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When I was invited to come and talk to this forum, well known as it
is for the caliber of its audiences, I ;:el’c; l}ighly complimented, as did
my fellow Commissioners of the Securities and Exchange Commission who
have preceded me here. .

In searching about for a subject to discuss with you this afternoon,
I felt somewhat at a loss for a topic, because I had been told that you
have diverse interests. I rejected the idea of talking about techniecal
aspects of the Commission's work, for the reason that it seemed inappro-
priate for the Commission "freshman" to speak for the Commission on its
many, and ofttimes controversial, problems. Then, too, quite apart from
that, I thought that such a topic would have no particular appeal to all
of you. ’

Wi‘tﬁ your indulgence, therefore, I propose to speak.briefly on my
philosophy of the relationship between the 5EC regulator and corporate
management., I have the notion that between these *~o there is a community
of interests, This notion is not newly-acquired, but is one that has
grown on me over the course of the past 12 years. My contact with the
" securities business pre-dates by a considerable time my appointment as a

-

" Commissioper. From 1941, until my recent appointment, I served as the
Regional Administrator of the .Boston office o}' the Commission. If I have
achieved any fundamental insight into tﬁe relations between us and business,
it's that, in the areas where SEC regulation impacts on corporate manage-
ment, our objective; are strikingly similar, and that we must both employ
pretty much.the same techniques to attain our respective ends.

Too often the unthinking person assumes that Government and industry

are east and west in the Kipling sense. That is not my thinking--nor does

it aceord with the philosophy which I bring to my job as a securities
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regulator. I suppose that such a view is characteristic of the,formativev
period of regulation. At t?at stage it is natural enough to expect to
find, on the one side, that those subject to the regulation are fearful
of the unknown and the untried; and to find, on the other side, perhaps
an excess of zeal on the part of the regulators, born of an enthusiasm to
correct the evils which brought the regulation into being. During our
formative period, our relations with iﬁdusiry,-as>one,mighi expect, were
somevwhat strained, That period, however, was short-lived. I think we
grew out’ of that period because of an appreqiation.of-the mutuality of
-the objectives which management has on the one hand, and the SEC has on
the other.

There are inevitable reasons for this community of interest.  In
the first place, as I see it, we both owe our existence--in a deep and
real sense--to the same group of citizens. Corvorate authority derives
from the consent of stockholders to be governed by the management, This
consent expresses itself in the corporate charter and by-laws, to which
they have subseribed, The securities reguletor derives his authority, in
a larger sense, from the same source., The consent of the American invest-
ing public that the securities regulator should have a hand in maintaining
the integrity of the market is expressed in the laws creating the Securities
and Exchange Commission. Our common constituency is, by the way, a very
sizable one, I have seen estimates of the numbers of security holders in
this country, ranging all the way from about six to fifteen million,
Experts say that there are no reliable figures available from which the
number of people who own securities can be obtained with any close degree
of accuraéy. However, the figure is not .important for our present pur-

poses, ‘It's enough that these people are a large and important segment
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of our population,”and play'a'vitaljpart in.our economy. It goes without
caying that manégément, perhaps moré so than government, has the best of
reasons for protecting that group, -
" our community of interest involves more=-ve.have the same ultimate
6ﬁjéc£ive, which,” in the final amalysis, is the:maintenance of a healthy
“and prosperous economy. There are tertain methods to be used and procedures
46 be followed in the achievement of that end--and:we share the same vital
Goneern in mainiéining thé'integri%y and: effectiveness of these methods
'andlprocédﬁrés,'and'in-searching for ways and means for théir improvement.
Facts and figures are essential to the effective functioning of the
ménaéerial procesé. To get these data accurately and reliably management
musfzget'down %o grass roots. It éan't tolerate inaccuracies and distor-
" tions, nor can it go blithely on'its way looking only within itself, with-
oﬁt’regard to whﬁt‘its competitors are:doing, or what is going onm in
ihduétfy;ih'geﬁéfél; And 10 get thesé data it must rely upon the recog-
‘nized techniques—-the application of generally accepted acecounting princi-
ples, ‘the opinions of engineers, attorneys, and research experts of various
‘kinds. So toé;'thé securities regulator; if he is to-peifoym his function
 pr6pér1y, must “have ecually reliable information and fust employ the same
" “féchniques to ‘ecure it. Both lnow that the cuality of the data can only
‘be as gééd as the means and methods used in digging it out. A balance
~“"sheet, for example, is only as good as the accounting.methods used in its
- ﬁfeﬁaratién;'the: findings and opinion of the expert, such as the engineer,
the géologist, the analyst, are of ‘value 4n direct ratio to his qualifica-
tionss And, so as I say, T, as & securities regulator, must: interest my-
self in the quality of these fact-finding processes, and be as quick as
management in rejecting unorthodox or unaccepted procedures, and in refus-

