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I am glad to be here today to talk with you about the Securities and Exe
change Comrission, Ths scope of the Commissiont!s affectiveness depends in no
small measure on the extent to which neople are informed about its arthority
and its worke Our opportunities are altogether too infrequent for direct cone
tact with people concerned, as you are, with the general operations of corpo=
rations, as distinguished from specialists in fiscal aspects of corporate
functioning, It is important that you and others, ewen though you may not be
primarily concerned with our cay to day operations, should have a correct
understanding of what our functions are, the purposes of the lairs we admin-
ister and the methods we follow in the application of those laws, I think it
. is generally true that most of the resentments that are expressed about Govern-
ment regulation stem from vague concerns about the unknovm rather than from
any dread of actualities that are }mown and understood, ‘e would like to have
you know as much as possible about our job and how we carry it out. -

I shall not undertake, however, to give you a formal general description
of the Commission within the time available this afiernoon., I assume that you
are acquainted in a general way with the nature of our work and I hope that
informal discussion may provide opportunities for answerinc questions you may
have about particular problems. T0 supplement the information you already
have, I have brought along a number of copies of a pamphlet we have prepared
called "The lork of the S. =, C,," which gives a general description of the
way we function and the laws that guide our operations.

I think it might be more profitable today to tell you about the program
the Cormission has recently commenced for gathering comments, criticisms and
suggestions about the Securitics Act of 1933 and the Securities fxchange Act
of 1934, It is the purpose of that program to ascertain through inquiry from
all available sources whether there are serious defects in the existing legis-
lation, to accumulate suggestions for changes ceemed desirable by various
groups of persons dircctly affected by the operation of those Acts and, after
we have studied the information gathered, to determine whcther to recommend
changes in the Acts and, if so, what changes,

I am going to address my remarks particularly to the study we are now
giving to certain aspects of the registration and prospectus requirements of
the Securities Act of 1933, especially as those requirements apply to the dis-
tribution of new issues of sccurities,

That is the point at which the 1933 Act probably has its most direct ef-
fect upon the process of financing cormercial and industrial enterprise. It is
the point also at which it is likely %o have its most direct effect in af-
fording the means of self-protection to potential investors in such enter-
prise —— the point at which, if it is effective and practicablc, the legis-
lation performs one of its most sirnificant functions,

A brief description of these requirements of the Act will he helpful as
background..

The Act requires that certain basic disclosures be made to purchasers of
securities, Subject to certain exemptions not directly rclevant to the
questions I propose to discuss, it requircs, in connection with public of-
ferings of securitics, that a registration statcment be filed with the Com=
mission in a prescribed form, .It requires that no offers or sales of such
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securities shall be made until -- after a so=~called "cooling period" —— the
registration statement has become effcetive. It requires also that the mails
or facilities of interstate commerce shall not bc used to transmit such secuw
rities for the purposc of sale or for delivery after sale, unless the secu-~
rities are accompanied, or have bcen preceded, by a prospcctus which meets the
requirements of the Act,

Now the obvious purnose of these requirements (and I shall discuss that
purpose in somewhat greater detail later on) would seem to be to provide
machinery whereby prospective buyers of securities may have an opportunity to
receive accurate information about the securities and the enterprise of the
company thet issucs them before he coomits his money to that enterprise by
buying the securities offered,

It cannot be repeated too frcquently that the purpose of these requirew
ments is limited to providing information and that, in permitting a regis-
tration statement to become effcctive, the Commission docs not apnrove the
security and does not represent that the registration statement is complete
or atcurate, Indeed the Act itself males it a crime for anyone to rcorcsent
to any prospective purchascr that the Commission approves the securitics or’
guarantces the commletcness or accurac:™ of the registration statcment filed,
iloreover, the prospectus is required to contain a legend making clear that the
Commission docs not approve the securit: or guarantce the completeness or
accuracy of the registration statement,

