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The three distinct groups prescent here this evenlng ~« the
accountants, the custoners! brokers, and the financial analysts,
putting you in alphabetical order < represent three diverse
disciplines. While there are differcnces among you, each group is
striving for full profecssional status. And each has its own secparate
but important function in the securitics Industry, BPut there 1s one
matter with which all of you are vitally concerned, the information
furnished investors. I would like to diccuss briefly some aspscts of

this common link, with particular reference to the Securitics Acts

Avendments of 1964, which became law last August.

The 1964 amendments have two major objectives. The firsk is
to afford to investors in the sccurities of certain publicly-held
companies traded in the over-the-counter market the same fundamental
disclosure pr;tections heratofore provided by the Securities Exchange
Act of 1934 to investors in securities listed for trading on a
national securities exchange. The second 1is to strengthen the

standards for entrance into the gecuritics business and to make

more effective and flexible the disciplinary controls of the SEC

_ and industry self-regulatory organizations over sccurities brokers

and dealers and persons assoclated with them, These changes are

.interrelated and complementary: the provigsions concerning issuers
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are designed to provide the information necessary to informed dew
cision by investors; the other provisions are intended to raise the
standards of competence and conduct of those who use or should uge

the information in advising investors,

The extensien of the disclogure requirements of the Lxchange
Act to the larger issuers of over-the-counter securities removes an
anomaly ummrranted by public investor uneeds, Under new Scction
12(g) of the Exchange Act, most over-the~counter issuers wilth total
assets in excess of $1 million dollars and a class of equity security
held of recoxd by 750 or more persons will be subject to the compre=
_hensive disclosures required by the Exchange Act, After July 1, 1966,
the shareholder requirement will drop to 500, The three federal bauke
ing agencies, the Comptroller of the Currency, the Board of Governors
of the Pederal Regerve System and the Federal Deposit Insurance Core
poration, have the responsibility of adulnistering disclosure require-

ments as to banks subject to their control and the states will administer

similar requirements for insurance coupanies,

Prior to the amendments, thege companies were subject to dis-
clos;re requirements only in connection with or as a result of public
offerings of their securities. As you know, the Securities Act of 1933
tequires that certain public offerings by issuers, personsg in a

control position with such issuers, and their underuwriters be preceded
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by the filing of a reglstration statement with the Comutssion dige
closing f£inanclal and other material information concerning tha issuer,
the securities offered and the terus of the offering. If the offering
exceeded a certain siza, the issucr wes required to keep current

sore of the information congained in the reglstration statemeat by

filing periodic reports with the Commission.

Tha effact of the new emendments i3 to apply a more thorough
pattern of disclosura which will not te dopendent en the happonstanca
of a public offering. Oversthe-counter issuers wmeeting the statutory
criteria will be requived to follow a registration procedure similar
to that specified for the issuers of listed securities and designed
to elicit fimancial and other infornation necessary for informed
decigsion. Thereafter, by filing anaual and other reperts, they will
keep the information contained in the vegistration statewent rcasonably

current,

In addition, the newly-registered over-the-counter losuers will
become pubject to two other statutory provisions: Section 14 of the
Exchange Act, governing the solicitation of proxles from the holders
of the securitles, and Section 16, concerning so-called "short-suing
trading" and short sales by offlcers, directors and the holders of
mwre thap 10% of the stock of the issuers. The amended Act also

recuires that holders of listed securitles as well as of unlisted
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securities be provided with important information concerning matters
to be considered at stockholder mectings even when their proxzles are
not solicited, and authorizes the Commlssion to require the disclosure

of material contracts in documents Ffiled under the Act.

The nced for this expansion of disclosure requirements was
demonatrated by the Special Study of Securitles lMarkets concluded
in 1963. The Report of the Study demonstrated that irresponsible
gelling tactics,'ggckless investwent advice, extravagant financial
public relations and erratic securities markets thrived when adequate
information was not available. Thus, the overvhelning preponderance
of fraud cases before the Commission in past years has involved
securities of cowpanies not subject to the Commission'’s reporting
requirements.

I think it is Important, however, not to over-emphasize
unsavory sales techniques engaged in by somc as the necessary
Justification for these changesg. The most important reason for,
and result of, the amenduents is that reliable information as to
many companies will now be available for the first time to the
investing public, Securlty salesren who conscientiously seel wider
invastment opportunities for thelr customers will no¥ approach

over-thawcounter issuecs with greater confldence,
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An estimated 2900 additional compenfes will be subject to
these basic disclesure requiremonts under the SOC's adninistration,
In eddition, 600 banks will be subject to the reguircments as admine
istered by the Federal banking authorities and 400 insurance coupanies
will be required to meet state requirenmonts, The number of conpenles
genexrally subject to the over-all disclosure requirements %ill hava
been almost tripled, althoush many were a ready Filing periodic reports
pursuant to Section 15(d) of the Exchange Act. As companies fncrease
in size and thelr securities becona more widely held, movae will fall
within the esset and stockholder tests under thae statute, thus reache

ing the larger companies in which there 1s a substantial public interest.

