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LETTER OF SUBMITTAL

To the Senate and House of Representatives:
The Federal Trade Commission herewith submits to the Congress its nineteenth
annual report for the fiscal year July 13 1932, to June 30, 1933.
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FEDERAL TRADE COMMISSION
INTRODUCTION
THE COMMISSION ASSUMESNEW FUNCTIONS

Devel opments occurring toward the close of the fiscal year 1932-33 of which this
volumeistheannual report, have had amarked and far-reaching effect upon the duties
of the Federal Trade Commission.

With the signing of the Securities Act of 1933 on May 27 by President Roosevelt

began anew erain the history of the Com-mission. This act provided that in 40 d%i_ys
from the date of enactment thefflc & €F@ OgP Fri2 (O)-Cﬁ‘tﬂQEﬁé-% 0 TDO Tc ()T






2 ANNUAL REPORT OF THE FEDERAL TRADE COMMISSION

passed by the Seventy-third Congress, the Commission isalso doing its part in aiding
the administration with itsrecovery program: Its chairman isamember of the Special
Industrial Advisory Board named by the President for the National Recovery
Administration, while the Commission stands ready at all times to carry on
investigations as required by the National Industrial Recovery Act,?which act calls
upon the Commission to make investigations “to enabl e the President to carry out the
provisions of this title”, for which purposes “the Commission shall have all the
powersvestedinit with respect of investigationsunder the Federal Trade Commission
Act, as amended.” 2

Much of thework of the National Recovery Administration itself isbased ultimately
upontheprinciples
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Chain stores.--The investigation has been completed and written up in a series of
published reports treating of close to 30 different phases of the national chain-store
industry. A final report containing the Commission’s general conclusions and
recommendations will later be issued.

Cottonseed prices.--Investigation completed and final report transmitted to the
Senate, May 19,1933.

Price bases.--Further reports being prepared. (See p.56.)

Cement industry.--Investigation compl eted and final report transmitted to the Senate,
June 9, 1933.

Building materials.--Final report now under consideration.

Salary inquiry.--Investigation now in progress.

HOW THE COMMISSION WORK ISHANDLED

The work of the Federal Trade Commission may be divided into the following
general divisions: Securities registration, legal, general investigations, and
administrative.

By virtue of the Securities Act of 1933 the securities division has charge of the
Nation-wideregistration of proposed issuesof securities. Thelegal division hascharge
of proceedings against respondents charged with unfair methods of competition as
forbidden by the Federal Trade Commission Act and of other practices condemned by
the Clayton Act, and with thetrial of cases before the Commission and in the courts.
This work is carried on through the following officials: Chief examiner, board of
review, chief trial examiner, and the chief counsel, who is chief legal adviser to the
Commission. There are also the division of trade practice conferences, the specia
board of investigation for cases of false and misleading advertising, and the foreign-
trade work, which is under supervision of the chief counsel. Members of the trial
examiners' division are delegated to preside at trial of formal complaintsand to sit as
specia masters in the taking of testimony in investigations conducted pursuant to
congressional resolutionsaswell asat hearingsheld in pursuance of the SecuritiesAct
of 1933. They also arrange settlements of applicationsfor complaint, by stipulations.
Thismethod isemployed particularly in cases where the practice complained of is
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President, by Congress, or the Attorney General, or by the Commission itself,
such asthe current investigations regarding power and gas utilities, chain-store
Systems, and price bases. The economic division carrieson that part of the power
inquiry which deals with the financial structure, organization, and management
of theutilities, although the chief counsel hascharge of the examination in public
hearings. The chief examiner has cooperated with the economic division in
studying legal aspects of the chain-store survey.

Theinvestigations of cottonseed prices,publicwhi ublic
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January a member of the Commission is designated to serve as chair-man for the
succeeding year. The position rotates so that each commissioner Serves at least one
year during histerm of office. The chairman presides at meetings of the Commission
and signs the more important official papers and reports at the direction of the
Commission
Official activities of the commissioners are generally similar in character although
each assumes broad supervisory charge of a different division of work. One
commissioner may maintain contact with the securitiesdivision, another with the chief
counsd and his staff or the chief examiner, and soon; however,dlexaminer,a 5
5c0061().0061 Tcl c0.0044 Tc (examiner,) Tj(43.80 TD O Tctings
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To make public from time to time such portions of the information obtained by it hereunder,
except trade secrets and names of customers, asit shall deem expedient in the public interest;
and to make annual and special reports to the Congress and to submit therewith
recommendationsfor additional legidation; and to providefor the publication of itsreportsand
decisions in such form and manner as may be best adapted for public information and use.
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PART |. SECURITIES REGISTRATIONS
SECURITIESACT OF 1933

Thislaw constitutestitle | of Public No.22, approved May 27, 1933. It was one of
the most important pieces of legislation passed by the Seventy-third Congress. Itisnot
an emergency measure but a permanent addition to our regulatory legislation. The
purpose of the act isto “provide full and fair disclosure of the character of securities
sold in interstate and foreign commerce and through the mails, and to prevent frauds
in the sale thereof.” The underlying aim of the act is, therefore, to offer protection to
the public purchasing securities. This protection is sought to be achieved by requiring
full disclosure of the facts pertinent to the formation of an intelligent appraisal of the
value of a security, and by affording sanctions, civil and criminal, against the parties 7 C
failing to make such fair disclosures. The applicability of the act is limited to
securities entering interstate or foreign commerce or the mails as being within the
province of the Federal 7  aga2330T@EBB.240 TD O Tc () Tj1.8 0 TD -0.0do(
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Commission intends to administer the act so asto give purchasers of securities full
and accurate information, at the same time neither the act nor its administration will
offer any serious obstacle to the legitimate financing of legitimate business. Even
specul ative securities may still be offered, and the public will be asfree asever to buy
them, since this act is meant in no way to substitute the judgment of the Government
for that of the individual investor as to the wisdom or advisability of making any
particular investment.

CORPORATION OF FOREIGN BONDHOLDERSACT, 1933

Thisactistitle !l of Public No.22, approved May 27, 1933. The purpose of the act
isthat of “protecting, conserving, and advancing theinterests of the holdersof foreign
securities in default.” Thistitle, however, is not in effect, since, in accordance with
section 211, itsbecoming effectiveis contingent upon aproclamation by the President.

