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PART I
ADMINISTRATION OF THE SECURITIES ACT OF 1938

GENERAL SCOPE OF REGISTRATION REQUIREMENTS UNDER THE SECURITIES ACT OF 1933

The Securities Act of 1933 provides for full disclosure of pertinent information
regarding securities publicly offered for sale in interstate commerce or through the
mails, but does not confer upon the Commission the power to approve or pass upon the
merits of any security. The Act is also designed to prevent misrepresentation, deceit
and other fraudulent practices in the sale of securities. Issuers of securities to be
publicly offered and sold in interstate commerce are required to file registration
statements with the Commission. These registration statements must contain specified
information on the proposed offering and are available for public inspection. An inte-
gral part of the requirements of each statement is a prospectus setting forth in con-
densed or summarized form the more essential information contained in the registration
statement. The Act provides that the prospectus must be made available to all prospec-
tive purchasers of the security. The Commission's registration and examination pro-
cedures, and its power to issue stop-order proceedings to suspend the effectiveness of
the registration statement have been described in previous anmual reports.

NEW RULES, REGULATIONS AND FORMS FOR REGISTRATION UNDER THE SECURITIES ACT OF 1933
A material simplification of forms and reporting requirements under the Securities

Act of 1933 was effected during the past fiscal year in commection with a general p:i-o-
gram which is discussed in the following section.

General simplification of registration and reporting requirements under various
Acts.—The Commission amncunced on December 18, a comprehensive simplification

of a number of registration and reporting requlrements under various Acts which it ad-
ministers, particularly the Securities Act of 1933, the Securities Exchange Act of 1934,
the Public Utility Holding Company Act of 1935, and the Investment Company Act of 1940.
These changes incorporated many of the suggestions received from representatives of the
securities industry which had been under consideration for some time. The Commission's
study leading to these changes was accelerated by the proposed revision of its proxy
rules, announced at the same time, and discussed elsewhere in this report. Subsequent
experience shows that this general streamlining and coordination of registration and
reporting forms has resulted in considerable savings of paper work without material
lessening of the protection to investors afforded by the statutes. The principal revi-
sions are:

1. A new general form has been adopted for registration of commercial and indus-
trial companies under the Securities Act of 1933, permitting the filing of the
prospectus as a principal part of the registration statement, thus eliminating
much. duplication between the prospectus and the registration statement proper.

2. A registration statement filed under the Securities Act of 1933 becomes a
basic document under the simplification program so that securities covered by
the statement may be listed on a stock exchange by filing copies of the regis-
tration statement. If a company is required to file annual reports with the
Commission, these reports may consist principally of copies of its registration
statement under the Securities Act of 1933, its annual report to stockholders,
or a thirteen-months' prospectus. One result is that a company's anmual report
to stockholders, its proxy statement and its annual report to the Commission
may, if the company so elects, be substantially the same document.

3. A number of changes have been effected in the requirements for financial state-
ments designed to simplify the presentation of such data.[2/ These changes are
discussed in more detail infra.

1/ Securities Act of 1933 Release No. 2887.
2/ Securities Act of 1933 Release No. 2889.
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4. TUrnder the Securities Exchange Aot of 1934, the procedure for registration of
additional securities on an exchange and for registration on an additional ex-
change has been simplified by the revision of Forms 8-A and 8-G.

5. The Ammual Supplemsmt Form U5S for registered holding companies has been re-
vised to eliminate 23 out of a total of 42 items or sub-items and 6 out of a
total of 13 exhibits or sub-exhibits. In addition, many of the remaining
items and instructions thereto have been amended to decrease the quantity of
information required.

6. Two skeleton forms have been adopted for the use of public utility holding
companies registered under the Public Utility Holding Company Aot of 1935 in
£iling ammual reports under Sections 13 and 15 (d) of the Securities Exchange
Act of 1934. These forms permit such companies to file copies of their annual
supplements in lieu of furnishing the information required in the forms here-
tofore used by such corporations. However, such companies must file the
financial statements required by Form 10-K and the financial statements must
be prepared in accordance with Regulation S-X.

The new program also includes simplified forms for the reglstration of securities
of closed-end and open-end management investment companies and unit investment trusts
which permit such companies to file a registration statement consisting of little more
than a prospectus.

The use of the new forms included in the simplification program is entirely per-
missive, except that the new Form U55 under the Public Utility Holding Company Act of
1935 is intended to supplant the existing form until further notice. Any company may
use them or may follow the procedure heretofores in effect. The Commission pointed out
in its anmmouncement that it will give careful consideration to any criticisms or sugges-
tions with regard to the use of the new forms.

Amendments of rules under the Securities Act of 1933 resul from simplification
ro .—A mumber of amendments were ammounced on December , 1/ to the rules

under the Securities Act of 1933 as a part of the cauprehensive revision of the report-
ing requirements. These are described later in this report.

Rules governing exempt issues amended . —Regulation A was amended to clarify the
circumstances under which it is available for the exemption from the Securities Act of
1933 of an issue of securities which has once been effectively registered under that
Act. Schedules A to F prescribed by Rule 330 of Regulation B were amended by eliminat-
ing the requirement that information regarding the maximum offering price be disclosed,
and by substituting in the appropriate schedules the requirement of statements of the
aggregate mumber of oil and gas interests offered for sale, and of the percentage of
production which will be owned by the operating 1essee or lessees, unencumbered, upon
completion of the sale of the issue offered.

