
Financing District Business . . .

Corporate Cash Through Securities Sales
The demand of business for long-term funds is nearly 
always a problem in a growing area like the Southeast. 
Many local business firms in recent years have either fi
nanced their long-term requirements out of earnings or 
have obtained loans from banks or insurance companies. 
To many new and growing firms that are unable to per
form a bootstrap operation with their own earnings and 
whose needs are not such as can well be met by institu
tional lenders, selling securities to John Q. Public remains 
a crucial necessity. How successfully District corporations 
tap the savings of individual investors through security 
sales is of considerable importance in the continued 
growth of the region.

In 1956, District corporations sought to raise about 
150 million dollars in securities offered to the public. A 
fairly large chunk of this, the bonds of major Sixth District 
public utility firms, presented no particular problem be
cause these firms possess national reputations and their 
securities appeal to conservative investors and savings in
stitutions. For the several hundred smaller District cor
porations which have no national standing, however, selling 
stock or debt obligations is not always an easy task and 
some fail to raise the funds they originally sought. Most of 
the data given here are tabulations of new issue informa
tion for firms with headquarters in District states as shown 
in the Investment Dealers’ Digest and as contained in 
Regulation A filings with the Securities and Exchange 
Commission Regional Office in Atlanta.

Machinery to Sell Securities
In the six states of the Sixth Federal Reserve District there 
are now 249 brokers, dealers, and underwriters of securi
ties with a combined capital in the neighborhood of 35 
million dollars, aided, of course, by borrowed funds. Most 
of these firms engage in transferring existing corporate se
curities and do not play a prominent part in originating 
new issues of local corporations. Some of the larger securi
ties firms do play a prominent part in originating issues of 
local corporations: others aid in distributing the securities 
as selling group members. In 1955 and 1956, some 32 
securities firms in District states led or participated in deal
ers’ syndicates for local stock or bond offerings. Their 
capital, aggregating about 17 million dollars according to 
their own statements, was only a rough measure of their 
ability to handle the nearly 100 million dollars of local 
corporate security offerings sold with their assistance. It 
does indicate, however, that for the most part it was the 
larger firms that assisted in local flotations.

Underwriting firms may assist in financing local corpo
rations in four ways. First, the securities firm may itself 
purchase the entire block of securities from the issuing

corporation or may enter into a syndicate to make such a 
purchase. The issue is then reoffered to the public until all 
or nearly all has been distributed. In any case the issuing 
corporation receives the full proceeds from the underwriter. 
Second, in the case of less easily marketed securities, un
derwriting firms may agree merely to make a “best effort” 
to sell the securities with no guarantee that any particular 
amount will be sold. Third, the securities dealer may aid the 
principal underwriters by participating as a selling group 
member—retailing securities to their clientele. Finally, 
underwriting firms often act as “finders” for long-term 
lending institutions and thus circumvent the necessity of 
security sales to the public. Whichever role is adopted by 
the securities firm is often determined by its judgment as 
to the marketability of the stock or bond issue.

Corporations differ greatly in their ability to sell 
securities. Firms selling a product on a nationwide basis 
and possessing substantial assets and a good record can 
frequently distribute their securities widely through the 
country although their issues are often particularly favored 
in cities where their headquarters or principal plants are

District common stock offerings expand with rising 
prices and fall off when prices stabilize.
Stock Price Index Number o f O fferings

located. Securities of such corporations are often listed on 
major national stock exchanges and benefit from a fair 
degree of marketability. In 1956 in addition to the 112 
million dollars of securities offered by nationally known
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utility firms located in Sixth District states, the security 
offerings of four local manufacturing firms with securities 
traded on major exchanges amounted to 21 million dollars. 
Two of the issues listed on exchanges were underwritten 
locally; the remainder were underwritten by major national 
securities firms with local underwriters participating in the 
syndicate rather than heading it.

Underwriters negotiating purchases of new offerings 
need a high degree of skill in judging the state of the market 
and in pricing the issue so as to be attractive relative to 
other securities and provide a sufficient dealers’ “spread” 
to cover risks and expenses involved in distributing the 
issue to the public. Under ordinary circumstances this task 
demands an extremely accurate appraisal of market condi
tions in the immediate future as well as the ability to fore
see how investors will regard particular issues.

When securities firms attempt to sell the issues ol 
lesser known local corporations, many difficulties are en
countered in addition to the hazards of the market and the 
dangers of misjudging prices. Small firms are likely to be 
subject to many financial difficulties that the underwriter 
must investigate prior to closing the deal. The market for 
local securities, particularly for these small firms, is often 
very thin, and may, in fact, be provided by the underwriter 
who himself buys and sells the securities for his own ac
count. In this category are some 53 District corporations 
which had their security prices listed in local papers, indi
cating an over-the-counter market. In 1956 the security 
offerings of these firms amounted to 22 million dollars.