LEGISLATIVE HISTORY

The Democratic platform of 1932 provided as follows:
We advocate protection of theinvesting public by requiring to be filed with the Government
and carried in advertisements of all offerings of foreign and domestic stocks and bonds true
information as to bonuses, commissions principal invested, and interests of the sellers.
On March 29,1933, the President requested legislation on the subject by the
following special message to the Congress:
To the Congress.
This3td6.680 D0 Tc0.03 Tw () Tj2.16 04 and interestsO0 Tw (to) Tj[7.80 TD 0 Tc 0.03 Tw () Tj2
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What we seek is a return to a clearer understanding of the ancient truth that those who
manage banks, corporations, and other agencies handling or using other people's money are
trustees acting for others.

Simultaneously, there wereintroduced in the House and Senateidentical bills, H.R.
4314 and S. 875, covering the proposed legislation. Public hearings were held in
March and April 1933, before the House Committee on interstate and Foreign
Commerce and before the Senate Committee on Banking and Currency, to which
committees the respective bills had been referred.

The House committee thereafter prepared a new bill, which on May 3, 1933, was
introduced by its chairman as H.R. 5480. The following day, May 4, the House
committee favorably reported H.R. 5480 and recommended its passage With certain
minor amendments. (H. Rept. 85, 73d Cong., 1st Sess.) On May 5,1933, the bill (H.
R. 5480) was considered as in Committee of the Whole, and passed by the House as
reported, with the committee amendments. The bill was then massaged to the Senate
on May 8,1933.

Inthe meantime the Senate committee, April 27,1933, had favorably reporteditshill
S. 875, with an amendment in the nature of asubstitute, and recommended that the bill
as amended be passed. (S. Rept. 47, 73d Cong., 1st Sess.)

On May 8 the Senate considered its bill (S. 875), agreed to the language as reported
with certain amendments, including title I-I which was added on the floor of the
Senate, and thereupon passed the House bill (H.R. 5480) With the Senate measure
attached as an amendment in the nature of a substitute. The legislation was then
committed to conference between the two Houses. After deliberation the conference
agreed upon and reported to their respective Houses the language asit now appearsin
the statute. The conference report was agreed to by the House, May 22, 1933 (H.
REPT. 152, 73d Cong., 1st Sess.), and by the Senate, May 23, 1933. The hill thus
passed was approved by the President, May 27, 1933.

ADMINISTRATION OF THE SECURITIESACT

To administer the law the Commission has organized a securities division, and has
published rules, regulations and forms as required by the act. An interim rule
regarding registration wasissued by the Commission, June 29,1933, followed on July
6 by the promulgation of the first set of general rules and regulations, and a form of
registration statement. Additional or supplemental rules have since been issued, and
it is anticipated that others will be promulgated from time to time as a result of
experience in the operation of the law.



14 ANNUAL REPORT OF THE FEDERAL TRADE COMMISSION

The forms described below for the making of registration statements have been
approved by the Commission and promul gated.

Form A-1 is the prototype of the various forms, and the one to be used for the
ordinary type of corporate security, to be used a'so When there is not one especially
designed to meet a particular kind of security. The other forms are variants of A-1,
with changes, additions, and omissions necessary to meet the circumstances of
particular securities. FormsD-1 and D-2 areto be used in the case of reorganizations:
D-1 for the registration of certificates of deposit; D-2 for the securities to be issued
pursuant to a plan of readjustment or reorganization. Form C-1 is to be used for
unincorporated investment trusts not having a board of directors of the fixed or
restricted management type. Other forms, to meet other special classes of securities,
are being prepared; particularly forms for foreign securities issued by private and
governmental agencies.

REGISTRATION REQUIREMENTS

Before any security may be lawfully sold in interstate commerce or by use of the
mailsthere must be on file with the Commission and in effect aregistration statement
disclosing full facts regarding the security. This requirement as to registration,
however, appliesonly to securitiesWhich

planwitl
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Though stop or refusal orders have been issued in only 7 cases, the policy of
permitting aregistrant to withdraw hisregistration statement and thereby be unableto
offer the securitiesto the public inasmuch as no registration statement isin effect, has
been employed in cases where the statement was so inadequately prepared that it
would obviously take considerable time for the registrant to meet the requirements of
the act. Stop-order proceedings have been employed usually in cases where the
registrant disclosed an unwilling ness to furnish the required material or to respond
promptly to the Commission’s suggestions for material that the act insists should be
disclosed.
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1 Themateria inthefollowing reportsfor thisgroup wastaken from reports by auditorsto thereceivers

of the respective companies.

POWER AND GASUTILITIES 21

Fromthebeginning of theinvestigation to theend of thefiscal year, 1932-33, groups
and companies with an aggregate gross revenue for 1929 of nearly $1,400,000,000
have been made the subjects of examinations at public hearings under the Senate
resolution. The testimony and exhibits of these companies have been or are being
printed in volumes as a part of Senate Document N0.92, Seventieth Congress, first

session. Thelist is as follows:

Company

American Gas & Electric Co
Appalachia a Electric Power Co
Indiana& Michigan Electric Co
Ohio Power Co
The Scranton Electric Co

Associated Gas & Electric Co
Associated Electric Co
Associated Properties, Inc
Associated Utilities Merchandising Co., Inc
Binghamton Light, Heat & Power Co
Clarion River Power Co
Consumers Construction Co
Johnstown Fuel Supply Co
Management Holding Corporation
Metropolitan Edison Co  Part 50.