Despite these provisions, and despite constantly repeated cfforts to make
these facts clear, it is still truc to an awazin: extent that people go on
believing that registration carries with it somc sort of assurancc as to the
worth of the securitics registered, Undoubtedly some of the people engaged in
the distribution of sceurities have fostered that imprcssion, Few have done
rmch, if anything, affirmatively to dispel it, I want to stress particularly
this point -~ that registrotion of a security carries no assurance that it is
a good security or that it is a good investment for any particular person on
the terms on which it is offered, The reristration is designed to make the
facts available, It's up to the investor to decide for himsclf vhether he
wants to buy the sccurity. A general understanding of that fact is cssential
to even rudimentary cffectiveness oI the registration process as a protection
to investors.

Under the statute a registration statement that docs not requirce amend-
ment becomes effcctive on the twentieth dey after it is filed unless it meets
certain requircments which give thoe Cormission a basis for permitting it to
become cffcctive sooncr. The lag in time between the filing'and the effect-
ivceness of registration statcments is vhat I have prcviously$§eferred to as
the "cooling period." The process of shortening the statutory period of
trenty days is knovm as Macceleration,”

Now let's consider in more detail what is the purposc of this registration
process. Perhaps any summar: that fits thc time available today must be too
brief to be completc, I think, however, thot it may be possible to sunmarizc
the essential substance of that purposc.
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Congresa passed the Sccuritics ..ct of 1933 to overcome certain evils
growing mainly out of hi~h pressurc sccuritics distribution that had come to
be common practice through the twenties, Under the methods of distribution
that had grovm up dealers were freguently impelled to make blind commitnents
to buy securitics from undermriters, ror fear of beins cut out of future ise
sues, Once subjcet to those commitments the dealers werc often under drastic
cconomic pressurc to unload their commitments onto the public by whatcver
arts of salesmanship they could devisc, Thc Congress rccognized that the prese
sure of undervriters for rapid distribution of an issvc arosc in large part at
least from a readily understancdable desire to hit the marliet thew anticipated
when they priced the issuc. Hevertheless, Congress said that high pressure
techniques result in "injury to an underinformed public" and "demonstrably
hurts the nation." (H. R. Rep, llo. 35,73d Cong, lst Scss, liay 4, 1933, 7-8.)
With full awarcness of =that it imtended to do when it passcd the fLet the
Congrcss said: .

"1t is furthermorc the considered judgment of this committce that any
issue which cannot stand thc tcst of a iaiting inspcction over a
month's average of cconomic conditions, but must be floatcd writhin a
fewr days upon the crest of a possibly manipulated market fluctuation,
is not a sccurity vhich dcscrves protection at the cost of the public
as comparcd irith other issucs -thich can mcet this test, There is no
morc appropriate function of government than that it should encourage
rcasonable saving by protecting the fruits of that saving." /Tbid,/

The legislative history shows that the requircment of a twenty day cool=
ing period was a delihcrate, informed legislative act, imnoscd to curtail
evil conscquences of pell-mcll distribution practices.

The powcr to shorten the twenty dey waiting pcriod was given to the Com-
mission in an amendment to the Act passcd in 1940, Thc amendment included
very definite dircctions to the Commission with respect to its cxercise of
the power to accclerate, Before it permits the cooling ncriod to be short-
ened the Commission is dirccted to consider the amount of information about
the issuer previously availablc to the public, It must consider whether the
essential facts about the new issuc and the rights of thosc who buy it can
casily be understood, The Commission is dirccted also to take into account
the public intcrest and the protection of investors in excrcising its power
to accolerate the effectivencss of a stavoment,