The Commission eliminated the requiremsnt of a statement of the maximum offering
price from the schedules because it had been informed that salesmen have sometimes used
such statement as a representation to investors of a value approved by the Commission.
The oniy function of this requirement was to disclose to the Commission that the aggre-
gate offering price did not exceed $100,000. The action taken makes no change in the
Rules, and all the conditions upon which the exemption is based, including the $100,000
limitation, remain unchanged.

y Securities Act of 1933 Release No. 2888,
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DISCLOSURES RESULTING FROM EXAMINATION
As in previous years, through its examination procedure the Commission secured
fair and accurate disclosure of material information required in registration state-
ments and prevented the use in many of these documents of information which was mis-
leading and inaccurate.
STOP-ORDER POWER NOT USED DURING YEAR
For the first time in the 1O0-year history of the administration of the Securities
Aet of 1933, during the entire fiscal year there occurred no instance wherein the sale
of securities was prohibited by the Commission through the issuance of a stop or re-
fusal order. 1/
STATISTICS OF SECURITIES REGISTERED UNDER THE SECURITIES ACT OF 1933

The following table indicates the disposition of registration statements filed
under the Securities Act of 1933, as amended:

Disposition of Registration Statements

July 1, 1942,

To June 30,
1042 to {gz; 30, Total
Statements filed . « « + « ¢ ¢ s ¢ o . 5025 150 (a) 5175
Statements effective . . . . . . . . . 4006 115 (b) 4121
Statements withdrawn - net . . . . . . 802 29 (c) 831
Stop or refusal orders - net ¢ . . . . 182 0 182
In process of examination or awaiting
amendments:
At close of year ended June 30, 1942 35
At close of year ended June 30, 1943 Al

a. Does not- include one registration statement filed prior to this period but
withdrawn and refiled during this period.

b. Does not include 13 registration statements effective at the beginning or dur-
ing this period, which were withdrawn. -

¢. Does not include one registration statement withdrawn and refiled during this
period.

A total of 471 aﬁendments g/ to registration statements were also filed and exam-
ined during the past fiscal year, compared with a corresponding total of 755 during the
preceding year.

1/ During the succeeding 4-1/2 months of the current fiscal year, through November 15,
1943, likewise no stop or refusal order has been issued.

2/ These amendments include 308 classed as "pre-effective™ and 163 as "post effective,"
and do not take into account 345 others of a purely formal nature classed as "delay-
ing" amendments.
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Certain registrants under the Securities Act of 1933 also filed during the year,
pursuant to Section 15 (d) of the Securities Exchange Act of 1934, 377 l/ annual re-
ports and 129 amendments chereto, and 241 }/ quarterly reports and 10 amendments there-
to, all of which required examinationm.

In addition, the following supplemental prospectus material was filed during the
past fiscal year under the Securities Act of 1933:

116 prospectuses were filed pursuant to Rule 800 -(b) which required the filing of
such information within 5 days after the commencement of the public offering.

115 sets of supplemental prospectus material were filed by registrants to show
material changes occurring after the commencement of the offering.

314 sets of so-called 13-months prospectuses were filed pursuant to Section 10 (b)
(1) of the Act.

Thus during the past fiscal year there were filed in the aggregate 545 additional pro-
spectuses of these 3 classes.

At the same time, 113 supplementary statements of actual offering price were filed
as required by Rule 970; and there were 20 instances where registrants voluntarily
filed supplemental financial data.

SECURITIES EFFECTIVELY REGISTERED

During the fiscal year ended June 30, 1943, 123 statements covering 189 issues of
securities of an aggregate value of $659,480,000 were effectively registered under the
Securities Act of 1933. Registrations were heaviest toward the end of the period, with
the final six months accounting for about 68 percent of the mumber of issues and 72
percent of the value. Those registered for sale for accounts of the issuers (primary
distributions) amounted to $485,928,000, of which 3.8 percent was to be paid for cost
of flotation. The major element in reported cost of flotation was compensation to dis-
tributors, amounting to 3.2 percent of gross proceeds. Other expenses amounted to only
0.6 percent.

A breakdown of the major component of compensation to distributors and a comparison
with preceding years for comparable categories of securities indicates that there has
been a gradual diminution in this major item of cost. Compensation to investment
bankers on the issues handled by them, excluding issues of investment trusts on which
costs are not reported in comparable mammer, were as follows in terms of percent of
gross proceeds:

Year
Ended Preferred Common
June 30 Bonds Stock Stock
1939 2.0 6.4 16.9
1940 1.9 7.2 16.4
1941 1.8 4.1 14.4
1942 1.5 4.1 10.1
1943 1.7 3.6 9.7

Although the rate of compensation rose in 1943 for the aggregate of bonds registered for
sale to the public through investment bankers, this was due to an inctease in the pro-
portion of lower quality bords. Compensation was generally lower for those of compara-
ble quality, as shown by the following breakdown:

1/ 61 of the above anmual reports and the 241 quarterly reports were filed pursuant to
Section 30 of the Investment Company Act of 1940 also.
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Quality Grades 1/

Year
Ended Below
June 30 First Second Third Fourth Fifth Fifth Unrated

1939 1.3 2.0 2.1 2.3 3.1 4.7 6.0
1940 - 1.8 1.9 2.0 2.3 9.4 17.5
1941 1.7 1.6 1.8 2.0 3.1 - 5.5
1942 l-l 1.6 1.3 1.6 3-4 - 7-3
1943 0.6 1.3 1.2 2.0 2.8 - 12.1

The Commission's encouragement of competitive blidding apparently was responsible
for some of the decline in this element of cost of flotation. Compensation on competi-
tively bid bond issues ran less than the average compensation of their respective quall-
ty groups. Below are shomm average rates of compensation to distributors in terms of
percentage of gross proceeds for bond issues sold through competitive bidding compared
with the average rates for the other issues in their respective quality groups.

Year
Ended Comp. First Second Third Fourth Fifth
June 30 Bidding Grade Grade Grade Grade Grade

1941 = Yes - - - 1.8 -
No - - - 2.1 d

1942 Yes 0.8 0.5 1.1 1.2 3.2
No 1.3 1.7 1.6 2.1 3.6

1943 Yes 0.6 - 0.9 1.8 -
No - - 1.8 2.5 . -

Publicity given to rates of compensation on issues registered under the Act may also
have contributed to the general decline in the major component of cost of flotation.