New England Gas & Electric Association (and subsidiary operating companies)

New York Electric Co

New York State Electric & Gas Corporation

Pennsylvania Electric Co
Pennsylvania Electric Corporation
Staten Island Edison Co
Utilities Purchasing & Supply Corporation
Utility Management Corporation
White, The J. G., Management Corporation
Central Public Service Corporation Group
Central Public Service Co
Central Public Service Corporation
Southern Cities Public Service Co
Cities Service Co. Group:
Arkansas Natural Gas Corporation
Cities Service Securities Co
Lakeside Construction Co
Public Service Co. of Colorado
Columbia Gas & Electric Corporation Group:
American Fuel & Power corporation
Cincinnati Gas Transportation
Columbia Corporation

Columbia Engineering & Management Corporation

Columbia Gas & Electric Corporation
Columbia Securities Co
Huntington Gas Co
Manufacturers Light & Heat Co
Union Gas & Electric Co
United Fuel Gas Co
Electric Bond & Share Co
American Power & Light Co
Inland Power & Light Co
Minnesota Power & Light Co
Nebraska Power Co
Northwestern Electric Co
Pacific Power & Light Co
Washington Water Power Co
Electric Bond & Share Securities Corporation
Electric Investors, Inc
Electric Power & Light Corporation
Arkansas Power & Light Co
Idaho Power Co
Louisiana Power & Light Co
Mississippi Power & Light Co
Utah Power & Light Co
Western Colorado Power Co

Testimony and
exhibits printed
in--
Parts 21 and 22.
Do.
Do.
Do.
Do.
Parts45and  46.
Part 46.
Do.
Do.
Do.
Do.
Do.
Do.
Do.

Part 48.
Part 46.

Part 48.
Part 46.
Do.

Part 52.
Do.
Part 53.

Part 55.
Part 53.
Part 55.
Do.

Part 52.
Part 49.
Part 47.
Do.
Do.
Do.
Part 49.
Part 47.
Do.
Part 49.
Parts 23 and 24.
Do.
Part 35.
Part 26.
Part 41.
Part 35.
Do.
Part 29.
Parts 23 and 24.
Do.
Do.
Part 42.
Part 35.
Part 43.
Part 42.
Part 45.
Do.



National Power & Light Co Part 25.
Carolina Power & Light Co Part 26.
Phoenix Utility Co Parts 23 and 24.
Phoenix Utility Co. (Minnesota operations) Part 35.
Two Rector Street Corporation Parts 23 and 24
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Testimony and
Company
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neering & Management Corporation, which has supervision over the companiesof the
Standard Gas & Electric Co. group.

It isestimated that in the production of Electric energy the combined output of these
11 groupsin 1930 was more than 19 percent of thetotal for the United States, with an
interstate or international movement of about 25 percent of this production.

SCOPE OF PUBLIC HEARINGSIN 1932-33

Headingswere held and reports put into the record during thefiscal year ended June
30, 1933, on certain companies in the Middle West Utilities Co. group, North
American Light & Power Co. group, Associated Gas & Electric Co. group, Central
Public Service Corporation group, Niagara Hudson Power Corporation group, the
United Gas Improvement Co. group, Cities Service Co. group, Columbia Gas &
Electric Corporation group, and Utilities Power & Light Corporation.

These hearings covered various holding and management companies as well as
operating compani eswithin these several groups. Takingtheseninegroupsasawhole,
they generated more than 17,-208,201,086 kil owatt-hours of Electric energy in 1930,
or about 18 percent of the total quantity generated in the United States for that year.
In connection with the operations of these nine groups, about 4,115,427,959 kil owatt-
hoursor about 24 percent of thetotal moved ininterstate commerce. Companies of the
Columbia Gas & Electric Corporation group, Associated Gas & Electric Co. group,
and the Cities Service Co. group dealt largely in natural gas. The companies within
these three groups transmitted interstate 141,883,046,000 cubic feet of gas (almost
wholly natural gas) during the year 1930, which was 37.28 percent of the total amount
of the interstate movement of gasin the United States for that year.

A healing was also held on a report on the intercorporate relations among the
companies controlling and controlled by the United Corporation, which iscommonly
known asaM organ-controlled company. Reportswereal sointroduced onthecashand
securities received by the United Corporation from its organizers and the cost thereof
to the organizers. Testimony on the characteristics of the physical properties of the
companies in which the United Corporation had investments was also heard.

ASSOCIATED GAS & ELECTRIC CO.

Headings on Associated Gas & Electric Co. were begun near the close of the fiscal
year ended June 30, 1932. The Associated Gas & Electric System is controlled by
Associated Gas & Electric Properties, a Massachusetts voluntary association, which
inturniscontrolled by H. C. Hopson and J. I. Mange. Associated Gas & Electric Co.
controlled close to 180 operating companies, December 31, 1929.
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Its Electric and gas companies operate in 22 States, as follows: New Hampshire,
Vermont, Massachusetts, Connecticut, New York, New Jersey, Pennsylvania,
Maryland, West Virginia, Delaware, South Carolina, Florida, Ohio, Indiana, Illinois,
Kentucky, Tennessee, Oklahoma, Arkansas, Arizona, Texas, and Louisiang; alsointhe
Maritime Provinces of Canada and in the Philippine Islands.

Thetotal operating revenues of companiesin the system from Electric, gas, water,
transportation, and other services in 1929, according to reports of the company,
aggregated $68,903,254 in 1929. The total income reported by the holding company,
Associated Gas & Electric Co., in 1929, was $48,815,756.

The consolidated balance sheet issued by Associated Gas & Electric Co. as of
December 31, 1929, showed a total of $673,174,481 for “Plant, property, and
franchises’, and total assets of $962,117,862. The Associated Gas & Electric Co. and
subsidiarieshad outstandinglong-termdebt of $468,509,770onthat date, $71,481,104
in preferred stock, and $240,689,961 of different classes of common stock, trust
certificates, etc.

MIDDLE WEST UTILITIESCO. GROUP

Hearingswere held during thefiscal year 1932-33 onthefollowing companiesinthe
Middle West Utilities group: Corporation Securities Co. of Chicago; Insull, Sons &
Co., Inc.; Insull Utility Investments, Inc.; Mississippi Valley Utilities Investment Co.;
Public Service Trust; Second Utilities Syndicate, Inc.

These companies are largely investment companies superimposed on the Middle
West Utilities Co. and its hnumerous subsidiary holding and operating companies and
were used to keep control of that company and its affiliates in the hands of a few
people, principally members of the Insull family. These companiesare at thistime all
in the hands of receivers and the reports were prepared from materia in the hands of
receivers.

Other reports were prepared and hearings held on Seaboard Public Service Co.,
National Electric Power Co., and National Public Service Corporation, which were
subsidiary holding companies of the Middle West Utilities Co. group. These three
companies are now either in receivership or bankruptcy. The latter two reports were
in addition to previous reports prepared on these companies which were introduced
into the record early in 1932.

