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July 14, 1977 

The Honorable Harold Williams, Chairman 
Securities and Exchange Commission 
Washington, D. C. 20549 

Dear Mr. Williams: 

C H A I R M A N ' S  O F F I C E  

RECEIVED 

JUL 1 8 1977 

First, let me congratulate you upon your selection as Chairman 
of the Securities and Exchange Commission, which has been called one of 
the best run agencies in Washington. Your academic and private business 
background should uniquely equip you to make some of the important deci- 
sions that seem to have been put off by your predecessors. 

This firm has been active for over 20 years in trying to reform 
the securities industry, including the National Association of Securities 
Dealers, Inc., which has yielded all too slowly to the march of progress. 
A reprint from the book THE LAST DAYS OF THE CLUB is enclosed, which cata- 
logs our efforts in that field. In our legal fight, which was instituted 

after approximately 15 years of trying to accomplish change through peace- 
ful methods, we had the support of the U. S. Department of Justice, but 

precious few industry sources, and of course the opposition of the major 
firms, who strangely enough are now conceding we were correct. We still 
have pending a Rule 394 suit which the Federal judge here has not heard 
yet, waiting to hear the results of the Thill case. 

We are unable to understand why the NASD has been so unrespon- 
sive to the needs of a majority of its members, refuses to disclose to its 
members the salaries of its officers, and is openly violating, in our opin- 
ion, many provisions of its own charter and of Section 15A of the 1934 Act; 
to wit, the provision of 15A(b)(4). 

The present management of the NASD is the "old guard" dedicated 
to the interests of its members who are also stock exchange members, and 
if they were to argue that its members have a voice in administration of 
its affairs, one has only to refer to the only contested election in the 
history of the NASD some years ago in which the writer had a part--the 
effort turned into a NYSE member versus non-NYSE member battle, and the 
leaders of the latter, including this firm, found themselves under harass- 
ment by the NASD after the election was over. We also have the specter 
of the general counsel of the NASD, Mr. Lloyd Derrickson, leaving the NASD 
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to become counsel f o r  a la rge N~SE member. This i s  aga ins t  the s ta ted  
oppos i t i on  of Pres ident  Car ter  and severa l  members of Congress who have 
denounced the p r a c t i c e  of a r e g u l a t o r  going to work f o r  one of the regu- 
la ted .  

We noted the concern of Congressman Moss expressed in the news- 
papers about the lack of progress in instituting the central marketplace; 
at the time of Mr. Garrett's appointment of the board that is supposed to 
develop this system, I noted to him that his board was tantamount to the 
appointment of the fox to guard the chicken coop, and my comments seem 
particularly apropos in view of the subsequent lack of progress. 

We intend to propose some changes in the method by which the 
president and°officers of the NASD are selected. We had some discussion 
with the Commission's excellent staff member, Mr. Moscowitz, some time 
ago and would like to proceed with some proposals in order to try to make 
the NASD management responsive to all the members' needs. While Mr. Mos- 
cowitz and I did not agree on the desirability of requiring the NASD to 
reveal to its members the compensation of its officers (as required in 
public corporations in their proxy statements), I wish to commend the 
conscientiousness and ability of Mr. Moscowitz to you and express my ap- 
preciation to him and his staff for their prompt and skillful answers to 
questions about other matters we have raised in the past. 

We should appreciate any help the Commission might be willing 
to give in the matter of NASD proposals regarding fair representation of 
its members. And we would strongly urge you to press on in the matter of 
a central marketplace. If you need any help in getting those foxes out 
of the chicken coop , why don't you call on an old fox hunter like me? 

Respectfully y~rs, ~ - - ~  

GAS:NK //Gaston A.~mate 

Enclosures 

• i "as Copy to The Honorable Harrlson W 111 m 
The Honorable John Moss 
The Honorable Bob Eckhardt 
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July 14, 1977 

Mr. Gordon S. Macklin 
National Association of Securities Dealers, Inc. 
1735 K Street, Northwest 
Washington, D. C. 20006 

Dear Gordon: 

Your letter of June 30, 1977, is in hand, stating 
that you suggest that any proposals I prepare be submitted 
through "channels." Of course these channels are the ones 
which in my opinion have allowed the NASD management to be- 
come and remain unresponsive to the majority of the members' 
interests and to the public interest in many ways. Basically, 
while these men are theoretically elected "de jure," "de 
facto," they are appointed in effect by a continuing oligar- 
chy. I am in no way criticizing the competence of the present 
Governors, whom I do not know, only their method of selection. 

Why would one ask approval of the fox concerning 
house rules for the chicken coop? 

It seems to me that the proper avenue is the Dela- 
ware code, with oversight from the SEC and Congress, each of 
whom I have asked for guidance. 

GAS : NK 

Sincerely "~ 

/ Gas'ton A. Shumate 
/ 

/ 

f 
Copy to The Honorab l e  H a r r i s p n  W i l l i a m s  

The Honorab le  John."~oss  
The Honorab l e  Bob E c k h a r d t  
The Honorable Harold Williams 
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