Mareh 21, 1336,

¥r. Richard Whitney, President,
The New York Stock Exchange,
Kow York, H. Y.
Desr Mr. Fhitneys

1 an sudmitting herewith a memorandun setting forth the
viewpoint of the Securities and Bxchange Commission as to the sug-
gestions made by the New York Stook Exschange in mnswer to the
eloven recomuendations eontained in the Commsission's report to
Congress.

Yery truly yours,

Joseph P. Kennsdy,
Chairman.



" The first and segoad recommendations of the Commission suggested
that a better numerical representation of the commission broker who
poesesses direet contscte with the pudlic should be had on the governing
committee, and $hat office partners of registered firms sbould be eligidle
for membership on the governing committes. The Commlission has already
expressed 1tself to the effect that the proposal of the ¥ew York Stock Ex-
change to increase :lts‘(wvemng Commitiee to 48 by adding 8 non-member
office partners seemed a satisfastory solution of the problem presented by
the second recommendation. The addition of these governing meabers, even
though such members are not required to be office partners of commission
brokerage houses, will offer inereased opportunity for the representation
of commission brokers and thus tend to effectuste the general chbjective
stated in the first recommendsmtion.

The third recommendation of the Commlission was to the effeot that
nominstions to the Governing Comnittee should be by petition and not by
the device of a nominating committee., The Commission pointed ocut 1n ite
revort that the present method of selecting a nominating comaittee tended
tovards self-perpetuation of the *in* group, bdoth as regards the nominating
committee and the Qoverning Commities. Hepresentations have been madse %o
the Commission that the contimustion of some type of nominating committee is
desirsble, in that it promotes, as szainst the method of nomination by
petition, a continuous study and scrutiny of candidates for officers and
for the Governing Commitbee, thus resuliing not only in individoally more
desirable candidates but also a better balanced group of candidates. The



Comminsion deems that the device of & nominmating committee may have
merit, previded that the possidility of perpetuation of control is guerded
against by a changs in the method of selecting the nominating commistee.

The Exchange Las suggested that in lien of the present method
of a nominating committes of five, vhich smnually nominantes five nmevbers
to constitute the nomimating commlttee for the following year, certain
changes should be eoffected. The Zxchenge suggests that the nominating
committee shall Ve lncrsased to moven nmembers slected azmwlly from a
slate of fifteen proposed by the preceding nominating committes; that
additions]l candidates cex be propowed by the existing method of petition,
which candidatas will be added in alphabetical order to the 1ist pro-
posed by the outgoing nominating committes, thus affording no cutward
mark of distinction between those candidates nominated dy the nominating
committee and those nominated by petition: and, also, in order to permit
the membership to judge as to the representative character of the
nominees, descriptive words such as "specialist,® *fleor breker,®
%odd-lot dealer,* ete., should be added after the name of each nominee,

The Commission belleves that this provedure deserves, nt lesst,
a fair trial before doing sway with the nomineting committee as a whole.
It believes, however, that, 1o better safeguard sgainst the possibility of
perpetuation of control, the proposed comuitiece of soven should be elected

from & slate of twenty-one rather than of fifteen.

The right of nominating members to the Governing Committee by

petition as heretofore is to be preserved, and the method of arranging



these nominees in slphabebical order, as will be true in the case of

nominees for the nominating committes, shonld be contimmed.

The fourth recommwendstion of the Commieaion was that one-third
insteed of one-fourth of the membere of the Govorniang Committee shounld de
elected aunually. ‘1‘9 this the Commission is of the oninion that no adequate
reason has deen given for not adopting the Commiselionte provwosal. This
patter, however, is to de givom further considerstion Dy ths Txchange,

owing to the fact that mechanlcal difficultiee are inmvelved in waking

this change.

The fifth recommendation of the Commission suggested that the
President should be nominated by petition. This recommendation is
naturally consistent witn the third recommendation of the (ommission. 1If
the chunges sugzested ahove in raespomse $o the third recommendation are
effected, t he Cormission similarly balleves that the shjective sought by this
fifth recommendation may equally well be attained through the proposed
nrocedure for revising the method of selecting a nominating committse.
Furthermors, the Ixchange proposss to permit absent members o vote in
all elections by ballot in like manner as absentee volers are vermittsd to

vote in some siatas.

