ntial 
sums from the company and that a presently outstanding'loan (origi
nally $600,000 but at the date of the'prospectus reduced to $378,000) 
admittedly was under-collateralized by about 50 percent. This stock
holder, the amended prospectus further discloses, profited to the ex
tent of some $59,000, on a $500 investment, in the sale of property to 
the company, and to the extent of some $15,000.in connection with 
the purchase by the company of the business of another insurance 
company. 

Besides, this registrant was called upon to file very substantial 
amendments to the financial statements included in the registration 
statement proper which were deemed by the staff to ~e necessary in 
order to meet the standards of disclosure imposed by the Act. The 
more significant of the deficiencies in these financial statements as 
originally filed involved the inclusion in income of (1) proceeds from 
the s~le of the securities, (2) amounts received as contributed surplus, 
(3) borrowed money received and repaid, and (4) payments and ad
justments for retirement of outstanding bonds. Following dis
cussions with the staff, the company filed financial statements which 
were appropriately amended to reflect generally accepted accounting 
principles, resulting in a reduction of 1950 reported net income from 
$124,000 to $33,000 (approximately), and a reduction of earned sur-, 
plus as ,of December 31, 1950, from $231,000 to $102,000 (approxi
mately). ' 

Events after date of fonancial statements recognized.-When a 
utility company filed its registratiop. statement for an offer of common 
stock in March 1951, the 1949 and 1950 income statements included 
approximately $125,000 and $415,000 ($75,000 and $228,000 after 
taxes), respectively, and the balance sheet included a deferred credit 
for contingent revenues of approximately $412,000 (equivalent to 
$227,000 after taxes) for revenues billed by the registrant pursuant 
to·a rate increase granted by the local regulatory commission. At the 
time of filing the statement the United States Court of Appeals had 
affirmed the action of the United States District Court in vacating 
the regulatory commission's order and had ordered amounts collected 
after a certain date impounded. The court had ordered that the regis- . 
trant refund to its customers all monies collected under the increased 
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rates but had granted a stay of its judgment pending appeal to the 
Supreme Court. . '. '. 

The above situation was fully disclosed in the financial statements 
and matters requiring amendment had been corrected to put the state
ment in final form. However, at about the time the registration state
ment was to become effective the Supreme Court of the United States 
refused to review the appellate court's findings that the order of the 
local regulatory commission be vacated. The registrant and its ac
countants then proposed to expand the footnote describing the litiga
tion to explain the effect of the Supreme Court's action but without 
eliminating from the income statements the revenues then to be re
funded or correcting the balance sheet to show the liability for the 
ordered refund. However, the registrant was requested by the staff 
to adjust the income statements and balance sheet in respect of the 
refundable amounts, since, under the circumstances, no accounting 
justification then existed for including in the income statements 
amounts which clearly were not proper revenue items and for failing 
to show the proper current liabilities. 

The statements were amended to remove the amounts in question 
from the income statements and to show them in the balance sheet, 
together with the $412,000 originally shown as a deferred credit, as a 
current liability ($614,000) after deducting impounded funds of 
$336,000. The effect of the change on earnings and earned surplus 
was as follows: . 

1949 net income ________________________________ _ 
1950netincome ________________________________ _ 
ElI;rned surplus _____ -' ___________________________ _ 

A8 oriuinally filed A8 amended 

$1,471,000 $1,398,000 
2,489,000 2,261,000 
7, 434, 000 7, 133, 000 

Earnings restated to reflect t(J1Ces and loss carry-over.-A regis
trant's prospectus as originally filed included a summary of earnings 
showing a net loss of $142,000 for the first fiscal year of its operations 
(certified by independent public accountants) and net profits of $110,-
000 and $216,000 for the succeeding two months (unaudited). No 
franchise, income and excess profits taxes had been deducted and the 
registrant was therefore asked to make appropriate provision for such 
taxes. The summary, as then amended, showed the net loss of $142,000 
for the company's first full year, and set forth net profit for the suc
ceeding three months combined of $168,000, after deducting a provi
sion of $218,000 for franchise, income and excess profits taxes. How
ever, the staff discovered that, in computing the income and excess 
profits taxes for the three-month period, the company had deducted 
the full amount, rather than one-quarter of the amount, of allowable 
net operating loss carry-over from the first fiscal year. Pursuant to 
the request of the staff, the summary was again revised, on the pre
sumption of continuing profitable operations which the registrant 
did not disclaim, to show the taxes for the first quarter of the second 
year computed on the basis of deducting only one-quarter of the first 
year's allowable net operating loss carry-over. As finally revised, the 
summary showed net profit (after taxes) of $116,000 for the quarter
compared with the profit figure of $168,000 for the same period as 
shown in the first revision and that of $326,000 for two months only 
of such peri.od as set forth in the original filing. 

Restatement of balance sheet to eliminate unearned rents and roy-



18 SECURI,T~ES AND EXCHANGE COMMISSION 

alties as assets.-In the course of an examination of an amendment 
to an effective registration statement of a machine manufacturer 
it was noted that the proportion of rental income to sales of prod
ucts had increased materially and that the items of "Trade Receiv
ables with Extended Maturities" and "Deferred Rental Income" had 
become major elements in the balance sheet. In response to a request 
that the method of accounting be explained, a representative of the 
company disclosed to the Commission that the former account repre
sented payments not due within the ensuing year' on notes and con
tracts receivable covering rentals of leased machines and that the 
leases normally called for payment of rentals over a pei'iod of forty
eight months. Further explanation revealed that it was the practice 
of the company to record the full amount of rent receivable upon exe
cution of the leases and to credit an equal amount to deferred income 
from which transfers were made to :profit and loss on a straight-line 
basis over the useful life of the machmes, then estimated at five years. 

Since this method of accounting appeared to be unique among com-
, panies doing business on a similar basis, the staff requested that the 
financial statements be amended to eliminate from the accounts the 
rents and royalties not earned at the balance sheet date except to the 
extent that collections had been made in advance of the due dates. 
Further discussions with representatives of the registrant and its 
independent accountants brought concurrence with the staff's views 
and resulted in an amendment the significance of which may be seen 
from the following figures. "Rentals and Royalties Receivable under 
Machinery Lease Agreements" listed under current assets were re
duced from $3,500,000 to $800,000 and "Trade Receivables with 
Extended Maturities" were reduced from $4,730,000 to $24,000, 

\ accounting for a total of $7,400,000 applied as a contra reduction 6f 
"Deferred Rental Income" from $9,100,000 to $1,700,000. The above 
adjustments reduced total current assets from $17,300,000 to $14,600,-
000, with a resulting reduction in the current ratio from 1.61-to-1 to 
1.34-to-1, and reduced the balance sheet totals from $40,900,000 to 
$33,500,000. Since the statements on the former basis had been pub
lished, the chaI)ge in presentation was referred to in the "Accountants' 
Report" and explained in the following "Supplemental Note" added 
to the financial statements· by way of amendment to the registration 
statement: 

Since the closing of the accounts for the fiscal year ended November 30, 1950, 
and the issuance of the annual report to stockholders, the company has revised 
its procedure with respect to accounting for rentals on leased machines. Here· 
tofore, the full amount of such rentals was recorded as receivable at the time 
of execution of the leases, with a corresponding credit to deferred income which 
was transferred to profit and loss over a period of five years, 'the estimated life 
of the machines. Under the revised procedure, rentals are recorded only as 
they become due for payment and are credited initially to deferred income, there, 
after being transferred to profit and loss as earned over the life of the machines. 
This change in policy has been given effect in the accompanying balance sheet 
with the result that $7,385,000 has been eliminated from asset classifications and 
from deferred incoI!!e; the balance of deferred income as stated under the 
revised procedure represents that portion of rentals received' or now due, not 
yet transferred to profit and loss. Of the aggregate amount of unrecorded 
rentals yet to be received under the terms of existing machine lOOse agreements 
$7,385,000, approximately $2,600,000 is scheduled for payment within the ensu
ing year. 
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Failure to disclose history of the enterprise, its principal promoter, 
and the denial of a patent application under 1.ohich an allegedly valu
able license was granted registrant.-An Ohio company orgamzed in 
the latter part .of 1949 filed a registration statement in J'une 1950 cov
ering a proposed public offering of 30,000 shares of its Class A stock 
at $100 per share. The registr!\nt indicated that it was formed for 
the purpose of manufacturing, selling, leasing, and operating appara
tus -to be used particularly in connection with steel refining and in 
production of steel ingots for mills in the district in which Its plant 
might be established. An exhibit in the registration statement set 
forth that for each Class A share sold to the public, a share of Class B 
stock would be given to another Ohio corporation in consideration of 
the latter's grant to the former of an exclusive license to manufacture, 
sell, lease and operate equipment developed by it, but such informa
tion was omitted from the prospectus. Both classes of stock had equal 
voting rights. Investigation by the staff developed that the Ohio 
corporation which granted the license to the registrant had only one 
patent and that it related to an emulsion process or no apparent com
mercial value which would expire in about three years. It was also 
ascertained that the principal promoter had filed a patent applica
tion covering a combustion chamber or "unit" employing a special 
fuel which was to be used in various furnace applications such as the 
steel open hearth. Apparently this patent was to be transferred to the 
corporate holder of the Class B stock which was to grant registrant a 
license thereon. The registration statement failed to disclose either 
tbe facts regarding its emulsion process or that the claims in the 
patent application relating to the "combustion chamber" it proposed 
to manufacture had been disallowed in full by the United States 
Patent Office. In addition .the prospectus failed to disclose that the 
Ohio corporation which purported to grant licenses was under the 
control of the registrant's principal promoter. Furthermore the 
prospectus omitted to state that it appeared from an examination of 
the latter's books by the Ohio authorities that $60,000 of its funds 
had been transferred to the principal promoter of the registrant and 
was unaccounted fbr. The registration statement also failed to state 
that the principal promoter had been indicted in 1948 for violating 
the Ohio Securities Act in the sale of promissory notes, that he had 
been a fugitive from justice during 1949 and that he was awaiting 
trial after having been released on bail. After the registrant had 
become aware that the investigation had been instituted it withdrew 
its registration statement in July 1950. 

Failure to make material disclosures including the ·possible effect 
on enterprise of the Defense Production Act of 1950 and the mobi,liza
tion of, the national economy.-A company in the electronics field 
recent y discharged in bankruptcy proceedmgs pursuant to Chapter 
XI of the National Bankruptcy Act filed a registration statement 
covering 400,000 shares of convertible Class A, stock to be offered to 
the public at $2.50 pe'r share. The prospectus failed to disclose ade
quately that one of the principal purposes of the offering was to repay 
a substantial loan made to the registrant by a principal and possibly 
controlling stockholder. In addition, the prospectus failed to set forth 
adequately the use which would be made of the proceeds in the event 
that a smaller amount than 400,000 shares was sold and to indicate 

975942-52-3 
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the position in which purchasers of the shares might find themselves 
in such event. The prospectus also failed to disclose clearly that the 
cost of financing would represent at least thirty-one percent, of the 
gross proceeds if all the shares were sold. Moreover, the registrant 
failed to indicate its relatively poor competitive ,position and failed 
to point out the effect of the mobilization of the national economy and 
the impact of the Defense Production Act of 1950 upon its ability to 
obtain materials and components needed for the manufacture of its 
proposed product. Finally, the registrant omitted to set forth a sub
stantial contingent liability to the United States Government and to 
make adequate provision therefor in the balance sheet. 'After these 
failures in disclosure were directed to the registrant's attention, it 
withdrew its registration statement. 

CHANGES IN RULES, REGULATIONS AND FORMS 

Rule8 171, X-6, and V-l0S-Di8clo8ure detrimental to the national 
8ecurity.-The Commission adopted during the past year rules pro
viding for the omission or confidential treatment of informationf, if 
pUblication of the information would, in the opinion of the Commis
sion, acting in consultation with other executive departments or agen
cies of ,the United States, be detrimental to the national, securIty.3 
Such rules are applicable to 'all filings under the Securities Act of 
1933, the Securities Exchange Act of 1934, and the Public Utility 
Holding Company Act of 1935. . 

Procedure has. been established whereby the Commission" upon 
request, will render advance, informal opinions in ca~es where issuers, 
underwriters, or other persons' are in doubt as to the extent to which, 
or the manner in which, particular information may'be disclosed in 
a registration statement, prospectus, application for registration, re
port, proxy statement, notification, or other document filed with the 
Commission or an exchange pursuant to any of those Acts. 

The general types of information which will be treated confidentially 
under the new rules are as follows: 

(1) The number, size, charactep, and location of ships in construc
tion, or advance information as to the date of launchings or commis
sionings; or: the. physical. set-up or technical details of shipyards. 
, (2) SpeCIfic mformatlOn about war contracts, such as the exact 
type of production, production schedules, dates of delivery, or prog
ress of production; estimated supplies of strategic and critical 
material available; or nationwide "round-ups" of locally published 
procurement data except when such composite information is officially 
ap:proved for publication. 

(3) Specific information about the location of, or other information 
about, sites and factories already in' existence, which would aid 
saboteurs in gaining access to them; information other than that 
readily gained through observation by the general public disclosing 
the location of sites and factories yet to be established, or the nature 
of their production. . . 

(4) Any information about new or secret ,military designs; or new 
factory designs for war production. " . 

(5) Any information of a classified nature dealing with any atomic 
project, construction or product. , 

• Securities Act release no. 3409. 
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Amendment of Rules 13130 and 131313 of Regulation A.-On Septem
ber 8, 1950, the Commission invited comments on proposed amend
ments to rul!lS 220 and 222, which are a part of Regulation A under 
the Securities Act of 1933. After considering the comments received 
the' Commission amended those rules, effectIve January 8, 1951, to 
provide a new method for determining public offering price in con
nection with 'certain offerings through rights and warrants under 
Regulation' A.' ' 

In the past there has been some difficulty in determining in advance 
how the 'price limitations of Regulation A apply to certain rights 

. offerings by issuers, which may be accompanied by sales of the rights 
and of the offered securities made at varied prices by underwriters 
and cOl!trolling persons. In order to minimize these difficultie,s, the 
Commission added a new paragraph (i) to rule 220. This paragraph 
provides generally that, for the purposes of Regulation A, the offer
ing price of securities offered through rights or warrants shall be 
either (1) their market value as determined prior to the filing of the 
letter of notification or (2) the price to be received by the offeror, 
whichever is higher, and that no separate consideration shall be given 
to any sale of the rights or warrants by any person. In addition, rule 
222 is amended to provide that the letter of notification filed in such 
cases shall state the market value, as well as the take-down price, of 
the securities. 

Where additional shares of an outstanding class are to be offered 
through rights, it will normally be approprIate for the person pre
paring the letter of notification simply to set forth the current market 
value of the oustanding shares of the class to be offered. However, 
if it can be demonstrated that the offering will result in a dilution of 
the value of the outstanding shares, it will be permissible for the per
son filing the letter of notification to compute the dilution and to base 
the computation of market value of the offered securities on the diluted 
value. ' , 

Where the market value of securities to be offered through rights 
or warrants cannot be determined prior to the offering, the new pro
visions that have been added to the rule will not be applicable. In 
such cases, the application of the pr:ice limitations of paragraphs (a)" 
(b), and (d) will turn on the take-down price, the amount received 
by controlling persons who sell their rights, and, if there are any 
underwriters, any amounts received from the public by such 
underwriters. " 

Amendine,nt to Rule 1340 of Regulation A-M.-During the year the 
Commission also adopted certain amendments to rule 240 under Regu
lation A-M.5 That :r:egulation exempts certain offerings of assessable 
mining securities from registration under the Act. The amendments, 
by deletion of paragraph (c) of the rule, removed the restriction which 
prevented issuers from commencing more than one offering under the 
regulation each year; and, by revision of paragraph (f), require the 
reporting to the Commission of assessments received by an issuer. 
However, the regulation as amended continues to limit the aggregate 
of unregistered offerings and assessments received to not more than 
$100,000 in each yearly period. 

• Securities Act release no. 3399. 
• Secur! ties Act release no. 3384. 
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, ,Proposed revision of Form S-1 designed to shorten and improve 
prospectus.-The Commission had under consideration at the end of 
the year a proposed revision of Form S.,..l, which is one' of the forms 
for registration of securities under the Securities Act of 1933. The 
purpose of this revision is mainly to shorten and improve the prospec
tus and thereby facilitate its dIstribution and make it more useful 
to investors. Notice of the proposal was published in detail and the 
Commission also invited comments and suggestions from all inter
ested persons.6 Some of the items of information currently required 
to be shown in the prospectus would be omitted from the prospectus 
under this proposal but would be otherwise filed with the registration . 
statement. For example, the prospectus would include very limited 
information as to the nature of the underwriting commitment. De
tails of the underwriting arrangements would be omitted from the pro
spectus but would be otherwise filed as a part of the registration 
statement. Certain other items of information would be similarly 
treated. The Commission's experience has been that, to a considerable 
extent, detailed items and instructions result in unnecessarily detailed 
answers in the prospectus. Accordingly, the revised items and instruc
tions of the proposed form have been somewhat streamlined for the 
purpose of producing more concise statements in the prospectus with
out sacrificing essential information. A revised form was adopted 
after the end of the fiscal year. 

LITIGATION UNDER THE SECURITIES ACT 

It is sometimes necessary to obtain compliance with the Securities 
Act by resort to the courts. Where continued violation of the Act and 
consequent damage to the public is threatened, the Commission acts 
promptly to safeguard the public interest by instituting injunctions. 

Several of the actions in which the Commission has obtained in
junctions during the last fiscal year involved the sale of mining se
curities. In SEO v. Francis D. Graves and Earl E. Brown,7 the de
fendants were enjoined from further violations of the registration 
and fraud provisions of the Act in the sale of undivided participating 
interests in two niining leases, one of which they did not own. The 
Commission's complaint alleged that they had told investors, among 
other things, that samples taken from the properties contained mona
zite, thorium, gold and other minerals in commercial quantities when 
no sampling had been conducted, that monazite would be produced 
in the near future when they had made no arrangements to exploit the 
properties, and that they had invested $30,000 in the enterprise when 
their total investment was approximately $1,500. SEO v. Oarl I. 
Addison and Joe W. Black 8 is another action in which the Commission 
obtained an injunction against further violations of the registration 
and fraud provisions of the Act in the sale of mining securitIes. This 
case involved the sale of stock in a Canadian company organized for, 
the purpose of producing uranium ore~ ~EO v. Marvin O. M eddock,9 
SEO v. Yrunkee Mines Inc. et al.10 and SEO v. Alhambra Gold Mines 
o orporation 1~ are other cases in which sales of securities of mining 

• Securities Act relea'se no. 3406. 
7 Civil Action No. 548, E. D. Wash. 
8 Civil Action No. 1251. E. D. Tex. 
• Civil Action No. 913. E. D. Wash. 
10 Civil Action No. 2755, D. Idaho. 
11 Civil Action No. 11820, S. D. CaUf. 
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companies in violation of the Act were enjoined. TheM eddock case 
involved violation of the fraud provisions; the last two cases charged 
violation of the registration provisions. . 

A number of the cases in which the Commission successfully sought 
injunctions against violations of the Act involved the sale of securities 
in oil and gas companies. In SEO v. Penner OU and Gas, Inc., et al.,12 
a permanent injunction was entered against all defendants. Criminal 
proceedings were also brought in connection with this promotion, 
which involved a widespread solicitation by mail campaign. A de
scription of the fraud involved is contained elsewhere in this reportY 
In SEO ·v. Gold Oreek Mining Oompany/4 the company and two in
dividual defendants consented to the entry of an injunction against 
further violations by them of the fraud and registration provisions 
of the Act in the sale of various types of securities in oil properties 
located in Oklahoma .. Among the misrepresentations alleged to have 
been made in the sale of the securities were statements that the pro
ceeds of the sales of stock would accrue to the company when in fact 
the shares being offered were personally-owned shares of one of the 
individual defendants and the proceeds from the sales were largely 
used by him, and that the company's leases were surrounded by pro
ducing oil wells when in fact most of the surrounding wells had been 
abandoned. 

Injunctions were also obtained during the last fiscal year in the 
following cases which involved the sale of securities in oil and gas 
companies or interests in oil and gas leases: SEO v. Western Osage 
Oil Oompany/5 SEO v. Avonwold Oil Oorporation,W SEO v. William 
R.Justice and AdrianJ. Belisle/7 andSEOv. Western Oil Fields,!nc., 
et al.1S The first three cases charged violation of' the registration 
provisions; the last violation of the fraud provisions. Violations of 
the registration provisions were also charged in SEO v. Sierra Nevada 
Oil Oompany.19 In that case, after the court had orally announced 
that it was prepared to issue a preliminary injunction, a voluntary 
petition under Chapter X of the. Bankruptcy Act was filed by the 
defendant corporation in another jurisdiction and defendants argued 
that the stay of proceedings in the· order approving the petition pro
hibited entry of an injunction order. After the close of the. fiscal 
year, the Chapter X court, on motion of the Commission, clarified its 
order, and a preliminary injunction was thereafter entered. A com
plaint filed against s'pearow Oompany Inc., et al.20 charging noncom
pliance with the Act's registration provisions is still pending. 

During the year, the Commission obtained injunctions against fur
ther violations of the Act in many cases involving sales of securities 
of other types of businesses. One such case was SEO v. Oo-op Insu1'
ance Oompany et al.,21 where the Commission charged, inter alia, that 
the defendants had obtained an option to purchase certain of the stock 
of the insurance company at $1.00 per share and had then proceeded 
to make a public offering of these securities at successively higher 

10 Civil Action No. 2841 N. D. Okla. . 
13 See disCUSSion of U. S. v. S. E. J. 00111 et al. at page 151, infra. 
" Civil Action No. 1888. D. Utah. 
,. Civil Action No. 12986, S. D. Calif. 
" Civil Action No. 67-191, S. D. N. Y. 
17 Civil Action No. 71-50, D. Neb. 
18 Civil Action No. 3463" D. Colorado. 
10 Civil Action No. 1305ti, S. D. Calif. 
"" Civil Action No. 6070, D. Oregon. 
21 Clvll Action No. 1496, D. Ariz. 
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prices of $2.50, $3.50, and $5.00 per share without disclosing to pur
.chasers the fact of the option agreement or -that the price at which 
the stock was being sold had been arbitrarily established by the 
defendants. 

In SEO v. Patriok F. Ousiok, First Guardian Securities Oorpora
tion and Leonard 8. Baum,22 it was alleged .that First Guardian, a 
registered broker-dealer, acting through Vice President Baum, bought 
for resale a substantial amount of Mr. Cusick's personally owned 
shares of Standard Brewing stock and thereafter offered the stock to 
the public. No registration statement with respect to the Standard 
Brewing shares was in effect with the Commission. After obtaining 
a temporary restraining order, the Commission discovered evidence 
which indicated additional violations of its Acts by First Guardian 
and instituted action to revoke its registration as a broker-dealer. 
Inasmuch as First Guardian consented to the revocation of its license 
and proceeded to liquidate, the Commission subsequently agreed to 
a dismissal of the injunction action. -

The defendant in SEO v. Robert J. Oottle 23 consented to the entry 
of a permanent injunction against further violations of the fraud 
provisions of the Act. The Commission alleged that Cottle sold secu
rities by falsely representing, among. other things, that he was a 
member of the New York and Boston Stock Exchanges, that he was 
operating a successful trading account with a large brokerage firm in . 
Boston, that he was earning and paying large profits to investors, and 
that a prominent Boston banker was associated with him in COlll1eC
tion with such account. Actually Cottle was using the money,received 
from investors to bet on horse and dog races and for other personal 
purposes .. Later he was convicted and sentenced to a term of three 
years for violations of the Act and the Mail Fraud Statute. 

In SEO v. Meroer Hicks Oorporation,24 the defendants consented 
to the entry of a permanent injunction against further violations by 
them of the fraud provisions of the Act on the basis of a complaint 
filed against them during the previous fiscal year. While this action 
was pending, proceedings were instituted which concluded in the 
revocation of the broker-dealer registration of the corporation.25 

An injunction against violation of the registration and fraud pro
visions of the Act was obtained in SEO v. Nortlvwest Acceptance Oor
poration and Robert M. Hawley.26 The alleged representations in
cluded a statement that the company.had substantial earnings when, 
in fact, severe losses had been suffered and the company showed a 
net loss for the year 'ending September 30, 1950. It was also alleged 
that defendants stressed the company's past dividend record without 
disclosing that a dividend paid during the promotion was, in fact, a 
return of capital and that they assured investors that the' company 
would repurchase the stock at any time without loss to them when, in 
fact, such repurchase would impair the corporation's capital in viola
tion of the law of the State of Washington where it was incorporated. 

In SEO v. Atlas Taok Oorporation,27 an injunction was entered di-
recting the defendant, its officers and directors to fi~e reports as re-

!!Z Civil Action No. 59-354, S. D. N. Y. 
23 Civil Action No. 913, E. D. Wash. 
24 Civil Action No. 5896, S. D. N. Y. 
'" See page 51, infra. 
2. Civil Action No. 2774, W. D. Wash. 
'" Civil Action No. 50-143, D. Mass. 

" 
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quired by the statute and to correct the deficiencies contained in the 
reports which had been filed. 

In SEO v. Evergreen Memorial Park Association, et al.,28 the Com
mission's original complaint charged defendants with selling unreg
istered securities in the nature of '.'investment contracts" in violation 
of Section 5 of the Securities Act of 1933. After the close of the fiscal 
year, the Commission sought leave to amend the comI?laint in order to 
charge, in addition, violations of the antifraud provIsions of Section 
17 (a), The '.'investment contracts" allegedly involved sales of ·ceme
tery lots in ·wholesale quantities coupled with representations and 
agreements that investors would obtain large profits within stated 
periods from the resale of these lots at retail, that the defendant ven
dors would improve the cemetery as a whole and also lots of particu
lar investors to facilitate their resalability, and that said defendants 
would resell the lots for investors within stated periods at specified 
profits. . . . 

The Commission participated as amicus (fUriae during the past fiscal 
year in only one case involving the proper interpretation of the Secur
ities Act of 1933. .In 01'ummer v. Orumley 29 the plaintiff instituted 
an action under sections 12 (1), 12 (2) and 17 (11:), charging that 
defendants sold him unregistered stock in violation of the Act, and 
that he had been induced to buy this stock by fraudulent misrepre
sentations and statements of half-truths. In January 1951, the court 
denied a motion of defendants to dismiss the complaint with respect 
to the section 12 (1) cause of action and reserved judgment on the 
motion with respect to the remaining causes of action. Subsequently, 
the Commission filed a brief as amicus curiae expressing the following 
views: (1) that jurisdiction of the section 12 (2) cause of action was 
not dependent upon a showing, as defendants contended, that the 
alleged misrepresentations and half-truths were communicated by use 
of the mails 0.1' instruments of interstate commerce, but that it would 
suffice if either the mails or interstate facilities were used in the sale 
of the stock; and (2) that the federal jurisdictional requirements of 
sections 12 (2) and 17 (a) would be satisfied if it were shown, as 
plaintiffs alleged, that the mails were used to effect collection of plain
tiff's check in. partial payment for 'the stock, to demand completion 
of the purchase agreement, and to deliver the stock. The Commission 
expressed the opinion that it was unnecessary for the court to decide 
whether plaintiff could also base his private action on the alleged vio
lation of section 17 (a), since it believed that any wrong which plain
tiff suffered could be redressed under section 12. The case was pending 
at the close of the fiscal year. 

PART n 
ADMINISTRATION OF THE SECURITIES EXCHANGE ACT 

OF 1934 

The Securities Exchange Act of 1934 is designed to insure the 
maintenance of fair and honest markets in securities transactions both 
on the organized exchanges and in the over-the-counter markets, which 
together constitute the Nation's facilities. for trading in securities . 

.. Civil Action No. 1821, E. D. Pa. 
20 D. Nev., Civil Action No. 900. 
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Accordingly the Act provides in general for the regulation and control 
of transactions in such markets and of practices and matters related 
thereto, including solicitations of proxies of stockholders and trans
actions by officers, directors, and principal stockholders. It requires 
specifically that information as to the condition of corporations whose 
securities are listed on any national securities exchange shall be made 
available to the public; and provides for the registration of such 
securities, such exchanges, brokers and dealers in securities, and as
sociations of brokers and dealers. It also regulates the use of the 
Nation's credit in securities trading. While the authority to issue 
rules on such credit use is lodged in the Board of Governors of the 
Federal Reserve System, the administration of these rules and of 
the other provisions of the Act is vested in the Commission. . 

REGULATION OF. EXCHANGES AND EXCHANGE TRADING 

Registration and Exemption of Exchanges 

Section 5 of the Act requires each securities exchange within the 
United States or subject to its jurisdiction to register with the Com
mission as a national securities exchange or to apply for exemption 
from such registrat~on. ,ExemptiOl~ f~om registration niay be ~ranted 
to, an exchange WhICh has such a lImIted volume of transactIOns ef
fected thereon that, in the opinion of the Commission, it is not prac
ticable and not necessary or appropriate in the public interest or for 
the protection of investors to require its registration. During the 
fiscal year no change occurred in the number of exchanges registered 
as national securities exchanges or in the'number granted exemption 
from such registration. . . 

At the close of the 1951 fiscal year the following 16 exchanges were 
registered, as national securities exchanges: . 
Boston Stock Exchange New York Stock Exchange 
Chicago Board of Trade Philadelphia-Baltimore Stock Exchange 
Cincinnati Stock Exchange Pittsburgh Stock Exchange 
Detroit Stock Exchange Salt Lake Stock.Exchange 
Los Angeles Stock Exchange . San Francisco Mining Exchange 
Midwest· Stock Exchange San Francisco Stock Exchange 
New Orleans Stock Exchange Spokane Stock Exchange 
New York Curb Exchange Washington Stock Exchange \ 

, Four exchanges were exempted from registration at the close of the 
1951 fiscal year. These were: 
Colorado Springs Stock Exchange Richmond Stock Exchange 
Honolulu Stock Exchange Wheeling Stock Exchange 

Information pertinent to the organization, rules of procedure, trad
ing practices, membership requirements and related matters of each 
exchange is contained in its registration or exemption statement, and 
any changes which are effected in such information are required to 
be reported promptly by the exchanges. During the year numerous 
changes in their rules and trading practices were reported by the 
various exchanges, each of which was reviewed to ascertain whether 
the change effected was in the public interest and complied with the 
provisions of the Act. The nature of these changes varied consider
ably; some of the more significant which occurred are briefly out-' 
lined below: . 

Boston Stock Exchange amended its rules relating to commissi(ms 
, for the purpose of making it clear that the rates of commission pre-
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scribed by the Constitution of the exchange are minimum rates and 
that, so far as the Constitution and rules of the exchange. are con
cerned, members are free to charge greater commissions if the con
ditions and circumstances warrant, provided that if the commission 
being charged exceeds the minimum rate, that fact must be disclosed 
in writing to the customer. . 

Cincinnati Stock Exchange amended its rules to prohibit the selling 
of a lot of stock (all or none) at a ,lower price than the best bid on 
the Exchange, which may be for a smaller lot. Likewise the amend
ment also prohibits the purchase of a larger lot of stock at a higher 
price without taking small lots offered .at lower prices. The revised 
rule does not, however, prevent a buyer or seller from going around 
smaller lots at the same price· but having precedence as to the time 
the order was received. . 

San Francisco Mining Exchange increased its schedule of commis-
sion rates on stocks selling up to 29 cents pe~ share. . 
_ San Francisco Stock Exchange adopted a rule which provides that 
when a member firm holds securities for customers which have been 
fully paid fpr, or· holds securities for customers the market value of 
which is in excess of the amount required under the Exchange's margin 
maintenance rules, such securities are to be segregated and marked 
in such a manner as to clearly identify the owners of such securities. 

Disciplinary Actions by Exchanges against Members· 

Each national securities· exchange, pursuant to a request of the 
Commission, reports to the Commission any action of a disciplinary 
nature taken by it against any of its members, or against any partner 
or employee of a member, for violation of the Securities Exchange 
Act of 1934, of any rule or regulation thereunder, or o'f any exchange 
rule. During the year four exchanges reported taking disciplinary 
action against 16 members, member firms, and partners and employees 
of member firms. 

The nature of the actions reported included fines ranging from $100 
to $5,000 in 8 cases with total fines aggregating $8,850; suspension of 
an individual member from exchange membership for a period of 
three months; censure of individuals or firms for infractions of the 
rules, and warnings against further violations. The disciplinary. ac
tions resulted from violations of exchange rules, principally those 
pertaining to handling of customers' accounts, cap~tal requirements, 
floor trading, commission rates, and conduct inconsistent with just 
and equitable principles of trade. 

REGISTRATION OF SECURITIES ON EXCHANGES 

Nature and Purpose of Registration 

An issuer may register a security on a national securities exchange 
by filing with the Commission and the exchange an application for 
registration which sets forth on a prescribed form reliable and· com
prehensive information about the affairs of the issuer and its securities 
which is' available for public inspection. The law also requires the 
registrant to file· annual, quarterly, and other periodic reports in order 
to keep this information up to date. The statute makes it unlawful 
to trade in a security on the exchange unless it is so registered (except 
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where it has been admitted to unlisted trading privileges, or IS 
exempt). 

Examination of Applications and Reports 

The work of examining applicatio~s and reports filed under the 
Securities Exchange Act is integrated with the examination work 
arising under the Securities Act and certain other statutes adminis
tered by' the Commission. All applications and reports are exam
ined to determine whether accurate and adequate disclosure has been 
made of the specific types of information required by the Act and 
the rules and regulations promulgated thereunder. 'Where such dis
closure has not been made, necessary correcting amendments. are 
. obtained from the registrant. The result of this examination work 
may be illustrated by a description of a few actual cases arising during 
the 1951 fiscal year. . . 

Loss from currency devaluation charged to profit and loss instead 
of surplus.-The annual report required of a company with wide for
eIgn operations must include financial statements not only with respect 
to the registrant separately and the registrant and' its domestic sub
sidiaries combined but also with respect to the foreign subsidiaries 
of such company. During the 1951 fiscal year the staff noted from 
the annual report filed by one sllch registrant-a large manufacturer 
of specialized machinery-that a charge had. been made to surplus of 
$4,911,325.31 in the combined statements of its foreign subsidiaries as 
a result of devaluation of foreign currencies and of the translation. of 
working capital and reserves of foreign subsidiaries into United 
States dollars at current exchange rates. 

The Division of Corporation Finance took the position that this 
amount represented the loss from the devaluation of foreign curren
cies during the year and should be reflected in the profit and loss state
ment. The Division also called the attention of this company to the 
reports to stockholders which had been published by other large cor
porations with substantial foreign activities and which had applied 
the method of accounting for such loss suggested by the staff, in this 
instance. The combined profit and loss statement of foreign subsidi
aries was thereupon amended, changing the final credit figure of 
$3,126,335.98 net income to a final debit figure of $1,784,989.33 which 
was, pursuant to the Commission's recently amended Regulation S-X, 
captioned "Net income less Special charge (net charge)." 

Losses of subsidiaries and adjustments of depreciation transferred 
from surplus to income statement.-At the beginning of its 1949 fiscal 
year a registrant, engaged in the manufacture of aircraft parts, owned 
71 percent of the voting stock of one subsidiary, and 100 percent of 
the common stock along with approximately 61.5 percent of the pre
ferred stock (which had voting rights) of another subsidiary. 
Through the year 1948 its consolidated financial statements had in
cluded these companies. A merger agreement between the two sub
sidiaries subsequently became effective in the latter part of 1949 and 
under its terms the registrant early in 1950 received 75,000 sh!lres of 
new second preferred stock of the surviving co~pany for its invest
ment in the two companies. The surviving company ceased to be it 
subsidiary as a result of the exchange of stock." . 

The investment in ·the new preferred stock was thereafter in: the 
registrant's annual report shown in the balance sheet at the cost of the 
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investments surrendered in exchange therefor, and the sum of $1,4~O,-
000 was provided from earned surplus as a reserve for the revaluatIOn. 
of the new stock to approximately its par value. The financial state
ments also reflected adjustments of accumulated depreciation for prior 
years (less applicable additional income taxes) as a credit to :earned 
surplus in the amount of $62,346.78. For 1949 the merged subsidiaries 
sustained losses of $741,164.61 and of $230,394.88, respectively, or a 
combined loss of the two companies (consolidated with the :r>arent in 
the previous year) of $971,559.49, no portion of which was reflected in 
the statement of income of the parent. However, the above-mentioned 
reserve against the combined investment created by a charge to earned 
surplus appeared to reflect the management's opinion as to the loss 
in the investment. 

It was the opinion of the staff that in this situation the losses sus
tained by the subsidiary companies, to the extent of the registrant's 
equity therein, were an incident of the year 1949, and that the losses 
as well as the adjustment relating to depreciation should be reflected 
in the statement of income. The statement of income as it was sub
sequently amended to reflect these views showed a loss of $589,560.76 
for 1949 as compared to the statement as originally filed which 
showed a net income of $428,199.91. . . 

