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- C‘HAPTER 2

The Significance of an Incorporation

:I_n"recent years enterprises have on occasion been char-
tered in the morning, accomplished their purposes in the
early afternoon, and filed dissolution papers before the
close of business on the same day The knowledge that
‘such & short- lwed legal person’ has sometimes been
“used to T acllitate a single transaction and the suspicion
“that the process is often a mere matter of manipulation
chal[enge the econemic 51gn1ﬁcanee of an incorporation.
'Each 1ncorporat10n certainly does not carry the samie
import, Some reﬂect the situation just mentioned; the
. vast majority have more enduring implications.

"‘D.H. Macgregor, dlseussmg the meaning of an incor-
Ip01 at}on states; “But it is assumed that in general the
' assumptlon of the company form means an expansion of
' entérprise.” This p051t10n is perhaps justifiable, but it
'may be more approprlate to contend merely that many
: _mcorporatlons in an industrial field are. evidence of
“activity ‘oo the part of entrepreneurs. The activity may
“be associated with either the organization of new pro-
ducing units or the enlargement of old ones. It may be
'asscncmted also with the mere adoption of the corporate
' turm without any expansion of facilities, by enterprises
‘jprewously operating under some other form of organi-
'_zs.tmn For the public, these conversions, even when
théy da not need. substantial additional capital, create
' p0551b111t1es that, Tiay eventuate in investment oppor-
_' tunltles, these potentlahtles could not exist when the
enbe‘r rises Operated 48 unlncorporated Units.” Hence
‘from: the’ mvestor 5 'point of view, an incresse in ineor-
poratlons may’ open new mvest.ment opportumtles even
though thEre 18 no “‘expansion of enterprise”. Whenever
".1ne01 porations in any one industrial field are numerous,
':?t seemns rea.scmable to infer t,hat movements of economic
significance are in process: enterprise is restive and seek-
ing 2n object for its energy; opportunities to invest are
being multiplied either through the creation of entirely
new outlets or the opening of existing outlets to more
people. °

To assert or assume that an inerease in incorporations

indicates a big expansion of enterprise or the opening of
old investment outlets to a larger number of capitalists
is not to substantiate the proposition. Proof is hard to
obtain. The nature and significance of a Maryland ineor-
poration, however, ig revealed, to some extent, n its
first tax assessment return. When a company files its
first report, it is required to state whether it is a new
company, a partnership converted info a corporation, or

v Enterprise, Purpose & Profit (Oxford University Press, 1934),
p. 78.

‘a combination of several corporations, eté. These data

may be supplemented by information, chscussed below,

"concerning the extent 1o which mcorporators failed to
' utilize their charters——mdlcatmg the force of the impact

of an incorporation upon the economy. But it must be
borne in mind that the problem of measuring the impact

“of an incorporation is different from the problem of
-using mcorporatlons as an indicator of entrepreneurlal

plans. Many charters taken out at one time might indi-

" cate that entrepreneurs desired to develop c'ertain plans,

If the charters were forfeited without being put to use,

the repercissions upon the community might.be negh—
* gible. While the emphasis of this study is upon incorpo-
‘rations as a reflection of entrepreneurs’ ‘hopes and
beliefs, this chapter contains some data that are not
“strictly relevant but are helpful. .

The tax assessment returns of Mary]and corporatmns
reporting for the first time revealed that many compda-

_nies subject to the requirement of filing hsd not done so,

and that of those that had filed some failed to answer
the question coneerning pre-incorporation status. The
incompleteness of the returns is to be attributed partly
to the fact that a fa,lrly large portion of the charteis

“were never exermsed and incorporators who did not com-
‘plete their promotions did not file tax returns " Why

some of the reporting concerns were not ‘compelled to
glve the required informalion is not as easﬂy explained.
The tax returns for the companies’ ‘chartered in’ 1934

“and 1935 were selected for a study of pre- mcnrporatlon

history becaise the State Tax Conmnssmn could make
them agcessible without much d]fﬁculty About 60 per-
cent of the companies that were supposed to glve their

' pre-incorporation history did so. If; ‘hewever, the com-

pzhies that may be assumed to have operated less than
one year*—hereafter’ called abortive—are deducted
from those that were supposed to report, and the differ-
ence is taken as the number that might be expected to
report,? then about 51 percent reported no previous

* For the purposes of this study, companies that forfeited their
charters for nonpayment of taxes at the first opportunity alter
incorporation, called abortive companies, were treated as
though thoy had remained in business less than one year. Some
of these corporations doubtless lived longer, but others never
operated at all. The size of the abortive group is discussed
below.

