
Pursuant to instructions from the Executive CoⅢni塙ee at its　凪eet-

ing in New York, Octobel` 16, 19塊, the undersigned練olxp has given c紺eful study

七o the sl血Ject of Oode Enforce皿ent and pre§entS herewi七h i七s conclusior▲S and

rやco関り色nd亀もi°運8 :

I七is∴Self-eVident, in ol櫨OPinion, that the all-ixportant ques-

tion facing the investment bankiilg business today is thiβ; whether the business

Can effectれely regulate itself with a minimm c)f govemmental sIJPerVision, Or

whether, failing in this, it is to be confronted with further in七imate and

d職・Stic govermental regulation. me c皿cial tes七of this qu.estion lies in the

administ簾、a七ion and enforcement of the Fair Practice Pr0V王sions of the　工nvestment

B合虹kers Code.

me Regional Code Co皿nittees,畦里E重宝uP甘O吐4 ±望挫坐坐聖・

娃, are Charged with the duty of seeing that conpliance with the Code be

mainねined at the hi(碧vest possible standard. Upon the efficiency with which

thi富duby is perfomed depends the success of the Code.

工もis essential that the adminis七ra七ion of the Code be such as to

de皿onstrate clearly that the Oode is not an idle gesture. mere must be fos七er-

ed and m鼠in七ained a definite appreciation that the Code e血bodies the cICCeP七ed

and approved七rade practices of the businessI that i七is七hereby the trade law

Of the bllSiness,紬d th〔lt aS SuCh it merits in∴and of i膏self a fu11 measure of

Sl坤POrt. To bhoso who woutd disregard or willfu11y violate the Code. i must

l)e as Clearly demonstrated that co坤liance is oblig8.tOry. Enforcement is neces-

S靴‘y, nOt Only as & deterrent to those who might be wining violators, b11t QS a

needed encouragemenもto those whose will is to 8bide by &nd support the Code●

重工施工地口工のすS

腿forcement limitations are we11 known. me profoundly depressed

COnditions of the investment baI此ing business necessitates keeping all expenses

at the absolute minim狐COnsis七ent with satisfactory administr加ion. Limita-

tlon of funds resultβ neCeSSarily in li血ta硬on of persomel, and we face the

fac七七hat, in very large part, enforoe皿ent WOrk u町st be carried on by the volun-

ねry services of the National and Regio鳩l Code Co劃心tteemen) SerVing wi七hou七

co喝en8a七1on ●

Oareful consideration has been given to ai rePOrt based upon∴a

SPeCial s七udy of the proble孤Of cre(lting an independent enforcemen七staff.∴Thaも

report sets forth a detailed estimte of initi包l necessary persomel and cost.

in our opinion it is q血もe mpractical to undertake this step now) both because

Of tかe diffioulty of getting and orgcmizing properly trained personnel, and more

especiany because of the expense, Whlch has been eSti孤ated at a出血m皿Of dbc'Lt

印5,〇〇〇 per an耶抑.
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We therefore turned our consideration to such other∴aVermeS aS

皿ay be open for assistance in Code enforcement. mere are ixportant agencies

aVailable. Such agencies include the National ar)d State organizations of the NRA;

the Securities and Exchange Co血issionl including distric七amd locat representa-

tives; the Securithes Comissioners of the various states; Feder租, State and

County prosecuti虫g and law enforce孤eロ　auもhorities; Unibed Sfates postal anthor-

ities; Stock Exchanges and Better B¥鳩iness Bure靴s, Chanbe富s of Comerce, Or

Si血1ar local org&nizations. In these recomendations we have aLtteⅢPted to out-

1ine the mamer in血ich each of these may be utilized to the best advan age●

Pri狐arily, ti}e enforcement of the Code即st rest upon the Region&l

Oo皿虫ttees. mese Comittees調嶋t receive adqqulate SuPPOrt紬d help from the Code

Oo皿血tteel but in seeking the assistonce of such outside agenciesl the contoct nRISt

remain primrily between Regional Oo撮ittees and such local ngencies within their

OWn　七〇rri七〇かy.

