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During the past two or three years, increasing
atte~tip!l h~s.>b~,en focused on the differences between the
regulatory- philosophy .of the ~ecurities and Exchange
Commissio~ which emphasizes disclosure of material facts and
public enforce~ent "and the regulatory approach of the federal
bank a&~nci~s which em~hasiz~~ non-publ~c regulation a~~
enforcement ..~.:One, of t.~E? .bas~~.issues regarding .these r:.egula,tory',
differ~~~e~,is ¥~et~~~,~~~ S~C~appro~ch or,the ~ankin~ approa~~
sho1;l.~d};>,er~p:pl.ic~~~~.,,~9_the cap Lt aI, rai.~,~ng..e~forts and ...
securibi~s.activitie~.of banks and bank holding companies.

.~.. .. .. ..... -_, I <*J,. .. ..~'_

. . ' -.: ,,~.IJ. view of t.he Glass-Steagall. Act s . w1).ichprohibits
I .....• ..... ~. e........ ,,&,... ~"t. ._. ,. _'-" I

banks £roIll~~gc;t.g:f..~g~n certain secur Lt i.es ac t Lvit Les., and the
.. A_~".'.J' .... ~J4 ..... ~.J.. ..... .,~ ~.~ _i._~.::.....

specific exemptions provided ..for rb~nk,s,an,d.bank secur Lt Les t
\.... .. 1.- C ... ., y -' ,.t ...~. I J. l:

unde r ~h~:,~.~<;u~~~i~S;,.\aVf-~t).tl.~o.JtLd,~pJ;>,e¥:,~h"it,.~he~~ .:should
not be verX~I}!~us.~...ov~r,l~ pt.~.aI}>~,~:n.:c:I. s~~~,rities a~ti~~.ties '..
and thus little need for coordination or confrontation between

.& ..... ....... ,.... It.. _- ~.\ .' <I- ... ./. _J .'" ;- ...

the SE~ 'Fa~~!~J}:n~r;~~4~y.tp:rS. ~ ~~~~e .t:.~'lis#,may have. been ...s:o~e~h.at_
the case ,:p..r~v~9.u~,I)T,!ot:.~e~ev,71~.0l?m.eI!So:~ bap;k ~~l.d:i~g.Fo~~ar:~es..~
which at.~ subjec~.to ~Qst ~~curities laws, the expansion of

, '. ~r .J,.. l.- 1-: >II J. It" ~, ,), I ~'.' '4o

bank securities activities Ln recent, years, and the enactment
... ,. .....'4 •.. , I""''' \ ....J "."11" 11'.. .. llo. »- '1.. ". -..\... ~.

of new LegisLatLon have Lncr eas.ed the jurisdJction of the
, , .. , T t:. \: ....' I ....' ,

Securities and Exchange Commission over banks.
J s~. .f v" .. <- JI.. ,,~ .,,$

The S~curities and Exchange Commission, as a ma~ter of policy,
disclaims responsibility-for speeches by any of its Commissioners.
The views expressed herein are those of the speaker and do not
necessarily reflect the views of the Commission.
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Although the SEC has not expressed an agency position
on the degree to which banks should be allowed to engage in -
securities activities, the Commission does believe that when
banks engage in similar types of activities as securities firms,
they should be subject to comparable regulation and enforcement,
and that the best way to achieve this result is to bring
bank securities activities under SEC jurisdiction,. On the
other hand', while bank regulators have generally supported an
increase in bank securities activities as Deing in the public
interest. they have not been enthusiastic about SEC jurisdiction
and regulation ov.er such activities parti.ally because of the
differences in regulatory-philosophy.

This jurisdictional controver.sy sets the stage. for
either a head-on collision between the SEC and the bank-
regulators in which the public could well be the biggest loser,
or a cooperative inter-agency effort to develop. a.means of
obtaining the public policy goals and objectives of each
regulatory system to the maximum extent possible. Although not
necessarily indicative of.the attitude of bank zegukat.ors , a.
collision approach was taken not too long ago when a bank
regulatory spokesman, perhaps in frustration, leveled a
broadside attack against the entire disclosure philosophy of
the securities laws. He stated that, "their provisions are
primarily destructive in effect,H and that this tyPe of
regulation "is no longer the most appropriate means for our
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government to approach business." He added, "For we can no
longer expect new businesses to rise to replace those that
fail, nor can we tolerate the loss of a major industrial
company." His proposed solution was to replace a disclosure
system with a "covert system" of regulation in which the
government would protect businesses from failure. He added,
"And if business failures were reduced to the level of bank
failures in number, the number of investor losses might be
reduced to an acceptable figure."