Ohange made in method of computing depletion.-For many years, 
including. the year 19491 a larg;e copper. mining compa~y had followed 
the practIce of computmg umt depletIOn of metal mmes at separate 
rates per pound of copper from individual properties, charging such 
depletion direct to surrlus. The following note was appended to the 
statement of surplus: ' ... The unit rates used are based on the mine 
values included m the balance sheets . . . and the ore reserves of the 
respective mines as estimated as of March 1, 1913, or at the date of 
acquisition, or in the case of a subsidiary company at a subsequent 
date ... Part of the depletion charge is based on United States 
Treasury Department valuations as of March 1, 1913, determined for 
depletion purposes in connection with Federal income taxes." The 
reason given in a note and in the certificate of the independent certified 
public accountants for using this method of treatment of depletion 
read: "While it is recognized that charges made for the amortization 
of cost of fixed assets are generally shown as deductions in profit and 
loss statements, the difficulty of determining the extent of ore reserves 
and of allocating the depletion eharges between cost and appreciation. 
the variance in the amount of the charge during the different periods 
depending upon the particular properties operated, and other uncer
tainties and variables, have caused the registrant to follow consistently 
the practice above mentioned .... " . 

Inasmuch as some years had passed and distiilct progress had been 
made in the method of preparing financial statements since this matter 
was first discussed with the regIstrant, a suggestion was made by the 
staff during the 1951 fiscal year that the problem be reexamined. 
Accordingly in February 1951 representatives of the registrant and 
its independent certified public accountants met with members of the 
staff and reviewed the question of accounting for depletion and ·other 
matters in order to secure an over-all improvement in the presentation 
of the company's financial statements for the benefit of investors. As 
a result of these co-operative prefiling discussions, in its annual report 
for the year 1950, filed on April 27, 1951, the registrant changed its 
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practice with respect to depletion so that the deduction was computed 
on the basis of an over-all unit rate applied to the pounds of copper 
sold from the registrant's own production except that depletion of a 
consolidated· subsidiary was computed separately as heretofore. The 
over-all rate is deemed by the company to be sufficient in amount to 
provide for the amortization of the net book value of mines on or 
before the exhaustion of, the mines. The charge for depletion of 
mines as thus calculated was shown as a deductiori in the profit and 
loss statement for the year 1950. The company added this note to its 
1950 financial statements: "The registrant makes no representation 
that the deduction represents the depletion actually sustained or the 
decline, if any, in mine valu!'ls attributable to the year's operations 
(which amounts are not susceptible of determination), or that, it 
represents anything other·than a general provision for the amortiza
tion of the remaimng book value of mines. Depletion used in esti
mating United States taxes on income has been computed on a 
statutory basis and differs from the amount shown in these accounts." 

The accountants made appropriate1reference in their certificate to 
the change in procedure and hereafter will be able to omit a cumber
some explanation from the company's financial accounts. 

Statistics of· Securities Registered on Exchanges 

At the close of the 1951 fiscal year, 2,188 issuers had 3,523 security 
issues listed and registered on national securities exchanges. These 
securities consisted of 2,581 stock issues aggregating 3,477,564,645 
shares, and 942 bond issues aggregating $20,896,324,569 in principal 
amount. This represents an mcrease of 329,880,327 shares and a· de
crease of $2,394,222 :principal amount of bonds, respectively, over the 
aggregate amounts lIsted and registered at the close of the 1950 fiscal 
year. 

The following table shows the number of applications and reports 
filed during the fiscal year in connection with the registration of secu
rities on national securities exchanges: . '. 

Applications for registration of securities on national securities exchanges_ 559 
Applications for registration of unissued securities for "when issued"· 

trading on national securities exchanges _____________________________ : 83 
Exemption statements for trading subscription rights on national securities 

exchanges_________________________________________________________ 88 
Annual reports ______________________________________________________ 2,148 
Current reports _____________________________________________________ 8,792 
Amendments to applications, annual and current reports ________________ 1,139 

DurIng the fiscal year ended June 30,1951,58 new issuers registered 
securities on national securities exchanges, and the registration of all 
securities of 52 issuers was terminated, principally by reason of retire
ment and redemption and through mergers and consolidations. 

The annuaf and current reports listed above are in addition to the 
corresponding reports file9. under section 15 (d) of the. Securities 
Exchange Act pursuant to undertakings contained in registration 
statements, reported in the preceding chapter. The total of both 
classes of such reports is. 2,883 annual reports and 11,788 current 
reports. . . 

Additional statistical information concerning securities registered 
on ·natioIial securities exchanges is contained· in the appendix tables .. 
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Temporary Exemption of Substituted or Additional Securities 

, 'Rule X-12A-5 provides a temporary exemptioi-i from the registra
tion requirements of section 12 (a) of the Act for securities issued ill 
substitution for, or in' addition to, securities' previously listed or 
admitted to unlisted trading privileges on a national securities ex
change. Thepurpose of this exemption is to enable transactions to 
be lawfully effected on an exchange in such substituted or additional 
securities pending their registration or admission to unlisted trading 
privileges on an exchange. 

The exchanges filed notifications ,of admission, to trading under 
this rule with respect to 165 issues during the year. In some in
stances, the same iSSlle was admitted to trading on more than one 
exchange, so that the total admissions to such trading, including, 
duplications, numbered 317. 

Formal Action U~der Section 19 (a), (2) 

, In case any issuer of a security listed and registered on an exchange 
fails to comply with any provision of the Act or the rules and regula
tions;' the Commission is 'empowered under section 19 (a) (2) to 
institute formal proceedings looking to the termination of such regis
tration. Specifically, the CommiSSIOn may, after giving appropriate 
notice and opportunity for hearing, deny, suspend the effective date 
of, suspend for a period of not exceeding 12 months, or withdraw, 
the registration of such security. . 

'Pursuant to this authority durin~ the 1951 fiscal year the Commis" 
sion after a public hearing ordered withdrawn from registration on 
the San Francisco Mining Exchange the common 'stock of New 
Sutherl~nd Divide Mining Company. This company had failed to 
file its annual report for 1949, the exchange had' consequently sus
pended trading in the stock of the company, and officers of the com
pany had stated to representatives of the Commission that the com
pany had no assets or funds with which to file such report or with 
which to file a petition in bankruptcy or effect dissolution of the 
'company. ' 

MARKET VALUE OF SECURITIES TRADED ON EXCHANGES 

The unduplicated total market value on December 31, 1950, of all 
securities admitted to trading on one or more of the twenty stock 
exchanges i~ the United States was $228,087,813,000: 

Stocks: loIm'ket valu,e 
New York Stock Exchunge _________________________ -' ___ $93,807,269,000 
New York' Curb Excbunge_____________________________ 13,874,294,000 
All other exchanges _________ '________ ___________________ 3,314,772,000 

110,996,335,000 

Bonds: 
New YOl·k Stock Exchange _____________________________ 115,951,939,000 
New York' Curb Exchange _____________________________ ..: 957,839,000 
All other exch!lnges _____ ,_______________________________ 181,700,000 

117,091,478,000 

Total stocks and bonds __ ~ ____________________________ 228,087,813,000 
, , 
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N ew York Stock Exchange and Curb figures are as set forth by 
those exchanges. There is no duplication of issues between those two 
exchanges, but many of the issues traded on them are also admitted to 
trading on one or more of the eighteen other exchanges and are not 
included in the amounts shown above for such other exchanges only. 
The market value of bonds on New York Stock Exchange includes 
$96,899,382,000 of United States Government and subdivision issues. 

SPECIAL OFFERINGS ON EXCHANGES 

Rule X-10B-2 under the Securities Exchange Act permits special 
o.fferings of large ~locks of securi~ies to be ~ade on a national securi
tIes excnange provIded such offermgs are effected pursuant to a plan 
which has been filed with and approved by the Commission. A se
curity may be the subject of a special offering when it has been de'
termined that the auction market on the floor of the exchange cannot 
absorb a particular block within a reasonable period of time without 
unduly disturbing the current price of the security. A special of
fering of a security is made at a fixed price consistent with the exist
ing auction market price of the security, and members acting as 
brokers for public buyers are paid a special commission ·by the seller 
which ordinarily exceeds the regular brokerage commission. Buy
ers of the security are not charged any commission on their pur
chases and obtain the security at the net price of the offering. 

Since February 6, 1942, the date on which rule X-10B-2 was 
amended to permIt special offerings, the Commission has declared ef
fective special offering plans of the following nine exchanges on the 
date shown opposite each: . 
New York Stock Exchange __________________________________ Feb. 14,1942 
San Francisco Sto,ck ,Exchange _______________________________ Apr. 17, 1942 
New York Curb Exchange ___________________________________ ~ay 15,1942 
Philadelphia-Baltimore Stock Exchange ___________________ ~ _ _ _ Sept. 23, 1943 
Detroit Stock Exchange _____________________________________ Nov. 18,1943 
~idwest Stock Exchange ____________________________________ ~ar. 27, 1944 
Cincinnati Stock Exchange __________ ~ _______________________ June 26,1944 
Los Angeles Stock Exchange _________________________________ ~ay 28,1948 
Bost~n Stock Exchange _____________________ ~ _______________ Sept. 15, 1948 

On June 30, 1951, the Commission declared effective for an in
,definite period of time the amended special offering plans of the Mid
west Stock Exchange, ~ew York Curb Exchange, New York Stock 
Exchange, and San Francisco Stock Exchange. These are the same 
special offering plans which the Commission previously declared ef
fective for an experimental period expiring on June 30, 1951. ,These 
amended special offering plans were discussed in last year's annual 
report) , 

Each exchange with a special offering plan in effect has been re
queste,d to report certain information to the Commission on each of
fering effected on the exchange under the plan. Such reports showed 
a total of 19 offerings effected on the Midwest Stock Exchange, Ne,v 
York Stock Exchange and San Francisco Stoc~ Exchange during the 

1 See 16th SEC Annual Report 29-30. The amended special offering plans of the New 
York Stock Exchange, New York Curb Exchange and San Francisco Stock Exchange were 
Initially declared effective for an experimental period on August 24, August 25 and Novem
ber 7, 1949, respectively; similar action was taken on November 1, 1950, with respect to 
the amended plan filed by the Midwest Stock Exchange. The experimental period for all 
four exchanges was subsequently extended. See Securities Exchange Act releases nos. 
4299, 4309, 4343, 4410, 4437, 4457,4510, 4535, and 4622. 
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fiscal year ended June 30, 1951. These offerings involved the sale of 
160,384 shares of stock with an aggregate market value of $5,073,000 
and ran~ng in market value from $41,200 to $1,601,200. Special 
commissIOns paid to brokers participating in these 19 offerings totaled 
$99,000. By comparison, in the precedmg fiscal year a total of 29 
offerings involving 430,955 shares of stock having a market value of 
$11,129,000 were effected on two exchanges with special commissions 
paid to brokers totaling $266,000. Further details of special offerings 
during the year are given in appendix table 9. 

During the period February 19, 1942, through June 30, 1951, a total 
of 454 offerings have been effected. These offerings totaled 5,507,239 
shares with a market value of $160,537,000 and brokers have been paid 
special commissions totaling $3,180,800. 

I 

SECONDARY DISTRIBUTIONS APPROVED BY EXCHANGES 

A "secondary distribution," as the term is used in this section, is a 
distribution over the counter by a dealer or group of dealers of a 
comparatively large block of a previously issued and outstanding se
curity listed or admitted to trading on an exchange. Such distribu
tions take place when it has been determined that it would not be in 
the best interest of the various parties involved to sell the shares on 
the exchange in the regular way or by special offering. The distribu
tions generally take place after the close of exchange trading. As in 
the case of special offerings, buyers obtain the security from the dealer 
at the net price of the offering, which usually is at or below the most 
recent price registered on the exchange. It is generally the practice 
of exchanges to require members to obtain the approval of the ex
!Jhange before partIcipating in such secondary distributions. 

During the fiscal year ended June 30, 1951, 5 exchanges reported 
having approved a total of 80 secondary distributions under which 
4,664,187 shares of stock with a market value of $128,017,000 were sold. 
Further details of secondary distributions of exchange stocks are given 
in appendix table 10. . ' , ' , 

,UNLISTED TRADING PRIVILEGES ON EXCHANGES 

. The number of stocks available for trading on an unlisted basis on 
each of the stock exchanges can be visualized and compared with the 
number available for trading on a listed basis by reference to the 
table on the following page. " 

Clause.1 of section 12 (f) of the Securities Exchange Act of 
1934 provides for continuance of unlisted trading privileges to which 

, a security had been admitted on an exchange prior to March 1, 1934. 
Historically, a:dmission of securities to tradin~ 0I.1 stock ex~hanges 
upon apphcatIOn of members-the so-called 'unhsted tradmg" on 
exchanges-came first. Any member could have any security added 
to the roster. As the stock exchanges grew in importance and public 
interest in them increased, it became necessary to require reports and 
disclosures from the issuers along with various other actions for 
protection of the security holders, and it also became possible to 
charge issuers a fee for hsting. Consequently, listing by agreement 
between the issuers and the exchanges, stipulating what data and 
actions were required of the issuers, gradually succeeded the process 
of adding issues to the trading roster upon members' requests. Thus, 
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2% of· the. share volume on New York Stock Exchange during that 
year: Admissions of bond issues pursuant to clause 2 have been 8, 
of which only 2 are extant. 

Clause 3 of section 12 (f) provides for the further extension of 
unlisted trading privileges to unlisted securities. In these cases, 
information substantially equivalent to that filed in respect of an 
issue listed on a national securities exchange must be available. Ap
plications covering stocks have been approved by the Commission In 
11 instances and with respect to 9 issues, 2 of which were admitted 
to trading on several .exchanges. Only 4 stock issues continue their 
status under clause 3, and 2 of these have become listed on another 
exchange' leaving only 2 with dependence for status on clause 3. 
Bond admissions have been 45, but all the issues except 13 have been 
retired or listed. ", . 

The status of stock and bond issues admitted to unlisted trading 
pursuant to clauses 2 and 3, and the, reported volumes of trading 
therein: for the calendar year 1950, are shown in appendix table 17. 

The unduplicated number of stock issues admitted to unlisted trad
ing on the exchanges; and which are· not listed, on some national se
curities .exchange as well, was' 354' as of June 30, 1951, aggregating 
342,084,643 shares or less than 9 percent of all shares on the 20 ex
changes. Reported exchange volumes th~rein for the calendar year 
1900 came to 34,310,513 shares or less than 4 percent of the total re
ported exchange volumes for that year. New York Curb Exchange 
alone accounted for 32,054,348 or 93.4 percent of the 34,310,513 share 
volume. In considering these figures, it should be recalled that re
ported ticker volume of N ew York Curb Exchange. is less than 90 per
cent of the true total, and that volume of .trading in stocks removed 
during the year is not included . 

. Bond issues admitted to unlisted trading on· the exchanges have 
become reduced over the years to a very small number. As of June 30, 
1951, there were 59 pursuant to clause 1, 2 pursuant to clause 2, and 
13 pursuant to clause 3. All but 3 of the issues were on New York 
Curb .Exchange. Of the total 74 issues, 6 were listed on another 
national securities. exchange and 68 were not so listed . . 
Applidiions f~r U~lisled Trading Privileges 

As a result'of applications filed pursuant to clause 2 of section 12 (f) 
and approved by the Commission during the 1951 fiscal year, unlisted· 
trading privileges were extended as follows: 

Stock exchange applying: Number oj stocks 
Boston~ ________ ~ _____ ~ ________________________ ~ _____________ 18 
Cincinnati_~ _________________________ : ___________________ ~ ___ ~ 1 
. DetroiL_· ______ '-_...:___________________________________________ 3 
Los Angeles__________________________________________________ 23, 
Midwest '-_______________ -' __________________________ '- _____ .___ 2 
New Orleans _______________________________________ ...:________ 2 

" .~~w YorkCtirb ______ .,- ____ ,___________________________________ 1 
Philadelphia-Baltimore _____ .,. _____ ~___________________________ 8 
Pittsburgh _______ ~ _______________________ ~___________________ 1 
San Francisco_______________________________________________ 8 

. 67 

975942-':'52-4 
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The actual number of issues involved is less than 67 since applica
. tions by different exchanges are often with respect to the same issue, 
resulting in duplication. . 

-No applications were made or approved during the fiscaJ year for 
unlisted trading privileges in bond issues pursuant to clause 2, nor 
for unlisted trading privileges.in either stock or bond issues pursuant 
to clause 3 of section 12 (f). 

Changes in Securities Admitted to Unlisted Trading Privileges . 

The usual considerable number of notifications of minor changes 
in securities admitted to unlisted trading was. received during the 
year from the stock exchanges pursuant to paragraph (Ii) of rule 
X~12F-2. . 

Applications for cont~nuance of trading in unlisted issues after 
more important changes than those contemplated under paragraph 
(a) of rule X-12F-2 are made under paragraph (b) of that rule, and 
were limited during the last fiscal year to one b;r New York Curb 
Exchange in the case of Nippon Electric Power Company, Ltd., 6¥2 
percent bonds due 1953 which was withdrawn when the Curb obtained 
a listing 'of the bonds, arid one by Boston Stock Exchange in the 
case of Chicago, Milwaukee, St. Paul & Pacific Railroad Company 
common stock which was withdrawn upon approval of unlisted trad
ing in that iS,sue pursuant to clause 2 of section 12 (f). Accordingly, 
no denials and no grants of applications pursuant to paragraph (b) 
of rule X-12F-2 were made during the last fiscal year. The Commis
sion prefers that application for trading be made pursuant to clause 
2 of section 12 (f) rather than paragraph (b) of rule X-12F -2 when-
ever this course is possible. . 

DELISTING OF SECURITIES FROM EXCHANGES 

Securities Delisted by Application 

The granting of applications filed by New York Stock Exchange 
pursuant to rule X-12D2-1 (b) resulted in the delisting of 3 bond and 
2 stock issues from that exchange during the fiscal year. The applica
tions covering the bonds and 1 of the stocks declared the amounts in. 
public hands were no longer sufficient to warrant exchange trading,2 
and the applicatiol1 covering the remaining stock was based on bank-
ruptcy and termination of transfer facilities.s .. 

The granting of applications filed by issuers pursuant to rule 
X-12D2-1 (b) resulted in the delisting of 9 stock issues of 6 issuers 
during the fiscal year. Inactivity on the exchange was given as a 
reason for deli sting 4 stock issues of 3 issuers on the' Chicago Board 
of Trade 4 and 3 stock issues of an issuer on Cincinnati Stock Ex-

, IllinOis Central R. R. Co., 4 percent Leased Line Stock, Securities Exchange Act release 
no. 4507 (1950). Adriatic Electric Co., 7 percent bonds due 1952, Securities Exchange 
Act relense no. 4511 (1950). illinois Central R. R. Co., sterI!ng 3 percent bonds due 1951, 
Securities Exchnnge Act release no. 4554 (1951). Ernesto·Breda Co., 7 percent bonds due 
1954. Securities Exchange Act release no. 4554 (1951). . 

8 Norwalk Tire & Rubber Co., common stock, Securities Exchange Act release no. 4496 
(1950). . 

• Knickerbocker Fund for the Diversification, Supervision and Safekeeping of Invest
ments, shares of beneficial Interest, Securities Exchange Act release no. 4496 (1950). Corn 
Products Refining Co., preferred and common, Securities Exchange Act release no. 4587 
(1951). Allied Mills,.Inc., common stock, Securities Exchange Act release no. 4595 (1951). 
Corn Products Refining Co. preferred and common and Allied Mills, Inc. common stock 
rpmain listed on New York Stock Exchange. 
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change.5 Concentrated ownership was the basis of application with 
respect to an issue on Midwest Stock Exchange,6 ahd acceptance of 
an offer to exchange into stock of another company except for a small 
residue was'the basis with respect to an issue on San 'Francisco Stock 
Exchange.7 . 

Securities Delisted by Certification 

Securities which have been paid at maturity, redeemed, or retired in 
full, or which have become exchangeable for other securities in sub
stitutionthe;refor, may be removed from listing and registration' on 
a national securities exchange if the exchange files a certification with 
the Commission to the effect that such retirement has occurred. The 
removal of the security becomes effective automatically after the inter
val of time prescribed by rule X-12D2-2 (a). The exchanges filed 
certifications under this rule effecting the removal of 183 separate 
issues. In some instances the same issue was removed from more than 
one exchange, so that the total nu~ber of removals, including dupli
cations, was 226. Successor issues to those removed became listed and 
registered on exchanges in many cases. . 

In accordance with the provisions of rule X-12D2-1 (d), New York 
Curb Exchange removed 3 issues from listing and registration when 
they became listed and registered on N ew York Stock Exchange. 'This 
r~l~ permits a I!-atioIl:al s~curities exchang~ to remoye a security fro!? 
hstmg and regIstratIOn III the eventtradmg ther.ern has been termI
nated pursuant to a rule of the exchange which requires such termina
tion if the security becomes listed and registered and admitted to 
trading on another exchange. Removal under this rule is automatic, 
the exchange being required merely to notify the Commission of the 
removal. 

Securiti~sRemove~ from Listing on Exempte!i Excbanges 

A security may be removed from listing on an exempted exchange 
merely upon notification by such an exchange to the Commission set
ting forth the reasons for such removal. Honolulu Stock Exchange 
removed five issues from listing thereon during the year due in one 
case to the call of the security for redemption and in two cases· due 
to the liquidation of the issuers. In the remaining' two cases the secur. 
ities became exchangeable for other securities which subsequently 
became listed on the same exchange. 

MANIPULATION AND STABILIZATION 

One of the evils which the Securities Ex~hange Act of 1934 was 
primarily designed to prevent is the manipulation of security markets 
by practices which are deceptive or otherwise improper. Sections 9, 
10, and 15 of the Act prohibit certain specifically described forms 
of manipulative activity such as wash sales, if effected for the purpose 
of creating a false or misleading appearance of the market and 
matched. ord~rs, if. entered f?r a like pur:pose,; eff~cting a s~riesof 
transactIOns III which theprlCe of a securIty IS raIsed or depressed, 

• Carthage MUls Incorporated, Preferred "A", Preferred "B" and common stock, Securi-
ties Exchange Act release no. 4558 (1951). . 

• W. H. Barber .Co., common stock, Securities Exchange Act release no. 4486 (1950). '. 
1 Hale Bros. Stores, Inc., common stock, Securities Exchange Act release no. 4566 (1951). 
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or in which the ,appearance 9f active trading is created, for the pur- . 
pose of inducing purchases aild sales by others; circulation by a 
broker, dealer, seller or buyer, or by a person who receives a considera~ 
tion from a broker, dealer, seller ;or buyer, of informatioN concerning 
market operations conducted for a rise or a decline; and the making 
of material false and misleading statements by brokers, dealers, sellers 
and buyers, or the omission of material information regarding such 
securities, for the purpose of inducing'purchases or sales. 

Pursuant to its statutory authority, the Commission has adopted 
rules and regulations to aid it in carrying out the expressed will of 
Congress. Sections 9,. 10, and 15 as augmented by the Commission's 
rules and regulations are aimed at freeing our securities markets from 
artificial influence and maintaining fair and honest markets, where 
prices are established by supply and demand and are uninfluenced 
by manipulative activity. " ' 
Manipulation 

The manipulation of security prices in years prior to the enactm'ent 
of the Securities Exchange Act took millions of .dollars annually 
from the public and was one of the principal reasons for the adoption 
of the Act. In the early days of the Commission's existence, some 
market operators attempted to continue their manipulative activities. 
The Commission uncovered these activities and caused the imposition 
of various penalties upon certain operators, including expulsions from 
exchanges, .revocation of broker-dealer registrations,' fines and jail 
sentences. , , 

As a result of the administration of the Act, manipulation has been 
reduced to a point where it is no longer an a]?preciable factor in our 
markets. However, sporadic attempts artifiCIally to raise or depress 
the prices of securities are still encountered, and it is evident that 
any relaxation of market surveillance on the part of.the Commission 
would create a danger of reestablishment of many of the manipUlative 
practices the Act was designed to prevent. 

The staff regularly scrutinizes price movements in approximately 
8,200 securities, including about 3,600 issues traded on exchanges and 
about 4,600 of the most active over-the-counter issues. The volume 
of transactions of listed securities and the number of dealers making 
a market in over-the-counter issues are also closely observed. An 
observation is made on a. daily basis of all listed securities as they 
appear in such publications as the Wall Street Journal and of over
the-counter issues as they appear in The National Daily Quotation 
'Service. Complete records are kept on a weekly basis (with the ex
ception of about 600 inactive issues which are kept on a monthly 
basis) of all of the above-mentioned securities. In addition unusual 
activity in stock transactions on the New York Stock Exchange and 
the New York Curb Exchange is observed from the ticker as soon as 
it occurs. 

Information maintained conc~rning all these securities inchides 
not only data reflecting the market action but also includes the latest 
news items, earnings figures, dividends, options and other facts which 
might explain price and volume' changes. Trained analysts daily 
scan the Wall Street Journal, Standard and Poor's, Moody's and 
other financial publications .and ,record any items that might be re
flect.ed in the market price Of these securities. Reports required by 
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-the Securities Acts from corporations or their officers, directors and 
10 percent stockholders and from registered broker-dealers are 
studied. . Important information contained in these reports is re
corded on the securities' weekly price and volume record. All pos
sible known information regarding a security is maintained on a 
current basis. Dates of public releases of any news regarding a com
pany are carefully recorded. At the inception of any unusual volume 
of trading or price fluctuations in: a security; all this information is 
reexamined. -The market action of the security is compared with the 
action of other securities in the same industry group and with the 
action of the s-eneral market and a conclusion drawn as to the necessity 
for an investIgation. . : - _ 

The markets for securities about to be sold to the public are watched 
very closely. In this connection the markets for 1,370 issues in the 
amount of $173,209,739 offered under Regulation: A, were carefully 
checked for improper pricing or market grooming. Over 500 other 
securities were kept under special daily observation during the 1951 
fiscal year for periods from 10 to 90 days, -largely because a public 
offering under a registration statement was -proposed with the right 
to stabilize reserved -by the underwriter or issuer. Issues actually 
offered during the fiscal year had a public offering price in excess of 
$3,380,000,000. 

In administering the anti-manipulative provisions of the Act there 
is a premium on prompt action to prevent harm before it occurs, and 
at the same time to avoid interference with the legitimate function
ing of the markets. To' accomplish this the Commission has con
tinuously modified and sought to improve its procedures for the sys
tematic surveillance of tradmg in securities. Methods used to detect 
manipulation have necessarily been flexible, since techniques employed 
by manipulators change constantly, increasing in subtlety and 
complexity. 

The Commission operates on the premise that manipulation should 
be, and in most cases can be, suppressed at its inception. Losses suf
fered by the public are seldom recoverable, even though the per
petrator of a fraud is brought to justice. Therefore, it is believed 
that it is more important to prevent a possible manipulation than to 
allow unlawful market operations to continue until it appears that 
sufficient evidence for a successful prosecution is available. 

It has been found that many would-be violators of the regulations 
prohibitin~ manipulation have been halted by prompt inquiries by 
the CommIssion. The fact that trading in a s-iven security is under 
investigation is kept confidential by the CommIssion, as publ~c knowl
edge of the existence of such investigations may unduly affect the 
market or reflect 1,lnfairly upon individuals whose activities are being 
investigated. As a result, the Commission occasionally receives 
criticism for failure to investigate certain cases when in fact it is 
actually engaged in an investigation. However, while the general 
public is unaware that an inquiry is being made, any person or group 
of persons conducting unusual market activity in. a security will 
be made aware by questions asked either their brokers or themselves 
after the brokers have supplied the names of their principals. In' 
this connection the Commission receives excellent cooperation from 
the stock exchanges arid from brokers and dealers. - , 

The Commission's surveillance of unusual market activity may 
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take the form of a simple inquiry, addressed to an exchange or broker 
by our nearest Regional Office, asking for an explanation or the names 
.of -the buyers and sellers. This type .of inquiry is used when the 
market activity is limited t.o a brief peri.od during a day's trading .or 
at most a single day's transacti.ons. I:f the explanati.on is l.ogical and 
dev.oid of manipulative features, n.o further investigati.on is made. 
If the explanati.on is c.onsidered unsatisfact.ory, an investigati.on is 
initiated and c.onducted by .our Regi.onal Office l.ocated nearest the 
exchange.or market.on which the transacti.ons were made. 

Investigati.ons take tw.o f.orms. The "quiz" .or preliminary in
vestigati.on is designed t.o detect and disc.ourage incipient manipula
ti.on by a pr.ompt determinati.on .of the reas.ons f.or unusual market 

. behavi.or ... Often the quiz dis~l.oses n.o violati.ons.of the anti-manipula
tive pr.o~isi.ons .of the Securities Acts. The quiz is then cl.osed. If 
p.ossible vi.olations .of .other secti.ons .of the Securities Acts .or vi.ola
tions of .other statutes are revealed, the inf.ormati.on obtained in the 
"quiz" is made available t.o the proper division .of the C.ommissi.on 
or t.o the appr.opriate agency f.or any acti.on that they might c.onsider 
necessary .. When facts are unc.overed which require m.ore intensive 
investigati.on, f.ormal .orders are issue!! by the C.ommission. In a 
formal investigati.on, members .of. the C.ommission staff are emp.owered 
t.o subpena pertinent material and t.o take testim.ony under .oath. In 
the c.ourse .of such investigati.ons, data .on purchases and sales .over 
substantial peri.ods of time are c.ompiled and trading .operati.ons in
volving considerable quantities .of securities are .often scrutinized. 

Trading investigations 

Formal 
uQuizzes" investi-

gations 

Pending June 30.1950 __ •••....•••••••••.......... _____ •......................... 77 11 
Initiated In period July 1. 1950-June 30.1951 •..........•............... _ ...... _._ 144 2 

. Total to be accounted for •••• ~ ... _._ ..... :.· .... ~ ........... _ ..... _ .... __ ... 1---2-21-1-~--13 
Closed or completed during IIscal year._._ ........ _._ ......... _ ... _._ ........... . 
Changed to formal during fiscal yearl ............ : ...... _ .. , ... ~ ... _ ..... _ ... _ .. 

105 3 
3 •.........•• 

1----1----
Total disposed ot. •. , ..... _ ............ __ ............... _ .... _ ............ ~ 108 3 

1===1,=== 
Pending at end of fiscal year .......... __ ..............••.••...........•.......... 113 10 

I During the fiscal year 2 "quizzes" were combined Into 1 Formal. 

Stabilization 

In administering th.ose pr.ovisi.ons .of the Securities Exchange Act 
pr.ohibiting manipulati.on .of securities prices certain stabilizing trans
acti.ons are permitted. Stabilizing is a w.ord which is frequently mis- . 
understo.od. The law prohibits inJecti.on .of artificial activity int.o the 
market. One excepti.on is stabilizati.on. But stabilizing is permis
sible only when it is used to prevent .or retard a price change, usually 
a decline. N.o moving ar.ound·.of the market under the label .of stabil
izing is permitted. Stabilizati.on means maintenance .of a price inde-
pendently reached in the market. . . 

Prudent regulati.on by this Commissi.on has :permitted the invest
ment industry t.o change its meth.ods with changmg conditi.ons and to 
achieve its primary functi.on-which is to supply industry with the 
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capital it needs. For this purpose formal Commission rules dealing 
with stabilization relate ol).ly to offerings "at the market" or at prices 
related to a changing market price. The practice applicable to fixed 
price offerings is embodied in a wealth of interpretative !llaterial. It 
is the Commission's experience that issuers and underwriters place 
great value on the immediate service which the Commission is' able to 
render them by being at all times available to give them responsible 
advice as to the proper stabilizing techniques in the offerings of securi
ties. Also the same l?olicy of the Commission extends to both manipu
lation and stabilizatIOn in that it seeks to prevent violations of the 
law rather than to allow them to develop to the point where monetary 
losses occur. The investor naturally wants to see a violator of the 
law brought to justice, but this does not insure the return of any finan-
cialloss that he may have suffered. . 

The law requires that all issuers or underwriters must file with 
the Commission a notice of intent to stabilize if an issue is to be 
stabilized. Thus the staff is able to observe and assist the registrant 
before and during an offering. 

Of 554 registration statements filed during the fiscal year, 231 con
tained a statement of intention to stabilize to facilitate the offerings 
covered by such registration statements. Each of these latter filings 
was examined critically as to the propriety of the proposed method 
of distribution, market support and the full disclosure thereof. 

Stabilizing operations were conducted in offerings of stock issues 
aggregating 19,461,164 shares with an aggregate public offering price 
of $402,878,038. Bonds stabilized ,had a total face amount of 
$64,500,000., In connection with these stabilizing operations over 350 
conferences were held with representatives of issuers and underwrit
ers. Many more written and telephone requests were answered to 
assist them to avoid violations of the rules. 9,210 reports from these 
representatives were received, listed, examined and filed. 

SECURITY TRANSACTIONS OF CORPORATION INSIDERS 

Purpose of Regulation 

In the Congressional hearings which led to the passage of the Se
curities Exchange Act of 1934, a common practice among some officers, 
directors, and large stockholders of engaging in short-term specula
tion in the listed stocks of their companies was revealed. For exam
ple, four of the officers and directors of a company were p~rticipants 
in a pool which made a J?rofit of some $200,000 in less than 3 months 
in 1933 through trading m the company's common stock. In another 
instance the president of a company together with his brothers con
trolled the company through ownership of a little more than 10 per
cent of its stock. They sold their holdings for upward of $16,000,000 
shortly before the company passed a dividend and later repurchased 
the stock for about $7,000,000, making a profit of approximately 
$9,000,000 on the transaction. In these instances not only were the 
insiders profiting by transactions based on' information available to 
them solely because of their privileged position and not available to 
the public, but the stockholders and the investing public were 
unaware and 'had no way of knowing that they were trading in their 
companies' stocks. Such abuses as these and others led to the in-
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clusion of the provisions of section 16 in the Securities Exchange 
Act. The basic Congressional objectives sought in the provisions of 
section 16 are twofold: (1) to provide public stockholders with in
formation as to the prospects of their company which may be im
plicit in the security transactions of the insiders;. and (2) to prevEmt 
corporation insiders from using inside information to unfair ad
vantage in security trading. 

Reports of Transactions and Holdings 

For the purpose of affording to the public' information as to the 
transactions and holdings of insiders, section 16 (a) provides that 
every person who is directly or indirectly the beneficial owner of 
more than 10 percent of any class of any equity security which is 
listed and registered on a national securities exchange, or who is an 
officer or director of the issuer of such a security, shall file with the 
exchange and the Commission, at the time of the registration of such 
security or within 10 days after the time he becomes such beneficial 
owner, officer or director, a statement of the amount of all equity se
curities of such issuer of which he is directly or indirectly the bene
ficial owner, and within 10 days after· the close of each month there· 
after in which there has been any change in his beneficial owner
ship a statement indicating such changes and his holdings at the close 
of the month. Similar provisions are contained in sectIOn 17 (a) of 
the Public Utility Holding Company Ad of 1935 Govering officers 
and directors of. registered public utility holding companies and in 
section 30 (f) of the Investment Company Act of 1940 covering offi
cers, directors, principal security holders, members of advisory boardsz investment advisers, and affiliated persons of investment advisers ot 
registered closed-end investment companies. 

Publication of Da~ Reported 

The originals of these reports are available for public inspection 
from themoinent they are filed. Recognizing, however, that a rela
tively limited number of investors have the opportunity to inspect the 
reports at the Commission's central 9ffice or at exchanges where ad
ditional copies of section 16 (a) reports must also be filed, the Com
mission condenses and publishes the information contained in the 
reports in a monthly Official Summary of Security Transactions and 
Holdings for distribution to investors, newspaper correspondents, 
press services and other interested· members of the public. The elimi
nation of certain items of nonessential data and slight changes in the 
format of the Summary have made it possible during the 1951 fiscal 
year to reduce the size of the Summary more than a third, with a cor~ 
responding reauction in printing and related costs. 

Volume of Reports Filed.a~d Examined 

. The number of reports filed during the 1951 fiscal year, as shown 
in the following table, represents an increase of more than 11 percent 
over the number filed during the preceding year. ·In fact, it is the 
largest number of such reports filed in any fiscal year since 1938. 
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Number of se,curity ownership reports of officers, directors, principa.Z security 
holdCl's, and certain other affiliated persons filed and ellJamined during the 
fiscal year cnded June SO, 1951 

Description of report I Original Amended 'Total 
reports reports . 

-----c--------------------------
Securities Exchange Act of 1934: Form 4 ...• __________ : ____________________________ -- -- --- -- -- --- - ____ _ 16,784 908 17,692 Form 5 ___ • __________________________________________________________ _ 618 10 628 

2,401 55 2,456 ' 

86 0 86 

Form 6 ______________________________________________ -_____ -___ -_____ _ 
Public Utility Holding Company Act of 1935: ' Form U-17-\' _______________________________________________________ _ 

Form U-17-2 ________________________________________________________ _ 408 15 423 
Investment Company Act of 1940: Form N-30F-L ______________________________________________________ _ 125 7 132 Form N-30F-2 _______________________________________________________ _ 656 45 701 

---------Total ______________________________________________________________ _ 21.078 1,040 22,118 

I Form 41s used to report changes in ownership; Form 5, to report ownership at the time any equity security 
is first listed and registered on a national securities exchange; and Form 6, to report ownership of persons who 
subsequently become officers, directors, or principal stockholders of the issuer of such a listed and regf!ltered 
equity security, under sec. 16 (8) of the Securities Exchange Act of 1934. Form U-17-1 Is used.for mltlal 
reports and Form. U-17-2 for reports of changes in ownership of securities under sec. 17 (a) of the Public 
Utility Holding Company Act of 1935. Form N -30F-l is used for initial reports and Form N-30F-2 for 
reports of changes in ownership of securities under sec. 30 (f) of the Investment Company Act of 1940. 