3 The number of those that might be expected to report was

camputed as follows:
1035 1934

1) Maryland charters granted 771 816
2) Corporations not required by law to report pre- 14+ 31b
vious status

,
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business histery (that is, they considered (hemselves.

new’ enterprises), about- 24 percent failed to give the

pre-incorporation information, and aboul 25 pereent

reported 2 previous exizience® Since more Lhan half of
the incorporstions thal functioned through the first
veal were new ventures, variations in total ineorpo-
rations would seem Lo refect fairly well “expansion of
enterprise’” in its narrow sense—the opening of entirely
new outlets for capital. 1t is difficult to guess whether
few or many of the companies that failed to disclose
their pre-incorporation history were new enterprises.
Cioe conld -argue with some plausibility that many had
4 previous existence and were trying to hide it from the
State Tax Commission in an effort to get an assessient
unbiased by the record; the azsessorg are aware of such
efforts, It would nevertheless probably be sale to guess
that among the nonreporting 24 percenl lhere were
more reconstituted old enterprises than new business
ventures,

Marvland corporations of 1934 and 1935 that both
had a previous business existence and operated ior at
least one year after their incorporation were studied
further (Tsble 2. A large proportion—about 32 per-
cent—angwered the tax return question concerning pre-
incorporation  history  wvaplely., It would not he
unreasonable to distribute those in thiz category among
the other groups—except two, to which the vagueness
in phraseology never seemed to applyv—in proportion to
the numbers that clearly belong in each group. The two
vategories that would not recerve any of this ungertatn
class are thase containing incorporations: (1) Uhat took
place when corporations of other states procured Mary-
land charters; (2) that represented éonsolidations. If the
‘uncertain’ group s distributed and the percentages of
the Lolal in the different categories are averaged for the
twao years, the Tollowing becomes the pieture of the pre-
incorporation stalus of these companies: 4% percent had
besn individual proprietorships; 26 percent had been

3 Bubiotal o S TET TR

4) Abortive corporalions not included io line 2 204 280

5] Those that might be expecied to report 443 505

& Includes | ahortive company.

E Includes 4 abwriive companies. .

+The 6T peretnt, which can probably be inceeased becauae of
the unlinown 24 petcent, may be compared with percentapes

calculated from the Dun & Dradstreet figures on ‘completely-

new' incorporatéd wod unincorporated business enterprises in
the United Slates for 1036-30—58.0 1o 61.0 pereznt of all oew
firme {sce Dun’s Reetewr, Ang. 1041 p, 23], Alfred R, Oxenfeldt
has questioned the Dun & Bradsireet figures spdd esti mated that
completely new firms, excluding what he terms 'extensiond’,
conetituled annually ubout 87 percent of all new business for-

mailons (gee ks New Frirme and-Free Fnterprise, American

Councit on Publie Afmirs, 143, pp. 40-2).

partnerships; 18 percent were reincorporations of single
Maryland companies; 4 percent had-heen single out-of- .
state corporations; and 3 pereent resulted frowm combi-
nations of two or more corpurations. N

The 4 percent for out-of-atale corpumtmnq :Q pmba.bly
not a fair index of the extent to which an American
company switches its state of Incorporation during any
given year. Since Marvland has a ‘liberal’ chartering
policy, 1ts experience cannot be expected to be typical,
A few ligures for Pennsylvamia may be given as evi-
dence. For three two-year periods {June 1, 1904 t0 May
31, 1911, June 1, 1813 to May 31, 1915; and June 1,
1915 to bMay 31, 1917) the documents that list incorpo-

_rativns in Pennsylvania contain the names of 13, §, and

-
TagLe 2

Proviowa Btatas of Maryland Companies Iucﬂrporamd in 1944
aned 1935 that had Predecessors and Remaired in Bosiness. .
mar: than One Year after Invorporation