I do not believe that this is an appropriate time or
place to debate the issue, but I can say that I have faith in
the ability of other businesses within our system to replace
those that fail,. and I can express my view that, if the
government did what would be necessary to reduce business
failures to the level of bank failures, it would be a disaster
for our free enterprise system. Furthermore, inasmuch as the
differences in the SEC and bank regulatory approaches are
partly inherent in the banking and securities statutes, I
believe it can be much more productive for the regulatory
agencies to devote their efforts to a resolution, of existing
conflicts instead of attacking each otherJs philosophy. In
resolving such conflicts, it would appear appropriate that
present legislative trends should be taken into consideration.

A review of recent legislation indicates that the
SEC regulatory philosophy will have an increasingly important
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impact on banks, and that it ,will "be .Lric r easLngLy necessar y-

for the SEC,and bank regulator~ to c~operate and coordinate

their regulatory activities. On October 28 of last year

Corig r ess passed H.R., 11221, which, cont a.Lned a provision that"

without fanfareJand almost ,unnoticed, ,amended Section l2(i),

of the S~curities .Exchange .Act,.of 1934 to ~equire a l l, f i.nancLaL

regulat,ory ageric.Le s to con~o,rm:t.hei.r .reguf.at Lons r eLat Lng to:.:.

per i.odLc r:eport;ng, tender i<;rffers" pr cx i.es , and LnsIdar t:ra~~ng

transactions to those issued by ,tbe,C,<?mmis~i.on.w.ith~n l20,4ay'~'"

af t.er .the, b i.l.I.' s",e~actment,. unLe.ss ~hey .:£in4. that ;i~ ~s not

nece-~sQ.FY;pr .,~pprqprt¥.te in the, pubLLc Lnt er es t or:.':F0f.',the ~::.' c

protep.t.:i;C??-.pf Lnves.tor s and publ i.sh . such ~Jndi.~8s, and det.a Ll.ed.

reasons fq~ t he f Lnd-Lngs Lnv t he, :E~d~ral. .Regi st er ... The .:r.eguLapozy

agenc iea a.rer.al so, r,~,quired, to.. {ollopl,.,the same procedur as ,f,or. ':'.;

any sub.sequerit amendment;s to these par-rd.cul.ar . S~Cx:egu.lations ; . ~

within 60 days, of the., Commi.se.Lon ' s .act.Lon .. It .seems ,evident " .,... J' ,>

that the -purposa o,f.,this .aI!!en~entlf,is; to .subject; banks r to . !

subs t an t-La l.Ly t-he, same.,regulat~ons ,~n<;l...s canda rds as .those "

establish~ft by the ,S~C for .othe!,pu~lic qo~porations ..

.\.Jithin ,a few days. the Bres ident lis .expec t ed- to. sLgn-, .-

into law an omnibus' secu'r i t Les bill, 'S .. 249, ',which, . among other

things, grants the SEC additional rjuris di.ct Lon over some, of t.he

securities ac t Lvf.t Les of banks. 'One section of the new law

provides for a regulatory mechanism over the activities of

• • • _ _ ' 
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municipal securities dealers, including bank dealers. Such
r(~gulation is to be established through a Municipal Securities
Rulemaking Board which will be appointed initially by the SEC.
Subject to Commission review, the Board will promulgate
r~gistration and recordkeeping requirements, as well as other
operational standards for both bank and non-bank municipal
securities dealers. The law provides that one-third of the
fifteen Board members will be representative of bank municipal
securities dealers, and that the periodic inspection and
enforcement of rules and regulations applicable to bank dealers
will be administered by the appropriate bank regulatory agency.
However, the SEC also will have inspection and enforcement
authority over bank dealers. While it is not required by law,
the Commission has invited the bank regulators to participate in
selecting applicants for appointment to the Rulemaking Board.