A report is now being prepared on the affairs of Middle West Utilities Co. itself,
from September 1930 to April 16, 1932, supplementing reports on this company
aready part of the public record. Thisreport will beintroduced into the public record
in the forth-coming fiscal year.

16326---33-----3
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CENTRAL PUBLIC SERVICE CORPORATION GROUP
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POWER AND GASUTILITIES 29

sales of gas to public-utility consumers in 1930 was 21.68 percent of the estimated
total for the entire country. For the other company groups, that is, those in which
voting-stock interest was less than 11 percent, in each case, the total salesto public-
utility consumers were 12.44 percent of that estimated for the country as awhole; a
total of 34.12 percent of the estimated sales for the United States.

ELECTRIC BOND & SHARE CO.

Theinvestigationinto the affairs of Electric Bond & Share Co., particularly astothe
exact costs and profitsasaresult of its managerial service and supervisory contracts,
is nearing completion. The decision of the United States District Court for the
Southern District of New Y ork inthe suit of the Federal Trade Commission against the
ElectricBond & Share Co. et al. (1 Fed. Supp. 247), which decision was handed down
August 19, 1932, directed the individual respondents to answer all questionsrelating
to the cost to Electric Bond & Share Co. of such services asit renders the operating
companiesin return for the payment of afee based upon their gross earnings, etc. An
agreement was reached between the Commission and the Electric Bond & Share Co.
whereby Commission examiners examined the expense ledgers and other records of
the Electric Bond & Share Co., which had been denied them at the time of the first
examination of this company. A report is now being prepared on the results of this
investigation.

INTERSTATE TRANSMISSION OF ELECTRIC ENERGY AND GAS

Data gathered in connection with electric energy transmitted across State lines by
electric utility operating companies were com piled for the years 1929 and 1930
according to holding-company group ownership and introduced into the record in
report form when hearings on such companies were held.

Thesereportsshow in detail the quantities of electric energy generated, disposed of,
and transmitted across State boundariesby each operating-company group. Duringthe
fiscal year such data were presented for the Pennsylvania Electric Corporation,
Columbia Gas & Electric Corporation, New England Gas & Electric Corporation,
PennsylvaniaElectric Co., United Gas Improvement Co., Central Public Service Co.,
and the Utilities Power & Light Co. Transmission lines of the operating compani es of
these groups extend into more than 30 States and the Dominion of Canada.

Reports were also introduced into the record covering gas operations with respect
to production, sales, and quantities moved in interstate commerce by the following
company groups for the year 1930: Columbia Gas & Electric Corporation, North
American Power & Light Co., United Gas Improvement Co., and the Central Public
Service Corporation.
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Sources of Chain-Store Merchandise.
Wholesale Business of Retail Chains.
Chain-Store Leaders and Loss L eaders.

The 26 reports completed during the fiscal year 1932-33 are:

Chain-Store Manufacturing.

Chain-Store Private Brands.

Chain-Store Advertising.

Chain-Store Wages.

The Chain-Storein the Small Towns.

State Distribution of Chain Stores, 1913-28.

Sizes of Stores of Retail Chains.

Chain-Store Price Palicies.

Quality of Canned V egetables and Fruits (Under Brandsof Manufacturers, Chains, and Other
Distributors).

Short Weighing and Over Weighing in Chain and Independent Grocery Stores.

Service Featuresin Chain Stores.

Prices and Margins of Chain and Independent Distributors, Washington, Grocery.

Prices and Margins of Chain and Independent Distributors, Memphis, Grocery.

Prices and Margins of Chain and Independent Distributors, Detroit, Grocery. Prices and
Margins of Chain and Independent Distributors, Cincinnati, Grocery.

Pricesand Marginsof Chainand Independent Distributors, Detroit, Drug. Pricesand Margins
of Chain and Independent Distributors, Washington, Drug.

Prices and Margins of Chain and Independent Distributors, Cincinnati, Drug.

Prices and Margins of Chain and Independent Distributors, Memphis, Drug.

Special Discounts and Allowances to Chain and Independent Distributors, Tobacco.

Special Discounts and Allowances to Chain and Independent Distributors, Grocery.

Special Discounts and Allowances to Chain and Independent Distributors, Drug.

Gross Profit and Average Sales per Store of Retail Chains.

Sales, Costs, and Profits of Retail Chains.

Invested Capital and Rates of Return of Retail Chains.

Miscellaneous Financial Results of Retail Chains.

REPORTS TO CONGRESS ARE BRIEFLY DESCRIBED

Brief descriptions of the salient features of the reports completed during the fiscal
year, grouped to some extent by subject matter, are given below.

CHAIN-STORE MANUFACTURING

The report on chain-store manufacturing shows to what extent the manufacture of
commoditiesand the distribution of them through retail stores have been combined by
chain-store organizationsin variouslinesof business. Of 1,068 chain-store companies
in 26 kinds of business which furnished information on the question of
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business. Excluding A. & P. and Kroger, nearly four fifths of the total private brand
sales reported by 274 chains in 1930 were made in five of the 26 kinds of chains,
namely, dry goodsand apparel, department store, men’sand women'’ s shoes, grocery,
and grocery and meat. If A. & P. and Kroger are included, the private brand sales of
these five kinds of business represent nearly six sevenths of the total. Approximately
one third of the private brand sales of all private brand chains reporting in 1930 was
madeby A. & P. and Kroger, and these two chainstogether with The J. C. Penny Co.,
accounted for more than one half of thetotal private brand sales reported in that year.

Based on the proportion of private brand salesto total salesof private brand owning
chains, the private brand businessis apparently most important in confectionery and
men'’ sshoe chainsand least important in hardware, unlimited pricevariety, variety ($5
limit), and millinery chains.

The trend of private brand business appears to be definitely upward from 1925 to
1930 in grocery and meat (excluding A. & P. and Kroger), drug, women's shoes,
men’s and women’s shoes, and men’ s furnishing chains. It was aso clearly upward
from 1928 to 1930 in grocery and department store chains. The trend appears to be
clearly dowidehdiibether-|idetssari ety sshaidszpealiagihe. 8gbyhat Grabchp asdone TPLH10p.852.9€
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drug chains. The gross profit was 65 percent or more on 42.5 percent of the items
bearing private brands, While the highest gross profit reported for any standard brand
was 60.9 percent.