A breakdown of the minor component of bther expenses of flotation is shown below,
based on those registration statements in which expenses were reported in sufficient
detail to enable classification according to the possible effect of registration re-
quirements. Tt may be noted that the types of expenses which would have been incurred
in any event but which might have been partially affected by the Act—printing and en-
graving; legal, accounting, and engineering fees; and miscellaneocus expenses—amounted
to 1ittle more than half of one percent of gross proceeds. The SEC registration fee,
which of course -is entirely attributable to the Act, amounted to but one one-hundredth
off one percent of gross proceeds.

y The grades are according to the classification of the bonds by the investment rating
services: First grade corresponds to Moody's Aaa, Standard and Poor's Al+, Fitch
AAA; second grade to Aa, Al, AA; etc.



% of Gross Proceeds
Breakdown of Expenses for Years ended June 30
1939 1940 1941 1942 | 1943

Not attributable to registration

Listing fees .02 .01 01 01 .00
Federal taxes .10 .09 .10 .10 .11
State taxes and fees 04 .02 .02 .03 .05
Trustees, transfer agents, etc. =13 11 209 07 210

Total .29 «23 «R2 .21 .26

Partly attributable to registration

Printing and engraving .13 14 12 .13 .17
Legal fees .16 17 .12 .13 22
Accounting fees 07 .07 .06 07 .07
Engineering fees 101 .01 .01 .00 .01
Miscellaneous 06 .08 .06 .08 .06

Total - 01}3 o47 537 -41 . . 53

Wholly attributable to registration

SEC registration fee .01 .01 .01 01 .01

Total "other expenses™ /A .71 .60 .64 .80

The minor component of other expenses than compensation varied considerably from
the average as affected by the size of issue. The tabulation below of these expenses
in percent of gross proceeds is based on the statements of all bonds registered for
sale by investment bankers to the public (exclusive of investment trust issues).

Size of Issue
Year ($000,000)
Ended 5
June 30 50 & over 20 - 50 5 = 20 l~5 1

1939
1940
1941
1942 .
1943 0.5

cocoo
N NN

The net proceeds accruing to the issuers after payment of cost of flotation aggre-
gated $467,609,000. The principal applications of these net proceeds were planned as
follows: 61 percent for the retirement of indebtedness and preferred stock; 23 psrcent
for purchase of securities for investment and affiliation, mostly the former; 9 percent
for increase of working capital; and 5 percent for expansion of plant and equipment.

Electric light, power, heat, gas, and water utilities accounted for $173,189,000 or
36 percent of the new issues of securities registered for sale. Registrations by finan-
cial and investment companies amounted to $117,072,000 or 24 percent of the total. This
was the highest proportion accounted for by this group in amy fiscal year except one.
Manufacturing companies and transportation and communication companies accounted for un-
usually low proportions, 18 percent and 2 percent respectively. Nearly two-thirds of
the new issues registered for sale during the year were in the form of bonds, and all
except 3 percent were planned for sale through investment bankers,
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Detailed statistics on securities effectively registered under the Securities Act
of 1933 are given in Appendix Tables 1 and 2 and on all new issues offered for cash
sale in the United States (including those exempt from registration) in Appendix Tables
3 and 4.

EXEMPTION FROM REGISTRATION UNDER THE SECURITIES ACT OF 1933

The Commission's statutory power to exempt from the registration requirements of
the Securities Act of 1933 security issues up to and including $100,000, and its pro-
cedures and rules established thereunder, were described in its Seventh Annual Report,
pages 175-179. In comnnection with such exempt issues, there were filed with the Com-
mission during the past fiscal year a total of 353 Letters of Notification, pursuant to
Regulation A, and 74 amendments thereto, representing an aggregate offering price of
$17,986,987. That part of these offerings which related to oil and gas leases and se-
curities of companies engaged in various phases of the oil and gas business accounted
for 54 of these Letters of Notification with an aggregate offering price of $1,062,724.
At the same time there were received and examined 532 Offering Sheets, pursuant to
Regulation B, and 504 amendments to such Offering Sheets, relating to fractional undi-
vided interests in oil and gas rights with an aggregate offering price of
$12,866,457.72. The following table indicates the action taken with respect to these
Offering Sheets:

Various Actions on Filings under Regulation B

Temporary suspension orders (Rule 340 (8)) +© & v v ¢ ¢ ¢ ¢ ¢ e o o o o o s ¢« o« 92
Orders terminating proceeding after amendment. . + ¢« « ¢« ¢« ¢ ¢ ¢ ¢« ¢ ¢ ¢« &+ « « « 67
Orders consenting to withdrawal of offering sheet and terminating proceeding . . 13
Orders termimating effectiveness of offering sheet (no proceeding pending) = . . 49
Orders consenting to amendment of offering sheet (no proceeding pending) . . . . 366
Orders consenting to withdrawal of offering sheet (no proceeding pendlng). <. .39

Total OFdEr'S © « ¢ o o 4 2 o s ¢ &+ s o ¢ o &« 5 s s 4 o o s o o s e s+ s . 626

In addition, the Commission received and examined during the year confidential
written reports pursuant to Rules 320 (e) and 322 (d) of Regulation B in the total
amounts of 3,627 on Form 1-G and 1,361 on Form 2-G.