The legielation poses a major challenge to the SEC., It adds
considerably to the regulatory tasks before the Commission and its
staff, and we are now busily preparing to assume the new responsibilities,
As a preliminary step we have recently promulgated several new forma to
simﬁlify the registration process and new rules defining the statutory
terms more specifically., We expect a deluge of filings on April 30,
1965, Although most issuers will have little difficulty preparing
the registration statements requived by Sectlon 12(g), many will be
filed by issuers which have not previcusly been required to comply with
the Commission's disclosure requirements and will nccessarily decand
considorable effort and care, We at the Commission pledge cur full

cooperation and assistance, In the final analysis, however, the

- g
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primary vesponsibility for compliance 43 on the issuers, their lauyers,
and thelr accountents,

Because of his special status and responsibllity, the accounte
ant hags 8 unique role in inguring complizance with the statutory
standards of investor protection. The Yfinanciala” provide the key
information essential to our techniques for the distribution and
trading of securities, The work of the acccunt;nt in theilr preparation
and publicaticn ig vital. Independent accountants, by thelr opiniong
as experts, lend authority to management's representations, and they
operate as @ check on management In assuring that the financial data
ave fairly presented iIn accovdance with generally accepted accounting

principles.,

In many cases, the accountant w11l be the primery bridge between
the issuer and tha Cormission, Ue will ba called on to explain tha
"hows" of the Commission's rules, He shouid also explain tha "vhys."!
The accountant should advise on the establishment of systems and
controls which will promote the most effective and comprehensible
form of compliance, A little foresight can avoid many unnecessary,
and possibly embarrassing, problemg, For example, when it is cone
templated that a company will have to rogister in the future <~ as
when the shareholder limit under tha amendments drops to 500 in 1966 -«
the appropriate iaternal controls should be established now to avold

potential problems which might preclude the issuance of an unqualified



-7.

cectificate. In ghort, goed practices and procedures should be

adopted and followed at the carliest possible time.

The *increased avallability of information will highlight the
nced to lmpuove tha quality of financlal informetion and metheds for
its presentation, You ave all aware of recent criticisus of ﬁresent
accounting practices as developed, used and required by the profession
and the regulatezy bodies, including the SEC. I agree that thera is
room for improvementj I believe, hewrever, that these criticisms tend
to obscura or distort real offorts currently under way to improve
standards., Indeed, efforts along theose lines have been going on for
somo time, A8 early as 1937 the SEC emphasized the Importance of
narrowing areas of difference in accounting, In its Accounting
Release No. 1, the Comuission anncunced a program of publishing
releases giving "eopinions on szccounting principlea for the purposa

of contrituting to tha development of uniform standards and practice

in major accounting questions.”

. * ¥hile all or most of the problems have not as yet been sgolved,

- -
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Ca fale examfpation of the changes which have taken place im accounting
since tha early 1930's will indicate many significent edvances.
Pending a f&%@?%r narvowing of areas of difference, the recent state-

neat of tha. Catacll of the American Institute of Certifled Public
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Accountants that departures from Opinicns of the Accounting Principle
Boavd and effective Accounting Research Bulletins issued by the formar
Committee on Accounting Procedure should ba disclosged, should ba of
real value to analysts and securities salesmen and their customars,

Two articles in the December issue of the Journal of Accounte
ancy have placed the present controversy in terrmg of unlfornity of
principles, or comparability, on the one hand, versus disclosure and
consigteney on the other, With all the respect vhich a mon-accountant
owes to the able authors of those arfticles, I believe that all these
concepts must be considered in tha establishment of meaningful standards
of accounting. I might state that the Editors of the Journal of
Accountancy suggest the two avticles indicate that "there are more
areas of agreement than disagreement,"

Concurrent with this discugssion, 1f not comtroversy, among
public accountants has been a receﬁt agrecment by seven Federal agencies
to put on a morve formal basis the existing informal practice of disge
cugsing accounting problems of nmutual concern. An Iinteragency cowm-
nittee of policy~lavel accountants ropresenting the Civil Aeronautics
Board, the Federal Communications Commission, the Maritime Administration,
the Federal Power Cormission, the Interstate Cormerce Commission and
the Securities and Exchange Cormission has been organized and will
meet periodically to discuss new accounting problems as they arise

and any differences vhich may develop, This cooperative arrangeuent
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anong the agencles should lead to major improvements in regulatory
accounting and assist the agencies in obtaining background information

and data on vhich to base their accounting decisions,

Although the issug concerning accounting standards has
received most of the gttention, the challenge to improve standards
in the furnishing of information to investors also faces analysts and
customers’ brokers, After all, the intended beneficiaries of the 1964

anendments are their clients and custormers,

Maaningful analysis 15 a difficult task which involves nmuch
thought and effort, The Impoxtance of the analyst's function and the
need for standards in the field has been increasingly recognized.
There has been a rapid growth in tha nunber of practicing analysts in
recent years, This is indicated by the incrcase in the nusber of
local groups whicg are members of the Federatlon, from 20 to 36 in
the last ten yeara. This growth has been 2ccompanied by steps toward

self-regulation, a sine qua non to professional status and recognition,

The development and expansion of the Chartered Fimancial Analysts

program 13 but the latest manifestation of this trend,

.