Although the mark-up on private brands was equal to or higher than that on
competing standard brands, according to a majority of the reporting chains,
nevertheless private brands generally were priced lower than competing standard
brands chiefly because of lower cost. About onethird of the chains reporting on their
pricing policies priced their private brands|ower than competing standard brands but
thisgroup operated nearly threefourths of thetotal stores. Half of the chains sold both
private brands and standard brands at the same price. About one sixth of the chains,
operating lessthan 2 percent of the stores, priced their private brands higher than com-
peting standard brands.

In addition to the general statements on pricing policies, reports were received on
the actual selling prices, March 30, 1929, of private brands and competing standard
brands which had the highest mark-up. If a hypothetical customer on this date had
purchased all 424 commodities (212 under private brands and 212 under standard
brands) from the grocery and grocery and meat chains reporting, his private brands
would have cost him $12.99, or 12.3 percent, less than the standard brands.

A comparison between the selling prices of private brands and competing standard
brands which had the lowest mark-up indicated that if a customer on March 30,1929,
had purchased 59 items under private brands and 59 bearing standard brandsfrom the
chainsfurnishing price information, the private brands would have been lower by 8.5
percent than the competing standard brands.

Similar comparisons for the drug chains indicated private brands of drug and
miscellaneous products were lower than competing standard brands by 15.7 percent
and for toilet preparations were lower by 26.5 percent. In a comparison between
private brands and competing standard brands having the lowest mark-up, the private
brands of drug and miscellaneous articleswerelower by 6.3 percent and those of toilet
articles were lower by 26.8 percent.

CHAIN-STORE ADVERTISING

Fifteen hundred and six chainsreported their total advertising expendituresfor 1928.
These chainsoperated 59,959 stores and spent more than $65,600,000 for advertising,
an average of $45,552 per chain and $1,094 per store. The sales of these 1,506 chains
exceeded $4,-322,000,000 and the ratio of advertising expense to saleswas 1.52 per-
cent. This ratio was greater than that of any of the 3 earlier years reported on, there
being asteady increaseinthisrespect, withratiosof 1.15 percentin 1919, 1.30 percent
in 1922,1.42 percent in 1925, and 1.52 percent in 1928, as stated above.
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of business, grocery and meat, tobacco, men’s and women'’s ready-to-wear, men’s
shoes, women'’ s shoes, and furniture chains. The same tendency also appearsin store
managers wagesin tobacco, women’ s ready-to-wear, men’ s furnishings, department
store, furniture, and hardware chains. There is, on the other hand, apparently some
tendency for thelarger chainsto pay higher average weekly wagesto several types of
employees than do the smaller chains; for employees in the dollar-limit variety, for
managersin the dollar-limit variety and millinery, and in supervisors' wagesin drug,
dollar-limit variety, and millinery businesses.
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chain stores opened earlier than other kinds of chains, So far as these reports show.

It is estimated that the total sales for the 218 chain stores doing business in these
townsin 1931 were $12,156,100, or approximately $400,000 per town. Almost half
of thetotal stores and sales were in the food group.

Comparison of the average chain and independent rent together with the sales data
shows that the chains can pay distinctly higher rents than independents without
incurring a disproportionate expense burden on account of their higher average sales
per store. This means that they have generally superior locations, and several
instances were reported of the chain stores displacing independent tenants because of
the rent paid.

Ninety-three of one hundred and sixty-two reporting chain stores were represented
in local civic organizations, either through company membership, manager
membership, or both. Of 153 chain stores replying as to contributions to local civic
and charitable activities, 126 stated that contributions had been made by the company
and 27 said none were made. For a period of 12 months, they contributed a total of
$9,737.37. Thisamountsto approximately $77 per store contributing and to something
less than $65 per store reporting.

For all kinds of chain stores reporting, the average number of hours of business per
week isjust under 70. Average overtime per manager working overtime is 6.3 hours
per week, but including those not working overtime the average is 4.8 hours per week.
At the time of the report in 1931, atotal of 204 selling employees in independent
stores received an average weekly wage of $18.60, while 198 chain-store selling
employees received an average wage of $16.89 per week.

STATE DISTRIBUTION OF CHAIN STORES, 1913-1928

The report on the State distribution of chain stores shows not only the distribution
of chain stores but also the general trend of chain-store growth in the various States
at 3-year intervals during the period 1913-1928.

A marked increase occurred in the number of stores reported for each year of the
seriesover the preceding year in every geographic division of the country. Two thirds
of all chain storesreported in each year are concentrated in the three contiguous and
populous divisions in the Northeast-New England, Middle Atlantic, and East North
Central, though since 1919 the aggregate proportion of stores reported in that section
is gradually diminishing.

New Y ork leadsal other Statesin the number of both chains and storesreported for
each year, notwithstanding a striking decline in the proportion of stores operated in
that State since 1919, due to relatively greater growth in other States.
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There are only five States in which as many as 10 percent of the total chain-store
companies were operating in some year or more of the series covered: New Y ork,
Illinois, Ohio, Pennsylvania, and Massachusetts. Approximately 50 percent of the
total stores reported for each year of the series are concentrated in those five States,*
with an additional 25 percent approximately in the five States next in order: New
Jersey, California, Michigan, Indiana, and Missouri.

SIZESOF STORES OF RETAIL CHAINS

The importance of this study lies primarily in the consideration of the retail
advantages of large and small chainsin the distribution of commaodities. If it be true,
as has been suggested, that the larger store units of retail chains, as measured by
volume of sales, are able to sell and distribute goods at alower cost than the smaller
units of the same or other chains, the proportions of such units operated have an
important bearing on proposals for regulation and attempts to check the growth of
chains by taxation or otherwise.

Based on the figures for the latest year for which the information is available, the
smaller chains show larger proportions of large stores than do the larger chains in
grocery, grocery and meat, men’s and women'’s ready-to-wear, men’s and women's
shoes, and men’s shoes

Onthe other hand, in dollar-limit variety, drug., and musical instruments, the larger
chains appear to operate greater proportions of stores with large sales than do the
smaller chains.

CHAIN-STORE PRICE POLICIES

Because chain stores are presumed to represent the application of large-scale
methods of operation to the business of retailing, inquiry is directed in the report on
chain-store price policies to the question of how far the chains have reduced the
important functions of marking up and pricing their merchandiseto asystematic basis.
Inquiry also ismadeinto the degree of centralized control over pricesexercised by the
headquarters of chain organizations, the extent of and reasons for variation in prices
between the stores of a chain, and into the competitive phases of chain-store price
policy.

