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AS A COMHISSIONER OF THE SEC I AM CALLED UPON TO 

GIVE SPEECHES QUITE FREQUENTLY, I ACCEPT THESE INVITATIONS 

BECAUSE I BELIEVE IT IS IMPORTANT FOR REGULATORS TO EXPRESS 

AND EXPLAIN THEIR VIEWS, IT IS PART OF THE PROCESS OF 

ACCOUNTABILITY WHICH PUBLIC INSTITUTIONS NEED TO HAINTAIN 

THEIR LEGITIHACY, 

THE IDEAS I WANT TO SHARE WITH YOU THIS MORNING 

CONCERN REGULATORY REFORM AND CORPORATE DISCLOSURE POLICY, 

DEREGULATION IS A CLARION CALL IN WASHINGTON TODAY~ BUT 

IT OFTEN SEEMS TO BE A SLOGAN RATHER THAN A PROGRAM WHICH 

IS BOTH MEANINGFUL AND RESPONSIBLE, MUCH WHICH PASSES AS 

DEREGULATION IS ONLY RE-REGULATION BY THE BUREAUCRACY, 

MUCH WHICH PASSES AS REGULATORY REFORM IS ONLY AN EXCUSE 

FOR AVOIDING SERIOUS OVERSIGHT AND-LAW REVISION BY CONGRESS, 

THERE IS AN IMPORTANT INTERRELATIONSHIP BETWEEN 

INVESTOR CONFIDENCE AND CAPITAL FORHATION WHICH IS AT THE 

HEART OF THE SEC's CONCERN FOR INVESTORS, IN ENACTING THE 

FEDERAL SECURITIES LAWS, CONGRESS ENDEAVORED TO STIMULATE 

THE INVESTMENT OF CAPITAL IN BUSINESS ENTERPRISE BY 

. . PROMOTING THE CONFIDENCE OF INVESTORS IN PUBLICLY HELD 

CORPORATIONS AND THE SECURITIES MARKETS, 



, 

IN TAKING ACTION PURSUANT TO THE SECURITIES LAWS~ THE 

COMMISSION MUST TAKE INTO ACCOUNT THE PUBLIC INTEREST AS 

WELL AS INVESTOR PROTECTION. INDEED, INVESTOR PROTECTION 

HAS DEEMED IMPORTANT ENOUGH TO WARRANT SPECIAL FEDERAL 

PROTECTION ONLY BECAUSE IT IS IN THE GENERAL PUBLIC INTEREST 

FOR INVESTORS TO PUT PRIVATE CAPITAL TO WORK IN THE ECONOMY 

THROUGH THE VEHICLE OF SECURITIES PURCHASES. 

ACCORDINGLY~ REGULATORY REFORM AT THE SEC SHOULD BE 

DIRECTED AT IMPROVING THE CLIMATE FOR INVESTMENT IN PRIVATE 

ENTERPRISE. IN MY VIEW, OUR POWERS SHOULD BE EXERCISED IN 

ORDER TO ASSIST CAPITAL FORMATION AND STRENGTHEN THE PUBLIC 

SECURITIES MARKETS. THEY SHOULD NOT BE EXERCISED MERELY 

FOR THE SAKE OF REGULATION OR IN ORDER TO IMPOSE ON THE 

BUSINESS COMMUNITY GOVERNMENTAL JUDGMENTS AS TO HOW CORPORA- 

TIONS AND THEIR MANAGEMENTS SHOULD CONDUCT THEIR BUSINESS 

AFFAIRS. 

THE SEC's AUTHORITY TO MANDATE WHAT INFORMATION PUBLIC 

CORPORATIONS MUST DISCLOSE TO INVESTORS AND SHAREHOLDERS 

DERIVES FROM A NUMBER OF DIFFERENT STATUTORY SOURCES. 