The Inves加ent B紬kers Association of America的sumed the original

responBlbllity for drafting and estal)lishing the Oode and is vitally interested in

its success.工・B.A・ mer血ers∴and their mny satesmen can be of inestimatle value

in a11 phases of Code activities. We therefore reconmend thaもi皿ediate steps be

t8ken tow釦‘d developing a BPeCific progra孤for conti関心略the c工osest ∞OPeration

With the Association itselI‖関心its varlous gI.OlxpS・エn various §eCtion8 0f七he

COuntry there are other associations of de租lers or traders in∴SeCuhties arrd a11

Such associations should be invited to cooper包te to the fullest extent in develop-

ing the program outlined below.

理塑聖理数堕

AIry Plan for ob七aining馳r餌m皿cOxpliance wlth the Oode must t盆ke

豊。c窪謹書n悪霊。法器霊豊富謹言岩盤葦葦蕊。C書誌轟
and those not so dispoきed. Viola掠ons of the Code by the former may be expected

to be inadverdont,帆rough oversight or lack of accurateぬowledgs. Violr再ions by

the latter my be expected to be vi11fut. me two types of violutions脚鳩t be

handled differently・ mose who are disposed to ∞呼ly volun a正ly aさa matter of

hSiness principle will need only encou輪gement and e如Catlon. Wl11餌viola七ors

Ⅲu.St be dea抗with aB the circu血s七ances∴require・

工n general, the problem of Code enforce孤ent fallB into three皿ain

divisions・ First, and most ixpor ant,ぬcour租gement Of Oonpliance; BeCOnd, Origi-

nation of Coxplaints; third) the Hmdユing of Oompl虫nts・ In the following recom-

mendations we have endeavored to印pro亀ch the prot)1ems under each of these min

headings.

工

型pO醐脚OF C鋤肝京重AⅣCE

Encou.agement of compliance is the most important bvLaSe Of Code

Enforceme両because far狐Ore efficient res血ts can be effec七ed by sti鳳nation of

rroral support clnd good will on the part of dealers, thon c色n t)e a∞O叩lished by

inquisi七ion’ the正ght of visitation, Or∴S七ringent punitive action. To his end,

We feel that帆e prinny effort of all Cormi航ees∴Should be toward fostering and

勘intaining an &Ctive g°Od-Will a七titude toward the Code. with a resultan七volun-

ねry co呼lianco on the basis of sound ethics and fair play.
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Encouragemen七of co重xpliallCe may be approached from several angles:

l・糠鬼n七些聖呈出速豊里」圭Or七五e Co坐・

(a) we recomend hat the Code CoⅢrittee at once desigmte a

menねer of the headquじrterS Stαff vlhose primary d.uty shみll be. under the direction

Of the甑anaging Director, tO aC七aS liaison officer between the Code Comittee and

Regional CoⅢnittees. The lack of activity by seveI‘亀l Begiorl乳l CoⅢnittee8 has been

ascribed directly to failure to receive infomation, instruc七ions, and assistancc

from the Code CoⅢ血もtee or an adeq「mte disse血na七ion of experiences and mothods of

Other Regional Oolmi航ees.

(b) A|1 Comittees mst dive prompt and ∞ntinued evidence that

they are serious and efficiently on the jol). This, We believe, mOre than∴any

Other∴Single factor is necessary for the malntenamce of good-Will.

(c) Waivers of rl.血es mst be limited to clearly excep七ionah.

meritorious cases.

(d) Conmittee members, national ol・ regional, Shoutd keep inviola七e

delibeI.ations when in executive seBSion and shouhd appreciote th包七a decision of

the mjority iさthe decislon ofせE鍵聖塑・ No individuat opinions with respec七

to Cormittee decisions should lJe indulged in. This to avoid di3SenSion and confu-

si°n.

(e) An adequa七e program of publicity狐st be adopted. mis, in

七関m, has　七wo phases:

型畦, Publicity wi hin the Code organization through dissemi-

nation and exchange of news iもe孤S Of general interest anong parties to the Oode.