INVESTIGATION OF OIL AND GAS SECURITIES TRANSACTIONS

During the year investigations were conducted with respect to a total of 187 oil
and gas properties or proposed securities offerings. Where these investigations show
evidence of a violation of the criminal provisions of the Securities Act of 1933, the
results are transmitted by the Commission to the Department of Justice, and criminal
proceedings are instituted in the discretion of the Attorney General of the United
States. In the event such proceedings are instituted, the Commission's attorneys and
engineers who participated in the investigation leading up to the proceedings assist
the United States attorneys in the preparation of the cases for prescntation to the
grand jury and for trial.

A tabular summary of the Commission's oil and gas investigations follows:
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0il and Gas Investigations

Status Preliminary Informal Formal
Pending 6/30/42 . . . . . . . . . ¢ . 45 49 JAY
Initiated 7/1/42 to 6/30/43 . . . . . . . 19 28 5
Total to be accounted for. . . . . . 64 77 46
Changed to informal or formal » . . . . . - - -
Closed or completed . . . . . . . . ¢ . . 42 33 15
Total disposed of. » . . . . . « « & 42 33 15
Pending June 30, 1943 . . . . . . . . . . 2 44 31

CZVIL ACTIONS INSTITUTED BY THE COMMISSION '.l./

The Commission during the past fiscal year brought a mmber of actions, either to
enjoin violations of the registration or fraud provisions of the Securities Act of 1933
or to enforce compliance with subpoenas, where attempts were made to camouflage the real
nature of the transactions by making it appear that the subject matter of the sale was
real or personal property and hence not a security subject to the Act.

Typical of these cases was that involving Ocean Crab Pot Operators, Inc. _2_/ s In
which the Commission obtained an injunction restraining the sale of crab pots coupled
with a profit sharing agreement..

In another case, Securities and Exchange Commrission v. Bourbon Sales Company }_/ s
the Commission filed an application with the United States District Court Tor the en-
forcement of a subpoena duces tecum issmed by the Commission and directed to Bourbon
Sales Company. In its opinion ordering compliance with the Commission'’s subpoena, the
court determined that whiskey warehouse receipts coupled wath bottling contracts were
securities. Another subpoena enforcement case with similar facts was that involving
The Penfield Company of California 4/.

Pending during the past year was an action involving C. M. Joiner, where both the
District Court and the Circuit Court of Appeals upheld the contention of the defendants
that they were selling merely real estate leases. They rejected the Commission's con-
tention that the defendants were selling an investment contract by virtue of the repre-~
sentation that a test well would be drilled which might greatly enhance the value of
the assigmments 5/.

PROPOSED AMENIMENTS TO THE SECURITIES ACT OF 1933 AND THE
SECURITIES EXCHANGE ACT OF 1934

Reference was made in the Commission’s Eighth Annual Report, pages 4 and 5, to
various proposals to amend the Securities Act of 1933 and the Securities Exchange Act
of 1934. There were no hearings on these proposals during the past fiscal year.

Z_L_/ Mso see infra Part VIII, Litigation, Civil Proceedings and Appendix Table 22,

g/ Securities and Exchange Commission v, Ocean Crab Pot Operators, Inc., U.S.D.C. Wash.
Defendants consented to entry of judgment.

3/ U.S.D.C. W. D. Ky.
4/ U.s.D.C. S. D. Cal.

§/ On November 22, 1943, the Supreme Court upheld the Commission's contention that the
defendants were selling securities within the meaming of the Act and reversed the
lower courts. Securities and Exchange Commission v. C. M. Joiner Leasing
tion, 320 U. S. , 64 S.Ct. 120, 88 L.ed. 62.
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PART II
ADMINISTRATION OF THE SECURITIES EXCHANGE ACT OF 1934
REGISTRATION OF SECURITIES ON EXCHANGES

Reference is made to the Sixth Anrmmal Report, pages 100-102, and previous anmual
reports, for a description of the general purpose and nature of the statutory provisions
for the registration of securities on exchanges and the Commission's procedure in ex-
amining applications and reports for compliance with the requirements of Sections 12 and
13 of the Securities Exchange Act of 1934. It may be noted that those provisions in
general seek to make available to the public information regarding the condition of com-
panies whose securities are traded on any national securities exchange and to keep such
information up-to-date.

NEW RULES, REGULATIONS, AND FORMS FOR REGISTRATION OF SECURITIES ON EXCHANGES

Revisions of proxy rules.—When the Commission announced on December 18, 1942, a
comprehensive simplification of registration and reporting requirements under various
Acts-administered by it, which is discussed above, it also announced a revision of
certain of its rules applicable to all solicitations of proxies, pursuant to Regula-
tion X-14, after Jamuary 15, 1943. The principal changes are summarized below:

1. More extensive information must be given on the compensation and dealings of
corporate managers, as well as a brief statement of the principal occupation
of all directors and a resume of the business experience of new candidates.

2. Regular annual reports to stockholders must accumpany or precede proxy state-
ments. These annual reports to stockholders are not considered part of the
proxy material and need not be officially filed with the Commission.

3. Stockholders making proposals for action which are opposed by management must
be given not more than 100 words in the proxy in which to state their position,
provided the security holder gives the management reasonable notice of his
intention.

4. The exemption previously granted corporations making proxy solicitations with-
out use of the mails or interstate commerce was abolished.

5. An exemptlion from the rules was provided for certain types of solicitations
through newspaper advertisements.

The additional information required about management includes a list of all direc-
tors and officers, except officers (not directors) receiving less than $20,000 a year,
together with a statement of the amounts received in cash as well as under pension or
option plans. Information must also be given under the revised rules showing all loans
to officers and directors not made in the ordinary course of business, together with a
brief description of all material transactions of officers and directors and their as-
sociates with the company or its subsidiaries.