15815 174

TREYIQUS STATUE

| Shal . ool
Ho. fglal Na. Tatal

1 Ao nvhvidual proprietaeship 3 38 ° 20,7 41 3.7
2 A purlnership 18 4.1 23 20.0
3 A corporatian wWO1EQ 16 | 13.9
&) Maryland 15 11.7 14 12.2
I Farcign 5. 6.2 2 1.7
4 Beveral eOrporabions 4 3.1 3 2.6

5 Companies wilh stetements |
Lo wague Lo pormit defimle .
rasignment 45 35.2 32 27 .8

Total 128 [ 100.1 | 115 | 100.0

Conatructed from corporate tax rebaens filed with the Biate
Tax Commission of Maryland.

10 "Foreign corporations made domesiie™’ As total
menrporations numbered 3,19, 2,808, and 3,416, three-
tenihs of 1 perceni of business charters granted were on
the average issued to enlerprises that swilched their
domiciles from another state to Pennsylvania. :

Pre-incorporation histories reveal information about
the nature of entrepreneurial activity and by irhpli-
cation aboul possible demands for capital. In contrast,
the extent to which charters were exercised reflecis
primarily the initial success of entrepreneurs in carrying:
out their projects. Tneorporations tell something about,
what entreprencurs wanted to do; lnwrporatluns less
abortive enterprises tell Sumetlung about what, entre-
preneurs were able to do. It must be admistied, however,
that in some, perhaps many, of the aborlive ¢orpo-
rations the promoting groups did something. ‘The some-
thing may have involved raising capital, but the entira
effort must in -each case have soon come to an .end,ﬁnd
must have resulted in'little or no production, - .
" An abortive corporation was defined as one that
b For & description of these documents, sec 4he Pennaylvanin-
weelion Al aAppendiz 3, .



6 CHAPTEE 2

forfeited its charter in consequence of having paid no
state taxes except at the time of its wncorporation. Such
corporations forfeited their charters at the sarliest possi-
ble date. Untid 1939 a Maryland company that was
charterad in the year X was first assessed and billed for
property taxes o the year X 41, If taxes remained un-
paid for the years X+1, X+2, and X438, the company
forfeited its charfer in the spring of the year X 4.
There is little doubt that some of these companies oper-
ated though they did not pay taxes, but the State Tax
Commission staff is of the opinion that few remained in
ibusiness for & full yeur. A larpe portion of the first tax
bills, which were based on arbitrary assesgments and
mailed to these companies in the year X +1, regularly
returned unclaimed. Buccessive assessments were rajsed
arbitrarily when taxes were not paid or sssessments
were dispufed, but in ¢nly rare eazes did such procadure
bring forth a response. Tt seems likely that the economic
significance of the corporations that forfeited at the first
oppectunity has been negligible.

Bince the law concerning charter forfeiture was
changed in 1939, the definition of an abortive corpo-
ration had to be modified, A company chartered in the
vear X forfeited its charter in the fall of the year X 42
if it had not paid taxes for the year X+1. The consge-
quent modification in the definition must be borhe in
mind when examining the following percentages of
Marvland incorporations that were abortive: 1927,
35.8; 1928, 35.9; 1920, 36.3; 1930, 43.6; 1031, 46.3; 1932,
42.8: 1933, 38.3; 1634, 34.8; 1935, 383, 1646, 45.7; 1937,
34.5; und 1938, 31.3. Except for the transitional period
the effect of the change is not great. The 1927-35 data
were computed in a comparable way; the 1936 figure is
in a class by ibself since the change in the Maryland for-
feiture law sffected the calculation for that year;’® the
aonual figures for 1937 and 1938 are based on the new
definiticn. On the average about 39 percent of Maryland
incorporations were abertive; the variations in the
figures making up the average suggest a relation be-
tween business conditions and the proportion of
ghortive companies.” In examining the anoual data the
reader must oot jump to the conclusion that the low

* Two forfeiture lists were sgued 10 1939, the firat in February
nnder the old law and the second in October under the new law.,
No eompany ehartered in 1935 appeared an the February 193%
liat. The October list, however, included an unduly large oum-
ber of companies created in 1936, gince it contained 1536 com-
panies that would have appeared on the February 1940 and
February 1941 [orfeiture lists, had the old Jaw remained in &f-
fect.