Preventing Unfair Use of Inside Information 

For the purpose of preventing the unfair use of inform.ation which 
may have been obtained by an insider by reason of his relationship 
to his company, section 16 (b) of the Securities Exchange Act of 
1934 provides for the recoverability by or in behalf of the issuer of 
any profit he may realize from any purchase and sale, or any sale and 
purchase, of any 'equity security of the company within any period 
of less than six months. Corresponding provisions are contained in 
section 17 (b) of the Public Utility Holding Company Act of 1935 
and section 30 (f) of the Investment Company Act of 1940. While the 
Commission is not charged with the enforcement of the civil remedies 
created by these proviSIOns, which are matters for determinatio.!1 by 
the courts in actions brought by the proper parties, it is interested in 
seeing that information with respect to possible profits by insiders 
is made available to issuers and public stockholders. 

SOLICITATION OF PROXIES, CONSENTS, AND AUTHORIZATIONS 

Pursuant to sections 14 (a) of the Securities Exchange Act of 
1934, 12 (e) of the Public Utility Holding Compl!ny Act of 1935 
and 20 (a) of the Investment Company Act of 1940 the Commission 
has adopted Regulation X-14 which is designed to regulate the solici
tation of proxies, consents and authorizations in connection with 
securities of companies subject to those statutes in order to protect 
investors by reqUIring the disclosure of certain information to them 
at the time their proxies are solicited. ' The information prescribed 
for such disclosure is calculated to enable the investor to act in
telligently upon each separate matter with respect to which his vote 
or consent is sought. The regulation also contains provisions en
abling security holders who are not allied with the company's manage
ment to communicate with other security holders when management 
is soliciting proxies, either by arranging for the distribution of 
their own proxy statements or through the inclusion of their pro~ 
posals in the proxy statements of management. 
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Statistics Relating to Proxy Statements 

, A. slight increase occurred in the number of proxy solicitations 
made pursuant to Regulation X-14 during the 1950 calendar year 
when the staff of the Division of Corporation Finance received and 
examined material relating to 1,737 proxy solicitations including 
"follow-up" material in 185 instances, compared with 1,653 solicita-
tions made in the preceding calendar year.s , , , ' 
, ,The number of solicitations made by management during the 1950 

, calendar year accounted for 1,713 or. nearly 99 percent of all' proxy 
statements filed that year; nevertheless, there were 24 solicitations 
made during the same period by non-management groups. 'Besides, 
57 of the 1,713 proxy statements filed by management contained' 97 
proposals of 24 different stockholders. Certain of these stockholders 
arranged for the inclusion of their proposals in the proxy statements 
of. more than one company. The number of management proxy state
ments including such stockholder proposals has increased from 19 in 
1946 to 57 in 1950, while such stockholder proposals have grown from 
34 to 97 and the number of different stockholders making these 
proposals has correspondingly risen from 9 to 24. ' ' , 

The election of directors' overshadows in its frequency all other 
items of business combined for which proxies are sought. Thus in 
1950 there were proxy statements covering 1,523 stockholders' meet
ings at which the ele,ction of directors was one 6f the items of busi
ness, and 191 meetings not involving the election of directors, along 
with 23 remaining solicitations seeking assents and authorizations 
which did not involve any meeting or any voting upon directors. 

The items of business other than that of election of directors for 
which stockholders' action was sought in the 1950 calendar year 
covered many specific proposals, the wide range and frequency 'of 
which may be noted in the following tabulation. . 

Item or business other than election or directors' 

Mergers, consolidations, acquisitions or businesses, and purchases and sales or properties ....... 
Issuance or new securities, modification or existing securities, recapitalization plans other than 

mergers or consolidations ... ~ ................................................................ . 
Employees pension plans ..................................................................... .. 
Bonus and profit·sharing plans, including stock options ....................................... . 
Indemnification or officers and directors ................... _ .................................. .. 
Change in date of annual meeting.· ........................................................... .. 
Miscellaneous amendments to bylaWS and other matters .................................... ,,_ 
Approval Of independent auditors ............................................... ;, ........... --

, .. 
Number 
:of proxy 

state· 
ments 

33 

229 
152 
52 
8 

18 
187 
,385 

A. remarkable increase is reflected above in the number of proxies 
submitting employees pension plans to the vote of stockholders. Thus, 
the 152 such proxies'filed in'the 1950 calendar year may be compared 
with 49 in 1949; 59 in 1948; 66 in 1947; and 75 in 1946. This increase 
IS due largely to the negotiation of a number of plans recently on an 
industry-wide basis. . ,'. " ' 

Examination ~i rroxy Material , 

Copies of pr()posed proxy material must be filed in preliminary 
form with the Commission, for its information and processing only, 

8 On a fiscal year hasis 1.788 solicitations were made in 1051 as compared with 1,668 in 
1050. "Follow·up material was used in 102 instances during the 1051 fiscal year. 
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at least 10 days prior to the date the definitive copies are first sent or 
given to security holders; and copies of the statement in definitive form 
must be filed at the time proxy material is furnished to security 
holders. The Commi~sion's proxy examination work must be com
pleted during this comparatively brief interval between the filing of 
the material in its preliminary and definitive forms. Where a pre
liminary proxy statement fails to set forth information meeting the 
disclosure standards of the statute and the regulation, the parties con
cerned are notified immediately to that effect and given an opportunity 
to correct any' such discrepancy before the definitive proxy statement 
is prepared. Illustrations of chimges made in proxy material as a 
result of the Commission's' examination procedure arising in actual 
'cases during the 1951 fiscal year are given below. 

Oonsolidated finanaial 8tatement8 required.-Under the regulation 
a proxy statement may incorporate by reference any financial state
ments contained in an annual report sent to security holders in con
nection with the same meeting as that to which the proxy statement 
relates, provided such financial statements substantially meet the re
quirements of the Commission's regulations governing the form and 
content of financial statements. A large grocery chain-store corpora
tion, as a part of the preliminary proxy material relatin~ to a proposal 
to increase its authorized preferred stock, included the hnancial state
ments that had been used in its annual report to stockholders for the 
preceding year. However, the accounts of three major subsidiaries, 
one financing fixture and equipment purchases, the second purchasing 
merchandise for the, registrant, and the third,' operating a chain in 
Canada, were not included in the consolidated financial statements in 
that annual report, the accounts of the parent and certain other sub
sidiaries having been consolidated in those statements. The effect was 
that neither a substantial amount of property and other assets used 
in the registrant's business nor senior securities of the unconsolidated 
subsidiaries were shown in the consolidated balance sheet proposed to 
be submitted to stockholders with the proxy solicitation. 

The staff took the position that in view of the importance of the -
three unconsolidated subsidiaries to the' integrated operations of the 
registrant the financial statements to be made part of the proxy mate-

o rial to be furnished stockholders should be on a complete consolidated 
basis. As a result the definitive proxy material as sent to stockholders 
contained financial statements on that basis. 
, Oe1'tain problems 80lved in accounting for acqui8ition of busine88 
and a88et8.-Proxy statements prepared in connection with plans for 
acquisition, merger or recapitalization of corporations frequently 
raise special problems as to what financial statements will adequately 
reveal the proposed action. For example, a steel manufacturing com
pany in its offer to acquire the business and assets of another company 
in a related business proposed to pay for the net assets to be acquired 
with additional issues of its semor and junior capital shares in an 
aggregate amount which the acquiring company considered repre
sented fair value for the acquisition. These securities were to be 
distributed to the holders of the senior and junior securities of the 
company being acquired according to a fixed pro rata basis, thereby 
effecting the dIssolution of the company. The purchase price of'the 
assets being acquired, paid by the issuance of capital stock, was sub
stantially in excess of the book value of the assets. This excess was 
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allocated to fixed assets since the amount was approximately equiva
lent to the difference between independent currently appraised values 
and book values. 

In the preliminary proxy material proposed to be submitted to the 
stockholders of the respective companies, statements of earnings and 
of assets, liabilities and capital of the respective companies were fur
nished in conventional form. However, the proposed data did not 
readily demonstrate the impact of the acquisition upon the acquiring 
company as affected (1) by the new capital structure and (2) by the 
new valuation placed upon the fixed assets to be acquired. Specifically, 
the stockholders would be unable to determine readily (1) the cover
ages of liquidating values and of dividend requirements of the pre
ferred shares as increased, ·and (2) the earnings per share of the 
common stock as increased and as affected by the increased amount 
of the preferred stock. Accordingly, the respective companies were 
requested by the staff to furnish in the proxy statements a pro forma 
consolidating balance sheet giving effect to the recapitalization and 
acquisition, together with a pro forma statement of :profit and loss 
for the year 1950 of both companies combined, calculatmg the income 
and excess profits taxes under the Revenue Act of 1950 for the entire 
year, and calculating depreciation charges upon the basis of the in
crease in valuation of the fixed assets. Also upon such request the 
pro forma net income, applicable to common stock in the aggregate 
and in per share amounts after provision for preferred stock divi
dends, was .stated and accompamed by an explanation that this in
formation was not necessarily indicative of the results of future 
operations or the availability of net income for dividend purposes. 

Oomplete financial statement8 required in order to 8how result8 of 
8ignificant corporate propo8al8.-A registrant engaged in real estate 
operations submitted preliminary draft copies of proxy solicitation 
material, without complete financial statements, seeking among other 
matters authorization of stockholders to amend the company's cer
tificate of incorporation so as to reduce the par value of capital stock 
by a split-up from $10 per share to $1 per share; to reduce cor
respondingly the capital of the company from $4,255,690 to $425,569; 
to execute eighteen separate mortgages, together covering all' of the 
company's real properties arid aggregating $5,000,000 in principal 
amount to mature in 10 years, with interest at the rate of 4 percent 
per annum; to distribute forthwith to stockholders the $5,000,000 of 
mortgage proceeds and other funds of the company aggregating 
$5,250,252. The company stated that financial statements had not 
been included for the reason that they were not deemed material for 
the exercise of prudent judgment in regard to the matters to be acted 
upon at the meeting. The company had included a summary of. the 
balance sheet at the close of its last fiscal year and a table showing for 
ten years the "net income after operating expenses, adjusted to exclude 
interest on indebtedness, depreciation, and income taxes." 

The first letter of comment issued by the Division of Corporation 
Finance indicated the need to furnish to stockholders in this connec
tion certified financial statements for three fiscal years, unaudited 
statements of a more recent date, and a pro forma balance sheet as of 
such recent date showing the effect of the proposed transactions cov
ered by the proxy statement. The company was also requested to 



SEVENTEENTH ANNUAL REPORT 47 

furnish to stockholders a complete summary of earnings for the last 
ten fiscal years. ' 

The most recent balance sheet indicated a stockholders' equity of 
$6,236,210.30; and the pro forma balance sheet, as of the same date 
after giving effect to mortgaging of properties,. reduction 0.£ capital 
and distribution to stockholders, indicated a stockholders' equity of 
$835,951.10. The table of "adjusted income" originally submitted 
averaged $729,000 per year (with a minimum of $688,000 and maxi
mum of $787,000) compared with interest and amortization on the 
proposed mortgages of $385,000, which latter figure was changed to 
$350,000 in the revised material. The revised summary of earnings 
for ten years and six months afforded adequate material for analysis 
of the effect of the change in capital structure of the company by 
showing in separate columns "Rental and Other Income"; "Operative, 
Admimstrative, and General Expense"; "Depreciation" (revealed as 
being in excess of $200,000 per year); "Interest on Indebtedness" 
(none in the last six months shown); "Income Taxes"; and "Net. 
Income." . 

Failure to disclose cm,tain essential information including the'names 
of persons acquiring a controlling block of common stock from the 
issuer.-The registrant filed preliminary proxy soliciting material to 
be used in connection with a forthcoming annual meeting at which it 
was proposed (1) to vote upon a proposal to lease the registrant's 
plants and equipment for a term of years to· a corporation controlled 
by an outside group and (2) to elect nine directors for the coming 
year. Five directors were to be elected by holders of the registrant's 
preferred stock because of defaults in.the payment of dividends, and 
four by holders of registrant's common stock. The management and 
control of the registrant had been changed some months previously. 
The financial position of the registrant was very weak due to continued 
losses in its peacetime operations and large indebtedness which was 
past due. The material indicated it was anticipated that within six 
months there would be submitted to stockholders for their approval 
a plan of recapitalization, including the issuance of a large block of 
common stock, in exchange for the outstanding stock of the lessee 
corporation. Such stock would have represented control of the 
registrant. . 

. No disclo;:mre was made of the names of the persons financially in
ter.ested in the lessee corporation who might succeed to control of the 
registrant. This and other deficiencies were brought to the attention 
of the registrant, after which revisions of the preliminary soliciting 
material were filed. The proposal to lease the plants was ultimately 
abandoned, among other reasons because the registrant was unable 
to obtain the required consents of its mortgage creditors. The re
vised material proposed a plan of recapitalization which involved the 
'issue of common stock for cash to the same outside group. The 
obligation to purchase such additional stock was subject to various 
material conditions which had to be met by the company. These pro
posals would have substantially reduced the interests of the old com
mon and preferred stockholders, and would have given control of the 
company to the outside group, who for the first time were named. 

A few years earlier, the Commission had obtained an order enjoining 
the central figure in this group from the purchase of certain securities 
in violation of the Securities Exchange Act of 1934. Certain other 
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questionable activities of this individual had been brought to the 
Commission's attention in the course of its earlier investigation of in
vestinent companies. Because of continued material deficiencies in 
the revised proxy soliciting material, the Commission ordered a private 
investigation under section 21 (a) of the Securities Exchange Act 
of 1934. During the course of the investigation the registrant made 
numerous revisions to reflect- facts disclosed by the investigation. 
The registrant apparently was reluctant, however, to ·disClose the 
existence of the injunction against the principal promoter as well 
as other adverse facts regarding him developed during the course 
of the investigation. . . . , . 

Subsequently, the registrant abandoned the proposed plan of re
capitalization, including the sale of common stock, and confined its 
deferred annual meeting to the election of directors, for which a com
mittee acting on behalf of holders of preferred stock had solicited 
sufficient proxies to elect a majority of the board. . 

Problem arising in use of inventory reserves to equalize reported 
irwome.-The Commission's 14th 'Annual Report 9 referred to the adop
tion by the American Institute of Accountants of research bulletins 
recommending that inventory reserves created in anticipation of 
losses not yet incurred should not enter into the determination of 
income. These bulletins assisted in correcting a troublesome practice 
that had arisen during and immediately after World War II. While 
this problem was largely corrected in recent years,· it arose in the 
1951 fiscal year in connection with the examination of a proposed proxy 
statement soliciting authority to dispose of all of the assets of that 
part of the company's business to which the inventories in question 
applied. The independent lublic accountants of this particular com
pany, a leading processor 0 certain raw materials, had noted in their 
certifica.te accompanying the registrant's first annual report following 
the· publication of the Institute's bulletins that the net income for the 
fiscal year had benefited through return to income of previously created 
reserves and that under recently accepted accounting principles the 
amount should have been restored directly to surplus. That annual 
report aI:1d the subsequent year's annual report submitted on the 
same basis were amended at the request of the staff to eliminate the 
Qualification in the certificate of the accountants and to return the 
reserve directly to surplus. . 

Despite the fact that the Commission had required such amendm~nt· 
of those annual reports, the company included in a preliminary 
proxy filed in the 1951 fiscal y-ear a summary of earnings for ten years 
prepared on the original baSIS. In this summary the first seven years 
reflected deductions for additions to the inventory reserve and the 
years 1948 and 1949 reflected Pl!'rtial :etu~ of t~e ~eserves to income. 
Results for 1950 were not furnIshed m thIS prehmmary proxy mate
rial. When complete financial statements including a new su~ary· 
were then furnished at the instance of the Commission, it was dis-· 
covered that "\Vhile data for two of the years summarized; 1948 and 
1949, were restated to conform to the amended annual reports, a 
footnote was appended to the net profit item for the year ,1947 which 
read: " ... after appropriation of $1,500,085-see Consolidated State
ment of Profi.t and Loss." In the opinion ·of the Commission's staff, 

• 14th Annual Report; page 110. 
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which corresponds with the Institute's recommendation noted above, 
the amount of $1,500,085 was an appropriation of surplus and not a 
proper charge in the profit and loss statement. Accordingly, the 
isslier was advised that the net profit for the year i~ question should 
be reported before making the $1,500,085 deduction, and that the foot
note should be deleted. The issuer was further advised that, to the 
extent that other deductions in prior years represented appropriations 
of income similar to that made in 1947, the earnings summary should 
be' recast to show results for all years on a uniform basis. 

As a result of the amendments secured in this case, the net profit 
for each of the seven years 1941 through 1947 was reflected'in the 
sUInmary as revised at a substantially higher figure, the effect of 
which was to increase the net profit shown for the seven-year J?eriod 
from approximately $7,000,000 to $12,000,000. That no losses III the 
amount of this difference had been sustained over the period seems 
clear by a statement in the definitive proxy material that the market 
value ,of inventory early in 1951 was approximately $5,000,000 in 
excess of (or about double) the book value, which value represented 
cost under the last-in-first-out method of pricing. ' 

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

Registration 

Section 15 (a) requires the registration of brokers and dealers using 
the mails or instrumentalities of interstate commerce to effect trans
actions in securities on over-the-counter markets, except those brokers 
and dealers whose business is exclusively intrastate or exclusively in 
exempt securities. ' 

Statistic8 relating to regi8tration8 of b1"01.e1"8 and dealer8 
fi8cal year ending June 30, 1951 

Effective registrations at close of preceding 'fiscal year _________________ 3,930 
Effective registrations carried as inactive '____________________________ 70 
Registrations placed under suspension during preceding fiscal year _____ .:. 0 
Applications pending at close of preceding fiscal year____________________ 23 
Applications filed during fiscal year ___________________ .:.________________ 464 

Total ________________________________________ ~ _________________ 4,487 

Applications withdraWn during year__________________________________ 16 
Applications cancelled during year__________________________________ __ 0 
Registrations withdrawn during year ____________ -'____________________ 363 
Registrations cancelled during year___________________________________ 43 
Registrations denied during year______________________________________ 0 
Registrations suspended during year___________________________________ 0 
Registrations revoked during year ______________ · _____ ...: ______ ~---------~ 85 
Registrations expired by Rule X-15B-3________________________________ 0 
Registrations effective at end of year ____________ -, ____________________ 3,945 
Registrations effective at end of year carried as inactive '______________ 9 
Applications pending at end of year _____ ---------~-------------------_ 26 

Total ____________________________________ -------------_________ 4,487 

, Registrations on inactive status because of inablIlty to locate registrant despite careful 
inquiry. 

Administrative proceedings 

Registration may be denied or revoked by authority of section 15 (b) 
of the Act, and brokers and dealers may be suspended or expelled from 
national securities associations and exchanges for specific types of 
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misconduct on the part of the firm, its partners, officers, directors or 
employees. To carry out these provisions of the Act, applications for 

, registration must be examined in the light of the information' con
tained therein and information obtained from numero,u8 other sources 
available to the Commission in order to determine whether the firm 
is entitled to registration for whichit has applied. When it appears 
that an applicant may be disqualified under such standards, proceed
ings are ordered by the Commission, to deter~ine whether on the 
eVIdence adduced it is consistent with public interest to permit registra
tion. The applicant is, of course, given notice of the issues to be con
sidered and afforded full opportunity to be heard thereon. Similar 
procedures are followed in proceedings brought against registered 
brokers and dealers to determine whether registration should be re
voked or the firm suspended or expelled from membership in a national 
securities exchange or association. The following tabulation reflects 
the number of such proceedings pending during the fiscal year: , 

RecorrL of broker-rLealer proceerLings to rLeny registration, proceerLings to revoke 
registration, anrL proceerLings to sttspenrL or expel from membership in a na
tional securities exchange or assoCiation instituterL pursuant to the Securities 
IiJlCchange Act of 1934 for the fiscal year 1951. 

Proceedings pending at start of fiscal year to: 
Revoke registration ____________________________ '-_________________ 11 
Revoke registration and suspend 01' expel from NASD, or exchanges_':' 12 

, Deny registration to applicanL _____ -' _____ ' ______ .:. __________ ,_______ 2 

Total proceedings' pending ____ :._________________________________ 25 

Proceedings instituted during fiscal year to : 
Revoke, registration _____________________________________ :.________ 88 
Revoke registration and suspend or expel from NASD, or exchanges__ 4 
Deny registration to applicanL___________________________________ 5 

Total 'proceedings instituted ____ ..:_______________________________ 97 

Total proceedings current during fiscal yeaL_____________________ 122 

DISPOSITION OF PROCEEDINGS 

Proceedings to revoke registration: 
Dismissed on withdrawal of registration ______ :.____________________ 4 
Registration revoked_____________________________________________ 81 
Cancelled-proceedings dismissed __________ .:.______________________ 3 

Total _________ ~ ____________________________________ ~---____________ 88 

Proceedings to revoke registration and suspend or' expel from NASD 
or exchanges: 1 

Suspended from NASD-registration not revoked__________________ 1 
Registration revoked and firm expelled from NASD________________ 2 
Registration revoked-no action taken on NASD 'membership ________ , '2 

Total _______________ ~ ______________________________ :. ___________ ' 5 

Proceedings to deny registration to applicant: 
Dismissed on withdrawal of application____________________________ 2 
Dismissed-registration permitted________________________________ 4 

Total ________________ .:. __________________ ~-------------_________ '6 
=' Total proceedings disposed of___________________________________ 99 

1 The National Association of Securities Dealers, Inc., is the only national securlt1e~ 
association registered with the Commission. " , 
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Proceeedings pending at end of fiscal year to: 
Revoke registration______________________________________________ 11 
Revoke registration and suspend or expel from NASD, or exchanges__ 11 
Deny registration to applicanL___________________________________ 1 

, , 

Total proceedings pending at end of fiscal year__________________ 23 

Total proceedings accounted for ________________ ,-________________ 122 

As shown in the above table, there were pending at the beginning of 
the fiscal year two proceedings to determine whether applications 
for registration should be denied or granted, and five such proceed
ings were instituted during the year. Of these seven, four registra
tions were granted and the proceedings dismissed; two applicants 
withdrew their applications; one proceeding remained pending at the 
end of the year. 

At the beginning of the fiscal year, there were 23 pending proceed
ings to revoke regIstration, 12 of which also involved consideration 

'of suspension or expulsion from the NASD. During the year, 92 
revocation proceedings were instituted, three of which involved also 
the question of suspension or expulsion from the N ASD, and one 
suspension or expulsion from an exchange. A total of 84 of the' 
proceedings instituted concerned the failure to file financial reports 
as required by rule X-17A":"'5, and eight concerned, alleged fraudu
lent conduct. A total of 93 revocation proceedings were decided dur
ing the year, leaving 22 pending at the end of the year. ' 

In se,en proceedings the Commission revoked registration on find
ings of fraudulent conduct prohibited by the Securities Act and the 
Securities Exchange Act, including such frauds as misappropria
tion of, customers' funds and securities, misrepresentations in the, 
sale of securities, manipulation of the Il?arket price of securities on 
national securities exchanges, the sale of unregistered securities in 
violation of section 5 of the Securities Act, false and fictitious entries 
on books and records and filing of false financial reports with the 
Commission. , 

Proceedings against W. F. Coley & Company, Inc., and Wade F. 
Coley, its president and controlling stockholder, resulted in an order 
revoking the registration of the firm, expelling the firm from the 
NASD, and the finding that Wade F. Coley, personally, was the 
cause of such order. ,. The Commission found that the firm, aided 
and abetted by Coley, had misappropriated customers' securities and 
funds had concealed such misappropriations by false or deficient 
records, and had filed false' financial reports with the Commission. 

In proceedings against Mercer Hicks Corporation and Mercer Hicks, 
its. president and controlling stockholder, the Commission revoked 
the registration of the firm, expelled it from the NASD,and found 
Mercer Hicks, personally, a cause of such revocation and expulsion, 

,. In the matter 01 w. F. Coley tf, Company Inc. Securities Exchange Act release No. 
4470, July 18, 1950. On Oct. 30, 1950, Wade fr. Cofey was convicted In the United States • 
District Court at Greenville, S. C., on a plea of guilty, to an Indictment charging violations 
of the anti-fraud provisions of the Securities Act of 1933. the Mall Fraud Statute, section 
17 (a) of the Securities Exchange Act and Rule X-17A-3 thereunder requiring registered 
brokers and dealers to keep public books and records, the Perjury Statute, and the False 
Statement Section (Section 1001) of the Criminal Code'in connection with his operation 
of W. F. Coley & Company. Inc., and the effecting of securities transactions on behalf of 
customers of that firm. 

975942-52--5 
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the respondents consenting thereto.ll On the respondents' admission 
of the facts alleged, the Commission found that Mercer Hicks Cor
poration and Mercer Hicks, individually, had made false and mis-

. leading representations in the sale of the corporation's stock, that 
purchasers were told that the corporation was being operated at profit 
but were furnished with no financial data, and that purchasers were 
not informed of the corporation's operating deficits or the fact that 
dividends were paid out of capital surplus obtained from the sale of 
the stock. The Commission also found that the corporation and Hicks 
appropriated funds and securities held for customers and substituted 
therefor the stock of the corporation, without the knowledge of these 
customers. 

It is customary, when adequate evidence of violations can be ob
tained in time, to institute court action promptly to enjoin further 
violations, deferring until later consideration of other remedial or 
punitive action. Thus in the instance of Mercer Hicks Corporation, 
the Commission's action to revoke its broker-dealer registration was 
instituted after the district court, Southern District of N ew York, 
had enjoined the fraudulent acts and practices later alleged in the 
revocation proceedings.12 In two other instances during the current 
year, registration was revoked on findings of fraudulent conduct by 
the registrants after a court had enjoined them from further 
violations.13 

In proceedings resulting in the revocation of the broker-dealer 
registration of Lawrence R. Leeby,14 the Commission rejected the con
tention that a broker-dealer, conducting a securities business as a sole 
proprietor, may engage in "personal transactions" as distinguished 
from "company transactions" without recording them on his business 
books. This proceeding is also significant because it is the only 
instance in which the Commission has twice revoked the registration 
of a broker-dealer. Leeby first became registered in 1936. In 1943, 
the Commission revoked his registration on findings of' fraudulent 
practices in the sale of oil royalties. In 1946, he again applied for 
registration, and after hearings the Commission granted him the lim- . 
ited registration he requested. He was permitted to do business as a 
broker, but his dealer activities were limIted to the sale of investment 
companies' shares. . 

On October 21, 1948, he petitioned the Commission to remove the 
restriction with respect to his dealer activities so that he might do a 
general securities business.· At a hearing on his petition he testified 

U In the matter 01 Mercer Hicks Corp. and Mercer Hicks, Securities Exchange Act release 
No. 4557, Jan. 31, 1951. . 

U SEC v. Mercer Hicks Corp. and Mercer Hicks, S. D. N. Y. No. 5896. Litigation 'r~ 
lease 632, Dec. 26, 1950. . 

" In May 1949, S. H. Junger, George T. Anderson and Robert S. Junger, Individually, 
and as co-partners in Junger. Anderson and Company. were enjoined on complaint of the 
Commission from engaging In certain fraudulent practices discovered during an Investi
gation. SEC. v. Caplan, Junger, Ander80n and Campan1f. Civil No. 49-138 S. D. N. Y. 
Litigation release 514, May 14, 1949. On July 27, 1950, the Commission revoked the 
registration of Junger, Anderson and Company on findings of fraudulent conduct. but 
specifically finding that as to Robert S. Junger. there was no evidence that he knowingly 
participated In the scheme. S. H. Jum:er and Company, a partnership, consisting of 
Samuel H. Junger and bls wife. Frances Junger. ·was later permitted to register as broker 
and dealer, Securities Exchange Act release No. 4563, Feb. 8. 1951. 

In SEC Y. Howard F. Han8ell, Jr., Civil 62-240 S. D. N. Y., the court on complaint filed 
by the Commission enjoined HanseIJ from further violations of section 9 (a) (2) of the 
Securities Exchange Act. Litigation release 627. November 22. 1950. Later. the Commis
sion revoked Han~ell's registration on findings of fraudulent conduct. Securities Exchange 
Act release No. 4536, Dec. 18. 1950. 

14 In the matter 01 Lawrence R. Leeby. doinu busine8s as Lawrence R. Leebv cE Company. 
Socurltles Exchange Act release No. 4601. . 
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that he had fully complied with the conditions of 1946 registration 
and had not effected any transactions as a dealer except in investment 
companies' shares. Since an examination of his books and records 
made by the Commission's staff reflected nothing to the contrary, the 
Commission removed the restriction. When it was later discovered 
that Leeby had purchased and sold Ribbonwriter shares during the 
period when his registration as a dealer was limited to investment 
companies' shares and that these transactions were not recorded on 
his books, proceedings to revoke his registration were instituted. 
During the hearings, he sought to defend the exclusion of the trans
actions in Ribbonwriter stock from his broker-dealer books on the 
ground that these ;Were "personal transactions" unrelated to his 
securities "business." 

In its findings, however, the Commission held as artificial any 
attempted distinction between "personal transactions" and "company 
transactions" where the "company" is a sole-proprietorship, and held 
that all securities transactions of the proprietor are required to be 
recorded on his broker-dealer books whether they are for so-called 
personal investment for what is termed "firm trading account" for 
which business capital is employed. The .Commission made the find
ing that Leeby's failure to enter his "personal" transactions in an 
account on his broker-dealer books was in wilfull violation of the 
bookkeeping rules Prescribed for brokers and dealers under section 
17 (a) of the Securities Exchan~e Act, and the further finding that 
the representation in his applicatIOn and testimony, in connection with 
his 1948 petition for unconditional registration as a dealer, that he 
had fully complied with the conditions of his limited registration was 
false and misleading. 

Broker-Dealer Inspections 

Section 17 (a) of the Securities Exchange Act empowers the Com
mission to make periodic, special, and other examinations of the books 
and records of brokers and dealers. Such inspections have become 
the principal means by which the Commission detects and prevents 
violatio;ns of law by brokers and dealers. Inspections are frequently 
limited to a particular phase of the firm's business, but generally they 
encompass examination of all characteristic activities. 

During the fiscal year the Commission's regional offices, the staff 
of which conducts these inspections, reported on 922 such examina
tions, 696 of which were inspections of NASD members. As in pre
vious years, a substantial number of violations of the rules and 
regulations were discovered, including non-compliance with the 
capital rule, the hypothecation rule, and Regulation T prescribed by 
the Board of Governors of the Federal Reserve System. There were 
a few instances of secret profits, a good many transactions in which 
the reasonableness of the price to the customer in relation to current 
market was questionable, and a fairly large number of infractions too 
scattered to classify separately. 

Consistent with accepted standards of administrative procedure, 
those violations which appear to be inadvertent or ,the result of mis
information or innocent misinterpretation, and not "wilful," are 
called to the attention of the firm involved to afford it an opportunity 
to "put its house in order." Other remedies which may be invoked 
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against violations are discussed in detail under the preceding caption 
":Administrative Proceedings." , 
Investigations 

, Investigations Of brokers and dealers stem from various sources. 
When an inspection discloses conduct or practices the full facts with 
reference to which must be obtained and analyzed to determine 
whether ,any remedial or punitive action is necessary investigation is 
promptlY undertaken. Investigations are also made when complaints 
from customers are received. Other investigations may be com
menced as a result of inform,ation supplied by cooperating agencies 
such as state securities commissions, securities exchanges and asso
ciations, or "better business bureaus." When investigations are com
pleted and the ,evidence has been analyzed, the staff makes recom
mendations to the Commission for such further action as appears 
appropriate. In some instances the recommendation may be for in
junctive relief, in some for administrative action such as discussed 
abo,ve and in some for notice, as contemplated by the Administra-
tjve Procedure Act to achieve compliance with the Act., ' 

The following schedule reflects the number of such investigations 
d~ring the fiscal year. ,. " 

Pending July 1, 1950 ___________________ '-_________________ ' 137 
Commenced during year ____________________________ ~_____ 213 

'350 
Closed during year _____________ ~------------------------ 186 

, Pending June 30, 1951-___________________________________ '164 

350 
1 This figure Includes 122 administrative, llroceedlngs as shown In the schedule set forth 

under "Administrative Proceedings" snpra. 
2 This figure includes 23 administrative proceeillngs pending at the end of the ~'ear 

as shown In the schedule set forth under "Administrative Proceedings" supra, and 71 
such proceedings on which the Commission had issued its final determination before the 
end of the fiscal year but the investigative files on which had not been closed of record. 

Financial Reports 
One of the Commission's rules, X-17A--'5, requires brokers and 

dealers to file financial reports each calendar year. During the 1951 
fiscal year, 3,705 such rE;lports were filed. Examination of the finan
cial report filed by a broker-dealer affords the staff ari opportunity 
to determine whether, as of the date of the report, the firm is.in com
pliance with the capital resuirements prescribed by rule X-15C3-1, 
and if it is not, the firm is given an opportunity to bring its financial 
condition up to the required standards. Failure to do so may, of 
course, require more drastic measures to enforce the rule. 

SUPERVISION OF NASD ACTIVITIES 
Membership 

At June 30, 1951, there were 2,846 members of the National Asso
ciation of Securities Dealers, Inc. (NASD), the only national secu
rities association registered as such with the Commission. This rep
resented an increase of 62 members in the year as a result of 212 ad
missions to, and 150 terminations of, membership. At the same 
date there were registered with NASD as registered representatives 
30,922 individuals, including generally all partners, officers, traders, 
salesmen and other persons employed' by member firms in capacities 
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which involved their doing business directly with the public. This 
represented an increase of 2,128 registrations during the year as a 
result of 5,128 initial registrations or re-registrations and 3,000 ter
minations of registrations. 

Disciplinary Actions 

During the 1951 fiscal year the Commission received from the 
NASD reports of final action in 22 disciplinary cases in which formal 
complaints .had been filed against members. One of these complaints 
was dismissed on the finding by the NASD District Business Con
duct Committee of initial jurisdiction that there had been no viola
tion of the Rules of Fair Practice as alleged in the complaint. In the 
remaining 21 cases the appropriate Business Conduct Committee 
found that the members or registered representatives of the members 
cited in the complaints, had acted in violation of the Rules of Fair 
Practice and imposed various penalties as a consequence of those 
infractions. 

Of the 21 disciplinary decisions which included findings of viola
tions against those named in the complaints, eight cases were directed 
solely against member firms who were subjected to the following 
penalties: Two member firms were expelled; two member firms were 
each fined $500 and censured; one member firm was fined $300; one 
member firm was fined $100 and censured; and two member firms were 
censured. 

In nine other cases findings 'of violations of the Rules of Fair Prac
tice, and the consequent penalties, were directed not only against mem
ber firms·but also against registered representatives of such members 
who had been named, together with their employers, in the complaints .. 
One such case resulted in expUlsion of the member firm involved and 
revocation of .the registration with the N ASD as registered repre
sentative of one individual and suspension of such registration of two 
other individuals. This decision, which had been affirmed by the 
Board of Governors on appeal, was appealed to the Commission by 
R. H. Johnson and Co., the member firm, and at the year-end was in 
process before the Commission.17 In two unrelated cases the member 
involved was expelled from the Association and the registration with 
the NASD of two registered representatives of each of the two firms 
were revoked.18 In another case both a member and a representative 
of that member were each fined $500; in another, fines of $200 were 
imposed both on the member and on the member's representatives. 
The only other such case involving a fine resulted in a fine of $5,000 
on the member firm, six months' suspension of registration of one rep
resentative, three months' suspension and a fine of $1,000 with respect 
to another and three months' suspension and a fine of $100 with re
spect to a third representative. In three other cases against both 

11 Securities Exchange Act release No. 4571 (1951). This appeal, pursuant to the pro
visions of section 15A (g) of the Securities Exchange Act of 1934, operates as a stay of 
the effectiveness of the NASD's action pending the Commission's decision. There was also 
pending at the year-end, Its status not substantially changed during the year, another 
such appeal to the Commission' from an NASD decision which imposed on Otis & Co., the 
appellant. a two-year suspension from membership in NASD. This action arose from a 
stock offering of Kaiser-Fraser Corporation In 1948 as described in considerable detail in 
the Commission's 15th Annual Report, pages 73-77, and 16th Annual Report, pages 58-59. 

18 After the close of the fiscal year one of these deCisions was appealed to the Commis
sion by George J. Martin Co., the member, and Alfred and Irving Shayne, the repre-
sentatives. ' 
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member firms and representatives of the firms, the firms were censured 
and in addition the representatives were respectively suspended for 30 
days, fined $100 and fined $25. . 

A third category of cases consisted of those in which a finding of 
violations, and the imposition of penalties, was directed 'solely against· 
a representative of a member with a concurrent finding that the mem
ber had not acted in violation of the Rules of Fair Practice and dis
missal of that portion of the complaint directed againt the member. 
In this type of action revocation of the representative's registration 
resulted in three cases ~nd, in a fourth, the penalty was a five-year 
suspension of registration. . 

The CommissIOn continued its practice of referring to the NASD 
for appropriate action facts disclosed in the course of its broker
dealer inspection program which tend to indicate possible violations 
of the Association's Rules of Fair Practice. At the end of the last 
fiscal year there were four such references in process before the Asso~ 
ciation and, in this year, ten additional references were made. At the 
end of the year nine of. these references were in process, reports of dis
position having been received by the Commission from the Associa
tion on five of the cases. Four of these five cases were disposed of by 
informal means without invoking formal complaint procedure; the 
formal complaint case resulted in a fine of $100 and censure of the 
member involved, as mentioned above. 