ing to accept conclusions of various kinds of "experts" who do not in fact

qualify as such.
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I want to dwell briefly on the matter of financial information, to
bring out this point of our common interest in the technique used in ob-
taining the necessary figures, I{ is not gnough}'impquanﬁ’as it is,“
that financial data be presented as accupate;y as ifs égiu:e pérﬁits.
In addition, there must be the maximum of consistency in ;t;ldetermiﬁa-
tion and presentation, The corporate manager must be gblg‘to interpret
" not only the financial statemcnts of his own company, bgt also those of
other businesses. He. must have that ability if he is to make intelli-
gent comparisons, and thus determine how his compaﬁy is progfessiﬁg'in
relation to compstitors, and to enterprises:%n oﬁper indqstries. If
a given account.on his incomé statement means one thing, and the sanme
account on the competitor's statement means something élse, a valuable
source of necessary.information is closed.to him; And-so it is of concern
£ him that thé methods employed in account keeping be based upon objec-
tive standards, which have been tested and are recognized uniyersally‘in
the business world to be sound procedure for the reco¥ding of financial
facts. An adherence to this principle advancgs the interest of securing
a minimum of .variation in financial reporting, nof only among businesses
in the same industry, but also among different industries. So téo, the
regulator looks for that same quality.in order thgt~fin§ncial statemenis
shall serve their purpose of presenting an‘adequate fingnciai picﬁufg of
the entérprise. As I remarked,. abs,olui;g‘_-unit"qzjmity,_can’x.;ot be attained,
but much progress has-been made in narrowing the areas Qf”inéoﬁsistency
‘vhich have existed. More has to be done, and the mﬁtual interests of
those who regulate, and those who manage are qf necessity importgnt'

forces in accomplishing- progress...
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Management has &' vital interest in encouraging the flow of .capital to
fhe business -for which it is responsible;.and to do that it must compete
with other companies &nd with other industries. Self-interest impels it
to disseminate inforithtion calculated to arouse interest in the enterprise,
to reveal its past -suceesses and its reasons for asserting that those
successes will contimv®e. In short, as I sée it, the publishing of informa-
tion is the most effective means available to management to bring to the
investing public the success story of American business. A good invest-
‘ment can stand being honestly described. A bad one needs to I;e honestly
described. One of the "inevitable results that flows from honest descrip-
" tion is the discouragement of ‘enterprises which are undesirable from the
- economic¢ point of view, before too much harm is done. The.securities regu-
" lator concerns himself with seeing to it that the American investor gets
the information which he needs to decide intelligently where and how he
shall invest capital. Of course, it is no concern to the regulator what
form these investments take, whether it be insurance, bank deposits, corpo-
-rate securities, or -the many other media of investment. That means, in a
" sense, ‘that his job is to protect honest enterprise, seeking capital by
honest presentation, against the competition afforded by dishonest securi-
ties offered -to the publiec through crooked promotion. If he does that job
well, he helps to preserve the confidence of investors, which is the first
requisite for a sound financial system.

The  problems of corporate management are.too many, and too complex,
to demand of it the performance of unnecessary and useless tasks. Indus-
try chafes at government regilations which require it to furnish & mass of
unnecessary data to the public. As a securities regulator I sympathize
with. that attitude. ' Useless information. serves only to confuse the inves-

“tor, and thus tends to thwart the' very purpose of our legislation. Having
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‘an 'ei)pfeciation‘of- this, the Commission -hag worked assiduously with manage-