INITIALLY, THE SECURITIES ACT OF 1933 ("1933 ACT") REQUIRED 

PUBLIC CORPORATIONS TO MAKE DISCLOSURES CONCERNING THEIR 

BUSINESS AND FINANCIAL AFFAIRS ONLY WHEN ENGAGED IN PUBLIC 

DISTRIBUTIONS OF THEIR SECURITIES. THEN, THE NEXT YEAR~ 



, 

CONGRESS PASSED THE SECURITIES EXCHANGE ACT OF 1934 

("1934 ACT"), WHICH REQUIRED EXCHANGE LISTED CORPORATIONS 

TO FILE ANNUAL REPORTS WITH THE SEC AND TO MAKE CERTAIN 

DISCLOSURES IN PROXY SOLICITATIONS, IN 1964, THE UNIVERSE 

OF PUBLIC CORPORATIONS REQUIRED TO FILE ANNUAL AND PERIODIC 

REPORTS WITH THE COMMISSION WAS GREATLY EXPANDED BY WAY OF 

AMENDMENTS TO THE 1934 ACT, IN ADDITION, THE HOLDING OF 

THE SECOND CIRCUIT IN THE CASE OF SECv, TEXAS GULF SULPHUR Co, 

JJ PROSCRIBING THE MISUSE OF MATERIAL UNDISCLOSED CORPORATE 

INFORMATION BY INSIDERS AND THEIR TIPPEES CREATED A FURTHER 

IMPETUS FOR A SYSTEM OF CONTINUOUS DISCLOSURE BY PUBLIC 

CORPORATIONS, 

THE COMMISSION'S DIVISION OF CORPORATION FINANCE IS 

CHARGED WITH ESTABLISHING REQUIRED DISCLOSURES FOR AND 

THEN REVIEWING VIRTUALLY ALL THE FILINGS MADE WITH THE 

COMMISSION PURSUANT TO THE 1933 ACT, SUCH DOCUMENTS ARE 

GENERALLY OCCASIONED BY THE INITIAL ISSUANCE OF SECURITIES 

TO THE PUBLIC, THE DIVISION LIKEWISE SETS POLICY FOR AND 

REVIEWS FILINGS UNDER THE 1934 ACT, WHICH GENERALLY PERTAINS 

TO PERIODIC AND OTHER DISCLOSURES WHICH MUST BE MADE BY 

CQMPANIES ONCE THEY HAVE PUBLICLY ISSUED SECURITIES, 

I/ 49~ F, 2D(1969) ,833 (2D CIR, 1968), CERT, ~ 394 U,S, 
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THE FLOW OF FILINGS IN THE DIVISION, WHICH INCLUDES 

PERIODIC REPORTS IS FORMIDABLE, IN 1962, THE DIVISION 

"RECEIVED SOME 18,000 FILINGS, IN 1968 THE FIGURE WAS 

3~,000, AND IN'1979 IT HAS 52,000, 2/  

IN ADDITION TO THE INCREASED FLOW OF FILINGS, FOUR 

MAJOR FORCES HAVE OPERATED TO CHANGE THE COMMISSIONeS 

OUTLOOK ON THE WORK OF THE DIVISION, FIRSTa CORPORATE 

FINANCIAL TRANSACTIONS AND RELATIONSHIPS HAVE BECOME 

INCREASINGLY COMPLEX, THERE HAS BEEN A PROLIFERATION 

OF CONGLOMERATE COMPANIES CREATED IN lARGE PART BY MERGERS 

AND TAKEOVERS, THE FINANCIAL MARKETS HAVE BECOME MORE 

COMPLICATED AND SOPHISTICATED, BOTH NATIONALLY AND 

INTERNATIONALLY, 

SECONDs COMMUNICATIONS AND DATA ANALYZING TECHNOLOGY 

HAS PROGRESSED TO A POINT OF MAGNITUDE.SUPERIOR TO THAT 

AVAILABLE JUST BRIEF YEARS AGO, ALTHOUGH THESE DEVELOPMENTS 

HAVE AUGMENTED THE COMPLEXITY AND EFFICIENCY OF THE PRIVATE 

FINANCIAL SECTOR. THE SEC HAS NOT ENJOYED ALL THE BENEFITS 

OF THIS IMPROVED TECHNOLOGY, 

2/ 
° 

FIGURES SUPPLIED BY THE COMMISSION'S 0FFICERORCo REPORTS 
i~ND INFORMATION SERVICES AND DIVISION OF PORATION 
I- I NANCE, 