Commission Review of Action on Membership 

Under section 15A (b) ·(4) of the Securities Exchange Act of 1934, 
and NASD by-laws, except in cases where the Commissionap'proves or 
.directs admission to or continuance in membership as approprIate in the 
public interest, no broker or dealer may hold NASD membership if he 
controls a person who has been, among. other things, expelled from a 
registered securities association for violation of an association rule 
prohibiting conduct inconsistent with just and equitable principles of. 
trade, or is subject to an order of the Commission revoking his regis
tration or expelling him from NASD membership. 

Pursuant to this authority, and with consideration to the affirma· 
tive recommendation of the Board of Governors of. the NASD, the' 
Commission approved the admission to membership of O. H. Hecht, 
who was under a disqualification arising from expulsion by and from 
the N ASD of Mutual Investments, Ltd., a broker-dealer firm of which 
Hecht had been a partner, on findings that the firm had been guilty of 
conduct inconsistent with just and equitable principles of trade.19 The 
Commission also approved a similar petition by the NASD for' the 
continuance in NASD membership of Oscar F. Kraft & Co. while 
controlling Carter Harrison Corbrey, who was under disqualification 
as a consequence of expulsion from NASD membership and revoca-
tion of broker-dealer registration by the Commission.20 . 

During the year two other petitions were filed with the Coinmission 
under this same section of the statute by or on behalf of firms seeking 
to retain NASD membership while controlling a disqualified person. 
-Each of these petitions was withdrawn prior to a decision on the 
merits by the Commission. 

:Ill Securities Exchange Act release No. 4619 (1951). 
20 Securities Exchange Act release No. 4562 (1951). 
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CHANGES IN RULES, REGULATIONS, AND FORMS 

As stated elsewhere in this report, section 16 (b) ·of the Act 
provides in general that where any director or officer of the issuer of 
It listed and registered equity security or the beneficial owner of more 
than 10 percent of any class of such security has realized any profit 
from any purchase or sale, or sale and purchase, of any equity security 
of the issuer, such profit inures to and may be recovered by the issuer, 
or by any security holder acting in its behalf. The section authorizes 
the Commission to adopt rules exempting therefrom any transactions 
not comprehended within its purpose. Various rules adopted during 
the 1951 fiscal year under this authority, after consideration of all 
comments and suggestions invited and received in the premises, are 
briefly described below. 

Rule X-16B-l. Exemption from section 16 (b) of certain trans
actions by regwtered investment companies.-This new rule, in the 
form of a revision of rule X-1()B-1 which in its previous form had 
become obsolete, exempts transactions which the Commission has, by 
order entered pursuant to section 17 (b) of the Investment Company 
Act, exempted from 17 (a) of that Act. 

Rule X-16B-3. Exemption from section 16 (b) of certain acqui
sitions of seowrities under stock bonus or similar plans.-Rule 
X-16B-3 was amended so as to exempt from section 16 (b) acquisitions 
by directors or officers of securities received under certain types of 
bonus, profit-sharing, retirement or similar plans not previously ex
empted by this rule. It should be noted that the rule exempts only 
certain acquisitions of securities under plans of the types specified. 
Sales of securities so acquired are not exempted by the rule and are, 
therefore, within the purview of section 16 (b) of the Act if within six 
months before or after such sales the director or officer effe'cts other 
acquisitions which can be matched against them. 

Rule X-16B-5. Exemption from section 16 (b) of certain transac
tions in which securities are received by redeeming other'securities.
This new rule was adopted to exempt from the oI?eration of section 
16 (b) those transactions in which one security IS surrendered for 

. another, 'where both the old and the new securities are substantially 
and in practical effect equivalents and where the transaction does not 
require the payment of any consideration. 

Rule X-16B~. Exemption of long-term profits'incident to sales 
within six months of the exercise of an option.-This new rule grants 
partial exemption with respect to profit which might otherwise be 
deemed to have been realized and recoverable, where there is a pur
chase by an "insider" of an equity security pursuant to the exercise of 
an option or a similar right and a sale of that equity security within 
six months thereof. A statement of the considerations which led to 
the adoption of this rule accompanied its promulgation in Securities 
Exchange Act release No. 4509. 

As set forth more fully in that statement, the Commission had been 
a ware for some time of a controversy concerning the proper method of 
computing I?rofits under section 16 (b) where there is a sale of an 
equity securIty acquired pursuant to an option. ' The Act makes such 
profits recoverable in private litigation, thus placing upon the courts 
the ultimate responsibility for the interpretation of section 16 (b), 
but gives the Commission, as pointed out above, responsibility for 
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exempting by rule transactions which it may determine to be "not 
comprehended within the purposes of section 16 (b)." 

Uncertainty as to just' what profits would, as a matter of legal inter· 
pretation, be recoverable in the absence of a rule, as well as uncer
tainty ,whether the Commission should attempt by rule making to 
affect pending litigatioh, had previously induced the Commission to 
refrain from adopting such a rule. . The Commission determined to 
express its understanding of the relationship between such transac
tions and the underlying purpose of section 16 (b), as set forth in the 
published statement; and to exercise its rule-making power in the 
light of that understanding, as reflected in this new rule.· 
. R~tle X-160-3. Exemption of sales of securities to be acquired.
The Commission adopted a new rule, designated rule X-16C-3, 
exempting certain sales from "the provisions of section 16 (c) of the 
Securities Exchange Act· of 1934. . 

Section 16 (c) provides that it shall be unlawful for any beneficial 
owner of more than 10 percent of any class of equity security regis
tered on a national securities exchange, ora director or officer of the 
issuer of such a security, to sell any equity security of .the issuer (other 
than an exempted security), (1) if he does not own the security sold, 
or (2) if, owning the security, he does not either deliver it within 20 
days or deposit it in the mails or other usual channels of transporta
tion within five days, unless he was unable to do so nothwithstanding 
the exercise of good faith or it would cause undue inconvenience or 
expense. 

The purpose of the rule is to permit persons who are entitled to 
receive a security "when "issued" or "when distributed" as an" incident 
of ownership of another security to sell the new security subject to the 
same restrictions as would apply if the "when issued" or "when" dis
tributed" security were already in their possession. This rule assumes, 
of course, that the "when issued" or "when distributed" sale is other
wise lawful under the Securities Act of 1933 and the Securities Ex-
change Act of 1934. " 
. "Revised Form V5S.-During the fiscal year the Commission adopted 
substantial revisions in the annual reporting requirements applicable 
to public utility holding companies registered under the Public Utility 
Holding Company Act of 1935.21 " " 

The object of these changes was to reduce the over-all reporting 
requirements for" registered holding companies under both the 1935 
Act and the Securities Exchange Act of 1934. A new Form U5S 
was promulgated as the annual report form for registered holding 
companies. The Commission has abolished Form :0":14-3, hereto
fore required to be filed annually under the 1935 Act by registered 
holding companies, and Forms U5-K and U5-MD which registered 
holding companies formerly had the option of filing in lieu of Form 
10-K under section 13 or 15" (d) of the 1934 Act. Whereas each 
registered holding company in a system has"heretofore been required 
to file separate annual reports on Form U5S, the revised require
ments provide that only one annual report shall be filed by the top 
registered holding company for all registered holding companies in 
the system. RegIstered holding companies required to file annual 

.21 Public Utility Holding Company Act release No. 10432. 
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reports under Section 13 or 15 (d) of the 1934 Act (formerly on Form 
10-K) may now satisfy these requirements in full by filing copies of 
their annual reports prepared on the new Form U5S. 

LITIGATION UNDER THE SECURITIES EXCHANGE ACT 

.Brokers and Dealers 

, Although the Commission's sanctions against brokers and dealers 
violating the Securities Acts include administrative proceedings and 
references to the Attorney GeIieral ·for criminal prosecution, it is 
often necessary, to seek court injunctions to afford immediate pro-
tection to investors. . 

In S. E. O. v. Lloyd Beversdorf,22 the Commission obtained a final 
judgment by consent enjoining the defendant from further viola
tions of the broker-dealer registration provisions. The Commission 
charged that he was engaging in a broker-dealer business without 
having registered with the Commission in accordance with section 
15 (b) of the Securities Exchange Act. 

In S. E. 0·. v. Admms &1 'Oomrpany 23 durin~ the fiscal year the indi
vidual defendants consented to the entry ofa judgment restraining 
them from further violations of the fraud provisions of the Securities 
Act and.of the Securities Exchange Act. A similar. judgment was 
entered against Adams & Company by default. In that case a tempo
rary receIver had been appointed for the protection of customers 
during the previous fiscal year when the Commission had filed its 
complaint. The complaint had charged that the defendant Adams 
& Company, a registered broker-dealer, and three of its officers vio
lated the fraud provisions of both the Securities Act and the Securi
ties Exchange Act in soliciting and accepting customers' orders for 
the purchase and sale of securities while its liabilities exceeded its 
assets; in inducing customers to purchase securities by represent
ing that such securities would be held in safekeeping whenz in fact, 
the securities were being hypothecated to secure loans made to the 
firm; and in soliciting customers to purchase securities and accepting 
payment therefor upon the representation that the securities would 
be delivered when, in fact, the defendants used the customers' money 

. for their own benefit. . 
In S. E. O. v. Frank S.· Kelly,24 the Commission's complaint sought 

to enjoin the defandant, a registered broker-dealer, from further vio
lations of certain of the fraud provisions of the Securities Exchange 

. Act of 1934. The complaint charged that the defendant effected 
transactions in securities for the accounts of customers and, as a part 
of such business, solicited and accepted orders from customers for the 
purchase of when-issued securities, using money received from cus
tomers to purchase securities for hIS ~wn account and for other pur
poses without disclosing that fact to his customers.' The court granted 
a temporary restraining order and appointed.a receiver for the de
fendant. Subsequently, the defendant consented to a final injunc-
tion. ' 

In S. E. 0: v. Howard V. Hansell/3 the defendant consented to the 

.. E. D. Mich. Civil Action No. 10290 . 
. l!3 N. D. Ill. Civil Action No. 49 C 1145 . 

•• N. D. III. Civil Action No. 50 C 1798 • 
.. S. D. N. Y. Civil Action No. 62-240. 
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entry of a final judgment enjoining him from further violations of 
the anti-manipulative provisions of the Securities Exchange Act. 
The Commission's complaint charged that the defendant, in trading 
in securities on the New York Stock Exchange and the New York 
Curb Exchange, induced other persons to purchase said stock by rais
ing the market price of such stocks by means of purchasing the stock 
through other persons, recommending the stock to brokerage firms 
and friends on the representation that the stocks would increase in 
price, asking brokerage firms and friends to purchase the stock as 
a favor to him and, in connection with one of the. stocks, engaged a 
public rela~i(;lDs man to induce brokerage firms and others to J?urch~se 
such securIties. Subsequently, Hansell's broker-dealer regIstratIOn 
was revoked. . r, , 

Injunctive actiori was also brought against Mercer Hicks and Mercer. 
Hicks Corporation, a broker-dealer, for alleged violations of the Secu
rities Act of 1933. This case is discussed above at pages 51 and 52. 
Amicus Curiae Cases 

In addition to the cases in which it is a party, the Commission fre
quently participates as amicus curiae upon Important guestions of law, 
but not on factual issues, arising in suits between pnvate parties in

, volving construction of the Acts administered. 
, An important issue involved in all of the private actions in which 

the Commission participated as amicus curiae under section 10 (b) 
of the Securities Exchange Act of 1934 and rule X-10B-5 thereunder 
during the past year is whether that section and rule are applicable 
to transactions in securities not traded by professionals on, the ex
changes or in the over-the-counter markets of brokers and ,dealers. 
The Commission 'has repeatedly expressed the view that the section 
and rule are applicable to such transactions. The Commission's view 
was upheld in J'uly 1950 by the United States District Court for the 
Eastern District of Pennsylvania in Robinson, v. Dillord.26 The ques
tion, among others, is also involved in Speed v. Transamerica Corp.,21 
Fratt v. Robinson,28 and Northern Trust Co. v. Essaness Theatres 
Corp.,29 all of which were pending at the close of the fiscal year. 

In the Fratt and Northern Trust Co. cases, the Commission also 
expressed the view that the applicable statute of limitations in an 
action for damages for the violation of rule X-10B-5 is that of the 
state of the forum. Moreover, in the Northern Trust Co. case the 
Commission presented argument to, the following effect: (1) that 
section 10 (b) and rule X-10B-5 apply to intrastate transactions in 
securities involving the use of the mails, irrespective of whether the 
securities are registered for trading on an exchange or whether the 
issuer conducts an interstate business, (2) that under rule X-:-10B-5 
it is sufficient that the mails or facilities of interstate commerce are 
used in connection with a particular sale or purchase of securities, 
and that it is not necessary that misrepresentations or misleading 
statements be communicated through the mails or facilities of inter
state commerce, and (3) that rule X-10B-5 was not rendered inappli
cable to the securities purchases in that case by virtue of the fact, if 
established, that the purchases were made pursuant to conditions re-

0·92 F. SuPP. 145. ' . 
'" D. Del.:; Civil Action No. 480. See 13th Annual Report of S. E. C., p. 63, 15th Annual 

Report of ;so E. C .• p. 72, and 16th Annual Report of S. E. C., p. 58. ' 
.9 W. D. Wash., Civil Action No. 2765 . 
.. N. D. Ill., Civil Action Nos. ~O C 1750 and 50 C 1762. 
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specting directors' and shareholders' consent contained in an agree-
ment and corporate by-law predating the rule. . 

The Commission also participated during the past fiscal year as 
amicus curiae in a number of cases which involved a construction of 
section 16 (b) of the Act, wherein there is accorded to a corporation 
the right to recover profits realized by officers, directors or large stock· 
holders from I?urchases and sales or sales and purchases of the cor
)Joration's eqUIty securities within a six months' period. In all ·of 
these cases, the courts were concerned with the problem of computing 

. the profits which might be recovered by or for the particular cor
poration involved. 

In Steinberg v. Sharpe, et al.,80 a stockholder of Bendix Home Ap
pliances, Inc., sued an officer of the company, to recover profits that 
the officer allegedly made in the sale of certain shares of stock which 
he had purchased less than six months before. The securities had 
been purchased by the defendant pursuant to earlier employment 
agreements which allowed him to buy a specific number of Bendix 
shares at a specified price which was lower than the market price. 
The plaintiff claimed $11,571.20, the difference between the sales price 
and the cash actually paid under the terms of the o.ption contracts. 
Recognizing, however, that the option itself had certam values, JudO"e 
Medina concluded that the cost basis of the stock was the cash actualYy 
paid pursuant to the option plus the value of the option on the date 
that it accrued and therefore allowed a judgment for the plaintiff in 
the amount of the difference between the sale price and the market 
price of the stock on the date the' option accrued. The Com
mission had urged the conclusion reached by the court. On appeal, 
the Commission filed a memorandum in support of the findings of the 
district court and the court of appeals rendered per curiam a memo-
randum opinion affirming the decision of the lower court.31 . 

In Blau v. Hodgkinson, 32 et al., a security holder of Federated 
Department Stores brought an action to recover profits realized by 
directors of the company as a result of, certain transactions' in the 
company's securities. One of the defendants, acting pursuant to a 
stock warrant granted to him on October 2, 1944, had purchased a 
number of Federated's common shares at substantially less than the 
market price and then sold them within 6 months at the current mar
ket price. On May 24, 1951, the Commission filed a memorandum 
wherein it argued that the new rule X-16B-6,BB effective since Novem
ber 30, 1950, should be applied in computing the cost basis of the 
securities, rather than the formula used in the Steinberg case. Under 
that rule, the recovery would be much less than that claimed by the 
plaintiff. The application of the rule was attacked on the ground 
that its retroactive feature was unconstitutional. The Commission 
also urged that an earlier payment by the defendant of less than that 
owed to the corporation was immaterial, the corporation being unable 
t.o satisfy a claim so as to prevent stockholders' actions arising under 
section 16 (b) ; and that the acquisition, by other defendants, of shares 
of Federated's common stock by the exchange of their holdings in 
:Federated's subsidiaries for shares in Federated, would constitute a 
"purchase" of, stock within the meaning of section 16 (b). After the 

80 95 F. Supp. 32 (S. D. N. Y. 1950). 
81 190 F. 2d 82 (C. A. 2, 1951) • 
.. S. D. N. Y. Civil Action No. 63-51. 
as See page 57. 8upra. 
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close of the fiscal year, the court rendered a decision upholding the 
Commission's contentions. ' . '. 

The ca~e ofGrat~, et fij. v. Claughton 34 reaffirmed the J?rinciple of 
computatIOn establIshed III Smolowe v. Delendo Oorporatwn 35 to the 
effect that, in the case of trading subject to section 16 (b), maximum 
profits are required to be returned to the corporation. The court also 
upheld the Commission's contention that a proper venue was New 
York where the securities were traded on the New York Stock Ex
change, as well as in a district where the defendant is found or is 
an inhabitant or transacts business. Certiorari was denied by the 
Supreme Court. '. 

In Rattner v. Lehrman, et al.,S6 the question arose as to what portion 
of the profits of a partnership earned by trading in the securities of 
a corporation in which one of the partners was a director, was re
coverable. It was decided that the partnership's profits, except for 
the director's proportionate share, could not be recovered by the,cor~ 
poration. An appeal was taken subsequent to the close of the fiscal 
year. Similar problems were 'involved in Eversharp, bw., et al. v. 
Robbins,S7 but negotiations between the parties resulted in a settlement 
of the case. 

PART m 
ADMINISTRATION OF THE PUBLIC UTILITY HOWING 

COMPANY ACT OF 1935 

The Public Utility Holding Company Act of 1935 was passed by 
the Seventy-fourth Congress following an extensive investigation by 
the Federal Trade Commission. That investigation disclosed a vari
ety of abuses in public-utility holding company finance and opera
tions, the more significant of which are .enumerated in section 1 (b) 
of the act: (1) Inadequate disclosure to investors' of the informatIOn 
necessary to appraise the financial position and earning power of the 
companies whose securities they purchase ;(2) the issuance of se
curities against fictitious and unsound values; . (3) the overloading 
of operating companies with debt and fixed charges thus tending 
to prevent voluntary rate reductions; (4) the imposItion of excessive 
charges upon operating companies for various services such as man
~gement, supervision of construction and the purchase of supplies 
and equipment; (5) the control by holding companies of the account
ing practices and rate, dividend and other policies of their operating 
subsidiaries so as to complicate .or' obstruct State regulation; (6) the 
control of subsidiary holding companies and operating companies 
through disproportionately small investment; (7) the extensIOn of 

·'187 F. 2d 46 (C. A. 2,1951) cert. denied, 341 U. S. 920 (1951). 
83 136 F. 2d 231 (C. A. 2, Hl4::!) cert denied. 320 U. S. 751 (1943) . 
.. 98 F. Supp. 1009 (D. C. S. D. N. Y. 1951). 
8T S. D. N. Y. Civil Action No. 46-225; Nov. 20, 1950. 
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holding company systems without relation to economy o:f operations 
or to· the integration and coordination o:f related properties. 

In this sectIOn the Congress expressly stated that it was the policy 
o:f the act, in accordance with which all other sections are to be con
strued, to meet the problems and eliminate the evils enumerated above. 

The regulatory provisionso:f the Holding Company Act:fall princi
pally into three basic categories: (1) Those designed to bring about 
geographical integration and the financial and corporate simplifica
tion o:f public-utility holding company systems; (2) the day-to-day 
surveillance o:f the financing, servicing arrangements, intercompany 
transactions and other operations o:f those registered holding com
pany groups which will continue under the active regulatory juris
diction o:f the Commission as integrated regional utility I:lystems; and 
(3) miscellaneous provisions o:f the act, not concerned with regula
tion o:f the continuing' systems, but designed principally to control 
t.he growth o:f additional holding company situations. The act does 
not con:fer any rate-making authority upon the Commission; in the 
over-all its 'purpose is not to conflict with but to supplement and 
strengthen State regulation. 

INTEGRATION AND.SIMPLIFICATION-OVER-ALL SUMMARY 

By the time the statute was enacted in 1935, the holding company 
device had attained a position o:f.dominance over the major portion o:f 
the electric and gas utility industry o:f the coimtry. Fi:fteen holding 
companies controlled 80 percent o:f all electric energy generation; 20 
controlled 98.5 percent o:f all transmission o:f electric energy across 
State lines; and 11 controlled 80 percent o:f all natural gas pipeline 
mileage. The properties acquired by these vast combinations, not only , 
in the utility field, but also in many other types o:f business, were :fre
quently widely scattered and bore little or no :functional relationship 
to one another. The over-all impact o:f the act upon this structure has 
been reflected in the return to independent ownership o:f large num
bers o:f electric and gas utility and other utility companies, the elim
ination o:f large numbers o:f multi-tiered· holding companies, the con
solidation o:f many corporations, -and the dissolution o:f many others. 

At one time or another :from June 15, 1938, to June 30, 1951, a total 
o:f 2,175 companies have been subject to the active regulatory juris
diction o:f the Commission as components o:f registered holding com
pany systems. O:f this number 211 were holding companies, 925 were 
electric or gas utility companies, and 1,039 were utilities other than 
electric or gas and a wide variety o:f other enterprises. The latter 
included brIck works, ice plants, movie theatres, laundries, and even 
a baseball club. By the close o:f the past fiscal year there were but 
444 companies subject to regulation, including only 64 holding com
panies, 195 electric and gas utilities, and 185 non-utility companies. 

The :following tables summarize these developments. 
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Companies released from active regulatory jurisdiction of the Commission 

Divest-
ments 

Total ,by Dissolu- Absorb- Com-com- bolding tions not ed by Miscel- Exemp- panies panies com- parts of merger laneous tion by subject snbject panies divest- or con- otber rule or Total to act to act of non- ment solida- disposals order' as of during retain- trans- tion June 30 period I able actions 
com-

panies 
------------------------

Fi8Cal vear ending 
June 80, 1951 

Holding companies __________ 68 1 --.----.- --------- --------- 3 4' 64 
Electric and/or gas com-panies _____________________ 229 6 5 21 1 1 34 195 
Nonutilities plus utilities 

otber tban electric and/or 
gas companies _____________ 256 9 11 45 6 --------- 71 185 

------------------
109 I 444 Total companies _______ '553 16 16 66 ' 7 4 

Fiscal veaT ending 
June 30, 1950 

Holding companies __________ 73 2 ----._-_. 2 --------- 2 6 67 
Electric and/or gas com-panies _____________________ 275 38 --------- 11 --------- 4 53 222 
Nonutilities plus utilities 

other than ~lectric and/or 
307 38 12 1 2 53 254 gas companles _____________ ----------------------------------Total companies _______ 655 78 12 14 --------- 8 112 • 543 

= ---------= = == 
Period/rom June 15, 1985, 

to June SO, 1951 

Holding companies __________ 211 13 61 25 9 39 147 64 
Electric and/or gas com-panies _____________________ 925 377 70 168 50 65 730 195 
Nonutilitics plus utilities 

other than electric and/or 
gas companies _____________ 1,039 363 ISO 148 98 '65 854 185 

------------------------Total companies , ______ 2,175 753 311 341 157 169 1,731 444 

I Reflects company additions and classification adjustments during tbe period indicated • 
• Includes companies wbicb bave ceased to be bolding companies by virtue of Commission order under 

section 5 (d)., ' 
'A few companies bave been subject and not subject to the Public Utility Holding Company Act a num

ber of times. Tbese instances contribute some insignificant duplication to the reported company totals . 
• Ten additional companies became subject to act during fiscal year 1951. 

Electric, gas and nonutility companies and assets divested a8 not retainable 
under the Public Utility Holding Company Act of 1935 and not subject to the 
act as of June 30, 1951 ' 

Type of companies 

Dec. I, 1935, to June 30,1951 July I, 1950, to June 30,1951 

Number of 
companies Assets I 

Number of 
companies Asset.~ I 

Electric utility _ __________________________ ________ 239 $8,451,893,000 4 $84,171,000 
Oas utility_______________________________________ 138 559,890,000 2 3,564,000 
Nonutility _______________________________________ '376 1,298,724,000 '10 16,005,000 

1----11------1----1-----Total. _____________________________________ 753 10,310,507,000 16 103,740,000 

I As of year end next preceding date of divestment and before deduction of valuation reserves. 
• Includes 13 bolding companies. 
, Includes 1 bolding company. 
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pive8tm.ents by sales of partial 8egment8 of propertie8 not retainable under the 
Public Utility Holding Oompany Act of 1935 and not subject to the act a8 of 
June 30,1951 

Dec. 1, 1935, to June 30,1951 July 1, 1950, to June 30, 1951 

Type of property 
Number of 
divesting 

companies 

Considera
tion received 

Electric utility _ ____________________________________ 123 $97,007,000 
Gas utility_________________________________________ 34 14,726,000 
Nonutility _________________________________________ 67 37,994,000 

Number of Considera
divesting tion received 

companies 

o _____________ _ 
1 $197,000 
2 845,000 

[-------[-------[-------[-------Total. ______________________________________ _ 224 149, 727, 000 3 1,042,000 

An even more revealing aspect of this achievement is the elimina
tion from the national scene of holding company scatteration, stretch
ing in some instances from coast to coast and from the Canadian bor
der to the Gulf. This drastic realignment is reflected in the following 
table setting forth the number of states in which registered holding 
company systems conqucted utility operations as of July 1, 1940, when· 
the section 11 program was gettmg under way, and as of June 30, 
1951. Upon completion of section 11 cases now in progress, the 'latter 
figures will·be reduced.still further. 

Number of registered public utility holding company systems providing 
electric or gas service in 

20 or more States ________________________________________________________ ~ __ 
15 to 19 States _____________________________________________________________ _ 
10 to 14 States _____________________________________________________________ _ 
5 to 9 States _______________________________________________________________ _ 
3 or 4 States _______________________________________________________________ _ 
1 or 2 States _______________________________________________________________ _ 

July 1, 1940 June 30, 1951 

2 None 
3 None 
7 None 

17 7 
17 16 
9 15 

55 138 

1 Excluded from this group is 1 registered holding company system having no domestic utility subsidiaries, 
and 1 system all of whose utility properties are leased to another system. 

While the scaling down of holding company systems during the 
past 15 years has been spectacular, the properties subject to the act 
on June 30, 1951, continued to represent an important segment of the 
electric and gas utility industries of the nation. As of that date, there 
were registered with the Commission 40 holding company systems 
with a~gregate system assets of approximately $12,913,000,000, before 
deductIOn of valuation reserves. These figures may be compared with 
46 registered systems !tndassets of $12,822,000,000 on June 30, 1950. 
The net increase of $91,000,000 during the year despite divestments 
of $104,782,000 is accounted for by the continuing growth df the in
dustry. This high rate of expansion of plant facilIties was occasioned 
initially by the almost uninterrupted increase in business activity since 
the close of World War II and more recently by the defense expendi
tures touched off by the Korean conflict. It is not expected to diminish 
to any great extent in the immediate years ahead. 

The release from active regulatory jurisdiction of 1,731 corporate 
entities, however, falls far short of accounting for all of the progress 
achieved in the integration and simplification of holding company 
systems under section 11 of the act .. From December 1, 1935, to June 
30, 1951,240 companies with aggregate assets of $6,099,111,000, before 
deduction of valuation reserves, have been divested by holding com-
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panies, but, becaus~ of their relationships to other holding companies, 
remain subject to the jurisdiction of the Commission. . ..' . 

Electric, gas and nonutility companies mid assets divested under the Public 
Utility Holding Oompatny Act of 19S5 and still subject to. its provisions a8 of 
June'SO,1951 

Dec. 1, 1935, to June 30, 1951 July 1, 1950, to June 30,1951 

Type of companies 
Number of Assets I Number of Assets 1 . companies companies 

125 $4, 220, 799, oi:Jo 4 $73,203,OIlO 
40 1,395, 557, 000 3 65, 126, 00l. 

• 75 482, 755, 000 115 148, 993, 000 

Electric utility __________________________________ _ 
Gas utili ty ______________________________________ _ 
Nonutility ______________________________________ _ 

TotaL ____________________________________ _ 240 6,099, Ill, 000 22 287,322, 000 

1 As of year end next preceding date of divestment and before deduction of"valuatlon reserves.. : 
• Includes 12 holding companies, 6 combination holding and utility operating companies and 3 combina-

tion holding and nonutility operating companies. . 
a Includes 1 holding company and 1 combination holding and nonutility operating company. 

Divestment8 by sales Of partiaZ 8egment8 of properties under the Public Utmty 
Holding Oompany Act of 19S5 and still subject to the act as of June 80, 1951 

Type of property 

Electric utility __________________ ~ _________________ _ 
Gas utility ________________________________________ _ 
Nonutlllty ________________________________________ _ 

Total _______________________________________ _ 

Dec. 1, 1935, to June 30, 1951 July 1, 19pO. to June ao, 1951 

Number of Consldera- N':ill'ber of Consldera
divesting· tion received dIvesting tion.received 

companies companies 

1-------1-------·1-------1-------

9 $4,426,000 0 --------------
7 6,718,000 1 $2, 418, 000 
4 369,000 1 250,000 

20 11,513.000 2 2,668, <Xl? 

The great bulk of these companies and properties represents parts of 
holding company systems, such as American Gas and ElectrIc COJ.I1-
pany, which either have achieved or are expected to achieve full com
pliance with the geographical integration and corporate simplification 
requirements of the act. It is not yet possible to calculate the final 
results of all section 11 problems which remain to be solved, but it is 
estimated that approximately 20 holding companies will emerge as 
streamlined, regional systems with some 250 companies and aggre
gate assets of $7,000,000,000, before deduction of valuation reserves. 
In addition there will be a number of other systems, such as Texas 
Utilities Company, which not only have compl~ed with the standards 
of section 11, but also qualify for exemption under section 3 from 
nearly atl of the provisions of the act. . 

In addition to the drastic simplification of complicated corporate 
superstructures and the nation-wide realignment of utilities on an 
efficient, integrated, regional basis, the financial integrity of the indus
try has been greatljY strengthened and utility investors have received 
"down-to-the-rails' income-paying securities of sound utility enter-
~a. . 

Operating utilities, which have been subject to the active regulatory 
jurisdiction of the COmniission, have removed $1,500,000,000 of -infla
tionary items from their property accounts as a result of the combined 
efforts of this Commission, the Federal Power Commission, and the 
various State commissions. Assuming an average allowed rate of 
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, 'return for rate-making purposes of 6 percent, this represents an aggre
gate ,annual saving to consumers of $90,000,000 and, in addition, has 
removed fictitious values which were misleading to investors. 
. 'Depreciation accruals and depreciation reserves have also been in
creased to more adequate levels thus strengthening the over-all asset 
protection of security holders. ,Summary data for all Class A and B 
electric utilities show an increase in depreciation and amortization 
reserves from 11.6 percent of total utility plant in 1938 to 20.5 percent 
'at the close of 1950.1 Significant as thIS increase is, these figures do 
not reflect the full improvement-the earlier figure being weighted 
by the large metropolitan companies most of whom had adequate 
reserves even at that time, while the latter figure relates to properties 
a substantial proportion of which has been added during the past 
decade and therefore possessing a much longer anticipated life than 
the relatively old plant which the industry possessed in 1938, com
paratively little capacity having been added during the depression 
years. 

'Despite the drastic elimination of inflationary items from plant 
accounts and increases in depreciation reserves, both of which tended 
to reduce common stock equity to an actual investment basis, the capital 
structures of many companies have undergone substantial improve
ment. 

An adequate equity cushion to absorb the vagaries of business con
ditions is an important attribute of a good security. A computation 
has been made of the capital ratios of 18 electric utility companies re
leased from Corilmission jurisdiction showing the marked improve
ment from 1040 to the date of release in the period 1946-48.2 As of 
1940, and after adjustment for plant write-up eliminations, these com
panies had an average debt ratio of 61 percent, preferred stock 22 
percent, and common stock and surplus of 17 percent. At the close 
of the year of their respective divestments, the average proportion of 
debt was reduced to 55 percent, preferred stock 16 percent, and com" 
mon stock and surplus had increased to 29 percent. ' 

The s-enerally excellent financial condition of the electric and gas 
utility mdustries at the present time is indicated by the average capi
talization percentages of the Class A and Class B electric utilities and 
straight natural gas operating utilities as of December 31, 1950, set 
forth in the following table: 

Long·term debt _________ , ____________________________________ : ______ _ 
Preferred stock: ___________________________________________ -________ _ 
Common stock and surplus _________________________________________ _ 

, Class A and B 
electric 

utilities I 

Percent' 
48.9 
13.7 
37.4 

(298 companies) 

Straight natural 
gas operating 

utilities 2 

Percent 
51.7 
5.7 

42.6 
(161 companies) 

"F. P. C. Statistics of Electric Utilities in the U. S., 1950. . ' , 
• Gas Facts, 195G-American Gas Association. (While this group of companies by no means embraces 

the entire gas industry It constitutes a sizeable and representative portion. Capitalization ratios for, other 
classifications of gas companies do not deviate materially from those reported above.) 

1 Statistics on Class A and B privately owned electric utilities are prepared by the Fed
eral Power Commission and generally cover all companies having annual electric revenues 
of $250,000 or more . 

• Eight other electric companies with higher common equity ratios were also divested In 
the same period. However, because of their stronger equity position no corrective action 
In respect to capital structure was necessary. 

975942"':"'52-6 
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One of the most unhealthy abuses uncovered by the Federal Trade 
Commission in its exhaustive investigation of holding company prac7 
tices was the pyramiding device which enabled a few individuals to 
acquire control of large sections of the gas and electric utility industry. 
The real investors in the system who supplied the capital for the 
growth of the industry were effectively disfranchised by the pyramid
ing of holdings, and by such devices as voting trusts, the control of 
proxy machinery, interlocking directors and officers, management con
tracts, etc.' This inequitable distribution of voting power was one of 
the evils which section 11 (b) (2) of the act was designed to eliminate. 
It led to excessive leverage and made it practically impossible for a 
security holder near the top of the pyramided structure to evaluate 
his holdings or to estimate the impact upon him of a slight change in 
the earnings of the underlying operating companies. Investors in 
the holding companies were in effect trading on the equity or buying 
on margin. Sometimes they made substantial profits during thl~ 
1920-1929 period of rising markets; but after the stock market crash 
of 1929 they had to pay dearly. Prior to the passage of the act in 
1935, holding companies such as Foshay Company, Middle West Utili
ties Company, Tri-Utilities Corporation, Atlantic Gas and Electric 
CorporatIOn, American Commonwealth Power Corporation, Utilities 
Power and Light Corporation, North American Gas and Electric Com
pany, Midland United Company, Midland Utilities Company, Stand
ard Gas and Electric Company, Associated Gas and Electric Company, 
etc., were either in acute distress or in bankruptcy or receivership. 

The failure of the pyramiding device is illustrated graphically in 
the fate of investors who placed their funds in "preferred" stocks of 
holding companies. As of December 31, 1940,8 preferred stocks Of 
holding companies had a total face value (on the basis of involuntary 
liquidation preference)- of $2,501,723,000; of this total, more than 
half, or $1,442,168,000 were in default. The total outstanding arrears 
on holding company preferred stocks, as of this date, aggregated 
approximately $476,000,000: 

Mismanagement and exploitation of operating companies by hold
ing companies, through excessive service charges, excessive commofi 
stock dividends, upstream loans, other extortionate inter"company 
transactions, and an excessive proportion of senior securities, led to 
serious defaults even on .operating c.ompany ~referred stocks. Of 
preferred stocks of operatIng compames In holdIng company systems 
totaling $1,658,677,000 (involuntary liquidation preference) at De
cember 31, 1940, approximately $453,434,000 were in default. Total 
outstanding arrears on such operating company preferred stocks 
aggregated $165,176,000. 

By June 30,1951, this condition had been largely cured and, at the 
operating company level, there are virtually no preferred dividend 
arrearages or defaults on indebtedness in the electric and gas utility 
industries today. Furthermore, both industries have been able to 
finance successfully a post-war expansion program of unpredecented 
proportions now running at over $2,500,000,000 per year. 

There have been some securities, of course, which never had any· 
real basis of value even at the time of their original issuance, and quite 

• Because of the delay In registration, the Commission was not In a position to tabulate 
figures for registered companies for several years after the act was passed. It is fair to 
say that enforcement of section 11 of the act did not really commence until about 1940. 
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naturally these received no participation in the final stages of reor
ganization of the holding company systems. On the whole, however, 
most holders of the junior and senior securities of holding companies 
not only have not lost in the reorganization and realignment process, 
but they have reaped substantial gains in the bargain. 