There can be no serious question that the objeet of the law was to make
accurate information availablc to buyers of neir sccuritics, and to provide
them an adequatce opnortunity to understand that information before they in-
vested their money, But the Act has cncountered certain difficultices in
oncratione Vhile thc cooling period was plainly intended as a brake to
recklessly speedy distribution, the intention was not mercly to provide a deaq
areca of time. The cooling period was intended to cnable dealers and investors
to study thc information madec public through the filed registration statement,
The mechanics for carrving out that intention were far from perfect,
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"Although -the registration statcment is publicly availablc at the Com~
mission officcs as soon as filed, 1t is obvious that no rrecat number of ine
vestors ean feasibly cxamine it, Statistical services abstract some infor-
mation from the filced statements and for a fee distributc that information to
subscribers, The Commission provideg phetostats at the rcquest of anvone at
the approximate cost of producing them, ~ut, except for largc institutional
purchasers and others who are in a position to spend a substantial amount of
time and moncy in caring for their portfolios, it doesn't make sensc to expect
widesprcad dissemination of thc full information available in the filed reriste
ration statoment, mercly from the filine of that statomend with the Commissione.
In fact, our present duplicating services would not be cqual to the tremendous
task of making copics gencrally available if they vwiere called upon to do s0e

As an alternative, the undermriters might thomsclves provide information
during the waiting period., In rccosznition of the statutor policr it has
been the Commission!s intcrpretation from a very carly stage of the law's
administration that underwritcers could distribute, in advance of cffcctiveness
of registration, documents rcflecting the information in the filed registration
statement provided such documents werce clecarly carmarkced so.as to be used for
. information purposcs onlye -

But while the disscmination of information before cffectivencss is de=-
sirablc and consistent with onc of the objectives of the law, the law is, at
the same timc, very clcar in its purposc that disscmination of information
shall not bc used as a guise for actually offcring the sccurit;r for salc during
the cooling period. In an effort to copc ~with this dilemma the document disw
tributed by underwriters in advance of cifcctivencss of the registration state-
ment, although it looks almost exactl;” like a prospectus, differs from a final
statutory prospectus in two rcspects, Iirst, it contains a legend in red ink
twhich states that the document is not a prospcctus, is not for the purpose of
offcering the sccurity and is uscd for information purposcs only, (From that
red ink lcgend, incidentally, is said to comc the namc of the documcnt. It is
commonly called.a "rcd hcrrln' orospcctus.") Sccond, the red herring pross
vcctus lacks final information rclating to thc pricc of the sceurity or under-
Triting sprcad and -- in cascs of prefcrred stocks -- fruquently lacks infor-
mation about rcdemption and similar valucs.

The red herring prospcctus is not a wholly satisfactory device for the
disscmination of information. Bear in mind that it is bascd on the statcments
madc in a-rcgistration statement as filcd, and may be circulated hefore the
Comm1331on's stalf has complcted the cxamination of the registration statcment
which is a customary preliminary to cffcctiver -ss of rogistration, Thus there
is always a possibilit;r that the rcd hcrring prospcctus will rcflect crrors
in thc original filing arising from hasty prcparation, ncgligencc, thoughtless
oversicht, or bad faith, ‘/hilc, undcr thc statute, a purchascr will sooner or
later have an opportunity to rcad a final prospectus reflecting any amendments
made in the registration statcment to make it adequate and accurate, therc is
alvays strong likelihood that the investor's first misimpressions will not be
erasced cven by his carcful scrutiny of the corrccted final document.
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To mect these problems has been one of the main concerns of the Come & -
mission in its ¢fforts to make the statute in oporation achicve the full PUre=
posc of its enactments ~A precise description of vhat we have donc in that
rogard is not particularly pertinent to my rcmarks today.. I have taken you
through part of the background of the registration proccdurc. in order to lay
the ground-work for an understanding of the problems -:¢ face in considering
the workability of various proposals for rcvision of that part of thc statutce

‘Before I go on to a discussion of those problems, howcver, I want to re-
trace for a moment and point out thc origin of some of thc other difficulties
encountered under cstablished procedurcs, in making the Act cffcctive to carry
out its purposcs.