-~

ment -to cut down the amount ‘of- ‘data requined to be fumished to the end
that the investor will -get a .package -of mfomatlon that can be used eas11y
and 1nte111gent1y. Our forms have been s1mp11f1ed and many 'l:hat were once
used have been abolished, or consolidated. wrbh o*bhers s 1n~order to elimi-
nate duplication and unnecessary data. 4s a result of these ‘e‘f‘forts , Ppro-
speetuses are much less voluminous than before, and, by the' same token,
ére of greater value to those who use them. .
:TThe Commission has been working to cut down, as well,.the burdens of
‘eelixpliance. In many situations, as some of you know, securities distribu-
tors are required in effect to make a double distribution oi; prdspec‘tuses;
first, the so-called "red-herring", and second, the dei‘initive pi'ospectus.
There tire good legal and practical reasons for this in many c;ases. But we
have made, at least, a beginning in easing the burden of doulile.distritiuL
tign in our very recent adeption of a rule applying to situations where
'rights or warrants to subscribe to additional securlties are offered by the
1ssuer to 'its stockholders; ; there being no. underwriter involved. The rule
provuies ; in substance, that in such offerings the prospectus reguirements

of Section 10 of-the Securities Act of 1933 are met if the issuer gives to

its stockholders a -proposed prospectus meeting the requirements of our

" Rule 131--that is, “the so-called "red-herring’, prospectus-and w:.thin

twenty days thereafter, sends or gives to the same stockholder a'document

' ;vhi'cﬁ iricorporates -the ~proposed prospectus. by ;'eference, end whieh centains
the: pr‘ice and pride related data omitted. fxron; the "red-he‘rring".‘ Before
the adoption of “this new rule » Which-we call the "dgctime’nt"‘ rule, it was
necessary for the issuer, after the.effective date of the registra:bien

‘ statemen'b ‘0 ‘sehd 40 ite stockholders, . w1th the warrants or rlghts s a com-

plete prospectus which set forth ithe price and pnce data, as well as the
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infbrﬁlg:i;ioh contained in the “red-herring".. It beceme apparent to us that
this requireinen‘i:‘invblired a tremendous amdunt of time and expense; and .
‘that it did not have the compensating value of substantial benefit to the
peoi)le to-whom the offering was made.’ Apart from the elimination of ex-
pense, we believe that the effect of ‘the rule will be to stimulate the dis-
semination of information concerning the proposed offering, prior to. the
effective date, and thus give to the stockliolder the essential ‘deta, and
time, t0 enable him to form an .intelligent judgment. I submit that we have
ﬁade ‘considerable progress in this way, but I ¥now that much more can be
dorie. -

I referred to the desirability of diverting caepital from the enterprise
which has no proper place in our economic scheme of things. - Perhaps this
deserves further mention. The capital resources of our country are not in-
finite. ' I am not being a prophet of doom when I say that. For that mat-
ter, mayﬁe yc;u will say that I am a purveyor of platitudes. However, 1
think that the common interest in eliminating waste of capital is one of
the very strong bonds between the business man and the Securities
Commissioner. It is interesting to speculate upon w.ha't sound business .
could have done with the billions that have been literally wasted. But it
48 futile to bemoan: spilled capital. Here again, as I see it, our most
effedtive weapon is publicity, to be used before the harm occurs. True,
“"there is the police power, but that usually comes into play after the dam-
ageé ‘has been done, The taking of steps at that time does not help economi-
caliy. “American industry is-in a stage of expansion. Thus, the need.be-
comes ‘more and more pressing to plug up the.rat holes into which the money

of "invéstérs may be ‘tempted by parasites posing as entrepreneurs. It's

“¥ naive ko think thdt waste of capital -can be’ entirely prevented, but cer-

tainly a lot can be done toward that end. How much is accomplished depends
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upon the recognition by the bu$ir\1ess‘.,ma_n,‘.and the government regulat.or,
that their interests in this work of conservation are inextricably bound
together.

- The maintenance of free and orderly markets for securities, which .
fairly reflect their true values,.is another one of the interests which
the regulator and the manager share, By enhancing the marketability of
stocks and bonds, and thus aiding the.free flow of capital, these marketg
are necessarily-of high value In the process of tapping our financia_l re-
saqurces. To the extent that they are tampered with,. manipulated, rigged,
or whatever term you wish to use, their value to industry is lessened.
The only ones who can benefit are the few who pull the wires to make the
market dance. The resulting loss to the pocketbook of the investor, and
. to his confidence in the securities markets, -is an evil which is visijbed
upon management when it seeks capital for legitimate purposes, Mapagement
knows that, and does not look with complacency upon the expj.oitation of
these facilities which are so important to it. So too, the securities
regulator, in pursuing the common objective, is concerned with the preser-
vation of these markets and for the same reasons.