To this end the Code Com壷ttee should send ou七as frecpen七1y as possible a bulletin

Or general le航er of infoma,tion con七〇王ning pertinent ite鵬of Oode Cormi坊ee and

Regional ○○関心七七ec∴a〇七l丸竹es.

裏書?C聖吐半, Publicity outside the Code Organization by means of

news releases to the press where circunst的ces warI‘ant a national or local news

S七Ory Of叩blic interest and appeall Or by印ecial articles for magazines or put)lic

addresses.柵ere should be a defi遭ite oI‘ganization for this puI‘PoSe. We rec。皿鵬証

that a putlici七y org鋤iz包tion be seb lxp.

All pu肌icity, wl〕.ether within or outside, Sho血d s七ress∴SO far

as possib1e the ethical aspects of the Code, apPealing to the sense of fair play

and legi七ima七e self-interes七of dealers,餌d be of a character understood by the

plめ1ic and a七七ra〇七i調馨i七s appr°Val.

(f) occasioENat regional meetings shoutd be held, Called by or

under the auspices of Regionat Oom虫ttees, tO ge七dealers together for discussion

and elucidation of　七he Code and stimutation of七helr interest. Such meetings

Shoutd be desi餌ed七o include non-registered as∴Well as∴registered dealers. Sudl

皿ee七ings should be called in all regions now.

2・岬・
(a) me Code CoⅢnittee sho血d send frequent c。mrmications to

Regional Corrmittees∴regarding interpretations or explanations. The Oode Comit十ee.

1ikewise, When it seems desirable, Should §end §uCh coⅢrmications direct to de種l-

erS.



(b)瓦e尋onさし○○的直的ees from畠的七〇もi鵬血Ouユd send叩晦S七i°n-

n壷res to dealers in their diさtrict' Catling attention to specific provisions of

the Code・　We coⅢ凪end仇e procedure adopted in Califomial which serves the

double purpose of acquainting dealers with p嵐rtioular poin七s in the Code and of

discussing infI‘actions thereof.

(c) Begionad Commi壷ees, in preparing sueh commications to

dealers・ Should send copies to the Managing Directorls officel where they shoutd

be e捌nined and those which seem of generat interest should be circularized by the

liaison officer七o other Regional Comittees.

3・鞘.
me Code Oo油虫ttee and Regional Co皿血tteeB∴Should avoid the aIト

PearanCe Of poucing the industry or of usin宙the "Big St±ck". Instead they should

adopt, SO fflr f¥S POssible. a policy of friendly explenations and friend]y adjust-

ments of血sunderst劃dings・ misI鵬beliove, will tend to foster good-will and a

SPirit of willing ∞xpliance.

4・軸.
Publicity, whether intemal or external, Shoutd endeavor, when-

ever po8Sible, tO en直asize the privile轡es and benefits of registration. Comit-

teemen chouhd t蝕re every opportunity of explaining the same to non輸registered

dea工ers.

5・帥
(a) sone §tateS have adready edopted the policy of encour培ing

registration by including in thelr qlleStiomaire8 tO dealer言aPPlying for∴State

license or state registrationl queStions as to whether or not the dealer has regis-

tered under the Code (deeming this a measure of moI‘ai fitness) or questions tend-

ing to brin名out the deaterIs fa血liarity融th the Code.

(b) sone states have amounced that the Fair Practice Provisions
Of the Code have been adopted as re母11ationB under their Sta七e securi七ies laws and

that inf弛ction8 thereof will be deemed infractions of the State law.

(c) sone states, prrSuant tO the adoption of the Oode as a stlate
regutation' have sen七ques掠omaires to their dealers, raising questions as to pos-

Sible viol租もまons oで　もhe C°de.

Such steps on the part of State Comissioners present one of the
rost effec量ve possible means of encouI‘aging Oode complianee or∴registra七ion under

the Code・ It is important also to note七hat such ac七ion by the states∴reaches as

effectively the non-registered a§ the registered dealer.