, 

A THIRD FORCE FOR CHANGE IN THE DISCLOSURE PROCESS HAS 

BEEN CHANGING ACADEMIC THEORIES ABOUT THE MARKETPLACE, COUPLED 

WITH SOME SIGNIFICANT SEC STUDIES, INTRIGUING THEORIES ABOUT 

THE EFFICIENT MARKET, NEW METHODS OF ANALYZING CASH FLOW AND 

RISK, AND OTHER ANALYTIC TOOLS HAVE BEEN APPLIED TO WIDELY 

EXPANDED EMPIRICAL KNOWLEDGE OF THE FINANCIAL MARKETS, 

ACCOMPANYING THE NEW ECONOMICS HAVE BEEN SUCH FORMAL STUDIES 

OF THE GOVERNMENT-MANDATED DISCLOSURE SYSTEM AS THE WHEAT 

REPORT OF 1969, THE INSTITUTIONAL INVESTOR STUDY OF 1971, AND 

THE REPORT OF THE ADVISORY COMMITTEE ON CORPORATE DISCLOSURE 

OF THE SEC, THE PROPOSED ALl FEDERAL SECURITIES CODE, WHICH 

THE COMMISSION HAS BEEN EXHAUSTIVELY REVIEWING ALL YEAR, IN 

MANY WAYS RESPONDS TO THE NEW ACADEMIC THEORIES AND THOSE 

STUDIES BY SUGGESTING STATUTORY REVISIONS OF THE LAW APPLICABLE 

TO THE DISCLOSURE PROCESS, THIS IS A CHALLENGE FOR CHANGE 

WHICH THE SEC MUST TAKE SERIOUSLY, 

A FOURTH IMPETUS FOR CHANGE AT THE COMMISSION IS THE 

REGULATORY REFORM MOVEMENT, WHICH INCLUDES THE INCESSANT PUSH 

OF THE OFFICE OF MANAGEMENT AND BUDGET, AND THE CONGRESS, FOR 

REGULATORS TO DO MORE WITH LESS, IN FACT, NOTWITHSTANDING THE 

EXPLOSION OF FILINGS THE SIZE OF THE DIVISION'S STAFF HAS REMAINED 

RELATIVELY CONSTANT SINCE 1962, A LEVELLING-OFF NOT WHOLLY 

COMPENSATED FOR BY EFFICIENCIES OF COMPUTER-BASED AUTOMATION, 
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LET ME NOW LIST THE CHALLENGES WHICH THESE FOUR FACTORS 

AND RELATED DEVELOPMENTS PRESENT TO THE OPERATIONS WORK OF 

THE DIVISION OF CORPORATION FINANCE, AS A RESULT OF THE 

VOLUME OF FILINGS AND THEIR COMPLEXITY, A STAFF OF THE SIZE 

OF THE DIVISION CANNOT SCRUTINIZE EVERY FILING WHICH COMES 

IN, FURTHER, WITH DECENTRALIZATION IN MANAGEMENT IN ORDER 

TO HANDLE THE WORKLOAD, THERE HAS BEEN TOO GREAT A RISK OF 

INCONSISTENT COMMENTS AMONG THE REVIEWING BRANCHES, 

IN ADDITION, THERE IS A NEED FOR MORE RAPID RESPONSE IN 

ASSIMILATING THE OVERALL TRENDS IN DISCLOSURE AND IN PROMPTLY 

DISSEMINATING NEW POLICIES BOTH WITHIN THE DIVISION AND, 

WHERE APPROPRIATE, TO THE PUBLIC, 

ALSO, FILINGS WITH THE COMMISSION NEED TO BE BETTER 

INTEGRATED AND FURTHER DISSEMINATED BY THE SEC, FILINGS 

UNDER THE 1933 AND 1934 ACTS ARE STILL UNNECESSARILY 

DUPLICATIVE, MORE WORK MUST BE DONE TO INTEGRATE DISCLOSURE 

UNDER THESE TWO STATUTES SO THAT ANY ONE FILING CAN SERVE 

THE MAXIMUM PROPER REGULATORY PURPOSES, 

FINALLYj THE FILINGS COLLECTED BY THE DIVISION ARE NOT 

AS WIDELY USED BY EITHER THE PUBLIC OR THE STAFF AS THEY 

MIGHT BE, CONSIDERING THE POTENTIAL VALUE OF THE FILINGSj 

INDIVIDUALLY, OR WHEN ARRAYED AND ANALYZED IN A CUMULATIVE 

MANNER, MODERN TECHNOLOGY SHOULD BE PUT TO GREATER USE IN 

THEIR DISSEMINATION, 
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I THINK THERE ARE TWO TRENDS RUNNING THROUGH THESE 