Responsible 2nd enlightened management concerns itself with the
developmen® of inft2r2s5i in the enterprise by its stockholders, and to that
end is intsves{ed i1 telling them about the p&cogress and problems of the
business. AT4er 211, the tradition of annual reports to stockholders pre-
dates the TE( %y s9ry yaers. Since early in our history many companies
have made i & practice to .ﬂbell their stockholders periodically about
- developmants in-the business, .Semi-annual and.quarterly reports on a
voluniary basis are not infrequent today. Quite independent of regulation,
disclosure, as an inherent element of sound and- fair management, has become

an American traditiom...
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"I" - Enlightened management -shares with the Commission the wish to further
ﬂ.;e;..oppb‘rtuniti?es of stockhelders:to.-expregs- their views to management. .
To enforce and _;‘aﬁl@tate that-process we have promulgated our proxy rules.
You m:’;éht .say thal the eorporate proxy is-a means of arranging a meeting
plaq‘e'between management and stockhelders--a meeting place on paper, if you
like. The.proxy rules have, as their simple purpose, the aim of bringing
ahout.a fair and representative meeting. The stockholders' meeting was,
in our earlier days, traditionally an occasion for a general probing of -
'm_a.pégement, and airing of- views. - I have never been able to understand ‘the
critics  of our proxy rules, who say that the opportunity these rules afford
for stockholders' presehtation of viewls is a radical measure. To me, -they
seem no more than a contimuation of a tradiiion established long before
the SEC was ever .thought of.
ﬁe integrity of its business judgment is something which the manage-
mgnti'holds dear to itself, and it is quick, and I think rightly so,- to re-
‘sent any attempt to encroach.upon that function. I believe it entirely
fo:;:eign to my role in the scheme of things to presume to substitute my
Judgment ‘of what.is best for the enterprise,. for that of men selected by
the owners of the business to operate it on their behalf., What is more,
and perhaps you can guess this by looking at me, I come from-a race that-
is kmown; among other things, for clamoring for the principle of Home Rule.
I don't know why that ideal shouldn't apply to the government of business
Just as it does to the government of people.
~I bave spoken -~ and not at too great length I.trust -- of my concept
of securities regulation. A word, if I may, about how the Commission seeks
Yo further the interests to which. I have referred. ‘' The laws which we ad-
mipistg: are pretty much what we make them. . You-will recall that our ‘

legislation was enacted because it had become painfully clear that the -
s g ! PPN et .
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interests of security holders were not ggiﬁg adéquatel& protected against
certain classical abuses. And so gt.the.beginning we had the opporfunity,
and perhaps reason, for regarding fhe au;hority given to us as being"
essentially a police power over tho;e yhb issued or dealt in securities.

I think that the history of the Commission shows that it réjected that
alternative, and committed itself to the view thgt its job Eould be done’
better by education and cooperation, rather thén by the threat of sanc-
tions. I believe that the Commission's victories and progress are mea-
sured, not in terms of numbers of successful prosecutions, but in terﬁs of
the extent to which it has been able to make thé spifit of its’laws a work-
ing force in the everyday conduct of financial affairs. Thé successes
that miss the headlines are often thé most importaﬁt ones. Our greatest
single achievement, I would say, is that, in spite of differences and
arguments about details, and the mechanics of doing particuiar things,
there is no longer any disagreement with the basic policies of full dis-
closure, and fair and honest treatment of investors, which are embodied in
our Federal securities laws.

The Securities and Exchange Commission is, by law, a bi-partisan Com-
mission. As a member of the staff in close contact with the Commission
for many years, and as a Commissioner, I have.always been struck by the
singular fact that the Commission has never, in its entire history, been
split by party lines on any issue. It is best’to describe the éoﬁmission
as a truly non-political organization. It has'been such throughout its
history and I am confident that it will remain such in the future. My rea-
scns for that confidepce are simple: Each Commissioner brings to his job
the best that he has in apility ang in conscience, It takes a véry'short

time for a Commissioner to discover that, without regard to party, the
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purposes of the laws we administer have a universal appeal and a fundamen-

tal value to all honest men. One cannot be a Commissioner long and not be

imbued with its tradition of decent and reasonable application of the law,

That tradition I intend firmly to adhere to.

48u49)