王事

q珊G弧調側脚COMP些工押迫

工n our study. repoI`ts have been∴reCeived from twelve of the seventeen

Re呂ional Comi七tee著・ in I.eSPonSe tO a request from the Managing I)irectc‘r, PreSent-

ing su鋳es七ions or experiences which they have encoun七ered in comection with Code

enforcement. In several instances, Regiona’しComittees express gratif|Cation over
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the fact that no coxplaints have been received. mis, We believe, is evidence of
misunderstanding on the part of such Regional Comittees.

The duty of encouraging justifiable complaints should be pointed out

by the Code Oomi航ee to齢gional C。mittees.

Complaints may be originated through a nl関ber of sources:

1・蓮盛もered dea垣韮.

(a) Regional Oomittees∴亀hould be instmcted七o address a letter

to a11 registered dealers in七heir∴reSPeCtive di轟ricts∴requeSting that i癌omation

Ob七ained by them of non-CO岬liance be brou紅t to the atten七lon of the apuropria七e

Hegiona1 0omi七teel and expha8izing to dealers their duty to do so.

2・蛙唾♀型Omi頂ee Me罰oers and Secretaries.

(a) Regional Comittees血ould be instmc七ed to孤出e iⅢ1ediate

contact with existing agencies herein ment3oned. in order to es七あlish friendly

and cooperaもive relationships with them.

(b) Regio鵬1 Comi七tee me重めers and secretaries∴Should l)e alert

七o evidence and rumors of Code infractions.

(c) Where such evidence is not specific t)ut is a matter of coImOn
血owledge, Regional Comit七ees should be ins七ruted to investiga七e to detemine

the facts・ Such investigation possibly may t)e Car‘riod out best by a general

questioma.ire七o registered dealers within the region oI. in a given comrmity, aS

the circuns七ances I阻y dicta七e.

3・塾生ヱ畦喋皇.

(a)腕th adequate pu帆icity and disse血naもion of inform尻on as

to the e虹stence of Regional Comittees and their location, the即blic ma‘y be ex-

PeCted to make inquiries劃d to Iodge complain七s●　Plめlici七y, however, need not

and should not in any sense take the I‘orm of encouraging a m止tiplici七y of血s-

ce11meous complaints of -mixportant ch櫨raCter.

信　輔sさi。ners聖垂Sねもe or c酬

(a) such agencies chould be encou耽ged at once to repor七to the

appropriate Regional Comittee code violatlons coming to their attention which may
Or nOt be violations of State laws. We have evidence of a sincere desire of co_

OPeration by thc stlateS in this rospect.

(b) Regional Co町並売tees should be instructed to contact such

S七ate agencies at once.

5・塑通唾些SS Bure観us.

(a) Better Busine§S Bure如s, Cha両ers of Cormerce, amd other

Similar bodies血ouユd be encourらged to repo武もo appropriaもe Regional Comi七tees

Viola七ions of the Code or evidences of fr劃⊥d.

(b) Regional Co脚注ttees shou工d t)e instmcted to make contact with

Better B`1Siness Bureaus or∴Similar∴agenCies within their territories.



6・埜遡聖迫聖迫軸壁上逗理工裏里.

(a) The Washington or loca,1 offices of the Sec1しrities∴and Exchange

comission should be invited to give t。 the appropriate Regional Comittee evi-

dences of Code violations which may come to their∴a七tention.

(b) Regional Comi七tees shoutd be instmct。d to as。。r七ain the

location of such local Securitie3 and Exchange Comission offices end to恥ke con-

七a〇七　wi七h　七he皿.

7・迦串onal泉ec。Ve草書坦nis七臆r軍手些.

(a) The Washington or local compliance offices of th。 NRA sh。uld

be invi七ed t。 rePOrt CaSeS Of Code violations to appropriate comittees●

(b) Regional Comittees∴Should be instmcted to ascertain the

location of local隅A Coxplimce offices in their∴region and to make cont卦ct with

七hem.

8・遼垂吐些退塾迫竪.

(a) postal amthori缶es∴Should be invited to cooperate七hrough

the exchange of infor耽tion w王th the Code Comi七tee.

It is the duty of the Code Committee to be alert for evidence of

negligence or indifference on the paI.t Of Regional Comittees・ Upon indica掠on of

my such condi七ion' the Code Co皿ittee should ins七ruct such Region轡l Code Cormi七一

tees to reporもas to the reasons therefor and to investiga七e any utter as may

Seem PrOPer Pertaining to violation of the provisiozIS Of the Code.