Perhaps the best means of illustrating this is to examine the situa
tions with respect to some of the larger holding company systems 
which have undergone drastic reorganization, including, in some in
stances, dissolution of the holding company. The following table 
shows the market values of their common stocks as of the date when 
each silCh holding company registered under the act, and of a recent 
date, September 24,1951. In the table the figure for the earlier of the 
twp dates represents the market price per share of common stock mul
tiplied by the number of common shares then outstanding. The 
figures relating to the current date represent the market price per 
common share as of such date multiplied by the number of common 
shares then outstanding (excluding additional shares, if any, issued 
between the two dates), plus (1) the amounts of cash distributions of 
capital to the holders of such shares; (2) the market values, as of the 
current date, of portfolio securities distributed to the common stock
holders as capital distributions (excluding' dividends in kind dis
tributed in lieu of ordinary cash dividends); (3) the excess of the 
current market value of portfolio securities offered to security holders 
on rights over the price at which such rights could have been exer
cised by the security holders; and minus (4) amounts paid to the hold
ing company by the common stockholders, in several instances, directly 
in cash or indirectly as withheld dividends, in order to procure a 
capital distribution. The table also sets forth comparative increases 
in the Dow Jones Utilities Averages and the Dow Jones Composite 
Averages (based on industrials, rails and utilities). 

As noted, the percentages of increase iil market value~ of the common 
stocks listed in the table are derived from a comparIson of market 
values obtaining at different dates of registration with those obtaining 
at a single current date. In some cases, general market conditions 
varied materially at the different registration dates, as indicated by 
the varying Dow Jones index figures. Accordingly, the comparative 
performances of these common stocks should not be measured against 
one another. Rather, they should be compared with the performance'> 
of the Dow Jones index figures for the same periods of time, thereby 
eliminating the effects of general market improvement during such 
periods. 

It is quite apparent from the foregoing table that common stock
holders of holding companies have generally benefited from the reor
ganizations accomplished pursuant to section 11 of the Holding 
Company Act. The lower percentage increases in some cases may be 
explained, at least in part, by the relatively better financial condition 
of those systems at the time of registration. 

The benefits of reorganization, however, have not been limited only 
to common stockholders. Senior security holders have likewise been 
materially aided by these same reorganizations. To demonstrate thia, 
there is tabulated below the market values of the debt securities and 
preferred stocks of these same holding companies as at the dates the 
companies registered under the act, and the capital distributions of 
cash and securities, taken at market values as at September 24, 1951, 



Tabulation showing (1) market values of common slocks of certain public utility holding companies as at dates of registration under the Public 0" 
Utility Holding Company Act of 1935, (2) present values attributable to such common stocks as indicated by amounts of capital distributions 
of cash and securities received by the holders thereof, wiih market values computed as at Sept. 24, 1951, (3) Dow Jones indexes as at same 
dates, and (4) relative percentages of increases in values and Dow Jones indexe_s since the dates of registration . 

Market values and indexes at Market values and indexes at Percentage of increase from 
rcgistration date Sept 24, 1951 registration date to Sept 24, 

Date 
-

Increases in 1951 
registered market values 

Name of holding company under - Oash plus of common 
holding Market Dow- Dow market values Dow Dow stocks to Market Dow Dow company values of Jones Jones of capital Jones Jones Sept 24, values of Jones Jones act common utilities composite distributions utilities composite 19511 common utilities composite 

stocks averages averages to common averages averages stocks 1 averages aver?oges 
,- stocks 1 

-- ---------
1- American Power & Light Co~ ___ • ____________ 4- 8-38 $12, 786, 174 17.51 34.84 $60, 895, 568 45.19 98.20 $48, 109. 394 376.3 158.1 181.9 
2 Columbia Gas System, Inc _________________ :_ 1-13-38 lI3, 065, lI8 21. 73 43.68 211,647,561 45.19 98.20 98,582,443 87.2 108.0 124.8 
3 _Commonwealth & Soutbern Corp., The ______ 3-28-38 37,882,944 16.11 33.59 202,671,343 45.19 98.20 164.788.399 435.0 180.5 192.3 
4- Electric Bond and Share Co _____ , ____________ 4- 4-38 30,189,557 16.97 33.69 165,596, 281 45.19 98.20 _ 135,406,724 448.5 166.3 191.5 
5 Electric Power and Light Corp ______________ 4- 7-38 24,608,232 16.88 33.50 135. 654, 011 45.19 98.20 111,045,779 451.3 167.7 193.1 
6 Engineers Public Service Co _________________ 2-21-38 8,594,856 19.75 41.96 94,306,240 45.19 98.20 85,711,384 997.2 128.8 134.0 
7 Middle West CorpI, The , ___________________ 12- 1-35 • 28. 141, 434 '31. 83 • 54.53 146,183,040 45.19 98.50 lI8. 041, 606' '419.5 '42.0 • 80.1 
8 National Power & Ight Co __________________ 4- 8-38 33,418,613 17.51 34.84 96,014,427 45.19 98.20 62,595,814 187.3 158.1 181.9 
9 Niagara Hudson Power Corp ________________ • 3-28-38 50,300,190 16.11 33.59 167,907,100 45.19 98.20 lI7, 606, 9\0 233.8 180.5 192.3 

10 North American Co., The: ___________________ 2-21>-37 261.465,093 34.06 66.41 345, 664, 588 45.19 98.20 84,199,495 32.2 32.7 47.9 
11 United Corp., The ___________________________ 3-28-38 30,875,169 16.11 33.59 88,925,440 45.19 98.20 58.050,271 188.0 180.5 192.3 
12 United Gas rmprovement Co., The __________ 3-29--38 212,557,059 15.33 31.86 367,767, 139 45. ~9 98.20 155,2\0 080 73.0 194.8 208.2 

I The figures in these columns include the capital distributions of cash and portfolio or holding comp::my securities, taken at closing prices as at Sept. 24, 1951. made to the holders U28~ 
of the common stocks of the holding companies listed herein. Where the holding comp,ny common stocks are still in existence, the figures in these columns Include the market prices 
of such stocks as at Sept. 24, 1951. In cases where portfolio securities have been offered on rights to the common stockholders, the figures shown in these columns include the excess 
of the market price per share as at Sept. 24, 1951, of the securities so offered over the exercise price per share multiplied by the number of shares offered . 

• Market prices for the common stock of The Middle West Corp. and the index figures are taken as at Feb. 1,1936, in view of the unavailability of market quotations for such U2 
common stock prior to such date. - - .... 

• The date of registration shown for Niagara Hudson Power Corp. represents the date on which its parent company, The United Corp., registered under the act. Niagara Hudson fa 
Power Corp •. itself registered as a holding company on June 23, 1948. "'" 
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made to these senior security holders in retirement of their securities. 
The notes appearing at the end of the table show accumulated dividend 
~rrears on the preferred stocks which were eliminated in the course 
of the reorganizations. 

Tabulation showing (1) market values of senior securities of certain. publiC 
utility holding companies as at dates of registration under the Public Utility 
Holding Company Act of 1935, and (2) present values attributable to such 
senior securities as indicated' by amounts of capital distributions of cash and 
securities received by the holders thereof, with market values computed as 
at Sept. 24, 1951 

Name of holding company and date registered under 
Holding Company Act 

1. American Power & Light Co.-4-8-38: 

Market 
values at 
registra
tion date 

Debentures__ _______________________ __________________ $29.780.185 
Preferred·stocks_________________________ _____________ _ '37.913.679 

TotaL ____________________ ___ ___________ ___________ 67.693.864 

Cash and mar
ket values of 
capital distri
butions com
puted as at 

Sept. 24, 1951 I 

Increases 
In market 

values 

2. Columhla Gas System, Inc.-1-13-38: 
[=======[======='[====== 

Debentures_ _ _____________________________ _ ___________ 101.352.297 
. Preferred stocks____________________________ _ __________ 81.834.093 

1---------1----------TotaL _ _ ________________________ ____________________ 183.186.390 
[=======[=======,[====== 

3. Commonwealth & Southern Corp, The-3-28-38: Debentures ____________ . ______________________________ 40.236.513 
Preferred stock________________________________________ • 43. 500. 000 

. TotaL ______________________________________________ [==83=.=736~.5=13=[========[,=~~= 

4. ElectriC Bond and Share Co.-4-4-38: Preferred stocks_ _ 65.910.130 

5. Electric Power and Light Corp.-4-7-38: 
[=======[=======:[======= 

Bonds and debentures_________________________________ 19.385.450 
Preferred stocks_________________________ ____________ __ '20.757.368 

1---------1-------TotaL ______________________________________________ 40.142.818 
[==~===[=======[====== 

6. Engineers Public Service Co.-2-21-38: Preferred stocks_ 19.382.527 
7. Middle West Corp .• The-12-1-35: No senior securities _______________ _ 

8. National Power & Light Co.~-8-38: 1=====1======1===== 
- Debentures_ _ ___________ _______________________ _______ 15.345.000 

Preferred stoek ________________________________________ 
I 
__ 1_2_.44=7_.3_6_2+===_=+=--'-=:......._ 

TotaL __ ____________________________________________ 27.792.362 
[=======[======='[====== 

9. Niagara Hudson Power Corp.-' 3-28-38: Preferred stocks __________________________________ . ______ ________ 33.986.224 

1=======1========'1======== 
I Represents cash and port.folio and holding company common stocks. taken at closing prices as at Sept. 24. 

1961, paid to the holders of the bonds. debentures. and preferred stocks In redemption of. or exchange for. or 
other retirement of such securities. . 

, At Dec. 31, 1937, dividend arrears on the preferred stocks of American Power & Light Co. totaled 
$26.547.180. By the date of consummation of the plan of reorganization in 1950. the arrears had Increased 
by $43,562.076. to a total of $70.109.256. These arrears were eliminated under th~ plan of reorganization. 

• At Dec. 31, 1937. dividend arrears on the 1,500.000 ~hares of preferred stock of The Commonwealth & 
Southern Corp. amounted to $9 per share. or a total of $13,500,000. During 1943 and 1946, the company 
repurchased for cash 18,000 and 40,753 shares, respectively, on which the arrears amounted to a" estimated 
$28 and $26.75 per share, respectively, or totals of $504,000 and $1"p90,143, respectively. By the date of 
consummation of the plan of reorganization of the company in 1949, arrears on the remalnlne 1,441,247 shares 
outstanding amounted to $17 per share, or a total of $24,501,199. These arrears were eliminated under the 
plan of reorganization. 

• At Dec. 31, 1937, dividend arrears on the preferred stocks of ElectriC Power and Light Corp. totaled 
$29,741,370. By the date of consummation of the plan of reorganization in 1949. the arrears had increased by 
$44,409,112, to a total of $74,150,482. These arrears were eliminated under the plan of reorganization. 

• Not applicable. . . 
• The date of registration shown for Niagara Hudson Power Corp. represents the date on which Its parent 

company, The United Corp., registered under the act. Niagara Hudson Power Corp. Itself registered as a 
holding company on June 23, 1948. . 
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Tabulation 8howing (1) market 'Value8 of 8enior 8ecuritie8 of certain public 
utility holding companie8 a8 at date8 of regi8tration under the Public Utility 
Holding Oompany Act of 1935, and (2) pre8ent 'Value8 attributable to 8uch 
8enior 8ecuritic8 a8 indicated by amount8 of capital di8tribution8 of ca8h and 
8ecuritie8 received by the holder8 thereof, with market 'Value8 computed a8 
at Sept. 24, 1951-Continued 

Name of holding company and date registered under 
Holding Company Act 

10. Nortb American Co., Tbe-2-25-37: 

Market 
values at 
registra' 
tlon date 

Dehentures ____________ . _____________________________ . $24,869,520 

Cash and mar· 
ket values of 
capital distrl· 
butions com· 
puted as at 

Sept. 24, 1951 I 

$24, 749, 955 
Preferred stock _____ ---- --- -- -- --- -- - -- -- -- -- -- -- -- -- - -1-:-=-33:.0'..,.95,.:,6:...., 1-=-04_I_---:c-::-:-'c:-::-:,:....,.,-:-

TotaL __________ · ___________________________________ 
1
=;:'~58~'iii82~5~,6~24~1==;=~~~~ 

33,349,745 
, 58, 099, 700 

II. United Corp., The-3-28-38: Preference stock___________ 865,328,694 
12. United Gas Improvement Co., The-3-29-38: Preferred 

8 138, 766, 251 

IncreaSes 
in market 

values 

($119,565) 
(606,359) 

' (725.924) 
73,437,557 

stock ________________________ · __________________________ 1==77=.=38=2',=,4=68=1=========1:==~=== 
Subtotals (uncons"lidated): 

91,664,611 14,282.143 

Bonds and debentures__________ _______________________ 230,968,965 
Preferred stocks ________________________ ~_______________ 492,398,649 

298, 469, 942 67, 500, im 
1,315,186,238· 822, 787, 589 

Grand totals (unconsolidated) ________________________ 723,367,614 1,613,656, 180 890, 288, 566 

T The debentures and preferred stock of The North !Amerlcan'Co. on]Feb. 25, 1937, were selling above the 
prices at which they were subsequently redeemed. - . 

8 There were no dividend arrears on the preference stock of The United Corp. at Dec. 31,1937, or at March 
28,1938. With respect to the arrears which accumulated subsequent to the latter date, an estimated $8,281,-
085 accumulated in respect of 1,274,013 shares retired in 1944 and 1945 pursuant to exchangeflans. The 
retirement of these shares under exchange plans resulted In the concomitant elimination 0 the arrears 
applicable to such shares. The arrears which accumulated during the period in respect of the remaining 
preference shares retired in 1949 were paid off in cash. Such cash payments are not included in the above 
table. 

( ) Denotes decrease. 

INTEGRATION AND SIMPLIFICATION-SURVEY OF INDIVIDUAL 
SYSTEMS 

During the past fiscal year the program of enforcement of the inte
gration and simplification requirements of section 11 has continued 
unabated. A major portion of tlus streamlining and realignment 
process which has contributed so much to the revitalization of the 
utility industry is now complete and many of the accomplishments of 
the past year represent the final culmination of several'previous years 
of work. For example, National Power & Light Company completed 
the divestment of its subsidiary companies and is no longer a registered 
holding company. Reorganization of Washington Gas and Electric 
Company was effected in the fall of 1950 with the divestment of its 
holdmgs in Southern Utah Power Company through distribution of 
the common shares to its bond holders and general creditors. After 
five years of internlittent proceedings under section 11 (b) (2), East
ern Gas & Fuel Associates consummated its financial reorganization 
plan, and its parent holding company, Koppers Company, Inc., has 
reduced its stockholdings in Eastern to less than 5 percent. Long 
Island Lighting Company also completed its reorganization into a 
single operating company and, since the close of the fiscal year, has 
been granted an order under section 5 (d) thereby ceasing to.be a 
registered holding company. Another accomplishment of the year 
was the successful reorgamzation of Pittsburgh Railways Company 
with the newly reorgamzed company replacing more than 50 prede
cessor companies.' 

• This contraction Is not reflected In the divestment data tabulated above, but it Is 
retlected In the dissolutions and consolidations of companies shown in the table on page 4 
8upra.· It accounted for half of the total reduction In the numbers of companies subject 
to the act from 543 on June 30, 1950, to 444 on June 30. 1951. 
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. The number and asset volume of divestments for the past fiscal year 
was substantially smaller than for the previous period which had 
witnessed the consummation of reorganization and dissolution plans 
in several of the largest systems. A decline in the volume of divest
ments can be expected as the work of integration and simplification 
nears completion. During fiscal year 1951, 16 companies with assets 
of $103,740,000 were divested and are no longer subject to the Holding 
Company Act. In comparison, 78 companies with assets of $2,231,~ 
000,000 were divested in the preceding year. 

Despite' the overall progress witnessed during the past 15 years, 
however, a substantial volume of work remains to be accomplished. 

Final disposition is yet to be worked out with respect to nearly 
200 companies with aggregate assets of almost $6,000,000,000.5 

Among the systems which still J?resented major section II problems 
on June 30, 1951, were the followmg : . 

American Natural Gas Company (retainability of Milwaukee 
Solvay Coke Company). . 

American Power & Light Company (disposition of Washington 
Water Power Company and Portland Gas & Coke Company). 

Central Public UtilIty Corporation' (merger of Consolidated 
Electric & Gas Company into Central Public Utility Corpora
tion and other problems). 

Cities Service Company (simplification of the corporate structure 
of Arkansas Natural Gas Company and redistribution of voting 
power among its securit~ holders; retainability of other gas 
utility properties in the Cities Service system). 

Eastern Utilities Associates (reorganization of the system). 
Electric Bond and Share Company (retainability of its holdings 

in United Gas Corporation; reorganization of American & For-
eign Power Company). . 

General Public Utilities Corporation (divestment of properties 
not :retainable under the provisions of section 11). 

International Hydro-Electric System (section 11 (d) proceed-
ings). . 

New England Electric System (disposition of non-retainable gas 
properties) . . 

New England Public Service Company (liquidation and dissolu
lution) . 

Pennsylvania Gas & Electric Corporation (liquidation and disso
lution). 

Southwestern Development Company (simplification and inte
gTation). 

Standard Power & Light Company and Standard Gas & Electric 
Company (numerous problems including the retirement of the 
preferred stocks of Phila<;lelphia Company and the preferred 
of Standard Power and Standard Gas; final disposition of all 
holding companies in the system). . 

Wisconsin Electric Power Company (problem related to the re
tainability of the system gas propertIes) . 

Several additional systems have unresolved section 11 problems 
relating to the retainability of gas or transit properties in combination 
with electric operating facilities. 

A review of accomplishments of the major systems in effecting 
• Before deductIon of valuation reserves. 
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compliance with section 11 during the past fiscal year is set forth in 
the following summary descriptions. " . 

American Power & Light Com~any 

On August 22, 1942, American Power & Light Company ("Ameri-' 
can") then a subholding company subsidiary of Electric Bond and 
Share Company ("Bond and Share"), was ordered to dissolve, be
cause its eXIstence constituted an undue and unnecessary complexity 
in the Bond and Share system. At the time of the issuance of this 
dissolution order American controlled directly or indirectly 35 sub
sidiaries, 16 of which were public utility companies. American's 
capital structure then consisted of long term debt, two classes of cumu
lative preferred stock with heavy dividend arrearages, and common 
stock. By the beginning of the fiscal year American had completed 
the major phases of its program of compliance with section 11. The 
steps taken are reported in the 15th and 10th Annual Reports. At 
present American controls only two utility subsidiaries, The Washing
ton Water Power Company ("Washington") and Portland Gas & 
Coke Company ("Portland"). . 

On February 15, 1951, American notified the Commission of its in
tention to negotiate for the sale of either the common stocks or the 
utility assets of Washington to Public Utility Districts located in the 
State of vVashington. American was prevented from consummating 
the proposed sale, however, by the issuance of a decree by the Superior 
Court of the State of Washington on March 28,1951, prohibiting the 
Public Utility Districts from acquiring the' common stock of Wash-. 
ington under the proposed transaction. 

Subsequent to the close of the fiscal year American filed a section 
11 (e) pran proposing a cash distribution of $2 per share to each of its 
common stockholders. In setting a hearing date on this new pro
posal the Commission specified that certain additional issues were to 
be considered. ' .The~e issues include (a) ,,:hat further s~p~ should be 
taken by AmerIcan III order to comply WIth' the CommISSIOn's order 
of August 22, 1942, directing its dissolution, (b) whether the Commis
sion should apply to an appropriate U. S. district court pursuant to 
section 11 (d) to enforce this order and (c) whether the Commission 
should approve some plan which would provide, among other things, 
for the distribution of American's holdings of the common stock of 
Washington to its stockholders. 

After the close of the fiscal year (October 15, 1951) the Commis
t;ion approved this plan and, in addition, ordered American to file 
within 20 days a plan providing for the distribution of Washington's 
stock, as proposed by resolution of the board of directors promptly 
after January 1, 1952, in the event that American had not by that . 
d~te filed a notification of a proposed sale of such stock pursuant to 
Rule U-44 (C).6 , ' 

'Portland, the other utility subsidiary of American,has had on file 
with the Commission an extensive plan of reorganization which would 
materially reduce the interest· of American in this eI).terprise. After 
the close of the fiscal year (August 29) 1951) the Commission issued its 
findings and opinion on this plan 'indIcating that it 'would approve the 
proposal if amended to provide, among other things, that 90 percent 

• Holding Company Act release No. 10820. 
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of the new common stock of the reorganized company be allocated to 
the preferred stockholde'rs, the balance to be allocated to American, 
owner of all of Portland's presently outstanding common stock7 The 
plan was so amended and later approved by the Commission.s 

American & Foreign Power Company, Inc. 

American & Foreign Power Company, Inc., ("Foreign Power"), 
is a sub-holding company in the Electric Bond and Share Company 
("Bond and Share") system. It controls a mutual service company 
and more than 60 holding and operating utility companies located 
throughout Central and South America, Cuba, Mexico, and India. 
Since the operations of all of Foreign Power's subsidiaries ar,e outside 
of the United States, the Commission's principal concern is with re
spect to simplification of the company's corporate structure and its 
relationship to its parent, Bond and Share. Foreign Power's capital 
structure at December 31, 1950, consisted of debentures, notes payable 
to Bond and Share, notes payable to banks, three classes of preferred 
stock with dividend arrearages aggregating more than 433.million 
dollars, common· stock and option warrants. 

Foreign Power and Bond and Share jointly filed a plan for the 
reol'gallIzation of the former in October 1944, which after extensive 
hearings and amendments was approved by the Commission on N 0-

. vember 19,1947." The plan was subsequently approved by the United 
States District Court for the District of Maine but the company was 
unable to effectuate the financing necessary to consummate the plan. 
For this reason both the district court and the Commission subse
quently vacated their orders approving it. On May 2, 1949, the Com
mission issued an order pursuant to section 11 (b) (2) reguiring Bond 
and Share and Foreign Power to take steps to reorgallIze the latter 
company in such a manner that its resulting capital structure would 
consist only of common stock plus such an amount of debt as would 
meet the applicable standards of the act.'· . 

On J amiary 16, 1951, Foreign Power, joined by Bond and Share 
filed a new plan of reorganization under section 11 (e) of the act.rl 
Extensive hearings were held during the fiscal year. Shortly after 
the close of the year, and after extensive negotiations between the 
companies and the organized secUl'ity holders' committees who have 
appeared in the proceedings, a compromise was agreed to and an 
amendment to the plan was filed reflecting that compromise. The' 
plan, as amended, provides for the following allocations for security 
holders other than Bond and Share; for each share of $7 Preferred 
stock-$90 principal amount of new 4.8 percent Junior Debentures 
and 3.75 shares of new common stock; for each share of $6 Preferred 
stock-$80 principal amount of new 4.8 percent Junior Debentures 
and three shares of new common stock; for each share of Second Pre~ 
ferred stock, Series (A) $7-0.85 of a share of new common stock; for 
each share of outstanding common stock~1/50th of a share of new 
common stock. 

The option warrants are to be cancelled. Bond and Share. would 
r.eceive 3,856,723 shares (55.7 percent) of the new common stock for its 
pi'esent holdings of Foreign Power securities, including $49,500,000 

• Holding Company Act release No. 10740. 
8 Holding Company Act release No. 10812. 
• Holding Company Act releases Nos. 7815 and 7849. 
,. Holding Company Act release No. 9044. 
U Holding Company .Act release No. 10362. 
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of notes due 1955 and sizeable amounts of the various classes of pre
ferred stock, common stock and option warrants presently outstand-

in1iearings on the plan', as amended, were completed after close of 
the fiscal year and the Commission thereafter approved the plan. 

Cities Service Company 

Cities Service Company ("Cities") at the time of its registration 
in 1941 was the top holding company in a system containing 125 
companies of which 49 were electric and gas utility companies. Con-

, solidated assets totaled approximately one billion dollars. This sys
tem owned or operated pr()perties in each of the 48 States and in 
several foreign countries. Utility properties were held by three sub
holding companies, Cities Service Power & Light Company, Federal 
Light & Traction Co. and Arkansas Natural Gas Corp., each con
trolling one or more utility systems. 

In proceedings under section 11 (b) of the act the Commission 
found that Cities should be limited in its operations to those of a single' 
integrated gas utility system and required the disposition of its other 
interests.12 However, Cities expressed a desire to retain instead its 
non-utility businesses and, accordingly, the Commission modified its 
section 11' (b) (]) orner so as to permit Cities to effectuate compliance 
by disposing of all of its utility mterests.13 

Cities Service Power & Light Company was liquidated and dis
solved iIi August 1946, and its portfolio holdings were at that time 
transferred to Cities. Federal Light & Traction Company had also 
substant~aIly completed liquidation proceedings. ' 
, On February 9, 1949, the Commission instituted proceedings with 
respect to Arkansas Natural Gas Corp., the third subholding com
pany, and Cities under section 11 (b) (2) and other sections of the 
act raising issues among others, with respect to the corporate struc
ture of Ar~ansas Natural, distribution of voting power among its 
security holders, and with respect to the orO"anization and history of 
Arkansas Natural and the relation of Cities Service thereto.14 Arkan
sas Natural filed a plan under section 11 (e) on January 26, 1950, 
designed to effectuate compliance with the requirements of section 
11 (b) .15 It provided, among other things, for simplification of the 
company's corporate structure and for the disposition by Arkansas 
Natural Gas, as a partial liquidating dividend, of its stockholdings in 
Arkansas-Louisiana Gas Company. Its other subsidiary, Arkansas 
Fuel Oil Company, will be merged into Arkansas Natural Gas. The 
plan treats the holdings of Cities on the same basis as the holdings of 
the public' security holders in Arkansas Natural Gas. One of the 
issues presently being considered in connection with the fairness of 
the proposal is whether there is any basis for requiring the subordina
tion of the interest of Cities or of any other stockholder to the interests 
of other security holders of Arkansas Natural Gas. A number of 
hearings have been held, but at the close of the fiscal year the record 
had not been completed. " 

Cities consummated the simplification of its capital structure in 
1947, and eliminated three series of preferred and preference stocks 

12 Holding Company Act releases Nos. 4489 and 4551. 
13 Holding Company Act release No. 5350. 
14 Holding Company Act release No. 8842. 
111 Holding Company Act release No. 10372. 
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with accumulated dividend arrears of approximately $50,000,000. 
Since that time it has disposed of its direct interest in the common 
stock of several utilities including Public Service Company of New 
Mexico, Ohio Public Service Company and The Toledo Edison Com
pany, applying the proceeds derived from the sales of these holdings. 
to the reduction of its debenture indebtedness. At the close of the 
fiscal year the Cities system included 59 corporate entities. However, 
of thIS number only seven companies were engaged in utility 
operations. 

Eastern Utilities Associates 
. Eastern Utilities Associates ("EUA") is a Massachusetts voluntary 
association having three direct subsidiary companies, Blackstone Val
ley Gas & Electric Company ("Blackstone"), Brockton Edison Com
pany ("Brockton") and Fall River Electric Light Company ("Fall 
River") and one indirect generating subsidiary company, Montaup 
Electric Company ("Montaup"). During the past fiscal year the 
corporate changes and expansion program of this system were closely 
associated with the major reorganization plan now on file with the 
Commission. . . . 

After extensive proceedings, the Commission issued an order under 
section 11 (b) on April 4, 1950, which provided, in part, that EUA 
shall, within one ycar, terminate its existence and distribute its assets 
to its share.holders.p~rsuant to a fair and equitable plan o~, within one 
year, a'cqUlre a mmmlUm of 90 percent of the outstandmg common 
stock of all of its subsidiary companies and reclassify its common and 
convertible shares into a single class of stock. The order further 
provided, in effect, that in· the event of the adoption of the latter 
alternative, EU A, within the one year {>eriod, would sever its owner
ship or control of the gas utility propertles owned by Blackstone.16 

On May 17, 1950, EUA filed its reorganization plan under section 
11 (e) for the purpose of complying with this order. After public 
hearings, step 1 of the plan was approved by the Commission on 
August 17, 1950.17 EUA borrowed $9,094,000 on short term promis
sory notes and, with the proceeds, acquired from the New England 
Electric system its interest in Fall River consisting of 118,161 shares 
of capital stock. In addition, it acquired 11,721 shares held by the 
public. As a result EVA now holds 98.5 percent of the total voting 
power of Fall River. EUA has also caused to be organized a new 
holding-operating company, named Eastern Edison Company, for the 
purpose of acquiring the properties and assets of EVA, Brockton, Fall 
River and Montaup and holding thwsecurities of Blackstone. 

The subsequent permanent financing of Eastern Edison Company 
will require· the issuance of approximately $44 million of securities. 
The plan contemplates that $28 million will be raised through the 
public sale of bonds, $12,500,000 through the sale of preferred stock, 
and $3,500,000 through bank borrowing. Eastern Edison Com
pany also proposes to acquire the capital stock held by minority stock
holders of it!'; subsidiary companies. Thereafter EVA proposes to 
distribute to its common and convertible shareholders th~ new common 
stock of Eastern Edison. EUA will then transfer its remaining assets 
to Eastern Edison and dissolve. . 

,. Holding Company Act release No. 9784. 
,1 Holding Company Act release No. 10040. 



78 SECURITIES AND EXCHANGE COMMISSION 

Hearings on the amended reorganization plan were reconvened in 
May, 1951. 

Electric ,Bond and Share Company 

.The Electric Bond and Share Company ("Bond and Share") system 
was the largest to register under the act. At the time of its registra
tion in 1938, it controlled 121 domestic subsidiaries including five 
major subholding companies with combined assets of nearly $3,500,-
000,000. These subholding companies were American & Foreign 
Power Company, Inc. ("Foreign Power"), American Gas and Electric 
Company ("American Gas"), American Power & Light Company 
(-"American Power"), Electric Power & Light Corporation ("Electric 
Power") and National Power & Light Corporation ("National 
Po'wer"), Bond and Share luis disposed of its holdings in American 
Gas and National Power. Electric Power has been dissolved. and has 
been succeeded by Middle South Utilities, Inc., which like American 
Gas is expected to remain as a registered holding company.18 Amer
ican Power has been partially liquidated and Bond and Share now 
holds 7.R percent of its new common stock. Proceedings with respect 
to Foreign Power, in which Bond and Share continues to hold a sub
stantial interest, are pending before the Commission and are described 
above under a separate head.ing. ' 

As indicated in the 16th Annual Report, the Commission issued an 
order on June 19, 1950, directing the Bond and· Share pay to holders 
of certificates issued in respect to the $6 preferred stock an amount' of 
$10 per share plus interest of 5.45 percent as compensation for delay 
in: payment and that no further payment should be made to holders of 
certificates issued in respect to the $5 preferred stock. Payments total
ing $100 per share had pre,:iously been made to holders of both chis~es 
of preferred stock. Followmg unsuccessful appeals from the Commu3-
sion's order by the company, Bond and Share paid an aggregate of 
$12.34 per share to, certificate holders in respect to the $6 preferred 
stock, thus completing the final step in the reorganization of the com
pany's capital structure to a one-stock basis.19 

In the past Bond and Share had filed plans with the Commission 
contemplating the divestment of all of its public utility holdings in 
the United States in order that its status might be changed to that of 
an investment company. It has applied for relief, however, from its 
commitment to dispose of the stock of United Gas Corporatioll 
("United"), a large gas utility system, received by it in connection 
with the dissolution of Electric Power. Hearings with respect to this 
request have been concluded and the matter has been submitted to the 
Commission for decision. 

In February 1950, Bond and Share acquired upon the reorganization 
of American Power common stocks of that company's subsidiaries, 
Florida Power & Light Company ("Florida"), Montana Power Com: 
pany ("Montana l

'), Minnesota Power & Light Company ("Minne
sota"), Texas Utilities Company ("Texas") and new common stock of 
American, Power with a commitment to dispose of all of these holdings 
within one year. During the past fiscal year all shares of Texas Util-

,. These companies are discussed in the following section entitled "Progress of Continuing 
Holding Company Systems." 

,. In re Electric Bond and Share 00., 95 F. SuPP. 492 (s. D. N. Y., 1951), cert. denied. 
Electric Bond and Share 00. v. S. E. 0., 341 U. S. 950 (1951). ' . ' 
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ities and Minnesota Power and a portion or'its holdings in Florida and 
Montana have been sold or distributed. At .Tune 30, 1951, Bond and 
Share still held 18,709 shares of Florida and 138,708 shares of Montana 
which it expects to dispose of before the close of 1951. An extension 
of time has been requested in respect to the disposition of its holdings 
of 183,050 shares of American Power.' . ' 

United and its subsidiaries are presently engaged in a construction 
program which will require the expenditure of approximately $170 
million during the years 1951 and 1952. The major item of this pro
gram relates to the construction of more than one thousand miles of 
large diameter pipe line to be built as a grid over the present system 
in order to provide a more balanced withdrawal and distribution of 
gas supply from presently connected and newly developed fields, to 
increase the flexibility of the present system, and to enable United 
to meet increased gas requirements of present customers and new cus
tomers which it proposes to serve. 

On March 23, 1951, the Commission approved a joint application 
of United and its subsidiary, United Gas Pipe Line Company ("Pipe 
Line"), permitting United to undertake temporary short term bank 
borrowing up to $25 million, the proceeds to be used to purchase $25 
million of Pipe Line's first mortgage bonds.20 In May 1951, approval 
was given to certain proposals of United and its two subsidiaries, Pipe 
Line and Union Producing Co. ("Union"), providing for the issu
ance by Pipe Line to United of $48,127,000 of mortgage bonds due 
in 1971, in exchange for United's holdings of similar amount due 1962. 
United also extended to 1971 the due date on $34 million of outstand
ing debentures issued by Union and owned by United.21 

On June 21,1951, a number of major financing transactions designed 
to finance a portion of the proposed construct jon program were 
approved by the Commission.22 It authorized (1) the issuance and 
sale by United, pursuant to a rights offering to its stockholders, of 
1,065,330 shares of new common stock; (2) the issuance and sale by 
United of $50 million principal amount of first mortgage bonds; (3) 
the issuance and sale by Pipe Line to United of $25 million principal 
amount of Pine Line's first mortgage bonds and $45 million of its sink- . 
ing fund debentures; (4) the repayment by' Pipe Line to United from 
the proceeds of the sales of securities of $7 million of unsecured in
debtedness. 

The rights offering to United stockholders was made on June 29, 
and Bond and Share was permitted to acquire its proportionate share 
of the new offering, 287,065 shares, and to exercise Its oversubscrip
tion privilege if available. The offering was heavily oversubscribed. 
The public offering of $50 million of United first mortgage bonds was 
consummated on July 26, 1951. 

On June 28, 1950, Bond and Share and United entered into a con
tract with National Research Corporation ("National Research"), a 
non-affiliated company engaged in industrial research. The contract 
was not to become effective, however, until either approved by the 
Commission or declared not subject to its jurisdiction. Under the 
terms of the contract, which will expire on December 31, 1955, National 
Research will engage in certain research work in an effort to develop 

2. Holding Company Act release No. 10463. 
21 Holding Company Act release No. 10581. 
22 Holding Company Act release No. 10636. 
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new processes or products based on natural gas and .its constituents. 
Such services are to be performed by National Research at cost plus 
certain amounts for overhead, such costs to be shared equally by Bond 
and Share and United. The contract provides that Bond and Share 
and United, between them, are committed to expend in each year on 
work to be done by National Research minimum amounts ranging from 
$150,000 in.1950 to $250,000 in 1955. . 

Bond and Share, while urging approval of the contract on its merits, 
questioned the jurisdiction of the Commission in this matter. The 
Commission found, however, that the venture provided for by the con
tract and the interests of Bond and Share and United therein clearly 
fall within the purview of sections 9 (a) ( 1) and 12 (f) of t4e statute. 
As previously indicated, the retention of United common stock by 
Bolid and Share is before the Commission for determination. In ad
vance of such determination, the Commission approved the proposed 
research program on condition that if Bond and Share is subsequently 
denied relief from its commitment to dispose of the common stock of 
United it will forthwith withdraw from and terminate all interest 
in the research contract.23 . 

On July 11, 1950, Bond and Share entered into an agreement with 
a non-affiliated holding company, The Southern Company ("South
ern"), which provided for the acquisition by Southern and the sale by 
Bond and Share of the latter's holdings of 254,045 shares of the com
mon stock of Birmingham Electric Company ("Birmingham") in 
exchange for 381,067-1/2 shares of the common stock of Southern. 
Southern proposed to merge the electric properties of Birmingham 
with those of its subsidiary, Alabama Power Company and cause 
Birmingham to divest itself of its transportation properties to non
affiliated interests. The proposal would not constitute a complete 
divestment by Bond and Share of Birmingham since it would permit 
Bond and Share to continue with an indirect interest in that company 
through ownership of Southern's common stock. 

On August 24, 1950, the Commission issued an order approving the 
proposed transaction but requiring, among other things, that Bond 
and Share divest itself of any direct or indirect interest in the com
mon stock of Southern within one year from the date of acquisition. 
The order also required the disposition of Birmingham's transport a
tionproperties within one year from the date of the acquisition by 
Southern of the Birmingham stock.24 

In January 1951, Bond and Share's subholding company subsidiary, 
National Power·& Light Company ("National Power") effected the 
divestment of its subsidiary, Lehigh Valley Transit Company, to
gether with its four subsidiary transportation companies. The prop
erties were sold for $810,500 to the Cincinnati, Newport and Covington 
Railway Company,' a non-affiliated enterprise. During subsequent 
months National Power also disposed of its remaining stockholdings 
in Pennsylvania Power & Light Company and reduced its assets to 
a limited amount of cash and cash items. On June 26,1951, the Com
mission issued an order approving a plan by which Bond and Share 
sold its common stock holdings of National Power to Phoenix In
dustries Corporation ("Phoenix").25 This corpor;:ttion is a closely-

.. Holding Company Act release No. 10237. 
24 Holding Company Act release No. 10055 . 
.. Holding Company Act release No. 10640. 
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held corporation formed primarily to engage ~n, or to invest in, other 
companies which engage in commercial activities considered to have 
good prospects for growth, development and expansion. . Its desire 
to acquire a controllmg interest in National Power was related to the 
Jarge number of the latter company's stockholders, its listing on the 
N ew York Stock Exchange and the fact that its assets consisted en
tirely of cash available for investment. It was indicated that Phoenix 
upon acquisition of National Power would cause National Power to 
invest in companies of the same general character as those in which 
Phoenix plans to invest and that neither company will, directly or in
directly, invest in public utility companies. 

