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Before 1 was appointed to the SEC, I thought I had a pretty good idea
of what the Commission did, and I thought I knew something about government.
What is more, I had some.pretty clear ideas on what the Commission should do
and what government should do. Among other things I felt that all this talk
about the need for greater cooperation between government and business ought
to begin to be translated into action. It seemed to me that because of my
long experience in the securities business, I wmight be in a position to aid,
in my small way, in bringing this about at least in the SEC. If any one
thing was most important in moving me to give up my business and enter the
field of government, it was without doubt the belief that hLerc was a field of
public service in which I felt I might be able to contribute something. Here
was a corner into which I might succeed in bringing some of the light of
understanding between men which is the essence of cooperation.

I must confess that when I came to Washington I was led to be somewhat
apprehensive about the color of the philosophy of persons high in the govern-
ment service. 1In view of the vague deneralities which all of us have heard,
there was reason to;anbicipate a lot of wild-eyed individuals whose sole aim
in life was to destvroy the capitalistic system. Let me take this opportunity
to assure you that I have found all those with whom I come in contact highly
intelligent and léboring day and night to accomplish just the reverse. They
have a keen appreciation of the fact, that our economic and financjal pro-
cesses have to be saved primarily from their own blunders and abuses if in-
dividualism is to continue as a going order,

Another thing which I anticipated about the Commission was that it de=-
voted the greater part of its time to consideration of the protlems of the
New York Stock Exchange, and spent the rest of its time on a few other mate

ters which would get the headlines, It seemed to ne, from what I had thought
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was ay fairly well-located point of observation, that while working in é
Washiagton might be fairly good sport, 1t would probably not tax one's ener-
gies to any very great extent. Now, although I had spent a good many years

in Wall Street, I still regarded myself as a small-town -—- SoutAern small-

town -- boy. And I was pretty conscious of the importance of small towns.

In short, it was probably natural that I should feel that there must be a

good many matters outside of New York which were escaping the attention of

the Commission.

Yow let me tell you about my firsv few weels of experience as a member
of the SEC, In'Just a minute, I am joing to give you a few details of a
typical day at Commission meeting, Sut before 1 do that, I want to say that
only once in those first few weeks 1i3 I near the name of the New York Stock
Exchange mentioned in meeting - and thatv was only incidental to the problems
of a Far Western exchande. It was one of the greatest surprises I have ever
experienced.

Here is the typical day I have nentioaned ~ taken froi the official min-
utes of the Commission - with all five Commissioners sitting. I want you to
note particularly the geographic aspscts.

The Commission met at 10:40. First a certain ilew England bank which held
securities in a utility company wished to be exempted from certain filing re-
quirements under tne Public Utility Holding Company Act of 1835. After lis-
tening to the men on our utility staff for fifteen minutes we gave them di-
rections for the disposition of the matter., Next, we authorized a Commission
employe to testify in a crimiasal proceeding in Los Angeles involving offeunses
which had been under Commission secrutiny for several months. Then we author-
ized the General Counsel to instituie injunctive proccedings in eleven cases

in Texas, Yew York, California and Colorado involving stock frauds, bucket (

shops and other forms of swirdling.
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Fow entered seven experts fro@ the Registration Division who asked us
to consider whether certain involved engineering methods employed by a
Middle Western company in arriving at an appraisal constituted deficiencies
and whether the company's depreciation policy was adeguate. Experts from the
Utilities Division appeared again with reference to the application of a very
large corporation to be exempted from the Holding Company Act. Everyone of
you would know this company if I were vo give you its name. It presents prob-
lems which you all would recognize as extremely complicated and as national
in scope. After considering the applicaticn for some time, we were able to
determine general policy and instruct our utility men how to proceed.

We then authorized the Legal Division to .nake available to the Pennsyl-
vania Securities Commission cur files in an investigation of what appeared
to be a securities fraud in Pennsylvania. It was an intrastate case in which
we had no jurisdiction, so we were helping the State Commission. Next we
adopted an order authorizing an investigation into a broker-dealer in the
Chicago area. Here we had received reports that he had neglected to inform
us of an enforced penitentiary vacation ten years ago in a stock fraud case,
A stop order against a South Western oil company was approved. This matter
had been before the Commission for several months in the examination, hearing,
and opinion-writing stages. Our next action was to revoke the registration
of another broker-dealer in the State of Washington, again on the basis of
evidence obtained at a hearing. Then we approved the issuance of a stop
order against a New Jersey Investment Trust.

On top of this we were called upon to decide and did decide that a cer-
tain New York corporation should have valued its inventory at the lower of
cost or market instead of at cost, directing our opinion to be communicated

to the registrant. The case of another broker-dealer, this time from Florida,
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then came before us and we authorized proceedings to determine whether his £
registration should be revoked or suspended.