The ¢.F.A, progrem is based on tha belief that professional
designation should be an indication of an individual's compctence and

his gwareness of, and dedication to, a code of ethical behavior, It
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is mwy understanding that the C,F.A. ezaminations include problons
vhich present ethical questions. MNopefully you will go further and
develop a code of conduct for practicing Chartered Flnancial Analysts,
one that will proviﬁe;sanctions for those persons vho violate the codae,
There are many nmptters with vhich such a coda could concern‘itself.
¥any of you are fardliar with the Supreme Court decision ia SIC v,

Capital Gains Research Tureau, Ine,, in vhich the Court held that

non~disclosure of "scalping” by an investment adviser violated the
anti-fraud provisions of the Investment Advisars Act, Practicing
analysts can undoubtedly 1list many more lmportant ethical questions

with vhich they arve often presented,

Recognltion should be accorded to the stress the Federation
is placing on the development of principles of analysis ia conjunction
with ite drive for more coumplete corporate information ~- a program
vhich has already achieved considerable success, The work of the
Corporate Information Committeg of the Federation in developing
criteria for and rating annual reports to shareholders should improve
further the valua of these documents, The Federation strongly supporte
ed the Accounting Principles Board in condemning the use of the terms
"cash earnings” and "cash earnings par share." I especially cormend

the efforts of the Joint Committee of the Faderation and the Institute,

vhich worked on this problem with an ad hoc committee of the Federation,



end vrge 1t to coniimue its effoxrts to develop improved standards
of f£inancial reporting., This type of effective cooparation can only

redound to the benefit of the public investor and to both professions.

The Comslssion has euphasized the ifmportonce of arnual reports
to stockholdewrs by the anendment to ita vules vequirlng greater cone
formity between the financial statoments in these repovts and those
filed with tho Commission. Amother proposed rule change would requive
over-the-counter igsuers to include'a description of their operations
in reporta to gtockboldersz, Accountants can play a majov role in the
{oprovenent of those annual reports, most of which contain cevtified
financigl statemenis. Maay accountants ney rightly require that tha texts
of such reports not conflict with the published financial staterments,
Public accoumtants cen wield great influcnce toward the improvement of
the textual discussions feound in stockholdeg reporta, Reglstered
representatives, in thelr dealinss with Investors, can also play an
inportant role., ‘They arve at the principal point of centoci with the
investing public, for whose benmefit all this informaticn has been
gathered. Xt is the job of the salesman to see to it that the availe
able information is used in a way which will ensure that hig customer

can make an intelligent investment declslon.
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The duties of sccurities salesmen with respect to the infoy-
mation which they fummish investors is aa obvlous one. Many of you are
probably aware of the SEC's adminlstrative decislons and statements
of policy developing and enunciating standards of conduct required
of broker-dealers and salesmen under tha statutory cbligation of
fair dealing. I believe the most sigalficent of. these conceining
corporate informa;ion furalshad imvestors, {3 the prohibition aggainst
statements made without a&n adequate basiger o attempt has been mada
to define this rule in all circuﬁsténces, but the Cosmissicn has made
clear that a salesnman canunot ignove important adverse facts in his
statements and recormendations to custorers. In this way the principle

of disclosure ~~ the heart of the regulatory scheme <» is brought to

the benefit of the public investor.

The amendnents established no significant new stondards in
this area; rather they sttempted to make the Comnlssion’s enforcewent
vachinery, and that of the NASD, movre efficient againot the minovity
of salesmen who enzage in unethical practices. 1 stress that word
minority. The securities industzy could not have undergone its
teemendous growth in recent years unless the majority of salesnen
treated thely customers fairly, Securities salesmen ave affected by
a losa of public confidence in the secuvities markets more quickly

than others; They have a recal interest in efforts to ralse standards
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throughout the securitles industry, Although most salesmen are not
full pembers of the self-regulatory orgnnizations, they can aid the

efforts of these organizations by their actions and moral support,

The concept of gelf-regulation 15 based on the asswsntion that
the members of tha securltics industry agrea with the priuéiples set
out in the Tederal securities laya., This depends ultimately on zelfe
regulation, on the most baslc level, of the actlons amwd attitudes of
the individual members of the industry. EBach of you has a role to play
in proving that ascumption to da correct, Each of you must in all
your dealings follow "high staundards of commercial homor,™ and con~

tribute to the davelopment of "just and equitable principles of trade."
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