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Hr. ?res~dent, Ladies and Gentlemen:

I bring you the greetings of the Securities and Excnange Commission,
of all the members of its staff, but more particularly of the
Commissioners themselves.

I appreciate the opportunity of meeting witn you and of talking with
you, whose problems are 'so similar to those we wrestle with at the
Securities and Exchange Commission. We are jointly charged with the duty
of protecting the public from unscrupulous promoters and fraudulent
securities. Our methods of procedure vary according to the provisions of
the acts under which we function. However, we have a common goal, the
prevention of fraud, the punishment of habitual violators of Federal and
S~ate security laws, and the protection and encouragement of those who
sell honest securities by legitimate methods.

The Securities Act of 1932 and the Securities Zxchange Act of 1934
were not created to eliminate or supersede the several State Ac~s, but to
supplement them and to make them mo re effective. They have added muc n to
the force of state legislation and with proper coordination this force
will be felt more and mOre.

I need not tell you that limited jur~sdintion has long been a major
problem of Stat.e Act enforcement. >!ost of the older officials here, in
point of service, have had numerous unsatisfactory experiences in their
eiforts to reach some securi t ies I racketeer taking refuge behind State
lines, confident in the knowledge that he waS beyond tne reach of the ,State
into which he was making sales. FoX:,t>eriencesof this kind were discouraging
to State officials and cosvly to the public. Cooperation between State
officials, often enthusiastically undertaken, was handicapped by differ-
ences in legal powers and procedure.

This situation was fully recognized by the men who part~cipated in
framing the Pederal Acts. It was my privileJe to appear before the
Committee on Lnt e r-s t.at,e and Foreign ':oInI'lerceof the house of Representatives
during the hearing on the:'Securities Act. At that time I gave the follow-
ing illustrations:

A state"official in New ~ngland having to do with the enforcement of
the blue sky law of his state, in answer to SOI"leinquiries addressed to
him by the Federal Trade Commission, said that h~s only difficulty resulted
from the selling in his state of unapproved securities through the medium
~£ interstate agencies.

An .official of a i1id-AtlaHtic State, cnar gec with enforcement of blue
sky laws, wrote to the Comr.lssion that at least ninety per cent of the
fraudulent securities sold ~n his state at the time were sold through the
mails.

A i\'est.Coast official, dealing with blue sky laws, said that many, or a
majority of the most injurious securities frauds verpetrated in his state,
had been those in which promoters had availed themselves of the protection
of state boundaries.
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Comments from an official of a ~ocky l10untain state are in the same
tenor.

To these conditions can be traced tne rapid growth of the tipster
sheet, the boiler room and the que st Lonab Le practices that accompanied
them. No fa~r minded person could charge state officials with responsi-
~ility for the situation. They lacked the tools and they frankly said so.
We feel that we now have the. tools. Ve must make effective use of them
to protect the purchasing power and the sav Lngs or' the Na t Lon, , 'fhe f'Lnan-
cial nealth of a nation deserves 35 Much protection and care as physical
heal t n,

At this point I wish to quote from a letter written in June, 19~5,
to the Securities Commissioner of 'Mid~\{estern State, by our form~r chair-
man, Josepn P. Kennedy, to whom S.E. C. and U. S. A. are so greatly Lnde bt ed,
Mr. Kennedy said:

"I wish to assure you that the Commission has no intention
of infringing upon the jurisdiction of S~ate Commissions. ~e
desire the greatest possible cooreration between all agencies
engaged i:1protecting the public against fraudulent securities
transactions. It is r-e cog nt zcd that there are many typea of
securities violations which Can be handled oaly by State
Comm LssLons , Furthermore, the ~olnJYIiss~onis interested in
strengthening and supporting fU:ly the sLate or~anizations for
our mutual benefit.

"1 will appreciate it it'you will assure your associates
in the National Associatio& of Securities COfumissions of our
earnest desire to assist. t nem with tneir problem and of 011r know-
ledge of their importance in the field of fraud prevention. "

This statement unequivocally states tne position of the ComMission.