The Commission had previously authorized its staff to circulate the proposed revi-
sions to its proxy rules for comments and suggestions. The revislons made by the Com-
mission take into consideration the comments thus received. On the other hand, a number
of the suggestions proposed by the staff were not adopted. They were: (1) that infor-
mation of the type submitted in an annual report to stockholders including financial
statements be included in the proxy statement; (2) that minority stockholders be given
an opportunity to use the management's proxy material in support of their own nominees
for directorships; (3) that persons soliciting proxies be denied the right to obtain
discretionary authority where security holders have not marked balldots--while this pro-
posa. was not adopted, a requirement of a clearer statement concerning the solicitation
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of discretionary authority was included in the new rules; and (4) that compensation of
of ficers who are not directors and who receive $20,000 or less be reported.

The Commission subsequently made public exerpts from letters of the Director of the
Corporation Finance Division to officers of corporations who had asked for interpreta-
tions of certain provisions of the amended proxy rules, These interpretations are
available in Securities Exchange Act of 1934 Release No. 3385, February 17, 1943.

The amendments of the Commission's proxy rules caused considerable discussion.
Bills were introduced by Representatives Wolverton and Beoren designed to reinstate the
rules as they had existed before the revision. Hearings on these bills were cummenced
in June of 1943 before the House Committee on Interstate and Foreign Commerce. The
hearings are presently in adjourrment.

SOLICITATION OF PROXIES, CONSENTS, AND AUTHORIZATIONS

The Commission's Regulation X-14, adopted pursuant to the provisions of three of
the statutes administered by it, 1/ requires that certain information be made available
by companies to their security holders whose proxies, consents, or authorizations are
solicited. :

Turing the year the Commission received and examined both the preliminary and de-
finitive material thus required with respect to 1,427 such solicitations. In addition,
307 items of amendatory or supplemental soliciting material were received and examined.
The Commission also contimued its practice of furnishing every assistance to persons
who desired to obtain in advance of the filing date informal opinions or suggestions as
to the preparation of required material.

Rule requiring report upon settlement of war contract rensgotiations.--Rule X-13A-6
which requires the filing of a current report on Form 8 upon the occurrence of specified
events, was amended in relation to companies having war contracts subject to renegotia-
tion proceedings under Sectlon 403 of the Sixth Supplemental National Defense Appropria-
tion Act, as amended, .sc as to require a report upon the settlement of any such pro-
ceedings. No report is required, however, if effect was given to the settlement in the -
most recently filed financial statements or if financial statements for the peried
covered by the settlement have not been filed. In the latter case, it is assumed, of
¢ourse, that effect will be given to the settlement when financial statements for the
period are filed. '

The finaneial instructions for a number of the annual report forms were amended
where necessary to clarify the applicability of Regulation S-X thereto; and Rule
X=3412-1, no longer having practical application to the situation it was designed to
relieve, was repealed.

STATISTICS OF SECURITIES REGISTERED ON EXCHANGES

Up to and including June 30, 1943, 2,965 issuers had filed a total of 5,651 appli-
‘cations for reglstration of securities under Section 12 of the Securities Exchange Act
of 1934 and a total of 33,122 annmal and current reports under Section 13 of the Act.
As of June 30, 1943, the registration of the securities of 2,244 of the issuers was in
effect, and the registration of the securities of the remaining 721 issuers had ceased
to be effectlve. '

The mimber of applications, reports, and amendments filed with the Commission dur-
ing the past year relating to the listing and registration of securities on mational
securities exchanges is as followss

1/ See Sectionms 14 (a) of the Securities Exchange Act of 1934, 12 (e) of the Public
Ttility Act of 1935, and 20 (a) of the Investment Company Act of 1940.
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Applications for registration . . « . + ¢ ¢ 4 ¢ ¢ 4 . . . 96
Applications for ™when issued” trading. . . . . . + + « & 4
Exemption statements for issued warrants. . « o+ o o « o & 3
Anmual Teports. o ¢« 4 v i v h e v 4 s e e e e s e e« o s 2,073
Current reports « « v v o v ¢ v v 0 0 e 0 e e s e ... 2,344

Amendments to applications and annmual and current
TEPOTHSe o o o o o o o o o o o o s o s o o o s s« o 721

More detailed statistics of securities registered on exchanges are contained in
Appendix Tables 7-13, inclusive.

TERMINATION OF REGISTRATION UNDER SECTION 19 (a) (2)

There were pending at the beginning of the year 3 proceedings instituted under
Section 19 (a) (2) of the Securities Exchange Act of 1934 which empowers the Commission,
after appropriate notice and opportunity for hearing, to deny, to suspend the effective
date of, to suspend for a period of not exceeding 12 months, or to withdraw, the regis-
tration of a security, if it finds that the issuer has failed to ccmply with any provi-
sion of the Act or the rules and regulations thereunder; and 16 proceedings were in-
stituted during the year. The Commission ordered the securities of 11 of these issuers
withdravn and the proceedings with respect to securities of two issuers dismissed; and
six proceedings were pending at the close of the year.

The withdrawal of registration was ordered in 10 of these cases because of the com-
pany's failure to file the annual report required under the Act, and, in one case, in-
volving Class "A" stock of Associated Gas and Electric Company, l/ because of "false and
misleading™ statements found by the Commission in the application for registration and
certain anmual reports filed by the company. With that exception and one other involv-
ing a medium-sized brewery concern, the companies whose securities were thus withdrawn
from registration were small organizations consisting for the most part of inactive

mining companies.

WITHDRAWAL OR STRIKING OF SECURITIES FROM LISTING AND
REGISTRATION ON NATIONAL SECURITIES EXCHANGES

During the year ended June 30, 1943 there were filed with the Commission under Sec-
tion 12 (d), by issuers or exchanges, applications for the withdrawal or striking of 56
issues from listing and registration on national securities exchanges. At the beginning
of the year applications for the removal of 10 issues were pending. During the year the
Commission granted applications involving 41 issues, dismissed without prejudice an ap-
plication involving 1 issue, and permitted an application involving 1 issue to be with-
drawn. Applications for the removal of 23 issues were pending as of June 30; 1943.