The prime intention behind the rogistration provisions of the Sceuritics
Act is to procurc accuratc and adequate public disclosurc of the immortant
things an investor needs to lmow in ordor to appraisc a prospective security
purchasc, Under thc statutc the prospcctus is apnarcntly intended to be the
primary vehicle for goetting that information to the investor. It would scem
~ clementary, thercforc, that under the stotutory system, the investor should
.have availablc to him, “eforc he is committed to buy the sccurity, @ full but
clear "and concisc documont tcelling him what he nceds to know about its That
almost ncver happoens. hy? Becausc neither the terms of the statute nor the
practice of sccuritics distributors live up to the intention behind the law,

Under the statutc a prospectus is dofined as a written document offering
the sccurity for salee In order to be uscd in compliancc with the Act, it
must contain certain car.fully precseribed information., If follows from the
scheme of the statute that an oral offcr is not a prospectus and nced not
contain the requirced information.. Parthcrmorc, it is sufficicnt under the
toerms of thc present law if a prospoctus is delivered to the buyer at the timc
the sceuritics arc delivercd; and the usual practice is vo deliver the prose
pectus along with thc confirmation of a purchas. clrcady made. The scocurity
itsclf moy bu delivercd cither simelicncously writh the confirmation or after-
wards, Thus it is spparcntly thorourhly logal (and it is the usual practico)
to call an investor on the tilenhone, malx the oftcring on the hasis ol no
information, or at best thc most summar:” information, and withhold delivery of
the prospectus until after the investor has committod himself to the purchasc,
In this wray, bocausc of a loophole in the Act, its basic intention is -
frustrated, !

Congress made it quite cloar that it wanted o bring about a change in
the existing systen ol high pressurc, spocd-dominated undervriting. It made
its statcment with a full understanding of the factors which promotc high
pressurce and spied; and it pessed the lawr bocause it belicved that affirmative
public benelit would result fron changins the distribution tochniques. Iy
opcration the law hes not had thost intended cons.quences.

Although it would probably be difficult to prove in particular cascs, it
is not uncommon for undervriters to male their commitiments to issuers, to ine
vitc orders -or-indications of. interest from dealers, and. for dcalcrs to
solicit orders for thoir allotments and make allocations to ultimatc inwvestors
before registration becomes cffectives In on. case, it hampened cven before the:

8
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issuing corporation was formed., It may or may not happen that the complete
chain from commitments to the issuer 211 the way dovm to sale to ultimate pur-
chasers is completed before the registration is effective., But the law is
nevertheless violated even if the process stons where the underwriters have
gotten commitments from the dealers who form the so-called "se111n~ group" in
a typical undervriting.

Yany underwriters vho line up their selling group before the registration
statement is effective know precisely what they are doing and know its legal
effect, liany dealers in the selling group who stimulate interest in secu-
rities before the effectiveness of registration know precisely what they are
doing and know its legal effect., Nevertheless, these violations are blinked
at within the securities trade because they almost invariably take place in
oral or telephoned transactions and are difficult to discover and difficult
to prove; and because there is terrific pressure to jump the sun in order to
minimize risks by rapid placement of the issue and to reach purchasers before
competitors can reach then,

Hot infrequently, too, in recent years, with large amounts of noney seek-
ing investment, a lot of pressure for premature sales activity has come from
investors avid for new issuess At times even & rumor to the effect that a
registration statement iras going to be filed would cause a flood of phone
calls by investors to their dealers asking to be cut in for a share of the is-
suc. A refusal "merely" because the law prevents sales before a given period
was frequently not received kindly by the hungry customer. A& dealer who re-
fused a commitment sought by a customer would run the risk of losing the
customer's business to others having less precise regard for the requirements
of laws designed for the customer's protection. At times even if the dealer
were to insist that it would be beticr for the purchasers to wait until more
adequatec information was available, the warning wiould have had little or no
effects It is one of the fundamental dilemmas of a disclosure statute that
rou can bring information to an investor but that you cannot make him either
read or use the knowledge he might gain from reading,