CHALLENGES WHICH NEED TO BE RECOGNIZED AND RESOLVED, THE 

FIRST TREND IS THE INCESSANT, PROBABLY ACCELERATING, "PACE 

OF CHANGE, SUCH CHANGE IS PRESENT IN FINANCIAL AND CORPORATE 

BUSINESS TECHNIQUES, IN RELEVANT ACADEMIC KNOWLEDGE, IN DATA 

PROCESSING TOOLS~ AND, FROM TIME TO TIME, IN CONGRESSIONAL 

REGULATORY PRIORITIES, 

THE SECOND TREND IS THE PRESSURE FOR PRODUCTION, IN THE 

BUSINESS SENSE, OF THE CONTINUOUS, UNIFORM, AND HIGH QUALITY 

PROCESSING OF A LARGE FLOW OF INPUT, NAMELY THE INFLUX OF 

SOME 52,000 FILINGS A YEAR, RESPONDING TO THESE TRENDS IS 

A DIFFICULT, FUNDAMENTAL MANAGEMENT TASK, 

THE COMMISSION IS RESPONDING BY A CHANGE IN THE ORGANI- 

ZATION AND FUNCTIONING OF THE DIVISION WHICH CONTAINS SOME 

INTERESTING ELEMENTS, 

PERHAPS OF GREATEST IMPORTANCE IS THE FRANK REGULATORY 

ACKNOWLEDGMENT THAT NOT ALL FILINGS CAN BE REVIEWED, WITH 

RESPECT TO SOME FILINGS THE DIVISION WILL SHIFT TO A MODE 

IN WHICH SCREENING AND SELECTION TECHNIQUES WILL BE USED 

IN ALLOCATING STAFF TIME, 

OF COURSE, THE RICHEST GROUND FOR A REGULATORY REFORM 

ELIMINATION OF DUPLICATIVE FILINGS IS IN THE INTEGRAT, ION OF 

1933 AND 1934 ACT DISCLOSURE, ONE IMPORTANT TASK FORCE 

WORKING ON THIS PROBLEM IS ADDRESSING WAYS TO SIMPLIFY THE 

10-K ANNUAL REPORT AND TO ADAPT ITS PARTS FOR INCORPORATION 

BY REFERENCE IN OTHER FORMS, 
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A MAJOR ELEMENT IN THE PLANNING OF THE DIVISION 

OF CORPORATION FINANCE IS THE ADDITION OF A NEW OFFICE IN 

OPERATIONS, TO OVERSEE THE TRAINING AND UNIFORMITY OF WORK 

AND EXCELLENCE AMONG THE LINE BRANCHES, IN ADDITION, THE 

SIZE OF THE CURRENT LINE BRANCH IS GOING TO BE INCREASED TO 

A SIZE THAT WILL PERMIT THE BRANCH'S ONGOING REVIEW WORK TO 

BE DONE BUT ALSO FREE SOME BRANCH PERSONNEL FOR TASK FORCE 

WORK, ALSO, COMPANIES IN EACH MAJOR INDUSTRY WILL BE 

CENTRALIZED TO THE EXTENT POSSIBLE, PROBABLY OVER THE COMING 

YEAR, INTO ONE BRANCH, WITH ROUGHLY SEVEN INDUSTRIES PER 

ASSISTANT DIRECTOR, 

WITH REGARD TO DATA MANAGEMENT, THE OPERATIONS SECTION 

OF THE DIVISION IS EMBARKED ON AN EFFORT WHICH, GRADUALLY, 

SHOULD RESULT IN THE ENHANCED AVAILABILITY, IN GENUINELY 

USEFUL FORM, OF FILINGS TO THE PUBLIC, 

THE FINAL ELEMENT OF THEJ ~VISION'S STRATEGY FOR ADAPTING 

THE DISCLOSURE PROCESS TO A CHANGING ENVIRONMENT WILL BE AN 

INCREASED EFFORT TO PROMULGATE DISCLOSURE POLICY PROSPECTIVELY, 

SO AS TO AVOID, WHERE POSSIBLE, THE MORE SEVERE AND COSTLY 

AVENUE OF POST HOC ENFORCEMENT PROSECUTIONS, 

ALTHOUGH THE PROPOSALS I HAVE OUTLINED FOR YOU THIS 

MORNING ARE AN EFFORT AT REGULATORY REFORM, THEY DO NOT ANSWER 

THE ULTIMATE QUESTION: IS THERE A NEED, AS WE ENTER THE 1980S, 

FOR A GOVERNMENT MANDATED DISCLOSURE SYSTEM FOR SECURITIES? 



, 

I FRANKLY HAVE TO ADMIT THAT INVESTOR PROTECTION IS ONLY 

ONE AMONG MANY SOUND REASONS FOR A SYSTEM OF GOVERNMENT 

MANDATED DISCLOSURE BY PUBLIC COMPANIES, THEREFORE, WHILE 

I BELIEVE ALL WE CAN DO AT THE SEE IS TO USE OUR PRESENT 

STATUTORY TOOLS IN A SENSIBLEj REFORMED WAY~ I INCREASINGLY 

WONDER WHETIIER OUR STATUTORY FRAMEWORK CONTINUES TO BE 

RELEVANT, 

INDEED~ WITH THE INCREASING INSTITUTIONALIZATION OF THE 

PUBLIC SECURITIES MARKETS, THAT PUBLIC INVESTOR THE SEC IS 

MANDATED TO PROTECT IS IN DANGER OF BECOMING A LEGAL FICTION, 

IF THE CONTINUED NEED FOR A GOVERNMENT MANDATED DISCLOSURE 

SYSTEM FOR PUBLIC CORPORATIONS IS FOR REASONS OTHER THAN 

OR IN ADDITION TO INVESTOR PROTECTION~ SUCH A JUDGMENT SHOULD 

BE MADE ANDARTICULATED BY ELECTED OFFICIALS WHO ARE DIRECTLY 

ACCOUNTABLE FOR THE POLICIES OF GOVERNMENT, 