" Compare English abortive company figures of about 30, 27,
and 25 percent for 1893-1002, 1902-13, and ‘recent years', re-
spectively, in Macgregor, 0p. eil., pp. 101-2; also data on first-
_weor failures among retailers in Oxenfeldt, op. cit., pp. 174 and
179. The latter dats dou not pertain to any particular form of
buginess organizaticn.

values for the years since 1936 indieate an error in the
procedure used for the years hefore. Voluntary disso-
lution was an unusal way of terminating 8 Maryland
corporation’s existence until & simplified procedure was
introduced by a statute enacted in 1935.% As voluntary
dissolutions inereased, forfeitures for nonpayment cf
taxes decreased. Thus the 1927-35 figures record almost

‘all corporate ‘deaths’; the 1537 and 1938 rates have a

smaller coverage.

"TABLE 3
All Maryloand Buginess Corporations Chartered in 1925, 1926,
and 1927 and the Number of those Companies on the
Maryland Forfeiture Liat of February 22, 1931
(¢lagsified by authorized capital gtock)

CONTARIRR FORERITURES T ud. OF
CuARTEREL 7 1931 FOREFET
AUTRURIZED CAFTIAL SRUACK TURET 1408
™ . NGO, CHAR-
He. !l: ']{‘i:t:fl Mo, | ‘%EI TERTA
1927 Corporo Llions
Under $25,000 i54( 33.9 | 133 4.1 8.1
25,000~ 50,000 102 98 34 9.1 3.3
$50,000- 100,000 148 4.2 6d 17.1 43.2
$10d,000-1, 000,000 a73 35.7 | 1% 3| 3.8
§1 .Uu_o,mu & over i 5] B_5 15 © 4.0 22.1
All size groups 1,045 | 1001 | 374 i 100.0 15.8
1926 Corporations
Under $25,000 283 (" 27.0 da | 5.7 12.4
&25,000- 50, 000 127 [2.1 16 . 1.8 | 12.6
LU= 100, (KK LE0 13.3 21 15.4 13.1
3100, 000-~1 00,000 45| 8.6 6l 44.% [ 15.1
81,000,000 & over 7d 7.1 ] 2.2 4.1
All size grouns 1,045 [ 100_1 | 136 | I100.0 13.0
1925 Corparations
Under £23 000 201 282 24 ! ZE.E 8.2
405 000- 50,000 315 .2 6, 7.1 5.2
£30,000- 100,008 161 15.6 11 13.1 .
$100,000-1, 000,000 38! ase] 36| 429 0.0
81,000,000 & over 606 6.4 T 831 106
all gize groups 1,032 | 1060 8 | 1000 &1

Constructed from the forfeiture list of February 22, 1931 and
pther records in the office of the Stalc Tax Commission of
ryland.

Abortive corporations are not confined to any par-
tieular size (using authorized rapital stock as a measure
of size), nor are the companies that live from one to fwo
years and those that live from twro 1o three years.? These
points are hrought out in Table 3, In Appendix 2, other
tables are presented for those who care to explore the
metter further. Since the 1981 forfeiture kst iz the first
on which companies incorporated in 1927 could have
sppearad, they are considered to be abortive, that is, to
have lived Jess than one year. Similarly, the companies
on that forfeiture list that were chartered in 1926 and
1925 are ssid to have lived between cne und two years

® Murploend Lows, 1885, Ch. 331,
¥ Boe Chapter 6 for & justification of the uee of capital steck aa
an ndicator of siag.
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and two and three years, respectively. Comparison of
the percentage-of-total figures bears out the contention
that, as far at least as the first three years of life are
concerned, the corporatiohs of any given size are no
more or less likely to survive than corporations of any
other size.' Of the abortive group, 36,1 percent had an
authorized capital stock of less than §25 000, while 33.9
percent of all incorporations were in this size group. In
the higher size groups the fighres for the abortive com-
panies are 9.1, 17.1, 33.7, and 4.0 percent; the figures for
all business ibeorporations are 9.8, 14.2, 35.7, and 8.5
percent, Examination of the ratios in the last eolumn of
Table 3 confirms the lack of cotrelation between size and
& short life-span. Bome observers may think they can
see 1n the figures of this table {and the tables in Ap-
pendix 23 a slight tendeney for the small company to
succumb 1o infaney to misfortune more easily than the
large concern. The Maryland figures, however, certainly
do not seem to justify the fairly widespread beliei that
the small company is a fly-by-night’ affair. ® This gener-
alization 15 doubtless due to $he impressively large abso-
lute number of forfeitures among small concerns.