When asked to state whether it isthe policy to price their merchandise according to
some rule or standards, or whether the pricing of goods is left to the discretion of
certain officials, 511 of 991 chainsreplying state either that no ruleisfollowed or that
it isleft to the discretion of the pricing officials.

Pricing at aset average mark-up over cost istherule most frequently reported by the
chains. Next in order isthe rule that prices are set by competition, which in turn is
followed by the policy of selling at fixed retail prices determined in advance of the
purchase of

1 In different order, however: New Y ork, Pennsylvania, Ohio, Illinois, and Massachusetts.
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QUALITY OF CANNED VEGETABLESAND FRUITS
(Under brands of manufacturers, chains, and other distributors)

In connection with its study in 5 cities of the comparative buying and selling prices
of chain and independent grocery stores, the Corn-mission, in 3 of the 5 cities, Des
Moines, Memphis, and Detroit, purchased samples of certain brands of canned fruits
and canned vegetables for grading.

In all, 396 cans of vegetables were graded. Of these, 85 were canned spinach and
pumpkin which do not have the same standards as other vegetables. The results of the
grading showed that excluding these two kinds of vegetables, the brands of the chains
were only dightly below those of nationaly advertising manufacturers in the
proportion of their cans grading “fancy”, “extra standard”, and “standard”,
respectively. They make a dlightly better showing than nonrationally advertising
manufacturersinthe“fancy” grade and show amaterially higher proportion for “ extra
standard.” Compared with wholesalers, the chains show adistinctly higher proportion
in “fancy” and a somewhat lower proportion in “extra standard.” Chains lead the
cooperatives dightly in proportions of their brands of canned vegetables grading
“fancy”, but for the “ extra standard” grade the brands of the cooperatives had amuch
higher ratio.

A total of 621 cans of fruit was graded. The proportion of the chain brands of fruits
which graded “fancy” was dightly higher than the average; although the proportions
for brands of both wholesalers and nationally advertising manufacturers. In the
proportion of brands grading “choice” the chains substantially exceeded the figures
shown by any other group. None of the chain brands of canned fruits graded
“seconds.”

As with canned vegetables there were marked differences in the grades of
manufacturers who advertise nationally and those who do not, the former being the
higher inquality. Th erewasal so the sane general close correspondencein the grades,
of the chains and the nationaly advertising manufacturers. Furthermore, the
comparisonsof the grade scoresindicate that the chains compare favorably with these
and other distributors in the quality of their private brands of canned vegetables and
fruits.

SHORT WEIGHING AND OVER WEIGHING CHAIN AND
INDEPENDENT GROCERY STORES

The report on short weighing and over weighing in chain and independent grocery
stores was undertaken to determine the extent to which chain stores short-weighD 0.h 0 Tc ()
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In carrying out this study five bulk articles were purchased for weighing from both
kindsof storeswithout disclosing by whomand for what purpose such purchaseswere
being made. The commaodities purchased were navy beans, dried prunes, lima beans,
light-weight sweetened crackers, and sugar. The quantitiesof the commadities bought
varied from one half pound to 4 pounds.

The purchases were made in four selected cities each having a population of more
than 100,000, situated in different sections of the country. In each of these citieswere
one or more of the five largest chain-store systems, also one or more local chains as
well asone or more cooperative chainswith their membership of independent grocers.
Shopping was donein practically all storesin the four cities, hence al types of stores
in all types of neighborhoods are represented.

In the four cities, shopping for the five bulk commodities was done in a total of
1,691 stores.

Of the total number of storesvisited, 702, or 41.5 percent, belonged to 11 different
grocery or grocery-and-meat chains; 320, or 18.9 per-cent, were independent stores
affiliated will 11 cooperative chains; and 669, or 39.6 percent, wereindependent stores
without cooperative affiliations.

On all purchasesfrom chainsin thefour cities, 50.3 percent of the items were short
in weight. On all purchases from independent and cooperative retailers 47.8 percent
were short weight. Overweights were obtained on only 34.1 percent of the total
purchases from chains as compared with 43.8 percent of the purchases from
independents and cooperative chains combined. Exact weights, however, were given
on 15.6 percent of the items purchased from chains but on only 8.4 percent of those
bought from cooperatives and independents combined.

Theshort weights(not including overweights) ontotal purchasesfrom chains(0.987
of 1 percent) were substantially below those of independents and cooperative chains
combined (1.265 percent).

However, thetotal net shortage (the difference betweentotal quantities short weight

and over weight) on dla5n. d6 b (REBE) b6\ Fidprer2ama t perc
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SERVICE FEATURESIN CHAIN STORES

Nearly one half of the 1,700 reporting chains, operating more than 8,000 stores and
Selling more than one and one quarter billions of dollars of merchandise in 1928,
employed credit to some extent. For al kinds combined, it was estimated that cash
sales were 90 per-cent of the total sales, credit sales, 10 percent of total sales.

Whileamost half of thechainsrendered somedelivery service, such chainsoperated
less than onefifth of the stores and accounted for less than one third of the total sales
of all chainsreporting. On 88.8 percent of the total net sales of all reporting chains,
it is estimated that no free delivery Service was given to customers, while the re-
mainder, or 11.2 percent, was delivered free

A little more than one half (51.2 percent) of the reporting chains stated that none of
their stores accepted telephone ordersin 1928. These chains account for dightly less
than one half of the stores (49.4 percent) and sales (47.3 percent) reported by the 1,499
chains.
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zationswhich had adequate warehouserecords, and from manufacturesor distributors
who deliver merchandise directly to the stores of the chains and independents. The
figuresfor special discounts, rebates, and allowances made by some manufacturersto
some dealers, both in the
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For the grocery business in Washington, the results of the study for 1929 showed
that for the period covered the selling prices of in-dependent distributors were on the
average 6.4 percent higher than the average selling prices of the two principal chains,
while their costs were 1.72 percent higher. The average gross margin of the
independent distributors was 20.88 percent, as compared with 18.99 percent for the
chains.

