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) UNITED STATES
E| SECURITIES AND EXCHANGE COMMISSION
WASHINGTON, D.C. 20549

The Honorable Albert Gore, Jr. The Honorable Newt Gingrich
Vice President of the United States Speaker of the House of

and President of the Senate Representatives
Washington, D.C. 20510 Washington, D.C. 20515
Gentlemen:

I am pleased to send you the annual report of the Securities and
Exchange Commission for fiscal year 1997. The activities and
accomplishments identified in the annual report continue the
Commission’s long tradition of hard work and high achievement. I have
highlighted some of the Commission’s achievements below.

Enhancing Investor Protections

The Commission consistently brings cases against regulated entities
and associated individuals, sending a strong message to the industry that
misconduct relating to the sale of securities will not be tolerated. One
very significant matter in 1997 resulted from an undercover Federal
Bureau of Investigation operation involving a small brokerage firm, The
FBI, working in close cooperation with the SEC and the National
Association of Securities Dealers (NASD), conducted a sting operation
in which 45 stock promoters, company officials, and current or former
brokers were charged criminally for illegal kickbacks to brokers for sales
of over-the-counter and Nasdaq stocks. Based on the same conduct
underlying the criminal complaint, the SEC brought administrative
proceedings against 29 of the stock promoters, company officials,
brokers, and others.

Successful coordination between the Commission and criminal
authorities also resulted in the termination of a microcap fraud involving
the internet. In this matter, the chairman of a small company that was
promoted over the internet secretly distributed millions of shares to
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family members, to corporations he controlled, and as bribes to a
network of touters, traders, brokers, and promoters. He then manipulated
the market by, among other things, issuing false and misleading
information about the company and its value as an investment. After the
Commission suspended trading in the company’s stock and brought an
emergency enforcement action to enjoin the fraud and to freeze assets,
the company’s chairman pleaded guilty to stock fraud and agreed to
surrender most of his assets to a receiver for distribution to the victims of
his fraud. He is currently in prison. Four other individuals have also
pleaded guilty to criminal charges for their role in this scheme. In
Commission enforcement actions, participants in this scheme have been
ordered to surrender a total of more than $15 million in illegal profits.

The Commission also continued to focus on coordinating
examinations with foreign, federal, and state regulators and self-
regulatory organizations. During the year, Commission staff conducted
examinations with the Hong Kong Securities and Futures Commission,
the Ontario Securities Commission, and the U.S. Office of the
Comptroller of the Currency, among others.

This past year, the Commission implemented new order handling
rules. The new rules reinforce the SEC’s 1996 settiement with the
NASD and help protect investors in all markets. Since the rules were
implemented, the markets have witnessed an historic decline between the
“bid” and “asked” prices for securities. This means that investors are
getting better prices, which was an important goal of the rules. The
markets have become more fair for all investors, and in the long run, this
increased fairness and openness will be to everyone’s benefit.

We also approved new “cold calling” rules proposed by the NASD
and the Municipal Securities Rulemaking Board and similar rules
proposed by the American Stock Exchange and the New York Stock
Exchange. The cold calling rules require that securities professionals
call investors only between 8:00 am. and 9:00 p.m., say who’s calling
and why, put investors on a “do not call” list if they ask, and get written
approval before taking money directly from investors’ bank accounts.
To inform investors about these rules, our Office of Investor Education
and Assistance prepared an educational brochure, Cold Calling Alert.
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The SEC’s website transmitted its billionth page of text and data
during the year. Since going on-line in September 1995, our website has
received more than 95 million hits. Our website, featuring the agency’s
EDGAR system, has changed the way information on public companies
and mutual funds 1s collected and disseminated.

Disclosure Developments

In the area of disclosure, the Commission proposed three major
initiatives to improve the disclosure of information about mutual funds to
investors, including: (1) permitting funds to use a summary document,
or profile; (2) revising the mutual fund registration form; and (3)
requiring a mutual fund, or other registered investment company, with a
name suggesting that the fund focuses on a particular type of investment
to invest at least 80 percent of its assets in the type of investment
suggested by its name. While some funds have worked successfully to
develop improvements in their prospectuses, these initiatives will be a
catalyst for change throughout the fund industry.

We also redoubled our efforts to make sure that our rules and
interpretations protect the millions of investors who today rely on
investment advisers. During the year, we created a Task Force on
Investment Adviser Regulation to implement the legislation enacted last
year splitting regulatory jurisdiction over advisers between the
Commission and the states, to review existing Commission regulations
and develop proposals to modernize them, and to develop a means by
which investors can easily obtain information about investment advisers.

In the accounting area, the Commission adopted rules requiring
additional disclosures concerning derivatives and other financial
instruments. The required disclosures are designed to help investors
better assess the market risks of registrants involved with these
instruments and better understand how those risks are managed.

Technological Challenges

One of the most significant areas the Commission has been focusing
on is automation and the many technological challenges facing the
industry. First and foremost among them is preparing for the year 2000.
This past year, our efforts centered on encouraging swift and aggressive
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