In District states, securities of utilities bulked largest 
among public interstate offerings in 1955 and 1956.
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Below these unlisted stocks for which markets are made 
by local dealers are the securities that can usually be trans
ferred only through personal connections between buyer 
and seller. The companies offering such securities are the 
most numerous and the most difficult to finance through 
public offerings even though their total demand for long

term funds is relatively small. Relatively few of these issues 
are distributed with the aid of security underwriting firms.

The services of underwriters are usually essential for a 
widespread distribution of corporate securities. Corpora
tions that are able to raise funds without such a broad dis
tribution, however, may sell their bonds or stocks without 
the help of an underwriter. It is sometimes possible for 
the corporation to distribute unaided an additional offering 
of stock where a previous issue already exists. In this 
category are so-called “rights” offerings made to holders 
of previously outstanding stock. Even in these cases, un
derwriters may “stand by” or agree to buy any unsub
scribed portion of the offering. In 1955 and 1956 two 
District corporate offerings were sold on a stand-by basis.

Long-Term Funds for Small District Firms
Since there are very few “homegrown” corporate giants in 
the Sixth District, many of the problems of local corpo
ration finance are those of small business. Indicative of 
the smaller size of District corporation is the fact that the 
average manufacturing establishment in District states has

In the last two years (1955-56) bond issues consti
tuted over half the District offerings.
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But most non-utility offerings are common stock 
issues.
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about 20 percent fewer workers than the national average: 
in some states of the District the average is less than half 
that for the nation as a whole. Perhaps typical of many of 
the security deals for small manufacturing, trade, and other 
firms is the record of stock and bond offerings for local 
firms whose securities are not listed on an organized 
exchange.

Some 24 individual security offerings representing 10 
million dollars of unlisted local issues were larger than 
$300,000 in size and therefore the terms of the sale were 
subject to Federal regulations. About 83 percent of these 
“large” issues of securities not listed on an exchange were 
sold with the help of an underwriting firm or syndicate, 
and nearly all of the issues were for common stock even
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though two issues were “package” sales of stock and de
bentures combined. Most of the firms issuing securities in 
excess of $300,000, even though unlisted on any exchange, 
were moderately well-known throughout the Southeast.

What about the security offerings below $300,000 in 
size? Most of these small offerings are made to finance 
small retail and service businesses. Since many are made 
within the state and are frequently family affairs, they are 
subject to a minimum of regulation and provide a mini
mum of statistical information. Some, however, are sold 
in several states and come under Federal regulation, thus 
providing some statistical information on typical problems. 
During 1955 and 1956, 142 corporations located in Sixth 
District states offered a total of 28 million dollars in these 
small interstate issues subject to Federal notification re
quirements under the Securities and Exchange Act.

Of the offerings under $300,000 marketed through 
underwriters, 21 issues, representing about half of the dol
lar volume of such issues, were purchased by the under
writer directly, thus guaranteeing to the corporation the 
full amount of the funds required regardless of the success 
of distribution to the public.

Business firms in Florida, Georgia, and Alabama 
were the major seekers of funds through public 
securities sales in 1955 and 1956.
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The remaining 28 issues, representing the other half of 
the dollar volume of securities, were sold under agreement 
whereby the securities firm was to make its best effort at 
selling to the public without guaranteeing the full amount 
of the offering. In general, offerings so poor as to be sold 
under a best effort agreement with an underwriter are 
slightly more costly to the issuing corporations than are 
offerings purchased outright by the securities firm with all 
the risk of resale.

Two-thirds of the small offerings were not marketed 
through a securities firm; the bulk of those sold through 
underwriters was handled by firms with headquarters in 
District states. Almost three quarters were registered for

distribution to investors in other states as well as District 
states. About half of the dollar volume were securities of 
firms with assets of under $500,000— smaller firms tended 
to use the services of underwriters more than the larger 
firms did.

Success of Small Offerings
The offering of securities to the public does not meas
ure, of course, the amount of funds actually realized in 
this way. A surprisingly large number of issues, however, 
is completely sold out within a short period after the 
offering date. About 60 percent of the total dollar value 
of all best effort offerings are fully realized within the first 
six months for which a progress report is required. Issues 
handled without underwriters do slightly better than those 
with underwriters under a best effort arrangement, prob
ably because the former are sold largely to persons already 
interested in them. If the 60 percent of offerings marketed 
without underwriter’s guarantee are added to those pur
chased outright by the underwriter, almost three-fourths 
of the dollar value of interstate offerings of less than 
$300,000 in the last two years was realized in the six 
months following the offering date.

