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It has been said that SEC is extremely difficult to describe accurate-
lyor completely •. However, .this is a prectical audience and the facts
about the SEC are relatively easy to understand when discussed with persons
familiar vith problems of finance. It is true that if I attempted to give
you a detailed survey of the Commission's activities you would be sitting
here until lon~ after dawn vhile I recited the details of many pages of
laws and regulations. But while SEC has authority to deal with some .very
complicated matters the complications are largely legal and I shall attempt
to give you the factual picture without going into too many legalistic ob-
scuri ties.

\'1eadJl'irtister,six Lavs -- the Securities Act~ the Securities Exchange
Act, the.Haloney Amendment to the Securities :;:xcharll~eAct, the Public
Utility Holding Comp~ny Act, the Corporate ~eorganization Act, and the Trust
Indenture Act. From the st andpod.n t, of the non-Lavye z- these can be briefly
described as laws directed towards four main purposes: 1) the assurance of
fair disclosure Qf the material facts relatin~ to new issues of seeuritles
offered to the pUblic including the assurance of fair provisions in trust
indentures; 2) the regulation o~ stock exchanges and over_the-counter markets
so as to prevent the manipul~tion of security prices and consequent fraud
on investors; 3) the establishment of fair standaros in corpor~tion reor-
ganizations; and 4) the regulation of holding companies and holdin~ company
systems in the electric light. and gFiS business. vcu 1,.'111note that in no
SEC legislation is there any authority to interfere with the actual oper-
ations or internal m~nagereent of oper~ting businesses as distinguished
from finance. S~C regulates finance in one field public utility holdin~
companies and advises concernin~ tbe proper fina~cial structures of com-
panies emerging from reorg~nization. However, even in those circumstances
it does not attempt to tell business men lJhat they mayor m'l.ynot do in
connection with the every day operations of their enterprises. We are con-
cerned solely with those financial evils which lep.dto burdens which bus-
iness cannot successfully carry and by reason of which investors are unfair-
ly deprived of th~ir savings.

The Commission's Registration Division administers the Securities
Act, the re~istration provisions of the Securities Exch;ange Act" and the
qualification provisions of the Trust Indenture Act of 1939. As officers
associated with industrial corporations •.-h Lch presumably are not public
utility holding companies ann are not in reorgani7.ation these are the stat-
utes with which you are most li~ely to be concerned. ~he Securities Act
requires fair disclosure of material facts to investors in connection with
new offerings of securities through the mails or in interstate commerce.
This dis~losure is effected by means of the filing of a registration
statement with the Commission ~hich registration statement must include
prospectus containi~g in sum~arized form the m~terial information.respect-
ing the issue. Forms have been prescribed for registration statements de-
pending on type of the security, the type of financing, for e~ample, sale
for ~~sh or reorganization, and upon whether the compeny has passed the
promotional stage. The Securities Ey.chan~eAct, generally spe~king, re-
Quires the filing of similar information (though in much briefer forM)
in the case of companies ~mose securities are traded in on stock exchanges.
The Trust Indenture Act requires in substance that when a company offers
to the public a bond, debenture or note issue of over $1,000,000 the sec-
urities involved must be issued pursuant to an indenture containing various
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provisions designed to proteet the purchasers of the 1ss~e. A Securities
"Act'registration statement includes material whlchcan be' Qrouped under'
four main headin~s: 1) 8 discussion of the material fa~ts'relating to the

'business ~of the co~pany, its'history, including recent general develop-
m~nts~ material' contracts and patents and the litigation, if an" to which
it may be SUbject; 2) a statement of the persons who control the company
and the profits. if any, that they are deriving by virtue of their trans-
actions with the compmlY; 3) a statement of the terms pursuant to which the

I :seeuri ties'"1111 be' offerer! to ,'tht!pUblic, including' of course the underwri t-
-1rigcontracts and the profits obtainable by the underwriter; and 4) certain

specified financial information. This financial information normally con-
~ists of balance sheet as of R date ~ithin gO days of the time when the
re'~is:t.ratl.onstatement, is filed and prof! t and ioss'statements for the last

f •.three years. This financial information must be pert1fied- by indepe~4ent
public accountants. I assume that you will be most interested in ~evelop-