In connection with a middle western utility company which wished ex-
emption with respect to the issuing of certain promissory notes, we set down
a hearing. For a broker-dealer in Mew Hampshire, we accelerated the date of
hi§ registration so that he would not have to wait for full 30 days before
commencing business. Moving into the field of oil royalties we summoned one
promoter to Washington for hearing which our royalty department told us called
for quick action. We temporarily suspended the effectiveness of six other
royalty offerings from California aad' Texas, notifying the respondents of
their right to a hearing; we fixed the effective date of amendments to two
more such offering sheets and revoked temporarily suspension orders which had
been issued againal these two offerings. We taen, with a sigh- of relief ad-
Journed at 1:35 P.M.

ark you, this was just a Saturday morning. I chose a Saturday because
I didn't want to bore you with the details of a full day's matters. On week-
days we would have gone back to meeting at 2:30 for thres or four hours more
of the same.

There was no headline matverial here. dostly it was pretty dull work,
but it required great care to avoid doing injustices either to the applicants
in question or to the public with whom they were to deal., The size of a mat-
ter has little to do with the intrinsic merits of a situatign, and I have
seen the Commission spend more time on whether some.little broker or dealer
should be allowed registration than on a guestion of accounting involving
hundreds of thousands of dollars. No, this is not headline material but it
is the warp and woof of regulation; it is what regulation is supposed to ace

complish, the preservation of equity between the financial worid and the &

public, . L -
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Were I to describe all the activities sufficiently for you to grasp their
infinite variety -- work which necessarily goes into even the smallest matter
-- J should require several thick volumes. But I am noi boasting about the
amount of work we do; I am trying only to give you some idea of the scope of
our routine activities. Since the beginning of the administration of the Se~
curities Act of 1933, whiéh includes a little over a year of administration
under the Federal Trade Commission, registration statements for over
$13,500,000,000 of new seeurities have been filed, All of those statements,
nearly 3,800 of them, have been expertly examined, even in those instances
where they never became effective. Sometimes, comparatively infrequently,
we have had to issue stop orders; 105 all told, involving some 380;000.000
now being in effect. There are none of these cases, I am sure, with which you
would take issue, Virtually all of them are the kind of things which have

tended to bring discredit on your business = schemes to mulct school teachers

- and preachers in Tennessee, shining doodlebugs guaranteed to find Nevada's

gold and silver, Few England sewage streams capitalized as valuable brewery
water rights, concealed assessment provisions in mining securities, and so on.
Once in a while we manage to get the headlines with a criminal proceed-
ing. This was true when we obtained indictments against the 310,000,000 so-
called Kopald-Quiiin ring which was charjed with ri¢ging the over-the-counter
market on a nation-wide scale., Operatives in this ring were working out of
Chicago, Duluth, Fort Wayne, Indianapolis, Denver, New Orleans, Dallas,
Houston, Wilmington, Atlanta and Detroit =~ and even out of Minneapolis and
St. Paul. The trial lasted for 75 days, one of the longest in the history
of the Federal Courts. The three leading defendants were sentenced to five
years each in a Federal prison and the two major company defendants were

fined 355,000 and 310,000 each. It is difficult to judge exactly the extent
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of the effectiveness of this kind of 'action but -you can be sure that the
breaking up of a ring like this. puts out .of commission a great many more
racketeers than are actually named in the indicuments, We have ootaired 130
injunctions against 600 firms and individuals, and -have also secured ,ail Sefe
wences in soxe cases, The injunltien, while wuot as drumatiec as the iadictment, is
an effective means of stopping am illegal practice.- There are a few cases
which were not as large as the Kopald-Quinn case dbut which indicate to some
extent the nature of vhe enforcement wurk in which the Commission is con=
stantly engaged. For example, on Peuruary 12 of this year, the President of
the Union Trust Coampany 1la Denver, one of the oldest and apparently most
reputable institutions in the lJocky Hountain area,: was sentenced to serve
five years in Leavenworih and. to pay. 325,000 fine for violating the Securi-
'ties Act, mail fraud siatute and coaspiracy statutes., In the Same case, the
President of the Bankers National Securities Corporation of Denver was sen-
venced to serve 13 months for conspiracy. -hese ialdividuals were convicted
of having induced investors to switch. their investments to stocks of corpora-
tions affiliated with the Union Trust Company by means of untrue representa-~
tions. 1In Detroit on another.case, five men were convicted and sentenced to
terms totalling 19 years and fines totalling 357,000, in coanection with the
sale of stock of a local company. These individuals had sold securities
which were not registered with the Ccmmission as required by the Securities
Act ang had claimed that tvhe stock sold was.the Company's stock, while as-.a
matter of fact, they were uanloading their-own holdings. Looking up the history
of the S.E;C., I find vhat in New York a year or so age, two prominent opera-
tors were sentenced by a federal Court to serve terms of two years each in
connection with the sale of.o0il royalties. Among-the numerous misrepresenta.