Another section of the new law deals with securities
clearing agencies, depositories, and transfer agents, and the
SEC is granted general rulemaking authority over these entities,
regardless of whether they are banks or non-banks. In some
areas, however, the Commission and the appropriate bank
regulatory agency have concurrent responsibilities and
coordination and cooperation will be required in order to
avoid duplicative or otherwise inappropriate regulation.

There is also a provision in the new law requiring
institutional investment managers, including banks, who
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exercise investment discretion to f~+e reports wit~ the ;SEC

disclosing their secur LtLes ho Ld i.ng s with respect .to ac coun t s
, . ,

having $100 million or more of equity .secu~ities registered

under the E~change Act or issued py an insufa~ce co~pany or a

closed-end investment comp any and to .disc,lose securities

transactions involving at least $500,000. The SEC has authori~y
, ,

to raise or lower the reporting levels ,and could require the.

disclosure of additional details on report~d trapsactions,

including such Ln forma t Lon as who ho Lds the voting power"

Promptly after the filing of such r.eports, the Cqmmis~iqn
..'

will.make th~ info~ation conveniently-~vailable to ,the puplic,
. . ..

except in ,i~stapce~_ where, the non:disclesure pf such,inform~tton

is app!opriate under the Freedom of Informa~io~ A9t or,w~ere, ',

the Act, e~cludes certain kinds ot information, from suc~

disclosure r~quirements .

.The Commission is directed to undertake steps to

achieve a uniform, centralized repo:r;ti~g,$,yst;:emfor insti~utio~al

holdings and transactio~s that is ne~th~r dup~icative,or

burdensome on institutional. investment .manag~rs,and , as pa rt

of the directive, t he Commission Ls Lns t rucz.ed to consu l t, with:,

state and federal a~thorities and self-regulatory organiza~i~n~

to help ,co~rdinate its reparting requi~ements with other

o r gan iz at Lons

In.additiop to recent legislatiop, thee Commission

has taken actions under its present autho~ity ~bat have. an

-
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impact, ou banks . 'One of these actions, SEC Ac.co unt Lng Seri.e s
Release ~o. 196, which ,~elates to .SEC disclosure xequireme~~s
for registrants, is attracting ~ great deal- of attention at, the.
pr~sent t~m~ an~ is requiring the. greatest cooperative effort
between the Cqmmis~ion .~nd bank reg~lators. In the fall of
last year, .a ziurnber. of maj or public accounting firms who audit,
banks and bank ~~ldin~ companies indicated to us that ,they w~re
experienc~ng more th~n t~~ usual difficulties in evaluating
loan loss reserves ~n_ ~he light o~ c~angi~g e~onomic conditLons ..
They belieyed tha~ additional 4isclosur~s. mig?t be necessary
and appropriate i~ order t~ communicate adequately the year-end
condition of bank portfolios and suggested that it would ge
helpful to them if ,the Commission were to speak nn the need for
such disclosures.

, .

The Commis~ion's staff was already considering a
statement dealing with current uncertaint~es in va~ious areas
of financial reporting; and it seemed appropriate .that a
discussion of bank loan portfolios be included. Therefore,
when the Commission~issued Accounting Series ,Release'No. 166
on December 23, 1974, amo~g' other things,. it dalled for
substantial and specific disclosure of changes in the risk
characteristics of loa~ port~olio~. Since this release is an

, ,

exhortatory expr~ssion of disclosure policy rather than a
formal rul~,.,no puplic exposure was required. However, before

f'~ :-'

Ls su i.ng the release, the Commission directed the staff to
. ~, . , . .: ,....

i
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expose it to the federal bank regulatory agencies for their
consideration and revisions were made responsive to their
comments before the release was issued.