It is true that the statute contains provisions affording civil liabi-
1lity orn the part of anyone who sells a security in violation of the regis-
tration requirements, Technically, these insistent purchasers could, if they
should choose to do so, take the security wthich they clamored to have sold to
them before effectiveness and suc tihe seller. That teclhinical possibility, so
far, has not matured into an actual restraint. This may be accounted for in
part by what may perhaps be described as a code of ethics prevalent within
thc secprities business. It is not unlikely thet an investor who resorted to
his technical rights in such a situation would be regarded as a welsher to be
excluded from participation in futurc issues, and would face the possibility
of a general blackball, At any rate the right to sue has not been used and
has not served as a restraint on jumping the gun.

Another fundamental dilemme should also he describeds, Recall that one
of the statutory objecctives is that the cooling period shall be a time in
which ~encral information about the scourities is circulated among members of

_the trade and investors so that therc may be somec opportunity o studj the

facts before the final purchasc. The statutc assumcs the feasibility of
drawring a clear linc betreen information and solicitation. That assumption
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is not always warranted, The crucial point at which a sale is'effected may

be a highly subjective matter., A statement that may, on its face, purport

to be intended for information alone wmay nevertheless be the cffective stim=
ulus of a desire to buye It is the stimulation of that desirc before accurate,
adequate information is available which the statutc is designed to prevent,
Yhen information distributed before the effectiveness of registration is in
the form of a vwritten document filed with the Cormission it is fairly casy

to check the document to sec vhether it contains obvious inaccuracices or shaves
too closc to the line of unlawful solicitation., Butcheckine or preventing in-
accuracics is not so casy when precffective solicitation is made orally, or

by mcans of a imriting that is not filed with thc Commission, Thesc practical
difficulties should be bornc in mind in the discussion to follow,

I have summaril; sketched for you some of the basic difficultics en-
countered in administration of thc present lawr, In outline, they are as fol-
lows:

l. The cooling period is scldom adequately used for the general dise
senination of inflormation.

2. There is a danger, in permititing the dissemination of information
during the coolins period through red herring prospectuses that the
information disscninated vill be inaccuratc,

3. There is a danger in permitting disscmination of information before
the registration is cffective that the practice 1vill be used as a
blind to mcke solicitations unlairfullye

Le Because of the wording of the present law and currcnt distribution
practices, purchascrs usually arc committcd to buy before they have
a chance to see a statutor, prospcctus,

5« In order to beat competition and minimizc the risks of the market,
the law is frequently violated by making and accepting commitments
before the registration statement is cffective,

o

These are the basic problems - they arc among the major dirficultics
that have encumbered and ohstructed full achicvement of the prescent laws pur-
pose to providc prospective investors writh accurate information about ncv
securitics before they put their monc; into them. They arc usaful as a check
list acainst which the proposals for modification we rcceive may be measurcds
If it bo assumed that the original purposc of the Act is sound and desirable -
(and there have becn almost universal professions of concurrcincc in the desir-
ability of the purnosec as a runcral objective) - then the merits of the pro-
posals suggcsted as methods for achicving that purposc can be appraised in
terns of how adequately thoy would mect these problems.
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There are at least two other points against which any new proposal ought
to be tested. '

(6) Vihether it would provide adequate essential information about the
new security in such concise, readable form that it would be likely
to be read and understood by prospective investors,

(7) “‘hether it would place such burdens of cost and time upon the under-
vriting process as to impair unduly its function of channelling in-
vestment funds into enterprise.