In its order approving the sale of stock by Bond and Share the 
Commission modified the dissolution order directed to National Power 
so as to permit the continued existence of that company and indicated 
that, upon consummation of the sale, National Power will have ceased 
to be a holding company pursuant to section 5 (d) of the act. 

General Public Utilities Corporation . 

This company is the top holding company emerging fr~m reorgan
ization of the former Associated Gas and Electric Company system. 
Reference is made to the 15th and 16th Annual Reports which outline 
briefly the steps taken in earlier years to bring about int~gration and 
simplification of this highly complex structure. In 1938 this system 
consisted of 164 companies including 11 subholding companies op
erating in 26 States and in the Philippine Islands. While the present 
holding company system controlled by General Public Utilities Cor-. 
poration ("GPU") represents but a segment of the former Associated 
system, certain problems remain to be resolved before it can be brought 
into complete conformity with the staridards of section 11. 

In May 1951, hearings on the company's section 11 (b) (1) proceed. 
ings were concluded. The Division of Public Utilities of the Commis
sion at that time indicated its view: (1) that the electric, coal mining, 
water, and steam heating properties of Jersey Central Power & Light 
Company, Metropolitan Edison Company, New Jersey Power & L-ight 
Company, and Pennsylvania Electric Company (other than minor 
steam heating properties of the latter company located at Clearfield, 
Pa.) constitute a single integrated electric utility system and reason
ably incidental businesses, and are retain able by GPU; (2) that the 
properties of Northern Pennsylvania Power Company and of its sub
sidiary, The Waverly Electric Light ~ Power Comp~ny, the gas 
properties of Jersey Central Power & LIght Company, and the steam 
heating properties of Pennsylvania Electric Company referred to 
above are not retainable under the.standards of section 11 (b) (1) of 
the act; and (3) that the Commission's order of August 13, 1942, di
recting, among other things, the divestment by GPU of its interest in 
the Philippine subsidiaries should be reinstated forthwith. At the 
same time, GPU indicated that it was not opposed to the prompt 
entry by the Commission of an order embodying the views of the 
division. After the close of the fiscal year the Commission entered 
such an order. 

Construction requirements during the past year have made it neces
sary for the GPU system to undertake the issue and sale of 504,657 
shares of its common stock through a rights offering to its common 
stockholders. This offering was made on June 16, 1951. Gross pro-
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ceeds amounted to approximately $8,365,000.26 These funds, less fees 
and expenses, are bemg employed by GPU for investment in the com
mon stocks of its domestic utility subsidiaries to meet their expansion 
requirements. GPU has also made capital contributions to certain 
subsidiaries from treasury cash. In addition, its domestic subsidiaries 
sold to the public $5,750,000 of mortgage bonds and $2 million of pre
ferred stock. Virtually all of the proceeds derived· from these sales 
have also been applied to meet construction requirements. 

International Hydro-Electric System 

At the time of registration International Hydro-Electric Systein 
("IHES"), a Massachusetts ·voluntary association, owned directly 
Gatineau Power Company ("Gatineau"), a Canadian public utility 
company, and two wholesale electric utilities operating in the United 
States. It also owned the equity in New England Power Association 
which, since its reorgimizatlOn, is known as New England Electric 

. System. IHES is now in process of liquidation and dissolution under 
section 11 (d). of the act. It functions under the authority of Bar
tholemew A. Brickley as trustee, who was appointed by the United 
States District Court for the District of Massachusetts in Novem
ber1944. 
. Earlier steps taken toward the eventual liquidation and dissolution' 
of IHES are described briefly in the 15th and 16th Annual Reports. 
On' April 19, 1949; the Trustee submitted a "Second Plan" of four 
parts to effect the eventual liquidation and dissolution of IHES and 
on July 1, 1949, after approval of the Commission, Part I of the plan 
was consummated.27 This consisted of a partial payment on outstand
ing 6 percent debenture indebtedness in default since 1944, reducing 
the outstanding principal amount of each $1,000 debenture from $700 
to.$600. At the close of the last fiscal year the trustee was also au
thorized to consummate Part II of the plan and retired the company's 
6 percent debentures by repaying the balance of $15,940,800 ($600 per 
debenture) which was then outstanding. The requisite amounts of 
cash were obtained through the exchange or sale of 340,000 common 
shares of Gatineau and through consummat.ion of a bank loan of 
$9,500,000.28 . 

Hearings were resumed in November 1950, on Part III of the Trus
tee's Second Plan in which it is proposed to retire the preferred and 
class A stocks of IHES by issuing in exchange therefor eight trustee 
certificates for each preferred share and one trustee certificate for each 
class A share. Under Part IV of the Trustee's plan, a 60 day take
down privilege would be afforded to the certificate holders, under which 
each certificate holder would be permitted to pay his aliquot share of 
the Trustee's net obligations including the bank debt and receive his 
aliquot share of the portfolio assets. Thereafter, the balance,if any, 
due on the'bank debt would be satisfied by a sale of assets, the expenses 
of administration would be paid, the remainin~ assets would be ratably 
distributed and the holding company would oe dissolved. . 

Hearings on Part III of the Trustee's plan and various counter
proposals were closed on February 20, 1951. At the end of the fiScal 
year the staff filed its recommendations indicating that Part III would 

20 Holding Company Act release No. 10622. 
2't Holding Company Act release No. 9120. 
28 Holding Company Act releases Nos. 9535 and 9917. 
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be fair and equitable if amended to provide seven trustee certificates 
in exchange for each preferred share and one trustee certificate for 
each class A share. It was recommended that other counter-proposals 
be disapproved. All parties have been given an opportunity to file 
objections to the staff recommendations and at the close of the fiscal 
year the matter had not yet been argued orally before the Commission. 

In a collateral proceedjng, the Trustee applied for authorization to 
make quarterly payments of 87~ cents per share to the preferred stock
holders pending final liquidation. No dividends have been paid on 
the preferred stock since July 15, 1934. This request is pending before 
the Commission. 

Koppers Company, Inc. 
Eastern Gas & Fuel Associates 

Koppers Company, Inc., is a large industrial organization engaged 
in the production, manufacture, and sale of coal tar products, forest 
products, coke and gas, machine shop and foundry products, and in 
the design and construction of various types of coke ovens, chemical 
plants and other structures. It has been a public utility holding 
company by virtue of its stock ownership of Eastern Gas & Fuel 
Associates ("Eastern"). The latter company, which is engaged in a 
large measure in the Eroduction, transportation, sale and conversion 
of coal, is a public utIlity holding ,company because of its ownership 
of the outstanding voting securlties of two gas utility companies 
operating in the Boston area. . 

Both Koppers and Eastern filed applications pursuant to section 3 
of the act for orders exempting them and their subsidiaries from all 
provisions of the act because of the intrastate character of their utility 
operations and on the ground that they were only incidentally public 
utility holding companies. Subsequently, however, Eastern filed a 
notification of registration as a holding company which filing pur
ported in substance to limit the effect thereof to the corporate SImpli
fication provisions of the act and Koppers filed a notification of regis
tration purporting to limit its effect to the geographic integratIOn 
provisions of the act. ' 

In proceedings subsequentlY instituted under section 11 (b) (1) of 
the act, the Commission, in June 1945, ordered Koppers 'With its con
sent to sever its relationship with Eastern and its subsidiaries by 
disposing of its security holdings of those companies.29 

In May 1945 the Commission also instituted proceedings under 
section 11 (b) (2) against Eastern and these proceedings were con
solidated with those involving a plan filed by that company in the 
same year.30 The plan as origmally filed, provided for the retirement 
of Eastern's outstandinJ5 6 percent cumulative preferred stock and 
common stock through the issuance of a new common stock, 85 percent 
of which was to be allocated to the preferred holders and 15 -'percent 
to the comUlon stockholders. At the close of the hearings in January 
1947, the allocation was amended to provide 79.01 percent for the 
preferred holders and 20.99 percent to the common stockholders. The, 
record was closed in March 1947, but because of changed circum
stances the hearings were reconvened in 1948 for the purpose of 
adducing additional evidence.51 On December 31, 1948, arrearages on 

.. Holding Company Act release No. 5888 . 
•• Holding Company Act releases Nos. 5827 and 5877. 
81 Holding Company Act release No. 8096. 
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the pl~eferred stock amounted to $35.50 per share, aggregating 
$13,281,899. 

In January 1949, Eastern again amended its plan by further re
ducing to 73.08 percent the proposed allocation of new common stock 
to the 6 percent preferred stockholders. The proceedings were the 
subject of vigorous disputes by various contending stockholder repre
sentatives. In February 1950, the Commission directed Eastern to 
reclassify the 6 percent preferred stock and common stock into one 
new class of stock and indicated that an 87 percent-13 percent all()
cation plan could be approved.32 Because of the wide fluctuations in 
Eastern's earnings due to changing conditions in the coal business, 
the Commission was confronted with a most difficult task in its evalu
ation of past and fllture prospects of the company necessary to deter
mine the fairness of the allocation. The plan was subsequently 
ainended to meet suggestions of the Commission and was approved in 
March 1950.33 In June the United States District Court for the 
District of Massachusetts entered its order approving the plan which 
was consummated in October 1950. " 
, . As a result of the plan Koppers' holdings of about 78 percent of 
Eastern's common stock and 13 percent of its preferred stock were 
converted into 22 J?ercent of the new common stock. Through subse
quent sales to varIOUS purchasel~s Koppers has reduced its holdings 
to' 4.6 percent and is under order to divest itself of this remaining 
interest. The matter of Eastern's application for exemption from all 
provisions of the act is still pending before the Commission. 

Mission Oil Company 
Southwestern Development Company 

The stock of Southwestern Development Company ("Southwest
ern") is owned 47.28 percent by Mission Oil Company ("Mission"), 
representing virtually the only assets of that company; 51 percent 
by Sinclair Oil Corporation ("Sinclair") and 1.72 percent by minority 
interests. Sinclair also holds about four percent of the stock of Mis
sion. Mission and Southwestern are registered holding companies; 
Sinclair, primarily engaged in the production and refining of petro
leum products, has been granted an exemption from the provisions of 
the act.54 

. 

At the time of its registration in 1936, the Southwestern system 
proper comprised seven wholly owned subsidiaries (four gas util
ities; two small gas transmission companies and one natural gas pro
duction company), which supplied the llatural gas requirements of 
about 50 communities in the Panhandle area of Texas., In addition 
to these operations, Southwestern had substantial interests in other 
important natural gas production and transmission companies. It 
held all of the capital stock of Canadian River Gas Company ("Cana
dian River") and a substantial interest in Colorado Interstate Gas 
Compa.ny ("Colorado"). These two companies are known as the "Den
ver line," constituting in effect a single operating and business unit. 
Southwestern also had at that time an interest in Texoma Natural 
Gas Company and Natural Gas Pipeline Company of America. These 
two companies; sometimes described as the "Chicago line," constitute 

'"' Holding Company Act release No. 9633. 
sa Holding Company Act release No. 9725 . 
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'a natural gas transmission system furnishing gas to Chicago and cer-
tain intermediate cities enroute. . 

The Southwestern holdings remained without substantial change 
until 1947 when its interest in the two companies comprising "Chi-
cago line" was sold to a non-affiliated company. . 
.In June 1951, after numerous conferences with the staff, Mission 
and Southwestern filed with the Commission a section 11 (e) plan 
designed to conform its system to the integration and simplification 
requirements of the. statute. In substance the plan provides that (a) 
Mission will be liquidated and Sinclair will divest itself of its stock
holdings in Southwestern, (b) the rights to the natural gasoline in 
the natural gas reserves of Canadian River, "in 'place", will be trans
ferred to a new company, the stock of which will be issued to .south
western and distributed by it to its stockholders, (c) the two com
panies, Colorado and Canadian River, constituting the "Denver line," 
will be merged, (d) Southwestern will also distribute its holdings of 
stock in the merged Colorado-Canadian River Company to its stock
holders and (e) for purposes of facilitating these proposed distribu
tions, Southwestern and Colorado will 'reclassify .their outstanding 
common stocks. The Commission has instituted cross-proceedings 
under sections 11 (b) (1) and 11 (b) (2) and hearings upon the con
solidated matters were initiated early in August 1951.35 

If this plan is successfully consummated Southwestern will remain 
with its wholly owned subsidiaries including four gas utilities with 
a field of operations confined generally to the north Texas area. The 
stock of Southwestern will be publicly held. 

'New England Public Service Company 

New England' Public Service Company ("NEPSCO"), at the 
. time of its registration" had five major operating subsidIaries of 
which two operated in Maine, one in New Hampshire and two in 
New Hampshire and Vermont. It also owned through an industrial 

.subsidiary, five textile mills, a paper company and a forest products 
manufacturing company. As a result of simplification proceedings 
instituted by the Commission under section 11 (b) (2), the company 
was directed in 1941 to reorganize on a one stock basis or in the alter
native to liquidate and dissolve. The management of NEPSUO elected 
to liquidate and subsequent steps have been taken toward this end. 

On June 19, 1950, the Commission reached its decision as to the 
amounts to be paid on the certificates of contingent interest issued in 
connection with the retirement of NEPSCO's Prior Lien Preferred 
Stock and it ordered that the $7 Series receive an additional payment 
of $12.25 per share and the $6 Series $2.25 per share, together with 
compensation for delay in payment at ~he rate of 5.5 ~er~ent 1?er 
annum from October 10, 1947.36 The findmgs of the CommIsslOn:wlth 
respect to these amounts were subsequently approved and enforced by 
the United States District Court for the District of Maine in Novem
ber 1950. These Hums represented the final payments in connection 
with retirement of the Prior Lien Preferred Stock. ' 

Subsequently; the Commission and the court approved an amend
ment to the section 11 (e) plan of NEPSCO which provided for the 
reduction of its outstanding bank loan by the use of proceeds derived' 

•• Holding Company Act release No. 10668. 
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from the saie of 260,000 shares of common stock of Central Maine' 
Power Company, renewal of the unpaid balance, and a :program for 
full payment by October 11, 1952. The changes also mcluded re
moval of restrictions on the payment of dividends on NEPSCO pre
ferred stock and an accounting quasi-reorganization.37 Proceeds de
rived by NEPSCO from the sale of Central Maine Power Company 
common stock permitted a reduction in its bank loan of approxi
mately $4 million. The company also applied $2,132,000 returned to 
it. from funds deposited in escrow for payment o£.amounts found due 
on the preferred stock certificates of contingent interest. These pay
ments, together with funds generated from current earnings, have 
brought the outstanding amount of the loan down to $1,310,000 at 
June 30, 1951. . 

In June 1951, NEPSCO filed a new plan providing for the distri~ 
bution of its remaining assets to the holders of its junior preferred 
and common stocks and for its liquidation and dissolution.· This 
plan is intended to effectuate complete compliance with the Commis
sion's order of May 2, 1941. Superimposed on NEPSCO is North
ern New England, a volmitary association, which owns approxi
mately- one-thIrd of NEPSCO's common stock. Northern New Eng
land IS under Commission order to liquidate and dissolve, but it is 
awaiting consummation of a final plan by NEPSCO in which the par
ticipation to be accorded to the common stock of the latter company 
will be determined, before it can take the required steps to complete 
liquidation. 

Pennsylvania Gas & Electric Corporation 

Pennsylvania Gas & Electric Corporation ("Penn Corp"), which 
filed its registration statement with the Commission in November 
1936, had at that time 19 subsidiary companies. Its utility opera
tions were conducted in sections of New York, Pennsylvania, Massa
chusetts, Rhode Island and Virginia. The system included 15 gas 
utility companies, three wholesale ~as companies and one service com
pany. Three of the utility subsidiaries, North Penn Gas Company 
("North Penn"), Pennsylvania Gas & Electric Company, name later 
changed to York County Gas Company ("York County"), and Sau
gerties .Gas Light Company ("Saugerties") were also subholding 
compames. 

In January 1942, the Commission instituted a proceeding under 
section 11 (b) (2) with respect to York County and Penn Corp.S8 
Thereafter, two subsidiaries were merged into York County and a re
capitalization plan of that company was approved by the Commis
sion in December 1944 providing for corporate simplification and a 
program of debt reduction.39 The plan was consummated during 
1945 after approval by the United States District Court for the Middle 
District of Pennsylv!!-nia. Two of Penn Corp's Virginia subsidiaries 
were combined in 1944 and, in July 1946, this company was divested 
by Penn Corp.40 '. 

In September 1948, the Commission issued an order pursuant to 
sections 11 (b) (1) and 11 (b) (2) directing Penn Corp to sever its 
relations with its subsidiaries, Newport Gas Light Company, York 
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County and North Shore Gas Company, and to change its prefer:red 
and common stock to a single class of stock.41 . 

Penn Corp disposed of its interest in North Shore shortly thereafter 
and, in 1949 and 1950, sold its holdings of York County and Newport. 
Its investment in another subsidiary, New Penn Development Corpo
ration, was also sold during 1950. Subsidiaries in New York were 
merged into Crystal City Gas Company. An order of the Commis
sion, dated December 22, 1949, approved this merger and also di
rected that Penn Corp liquidate anddissolve.42 As a result of suc
cessive divestments and the merger, Penn Corp's holding company 
system was reduced to four gas companies operating in Pennsylvania, 
one company, Crystal City, operating in New York, and a mutual 
service company. The Pennsylvania companies were merged, as of 
December 31, 1950, into a single company, North Penn, with Crystal 
City as its sole subsidiary. . 

In the latter part of 1950, Penn Corp. sought the approval of this 
Commission with respect to a proposed sale of the capital stock of 
Crystal City to certain non-affiliated interests. After hearings thereon 
the Commission found that there had not been a maintenance of com
petitive conditions in the negotiations for such sale and disapproved 
the proposed transaction.43 . 

The final portion of Penn Corp's section 11 plan contemplates the 
liquidation and dissolution of that company and distribution of capi
tal stock of N ortll Penn pursuant to a proposed allocation to holders 
of Penn Corp preferred and Class A common stock. A cash pay
ment of $0.10 per share is proposed for holders of the Class B com
mon. Hearings on this proposal were concluded in July 1951. 

Standard Power & Light Corporation 
Standard Gas & Electric Company 

The Standard holding company system ;eresented, at the time of its 
registration, an extreme example of the eVIls of corporate pyramiding 
and scatteration of properties. In 1936, it consisted of 105 active com
panies operatins- in 20 states and in Mexico, including the two top 
holding compal1les, Standard Power & Light Corporation ("Standard 
Power") and its subsidiary, Standard Gas & Electric Company 
("Standard Gas"). By June 30, 1951, the system had been reduced 
to 15 companies and further contraction is in prospect. .. 

As reported in .the 16th Annual ~eport, Standard Gas, in 1949, 
filed an amended plan for the simplification of the corporate structure 
of the systeni of its holding company subsidiary, Philadelphia Com
pany ("Philadelphia"). Several provisions of the plan have already 
~een carri~d out i!lcluding the reorganization ~f the !fas .properties 
III the Phlladelpllla system under the o\VnerShlp of ~Ultable Gas 
Company ("Equitable"), the sale of Equitable common stock and $11 
million of debentures of Equitable held by Philadelphia, the retire
ment of Philadelphia's outstanding funded debt, amountinO' to ap
proximately $36 million and the redemption of Philadelphia's $6 
Preference stock, aggregating $10 million in par value.44 Pursuant to 
an amendment to the plan submitted on July 11, 1950, Duquesne 
Light Company ("Duquesne"), a subsidiary of Philadelphia, issued 
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$19,500,000 of bonds and preferred stock to the public the proceeds of 
which were used to finance its construction program and to repay out
standing bank loans.' The Duquesne five percent preferred stock, 
aggregating $27,500,000, ,vas refunded by the issuance to Philadelphia 
of a i1ew series of four percent preferred stock in consideration of 
$27,200,000 in cash and the transfer to Duquesne of all of the stock of 
Philadelphia's direct subsidiary, Cheswick and !farmer Railroad 
Company.45 

The amended plan as it now stands proposes that the Duquesne four 
percent preferred stock be used by Philadelphia in an exchange pro
gram to retire its own six percent preferred stock and the six percent 
preferred of Consolidated Gas Company of the City of Pittsburgh, 
an inactive subsidiary of Philadelphia, on which Philadelphia has 
guaranteed certain dividends. The proposed bases of exchange are: 
one share of Duquesne's four percent preferred stock together with 
$3.50 in cash, for each share of Philadelphia's six percent preferred 
and 0.85 of one share of Duquesne's'four percent preferred for each 
share of Consolidated Gas preferred. The plan also provides that 
Philadelphia five percent preferred stock shall be retired by the pay
ment of $11 in cash for each share and that its $5 preference stock 
be retired in a manner not yet specified. Aggregate par values of 
these various preferred stock issues is approximately $31,700,000. 

Hearings before the Commission relating to the retirement of the 
six percent and five percent preferred stocks of Philadelphia and the 
preferred stock of Consolidated Gas were completed in April 1951 and 
the matter is now awaiting the decision of the Commission. 

During the fiscal year, both Standard Gas and its parent Standard 
Power, were permitted by the Commission to withdraw their 1943 
and 1944 section 11 (e) plans, which had been previously approved 
but never consummated. The Standard Gas plan which had pro
vided for its recapitalization "msallowed to be withdrawn because of 
changes in conditions occnrring during the course of litigation. The 
Standard Power plan was allowed to be withdrawn because its pro
visions were linked to the conSllmmation of the Standard Gas 
recapitalization.46 ' 

In February 1951, Standard Gas filed a new section 11 (e) plan with 
the Commission. The plan includes four steps. ' Step I would effect 
the retirement of Standard's $7 and $6 Prior Preferred stock; Step 
II is intended to effectuate the li'luidation and dissolution of Standard 
Gas arid the delivery to the holders of its $4 cumulative preferred stock 
and common stock, shares of Philadelphia Company common stock; 
Step III will eliminate the minor subsidiaries of Philadelphia and, 
if feasible,' Pittsburgh Railways Company; and Step IV proposes 
either the dissolution of Philadelphia and the distribution to its 
common stockholders of its holdings of Duquesne or, if Pittsbur~h 
Railways is not disposed of as part of Step III, the disposition by 
Philadelphia of most of its holdings in 'Duquesne and its continuance 
primarily as a holding company for Pittsburgh Railways until dis
position of that company is accomplished. Hearings are currentJy 
being held on Step I of the plan. " , 

Pursuant to Step III of the plan, the Commission, on J~ly 3, 1951, 
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approved a j~int application by Philadelphia and Equitable Real 
Estate, a non-utility subsidiary, which provided for the transfer of 
all of Equitable's assets.to Philadelphia and dissolution of the sub
sidiary.47 In a prior decision the Commission also approved the dis
solution of Equitable Sales Company, another subsidiary of Phila
delphia. That step was effected in December 1950.48 
. In December 1950, Standard Gas finally liquidated its investments 
in Market Street Railway Company ("Market Street") after step one 
of a modified plan of liquidation and dissolution of Market Street 
had been approved by the Commission and the United States District 
Court for the Northern District of California.49 Pursuant to that 
plan Market Street paid Standard Gas $512,500 in cash in settlement 
of its open account indebtedness amounting to $707,189 plus a sub
stantial amount of accrued interest, and it executed a full and complete 
release of all claims which it held against Standard Gas and Standard 
Power and any of their subsidiaries. The Standard Gas holdings of 
junior preferred and common stocks of Market Street were declared 
worthless since there were not sufficient assets to satisfy the claims 
of the senior preferred stock. 

Standard Gas completed its divestment of Louisville Gas and Elec
tric Company in October 1950 by disposing of its remaining holdings 
of 137,857 shares of common stock for $4,331,329.50 

The United Corporation 

The United Corporation ("United") registered as a holding com
pany in March 1938, at which time its portfolio was comprised prin
cipally of the common stocks of four holding company subsidiaries. 
These subsidiaries, together with the percentage of voting control held 
by United, were as follows: The United Gas Improvement Company, 
26.2 percent; Public Service Corporation of New Jersey, 13.9 percent; 
Niagara Hudson Power Corporation ("Niagara Hudson") , 23.4 per
cent; and Columbia Gas &; Electric Corporation (now the Columbia' 
Gas System, Inc.), 19.0 percent. United also had other substantial 
interests, principally in utility holding and operating companies.' 

In 1941, United filed a plan pursuant to section 11 (e) for divest
ment of control of its statutory subsidiaries whei:eby United would 
not vote the securities of any of its statutory subsidiaries or have any 
interlocking officers or directors and would proceed when advantageous 
to it, to reduce its holdings in each of its statutory subsidiaries to Jess 
than 10 percent of the outstanding voting securities of such subsidi
aries. Proceedings on that plan were consolidated with proceedings 
instituted by the Commission under sections 11 (b) (1) and 11 (b) (2). 
After the development of an extensive record, the Commission found 
that the plan was not appropriate nor fair and equitable and could noi 
be approved.51 While. it found that dissolution of United would be 
appropriate it noted the management's·expressed desire to change the 
nature of United's business to that of an investment company. Under 
the circumstances, the issuance of a dissolution order was withheld 
but the Commission directed that United correct the inequitable dis-
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tribution of voting power by recapitalizing with a single class of stock 
and cease to be a holding company. . 

Shortly before the entry of the Commission's order in 1943 and 
subsequent thereto, various subsidiary as well as non subsidiary hold
ing companies of United underwen't extensive reorganizations under 
section 11. A large number of indirect subsidiaries of United have 
been divested and United has effectuated the retirement of all of its 
outstanding preference stock largely through the exchange of securi~ 
ties of reorganized subsidiaries. Substantial blocks of portfolio 
securities have also beert disposed of through market sales. 

In October 1949, the Commission approved a plan' filed by United 
by which it substantially reduced its investment in Niagara Hudson 
through the distribution of a special dividend of Niagara Hudson 
stock to its own shareholders.52 Approval of that plan was condi
tioned by the Commission upon a prompt filing by United of a com
prehensive and detailed program under section 11 (e). Pllrsuant to 
this requirement United submitted a new proposal in November 19.49 
and after successsive modifications, the Commission on June 26, 1951, 
issued its final order approving the plan as amended.53 It provided 
that holders of less than 100 shares of United common stock may 
surrender their shares for cash in the amount equal to the average net 
asset value of such stock based on the average of the closing market 
prices of United's portfolio during the term of the offer. Holders 
of 100 or more shares of United common stock were offered the oppor
tunity during the same period to exchange their stock for an amount 
of Niagara Mohawk Power Corporation ("Niagara Mohawk") com
mon stock having an average market value equal to 97 percent of the 
average net asset value of the United stock surrendered. Such average 
net asset yalue was also based on the closing market prices of United's 
portfolio securities during the period of the exchange offer. Up to 
700,000 shares of common stock of Niagara Mohawk were offered for 

. exchange by United under this plan. United also proposes to sell its 
entire interest in its common stock in South Jersey Gas Company and 
to reduce its remaining holdings of voting securities of public utility 
companies to an amount not to exceed 4.9 percent of the o\ltstanding 
voting stock of such companies. 

Shortly after the close of the fiscal year United undertook the 
exchange offer approved by the Commission and 362,616 shares of 
United common stock were exchanged for 69,566.6 shares of Niagara 
Mohawk common stock. In addition, 95,051 shares of United common 
were surrendered for cash at a purchase price of $4.43 per share. 
Approximately 557,130 shares of United were held by holders of less 
than 100 shares and hence were eligible for the cash purchase offer. 
Proceedings to review certain aspects of the plan are pending in the 
Court of Appeals for the District of Columbia. 

Washington Gas and Electric Company 

Washington Ga-s and Electric Company ("Washington") registered 
as a holding company on December 1, 1935, and at that time it was a 
subsidiary of North American Gas and Electric Company. Subse
quently, North American Gas and Electric was liquidated pursuant 
to a section 11 (e) plan which was approved by the Commission in 
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1943 and enforced in the United States District Court for the District 
of Delaware.54 Washington had filed a petition in bankruptcy in 
the United States District Court for the Southern District of New 
York on September 29, 1941, and, pursuant to order of the District 
Court for the District of Delaware, the common stock of Washington 
was turned over to its trustee to be held by him subject to order of 
the District Court for the Southern District since the common stock 
had been found to be valueless by the Commission and the District 
'Court of Delaware. 

At the time of the filing of it~ petition in bankruptcy, Washington 
had three subsidiaries, Oregon Gas and Electric Company, Soutliern 
Utah Power Company and Dominion Electric Power, Limited. 
Washington was also engaged directly in the electric and gas utility 
business in the State of Washington. The principal electric prop
erties of Washington had been taken by Public Utility Districts III 
condemnation proceedings in November 1940 and, in the course of 
reorganization, the remainder of its electric properties were taken 
in similar proceedings in 1942. Subsequently, the trustee of Wash
ington sold the· assets of Oregon Gas and Electric and additional 
assets of Washington, including its interest in Dominion Electric. 

During the proceedings, Washington paid its First Mortgage Bonds 
in full and caused Southern Utah to refund its debt and to recapitalize 
on the basis of one class of common stock. As a result Washington 
received new common stock of Southern Utah in exchange for its 
former holdings of three classes of that company's stock. On J an
uary 24, 1949, the Commission approved a plan submitted under 
section 11 (f) by the trustee of Washington.55 The plan was accepted 
by the bondholders and general credItors of Washington and con
firmed by order of the United States District Court for the Southern 
District of New York on October 5, 1949. It was subsequently directed 
to be consummated by orders of the court dated Apnl 14, 1950, and ' 
July 27, 1950. Pursuant to the plan, ·Washington has divested itself 
of its interest in Southern Utah, and retains only its gas utility opera
tions. The common stock of Washington is being distributed to the 
holders of Washington'S First Lien and General Mortgage Bonds 
and to its general creditors. No participation was accorded to its 
preferred or common stockholders. 

On May 29, 1951, the Commission issued an order pursuant to section 
5 (d) declaring that Washington had ceased to be a holding company 
and cancelling the effectiveness of its registration subject to a condi
tion reserving jurisdiction over the terms, provisions and amo.unt of 
all debt securities which may be issued in connection with the plan 
of reorganization.56 The order also provided that such jurisdiction 
would be deemed to have been released upon the filing with the Com
mission of due proof that Washington had obtained approximately 
$150,000 through the issuance and sale of additional common stock. 
A statement filed on June 28, 1951, by counsel for Washington indicates 
that this stock offering has since been successfully consummated. 

Wisconsin Electric Power Company 

Wisconsin Electric Power Company ("Wisconsin") is an operating-
holding company controlling a utilIty system serving electricity in 
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Wisconsin and Michigan and natural gas in 'Wisconsin. Steam heat
ing service is provided in Milwaukee and Waukesha, Wisconsin. The 
company also has a transportation subsidiary operating transit facili-

, ties in Milwaukee and adjoining suburbs. 
. On August 15, 1.950, the Commission issued an order pursuant to 
section 11 (b) (1) instituting proceedings to determine what properties 
may, be retained in Wisconsin's electric holding company system. 
Hearings are presently in progress on these matters. The company 
recently offered its transportation . properties for sale to the City of 
Milwaukee. In the event these properties are sold the major remain
ing problem will concern the retainability by Wisconsin of its natural 
gas utility business. Representatives of the City of Milwaukee and 
of the WIsconsin Public Service Commission are participating in the 
proceedings before the Commission. 

PROGRESS OF CONTINUING BOLDING COMPANY SYSTEMS . , 
The utility holding company groups expected to continue under the 

jurisdiction of the Commission as completely integrated, regional 
systems consist in general of three major types. 'The first is the electric 
holding company system, which usually consists of one holding com
pany above a number of interconnected electric operating companies. 
In this category ar:e included such systems as American Gas and 
Electric Company, Central and South West Corporation, The Southern 
Company,' and Middle South Utilities, Inc. A significant character
istic of this type of system is the efficient use of large-scale, centralized 
generation coupled with economical long-distance transmission of 
energy.. " 

. The second type is the natural gas holding compariy system, which 
frequently controls gas-transmission as well as gas-distribution prop
erties. Systems of this class include the Columbia Gas System, Inc., 
American Natural Gas Oompany, and Consolidated Natural Gas 
Company. The third type is the operating-holding company system. 
In these instances the holding company derives a substantial propor
tion of its income from its own utility operations but also retains one 
or more subsidiary operating companies. Examples of this type 
include the Delaware Power & Light Company, Ohio Edison Company, 
and Interstate Power Company. 

In order to achieve the degree of integration contemplated in section 
11 and to justify their continuing existence, these holding companies 
mu'st do more than simply establish physical interconnections among 
their subsidiary companies. There must be a realization of important 
economic and engineering benefits obtainable only by the' knitting 
together of a compact group of operating properties having basic 
functional relationships with one another. In addition, the parent' 
holding companies must be in a position to furnish sound and con
structive assistance to their operating subsidiaries. in the financing 
of expansion programs. The strength of each system rests heavily 
upon the underlying financial stability of its subsidiaries. 

The following summaries provide a review of the more important 
actions taken by the Commission during the past fiscal year in respect 
to operations of a number of the continuing systems. It should be 
noted that several of these systems are still faced with residual prob
lems under section 11 (b) (1) and 11 (b) (2) of the act, and during 



SEVENTEENTH A~AL REPORT 93 

the past year they have made several property dispositions intended 
to eliminate some of their nonretainable holdings. In a limited number 
of cases, registered holding companies may eventually be able to 
qualify for exemption from the act pursuant to the provisions of 
section 3 (a). ' 

Certain of the holding companies described in the preceding section 
may also remain as parts of continuing systems upon resolution of 
their existing section 11 problems. 

American Gas and Electric Company 

American Gas and Electric Company ("American Gas") is the 
largest of the continuing regional holding company systems with con
solidated assets in excess of $678,000,000. Its operations, almost 
wholly electric, extend over a seven state area from Kentucky to 
Michigan. 

In December 1950, the Con~mission permitted American Gas to 
undertake an exchange offer designed to acquire all of the outstanding 
common stock (162,030 shares) of Central Ohio Light & Power Com
pany ("Central Ohio") in exchange for American Gas common stock 
on the basis of 0.72 of a share of American Gas common stock for each 
share of Central Ohio common stock.57 Central Ohio, an independent 

, electric operating utility, had service areas in two sections of Ohio 
about 100 miles apart and not interconnected. Under the plan out
lined by American Gas, expenditures of almost $1,500,000 were pro
posed in order to interconnect the facilities and coordinate the opera
tions,of Central Ohio with The Ohio Power Company, an operating 
subsidiary of American Gas. The exchange proposal proved highly 
successful and American Gas reported that as of March 12, 1$151, it had 
acquired 98 percent of the outstanding common stock of Central Ohio. 

American Gas, with Commission approval, has also eliminated one 
subsidiary from its system, Union City Electric Company ("Union 
City"). Since the power requirements of Union City were furnished 
entirely by The Ohio Power Company, Union City no longer served a 
useful purpose in the system as a separate corporate entity. Its prop
erty therefore was transferred to Ohio Power and the company was 
dissolved. 

The American Gas system serves a territory which, within the last 
two years, has experienced a tremendous expansion in the tempo and 
scope of defense production. The system has therefore been carrying 
on an extensive construction program to meet the additional demands 
for service and to replace existing properties with more efficient facil
ities. Its construction program will require experiditures during the 
years 1951 through 1953 of approximately $288 million. During the 
past fiscal year the Commission has approved system financings aggre
gating in excess of $68 million. This was accomplislwd by advances 
to subsidiaries, bank loans and mortgage debt and common stock offer
ings. Among these was a successful rights offering made by American 
Gas to its stockholders of 339,674 shares of cominon stock without the 
aid of underwriting or dealer soIici~atiori. A su~stanti~l portion of 
the net proceeds of $17,619,000 derIved from thIS offermg has been 
reinvested in the equities of the subsidiary operating companies.58 
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American Natural Gas Company 

American Natural Gas Company ("American") and its subsidiaries 
now constitute an integrated gas transmission and distribution sys
tem bringing natural gas from the Hugoton field in Texas to areas in 
the States of Michigan and Wisconsin.59 The development of the 
American system was effected by the parent company's divestment of 
certain non-retainable holdings and the application of cash proceeds 
derived from these sales to investment in a newly organized gas trans
mission pipe line, the Michigan-Wisconsin Pipe Line Company. The 
latter ,enterprise serves to link the gas utility subsidiaries of American 
with a source of fuel some eight hundred miles to the south. . 

The past four years have witnessed the rapid growth of the Michi
gan-Wisconsin Pipe Line Company as a major long distance trans
mission system. The first and second phases of the project have been 
substantially completed and now permIt an annual gas delivery capac
ity oi-no billion cubic feet, the maximum presently authorized by the 
Federal Power Commission. Capitalization of the pipe line company 
includes $66 million of bonds, $25 million of common stock owned by 
American and $20 million of bank loans due July 1, 1952. . 

On April 5, 1951, Michigan Consolidated Gas Company, one Of the 
principal gas utility subsidiaries of American, acquired the assets of 
its· wholly owned subsidiary, Austin Field Pipe Line Company, in 
exchange for the cancellation of $7,295,039 of advances, the surrender 
of all of the outstanding stock and the assumption of all liabilities of 
the Austin company.so . 