The success of most of the interstate security deals 
originated by District firms should not obscure the fact that

Bank Announcements
On December 7 the newly organized, nonmember 
Marathon State Bank at Marathon, Florida, opened 
for business and began to remit at par for checks drawn 
on it when received from the Federal Reserve Bank. 
Officers are W. A. Parrish, President; Edward B. Ger
maine, Jr., Vice President; and H. A. Spyker, Jr., 
Cashier. Capital totals $250,000 and surplus and un
divided profits $84,000.

On December 21 the newly organized Lake Forest 
Atlantic Bank, Jacksonville, Florida, opened for busi
ness as a nonmember bank and began to remit at par. 
Officers of the new bank are John H. Ek, Chairman of 
the Board; T. H. Land, President; and Orville Vickers, 
Vice President and Cashier. Capital totals $300,000 
and surplus and undivided profits $160,000.

Added to the par list on January 2, 1957, was the 
Citizens Bank, a nonmember bank located in Titusville, 
Florida. Officers are James Cooper, President; C. H. 
Block, Vice President; W. O. B. Chittenden, Vice Presi
dent; David D. Myers, Cashier; and Thelma Cutter, 
Assistant Cashier. Capital is $150,000 and surplus 
and undivided profits $307,700.

On December 10 the newly organized Florida 
National Bank at Brent, Pensacola, Florida, opened for 
business as a member of the Federal Reserve System. 
The bank’s officers include John E. Hastings, Chairman 
of the Board; William Sinton, President; S. D. Stone- 
burner, Vice President; W. C. Teate, Jr., Cashier; and 
James W. Welsh, Assistant Cashier. Capital stock is 
$200,000 and surplus is $50,000.
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there is a high mortality rate on proposals to raise funds 
through stock or long-term bonds by new and small local 
concerns. Even for offerings formally completed, with
drawals are heavy; some 38 issues aggregating 7 million 
dollars were withdrawn in the past two years. In Florida, 
the wealthiest state in the District, a recent study by the 
University Engineering Experiment Station and the Bureau 
of Business Research, revealed that one-fourth of the 
manufacturing firms established since 1946 were dissatis
fied with the amount of funds they were able to raise lo
cally. Nearly every security firm doing an underwriting 
business can also tell of case after case of local corporations 
unable to raise long-term capital even when the national 
total of security issues breaks new records.

Alternatives to Public Offerings
Public offerings of stocks and bonds are not the only way 
in which corporations obtain long-term funds. For the 
larger District corporations 59 percent of their funds 
needed for capital expansion and working capital last year 
was obtained from depreciation allowances and earnings

Most firms offering interstate issues of less than 
$300,000 in the last two years were youngsters.
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Only two-fifths of the number of small offerings 
were sold out in the first six months, but they repre
sented two-thirds of the dollar value.
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and only 18 percent was raised through stock or bond 
issues. Even here a sizable proportion of the debt financing 
is done through private rather than public sale of securities, 
that is, to savings institutions in the form of term loans.

For local corporations, success in raising capital and 
floating long-term debt through the sale of securities to the 
general public obviously depends upon several factors. 
The potential earnings of the business must be sufficiently 
attractive and stable to justify relatively permanent invest
ment, a condition by no means present in all promotions. 
Machinery to market and transfer securities is also neces
sary, but this, apparently, is not lacking in the Sixth Dis
trict. Most important in determining the ability of local 
firms to raise equity and long-term debt money through 
security sales to the public is the part played by clients of 
local securities firms.

In the last analysis that part of the impetus to regional 
growth which comes from “homegrown” industry is heavily 
dependent upon the ability of District residents to save 
and their willingness to invest in local firms. Even loans 
from banks and other lenders are seldom forthcoming 
unless an adequate cushion of ownership capital exists 
for the would-be borrower. Since small local businesses 
usually are limited to their immediate area in raising their 
equity funds, the job of selling local corporate securities, 
particularly common stocks, is a crucial one for the growth 
of the region. Whether this task will be accomplished 
successfully depends in large measure upon District resi
dents’ habits of thrift and their willingness to bear invest
ment risks.

Thomas R. Atkinson

Economic Studies
From time to time the Research Department of the Federal 
Reserve Bank of Atlanta publishes economic studies of 
industries important to the economy of the Sixth Federal 
Reserve District. The studies are available for general dis
tribution without charge.

Economic Study No. 1
6th District Balance Sheet of Agriculture Arthur H. Kantner

Economic Study No. 2
Tufted Textiles Harry Brandi

Economic Study No. 3
The Cypress Lumber Industry Arthur H. Kantner

Economic Study No. 4
The Horticultural Specialty Industry in the 6th District

John T. Harris
Economic Study No. 5

The Southern Pine Industry in the 6th District Harry Brandt

Economic Study No. 6
The Savings and Investment Function of Life Insurance Companies 
in the 6th Federal Reserve District Thomas R. Atkinson

W. M. Davis
Address requests to:

Research Department, Federal Reserve Bank of Atlanta, 
Atlanta 3, Georgia
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