During the year the Commission received from national securities exchanges certifi-
cations of removal involving 105 issues stricken from listing and registration because
of payment, redemption, or retirement.

AMENDMENT OF RULE X-12D2-2 (a)

Rule X-12D2-2 (a) was amended during the year to permit an exchange to remove, by
certification, without the necessity of application and hearing, the entire class of a
registered security when the instruments representing the security come to evidence
other securities, as for example in an exchange or substitution resulting from a stock
split-up, recapitalization, or merger.

l/ Securities Exchange Act Release No. 3285.
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UNLISTED TRADING PRIVILEGES ON NATIONAL SECURITIES EXCHANGES

On June 30, 1943, 1,560 stock and 217 bond issues had unlisted trading privileges
on the registered exchanges, counting each issue once if it enjoyed the privilege on
one such exchange, twice if on two such exchanges, etc. The distribution of this count
among exchanges is shown under Columm U of Appendix Table 13.

These totals included 1,295 stock and 186 bond issues under Clause (1), 260 stock
issues and 1 bond issue under Clause (2), and 5 stock and 30 bond issues under Clause
(3), of Section 12 (f) of the Securities Exchange Act of 1934. 1/ The distribution of
this count of issues under Clauses (2) and (3) among exchanges is shown in Appendix
Table 14.

The total under Clause (1) shows a reduction of 46 stock and 6 bond issues since
June 30, 1942, and a reduction of 379 stock and 406 bond issues (including 100 stock
and 199 bond issues formerly on the New York Real Estate Exchange) since June 30, 1937,
following upon the substantial reduction prior to that date discussed on pages 17-18 of
the Third Anmial Report 6f the Commission. This reduction is in line with original
expectations g/ as to this type of issue on exchanges.

Counting each issue but once, regardless of the number of registered exchanges
upon which it has unlisted trading privileges, the total is 1,027 stock and 217 bond
issues, as shown in Appendix Table 10. In particular, the exclusion of this duplica-
tion among exchanges reduces the count of 260 stock issues under Clause (2) to 155, the
latter figure being the precise number of issues currently ‘admitted to unlisted trading
under that Clause. Many of the net 160 stock and 31 bond issues admitted to unlisted
trading privileges under Clauses (2) and (3) are of companies whose issues, or whose
predecessors! issues, were admitted to trading upon the applicant exchanges in the past.

Many of the issues under Clause (1) and all of those under Clause (2), are listed
and registered on some registered exchange other than that upon which they enjoy un-
listed trading privileges. BExclusion of such listed issues leaves a residue of issues
which have only an unlisted exchange status. This residue includes 474 stock and 163
bond issues under Clause (1), and 5§ stock (all preferred stocks) and 30 bond issues
under Clause (3), representing a total of 479 stock and 193 bond issues, as shown in
Columns (2) and (4) of Appendix Table 10, This total shows a reduction of 258 stock
and 357 bond issues since June 30, 1937.

An application by the Chicago Rivet and Machine Company for the termination of un-
listed trading privileges in its Common Stock, $4 Par Value, on the New York Curb Ex-
change 2/ was denied by the Commission during the past fiscal year é/. The Exchange,

1/ Clause (1) covers continuance of privileges enjoyed prior to March 1, 1934; Clause

= (2) covers extension of the privileges to issues listed on some other registered ex-
change; Clause (3) covers extension of the privileges to issues in respect of which
there is available from a registration statement and periodic reports filed pursuant
to the rules and regulations prescribed umder the Securities Act of 1933 or the Se-
curities Exchange Act of 1934 information substantially equivalent to that available
on listed issues. In Clause (3) cases the statute requires the imposition of such
terms and conditions as will subject the issuer, its officers, directors, and princi-
pal stockholders to duties substantially equivalent to those which would arise if the
security were fully listed and registered, except where the public interest and the
protection of investors would nevertheless best be served by extension of the privi-
leges. In addition, under Clauses (2) and (3), certain conditions as to public dis-
tribution and public trading activity in the vicinity of the exchange must be
satisfied.

2/ See "Report on Trading in Unlisted Securities upon Exchanges" and "Hearing.before the

T Senate Committee on Banking and Currency", January 3 and February 11, 1936
respectively.

3/ Seventh Awmual Report, p. 148.

%/ Securities Exchange Act Release Nos. 3083, 3088 and 3395.
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upon the suggestion of the Commission, reduced the unit of trading im the serurity and
conducted a six-month test of the character of trading with the reduced wunit. Upon the
expiration of this period the Commission found that the character of trading had im-
proved and was not of such nature as to require the termination of unlisted trading
privileges on that Exchange.

During the past fiscal year there were filed with the Commission by exchanges 17
applications under Rule X-12F-2 (b) seeking a determination that an altered or substi-
tuted security was substantially equivalent to a security theretofore admitted to un-
listed trading privileges. Of these applications, 12 were granted, 3 were denied, and
2 were pending at the close of the year.

After the close of the fiscal year the National Association of Securities Dealers,
Inc., in the first appeal to the courts from an order of the Commission in an unlisted
trading case, filed a petition with the United States Circuit Court of Appeals for the
Third Circult for review of the Cormission's order granting unlisted trading privileges
to two bond issues upon application of the New York Curb Exchange. y

UNLISTED TRADING - EXEMPTED EXCHANGES

The Seattle Stock Exchange suspended operations on October 1, 1942, The total
stock and bond issues admitted to unlisted trading on the 3 remaining exempted exchanges
which permit unlisted trading were 56 and 4 respectively, on June 30, 1943. The stock
issues included 53 under Clause (1) and 3 under Clause (2) of Section 12 (f) of the Se~
curities Exchange Act of 1934.