These two additional items perhaps deserve a footnote corment at this
point, )

As to the first; one of the difficulties in making the present Act effec-
tive has been the fact that the prospectus prepared on behalf of those seeking
to offer securities has frequently been cluttered with relatively inmaterial
comment that has made it much longer and more cumbersome than necessary to '
meet any reasonable requirement of full disclosure, Indeed, the bulk and
length and dullness of the prospectus in some cases has substantially reduced
its effectiveness as a means of conveying information about the new security.
People just wouldn't read it, &nd those who would, found themselves confronted
by a confusing plethora of words and fisures. The Cormission has frequently
been blamed for this condition. To wmy mind, the fault lies not vith the Com-
mission but in the excessive caution of the advisers to registrants who insist
that they throw in the kitchen sink, in order to be sure that nothing is left
out which might leave any hint of possibility that complete disclosure had
not been made. There is no reason why the prospectus should not be a concise,
readable document that conveys plainl;- an understandable picture of the enter-
prise offering the investment and of the terms on which the investment is
available, The Cormission does not prepare the prospectus under -the present
law but merely examines it in order to be as certain as reasonably practicable
that it contains no material misstatements or omissions, The Commission has
not undertaken any formal measures to insist that the bulk of these cumbersome
prospectuses be cut dovm, Speaking solely for myself, I thinlz that any revi-
sions in the law should include a clear authority, if not a positive direc-
tion, to the Commission to see to it that the prospectus used is free from
the confusing bulk and relative irrcelevancies that have limited the usefulness
of the prospectus as an information document in many cases in the past,

As to the second of these points, any proposal requiring disclosure of
information about any securities must “e a workable proposal if it is to af-
ford the means of genuine protection to investors and at the same time not
unduly restrict the process of distribution, It is conceivable, of course,
that the requirements of disclosure and the mechanics of disseminating infor-
mation might be made so cumbersome, so expensive, and so risky to those en-

. gaged in offering the securities, that the amovnts added to the price of the
securities to cover the enhanced costs of distribution and to provide a hedge
against the risks.involved would be out of proportion to the added protection

"afforded by such machinery, There is undoubtedly a point of diminishing re-
turns in the form of protection beyond which it is neither feasible nor de-
sirable to go. These factors must be taZen into account when appraising the
workability of any proposed smendments,
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Now for a-brief survey of the suggestions received for revision of the
present law. I am not going to describe all of them. I shall limit myself
to certain suggestions without naming their source. At this stage all of
the suggestions made to us have been completely tentative and subject to
further study and conference. I describe them merely to show the types of
approach that have been recommended to us from various sources in an effort to
devise methods of making information available that will accomplish the pur-
pose of the present legislation better than that legislation itself has done
thus far and at the same time avoid creating new difficulties that might
frustrate the achievement of that purpose.

One of these proposals (which I shall call Proposal A) goes about as far
as possible toward removing present restrictions while preserving the atmos-
phere of regulation,

Proposal A would make it possible to offer securities for sale and to
stimilate interest in investments orally, or by written material, at any time
before, during or after the registration process. Offers could be made in any
form chosen by the individual person or company- engaged in the distribution,
They could be made before or after filing or effectiveness of the registra~
tion statement. There would be no restriction (short of possible liability
for dovmright fraud) on the content of offering statements.

Howrever, under Proposal A the making of an actual sale before the effec-
tive dave of the registration statement would be prohibited.

With -respect to the prospectus requirements Proposal A would make it pos-
sible to continue the present system of making oral offers and sending a pro-
spectus only upon confirmation of a purchase or upon delivery of the security,
whichever happens first.

A second proposal I shall call Proposal B. It would prohibit the offer-
ing of securities covered by a registration statement before filing of the
registration statement., They could, however, be offered after filing, bub
before the registration statement is effective, under certain conditions,

This preeffective offering might be in the form of either a full or a so-called
"1imited" prospectus or might be in the form of a short document which does
little more than identify the security and the issuer.