The sixth recommendation of the Commission suggested that member-
sbip on the Hxchange should pot bs a necessary condition to sligibility

for the office of president as well as other exscutive offices. Though the



Commission notsd in its carller report that, because of the public

interast now belag represeated by the Camuission, no prasent necassity
aexisted for insisting upon the abandonment of membership as a condition

of aligibility to office, it did observe thas the abandonment of that
acondition on soma of the major sxchanges would seem (o creaste no ssgential
disadvantags, and would mako available for that post a possible outstanding
figurs who might nat hapren to be & nouber of the exchange. The choice as
to whether an exchengo at any particular election should or should not go
oubkside its menbershipn for these officials should, of course, be lelt to
tha exchange, but ths oxisbtance of such a restriction of eligibility in the
constitution of an exchange tends to make its mexbers fail to gonsidsr the
poasibility of securing non-masbers of the exchange for impertant offices.
The Exchanga is now coneldering the emtire preblem with its many implications.

The seventh recomaeadstion of the Jommission suggested that member-
ship oa the standing commities should not be wesirictad to membors of the
Governing Committee. The Excaange has removed any restriction of this

natare that ite Constitution may have seemed to lmpose upon tae membarship

of standiag commitiees.

The eighth recommendation of the Commlssion suggested that the
expenses of arbitration should be redused. The Exchenge believes that the
expenses have hitherto been moderate, It proposes, however, to take

measures to effect this end.



The pinth recommendetion of the Commission suggested a chanse in
the arbitral tribunal in caees where one of the narties to the arbitration
wvaz not & member of the exchange. The right to srbitration before the
arbitration commistes of the excharge 1e 2t vresent granted to any customer
regardless of the contraet betweon the mamber and the custowmer. S3Since the
customer cen st any time prior to srbitration ehoose to seek his remedy in
the courte, contimed maintensnce of this poliey noeseeses no dieadventage,
provided thet the Uxchange 2120 encoursges arbitration before indemendent
arbitral tribunzls se an additiona] remedy aveilshle to customers., The
simolest manmer by vhich $o accommlish thie end wevléd be for the Prehenge
to emgournge 1ts merbers to offer customers a standerd arbitration sgreement
requiring thut resort be had to arbitration 2t the election of either the
customer or the member, =nd providing for arbitrstion defore irdenpendent

arbitral tribunals at the election of the customer.

Ihe tenth recommendaticn ¢f the Comrmiselon suggested that adequate
end effective appeals should lie from the business eendwet committes to
the Governing Committee. The Tixchange vroposes that 2 sneclzl advisory
coumittee of three goveracre should be apnvinted to exanins the record on
appeal in each cmge and to give an sadvisory opinion to the Coverning Committee.
The anpellant, whether 2 member or a non-member, shall have the right %o
desiznate which three menbars of the Qoverning Commitiee shall act ae the
special advisory committee on his anpeal, but if he should fail to apvoint
such an advisory committee at the time of filing notice of aymeal, the

nresiding officer of the Coverning fommittee ghnl) designats three members



to merve as such special advisory committee. This methed is to be apnlied
alno to appreals tnke from the dscisions of the arbitration committee ar

woll as the other stending committess. ¥he nrovose’ wrocednre nromisas well.

The eleventh recommendation of the Commiselon suggested thet
customers prefarring complaints against members should be furnished with
the answer made by the member to the customer's complaint, should be
enkitled to appear before the committee, and that both parties in theee
cases should have the right of appeal to the Governing Committee. The
Bxchange proposes that the business conduct committes will, in cmses where
all the facts and conditione are not readily ascertainable without a
hearing, give complainante an opportunity for & hearing, and further
proposes that the right of appeal shall be accorded complainanis in the
wauner set foyth under the tenth recomrendstion. It also propoees that
the complainant zhall be fuzmished with the subatanes of ths answer, or,
in cases where bhe lege) rights of the menbar would not de prejudicsd,
w:bih 8 copy of the answer. Purthermore, the cem-lainent #il1l then bs
givan Yime to offer additional svidenca or nroof in redbuttal bafore the
hearing or dlswosition of the case. The suceess of such s procedurs
cbvisusly will desand %o 2 consldersble degres upyim the careful and faith-
ful surmarization of answers when the comnlainsnt le nst “urnished with a
coty of the asawsr. But tne vrocedure would gesm to be adequate to

affastusta thas Hursoss af the Comisalonts rosomrendations.