tions they had made, ‘was the claim that the United States, Government approved
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of every transaction whereby 4 member of the pﬁblic bought their securities,
Phat may sound‘féntasbic, but as é‘matter of féétflt is not at allhunusual.
Anotaer éase of a'élightly'different nature in L;s Angeles resulted in a con-
viction for perjury. -The defendant hsa'zgétified faiéelé iﬁ an investigation
conducted by the Coammission. " He was sentencéd to three‘yearé and a4 fine of
81000. . I doubt if.any -of -you ever heard or réad of maAy of‘these cases,

Iacidentally, in looking over our records\i find that with the exception
of the Kopald-luinn case, the I'win Cities hiave a clean slate with us. I
fajled to fiud any'broker;dealer suépension‘o¥ revoéations.in the area, nor
any injunctive or crimiual proceedings iﬁ the securities field. In fact
the record is so good thait iv wakes me suspect thabiﬁérhaps we had better
have one of our so-called flying syuadrons look the situation over. It is
almost inconceivable that onm the outer’frihges"ther; a;é not at least some
racketeers preying on thefgood repunauioué which you leaders in the securi-
ties business have built up.’

I don't want.to leave the impressioa that we érexoccupied merely with
rout ine mattersz or that we are vindictive policemen out solely to catch
Ccrooks. In'adiitiog to tﬁe'specific tzsks which are allotted to us by statute,
there is much additional wofk to occupy the Coamission and its staff in their
eagerness to-da a. good job., Most of’this'is'béckéfound work, but it is no
less important by reason of that fact. I hdve:né intention of detailing all
the aspects of this work, but I should like to mention a few'bhaséé of it.
There is, forAexample, the Division of Forms and Regula£iohs which strives
constantly to see to it that information filed with the Commission and made
avallable to the pub;ic under the three Acts shall be truly revelatory and

yet capable of being presented with a minimum of cost to the registrant.

Then there is the Legal Division, which not only spends much of its time in
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those functions which are an essential part of the administrative work of a
governuent adgency which operates under defin}te statutes, but which also oc-
cupies itself in explaining procedures and interpreting the laws and regula-
tions under vhe Acts to persons who have business with the Commission. Of
course, there are other divisions of the Commission which I might comment
upon, but I pass on to the Research Division, which is particularly close to
my heart and head, for one of my ta;ks as Commissioner is to act as adminis-
trative supervisor of this Division. Time does not permit the enumeration
of the varied tasks which are carried out in this Division, but a few of them
may be mentioned in passing. It keeps the Commission informed on the eco-
nomic and financial conditions which @ake up the background against which we
work, and it also engages in special studies which provide much of the fac-
tual data upon which the Commissioners base their decisions as to policy.
Finally, through this Division, we are making rapid sirides in the pwbslica-
tion of the sort of information which not only keeps the public informed as
to what is going on in the financial field, but which also constitutes use-
ful material for the investor and for the experts who advise him.

You remember, I spoke of my belief that here was a field in which a
practical effort at cooperation with business could and should be made.
Well, how do you suppose those twelve billion dollars of registration state-
ments ever became effective? I think I am correct in stating that not a
single one of them has ever been filed which did not require correction i
and amendment before it became effective. In most cases, the changes and ad-
ditional material which must be filed are very substantial. However, if you
read the Securities Act very, very literally, you may decide that the Commis-
sion is merely a depository for information. Ixn fact, the Commission itself

could have decided that it was not its duty to examine every statement that
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came in. It might have decided that the responsibility for correctness, ac-
cur;cy and completeness was entirely with the company filing the statement

and its underwriters and accountants. You can well imagine where this would
have left the issuers, underwriters and accountants. They would have had to
stand or fall before the attacks of security holders entirely on their own.