Last Hay the Securities and Exc nang e Con.mLssLon established tne
Securities Violations Section which maintains a sort of clearing house_
through which State Comm LesLone rs and State Of1'ic1<11sjive us information
about b ad practices goin~ on in their states. The:; also send to us records
of all official actions undert~en by them. ~his bureau was set up ~long .
the lin~s suggested by your association in a resolution on the subject
passed at your New Orleans meeting on November 14, 1934. :1r. Baldwin Bane
has explained the mechanics of the Securities Vio~ations Section.

Thirty-one Ctate Comnd ssLone rs have furnisheJ. the Jecuri ties Violations
Section with data covering their activit~es for tne past ten yp.ars. To this
has been added information received from States Attorneys' offices, United
States District Attorneys, city and county prosecutin~ officials, as well as
records prepared by the voluntary agencies.

~-:eare ple ased with the exceptionally fine response from State 3ecuri ties
Commissioners. Pledges uf support have also been received from all but one
of t he Canadian Provi'ncial Securities COll1mlssioners wno have expressed them-
selves as favoring close coope ratLon •. 'te are also receiving data periodi-
cally from the Post Office Department and to a lesser extent the Department
of Justice. At least one State (;onlmissioner has checked his entire registra.-
tion against the file. The Jecurities Violations Section is your sec~ion
make use of it.

-

~


-




- 3 -

Daily, new data regarding convictio~s, indictments, injunctions, stop,
cease and desist orders, flow into the file. This information is furnished
by State and Federal officials, Better Business Bureaus, In~estors Protective
Committees, the tnvestment Bankers Associations, and various associations and
individuals. \k, of course, furnish the Section with all tne pertinent
material on file with the Commission. Daily inquiries are received from State
officials requesting inform~tion from the files, which now contain data upon
more than 20.000 individuals. Cooperation has made it possible to assemble
the life histories of a large portion of the country's most dangerous pro-
moters. 'Po me these files are a never-ending source of interest. 'l'ileyreveal
much of tragedy and of hUMor; much of fraud and C3ses of r~ther pathetic self
deception.

One of them reminds me of the anecdote about the efforts of an oil stock
salesman to get into heaven, Vlnen he knocked at the pearly gates, St. Peter
said, "I ani sorry, ve have too many oil men here now." "Hay I come in", asked
the applicant, "if some of the others leave?" "Yes" answered St. Peter.
h'l1ereuponthe oil man shouted, "Oil discovered i n hell I He was nearly crushed
in t ne rush. "You may now enter ", said the holy man. "No", said the oil man,
"I guess I'll run down to hell. There may be some truth in that report."

Tuen there is the story of the promoter of a perpetual motion machine.
On the tr~31 of an injunc~ion action he 3pent two hours with chalk and black-
board demonstrating toe ffi3thematical soundness of his device before a none too
impressed jUd~e, Who finally cour-t.e cuo Ly Lnqu lr-e d , "If this is a perpetual
motion machine, ~~r. X, and you have s~ent :;ao.ooc on this ten ton gadget, why,
may I ask, is it not running?" '.-,'hereupontne defendant with great dignity
r-ep Li ed , "Your honor, the onl~' reason we have not started it is because we
haven't figured out a way to stop it."

The Securities Violations Jiles ~uilt by us witn your assist~nce, rev~al
to an astonishing degree the short-comings of law enforcement in the past,
not due to lack o£ efficiency or application on the p3rt of State Co~missioners
but because, as I have already indicated, of lack of jurisdiction which no
amount of cooperation could overcome. There are act u sLl y hundreds of fraudu-
lent promoters, vendors of worthless sacurities, and bucket shop oper~tors,
who have been constant.ly changing their scenes uf operation to escape the
punishment t ney so richly deserved. In the vast tnis may have been due in
part also to the fact that the several State Commissioners have not been ade-
quately advised of one another'~ activities. There is increased confidence
and faith when we are all working as a team in the service of a Nation rather
than as scattered individuals. At the present time t ne monthly bulletin of
the Securities Violations Section ~eeps State ~ommissioners advised net only
of wllat we are doini; but of the ac c rv t ties .:>ftheir co rLe ague s in the same
work. ~he effectiveness of vhe bulletin will be limited only by the degree of
cooperation in the f'ur-n i snLng of dat a.