"ments in the rules' relating to finl'\ncial'information., While I am no~ Qual-
ified to discuss tebbnical points of accounting I may S8Y that the work of
the Commission ~n cooperation wlth your Institute and ~ith the American I~
stitute of AccmlntAnts and the American Accoun~ing Association in develop-
ing un~form standards for accounting treatment in particular businesses has
been in the opinion' of the Co~ission one of the'most significant features
of its work to date. You ~ill Rpprecrate that in working out standards of
disclosure to inves~ors it is necessary not only that the investor know
Whether the particular company is a good or poor investment taken by itself
but also as to ho~ ~t compar~s with othe~ companie$ in thesam~ industry.
The development of uniform financial standards tends ~reatly toward the
achievement of this end. Along this line, 'the COJl1Miss!.onhRS rece.ntly ad-
opted Regulation S-X which establishes rules for financial statements to
apply uniformly to seasoned companies under th~ Sec~ritie~ Act and the Se•.

.curities Exchange Act., '

I think you. will be interested in the method whereby Securities Act
registration statements are handled by the ~egistration Division. As per~
sons associated with corporate ~anagement you will understand that 'although
corporations may have their vi~issitudes, officers may be f~~~e to their
trust and business ~ay decli~e bU~ if the internal organization of the com-
pany is strong it will normally survive. So also '''ithgovernment. SEC
places great reliance upon its internal administrative str~ngth and upon
the traditions of care and efficiency which govern the work done py the staff
of the Co~mission. Our examination proces~ is geared to intensive work
under pressure. As you may know, a Securities Act re~istrat~on statement
becomes effective twenty days from the date of filing. Each re~istration
statement is assigned in the first instance to an examining group consist-
ing of sever~l financial examiners, one or two attorneys and one or more
accountants. The group is 'headed by a financial analyst who mayor may
not be an accountant or la~7er. The accountant, the exwniners and the-
attorney assigned to the registration sta~ement'discuss the case to~ether
and then prepare separate memoranda on ,those features of the case which are
vithin their respective provinces. When,the examination or the statement
is completed if the registrant has failed to answer ~ny item of' the form
accurately. or if additional information is needed, a ~emorandum consolidat-
in~ the separate memoranda on the case is prepared under the supervisiop of
the finanoial analyst and transml~ted to an'assistant 'director who 1£ he
believes Rny of the def;ciencies are se~ious tran~mits a 8o~called
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memorandum of deficiencies to the company. This is norIlll!lllydone within
ten days after the re~istration statement is filed and the com~any is then
~iven an opportunity to correct the deficiencies so that it ma~ be~in offer-
ing its securities when the twenty d~ys are up. We have found th~t this
deficiency letter procedure works much better from the standpoint of com-
panies and investors than the other legal alternative vh Leh is to institute
prQceedings before the Commission to determine in public or private hearings
whe t.her- the registration statement w as in fact materially inadequate or
misleading when filed. This stop order procedure is provided for by the
Act but is confined lar~ely to the cases of failure to disclose all the
material iIllplicationsof promotions or serious inadequacies or misstate-
ments in the information furnished by ~ore seasoned companies. It is
difficult to outline in detail the t~~es of matters we correct by the de-
ficiency letter process but it is certain that these deficiencies frequently
result in subst.arrtLal, amendments '''hichbenefit investors. The folloWing
examples are taken from .the fifth annual report of the Commission:

It (1). The tot al assets shovn on the balanee sheet of a re~-
istrant engaged ill manufacturing aggregated $'778,826of ','hieh
3706,589 was shown under the caption 'Intangibles' in an account
titled 'Development of Aviation DevLce s and Licenses.' Allin-
vestigation of this intangible item disclosed that approximately
~425,OOO only had been expended by the registrallt and its pred-
ecessor on such devices anc licenses ~nd that an attempt had been
made to capitali7.e ~pproximately $150,000 spent by the United
States Government in the late 1920's, that is, long before the
formation of the registrant's predecessor. F1lrtherroore,sn attempt
had been Made to capitali7.e aprroxi~~tely $130,000 ~lich represented
work orders given the re~istrant's rrerlecessor by the United States
Government. The ~ropriety of capitali~ing expenditures by others
on deVices similar to those of the registrant and of capitali~ing
orders for products was questioned, and, as a result, the reg-
istrant reduced its assets $250,000 by reducing the intangible .
account by such amount and at the same time decreased the amount
o£ capital stock issued to its rredecessor from 150,000 to
100,000 shares.