In order to meet a continually increasing demand for fuel the Amer
ican system has undertaken a substantial amount of new financing 
during the past year. At June 1951 total system construction 'require
ments were estimat.ed at approximately $45 million. In November 
1950, Milwaukee Gas LIght Company, another subsidiary, issued ana 
sold at competitive biddinO' $27 million of mortgage bonds and $6 
million of sinking fund dclJentures to the public and $3 million of 
common stock 61 to its parent, American. In early July 1951, Michi
gan Consolidated Gas Company sold publicly $15 million of· bonds 
at competitive bidding and to its parent, American, $5 million of com
mon stock, which, it was estimated, would meet its requirements 
through 1951. 

In order to preserve a balanced capital structure within the system 
it has been necessary for the parent holding company, American, to 
make several offerings ·of its own common stock from time to time. 
In August 1950; it Issued and sold, pursuant to a rights offering, 
304,406 additional common shares. In June 1951, another rights of
fering to its common stockholders resulted in the sale of 334,935 
shares of common stock.62 

' Aggregate proceeds of the two offerings 
were $15,900,000. 

The Columbia Gas System, Inc. 

The Columbia Gas System, Inc. ("Columbia Gas") is the parent 
holding company in an integrated natural gas utility system provid
ing service in seven states. Its properties embrace both distribution 

50 The status of one non-utility subsidiary. Milwaukee Solvay Coke Company. remains to 
be determlned_ ' 
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and transmission facilities. To meet a continuously increasing de
mand for natural gas as a house-heating fuel and for new defense re
quirements, construction' expenditures totaling over $37 million were 
made by the system in 1950, and projected expenditures for 1951 in
volve an additional amount of $68 million. The completion of this 
program is dependent, however, upon the availability of certain criti7 
cal materials. Cash requirements for these undertakings have been 
met,in part, through the sale at competitive bidding by Columbia Gas 
of$90 million principal amount of debentures in July 1950. Although 
a portion of this offering was used to retire $58 million of debentures 
outstanding, the balance was made available for construction needs. 

The indenture under which these debentures were issued permits the 
c?mpany to iss~e debt.to ~he extent of 60 .pe~ce;nt of its total capitali~a
bon. ColumbIa Gas mdICated that, whIle It IS presently of the opm
ion that a debt ratio of not more than 50 percent is desirable, it felt 
that a substantial amount of additional borrowing capacity might be 
necessary in periods of heavy, construction which would teml?orarily 
bring the debt ratio above this level. The Commission recogmzed the 
desirability of such flexibility and permitted the declaration covering 
issuance of the debentures to become effective. It indicated, however, 
that it considered 50 percent to be the desirable proportion of debt for 
the system and noted that its approval was not to be construed as an 
indication that the issuance of debt to the full limit permitted by the 
indenture would be approved under all circumstances.63 . 

Cash derived by Columbia Gas from its sale of securities has been 
reinvested in several of its subsidiary operating companies through 
the purchase of instalment promissory notes. The aggregate of such 
investments during the fiscal year 1951 was $25,600,000. Columbia 
Gas has also purchased 122,000 additional shares of the common stock 
of its subsidIary holding company, Atlantic Seaboard Corporation. 
The proceeds of this financing have been applied to meet construction 
requirements.64 

Interstate Power Company 

Interstate Power Company is an operating-holding 'company which, 
together with its two subsidiaries, is engaged principally in the electric 
utility business in Minnesota, Iowa, Wisconsin, Illinois, and South 
Dakota. 

Following a complete financial reorganization of the company i~ 
1948 pursuant to a section 11 (e) plan Interstate's rapidly expanding 
business necessitated the raising of substantial amounts of additional 
capital. The company's financial structure at that time was still far 
from idea 1 and, in the process of meeting its new capital requirements, 
the company and the Commission were faced with the problem of ef
fecting steady improvement in the system's equity ratio so that future 
.financmg could be facilitated on a sound and economical basis. This 
objective has been achieved with marked success. Interstate's com
mon equity has increased from 17 percent of total capitalization and 
surplus at the time of its 1948 reorganization to about 27 percent by 
the middle of 1950. 

To' finance its 1951 construction program Interstate arranged for 
short term bank borrowings in the aggregate amount of $4,500,000 . 
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By order dated February 16,1951, the Commission a1?proved borrow
ings to the extent of $2,500,000, reserving jurisdictIOn over the ,re
maining portion pending consideration by the company of plans to 
effect additional common stock or other equity financing in the near 
future.65 

During the past fiscal year the Commission also approved an Ad
justed Compromise Plan with respect to the distribution of 944,961 
shares of Interstate's new common stock which had previously been 
placed in escrow pending determination as to whether the holdings 
of Ogden Corporation (former parent company of Interstate) should 
be subordinated to those held by the public.66 The plan was directed 
to be enforced by the United States District Court for the District of 
Delaware in its order dated March 16, 1951. Distribution of the es
crowed assets to the holders of Interstate's formerly outstanding 
securities was initiated a month later. 

Middle South Utilities, Inc. 

Middle South Utilities, Inc. ("Middle South") controls a utility 
system serving the three state area embracing Arkansas, Louisiana and 
western Mississippi. The company was organized in May 1949 to ac
quire from Electric Power & Light Corporation the latter's holdings 
in Arkansas Power & Light Company, Louisiana Power & Light Com
pany, Mississippi Power & Light Company and New Orleans Public 
Service, Inc., and a small land company. Middle South is now an 
integrated regional holding company system deriving the major por
tion of its revenues from sales of electricity. Certain of its nonretain
able natural gas and transportation operations, and its interest in the 
land company, have been disposed of during the past fiscal year. 

On September 61 1950, the Commission approved the sale by Ar
kansas Power & LIght Company of its entire gas utility assets, con·· 
sisting of distribution systems in 23 small towns and cities in Ar
kansas.67 These propertIes were sold to the newly formed Midsouth 
Gas Company ("Midsouth") which was organized by a group of in
vestment banking firms. Midsouth agreed to pay Arkansas Power 
in cash an amount equal to the net book cost as of December 31, 1949, 
of the gas properties and also for other assets transferred and con
veyed under the purchase contract. 

On December 20, 1950, the Commission also approved the sale by 
. Arkansas Power & Light Company of its holdings of common stock of 
Capital Transportation Company. The sale was made toa non-affil-
iated transit company for a total consideration of $575,000.68 

. 

. The Middle South system has estimated that its construction ex
penditures for the year 1951 will total approximately $48,450,000, Qf 
which $25,000,000 is to be raised by new financing. In November 1950, 
the Commission approved the sale at competItive bidding of $10 
million of mortgage bonds by Louisiana Power & Light Company, 
and in March 1951 approval was granted for the issuance and. sale 
by the parent holding company of 450,000 shares of its own commoJ1. 
stock at competitive bidding.6a Middle South has employed the pro
ceeds of this offering, together with other available cash, to purchase 

., Holding Company Act release No. 10:198 . 
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$8 million of . additional common stock of Arkansas Power & Light 
Company. 

New England Electric System . 

New England Electric System ("NEES") and its subi?idiary com-
. panies constitute the largest utility orgalllzation in New England. 

The system's total revenues from operations for the year 1950 
amounted .to approximately $107 million, 82 percent of which was 
derived from the sale of electricity, 10 percent 'from gas and 8 per
cent from transit operations. The system has 35 subsidiary com
panies of which 21 furnish electricity, at retail, in Massachusetts and 
Rhode Island. Two generating companies and a transmission com
pany operating in New Hampshire and Vermont supply electricity 
on a wholesale basis. 

During the past fiscal year, Narragansett Electric Company, a sub
sidiary operatmg company, acquired the property of its own subsidi
ary, Rhode Island Power Transmission Company, which was subse
quently dissolved. In October 1950, NE"ES sold its interest in Fall 
River Electric Light Company to Eastern Utilities Associates, a non
affiliated holding company, for $7,608,000. In March 1951, NE'ES 
also disposed of its investment in the United Electric Railways Com
pany which operates in the Providence, Rhode Island, area . 
. NEES has made considerable progress during the year with respect 

to its plan for the consolidation of certain electric properties into 
larger operating companies. This plan is closely associated with the 
separation and di~posal of the system's gas properties. The merger 
of the electric properties of eight subsidiary companies located in the 
central part of Massachusetts into one electric company was consum
mated in February 1951 and, at the same time, the gas properties of 
certain combination gas and electric companies in this area were 
separated and regrouped into four gas companies. On July 14, 1951, 
NEES invited proposals for the purchase of all or part of the system's 
gas properties. 

After many modifications, the reorganization pla,n of Green Moun
tain Power Corporation ("Green Mountain"), a subsidiary of NEES, 
was approved by the Commission and ordered enforced by the United 
States District Court for the District of Vermont at the close of the 
fiscal year.70 The plan, among other things, provided for the ex
change of new common stock for the company's then outstanding 
preferred stock, the issuance and sale, for cash, of additional shares 
of n~w common stock and the settlement of possible intra-system 
claims. Since NEE'S was allowed no participation in the reorganized 
company, Green Mountain is now an independent operatin(7 utility. 

·It is estimated that construction expenditures for the NEE'S system 
for the years 1949 to 1952 inclusive will total $122 million. In addi
tion cash demands to meet sinking fund requirements and short term 
debt maturities require an additional $29 million. Of direct concern 
to the Commission has been the system's temporary and permanent 
financing program for this construction. 

To provide temporary financing for the construction program, 
system companies from time to time have borrowed from commercial 
banks with indications that they expect to do' permanent bond and 
capital stock financing and use the proceeds to retire the bank debt 

1lI Holding Company Act releases Nos. 10524, 10595 and 10625. 
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and to pay for construction. During the fiscal year, N ew ~ngland 
Power Company ("NEPCO") and Worcester County ElectrIc Com
pany ("Worcester County"), subsidiaries of NEES, each sold $12 
million' principal amount of bonds. l1 Although during the period 
certain subsidiary companies issued capital stock to NEES and used 
the proceeds thereof to retire bank debt, short term promissory notes 
to banks authorized or outstanding as at the end of the period aggre
gated $22 million. Durin~ July 1951, other subsidiaries had pending 
applications for CommissIOn approval of an additional $6,175,000 of 
bank loans. Proceeds to be derived from the contemplated sale by 
NEES of its investments in gas and transportation properties are 
to be reinvested in the equity of its subsidiary companies in order to 
e~ect an improvement in the system's capitalization ratios. 

New England Gas and Electric Association 

New England Gas and Electric Association ("NEGEA") is a Massa
chusetts trust holding the common stocks of 11 utility companies all 
of which, except New: Hampshire Electric Company ("New Hamp, 
shire") and Kittery Electric Light Company ("Kittery"), are engaged 
in the electric or gas utility business in Massachusetts. In February 
1951, NEGEA and New Hampshire filed an application with the 
Commission proposing the issuance by New Hampshire of 15,000 shares 
of preferred stock and 140,000. shares of common stock and the ex
change 'of such stocks for all of its presently outstanding common stock 
which is held by NEGEA. The application further proposed the 
sale by NEGEA of New Hampshire's preferred stock to the public 
and the new common shares of New Hampshire to NEGEA's stock
holders, both at competitive bidding. NEGEA also proposed to donate 
to New Hampshire its holdings of all of the common stock of Kittery 
prior to the issuance and exchange of the new securities. The Com
mission approved the proposed transactions in March 1951, but no 
bids were received for the purchase of the new preferred and common 
stocks of New Hampshire.72 

NEGEA is continuing the extensive construction program com
menced prior to the past fiscal year. Gas plant additions have included 
facilities to utilize natural gas when it becomes available in the New 
England area. Estimated expenditures for the calendar years 1951 
and 1952 aggregate $12,200,000, of which $2,200,000 represents ex
penditures necessitated by the introduction of natural gas. To finance 
this construction program the operating subsidiaries will use general 
corporate funds in the aggregate amount of $8,500,000, borrow $1 mil
lion from banks, and sell 'additional common stock to NEG EA in the 
amount of $2,700,000. The cost of adjusting customer-owned appli
ances for natural gas is to be financed through the issuance by sub
sidiary companies of 10-year unsecured sinking fund notes. 

In June 1951, the. Commission approved the issue' and sale by 
NEGEA of 197,394 additional common shares in the form of a rights 
offering to holders of its common stock.73 The proceeds, amounting 
to $2,566,000, were, used to repay bank loans in the amount of $1 mil
lion and to purchase additional common stocks of subsidiaries 
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NEGEA is planning to raise approximately $3 million through the 
issue and, sale of additional common shares during 1952. 

The cash requirements of NEGEA during the past fiscal year have 
inCluded the purchase of additional shares.of common stock of Algon
quinGas Transmission Company, a natural gas pipeline company to 
be engaged in transporting natural gas to the New England area.74 

NEGEA's interest in this subsidiary will be limited to $3 million or 
37.5 percent of the total initial equity of the company. Participating 
with NEGEA are Eastern Gas and Fuel Associates, Texas Eastern 
Transmission Corporation, and Providence Gas Company. To finance 
the Algonquin purchase NEGEA has negotiated short-term bank loans 
which will be refinanced on a permanent basis as soon as the line is 
iri operation. . 

Northern Natural Gas Co. . 

Northern Natural Gas Company ("Northern") is engaged in the 
purchase, transmission and distribution of natural gas, which is 
carried from fields in Texas, Oklahoma, and Kansas to utility com
panies located principally in Minnesota, Iowa, and Nebraska .. The 
company has one wholly owned gas utility subsidiary, Peoples Natural. 
Gas Company, and is therefore a registered holding company. On 
September 25, 1950; however, Northern filed an application with this 
Commission pursuant to section 3 (a) (3) seeking exemption for itself 
as a holding company and for each subsidiary thereof as such trom 
the provisions of the act. Hearings have been held on this applica
tion and the Division of Public Utilities has recommended denial of 
the application. The Commission has heard oral argument of the 
question and has taken the matter under advisement. 

Since the end of World War II, increased demands on this system 
have necessitated large increases in its pipe line capacity, which at 
the end of 1950 stood at approximately 600,000 mcf a day. Addi
tionalconstruction planned 'and undertaken for the year 1951 contem
plates a further additio,n of 225,000 mef of daily capacity. The 
Commission has constantly urged that the financing of this construc
tion be designed with a view to preserving as far as possible the sub
stantial equity ' ratio which has been a characteristic of the system for 
many years. 'During the past two years-the company has sold an 
aggregate of 810,000 shares of common stock by means of rights offer
ings with gross proceeds of $21,578,750/5 and has also sold $40 mil
lion of 2% percent serial debentures.76 . The company estimates that 
its 1951 construction program, will cost approximately $60 million 
and contemplates financing these expenditures on a long-term basis 
through the sale of $51 million of securities to the public. Tempo
rary financing through $30 million of bank loans was permitted by 
the C0mniission on April 26, 1951.77 

Northern States Power Company 

Northern States Power C'ompany '("Northern States") is a hold
ing-operating com:pany engaged, either directly or through subsid
iaries, in the electrIC and gas utility business in the states of Minne-
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sot a; 'Wisconsin, North Dakota and South Dakota. Although the 
system is expected to achieve ultimate compliance with the standards 
of section 11 (b), it is faced with some residual problems. . . 

In this connection, the Commission in June 1950 authorized the 
sale of all of the physical properties of Interstate Light & Power 
Company (Ill.) a wholly-owned subsidiary of Northern States, to 
Northwestern Illinois Gas & Electric Company, a non-affiliated com
pany, for the base price of $549,900.78 In the same order the Commis
sion also authorized the sale by Interstate Light & Power Company 
(Wisc.), another wholly-owned subsidiary, of that part of its elec
tric properties comprising its Platteville division to Wisconsin Power 
& Light Company, another non-affiliate, for the base price of $560,-
500. These property sales effected the disposition of outlying electric 
properties in northwest Illinois and southern Wisconsin which did 
not constitute a part of the Northern States' principal electric system. 

By order entered October 13, 1950, the Commission authorized the 
sale by Northern States of 175,000 shares of new preferred stock to 
provide a part of the capital required for completion of the system's 
post-war construction program, estimated to aggregate $163,500,000 
to the end of 1951.79 

The company stated that further financing of approximately $25 
million would be required for the completion of the current construc
tion program in connection with which a material amount of common 
stock would be sold contingent upon market conditions. It is ex
pected that Northern States will inaugurate another large scale con
struction schedule, to provide for rapidly growing deman~. 
Ohio Edison Company 

Ohio Edison Company ("Ohio Edison"), formerly a subsidiary of 
The Commonwealth & Southern Corporation, is now an ind~endent 
operating-holding company having one utility subsidiary, Pennsyl
vania Power Company ("Pennsylvania Power"). During the past 
year, the company and its subsidiary have undertaken several financing 
operations to provide funds for construction expenditures for the . 
years 1951 and 1952 estimated to ~gregate $57,800,000 in th~ case of 
Ohio Edison and $14,900,000 for Pennsylvania Power. . . 

Ohio Edison has made two offerings of common stock. The first 
took place in October 1950 when it offered 396,571 shares through a 
rights offering to stockholders. This was .followed in May 1951 by 
an additional rights offering of 436,224 common shares.so The pro
Qeeds derived from these two sales totaled over $23 million which 
materially increased the company's common stock equity. As a result, 
Ohio Edison made a further investment of $1,200,000 in Pennsylvania 
Power by the purchase of 40,000 shares of the latter's common stock, 
all of which is owned by the parent company. In addition, Penn
sylvania Power sold at com.petitive bidding in March 1951, $4 million 
par value of preferred stock.81 Shortly thereafter, Ohio Edison pro
posed the sale of its own preferred stock in the amount of $15 million, 
but because of unfavorable market conditions the offering was post
poned . 
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The Southern Company 
The Southern Company ("Southern Company") is the parent hold

ing company of a system which survives the former Commonwealth & 
Southern group. The integrated system, which it controls, furnishes 
service through four electric utility subsidiaries in Georgia, Alabama, 
Florida and Mississippi. It is second largest of the continuing 
systems. 

On August 24, 1950, the Commission approved the acquisition of 
Birmingham Electric Company ("Birmmgham") through an ex
change of common shares of the Southern Company and preferred 
shares of Alabama Power Company ("Alabama"), a subsidiary of 
the Southern Company, for common and preferred shares of Birming
ham. The CommIssion's order required that the Southern Company 
and Alabama, which became the immediate parent of Birmingham, 
bring about the disposal of all interest in the transportation properties 
of the latter company not later than August 31, 1951.82 The sale of 
these properties was accomplished in June 195I.B3 

During the calendar year 1950, capital expenditures of the South
ern Company system totalled $70 million and present plans call for 
further additions to plant during the period 1951-1953 sufficient to 
effect a 38 percent increase in generating capacity over that installed 
by the end of 1950. In October 1950 the Southern Company sold 
one million shares of its common stock at competitive bidding 84 and 
another sale of the same amount was consummated in April 1951.85 
Total proceeds derived from these offerings aggregated approxi
mately $21,900,000. These funds, together with additional amounts 
of treasury cash, were invested by the parent company in the com
mon stock of its subsidiaries. In addition to this common stock financ
ing, . operating subsidiaries sold bonds and preferred stocks to· the 
public yielding cash procee~s of over $34 millIon. 

Southern Natural Gas· Company 

. Southern Natural Gas·Company ("Southern Natural") operates a 
natural gas:{>ipeline system extending from gas fields in Texas, Lou
isiana and MIssissippi to markets in Mississippi, Alabama and Georgia. 
Two of the company's subsidiaries are engaged in the distribution of 
gas in Mississippi and Alabama. Another subsidiary operates· a 35 
mile gas pipeline in Louisiana. . 

During 1950 Southern Natural commenced the largest program in . 
its history for the expansion and extension of its pipelme system. 
Funds for the major portion of the cost of this construction were 
obtained initially from short-term bank loans in the amount of $20 
million.88 Early in 1951 the Southern Natural sold $17,500,000 of its 
first mortgage bonds due in 1970, and 155,546 shares of additional com
mon stock to yield aggregate proceeds of $22,6?6,250,87 .which ~ere 
used to repay the bank loans. Upon consummatIOn of thIS financmg, 
the ratio of common equity to total capitalization and surplus of the 
system was approximately 44 percent. 

Over the past five years, E?ol,lthern N atural'.s woss plant account 
. has doubled from about $50 mIllIon over $100 mIllIon. 

u 
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Union Electric Company of Missouri 

Union Electric Company of Missouri ("Union Electric") is an oper
ating-holding company serving a sizeable area in the State of Missouri, 
including the City of St. Louis, and through its utility subsidiary, 
Union Electric Power Company, the southwest portion of Illinoit;. 
Union Electric is at present a subsidiary of The North American 
Company, a registered holding company, which, at one time, controlled 
36 utility and 46 non-utility companies and through them operated in 
10 States and the District of Columbia. Union Electric is the sole 
remaining direct utility subsidiary of The North American Company. 

On December 29, 1950, North American Light & Power Company, 
a wholly-owned subsidiary of The North American Company, trans
ferred pursua~t to Commission approval its holdings of all of the 
common stock of its subsidiary, Missouri Power & Light Company, 
to The North American Company, in partial liquidatIOn. Immedi~ 
ately thereafter, The North American Company transferred these 
holdings to Union Electric Company of Missouri, its direct sub
sidiary, in return for 600,000 shares of the latter's common stoCk.88 

Union Electric, as a part of the transaction, agreed to dispose of sev
eral utility properties not capable of integration with its own prop
erties and certain non-utility properties all of which were owned by 
Missouri Power & Light Company. Sales of an electric ~istrib~tion 
system and of some ice manufacturing equipment were consummated 
prior to the close of the fiscal year. . . 

Union Electric and its subsidiaries are engaged in an extensive 
construction program which will require expenditures for the years 
1951 through 1955 of approximately $161 million. The funds re
quired for the fiscal year were derived principally from the sale by 
Union Electric, in April and June 1950, of 700,000 shares of its com-

. mon stock to The North American Company for $10 million and the 
. sale, in December 1950, of $25 million of mortgage bonds to the 
public.89 · . .. .... 

During the past year, Union Electric, together with four other 
utility companies, participated in the formation of a new corporation 
known as Electric Energy, Inc. This represented a significant de
velopment in the utility industry and in the history of administra
tion of the act. The new company was organized to build and own 

. a 500,000 K w generating station at Joppa, Illinois, for the purpose 
of supplying one half of the power requirements of the Paducah, 
Kentucky, plant of the Atomic Energy Commission. The main ques
tion presented to the Commission for determination was whether, 
under the standards of the act, the common stock of Electric Energy, 
Inc., amounting to $3,500,000; might be acquired by the organizers in 
the following proportions: Union Electric, 40 percent; Middle South 
Utilities, Inc., 10 percent; Kentucky Utilities .Company, 10 percent; 
and Illinois Power Company, 20 percent. The first two of these com
panies were registered holding companies and the latter two were 
exempt holding companies. The remaining stock was to be acquired 
by Central Illinois P~blic Service Company, which was not a holding 
company subject to the act. The type of shoJVing required. of the 
applicants to support their proposed acquisitions would· ordinarily 
necessitate extensive proof, consuming considerable time. Due to the 
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importance of this project to the national defense and the expedition 
required in its building, the Commission decided that, since the project 
was not "business as usual", it merited postponement of "regulation 
as usual"; accordingly, it postponed to more normal times the taking 
of evidence which would be required to justify the acquisition of the 
stock and permitted the acquisition on an interim basis.SO 

The proposed financing of this project by means of the sale of not 
more than $100 million of first mortgage bonds to two insurance com
panies and the sale of the $3,500,000 of common stock to the organizers 
also raised a serious question as to the propriety of such a capital 
structure., The Commission expressed the view that the problem 
raised by this unbalance in the capital structure could be resolved 
favorably, in view of the financial commitments of the Atomic Energy 
Commission.which have the effect of guaranteeing repayment of a sub
stantial portion of the indebtedness.91 

The United Gas Improvement Co. 
The United Gas Improvement Company ("UGI") is a registered 

holding company, incorporated under the laws of Pennsylvania, hav
ing nine subsidiaries. Six are gas utility com)?anies, one is a gas and 
electric utility company, and two are non-utllities. The operations 
of all subsidiaries are conducted within the St!lte of Pennsylvania. 

In April 1951, VGr disposed of its only subsidiary having out-of
state operations when it accepted a $1 million note from Delaware 
Coach Company in exchange for 10,000 shares of that company's com" 
mon. stock and sold the balance of 26,000 outstanding shares to an 
unaffiliated person for $400,000.92 Delaware Coach Company con-. 
ducts a transportation business in Wilmington, New Castle, and 
Newark, Delaware. It also has two wholly-owned subsidiaries, Dela
ware Bus Company and Southern Pennsylvania Bus Company. 

On June 15, 1951, the Commission approved a voluntary exchange 
plan, submitted by UGI, intended to reduce the substantial amount 
of minority interest investments in the portfolio of UGI.93 A sub
stantial portion of these holdings had been received by UGr in ex
change for the latter's investments in holding companies which were 
reorganized under section 11 of the act. Under the plan, UGI of
fered to exchange for each unit of five shares of its own stock (to the 
extent of 363,285 shares), three shares of common stock of Philadel
phia Electric Company and two shares of common stock of Consumers 
Power Company. Stockholders tendering from one to four shares 
of VGI st.ock received a cash payment in lieu of stock on an equivalent 
basis. Shareholders of VGI stock tendered 329,940 shares eligible for 
the exchange offer and 5,691 additional shares were retired by cash 
payment .. As a result of these transactions, the out.st.anding capital 
stock of UGI has been reduced from 1,566,371 shares to 1,230,740 
shares.UGI is under order to dispose of all of its remaining non
subsidiary security holdings. 

Utah Power & Light Co. 
. Utah Power & Light Company ("Utah"), formerly a subsidiary 
of Electric Power & Light Corporation, is a registered operating-
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holding company subject to the active regulatory jurisdiction of the 
Commission by virtue of its'ownership of voting securities in Western 
Colorado Power Corilpany. Utah and its subsidiary are presently 
engaged in a construction program which will entail expenditures of 
approximately $44 million in the years 1951 to 1953, inclusive. Ex
penditures for the calendar year 1951 are estimated at approximately 
$18 million. 

On August 29,1950, the Commission approved the issuance bY'Utah 
of $8 million of first mortgage bonds, as well as 166,604. shares of 
common stock,D4 and, on March 8, 1~51, it permitted the company to 
borrow from certain banks amounts not to exceed $12 million evi
denced by notes payable on December 15, 1951.95 This note indebted
ness was expected to be retired after the close of the fiscal year through 
the sale of $9 million of additional mortgage bonds and 175,000 shares 
of new common stock.96 During the year the Commission also ap
proved the company's proposal to amend its certificate of organiza· 
tion and by-Ia,,·s so as to effect, among other things, an increase in 
the. number of authorized shares of capital stock, an adjustment of 
its preemptive rights provisions, and a change in the date of stock
holders' annual meeting.97 On April 30, 1951, the Commission ap
proved an application by Utah to purchase from the Village of Arco, 
Idaho, the electrical distribution liries and facilities, together with a 
transmission line owned by Arco, for a cash consideration of $100,000.98 

The West Penn Electric Company 

The West Penn Electric Company ("West Penn") is the parent 
'holding company in a utilitv system deriving about 90 percent of its 
revenues from sales of electrIc power and servicing a territory located 
principally in Pennsylvania, West Virginia, and Maryland. Small 
adjacent sections of Ohio and Virginia are a~so served. West Penn 
was formerly a subsidiary of American Water Works & Electric Com
pany, Inc., which was liquidated in January 1948. 

The West Penn system presently has in progress a construction 
program, which for the calendar years 1951 and 1952 contemplates the 
expenditure of more than $75 million. On February 21, 1951, the 
Commission approved the sale by 'West Penn of 320,000 shares of its 
common stock, at competitive bidding, with proceeds in excess of 
*8,500,000.99 In April 1951, bond financings undertaken by two of 
the subsidiary operating' companies furnished additional funds of 
over $20 million.1 

. The Commission now has before it a residual problem derivin~ 
from the liquidation of West Penn's former parent company, AmerI
can Water Works & Elertic Company, Inc. In October 1947, Ameri
can Water Works & Electric Company, Inc., undertook to retire its 
outstanding publicly-held preferred stock. This was accomplished 
by cash payment of the liquidation preference of $100 per share arid 
accrued dividends to October 15, 1947. Furthermore, at the direction 
of the Commission and with the approval of the United States Dis
trict Court for the District of Delaware, escrow certificates were issued 
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to 'the holders of the preferred stock as evidence of claims for such 
additional' payments as the Commission might subsequently determine 
in fairness and equity should be made. In December 1950, after 
pu~l.i~ hearing:s and the submission of ~r:iefs, the Divisio~ o~ Public 
UtIlItIes submItted a recommended deCISIOn to the CommIssIOn pro
posing an additional payment of $10 per share plus compensation for 
delay in payment at the rate of 5.45 percent from October .15, 1947. 
On March 15, 1951, oral argument was heard and the Commission now 
has the matter under advisement. 

ACQUISITIONS OF SECURITIES, UTILITY ASSETS AND OTHER 
INTERESTS 

Under the provisions of sections 9 and 10 of the Holding Company 
Act the Commission passes upon numerous applications covering 
acquisitions of securities, utility assets or other interests. The major 
portion of these applications reflect the acquisitions by parent holding 
companies of securities issued by their subsidiaries. In this area,the 
Commission exercises jurisdiction over the manner in which parent 
holding companies finance the expansion of their subsidiary companies. 
This is one of the most important functions of the modern holding 
company. During the past fiscal yearz for example, holding CQm
panies purchased securitIes of their subsIdiari~s totaling $216 million. 
The review of these intercompany security sales is important because 
of their effect upon the ultimate financial mtegrity of the utility oper
ating subsidiaries. The maintenance of sound and balanced financial 
programing at this level is also an important aspect of the Commis
sion's assistance to State regulatory commissions in preserving the 
stability of utility enterprises operating within their jurisdiction. 
Public utilities, unlike most other industries, are usually faced with 
the problem of expanding plant facilities in periods of depression as 
well as prosperity. A high degree of financial flexibility is therefore 
essential in order to insure maintenance of adequate service to 
consumers. 

A smaller proportion of the applications under section 10 relates to 
the acquisition of securities, assets or other interests outside the pre
vious scope of operation of the applicant systems. In many cases 
these acquisitions reflect the growing trend of positive integration 
reported in earlier years. Important examples during the fiscal year 
1951 included the American Gas and Electric Company's acquisition 
of the common stock of Central Ohio Light & Power Company, acqui
sition of the stock of Birmingham Electric Company by The Southern 
Company from Electric Bond and Share Company and other holders, 
the acquisition by Niagara Mohawk Power Corporation of certain 
properties from two non-affiliated companies in the State of N ew York, 
the purchase by Eastern Utilities Associates of additional common 
stock of Fall River Electric Light Company from New England Elec
tric System, and the acquisition by a subsidiary in the Consolidated 
Natural Gas Company system of gas utility assets from a subsidiary of 
West Penn Electric Company. An exchange of property was, also 
consummated between LouiSIana Power & Light Company, a sub
sidiary of Middle South Utilities, Inc., and Gulf Public Service Com
pany, Inc., a subsidiary of. an exempt holding company.' 

Well over $1 billion of utility assets have been acquired by holding 
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company systems and utility operating companies over the past several 
years thereby effecting a greater degree ,of mtegration of facilities. " 

FINANCING 

During the 12, months ending June' 30, 1951, 313 questions' were 
presented to the Commission for determinatiqn pursuant to sections 6 
and 7 of the act, under which the Commission is required to pass upon 
the issuance of securities, and assumptions of liability ap.d alteratIons 
of rights of securities, by registered holding companies and their sub
sidiaries. A total of 326 questions were dIsposed of during the year, 
including a few carried over from the latter part of the preceding year. 
AU but 37 of these related to issues of securities. In the fiscal year 
1950,337 questions were disposed of under sections 6 and 7. , 

Following the pattern established in 1948, financing during the past 
year has been predominantly for the purpose'of meeting very heavy 
construction expenditures. On an industry-wide basis, e;penditures 
of electric and gas utilities for the past year, exclusive of investment in 
natural gas transmission facilities, are estimated to have been in excess 
of $2,400,000,000. However, public offerings of securities for the 
fiscal'year 1951 did not match in volume the total for 1950which,estab
lished a peak level for the industry. The tabulation set forth below 
inc1udes all security sales for cash, plus refunding exchanges, by elec
tric and gas utility operating companies which have been approved 
under sections 6 and 7 of the, act. The table also includes similar 
security sales by all other electric and gas utility companies in the 
United States which have registered their issues with the Commission 
under the Securities Act of 1933. The data for gas utilities cover 
only those companies which are engaged in the retail distribution of 
natural or manufactured gas. Private placements of securities not 
subject to either the Holding Company Act or the Securities Act of 
1933 are separately identified, although the figures are at best rough 
estimates. ' 

Security issues sold for cash or issued in elCchange for refunding purposes' by 
electric and ,gas utilities" fiscal years 191,9-51 

July I, 1948, to Percent July I, 1949, to Percent July 1,1950, to Percent 
June 30, 1949 of total June 30,1950 of total June 30, 1951 of total 

Bonds ________________________ $899,434, 729 47 $953,782,240 43 $785,947,640 43 Debentures ___________________ 241,238,500 13 104, 700. 235 5 69,080, 740' 4 Preferred stock _______________ 192, 779, 280 10 362, 015, 050 16 137, 434, 438 8 Common stock _______________ 364, 016, 666 19 • 501,460,071 23 413, 292, 773 23 

Total sales subject to 
tbe 1933, the 1935 act, 
or both statutes _______ I, 697, 469, 175 89 I, 921, 957, 596 87 1,405,755,591 78 Private placements not sub-

Ject to either act (estimates)_ 200, 000, 000 11 300, 000, 000 13 400, 000, 000 22 
Total security sales _____ I, 897, 469, 175 100 2,221,957,596 100 1,805, 755, 591 100 

1 In addition, utility operating companies subject to the Holding Company Act sold notes with maturl ties 
of 5 years or more in the following amounts: ' , , 

, t~L::: ::::::::::::::::::::::::::::::::::::::::::::::::::: ::: :::: ::::':::::::' $~; ~; m 
The over-all decline in financing volume can probably be attributed 

to the less favorable security markets prevailirig since March 1951', 
when the Federal Reserve System withdrew support from the Gov-
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ernment bond market, thereby inducing a substantial reduction in the 
prices of corporate bonds and preferred stocks. Market receptivity 
for preferred issues has been affected to a much greater degree than 
was the case with bonds and debentures, and the growth of private 
placements may also be traced, in part, to the same causes. An en
couraging aspect of the over-all pattern of utility fi!lancing ~las been 
thesustamed employment of· common stock offermgs, whICh con
tributes to the long-term stability of the industry. 

With the further contraction in the numbers of companies subject 
to active regulatory jurisdiction under the act, as a result of divest
ments under section 11, there has been some corresponding decline in 
the volume of financing approved under sections 6 and 7, although 
the trend seems to be levelling off as the program of integration and 
simplification approaches completion. The expansion of the' con
tinuing systems is proceeding at a rapid pace, and their financing 
requirements account for approximately one-third of the total for the 
industry. Furthermore, the intensification of defense preparations 
and the persistence of a tense international situation suggest continua
tion of heavy cash requirements for an extended period. 

The following tables analyze in detail the volume of securities sold 
for cash, or issued in eX,change for refunding, by registered holding 
companies and their subsidiaries pursuant to authorization of the 
Commission under sections 6 and 7. Portfolio sales and issues.in con
nection with reorganization are excluded. Significantly, these data 
reflect the use of a higher proportion of common equity financing by 
utility companies subJect to regulation under the act than is the case 
for the industry as a whole, as reflected in the preceding tabulation. 

Sale8 of 8ecuritie8 and application of net proceed8 approved under the Public 
Utility Holding Oompany Act of 1985 during the fiscal year July 1,1950 to June 
80,1951 

Sales by electric and gas utilities: a Bonds ______________________________ _ 
Debenturcs _________________________ _ 
NotM • ____________________________ :_ 
Prcferred stock _____________________ _ 
Common stock _____________________ _ 

TotaL ____________________________ _ 

saleh~be~~~~:s~_~~~~~~I:_s~ ____________ _ 
Common stock _____________________ _ 

TotaL ____________________________ _ 

Saleh~be~~~!s~i_t~_~~:~~!~~: _________ _ 
Notes • _____________________________ _ 
Common stock _____________________ _ 

Total ________________ • ____________ _ 

Num
ber of 
issues 

32 
2 

40 
8 

69 

151 

2 
8 

10 

1 
2 

10 

13 

Total 
security 
sales I 

$344,794,268 
8.868,900 

39,934,912 
74,402,178 

188,618,085 

656,618,343 

142,827,200 
75,331,584 

218, 158, 784 

34,000,000 
2,000,000 
3,415,000 

39,415,000 

Application of net proceeds I 

Refinancing New money of short-term Refunding purposes bank loans' 

$170, 692, 179 $138, 467, 932 $31,507,623 
1,057,773 4,332,203 2,633,147 

36,090,421 3,750,000 --2S; 285: 9S9 34,402,899 10,500,000 
151,023,604 34,598,631 1,399,230 

393,866,876 191, 648. 76G 63,825,959 

60,207,355 -------------- 81,550,000 
69,189,099 4,500,000 ------- .... _--

129,396,454 4,500,000 81,nSO,000 

---·2;000;000· -------------- 33,962,100 

------iso:ooii- ------------
3,261,708 ------------

5,261,708 150,000 33,962,100 

I Differences between total security sales and total proceeds Is represented by flotation costs to the issuing 
companies. , 

• Notes and bank loans of less than 5 years maturity, usually for construction purposes. 
• Includes sales by registered operating-holding companies which derive a substantial proportion of 

Income from their own operations, but which also may have 1 or more utility subsidiaries. 
• With maturities of 5 years or more. 
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Sales of securities and application of net proceeds approved under the Public Utility 
Holding Company Act of 1935 during the fiscal year July 1,1949, to June 30,1950 

Application of net proceeds I 

Num- Total 
ber of security Refinancing issues sales I New money of short-term Refunding purposes bank loans' 

39 $402, 095, 635 $219,628,040 $103,853,561 $73,618,144 
2 45,523,735 41,011,210 4,100,000 ---_.-.----. 