AMENDMENT OF RULE X-10A-1

Rule X-10A-1, dealing with short sales effected on a national securities exchange,
was revised to provide that in determining the price at which a short sale may be ef-
fected in a security that has gone ex-dividend, ex-right, or ex- any other distribution,
all relevant sale prices for the security prior to the M"ex® date may be reduced by the
value of such distribution.

SPECTAL OFFERING PLANS

On February 6, 1942, the Commission amended its Rule X-10B-2 to permit special
of ferings of blocks of stock on national securities exchanges where such offerings are
effected pursuant to a plan filed with and declared effective by the Commission, as re-
lated on page 9 of the Eighth Annual Report,

Pursuant to the amendment, three exchanges adopted special offering plans:s the
New York Stock Exchange, the New York Curb Exchange, and the San Francisco Stock Ex-
change. Briefly, these plans are exchange rules permitting the special offering of a
block of stock through the facilities of the exchange and during the regular trading
session when the regular market on the floor is believed incapable of assmring absorp-
tion of the block within a reasonable period of time and within a reasonable range of
prices. The offering is made at a fixed price which is set within the framework of the
existing auction market. Members acting as brokers for public buyers are paid a special
conrmission by the seller which ordinarily exceeds the regular commissicn. Buyers ob-
tain stock without paying any commission.

Special offerings on national securitles exchanges numbered 105 in the year ended
June 30, 1943. Of these, the New York Stock Exchange accounted for 93, with a total of
1,402,612 shares offered and 1,376,418 shares sold, the latter having a market value of
$38,342,000 and affording revenue to buyers' brokers which totaled $717,000. On the New
York Curb Exchange there were 10 special offerings totaling 50,661 shares, while the
42,311 shares sold were valued at $693,000 and carried total commissions for buyers'
brokers of nearly $18,000. The San Francisco Stock Exchange had two special offerings

1/ Securities Exchange Act Release No. 3452, July 5, 1943.
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totaling 6,172 shares, with sales of the same amount having a value of $58,600, and
carrying special commissions of $2,420. i

The special offering plans of the three exchanges compete to some degree with
secondary distributions of exchange stocks effected over the counter after the close of
the exchange session — so-called "twilight offerings": Secondary distributions ap-
proved by the exchanges mumbered 101 in the year ended June 30, 1943. They covered
4,830,698 shares of stock with a value of $129,370,000. Those approved by the New York
Stock Exchange totaled 39, with a total of 2,480,236 shares valued at $61,595,000. New
York Curb Exchange approvals mmbered 40, comprising 2,227,778 shares valued at
$65,252,000. Other exchanges approved 22, covering 122,68, shares valued at $2,123,000.

SPECIAL STUDIES

The Cosmission's staff contimmed its study of the problems of the regional ex-
changes which it undertook in the preceding fiscal year, and continuved its study of
chararteristics of over-the-counter markets in exchange stocks, both, however, on a
somewhat curtailed basis owing to loss of mmch of the persomnel originally engaged in
this work. -

SAVING STUDY

The Commission in the figcal year ended June 30, 1943 contimued its series of
quarterly releases on the volume and camposition of saving by individuals in the United
States. These releases show the aggregate volume of irdividuals! savings; i.e., the
increase in their assets less the increase in their liabilities, exclusive of galns or
losses from revaluation of assets: they show also the components contributing to this
total, such as bank balances and currency holdings, insurance, securities, consumers!
indebtedness, and consumers! durable goods.

In addition to the estimates of saving by individuals, after the close of the fis-
cal year, the Commission also made public for the first time estimates of a few selected
components of corporate saving. In Subsequent reports it is planned to present estimates
of corporate saving in considerably more detail. It is intended in this manner to give
a picture of the financial condition of corporations. In this way the volume and most
significant components of all important segments of the national economy will be
available.

MARKET SURVEILLANCE AND TRADING INVESTIGATIONS

The Commission's aim in its administration of the statutory prohibitions of the Se-
curities Exchange Act of 1934 against stock market manipulation is a sufficient policing
of the markets in order to accomplish the extinction of manipulation without interfering
with the legitimate functioning of those markets. Its methods of market surveillance
and its investigatory procedure are set forth at pages 91 et seq. of the Sixth Annual
Bepart of the Commission.

A tabular susmary with respect to the Commission's trading 1fwestigations follows:
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ITrading Investigations

Flying Formal

quizzes a/ Investigations
Pending June 30, 1942 . ¢ « v ¢ ¢ ¢ ¢ ¢ 4 2 o o 4 a 4 12
Initiated July 1, 1942 to June 30, 1943 » . . . . . 123 18
Total to be accounted for . . . « ¢ ¢« ¢ ¢« 4 4« . . 127 30
Changedtofomal.......-.-....... 12 —
Closed or completed # + « ¢ ¢ ¢ ¢ o o & « o o o o & 49 b/ 8 b/
Total d18pos5ed Of ¢ « « « o ¢ o o o ¢ ¢ 6 o o o o & 61 8

Pending June 30, 1943 . . . 66 22

g/ A flying quiz is a quick informal survey of the trading in a security to deter-
mine if.additional investigation is warranted.

9/ Includes reference of cases to the Department of Justice and to various national
securities exchanges.

PEGGING, FIXING, AND STABILIZING OF SECURITIES PRICES

During the fiscal year ended June 30, 1943, the Commission contimued the adminis-
tration of (a) Rule X-17A-2, which requires the filing of detailed reports of all trans-
actions incident to offerings in respect of which a registration statement has been
filed under the Securities Act of 1933 where any stabllizing operation is undertaken to
facilitate the offering; and (b) Regulation X-946-1, governing stabilizing transactions
in securities registered on national securities exchanges effected to facilitate offer-
ings of securities so registered in which the offering prices are represented to be "at
the market™ or at prices related to market prices.