"(2). The registration st at.emerrtfiled by an oil and gas
producing company included a report by an independ~nt oil expert
in which it was stated that the depreciation provisions in respect
of intangible drilling costs ','ereinadequate to aMortize such
costs over the useful life of the property. The income account
reflected charges of approximately $168,000, $339,000, and $329,000
during the years 1936. 1937, ~d 1938, respectively, re1~ting to
property dismantled and retired and against which depreciation
had not been provided. In a conference with the registrant's
representatives and tp.eindependent oil expert, the l~tter indicated
the rate ~~ich he considered would be adequ~te for the ~urp05e of
computin~ depreciation. As a result of this conference, the
registrant amended its balance sheet and income statement~ to
reflect an additional provision of $82n,000 for depreciation.
Of this amount approximately $424,000 was char-g ed to e1!rned
surpi~s as at the beginning of the 3-year period and approxi~atelY



$110,530, $131,000, and $144,000 was provided out  o f  income f o r  t h e  
y e a r s  1935, 1937, and 1938, r e spec t ive ly .  

"(3 ). From an examination of  t he  r e g i s t r a t i o n  steternent f i l e d .  
under tlie S e c u r i t i e s  Act o f  1933 by a  u t i l i t y  company, it zppeared . 
t h a t  t h e  p rope r ty  accour.ts iricluded an amount o f  31,277,3R3.34, * 

r ep re sen t ing  t h e  d iscount  on t h e  qa le  t o  an a f f i l i a t e  o f  c e r t a i n  
bonds which t h e  r e d i s t r a n t  had i ssued  t o  t h e  a f f i l i a t e  f o r  c e r t a i n  
phys i ca l  p rope r t i e s .  The  bonds had been r e d i s t r i b u t e d  by t h e  a f f i l -  
i a t e d  compmy a t  t h e  above-mentioned discount .  There appeared t a  ' 

be no j u s t i f i c a t i o n  for: c a r r y i l l j  t h i s  d i scount  in .  the prope r ty  
accounts  and t l ie  r e $ i s t r a n t  was so advised. The r e g i s t r a n t  
i t s  balance shee t  t o  e l i m i n a t e  t h e  a .ount  involved from t h e  proper ty  
accounts and t o  charge o f f  aga ins t  earned su rp lus  a t  t h e  beginning 
o f  t he  three-year  per iod,  and agains t  income f o r  each o f  t h e  t h r e e  
annual pe r iods  under review, a, pro r a t a  amount, o f  t he  d i s c o u n t  i n  
quest ion.  The unamortized po r t ion  of  t h e  discount  a t  t he  balance 
shee t  d a t e ,  na~ns ly  FRFd3.958.34, was sllown as a s e p a r a t e  itern and 
appropri a t e  l y  c a p t i  oned and c i a s s i  f l e d  on the  anended balance 
sheet .  

The ques t ion  i s  i ' requently asked what the S e c h r i t i e s  Act has  accomp- 
l i shed .  I assume you a re  a s  f an i i l l a r  as 1 am with the  v a r i o u s  humorous 
comments t h a t  have been made r e s p e c t i r ~ g  t h e  d i f f i c u l t y  o f  reading, t h e  pros- 
pec tus  i n  d e t a i l .  A t  t h e  same t i n e  redfs t ro . t ivn  r e q u i r e s  informat ion  about 
a company which may have been hidden, confused o r  sxbdued arid i n  some 
in s t ances  not  apprec ia ted  by i t s  own o f f i c e r s .  S e c u r i t i e s  Act prospec tuses  
afford t h e  i n t e l l j . $ e a t  i n v e s t o r  an oppor tuni ty  for eva lua t  lng h i s  investment 
and t h e  presence o f  such investor!< provitZes s powerful checIt upon unre- 
s t r a i n e d  ac t ions  o f  rnanadernent. I f  anything shouid be at tempted t h a t  i s  
c l e a r l y  wrong the  management i s  l i k e l y  t o  f s c e  e i t h e r  s tockholder  c r i t i cas rn  
o r  i n  t h e  worst ca ses  a stockholt lers  s u i t .  I n  zddi t ion ,  any information 
about a company which i s  adverse even tua l ly  f i n d s  i t s  r e f l e c t i a n  i n  t h e  
market p r i c e  o f  i t s  secu r i t . i e s  e i t h e r  throudh the  ope ra t ion  o f  f i n a n c i a l  
s e r v i c e s  o r  through t h e  struiy of t h e  information r e l a t i n d  t o  t h e  company 
by investment bankers and o t h e r  p r o f e s s i o ~ a l s  i n  t h e  . . s ecu r i t i e s  business.  
Iloreover, a g r e a t  d e a l  of  i n v e s t i n i  I s  done today by investment t r u s t s ,  
insurance companies and persons  o f  l a rgd  r e sou rces  whose funds a r e  ad- 
min i s t e r ed  by investment counsel.  These persons always s tudy  t h e  in format i0  
on f i l e  with t h e  Commisslon with extreme care.  T i n a l l y ,  and perhaps most 
important o f  a l l ,  companies ac t ing  with t h e  knowledge t h a t  t h e  information 
on f i l e  i s  goiug t p  be c a r e f u l l y  s tud ied  do not  d e s i r e  t o  put  t h e  worst 
po!ksible f a c e  before the  world. They do not  want t o  have t o  use balance 
s h e e t s  which would upon r l isclosurc t o  t h e  pub1.i~ show evidence o f  p a s t  
misdeeds. Consequently tile S e c u r i t i e s  Act has l ed  t o  a  good d e a l  of what 
we n i c h t  c a l l  corpora te  housecieaning. A s  o f f i c e r s  of co rpora t ions  who 
are  i n t e r e s t e d  i n  keeping house i n  t h e  bes t  way I am su re  t h a t  
you a r e  i n  accord with t h i s  r e s u l t .  