Theaverage selling prices of independent grocery distributorsin Cincinnati in 1929
were 8.84 percent. higher than the average for the two leading chains and 9.85 percent
higher than thosefor two smaller chains. Theaverage costsfor theindependentswere
only about one quarter of 1 percent higher than those of the large chains and about one
half of 1 percent higher than those of the smaller chains. The average gross margins
of the independent distributors were 25.26 percent (using independent-distributor
weights) as compared with 16.97 percent for the large chains (using large-chain
weights) and 17.37 percent for the smaller chains (using small-chain weights).

The comparison of the average figures for independent grocery distributors in
Memphisin 1930, with the average figuresfor the two | eading grocery chains, showed
the selling prices of theformer as 8.28 percent higher than those of thelatter, and their
costs 2.86 percent higher. The average gross margin of the independent distributors
was 25.23 percent of sales and that of the chains 22.91 percent.

A comparison of the averagefiguresfor independent grocery distributorsin Detroit,
in 1931, with the average figures of the four leading chains, showed the selling price
of the former on the average 10.47 percent higher than the average for the latter, and
their costs 2.31 percent higher. The average gross margin of the independent
distributors was 25.02 percent, as compared with 18.96 percent for the chains.

In each of the four reports on prices and margins of grocery distributors it was
pointed out that in the comparisons of the figures for the independents with those of
the chains, it should be borne in mind that the independent grocery establishments
render services, such ascredit and delivery to retail customers, to agreater extent than
do the chain grocery establishments.

For the drug business in Washington, the study of the figures for 1929, the prices,
costs, and gross margins of independent distributorswere compared with thosefor the
three principal chains combined. The comparison showed the selling prices of the
independents on the average 22.72 percent higher than those of the chains, and their
average costs 3.27 percent higher. The average gross margin of independent drug
distributorswas shown to be 37.66 percent and the corresponding figurefor the chains
22.60 percent.
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The study of the Cincinnati drug figuresfor 1929 showed the average selling prices
of independent drug distributors as 20.35 percent higher than the average for the two
principal chains, and their costs 1.81 percent higher. The average gross margin of the
former was 36.76 percent and that of the latter 23.99 percent.

The study of the figures for the drug business of Memphis in 1930 indicated an
average selling price for the independents 20.69 percent higher than the average for
the two principal chains, and an average cost 1.38 percent higher. The average gross
margin was 41.18 percent for the independeraindistributors, as compared with 28.77
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cent of sales, and (3) those giving service on 50 to 100 percent of sales. The chain
stores, which were understood to be cash-and-carry stores, were not taken into
consideration.

In the Washington study there appeared to be some correlation between the prices
of the various groups and the extent of services rendered, but the correlation was not
complete. In the Cincinnati study it was found that for the independent stores and for
each of two cooperative groups (with one exception, wherethe totalswere practically
the same) the pricesfor the no-service group were somewhat lower than those for the
group of storesreporting service on 1 to 49 percent of sales, while without exception,
the prices of the group of stores reporting service on 50 to 100 percent of sales were
higher than those for the group reporting service on 1 to 49 percent of Sales. These
figures indicate some correlation between the prices of the independent and
cooperative stores and the extent of the services rendered to their customers. It was
noted, however, that other factors, not sufficiently well recognized to permit their
elimination, might influence the results.

SPECIAL DISCOUNTSAND ALLOWANCESIN THE TOBACCO, GROCERY
AND DRUG TRADES

Three reports on special discounts and allowances of chain and independent
distributors summarize the data collected by the commission on this subject in the
tobacco, grocery, and drug trades. These studies were undertaken to determine the
truth or falsity of the assertionsfrequently madethat chain-store organizationshold an
important advantage over independent dealers because of the large discounts and
allowances obtained by them on many items, which independent competitorswere not
able to obtain.

These studies consist of analyses of the discounts and allowances. reported by
Several hundred manufacturers of tobacco, grocery, and drug items, covering their
total sales and total discounts and alowances to a large selected list of chain,
wholesale, cooperative and other independent distributors in various parts of the
country in. an effort to measure the importance of special discountsand allowancesin
chain andindependent distribution on aboard quantitative basis. The dataon discounts
and allowances cover awide range of tobacco, grocery, and drug products as well as
miscellaneous sundries generally sold in conjunction with these articles. Reports
covering these classes of articles in the tobacco trade were obtained from 134
manufacturers of tobacco products and miscellaneous related articles for the years
1929 and 1930. In the grocery trade similar reports were obtained from 457
manufacturers for the year 1929 and 404 manufacturers for the year 1930. A total of
682 manufacturers in the drug trade submitted discount and allowance datain 1929
and 688 manufacturers for the year 1930.






CHAIN-STORE INQUIRY 49

The sales of the manufacturers to the chains amounted to about 82 percent of the
manufacturers' total sales to the three types of distributors for both years, and the
chains obtained over 90 percent of al discounts and allowances granted by these
manufacturersduring the same period. The average rates of allowanceson total sales
of al manufacturers to chains (1.89 percent in 1929 and 2.02 percent in 1930) were
over twicethe rates granted to wholesalers. (0.87 percent in 1929 and 0.91 percent in
1930) and nearly twice those given to cooperative chains (1 percent in 1929 and 1.04
percent in 1930).

Of the 457 manufacturersreporting in 1929 and 464 reporting in 1930, only 253 and
273, respectively, reported allowances to any of the three kinds of distributors. The
total salesmadeto all distributorsincluded in this study by the manufacturers making
allowanceswere $188,724,483 in 1929 and the total allowances of $6,306,213 in that
year amounted to 3.34 percent of sales. In 1930 the total sales of this group of
manufacturers were $187,847,391 and the allowances of $6,439,514 were at the rate
of 3.43 percent on sales.

Inthefor Tj(2.04 0 TD 0.0127 Tc (only) Tjl19.56 0 Trr31jE573.92 -1ncluded



50 ANNUAL REPORT OF THE FEDERAL TRADE COMMISSION

thethree kinds of distributors. Thetotal salesmadeto all distributorsincluded inthis
study by the manufacturersmaking allowanceswere $46,339,325 in 1929 and thetotal
allowances of $3,450,283 in that year amounted to 7.45 percTj[1.8 0 TD 0.0149 Tc (allowances) Tj
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former over the latter in respect to the proportion of the retail selling price which is
absorbed to care for the operating expenses and the net profits.