The prospectus contemplated in Proposal B is either a general one 1more or

. less like those now used, or a limited prospectus which would, we presume,

contain a short description of the issuer, set forth certain basic data about
the securities and about present capitalization, and perhaps contain a'summary
income statement. It would, I imagine, resemble what we now call a "newspaper
prospectus,”
°

Proposal B would permit oral offerings before or after effectiveness
provided, in the case of offerings made before the registration statement is
effective, that a limited or general prospectus is sent or given to the inves-
tor in time so that it would normally be received not later than the oral
offer. After the registration statement as effective oral offers could be
made as they are now, with a prospectus sent so as to be received not later
than the securitye
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Under Proposals A and B (as under the présent Act) no actual sales could
be made before the effective date of the registration statement. Under the
present .Act and under both of these proposals there is. no requirement that the
full statutory prospectus be the exclusive vehicle for offering and selling
securities,.

Tested against the objectives of the present legislation, Proposal B does
provide some means for getting information to the purchasers in advance of -
commitment with respect to pre-effective offers, It would permit pre-effective
oral offerings only if made in connection with a written document containing a
certain amount of specified information, In that respect it is a sort of a
compromise between the present Act which permits no pre-effective offering
whatever and Proposal A which permits practically complete freedom in pre-
effective offering, subject only to the restraint of liability for misrepresen-~
tations,. '

It might appear, offhand, that the use of a limited prospectus permitted
in Proposal B is an unmixed benefit, 3Sut it may not be, We have had some ex-
perience with this problem, Under our present system we permit the publication
of what are called "newspaper prospectuses®, which describe a forthcoming issue
in more or less summary form, While these newspaper prospectuses do serve the
function of getting some information about a forthcoming issue generally circu~
lated, they may be useless when employed in distributing complicated securities
in enterprises that are not well known. Where the security involves special,
obscure problems they can be worse than useless, A summary of a prospectus may
be an excellent thing, if delivered with the prospectus so that it may aid an
investor in culling through the prospcctus, Hewever, when used alone, it
presents certain diffaculties which must be carefully studied so as to avoid
misleading of investors, ‘

Another difficulty inherent in the use of any form of unchecked informa-
tion in advance of the examination made by our staff in processing the filings
is the possibility of error: unintentional or otherwise. I am not conjuring
up chimeras., Time does not permit me to give you detailed examples of the
kinds of basic and vital inaccuracies found by our staff in registration file
ings. But, let me assure you that if accuracy of information is a valid ideal
in the process of securities selling there is no substitute for an independent,
expert review of selling material,

Proposal C is a synthesis of recommendations made by various individuals
and groups who seem to agree on certain basic outlines of their recommendations.
Proposal C would contemplate a two-step registration process. It would require
that the prospectus be the primary offering vehicle and the means for dissemi-
nating information. The procedure might work somewhat as follows: Suppose a
registration statement is filed on January 1., By January 10 the staff of the
Coamission finishes a preliminary review of the statement and, if necessary,
sends out a letter commeniing on the deficiencies, After the letter is receiv-
ed the underwriters may distribute a preliminary prospectus reflecting the
vital information in the registration statement as corrected, if they wish,
without setting forth the price terms, On some later date, say January 15th to
18th, the price terms (and any other supplementary information) could be sup-
plied by supplement and the statement declared effective for the purpose of
offering the security. Between that date and perhaps January 20th - from two

to five days later - commitments for purchase of the security could not be ac-

cepted, and if accepted would not be binding, During that period investors
would have a chancé themselves to study a final prospectus, or to have avail-
able the advice of investment counsellors based on a final prospectus. On
Janvary 20th the statement would be declared finally effective, deals could be
closed and commitments accepted,
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. " ‘The suggcstlons received with regard to this sort of proposal arc not
“unanimous as ta the details either with respeet to the length of the waiting
period, or the preecisc mechanics of delivering or correcting prospectuses; or
as to when and how price information would be supplied, It would, of course,
be essential to any such proposal that the prospcctus be a vrecisc, concise
document that tells its story clearly.

There have been other variations of the two-step recommendation.. One
form of variation would be to pormit cffectivencss of registration for the )
purposc of salc based on a full prospectus, but {ixing a short wporiod within
vhich the investor, having recceived his full prospectus, would have an oppor=
tunity to rescind his purchase if information coatuancd in the prospectus
lcads him to' changc his mlnd.