Anci l la ry  t o  t h e  S e c u r i t i e s  Act i s  t h e  Trus t  Indenture  Act which i s  
administ*red by t he  sane groups under t h e  same t ime schedule. T h i s  Act i s  
designed t o  &chieve s e v e r a l  n d o r  purpoges. I n  ti:e f i r s t  i n s t ance ,  t h e  co 
o r a t e  t r u s t e e  i s  r equ i r ed  t o  be a r e a l  t r u s t e e  f o r  t h e  bondholder's b e ~ ~ e f i  
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and may not ~et rid of any and every possible liability through so-called
exculpatory clauses which previously appeared in substandard trust indent-
ures. In addition, the indenture may not contain misleadin~ or deceptive
provisions; finally, machinery is provided for a close check on operations
under the indenture, including compliance wi t.hits coudf tiOllSand in the
case of a bond issue, changes in the underlying security. Provisions of
the last type should be of particular interest to corporate officers; in
particular, the form of indenture required'by the Act must contain provisions
pursuant to which corporate officp,rs (and th~y may well be comptrolletsl
must certify to the trustee under certain conditions Idth respect to com-
pliance with the conditions of the indenture, such as preservation of spec-,
ified ratios, the amount of net quick ~s~ets, interest cove~a~e, etc. Such
certificates are also reQuired in some instance~ with respect to the value
of property released from the security of the indenture and the value of
property received in substItution .therefor. In ::\<idition, U. the company acts
.as paying a~ent it will be the company's duty to furnish to the trust~e
lists of the bondholders and by wh?tever me~ns are lega11y effective to seg-
regate the funds to be paid from the general funds of the company. The
company will also have to furnish the trustee With reports similar to those
filed on Form 10-K for transmission to bondho l.der-s ,

~he Trust Indenture Act is closely related to the Securities Act in
that it requires disclosure of the major features of th~ indenture in an
analysis to be contained in the Securities Act prospectus. It is our hope
that the analyses will eventually becom~ brief and informative despite the
complicated nature of the problem. In the event that registrants do not
analyze the indenture adequately the Comm13sion has the power to re~uire the
inclusion of a s~pplementary analysis. So far this fower has not been used
and I hope tbat its use will be rendered unnecess?ry through the maintenance
of hi~h st.andar-ds in indentures and clear description of their provisions.

These are two of thp SEC statutes. The spirit of administration of
other laws entrusted to the Commission is similar for all ~Ur Divisions are
but serva.nts of a COllUllissionwhich my observations Le ad me to believe 1s
activated by a very reasonable approach to the public interest. Of course,
SEC is an administrative agency and there h~5 been a great deal of unin-
formed fe£lt.rof sO-C"illed Rdtninistrative "bureCluc!'l?cy".You gentlemen know,
nevertheless. that the financial field is one where £raud must be avoided if
investors are to regain their confidenc~ in industry. Improper disclosure of
the effects of lax corporation laws and low ethical stRndards merely elim-
inate sources of capital. SEC's job is largely to see to it that these
evils when they are present appear in the full light of day. In cases where
they are not present, I know that the Comm Lssi.on\o/illcontinue to receive
the cooperation of Management so that honest bu sLness ,,'illbe honest with
the pub ILc,
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