The objective of the section of the release referring
to banks is to obtain for investors adequate disclosure of the
changing risk characteristics of loan portfolios which, in most
cases, amount to more than 50 percent of bank assets. The
Commission does not believe that a sing!e valuation reserve
figure can adequately communicate the uncertainties involved
in the portfolio which may be important to investors in
appraising current and prospective earnings. The Release
suggested that:

Additional disclosures should also be
considered in cases where there have
been substantial changes in the risk
characteristics of portfolios, even
when increased provisions for losses
have been made. Where, for example,
loans which are considered doubtful
as to collectibility have materially
increased, or where there have been
large increases in delinquencies,
loans extended or renegotiated under
adverse circumstances, or evidences
of changed risk, registrants should
expand on normal disclosures to
highlight such factors.

Over the last six or eight months, there has been a
substantial amount of adverse publicity about bank problems in
newspapers and national magazines. Statements by bank
regulators, including Chairman Arthur Burns of the Federal
Reserve Board and President Alfred Hayes of the New York Federal
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Reserve Bank, indicate that banks have significantly expanded
their activities without increasing their capital, that
economic conditions has spread a certain degree of loan weakness
throughout the banking community, that bank capital should be
increased, and that banks should seriously consider raising
equity capital even though it would result in some dilution of
present shareholder equity if current market prices are below
book values. The Comptroller of the Currency, James Smith, is
reported as predicting that "loan losses by banks in 1975 'will
be historically abnormal' because of the state of the economy,
real estate defaults and depressed conditions in certain countries
abroad where many banks have participated in large loans." In
addition, Andrew Brimmer, a former member of the Federal Reserve
Board, reportedly said, "The real story is that the Fed gave
commercial bankers instructions not to permit real estate
investments trusts and public utilities to fail, and to be
sensitive to the credit needs of airlines and certain retailers."

In view of this, the Commission could not fulfill
its responsibilities to the investing public without raising
questions as to whether additional disclosures of the financial
condition of individual registrant bank holding companies ought
to be provided. It would not be fair for bank holding companies
which may have serious undisclosed financial problems to have
access to our capital markets on the same terms as those which
are in strong financial condition. Therefore, the staff of the



- 10 ,-

SEC has requested bank holding companies to provide relevant
supplemental information for their consideration in processing
registration statements and such requests would have been made
even in the absence of ASR 166.

In discussing SEC disclosure procedures, I have
found that many people do not understand that a request for
information by the staff does not necessarily mean that its
disclosure in a registration statement will be required. The
staff requests information on a supplemental basis for the
purpose of evaluating the adequacy of the information to be
disclosed in the prospectus or to determine what comments, if
any, should be made, and the Commission insists that its staff
receive such supplemental information in order to fulfill this
function and to meet our statutory obligation.

Another apparent misconception which should be
dispelled is the idea that it is inappropriate for the
Commission's staff to comment on a pending bank holding company
registration statement if they did not raise the same comments
on a registration statement filed by the bank holding company
in the recent past. Additional staff comments may be raised
because there may have been changes in the results of operation,
financial condition or business activities of the issuer since
the date of the las~ filing. Moreover, the prior filing might
have received cursory review by the staff as distinguished
from f~ll review accorded to the current registration statement.
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Further, it could very well be that the staff should have
raised the comments at an earlier stage, but failed to do so
through inadvertence or human error. The SEC is under a
statutory obligation when it orders a registration statement
effective to have due regard for the adequacy of information
about an issuer,for the protection of investors. Accordingly,
even if the staff. did not comment on an issue previously, it
is not precluded from doing so at a later time. On the other
hand, our staff is conscious of time schedules and accordingly
will do its best not to raise "eleventh hour" comments .

.I.have also found. that there appears to be some
confusion regarding the. statutory standard of materiality.,
Frequently it. is_asserted that a certain piece of information
is not material in terms of the total dollar amount of a

bank's loan portfolio. -,This is -not; the appropriate standard.
of materiality Under the securities laws. The Supreme Court
has.defined'materiality.generally as that information which
a reasonable investor might consider important in making an
investment deeision. It should be clear that the Commission
does not~determine materiality, but only that the information
in a prospectus must be adequate before the Commission can
declare in.effective .. A registrant' always has the obligation
to make 'fall ,and fair, disclosure of all material facts in a
pxo spect.us- covering a public offering, and the Commission'.s
review proc€ss.~s designed to assist registrants to meet that
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standard. The items of information specified in a registration
form or in guidelines are minimum instructions, and.
notwithstanding the absence of a form item, the staff has
issued comme~ts in the past and will continue to issue comments
calling for additional disclosure when appropriate.

