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MEMORANDTM
Hovembar 22, 13248
To: The Comission
From: Walter C. Louchhe JA. viser on Foreigre
: Investment '

Subjeet: Poaition Paper for Intar-imerican Fconomle Confarence

‘The agenda for the Inter-imerican Economie Conference
ascheduled to be beld in Buenos #irea io the spring of 1949
includes an item on uniform principles of corporste accountlng
and standards of feir disclosure, I have been requested o
prapare, for discussion eof the groupa working on the financial
aapects of the agenda, a peper to guide the United States
Delegation as to the position whieh it should take on this
subjent.

I attach heretc & copy of a draft of this poaltion

pEpar.

Attachment,
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The agenda for the Inter-*werican Econemic Gonierennu mnludas under
Point III, Becnomis and Financial Gaaperatic-n, I'I:»er:ln <D, Uni.furm prinn:l.ples
of corporate accounting &and standards of fair disclosure. The problem is
to determine the psgition to be taken by the U. 5. Delegatlion on the
declaration of Article 26 of the Economic Agreement of Bogota which reads:

"The States declare thelr intention to promete acund invest~
ment by developing, whensver possible and 1in. accordence with
the laws of each country, uniformw princlples of corporate
accounting, and of standsards of falr disclesure to privata
irvestora.n
Rocommandetion

The U. 3. Delegation should

1, Actively support the inciusion of the substmt.ive provialons of
t.hia Articls in an Inter-fmerican ngraament. on econemic ard financisd
naaperatiun.

2. Ip discuaﬂiun of the Arficlﬂ, take the pnsitinﬁ that it con-
taina poaitive advantages to cdl:-har American Republics in their sesrch for
pri:vate capital in the U. S. and correlatively providas assurapeez te U8,
investars, the present 1ank of which 15 a discuuraging factor in fnraign
inwstznaut. ‘

3, In meeting possible objections &s to the burdens which might
result, take the positlon that the agrea& standards of corporate account—
ing and fair disclosurs 5hnul;i not exceed t-h-:rsé ﬁhich have been ascaphad

corperate practice io the U, 8. for & aumber of yesars.
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4+ Propese that a commlttes be sat up to study the areas 1 which
_uni.’_fumitjr would be deslrable apd to faclilitate the carrying out of this
Article of the dgreement by member countries with & minimm of intaf—

ference with established customs.

Dlacussion

_ In recent discus=ions, the emphasis upon She desirabllity of promot-
ing mtar-ﬂmericaﬁ iopvestment, particolsrly from private sources in the
U. 5., has been primarily upen the desirahility and advantages %o be
derived by the recipients, The program for encouraglng such investment
has generslly ssmumad that the ilnvester will be accorded treatment by the
recipient country which would net deprive him of his preperty rights without
adequate compensation or of his abllity 4o take sdvantape of profit
potentislities. However, among the factors which iphibit U. 5. investora
from mere general and active particlipation in foreign antax;pmﬁs, it 1=
known that their inabllity to obbtain satisfactory and current information
with Tespect to thelr investmsnts and the anblguilty of such leformaticn as
is awllabla has been a very important factar. Thla has become of more
algnificence becanse of the adoptlon of legislation in the U, 5. under
which inveators are sssured ef fair disclosure and cmant_information on
their domestic invegtments., It is not believed that many of the other
Amariean Aapublies heve adopted requiremente similar to these, apd there-
fore the disparity in this respect as between domestic and foreign seouri-

ties has widened sinee the previous era of private forelgn investment.
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Rerresentatives of Latin Americen countriea have expressed & hope
that the securities hf their enterprises might be glivea a wider distri-
bqﬁinn among investors in the U. 5, and a place in the orgenlzed markets
of this country. It 1s recognized that su-lz:h sﬁﬁ wtuld enable the raimjing
of wew cepital in the U, S, from private ipvestors in & menner which would
avold the ceding of conirel or managerial righfa by the reciplent enter-
prises, This is & result ‘ll.hil:h thﬁl. Aperican nnﬁntrinn sesm vory deslrona
of abtaining.

In order to cbtein widespread invesitment participatiun by the =alae
of securities in the U. §., reglstration is r?qui:ed onder the Eanuri‘l:.iaa
Act of 1933, and 1ln order te quelify sacuri‘tia_a far a.dmittal:;ce to dealings
on naticonal saeuritiea exehanges registratinn urder the Securities Exchange
Aet of 1934 ia requira-d These acts were adopted to provides full and fair
dlaplosura of eecuritias sold and te ragulate sacuritisa mtchnngas md
uverAthe-cnuntar marketa o pravant innqnitabia and unihir Practices oo
them. Both of theae acta pua't.u]ﬂtu cartain baaic principl&u of corperats
nccnunting and of fair disclﬂaure to private 1nvastura. The infermation
requirements relste mot only to the initisl basic data filed upen the
tipe of offering but are aleo of a coptinulng nature %o &ssure that inveators
are currautly. apprised of the financial cnndi‘hiﬁn and operations of the
enterpriees in which they have invested.