Of course, they still must do that, but it is easy to see how much more chance
for error there would be if it were not for the careful cxamination by the
SEC, Countless small omissions and errors, any one of which might §ave proven
tremendously costly in stvockholder actions, are caught by the Commission and
corrected at its suggestion. All this work is done by consultation, corres-
pondence and conference with representatives of business. This is real co-
operation, and it goes on every day, all day at the SEC. And it has been
going on since the SEC began. The Commission realized at the outset that its
first job was to make its legislation work, and it knew that this could be
accomplished only by making business understand what it was all about and
actually taking issuers and underwriters by the hand and leading them through
the processes of the law,

Another example of this same kind of cooperation has occurred in our
Public Utility Holding Company Act. If there ever was a piece of legislation
which scared the #usiness it was designed to regulaveit was this law. The
Commission was called upon to register all Lolding companies, to exempt all
those which appeared to deserve exemption, to pass upon the issuance of se-
curities, and upon the acquisition and disposition of property., It was re-
quired to set up accountirng and reporting standards, to regulate the activi-
ties of service companies, and finally %o bring about the geographic and

- 3 ‘or
economic integration of holding company systems. It was a large order fo

. 40
the Commission and a terrifying prospect for the business. I need not §
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into the history of the litigation which we understand is now drawing to a
close, but I would like to give you some indication of the type of coopera-
tion which has been going on in that field.

At the outset, a few companies decided to register. None of them knew
how to do it. The Commission and its staff spent hours and days with those
companies, showing them how to do the jog which was before them. It was a
slow job, because ihere was possibly not a great deal of confidence on either
side. But gradually, those companies began to unfold their problems to us.
In most cases this was done informally and at the conference table -- in
many cases, nothing was put into writing for weeks. Our men knew”that they
were green and inexperienced, and the utilivy men recognized their own
limitations. Finally small portious of plans began to appear., A small hold-
ing company with two subsidiaries worked'out a plan of merger which elimi-
nated it from the holding company field,

Other companies pegan to file plans for the issuance of securities and
the acquisition or disposition of small parcels of assets. And finally, a
large company came down and asked us to consider their problem under the
dreaded death-sentence. We did not say, "Bring in a plan and we'll tell you
what we think of it after examination." Instead we asked them to sit down
in conference with us and tell us their ideas, and at each point we shpwed
them what they could do and what the law would unot permit them to do. And
finally, they went back to New York aﬂ& put the thing in writing. Thnen, and
only then, did it become a - matter of public record. We had not approved
their plan, but we had showed them the broad outlines within which they
could work and we had showed them that we could work with them like reason-
able men, Ultimately the plan was approved, with some changes and after

public hearings. This is typical, and I know that the leaders in the
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industry recognized it as typical, because more and more they began to come
and talk to us and wor# out their plans with us. This has been invaluable,
thouéﬁ unseen, spade~work. There is no doﬁbt that because of it, the job
Sf‘thé utility indﬁstry and the job of the government under the Holding Com.
pany Act, wili move forward much faster than could ever otherwise have been
possible. |

I had heard a lot about the Commission’'s theory that business should be
encouraged to assume to the greatest degree possible its own self-regulation,
But ‘I know, now, after two months in Washington that this is no mere idle
theory. It is the living driving force of the S.E.C, It expresses iiself
in almost every major action of the Commission., I have just recited a phase
of the story of c00pera£ion in the holding company field, but it should be
noted that behind this is the fundamental belief in the Commission that the
industry can and should initiate its own solutions to the problems of geo-
graphic and economic integration arising under the Act, Typical, also, is
the story of our recent relations with the New York Stock Exchange. The Com-
mission has said again and again that it believes the stock exchanges should
undertake to police yheir own members and that it would be unfortunate if
the S,E.C. itself had to put an agent in every brokerage office. The Commis-
sion believes the exchange should perform its duties so well that very little
annoying snooping by the government should be necessary. Iv was to this end
that it urged a reorganization of the Exchange along modern business lines,
When you consider how revolutionary this idea appeared to be in November, it
is difficult to imagine that it has now, in March, all but been adopted with-
out 2 murmur or protest., Again - in the over-the-counter field the S5.E.C.
began three years ago to urge and foster the development of machinery for

extensive self regulation under broad government supervision. At the
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present time, it appears that this aim will shortly be achieved as a resplt
of the passage of the Maloney Bill. By means of this bill it is anticipated
that a mechanism will be established in the over-the-counter markets to pro-
mote just and equitable princiﬁles of trade, to prevent fraudulent and manip-
ulative practices, to eliminate unreasonable profits, to promote accuracy of
guotations and, in general, to protect investors by improving the operation
of a free and open market. The basis of the bill is voluntary rather than
compulsory participation in this projected program.

So, now you may wonder whazt I do in Washington since I have found that
first of all the 3.E.C. already has a broad national viewpoint and that co-
operation with business is its daily diet. TIhe answer is that I spend my
days, and often my nights, and sometimes even my Sundays working on the de-
tails of problems which arise from every corner of the nation. There is
something of an irrational juality in public service work that gets you. It
is not easy. There are neither unioa nor Wall Street hours. You are fre-
quently misunderstood by outsiders. The work exacts big financial sacrifices
and other tolls from you. You work like the dickerz and you don't expect any

reward (except your modest salary), or any thanks. But I like it.