On ~hree occaslono the GUllet in has been instrumental in locating missing
individuals for whom warrants or indictments had been held by Sta~e ~uthorities
for months.

l:fecame across one man who had been convicted on security violations no
less than eig.at times in five sta'tes dur Lng the past ten years. Tnis informa-
tion had never before been assemb l.e d at, one point. As it happened he was
about to be sentenced in an Eastern State at the time. '.;eplaced his record
in the hands of the official of the ~;t'~te,charJed with enforcing the Securi-
ties Act, and it helped in securing a long sentence for the defendant.

In seeking their cooperation It is far from the Commission's intention to
embarrass any State body. $ometimes honest differences of opinion may arise.
Your suggestions and advice are ..lways we l.co.ne , Likewise we desire to assist
you with your proble~s. If we compete in any sense i~ should be a race of
diligence.

" 
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There is another matter I ~i~h.to sp~ak about in co~ection with co-

operation between State .and Federal ,Commissions. It is this: The recent
formation of the Investmen~ Banlters Conferen:ce.Committee has furnished
concrete evidence of a desire on the p.art.of a su~stantial number' of in-
vestment bankers and dealers in securities tQ cooperate with the work of
the Commission. We have been g~atified.to learn t~at over 1.700 of the
investment houses ,are perfecting .an organiz~tion, the purpose of which is
to cooperate with the COlTl1i1issionfor the ..suppression of fraud and ,the pro-
motion of fair practices and to .assist the ~Qmmission by being ,a medium
for the presentation of the views of the investments bankers and dealers
in securities on problems Qf mutual concern. The Lnve stment, bankers have
already formed a national committee to cooperate directly with the Secu-
rities 'and Excb,ange Commission and also regional committees functioniHg
in the various sections of the United St,ates.,Hay I express t-he hope that
these comro~ttees of the Investment Rankers Con~erence Committee will co-
ope~ate with you ,and you with them. It is believed that the permanent
or&ani~ation will be properly represen~ative of the industry .and will h_ve
,as its leaders men in whom the members of the industry and the public
repose confidence. Pending the completion of the per~anent organi~ation,
the Commission hds been pleased to recognize the Investment Bankers Con- ,
ference Committee as a coope~ating agency lor the purposes alr~ady
mentioned.

The Committee possesses no ~overnmental or q~asi-8overn~en~al authori-
ty whatsoever.

In .a recent release the Commission has said:

"The new Committee will be r-e quest ed by the Securities and
Exchange Commission to conduct preliminary he.arings through sub-
committees or otherwise) of cer~ain comp~aints of unfair practices
between and against consentin~ investment bankers who ,accept the
superviSion of "theCommit-tee. 11;,is hoped that these commi1itees Will
exercise functions .akin to those exercised by business Gonduct com-
mittees of exchanges. In Qases of complaints which do not require
direct reference to either state or Ie~eral authorities ,ap invest-
ment ~anker will have the opportunity to have a preliminary h~aring
in his own locdlity before nen familiar .....itiithe customs and prao-
tices of investment ~anking .and competent to make recommendations
to the Commission.

The Securities .and Exchange Comm~ssion will also confer with
the new Committee upon th~ desirability of developing'p~ans for a
permanen~ organi~ation of ,a self-regu~atorYJ self-disciplining body
of investment ~ankers with ,a view to coope~ation wi~h the Gover~ent
for the ~limination of fraud and vhe promotion of fair p~actices. It

The Commission ha~ not and will ~ot surrender or ,assign .any ~art of
lt~ power or duty to prevent or pUllish vio~ations of the ~aw. Of course we
cannot 'do so. but it is believed t~at the formation of this new org~i~a-
tion of inv~stment bank~rs and of dealers in securities will, in coopera-
tion with .the {i'ederalCommissionS and t~e St,at.eCcmm IssLcna , become a
powerfUl influence in the enfo.rcement of law and the elimination of un-
desiz:ablepractices from "he.securities business of the country.,

~
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Many comp~aints involving the sale of worthless or f~audulent secu-
rities cannot b~ handled by the Commission. These cases involve not only
the question of jurisdiction but in ~any instancep .are concerned with
&lleged vio~ations which anted ate the F'ede~al Act, although still.action-
able under State Statutes. It is eq~ally clear that on many occasions
the Commission needs the .active cooperation of the Stat~ Commissions.