There is no routine recipe as to the disclosure that
should be made in a prospectus, and the Commission has not
followed a formula approach with regard to the kind of
disclosure which it has required of bank holding companies.
Such disclosures have been developed on an individual basis
through cooperation of the registrant, the SEC, and,the
appropriate bank regulatory agency. In some eases ,_-bank
holding companies have'indicated that.therewere no material
changes in bank portfolio risK characteristics. In other
cases, disclosure has been made of' particular loan .cacego rLes
and the magnitude of 10ans'in the portfolio on which interest
is not being accrued currently or'other information based upon
companies' dwn internal systems.: In th~ final analysis, the
disclosure which 'is appropriate" for each r-egf.s t rant; mus t be
tailored to the facts 'of the situation and to the. nature of
data available to the management- ..

- .Ideally, the .dLscLosur e .requt rement s relating to. .,
banks should be based 'on measurements which'.are cens Lscent :_< .,:'

throughout the banking system:and which'are'relevant.to.
investors in understanding,the underlying;ecopomica and
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functions of banking operations and appraising the risks
associated'with such operations. Hopefully, some form of
loan classification can be agreed upon which would enable
investors to compare different banks in a more meaningful
fashion.

Perhaps even more important than the information
which is presently being required is the development and
disclosure of data which will indicate the sensitivity of
bank loan and investment portfolios to changes in the interest
rate struCture of the economy. For example, it might be
useful to have instruments categorized by yields and maturities
so 'that an analyst could make a reasonable determination of
the extent to which future income streams will be affected by
investments already on hand.

We have been told by banks and bank regulators that
our disclosure -requirements for banks are not meaningful or
mat.e'ri.a'l- for investors, and., in fact, may be misleading and
counter-prbductiv~. M6reover, the SEC has been asked'not to
require disclosure of' information on bank'loan-p~rtfolios'
because'such di&c~osure'could~restrict,banks from-raising
the capitaY nehessary1to -finance a strong-economic recovery.
Obviously, the Commission does not want'to thwart or inhi~it
economic recovery, and. I)do'not bel:Leve that. the -type of bank
information the SEC has-required to be di~closed has had such
an effect. -Although Chemical New York Corporation's proposed



-, 1.4 -

$100 million offering was withdrawn, other bank holding
companies have provide9 the information required by the
Commission and have sold their offerings ~ithout difficulty.

'However, because Qf this concern and after several
meetings between the SEC and bank regulators, a Bank Disclosure
Coordinating Group' composed of,top, l~vel representatives from
the three federal banking age~~ies and the SEC was formed
early in April. The purpose of this group is to develop a
proposal for bank disclosure gui~elines and a special drafting
committee directed by SEC representa~iv~s has been named to
prepare a'preliminary draft of proposed-guidelines which, when
approved by the Coordinating' Group, will be submitted to, the
Commission for its consideration.

The development of guideline~ for bank holding,
company~disclosures is .a.high priority project because such
guidelines should be helpful to bank holding companies !n
submitting registration statements for new capit~l issues for
Commission processing. 'However, the Commission ~taff will be
required to continue, to-process spch submissions on an
individual basis, both until the guidelines are develeped ~nd,
after they are approved.. to assure that the disclosure ~p
appropriate in the facts and eLrcums t.ancea of each case.

I believe .that tha disclosure philosophy which-has
been developed and avvlied for over forty years is sound and
meaninbful. It has demonstrated its dynamic capacity to adjust
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to unique and peculiar circumstances in meeting the needs of
those who provide funds as well as those who seek funds in our
capital markets. While appropriate bank disclosure represents
another challenge, I am confident that the application of the
disclosure concept to bank holding companies is not misguided,
and that the Commission, assisted by the recommendations of
the Bank Disclosure Coordinating group, will be able to protect
investors and the public interest and at the same time assure
that bank holding companies have access to our capital markets.