SALES, COSTS, AND PROFITSOF RETAIL CHAINS

Thisreportisthefirst of 3 covering
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Theratesof return on businessinvestment arefound to vary widely among different
kinds of chains, the lowest being the negative rate or loss on investment of 0.62
percent for hats and caps and the highest a positive rate of return of 27.89 percent for
millinery chains. The averagefor all 26 kinds of chainswas 14.88 percent Seventeen
kinds of chainswere found to be below and 9 kinds above the all-year average for all
26 kinds of business.
In nearly all lines of business the chains have shown a downward trend in rates of
return on businessinvestmentsfrom the year 1919 to 1930. No kind of chain showed
ageneral upward trend for the period though ratesfor individual yearsat tim429¢/SFra¢ 0368 0 T
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MISCELLANEOUSFINANCIAL RESULTSOF RETAIL CHAINS

This report presents certain phases of chain-store studies under five principal
subjects, each of which isthe outgrowth of some portion of the reports on sales, costs,
and profits of retail chains, and invested capital and rates of return of retail chains.

The first subject has to do with the uses of capital, and application of funds of
tobacco chains and illustrates forcibly to how great an extent the financial results of
chain stores may be, and often are, affected by other than chain-store operations. A
large proportion of thetotal capital wasinvested in outside operation and a number of
tobacco chains reported operating losses on chain-store operations, but also earned
substantial amounts upon outside investments. The operations of these chains were,
therefore, analyzed to show the application or disposition of their funds and the
sourcesfromwhich they were derived. Thisportion of thereport covers 11 companies
for 5 years, 1925,1927, 1928, 1929, and 1930.

Itisfound that of thetotal average funds 41 percent were paid out in dividends and
this exceeded the net income by 1.43 points percent. Twettg-ni7cu0 Tc () Tj2.40 T2 Tc (points)






56 ANNUAL REPORT OF THE FEDERAL TRADE COMMISSION

Little Rock, Ark.; Memphis, Tenn., and Washington, D.C. Under authority of Senate
Resolution 292, Seventy-first Congress, second
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A country-wide survey of price basing methodswas made covering morethan
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Themost



BUILDING MATERIALS

The various departments of the Government authorized to
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TABULAR SUMMARY OF LEGAL WORK
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PART Ill. GENERAL LEGAL WORK
DESCRIPTION OF PROCEDURE

A case before the Federal Trade Commission may originate in several ways. The
most common origin is through application for complaint by a competitor or from
other public sources. Another way in which a case may begin is by direction of the
Commission.

No formality isrequired for anyoneto make an application for acomplaint. A letter
setting forth the facts in detail is sufficient, but it should be accompanied by all
evidencein possession of the complaining party in support of the charges being made.

INFORMAL PROCEDURE

When such an application is received, the Commission, through its legal
investigating division, considers the essential jurisdictional elements. Isthe practice
complained of being carried on in interstate commerce? Does it come under
jurisdiction of the Federal Trade Commission?Would the prosecution of acomplaint
in thisinstance be in the public interest?

It is essential that these three questions be capable of answer in the affirmative.

Frequently it is necessary to obtain additional data by further correspondence or by
a preliminary investigation before deciding whether to docket an “application for
issuance of complaint.”

Oncean applicationisdocketed it is assigned by the chief examiner to an examining
attorney or abranch office of the Commission for investigation. Itistheduty of either
to obtain all facts regarding the matter from both the applicant and the proposed
respondent.

Without disclosing the name of the applicant, the examiner interviews the party
complained against, advising of the charges and requesting submission of such
evidence asis desired in defense or explanation.

After developing the facts from all available sources, the examining attorney
summarizes the evidence in a final report, reviews the law applicable thereto, and
makes a recommendation as to action.

The entire record is then reviewable by the chief examiner. If it appears to be
complete, it is submitted with recommendation to the board of review or to the
Commission for consideration. Recommendations for dismissal outright or upon the
signing by the proposed

63



64 ANNUAL REPORT OF THE FEDERAL TRADE COMMISSION

respondent of a stipulation of facts and an agreement to cease and desist from the
unlawful
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In a contested case the matter is set down for taking of testimony before a trial
examiner. This may occupy varying lengths of the according to the nature of the
charge or the availability and number
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This investigational work is supervised by the chief examiner. It includes the
investigation of complaintspreliminary to thetaking of formal actionfor thecorrection
of such unfair methods of competition under the law administered by the Commission
as may be found to exist.

Tablesshowingthenumber of legal investigationshandled sincethework began will
be found on pages 106 and 107. When the present fiscal year began. there were
pending 423 preliminary or undocketed cases of aleged unfair methods of
competition. During the year 1593 new applications for complaint were received.
Preliminary investigations were made by the chief examiner in 1538 of these cases,
leaving 478 undocketed applications for complaint yet to be handled.

Of the preliminary cases, 264 were docketed as regular applications for complaint.
These, with 137 pending at the first of the year, totaled 401, of which 287 were
disposed of during the year.

A number of the attorneys of the chief examiner’s staff usually assigned to the
investigation of regular complaints were engaged on the special inquiries being made
pursuant to Senate resolutions, namely, cottonseed, peanut prices, cement, and
building materials. However, the regular work has been kept well in hand,
notwithstanding the fact that no vacancies could befilled
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were forwarded during the year, leaving one pending at the close.
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Four complaints involving section 7 of the Clayton Act were pending at the
beginning of the year, 1 was issued during the year, 3 were dismissed or rescinded
during the year, and 2 were pending at the close of the year.

Therewere no section 7 matters pending in the courts at the beginning or at the close
of the year. However, during the year an order was entered on a complaint directing
Arrow-Hart & Hegeman Electric Co. to divest itself of ownership of stock and a
further direction to divest itself of plant and properties acquired through a merger of
companiesengaged inthemanufactureof electrical devicesincompetitionininterstate
commerce.

A petition to review the order of the Commission was made to the United States
Circuit Court of Appeals for the Second Circuit, which
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facts as stipulated may be used in evidence against him in the trial of a complaint
which the Commission may issue.

Commodities mentioned in stipulations are of an infinite variety. Taken at random
there would be such a list as follows: Hats shoes, suit goods, fly-c