Plans for coordinating future Federal and State activities in fraud
prevention 'york are now under cons Lde r at.Lon, In one state frequent con-
ferences .are held between representatives of the ComMission and of the
state, so t h at, each p.arty ~ay be kept inforn:ed reE.ardin15the other I s ac-
tivities. thus preventin~ needless duplicat~on of effort. The aim of
these conferences is not to see which Commission can handle the most cases,
but to ascertair. which body can secure the quickest, mos t e.f'f'e.c t Lve remedy
for the situation the i e a; Lcle al, of good law enf'or-cenent ,

Just as St.ate Commissions refer cases to us, we do not hesitate to
send cases to the~, feeling certain tbdt they desire this ~ype of co-
operation.

The Commission I s Regional Administrators and f'LeLd rep resent.atLve s
h ave repeatedLy r-apo r-t.e d examp Les of ou t.e t andLng c,ssistancd given them by
stqte officials. Such cooperation very often serves th~ double purpose of
making it possibl~ for ~he Commission to securd val~dble evidenc~, at ~he
same t Lme solving:). problem which has b een embarrassing to local authorities.

One of the most important ~actors in security l~ws enforcement is
found in contacts with the public. It has long been evident that an
inuivid~al, who f~els. that he has been defr~ud~d, much prefers to relate
his misfortunes verbally to a sympathetic list~ner rather than to put them
in writing for con~ideration 01 a re~der whom he ~ever sees. At the pres-
ent time the Commi$sion mainta1ns ei~ht re~ional off~ces in addition to
the Washington heaaquarters making nine offices at which members of the
pUblic can call personally. The State Commissi9n~, flany of which main-
tain.a number of sub-offices"provide locations in nearly seventy cities
to which the putlic may come. To these offic~al listenlng posts may be
.~dded .ubout sixty volun~Qry ,agencies which entertdin complaints from
investors. In ",ddition, un aer- our oLe ar-i ng bureau plan, mo re th311 one
hundr~d twenty-five r,h~mbers of Commerce, not actively eng~~ed in invest-
ors prot~ct~ve \lork, have agreed to notify the COI'lmission of bad pr:actj.ces
coming to their attention. They also are forwarding d ata on official ac-
tions involVing indictments and inju~ctions, for inclusion in the Viola-
tions file.

The value of these list.ening posts in fraUd prevention work cannot
be over-estimated. '.rimeshou ld increase their us ef'uLne ss,

One of our- mut.u al problems is the disgruntled investor who, h:!Ving
applied to us or to one of you, finds that for one reason or another he is
unable to secure what he considers p.r.opl:!rredress. Whether he be gUided
by civic duty or by the desire for the return of his money, he feels that
he is entitled to full Je~ails as to why the State or ?ederal Government
cannot. satisfy his de~ands. It is much easier to explain such ~ituations

-
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to interested Rarties in_interviews than to attempt the difficult task
of appeasing them by ~ail.' A pl~ whereby sU~h individ~al~ ~ay be re-
ferred. when it seems _advi~able. to the nearest coope~atlng agency for a
detailed expl,aI\ation of 'the-case , should pr-ove a mut~al oenefi t. ' The
voluntary agencies are ,already doing much'to protect the aut-hor-Lt-Le s
from unjust criticism by informing investors that governmental agencies
are not collection agencies.

I ~an not pass by this opportunity of saying to you what all of us
from the COlTolIlissionsay every time we' get a chance, ",and tha.t is to
emphasize ,an impo~tant f~ct, which l~, that the Securities and Exchange
Commission has ~o power to pass on the merits of securities registered
with it, either under that Act of 1983 or the Stock Exchange .Act. We
,are constantlt runnin~ across men even in impor~ant business circles
who do not unqerstand this situation. Our duty is to see that the regis-
t~ation ~tatements ,are complete ,~ld truthfUl, so that the in~estor may
be fUlly informed before-he parts with his money., but we are not em-
powe red to pass on tile merits of secur Lt.Le s, Hhether the securi:ty he
buys iS,an investment security of a speculative or outright gamble. the
investor can decide for himself froll the Lnf'o rmat-Lon we make av:ailable
to him. '

I feel tnat at every opportunity we should all advise the. public
of the scopt: and li~itations of our respective laws. It will do ~uch
to liRhten our labors ,and ,did the investor 'to help himself.