Out of a total of 150 registration statements filed under the Securities Act of
1933 during the past fiscal year, 69 contained a statement of intention to stabilize to
facilitate the offerings covered by such registration statements. Because of the fact
that a registration statement in some cases covers more than one offering, there were a
total of 77 offerings of securities in respect of which the statement required by Rule
827 of the Rules and Regulations under the Securities Act of 1933 was made to the effect
that a stabilizing operation was intended to be undertaken. Stabilizing operations were
actually conducted to facilitate 42 of these offerings. In the case of bonds, public
offerings of $142,750,000 principal amount were stabilized. Offerings of stock issues
aggregating 2,658,344 shares and having an aggregate estimated public offering price of
$67,703,875 were also stabilized. Of the 42 stabilizing operations commenced during the
past fiscal year, 35 had been completed and notices of termination of stabilization
filed with the Commission and the remaining 7 were still in progress as of the close of
the fiscal year.

Also during the past fiscal year, 7 motices of intention to stabilize were filed
with the Commission on Form X-9A6-1 pursuant to the provisions of Rule X-9A6-3. The
offerings described in these notices, to facilitate which stabilizing operations were
conducted, involved stock issues aggregating 1,873,309 shares having an aggregate
initial public offering price of $25,826,310.

EXCHANGES REGISTERED AND EXEMPTED FROM REGISTRATION

During the past fiscal year there was no change in the number (19) of exchanges
registered with the Commission as national securities exchanges. The Seattle Stock
Exchange suspended operations as of October 1, 1942, for an indefinite period, or until
the members should feel that the facilities of said exchange would again be needed; this
reduced the mumber of active exempted exchanges to five.
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OVER-THE~COUNTER REGULATION
BROKER-DEALER REGISTRATION STATISTICS

The following tabulation relates to broker-dealer registration under Section 15 (b)
of the Securities Exchange Act—Fiscal Year Ended June 30, 1943.

July 1, 1942 - June 30, 1943

Effective registrations at close of preceding fiscal year . .« « ¢« o« ¢ « ¢ s « 5,557
Applications pending at close of preceding fisca_ year. . « « « « o o » « « o 39
Applications filed during £1S€21 JEar . « &4 o« o o ¢ s o o « ¢« o s s s s o « .+ 376

Tom. - L ] L ] L ] . - L] . - . L ] . . L ] - - - * . . . L] - - . L] . - - - - L ] - m!
Applications withdrawn during year. « ¢ o « o« o o o o o « ¢ o s s s o o o s o 9
Rogistrations withdrawn during year . « ¢ ¢ &« o ¢ ¢ o ¢« ¢« ¢'c o o o o =« s s » 959
Registrations cancclled during year . « o ¢ « o o ¢ o o « s o o o ¢ ¢ s o s o 39
Registrations denied during year. . . ¢« &« ¢ ¢ ¢ v 4 ¢« ¢ ¢ ¢ ¢ o o o o s o & 4
Registrations suspended during year . « « o o « ¢« ¢ ¢ « ¢ ¢ ¢ ¢ o s o o o s 0
Registrations revoked during year 1/. . t b e e v s e e e et e e e 22

Registrations made inactive during year 2/ .............
Registrations effective at end of year (except those put on inactive status) 4,913
Applications pending at end of Fear . .« ¢ ¢ ¢ v ¢ s e bt 4 s b e e b e s 24

5 - - 1 ]

ectramm——

BROKER-DEALER INSPECTIONS

A total of 830 broker-dealer inspections were reported by our regionsl offices dur-
ing the fiscal year ended June 30, 1943, The following tabulation shows some of the
more important findings in these inspections:

74 inspections reported unsatisfactory financial condition ranging from in-
solvency to a condition not presently serious but at least potentially
dangerous.

94 inspections reported non-compliance with Regulation T.

63 inspections reported non-compliance with our rules relating to hypotheca-
tion of customers! securities. 40 of these involved firms whose financial
condition was not in question.

28 ingpections reported secret profits involving misrepresentations as to the
prices at which customers! orders had been executed.

98 inspections reported transactions with customers in which priecing practices
were questionable.

" Infractions of a minor nature are called to the attention of the firm and compli-
ance is generally promised. However, 53 inspections during the last year reported facts
which required further investigation for the purpose of determining whether amy of the
sanctions under the Act should be applied. The Commission brought action to enjoin one

1./ 24 registrations were revoked during the year but 2 of them were under suspension at
the beginning of the year and the net figure of 22 revocations is therefore reflected
in the above tabulatioms.

2/ The registrations of 2 brokers and dealers whose whereabouts, despite careful inquiry,
could not be ascertained, were placed on inactive status during the year. Registra-
tions on inactive status June 30, 1943, are 81, and are not included in the total.
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of these firms from further violations of our Acts and subsequently revoked the firm's
registration as broker and dealer and as investment adviser and expelled the firm 1
from membership in National Association of Securities Dealers, Inc. 2/ Against thir-
teen other firms of the 53 which required investigatiom, proceedings on the quesfion of
revocation of registration were ordered; seven of these were members of the National
Association of Securities Dealers, Inc. and accordingly our proceedings in these cases
included the question of suspension and expulsion from membership in that associationm.

ADMINISTRATIVE PROCEEDINGS

The following table contains statistics relating to adminstrative proceedings under
Section 15 (b) of the Securities Exchange Act:

July 1, 1942 - June 30, 1943

Revocation proceedings pending July 1, 1942
Denial proceedings pending July 1, 1942 . .
Revocation proceedings ordered during year.
Denial proceedings ordered during year. . .

Total. L2 e . . -8 - ® -9 L ] - L] * L] L] L] . - L]

Revocation proceedings dismissed on withdrawal. . . . .
Revocation proceedings dismissed and not r