Ly descrlptlon of these two-stcp proposals by no means constitutes an
endorsement of them or of any variation of ‘them. They prescnt obvious problems
of administration, They would require rather drastic changes in present dis~
tribution practiccs., To what exteiat they are feasible in terms of enforce=-
ability or workability is not clear. The risks thoy micht add to the under-
writing process -~ “rith consequent incrcasc Q_thv cost of securitics to the
purchascr or diminution of thc amount rcalized by the issucr out of the sell-
ing pricc to the public ~— are difficult to wppralsp vwrithout the bencfit of
further stud:r of the details,

The two-step proposals like all others, raisc the questions whether the
law will be observed, or can be cffectively enforced, cven as amended, There
is probably no comnlotc ansuer to this question regardinsg any proposal cxceept

. onc which opens the door wide to unrcgulated so'licitations. However, there
> " may be a practical anser which woulc minimize violations. Therc arc certain
forces of competition which may generate the impulsc to’violation of any
sccuritics law that fixcs a decedlinc. That impulsce may be activated and

intensificd by the fact that no onc clicves that cverybody clse is poing to
respect the deadlinc, That situation -rould be cured if a law fixing dead-.
lines were rigorously "and strictly cnforced so that all tihc competitors were
satisficd that their colleagucs arc not jumping the gun or that if they do
they will be subjoct to drastic penalties,

The administration of the Set in its initial jyears has been neecssarily
a proccss of vorking out practical methods for dealing -rith a host of new
‘problcns. There is much in the cxpericnce under the Act to indicate that not
all of the 1mprovlsaulons have been successful and that perhaps a better job
might be donc than has been done with the facilitics provided by the Act in
-its prescnt form, Iu is onc of thc objccts of our study to determinc the
cxtent to which that may be truc.‘

I don't know vhether I've given you a skoteh sufficiontlr clear to in-
dicate vith any precision norc than th gencral outline of the problem vith
which this legislative stud - is concerned,, I feel certain however, that I
have t0ld you enourh to indicatc that therc is food rcason for the statoment
at the present time that the problexn is a difficult onc and that we at the
Cormission have not as yet made up our minds as to vhat recommendations we
should make, We think it is cxtremels 1nportant that vhatcver is suggested

" should represent an objcctive distillation of the bust opinion that can be
. gathored and should be based upon the nost accurate possible appraisal of the
- faets with which we arc decaling.

»




In closing I want to make my own position quite clear. I believe that
the purpose of the present legislation is a sound and desirable purpose and
that it should not be abandoned or modified in whatever new legislation is
proposed. I am confident that suitable mechanisms can be worked out for ae
chieving that purpose. I am not satisfied, on the basis of the information
thus fdr available, that any of the suggestions yet made affords a perfedt
answer, Nor do I anticipate that machinery can be devised that will achieve
the objectives of this legislation automatically and without difficulty. fmy
proposal likely to do the job of adapting genuine practical necessities of the
distribution process to providing prospective investors with full, accurate
information about new securities, in form that they can understand and that
they will use in deciding whether to invest in particular securities, is
likely to require some adjustments in existing practices both on the part of
the industry and of the Commission, I should hope that we can work out fairly
soon a pattern for machinery that will minimize the difficulties that have
bedeviled the Act thus far and then see to it that that machinery is used and
the rules adherred to. .

Those who have participated in our study by making their suggestions
available and giving us facts about the way the present Act is working have
been extremely helpful. The collaboration that we have enjoyed in the effort
to get at the roots of this problem has been highly gratifying, I cannot
help but feel that it will produce results that will be greatly beneficial,
once they have settled down into operation, not only to the investors but to
the securities industry and to the industrial and commerical enterprise of the
country for which the sellers of securities gather essential capital.
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