It is probable that ant.urpr_ise_s in the Jurisdiction of most of the
American Rapubliﬁa'participating in this Gnnfarnnca.are not presently

Tequired to keep their books in such form as te be ablae readily to comply
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with the requirements of T, S5, law., It ia prahnhla also ﬁhat the rﬂlatiun-
ship of the corparations of other American jurisdictinns tn thair atuck—
helders in respact to the providiog nf adaquata information n; their
affeira do not conform to standards prevalent in tha U.L 5 and uhinh arsa
pow gensrally accepted by investors in the United States as essentlal to '
good corporats mansgement. In faet, the public iﬂfurmntian activitiea of
corporaticna in respect to their stockholders has teken on new lmportance
ginee the paseage of the Securities Acts amd extend well bevord the legal
requirements of thése Acts and_of tha rales prumnigntad under thﬁn. Mony
piblicly held corpérations not only distfibute to their afuékhﬂldﬁra full
anrmis]l reporta of thelr operations, including the usual profit and losa
and balance sheat statements, but also tranamit quarterly statements on
theza operatlona. '

Such Latin Aperican epterprisea as may wish t; sbtain publie parti-
elpation fur.thair agcurities in the Unlted Stetes may be willing te
imitate the U. 3. sorporations in theae respacts. Nevertheless, it is
clear thet uvnless there 15 an understood uwniformiiyr with respect to the
terms employed in apprising our investors of corporate affeirs outside of
the United Statea there may be canaiderab}q mismderstending and &= a
reault, U, 5, lovestors might be nisled—resulting in poseible fraud and
logs of confidence in foreign investment genﬂralir. The terms wueed in
the cummuniﬁaticna of corpu;aticns with thelr atcckholders are largely
those derived from the field of scgounting which have been given rather

careful analyals in the course of thelr evolution. The components of the
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balan;é'Shaat and of the proflt apd loss statement have been the sob ject
of considersble public discussion, not confined to technical eircles.
During recent yesras, for sxample, there hes been a noticesble public
intersst in the detetiination of what constitutes net profit. It coald
acarcely be expected that participation of investors in the United Stetes
would be furthnﬂming'in Latin- American énterprisah unlése there was & slsar
underatanding as to the meaning of these and o ther basic terms. This con-
aideratinn'may well also 2pply to direct inﬁuatmﬂnt'in which fewsr investors
aAre cuhuhrﬁad, and ‘where the investora seém to be in a hatter position ta
make their own surreys and audits. To what extent improved corporate
sccounting and infoiwational practices, with governmental sncouragement,
would be of masistance In_ahdourdgin@ and facilitating direct arnd portfollo
investment cannot be estimated; but investment certeinly cannot be
encouraged without such improvement. |
' It msy be well to all attention to the following resclition whick
was adopted at the Tirst session of the Economlc Commission for Latin
Americar
IGONSIOERTHG That the shortage of Lnvested capital In

Latin fmerica mlght be made up in part by inwvesteents of forelgn

private capital; that the ifinth Internaticpal Confarence of

Amerlcan States attached importance to investments of private

capltal, with a view to encouraging such investments In Letin

America, not only on the part of inwestora in thils hemiaphere

but elaewhera; and that wider opportunitiea for trading in

gecurltles mlght supplement the efforts made to facliitats

private forelgzn investmenta in latin Amarica;

MINVITES the attention of member govarnmants to the benefita
which might be axpected from lieting of the queotations of
cepital issunes oo a great nnrber of the stock axchanpes of the

world, to the extent that this can be accomplished in accordance
with the legislation of the warious countries, especially as
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regards their foreign exchange contrels ard the regulation of
thelr astock exchangea, aa well as official institutions dealing
in securities.”

In order to effectuste the purpose of this resclution by the admit-
tdnce of latin American securities on U, S. national securities archanges,
it will clearly be _maceaaglry for Latin American enterprises to conform
to the accounting and disclosure raquirements of I, 5, law and reguletion.
No substantilal diminution of these requirements or adjustment of U, S,
lawa apd regulations in fawer of forelgn anterprises waulkd be aither
economically desirsble or politically feasible. Therefore, the Article
ander diacuﬁsion would seem clearly to be & preraquisitu to the agcomplish-
ment oi'_t.hﬂ purpeaea of the abova=quotad manlutian and its affectustion
wonld be measurably asslated by f.he adoption of the type of uniformity
for which thie Article declaresa,

In the adnptiﬁn of laws and other measures to implemsnt this
Article, it will neo doubt be nacesgary to provide technicsl advice and
sasistance to the participating govermments. The problems: of bringing
about unii‘ormit;r in the face of diversities of .cuat.ems, laws and traditicns
will be fnrmidﬂbia: In attacking these probleams it should be ﬁrapoaed
that a skilled and active committee be set up Amd instructed to prepare
A program r;':f study and action. Ihe committee's terms of refarenca should
inelude the preparation of 's!_pauiﬂe recommendations as to aacaﬁting and
raporting practices which should incorporate the basilc common substanca
deamad assaﬁtiﬁl for the accomplishment of the purposes of the Article.

- These recommendstions aight then be forwarded to the participsting
governments prior .tru the next seaslon of the Conferance for thelr use in

conaidering appropriate leglglative or other actlon teo effectuate this

Artlicle.
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