The Maryland foefeiture lists were used also to con-
struct a corporation life table. The companies on each
list were classified by the year of their incorporation,
and the nymber for each vear was expressed as a per-
centage of the total incorporations of that year. The
procedure will be easier to follow if the reader studies the
accompanying tabluation. For example, of the total
number of companies on the February 22, 1931 forfei-
ture list (815), 374 were chartered in 1927 and 136 in
1928, Those corporations of 1927 constituted 35.8 per-
cent of all companies chartered by Maryland in that
year, and those of 1926 constituted 13.0 percent of all
Marylund corporations of 1926,

To put these data into the life table, the years of in-
eorporation in column 1 were replaced by figures on the
estimated life span. That is, a 1927 corporation that
forfeited at the first opportunity—namely, February
22, 1931—was considered to have lived not more than
cne year; and 1926 corporations on that same forfeiture
list were considered to have lived mmore than one but less
than two years. The resulting table and similar ones

10 The percentages of the totalin Table 3 and in the last tablaof
Appendix 2 should be used to supplement the data on thesizo
digtribution of incorporetions in Chapter 6.

4 Bee, for cxample, the comment by the Secretary of State of

New York: *. . . they [recently incorporated companies] have a.

subslantial capitalization end are not of the fly by night sort
that spring up like mushrooms and vanish almost as quickly™
{Press Release on Incorporetions, Oct. 1827). Bee also a Press
Reolease dated July 1928 (saued by the same officer ', .. the
greater number of eompanies are substantially capitalized and
Lhere are few of the so-called {ly-hy-night concerng which io-
corporate at low capitalization and zooner or later vanish [rom
sight.’”

built upon subsequent forfeiture lists were combined to
farm Table 4, hereafter referred to a5 the Maryland
{Corporation Life Table.!* The procedure may have
produced a slight bias toward a short life, but it seems
justifiable in the light of what has been said above about
the tax assessment and billing of corporations by the
Btate Tax Commission. The figures of Table 4 can he

Year of Incorporation of Business Corporations on the Mary-
lend Forfeitare Liat of Febraary 22, 1931

vean o wiconeona- | 8 o s e favEw | % (3] 15 or 1)
LieH FOREETTURE LIST YEAR
] 12 )] . 14}
1927 374 1,045 36.8
1926 126 1,044 13.0
14925 51 . 1,042 E.1
1924 43 034 4.8
1723 29 k] 3.2
1922 ah &H1 4.4
1921 17 "2 2.0
1920 18 046 1.8
1919 14 a4 1.6
1918 7 43 1.7
1917 2 S63 N
1916 ki a8t 1.2
1915 4 a62 i
1914 5 | 1.0
1913 3 541 N}
1912 1 HAG 2
1M1 1 a31 2
Prior Lo 1011 Pr
Unknown 3
Total 315

Coalumn 2 was built up through the use of the forfeiture list and
the eorporate reeords In the office of the State Tax Commission
of Maryland. For the souree of columan 3, see the Maryland sce-
tiom of Appendix 3.

tied to the above figures by cbserving the diagonal of
data that appears in Table 4 in the first line nnder 1927,
the second line under 1926, the third line under 1925,
etc, The disgonal that should have been constructed
from the forfeiture list of 1939 {(and would appear in
Table 4 in the first lme under 1836, in the second line
under 1935, ete.) was not calculated beeause of the two
Forfeiture lists in 1930 (see note §). As explained above,