There have been a few reports current that'the setting up of the
Securities and ~xchange Commission has done ,a~ay with the need for the
sever-al,state bodies. '

Statements that State Securities Commissions are no longe~ essent~al
are in my opinion ~ased upon hope rather than fact.

Reduction in ,appropriations for Securities'Commissi~ns'by State
Lesgil,atures will prove a seriOUS error, fat,al. perhaps, to the chance
of winnin~ the fl~ht we have jointly undertaken. Su~h proposals, and I
,am ~lad to report "that to date I have heard of only one, Will. if carried
out, Qating damaging effects upon the citizens of those $~ates denied the
protection which they have the fight to expect. It is needless for-me to
say that the Securities and Exchange Comrlission .cannof as sume the full
burden of protecting the citi~ens of _any s~ate'from the rav:agas of all
types of security f~a\1ds and illegal financial op er atLcns , ~aying asLde
the question of our inability to regulate purely intra-state transactions.
our facilities as limited by our own budget will not admit of unlimited
expansion. We have no doubt of the need' for and value of vigil,ant., ef-
fective S~ate Commissions.

The dropping out of even a few S~ate Com~lssions will mater!ally
increase the burden for the rest of us. Now t~at we are w+nnin~ the
fight ,a~ainst financ!al charlatans, there must be no breaks in ,a united
front.

-
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vle of t he Se cu r-Lt Les and Exchange Commiss~on have issued a ,~oodly
number of stop orders ag a.ins t, fraudulent or de f'e c t Lv e I't:bistra1.iou~ and
witL a f'r-e que n cy that is Lnc r-e s.s L.•g, as OU1' staff is better organized;
we hre in the court.s seeking injuHctions against those Who are using
the rr.<l.ils and instrumentalities of Lnt e r-s t a t.e commer-c e to sell securi-
ties by fraud or misrepresentation.

'l'I.e State ,~ommisE.ions as r e ve aled b;y reports to the Sec uri ties
Violuliions Section, ar-e equall,y active in t.he i r r-e s pe ct Lve fields. Dif-
ferent conditions deMana differen'L remedies, but the fact is that npver
ce fo r-e have ve ndo r s of questionable stocks and bonds found t he goin.5 so
hard or puru ehment, so ce r t.at n, Phe t.Lps t.e r sheet and t-he boiler room
have been practically e Ll mi na t.ed , Buck e t s hop s , despite s t a t-e ment s to
the contrary, are fewer in Lumber. ~ut it would be unwise to think that
f r-aud uj ent, age nc Les l!...vc been done away ...11tho riLe,Y c anno t , as a r u l.e ,
f Lour-Ls l, in t.his type c f a c ap i t. aL .nar ke t, WIlen only the h i ghe s t, grade
securities are salable. The.) do, however', app~ar in lebiol.s in do later
phase when low-crade s e cur a t i.e s be come p os s LoLe,

W~toh current Lmpr-oveme n c in uus i ne ss we may expe c t r ene wed activity
on tnc part of qu e s t Lonao Le p r-orr.o t.e r s :'Hd t.he ar- associates. 1.1e are pre-
pared. :'!e I.ave t.l.e Lr records. "'le know of t he i r- pas~ ac t LvLt Les , and we
now have tile fewili v i e s to ct.e ck :'~lem.

Let. us agree vh at we s!jc.ll all c ont.Lnue \'0 work t oge t ne r' 1.0 protect
t ne anve s t.Lrig pub Li c and t i,e h orie a t sale of s t.ocks and bonds that we
s haLl, oo our Utl,103t. to r-e ach t ue i:;oal wldc'l a" las t, s eems to be in sight
th~ complete elim~natioa of fraudul~nt securities sales.

This goal will DOl, be r~ached, tow~ver, if you do not cooperate
CUllOl,g y our s e Lve s , y ou wiLh us and we wi t h you. rhat is really what I
c ame down h e r'e t-o s ay and now I helve said it, and I ti,8,nh you for the
opportunity.
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