21 23,200,000 23,173,710 ----9;869;959- --------.---
15 58,004,970 42,812,177 4,018,743 
73 235,380, 176 182,875,058 46,016,170 3,006,452 

Sales by electric and gas utilities: 3 _____ _ Bonds _______________________ c ______ _ 
Debentures _________________________ _ 
Notes , _____________________________ _ 
Preferred stock _____________________ _ 
Common stock _______ : ___________ . __ 

TotaL ____________________________ . 150 764,264, 516 509,500,195 163,839, 690 80, 643, 3.19 

1 31,783,060 8,633,353 ----------.--- 22,751,416 
2 125, 883, 050 30,990,034 .------------- 93,750,000 
1 27,259,558 53,887 -------------- 26, 978, 5.~0 

12 114,983,705 87,911,631 3,492,201 19,717,423 

Sales by holding companies: 
Bonds (collateral trust)_. ___________ . 

.Debentures _________________________ _ 
, Notes , _____________________________ _ 

Common stock ____ c ________________ _ 
I 

Total __ : __________________________ _ 
16 299,909,383 127, 588, 905 3,492:201 163,197,369 

4 48,010,000 43,891,620 4,.001,850 -----.--.-.-
12 17,600,000 17,594,779 ------498;050- _.---.--.---
4 6,812,500 5,566,660 675,000 

Sales by nonutillty companies: Bonds. _____________________________ _ 
Notes , _____________________________ _ 
Common stock _____________________ _ 

TotaL ___________________________ _ 
20 72,422,500 67,053,059 4,499,900 675,000 

I Differences between total security sales andltotal proceeds is represented by lIotatlon::costs~to the issu
Ing companies, 

, Notes and bank loans of less than 5 years maturity, usually~for·construction-purposes. 
a Includes sales by registered operating-holding companies wbich derive a substantial proportion oC income 

from their own operations, but which also may have 1 or more utility subsidiaries. 
, With maturities of 5 years or more. . 

In the fiscal year 1950, debt offerings of the electric and gas utilities 
in registered holding company systems represented 61.6 percent 
of the total financing of these companies, preferred stock accounted 
for 7.6 percent and common stock 30.8 percent. In 1951 the propor
tions were as follows: debt, 60.0 percent; preferred stock, 11.3 percent; 
common stock, 28.7 percent. . 

One of the most important functions of the public utility holding 
company is the furnishing of capital to its subsidiaries. During the 
fiscal year 1951 holding companies registered under the act purchased 
for cash $119,389,000 of common stocks issued by their subsidIaries. In 
addition they purchased $102,290,000 of subsidIary debt securities and 
preferred stocks. To raise the cash requirl:)d for the assistance, regis
tered holding companies sold $218,159,000 of their own securities to the 
public, including $75,332,000 of common stock and $142,827,000 of de
bentures. In 1950 holding companies raised $299,~09,000 through the 
sale of $114,984,000 of their common stocks and $184,925,000 of senior 
securities. With the proceeds they purchased $139,600,000 of the com
mon stocks of their subsidiaries and $60,300,000 of subsidiary senior 
securities. With respect to both years the sales of debt securities by 
registered holding companies represent for the most part parent com
pany financing in systems where the subsidiaries have little or no senior 
securities in the hands of the public thereby enabling the holding 
companies to issue senior securities without impairing the consoli
dated equity position of the system. 

The role of holding companies in the financing of their subsidiaries 
. today is in sharp contrast with the situation found by the Congress 
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in the investigation which it conducted prior to passage of the act. 
During the seven-year period from 1924 to 1930 inclusive, public 
utility holding companies sold approximately $4,856 million of their 
securIties to the public. The proceeds from this financing were· de
voted almost entirely to the purchase of outstanding securities. Only 
a negligible portion went into the construction of plant facilities.2 

Furthermore, for a period of many years up to 1928, it was the general 
practice of holding companies to furnish capital to their subsidiaries 
in the form of demand notes or open account advances bearing in
terest of from 6 to 8 percent and in some large systems the hold
ing companies followed the regular practice of compounding interest 
monthly or quarterly.s By comparison, registered holding companies 
have i.nvested in excess of $540,000,000 in the common stocks of their 
subsidiaries in the period from July 1,1947, to June 30, 1951. 

Another important aspect of the financing of registered holding 
company systems during the past year has been the predominance of 
the rights offering as a vehicle for raising common equity money. 
Total sales of common stocks to the public by registered holding com
panies and their subsidiaries in 1951 aggregated $144,560,000, of which 
holding companies accounted for $75,331,000 and subsidiaries, $69,-
229,000. Of this amount 14 issues totalling $117,395,000 were sold by 
means of rights offerings. In one instance there was a substantial 
exercise of rights by a parent holding company.4 Stockholder ac
ceptance was less than 100 percent in only three of the offerings. 

Probably the most significant development in this· group of issues 
was the growing importance of the. non-underwritten rights offering. 
Only five offerings aggregating $37,897,000 were made with the aid 
of firm underwriting commitments. Four issues totalling $22,065,000 
were offered without underwriting, but had the benefit of dealer solici
tation .. The remaining five rights offerings, amounting to $57,433,-
000 were sold without the benefit of underwriting or dealer solicita
tion assistance. All five were subscribed in percentages ranging from 
106 to 188. In each of these cases the overSUbscription privilege made 
an important contribution to the success of the sale. 

The utility bond market suffered a sharp decline in the last four 
months of the fiscal year. No l?erceptible change in rates was 
evident until March 1951, when prICeS of outstandmg utility issues 
began· to weaken along with the prices on long term government. 
bonds. The resulting llptrend in yields of outstanding issues, how
ever, did not fully reflect the impact of the change upon new offer
ings. This becomes evident from a comparison of several successive 
utIlity offerings, all classified by the investment rating agencies as of . 
generally <)omparable quality. 

On December 7, 1950, an electric utility company offered $6 million 
of 30 year mortgage bonds at a cost of money to the company of 2.87 
percent. On April 5, 1951, some time after the decline in government 
bond prices had set in, another electric utility of comparable credit 
sold $10 million of mortgage bonds of similar maturity at a cost to 
the company of 3.345 percent. This increase of almost one-half of 

2 S. Rep. No. 621, 74th Cong., 1st sess., p. 15. . 
• S, Doc. 92, 70th Cong., 1st sess., pt. 72-A, chs. 5 and 6./S. Doc. 92, 70th Cong., 1st 

sess., pts. 23 and 24, pp. 218 et seq. 
• The parent, In the exercise of Its rights, purchased 56.2 percent of this Issue. There 

were four other rights ofl'erlngs not Included in the above totals for the fiscal year 1951 
In which 94 or more percent of the Issue was purchased by parent holding companies. 
The amounts taken. by outside stockholders were, In each case, negligible. 
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one percent brought interest costs to the highest level in several y,ears. 
Although there was some leveling off in new money rates in April, the 
relief was only temporary .. On June 28, 1951, another offering of 
electric utility bonds bearing the same credit rating and maturity 
was made at a cost 3.675 percent. This issue represented the high 
point of interest costs for the period and/the issue was quickly absorb
ed by institutional purchasers. Subsequent offerings in the same 
quality group were made at more favorable rates until early in 
September 1951, when yields again turned upward. 

This marked change in money costs may have a considerable impact 
upon the industry. For a long period the low rates available on 
senior security offerings were a significant offset to increased operat
ing expenses and, in the financing of new construction, they provided 
added assurance of an adequate return on new equity investment. 
Further increases in the cost of raising new capital may result in 
greater pressure on th~ utility.rate structure, although throughout 
this period of weakness in the prices of debt securities and preferred 
stocks, utility common stocks have been readily saleable in substantial 
amounts, and utility managements on the whole have taken advan
tage of the opportunities presented. 

COMPETITIVE BIDDING 

Offerings of securities by issuing companies under sections 6 (b) and 
7 of the act and portfolio sales by registered holding companies under 
section 12 (d) are required to be made at competitive bidding in 
accordance with the provisions of rule U-50. Certain special types 
of sales, including issues of less than $1 million, short term bank 
loa~s, issues the acquisition of which,have been authorized under sec
tion 10 and pro rata issues' to existing security holders are auto~ 
ma~ically exempt under clauses (1) through (4). of parawaph (a) of 
the rule. In paragraph (a) (5) the CommISSIOn ,retams the right 
to grant exemptions by order where it appears that comtletitive bid
ding is not necessary or appropriate to carry out the prOVisions of the 
act. 

Securities sold at competitive bidding under rule U-:-50 from its 
effective date, May 7, 1941, to June 30, 1951, total in excess of $6,~ 
770,000,000. A tabular presentation showing the various classes of 
securities, numb!lr of issues and amounts, for the entire period and for 
the pas~ fiscal year is set forth below: ' 

. Sales of securities pursuant, to rule U-50 

May 7,1941, to June 30,1951 July 1, 1050, to June 30, 1951 

Number 
of issues 

Bonds. __ •• _ ••• ________ ._ •• _ •• _____________ ;____ _ _ 284 
Dpbentures __ . ___________ ••• __ ._________________ _ . 34 
Notes. __ ••• _____________ ••••••••• _ ••• _,__________ 6 
Preferred stock .. ____________________ • ____ ._.____ _ 82 
Oo=on stock __ •••••• _ •• __________ • ___ ••• _ •• ____ 70 

Amount 

I $4,593,029,000 
I 765, 938, 000 

I 56, 500, 000 
I 720,727,700 
I 634,691,236 

------1----------1 
TotaL •• _. __ ._ •••••• _ ••• _ ••• _. ______ ••• ____ 476 

I Principal amount. 
2 Par value, 
I Proceeds to company. 

6, 770, 885, 936 

Number Amount of issues 

24 I $302, 850, 000 
3 I 146, 000, 000 
1 13,750,000 
6 • 45, 000, 000 
8 I 69, 883, 400 

42 667,483,400 
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The experience of the Commission in administering rule U-50 has 
adequately demonstrated its' workability and effectiveness in main-, 
taining competitive conditions and in achieving minimum costs of 
flotation. The Commission has always recognized, however, that 
flexibility in administration was a necessity and it has granted a 
considerable number' of exemptions in cases where unusual circum
stances were present. In the 10-year period since the rule became 
effective, 202 security issues totalling in excess of $1,566,000,000 have 
been exempted by Commission order from the competitive bidding 
requirements. Ten issues with a value of $151,772,000 were exempted 
in fiscal 1951. These are exclusive of the automatic exemptions. The 
following table summarizes these exempted sales by type of security 
and also shows the numbers and amounts of issues sold with and with
out underwriting arrangements. . 

Bales of securities pursuant to orders of the Oommis8ion granting exemptions 
from competitive bidding requirements under the provisions of paragraph (a) 

, (5) of rule U-50 '-May 7,1941, to June 30,1951 ' 

Underwritten Nonunderwrltten Total-allissues transactions transactions 

Number Amount' 'Number, Amount' Number Amount' of issues of Issues of issues 

Bonds, ____________ : ______ 4 $27, 027, 500 58 $592,461,768 62 $619. 489, 268 Debentures _______________ 3 83,425,000 5 36. 7i9, 939 8 120. 204, 939 N otes _____________________ ---------- -------------- 19 32,894,158 19 32.894,158 
Preferred stock ___________ 10 60,868,703 24 261,610,344 34 322.479,047 
Common stock __ , _________ 32 276, 427, 322 47 194,834,081 79 471,261,403 

Total. ____ • _________ 49 447,748,525 153 a I, 118. 580, 290 202 I I, 566, 328, 815 

1 Exclusive of automatic exemptions afforded by clauses (1) through (4) of paragraph (a) of rule U-50. 
2 Procecd~ to seller before expenses. . 
, Includes four proposed transactions not yet consummated; proceeds are estimated. 

REVISION OF REGULATORY PROCEDURES 

Now that the task of integration and simplification of many of the 
holding company systems has been substantially completed, steps have 
been taken to streamline the procedures employed in regulation of the 
continuing systems down to the simplest possible dimensions. As a, 
starting point, the Commission undertook during the past year a 
thorough-going revision of its Form U5S which is required to be filed 
annually by registered holding company systems. The modifications 
which were incorporated in the new form were designed to minimize 
reporting requirements and adjust its provisions to the pattern of the 
surviving holding company systems. Under the revised form, all 
registered holding companies in the same system may join in the 
filing of a single report. Another change permits copies of this report 
(less certain exhibits) to be filed by registered holding companies in 
complete satisfaction of all annual rep()rting requirements under sec
tions 13 and 15 (d) of the Securities Exchange Act of 1934. Further
more, the Commission abolished Form U-14-3, an additional filing 
heretofore required to be made annually by registered holding com
panies, as well as Forms U5-K and U5-MD whICh registered holding 
companies formerly had the option of filing in lieu of Form 10-K. 

Eighteen of the 31 registered holding companies required to file re
ports under the Securities Exchange Act of 1934 elected to satisfy the 



112 SECURITIES AND EXCHANGE COMMISSION 

requirements of that act for the calendar year 1950 by filing duplicate 
copies of the revised Form U5S.I Additional systems are expected to 
take advantage of this procedure~ in the coming year. . 

The Commission presently has under study the revision of Form 
U-13-60 which is the annual filing required to be made by the service 
companies associated with holdiI1g company systems. The objective of 
this revision will likewise be maximum simplification, although it 
should be noted that the opportuhities for integration with the report
ing requirements under other statutes administered by the Commission 
are not nearly as great as in the bse of Form U5S, because the utility 
service' company is a device peculiar to the registered holding company 
system. . ' 

INVESTMENT BOND ..4ND SHARE CORPORATION 

In the spring of 1951, the stu ff Of the Commission; made an investiga.
tion to secure additional details on the published story that three 
officers of Investment Bond and Share Corporation ("IBS") proposed 
to se1180,000 shares of common s~ock of Eastern Kansas Utilities, Inc., 
to Kans~s City Power and Lig!lt Company, both of which companies 
were formerly subsidiaries of Utiited Light and Railways Company, a 
registered holding company. The investigation disclosed that the 
80,000 shares proposed to be sold included 15,299 shares owned by IBS, 
a Delaware corporation whose principal offices are located in Chicago, 
Illinois. It further revealed th~t IBS, though a holding company as 
defined by the statute, for a numb~r of years had taken no steps to effect 
its registration or to apply for demption. 

As a direct result of the inve~tigation, IBS registered ·on July 2, 
1951, and on August 8, 1951, submitted a plan under section 11 (e) 
designed to effect Its ultimate liquidation and dissolution in compliance 
with the provisions of section 11 (b). . . 

ORIGINAL COST STUDIES 

On April 21, 1941, the Commission adopted rule U-27 which, as 
amended on: November 17, 1943~ Rrovides that every registered holding 
company and every ~ubsidiary tliereof, which is a public utility com
pany and which is not required by the Federal Power Commission or a 
State commission to conform to a classifj.cation of accounts, shall keep 
its accounts in accordance with the designated systems adopted by the 
Commission for electric and ga~s utility companies. These systems 
specifically provide that utility plant accounts shall be stated at the 
original cost incurred by the persons who first devoted the property to 
utility service.' . 

Some field .examinations of the. utility companies' original cost and 
reclassification studies were beguh in 1945, but it was not until later in 
1946 that a staff of accountants Was organized for this work and field 
audits undertaken on a compreThensive'scale. As of June 30, 1951, 
the staff had completed the field ~udits of sixteen companies in various 
States which do not have regulatory commissions. During the inter
vening years, some of the reports filed with this Commission were 
transferi'ed to other regulatory authorities for audit due to chang~s in 
applicable jurisdiction as a result of mergers, consolidations and 
divestments. ' . 

. Formal proceedings have been completed and orders of the Com- . 
mission have been issued with respect to nine of the sixteen companies 
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examined. Amendments giving effect to the recommendations of· the 
Commission's staff have been filed by five companies, and these matters 
will be closed at an early date. Recommended adjustments affecting 
accounts of the other two companies are still under discussion. 

The results of examinations conducted by the Commission disclosed 
that the utility plant of. the companies involved had an original cost 
value of approxImately two-thirds of the amounts recorded per books 
prior to reclassification. The remaining one-third of the recorded 
amounts was transferred to adjustment accounts. Almost 75 percent 
of the difference between the amount recorded per books and original 
cost has been classified as Account 107, Plant Adjustments, and re
quired to be written off immediately. The balance has been classified 
as Account 100.5, Plant Acquisition Adjustments, and will be amor
tized over a period of years, except in those cases where the company 
has elected to dispose of all adjustments immediately. 

COOPERATION WITH STATE AND LOCAL REGULATORY AUTHORITIES 

The policy of the Commission always has been to cooperate to the 
fullest extent with State and local regulatory authorities. Aside from 
the many informal contacts and conversations between the Commission 
and other agencies, which are too numerous to detail, there were sev
eral instances of cooperation during the past year which are worthy of 
mention. 

An example of the type of cooperation which is possible between the 
Federal agency and a State Commission is an investigation which was 
conducted by this Commission at the request of a State Commission 
during the past year. Because of the confidential nature of the investi
gation it is possible to give the facts here only in outline. The investi
gation was conducted under powers granted by the act which, in part, 
authorizes the Commission at the request of a State Commission to 
... investigate, or obtain any information regarding the business. financial 
condition, or pnictices of any registered holding company or subsidiary company 
thereof of facts, conditions, practices, or matters affecting the relations between 
any such company and any other company or companies in the same holding 
company system. . 

The State Commission had pending before it a rate proceeding, in the 
course of which question had arisen as to the cost of a power plant 
which had been constructed for a public utility company by a supplier 
of equipment. The equipment supplier, through the indirect owner
ship of securities, was an affiliate of the public utility company. The 
State Commission had doubts as to its jurisdiction over the equipment 
supplier and accordingly requ-ested this Commission to conduct an 
investigation of the relationships between the utility and the supplier. 
The Commission ordered a private investigation and designated four 
senior staff members to conduct the inquiry. Hearings were held both 
in Washington and elsewhere. The State Commission was invited to 
have a representative attend the hearings, which were not open to the 
public, and a member of the State Commission did attend a portion of 
the hearings. Thereafter the Commission transmitted a confidential 
report of its investigators to the State Commission. 

American Power & Light Company, a registered holding company in 
the Electric Bond and Share Company system, is under an order to 
liquidate and dissolve. On February 15, 1951, American notified the 
Commission of its intention to sell its entire interest in one of its sub-
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sidiaries, Washington Water Power Company, to certain public utility 
districts. Under the provisions of rule U-44 (c) promulgated under 
the act, the proposed divestment could be consummated without fur
ther proceedings unless, within 10 days after filing of the notice of 
intention, the Commission notified American that a declaration or 
other formal filing should be filed with respect to the proposed trans
action. Thereupon the Commission issued an order to show cause in 
which, among other issues, the question was raised as to whether the 
Commission had jurisdiction to require American to file a declaration 
with respect to the sale of Washington Water Power to public utility 
districts. At the request of the State Commissions of Washington and 
Idaho the Commission moved its hearings to the territory affected in 
order to facilitate the presentation by local people of their views. 
Hearings were held in Spokane, Washington, at which a Commissioner 
of the Securities and Exchange Commission presided. The hearings 
were well attended, and anyone who desired to be heard on the subject 
was given an opportunity to appear. 

Green Mountain Power Corporation, a Vermont public utility com
pany and a subsidiary of New England Electric System, made appli
cation pursuant to section 11 (e) of the act for ap:(>roval of a plan of 
reorganization. The Vermont Commission was vItally interested in 
the whole program, and during the course of the proceedings its chair
man and staff experts conferred with members of the COrrimission staff, 
resulting in a mutually helpful exchange of ideas. The Attorney
General of the State·of Vermont appeared on behalf of the Vermont 
Commission at the hearings on the plan. 

In August 1950 the Commission instituted proceedin~s pursuant to 
section 11 (b) . (1) of .tl~e ~ct dire<?ted tc;> W Iscon~in Electric Power 
Company and Its SUbSIdIarIes. Wlsconsm ElectrIC Power Company 
is both a holding company and an electric utility operating company, 
with· its property located in the State of Wisconsin. It also has a 
gas utility subsidiary and a transportation subsidiary, both operating 
m that state. Prior to a hearing in these proceedings representatives 
of the Commission's staff visited the offices of the Public Service Com
mission of Wisconsin and discussed the matter with members of its 
staff. Since the proceedings have been in progress, the scheduling of 
adjourned hearings has been made after determining what dates would 
be convenient for representatives of the State Commission, and copies 
of the transcript of testimony have l1een forwarded to it. . 

In connection with the preparation for hearing of proceedings under 
section 11 (b) (1) directed to General Public Utilities Corporation, 
to determine whether or not the company might retain its gas :(>roper
ties along with its electric properties, members of the CommIssion's 
staff visited the offices of the State Commissions of Maryland, Penn
sylvania, New Jersey, New York, Massachusetts, Rhode Island, and 
Connecticut. This field trip was made for the purpose of obtaining 
sta,tistical.and other data regarding comparative cost of operations of 
manufactured gas utilities versus manufactured gas departments of 
predominantly electric utility companies. The Commission staff mem
bers were afforded full cooperation. 

In the same case, but involving the question of the extent of the 
principal integrated electric utility system of General Public Utilities 
Corporation, an attorney and an engineer of the Pennsylvania Com
mission attended the Securities and Exchange Commission hearings 
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as observers and had discussions with members of the latter Commis
sion's staff with regard to the questions involved. 

LITIGATION UNDER THE PUBLIC UTILITY HOLDING COMPANY ACT 

During the fiscal year 1951 the Commission participated in 18 judi
cial proceedings involving issues arising under the Holding Company 
Act. Eleven of, these proceedings concerned the enforcement of vol
untary pla.ns filed under section 11 (e) of the act, and the other seven 
were InItiated by petitions to review orders of the Commission. Fif
teen of these cases were finally adjudicated favorably to the Commis
sion and the remaining three were pending at the close of the fiscal 
year. Over the 16 years since enactment of the Holding Company Act, 
a total of 274 civil and criminal proceedings, exclusive of Bankruptcy 
Act proceedings, in which the validity or enforcement of the statute 
was in issue, have been initiated in the courts. Three proceedings 
were pending on June 30, 1951, and of the 271 which have been liti
gated to finality, only one case was terminated adversely to the Com
mission. In two other cases, decisions adverse to the Commission were 
vacated as moot. The Commission's activity in the courts during the 
1951 fiscal year is shown in the following tables: 

AarIONS TO ENFORCE VOLUNTARY PLANS UNDER SEarION 11 (e) 

Applications pending in United States district courts, July 1, 1950______ 2 
Applications filed, July 1, 1950, to June 30, 195L_____________________ 5 
Plans approved and not appealed _____________________________________ ' 
Plans approved and appeal taken to court of appeals __________________ _ 
Plan disapproved in part and approved in part, and appeals taken to court of appeals __________________________________________________ _ 
Applications pending, June 30, 1951-_________________________________ _ 

Totals _________ ~ ____________________ ~-----------------______ 7 

Appeals from orders of district courts pending in courts of appeal, July 1, 1950 ___________ ~ _________________________ ~ _____ ~_________ 2 

Appeal from order of district court approving plan, July 1, 1950, to June 30, 1951 ___________________ ~_______________________________ 1 

Appeals from orders of district court disapproving plan in part and 
approving it in parL____________________________________________ 1 

Orders of district courts affirmed and petitions for writs of certiorari denied ____________ ~ ________________ ~ ____________________________ _ 
Appeals pending, June 30, 1951-_____________________________________ _ 

Totals______________________________________________________ 4 

Petition for writ of certiorari to review decision of court of appeals 
revising in part order of district court approving plan, pending at July 1, 1950 _____________________________________________________ 1 

Decision of court of appeals reversed and plan approved _____________ _ . 
Totals ____ ..: ___________________ .:. __________________ .:.__________ 1 

PETITIONS TO REVIEW ORDERS OF THE COMMISSION UNDER SECTION 24 (A) 

Petitions pending in courts of appeals, July 1, 1950___________________ 3 
Petitions filed July 1, 1950, to June 30, 195L ______ ~__________________ 3 
Orders of Commission affirmed _________ -'- ____________________________ _ 
Petitions dismissed _________________________________________________ _ 

Totals______________________________________________________ 6 

4 
1 

1 
1 

7 

2 
2 

4 

1 
-'-

1 

4 
2 

16 
1 In a seventh case where the Commission's order was affirmed dUring the preceding 

fiscal year, petition for a writ of certiorari was denied. " 
975942-52-9 
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Actions to Enforce Voluntary Plans Under Section 11 (e) 

, Two applications for enforcement of voiuntary plans were pending 
in United States district courts at the beginning of the fiscal year 1951. 
One of these plans related to the liquidation of Market Street Railway 
Co. The Commission: had found that counsel for a preferred stock
holders' committee was not entitled to receive a' fee for his services 
since he had been acting in his own interest primarily rather than in 
the interests of the committee and of the company and that, although 
he had rendered valuable services, his failure to devote his time and 
efforts solely to the interests of his clients precluded him from being 
compensated for such services.s The district, court agreed with the 
Commission on all phases of the plan except that ~hIch denied the 
attorney's fee and remanded the plan to the Commission for recon
sideration.6 The Commission took an appeal from the'court's refusal 
to approve the denial of a fee, and a cross-appeal was also filed. The 
plan was then amended to separate into Step One the settlement of 
claims and the distribution of the major assets of Market Street, and 
into Step Two the attorney's application for a fee and certain other 
matters. The Commission approved Step One of the plan and re
served jurisdiction over Step Two. Upon application the distriCt 
court approved Step One,1 An appeal from the ,district court's order 
was taken and was consolidated with the' pending appeals. A stay 
was denied and Step One was consummated. These appeals were pend
ing at the close of the fiscal year. The second plan provided for a 
partial liquidation of American Power and Light Company. The 
district court approved the' plan without opinion and no appeal was 
taken., - \ ' 
. Five applications for enforcement of voluntary plans were filed in 
United States district courts during the fiscal year. The first of these 
plans involved the question of what additional amoupts, if al).y, should 
be paid to holders of certificates representing claims on $6 and $5 pre
ferred stock of Electric Bond and Share Company which had'been 
retired. The Commission decided, and the district court agreed,S that 
the holders of the $6 certificates were entitled to an additional.$10 plus 
compensation for delay in receipt of that amount, and that the $5 cer
tificates were entitled to nothing more. Appeals, were taken from the 
order of the district court and Bond and Share petitioned the Supreme 
Court to review the d~s~rict court order. The Supreme Cour't denied 
Bond and Share's petItIOn Il and after the close of the fiscal year, the 
appeals were dismissed on stipulation of the parties. 

One of the remaining four plans paralleled the Bond and Share 
case and presented the question what additional a~ounts, if any, 
should be paid to $7 and $6 prior lien preferred stockholders of New 
England Public Service Company. The Commission's determination 
that they'should receive, respectively, $12.25 and $2.25 per share, plus 
compensation for delay, was confirmed by the district court and no 
appeals were taken from the enforcement order.1o 

The third Of these plans concerned the distribution of escrowed 
common stock of Interstate Power Company. The principal question 

• Holding Company Act release No. 9376 (Sept. 30, 1949). 
• In re Market Street Railway Co., Unreported (N. D. Calif., No. 29,723, July 11, 19(0). 
7 Unreported (N. D. Calif., No. 29,723, Nov. 21, 19fiO). 
• In re Electric Bona ana Share Co.; 95 F. Supp. 492 (S. D. N. Y., 19(1) . 
• Electric Bona ana Share Co. v. S. E. C., 341 U. S. 950 (1951). 
10 In re New Englana Public Service Co., 94 F. Supp. 343 (D. Me., S. D., 1950), 
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presented was what participation should be accorded Ogden Corpora
tion in its dual position as creditor and stockholder of Interstate vis
a-vis public security holders. The Commission found fair and equi
table a compromise of the issiles and the plan was approved by th,e 
district court.ll' No appeal was taken from the Commission's order. 
A plan providing for a recapitalization of Green Mountain Power 
Corp. and a settlement of claims between, Green Mountain and its 
parent, New England Electric System, was enforced without opposi
tion.' The remaming plan was pending in the district court at the 
close ofthe fiscal year. . , ' 
, Shortly before the close of the preceding fiscal year a plan of re
capitalization of ,Eastern Gas & Fuel Associates had been approved ,by 
a district court. At the time of approval the court reserved jurisdic~ 
tion to approve the amount at which the common st'ock of the company 
might be surrendered for which the stockholders would be paid in cash. 
The company petitioned for and was granted a supplemental order 
approving an amount of $11.00 per share as the settlement price. • ' 
,Two plans were pending in United States courts of appeal at the 

beginning of the fiscal year. The first of these plans, approved by the 
Commission and the district court, involved ,the liquidation of The 
Commonwealth & Southern Corporation (Del.),in which the holders 
of option warrants were denied any participation'. As originally sub
mitted to the Commission this plan left undecided the disposition of 
residual assets of Comll'.onwealth. Prior to consummation of the plan, 
it was amended to provide that the residual assets should be transferred 
to The Southern Company, a subsidiary holding company created ,to 
own the capital stock of certain former subsidiaries of Commonwealth. 
An investment banker's petitlon to i~ltervene in the district court was 
denied. During the fiscal year the court of appeals affirmed orders 
of the district court denying intervention12 and approving the plan,13 
and petitions for writs of certiorari were subsequently denied.14 

The second plan which was pending at the beginning of the fiscal 
year and which, was affirmed related to' an order of it district court 
which ,approved and enforced n: plan for the. dissolution of Federal 
'Water' and Gas Corporation. The appellants were officers, directors 
and controlling stockholders of a predecessor company, Federal Water 
Service Corporation. They asserted that the, district court erred in 
approving that part of the plan which excluded them from participa
tion as stockholders in the distribution of the assets of Water and 
Gas with regard to preferred stock of Water Service which they had 
acquired during the course of reorganizat~on of Water Service~ The 
Water Service ph in had provided that they receive cash representing 
their cost of the Water Service preferred, and not new stock of Water 
and Gas, andthe Commission's approval of that plan had been upheld 
by th'e Supreme Court.15 The court of appeals held that the prior 
decisioil was res judicata and affirlned the district court enforcement 

11 In re Interstate Power Co., Unreported (D. Del.; No. 1003, 3-16-51). The Commission 
had approved and had applied for enforcement or a prior plan, but had reqnested and 
ohtnlned a district court order remanding the proceeding for consideration of chsuged 
circumstances. See In re Interstate Power Co., 89 F. Supp. 68 (D. Del., 1950). 

12 In re Commonwealth & Southern Corp., 186 F. 2d,708 (C. A. 3, 1951). 
18 In re Commonwealth & Southern Corp., Adelaide H. Knight, Appellant, 184 F. 2d 81 

(C. A. 3, 1950). ' , 
"Knight v. Commonwealth & Southe.-n Corp., et al., 340 U. S. 929 (1951). 
:Ill B. E. C. v. Chenerll Corp., 332 U. S. 194 (1947), rehearing denied 332 U. S. 783 (1947). 
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order. 16 The Supreme Court denied petitions for certiorari seeking 
review of the district court order 17 and of the court of appeals order.ls 

At the end of the preceding fiscal year a court of appeals had re
versed an order of a district court approVing a plan for the reorganiza
tion of Long Island Lighting Company.lS Appellants had asserted on 
appeal that the Commission, in passing upon the plan of Long Island, 
had not given consideration to earnings which would accrue as the 
result of the reorganization and that in determining the fairness of 
the allocation of new securities the Commission had erred. The Com
mission petitioned for a modification of the decision of the court of ap
peals and for approval of the plan on the basis of a supplemental 
opinion showing that full consideration had been given to such bene
fits. The petitIon was granted during the fiscal year 1951,20 One 
proceeding involving reorganization plans of Niagara Hudson Power 
Corporation was pending in the Supreme Court at the beginning of the 
fiscal year. The Commission had held that the holders of option war
rants were not entitled to participate in the reorganization. The 
district court had approved the plans, and the court of appeals had 
reversed the district court order on this one point.21 Petitions for a 
rehearing had been denied and the Commission and the company had 
petitioned for certiorari, which had been granted by the Supreme 
Court. During the fiscal year the Supreme Court reviewed the plan, 
reversed the order of the court of appeals and affirmed the order of the 
district court.22 

Petitions to Review Orders of the Commission 

Three petitions to review orders of the Commission were pending in 
United States courts of appeals at the beginning of the fiscal year and 
three petitions were filed during the fiscal year. In four cases the 
Commission's order was affirmed, and in the other two cases the appeals 
were dismissed. 

Two of the petitions which were pending were from orders of the 
Commission approving various matters collateral to the reorganiza
tion of the Niagara Hudson Power Corporation system. The Com
mission had approved an application of The United Corporation to 
distribute approximately half of its holdings of Niagara Hudson 
common stock to. its own common stockholders. The Commission's 
order was affirmed.28 The other such petition sought review of an 
order of the Commission approving the exchange by United of com
mon stock of Niagara Hudson for the capital stock of Niagara Mo
hawk Power. Corporation, the surviving top company in the reorgan
ization of the Niagara Hudson system. The appeal was dismissed 
without opinion.2

' 

The third pending petition sought review of those provisions of 
an order of the Commission which denied a petition of a stockholder 
of International Hydro-Electric System for modification of a prior 

10 In re Federal Water cE Gas Oorp., Ohenerll Oorp., Appellants, 188 F. 2d 100 (C. A. 3, 
1951). . 

11 Ohenerll Oorp. et al. v. S. E. O. et al., 340 U. S. 831 (1950). 
:18 341 U. S. 831 (1951). 
'" Oommon Stockholder8 OommUtee v. S. E. 0 .• 183 F. 2d 45 (C. A. 2,1950). 
"183 F. 2d 52 (C. A. 2, 1950) ; certiorari denied 340 U. S. 834 (1950). 
21 Leventritt v. S. E. 0.,179 F. 2d 615 (C. A. 2. 1950) • 
.. S. E. O. v. Leventritt}. 340 U. S. 336 (1951) . 
.. PhllUp8 V. S. E. 0 .... 1115 F. 2d 746 (C. A. D. C., 1950) • 
.. Phillips v. S. E. V'I Unreported (C. A. D. C •• No. 10.601. June 28. 1951). 
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order directing the liquidation and dissolution of IHES.2lI The Com-
mission's order was affirmed.26 . 
. One of the three petitions filed during the fiscal year sought review 

of an order of the Commission which had denied a committee author
ity to solicit stockholders of The United Corporation for proxies in 
connection with a pending plan. The Commission found that the 
solicitation material contamed false and misleading statements, and 
that the proposed solicitation would be detrimental to the pending 
reorganization proceeding. The Commission's order was affirmed.21 

Another review proceeding was initiated by. two petitions seeking 
review of an order which granted to preferred stockholders of Fed
eral Light and Traction Company an additional amount over that 
previously received, together with interest for delay in receipt of 
the payment. These petitions were consolidated on appeal. The court 
of appeals affirmed th.e Commission's oiaerand certiorari was denied.28 

The third petition for review initiated during the fiscal year sought 
reversal of a Commission order which had denied the application of 
a registered holding company for an examiner's report with respect 
to the petition of the company in opposition to solicitation of stock
holders. The appeal was dismissed for lack of jurisdiction.29 Dur
ing the preceding fiscal year a United States court of appeals had 
affirmed an order of the Commission which prohibited a solicitation 
of voluntary contributions from stockholders to defray expenses of 
a committee.3o Duringthe fiscal year 1951 the Supreme Court refused 
to review the case upon a petition for a writ of cettiorarL31 

sa The order also approved a8lan filed by the Trustee of IRES . 
.. Protective Oommittee for lass A Stookholders v. S. E. 0., 184 F. 2d 646 (C. A. 2, 1950) . 
.., Oommittee for Oommon Stockholders v. S. E. 0., 188 F. 2d 897 (C. A. 2, 19(1) • 
.. Federal Liquidating Oorp. v. S. E. 0., 187 F. 2d 804 (C. A. 2, 1951), certiorari denied 

341 U. S. 949 (1951) . 
.. North Amenoan 00. v. S. E. 0., Unreported (C. A. 2 (1950» . 
.. Halstead v. S. E. 0., 182 F. 2d 660 (C. A. D. C. 19(0). 
n Oammon Stookholders Oommittefl v. S. JiJ. 0.,340 U. S. 834 (1950). 