12 Beveral gtudies provide comparative data on the life spans of
husingss enterprises. Usually figured are for all firme in a fow
industries; sometimes data on ¢corperations are given. In com-
pating figures on corporetions, one must note whether the mor-
tality tebles arc bglt upon sll incerporations or merely
corporations that have opened for business. Corapare Ruth G,
Hutrhinson, &. B. Hutehingon, and Mabel Newcomer, A Study
in Business Mortality: Length of Life of Business Enterprises
in Poughkeopaie, New York, 1843-1036, Americar Rconamic Re-
view, XXVILL, 3 (Sept. 1838), pp. 447 fi.; A. E. Heilman, Mor-
talily of Business Firms in Minneapolis 8{. Poud, ond Dufuth,
1826-1853, Pulletine of the University of Minnesota Employ-
ment Stabilization Researeh Inatitute, 1T, 1 {May 1922); E, I,
MeGarry, Mertality in Retail Trode (University of Bufiale
Btudies in Business, Ne. 4, 15303 and A. E. Boer, Mortality
Costs in Retail Treades, Jaurnal of Morksting, 11, 1 (July 19373,
pp- B2 E.
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Maryland Corporation Life Table
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the 1eft of cach line wers excluded because the effects of the change in the law relating to Forfeiture had

thix column the firsk twe prrecntapes at

n

For the conatruction of this table, see the text.

rohably nol subsided. ' .
ET]-,.M, %gures were taken from the Maryland sestion of Appendix 3.

2 Iy eplpulating esch Bgure
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1936 was the year chiefly affected by the change in the
Maryland law with respect to forfeitures. In the final col-

umns of Table 4, the maximum, minimum, simple-aver- -

age, and ‘chained’ average percentages for each line are
given, together with the cumulations of the average per-
centages. In calculating each average figure the two pet-
centages at the left of each line were not used, because

they were rather seriously affected by the change in the

law relating to forfeiture. The ‘chained’ average needs
some further explanation. The figure for 0-1 year of
estimated life is the same as that obtained for the simple
average. Succeeding ‘chained’ figures were procured by
computing average percentages for each two adjacent
life spans for identical sets of years, computing the per-
centage the second of each pair was of the first, and
chaining the results together on 39.1 percent, the figure
for 0-1 year of estimated life. These ‘chained’ figures
are given as an alternate series to those obtained by the
simple average, because the latter are built on the in-
corporations of different sets of years.

According to the Maryland Corporation Life Table,
almost half of the corporations lived less than 2 years,
about 70 percent less than 10 years, while 75-80 percent
did not survive their twenty-fifth year. Of course, total
incorporations are not fully accounted for except by the
inference that 20-25 percent survived more than a
quarter of a century. Table 4 indicates a slightly longer
life-span for Maryland corporations than the facts war-

rant, because it is made up only of terminations that -

were brought about by nonpayment of taxes. (This bias
is perhaps partly counteracted by the possible bias. re-
ferred to above.) The omission of other causes of ‘death’
is not especially important for the period covered since

" the.voluntary dissolutions and the involuntafy dissolu-

tions under court decrees were relatively few.1s

The extent to which the Maryland Corporation Life
Table may be a basis for generalizations about the life
span of American corporations cannot be stated pre--
cisely. Since Maryland is one of the so-called ‘liberal’,
states, the mortality rates of the first year or two may be .
somewhat higher than those of the average state. This

- hypothesis was partly ‘confirmed by a life table con-

structed from Virginia forfeiture lists. The table is not
reproduced here, because 1t does not reflect corporate
mortality as completely as the table built on Maryland
forfeitures; voluntary dissolutions and surrenders have
been important methods of terminating Virginia cor-
porations, and it was not feasible to dig out the figures
to combine with those from the forfeiture lists.* In
attempting to generalize about a life table for all Ameri-
can corporations from the Maryland figures, it must also
be realized that we know little or nothing about trends
in the life span of corporations. Life expectancy of indi-
viduals has been lengthening in recent years; it would
not be rash to predict that studies of corporate life
would reveal similar changes.

13 For example, during 1932-35 there was roughly one voluntary
dissolution for every 11 forfeitures. (Dissolution figures are
published in the biennial reports of the State Tax Commission
of Maryland; the data on forfeitures can be calculated from
Table 4, but care must be taken to get the sets of diagonal
figures that pertain to the forfeiture lists for the years under
discussion.) :
14 Voluntary dissolutions and surrenders of Virginia charters
have averaged about 320 annually during the last 27 years;
charters revoked and annulled have averaged about 570.