工t is the duty of the Code Comittee to maintain direct and inti_

mate contact at Washington with the NRA; the Secur航es and Exchange Oormission'

amd the Post Office Department・ for the purpose of mtual cooperation.

In any of the above recomendations wherein Regional Cormittees
are ins七ructed七o invite infoma掠on from other agencies it is i叩ortant to re-

孤emer that such I.elationship sho巾d be mtual.工nfomation and cooperation

Sho血d・ in tum・ be given i9 Such agencies ini return for∴Such help as they may

give.　This sllOuld be pointed out to Regio11al Comittees.

王圭土

壁哩理逃し墜製聖堂工塑造

1.壇ocequre for Ha如lin貧T車e P畢Ctice Co耽Iai坤・

(a) This procedrre has now been completed and approved by弛e NRA,

and mst serve as七he basis for∴all fomal co坤laint prooedure.

(b) copies of this procedure的ve been∴Sen吊O all Regional

Comi持eemen‘ who should be instmcted to study it and follow caI‘efully its re-

quiremen七s.

(c) Release of '一Proced岬e for Handling Trade Practice Co呼laintal'

Shou|d be made the basis of a national news stoI‘y.
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2. The gene拘l pri章ICiple in handling of co喝lain七s should be that

Outlined in the letter of the Managing Director to all Regional Code OoⅢnittees,

da.もed Septe重心er 24, 19塊, na鵬ly,七hat non-cOxpliance resl|1七ing fronl a lack of

PrOPer understanding of七he Code wiもh no wi11ful intent to violate, Should be

dealt with in a corrective and helpful mameI. rather than in a punitive spiI‘i七;

While cases of willful disregard of Oode provisions shoutd be孤ade the slibject of

p皿i七ive a〇七王on.

Complain七s, whether involving regis七ered or non-registered dealers,

Should be h劃dled, SO far as possible. on an informah basis and settled whenever

POSSible ¥xpOn an adjustment of the complaint and a written assuranee from the

respondent of futuI‘e COxpliance, eXCePt when such complaints involve violations of

federれl or sもa七e l鼠ws.

Where violation is dre to lack of unders七anding with no apparen七wilL

ful intent, the pr。CeSS Should t)e COrreCtive and helpful, rather than punitive.

Where violation is willful, Regional Committees∴Should proceed to

establish facts under w虹ch punitive or disciplinary action may be taken by the

Code Co脚ittee or by七he N孤, following the procechlre Set lxp in IIprocedure for

Handling Trade Practice CoI呼1aintsIl.

3. Under such 3=)I‘Ocedure all coxplaints shall be investigated and if

POSSib1e adjusted t)y the Regional CoⅢmi七tee.エn this process of investigation by

七he Regional Comi七tees. Hfa_唾管主、亘へj±又捜_畦_垂畦ation of federa工0r State

laws this shoul酬畦捷堅剛垂瓦銭..

4. mlere nO disposition as atove can be effec七ed, PrOCeedings should

be followed throuかfomally as pl‘OVided in lIProced.uI‘e for Handling Trade Prac七ice

Complain七s牛

5. Where circunstances necessitate and where available, Better Busi-

ness Bureaus, Chambers of Oo四皿erCe, Or Other∴8i血l靴agencie3, ny be ca工1ed lJ.POn

for purposes of inves七igation.

___〇〇〇〇〇 〇〇_○○

No七hlng herein recomended incurs additional expense轍cept the last

item, na皿ely, expenSe Of inves七igations. Some of these independent agencies pro‥

Vide effective皿edia for inves七iga七ion when necessi七y therefor∴租I‘ises. The exte〕二七

もo which their se|.Vices Imy be utilized mst lElrgely depend upon the amount which

it may be possible to con七ribu七e toward their suppor七.

It ha§ been our effort to sugges七the e呼loyment only of exis七ing

agencies to the utmost of their eま●ficiency and availability. Many of仇em are

slxpPOrted by us as七aJCPayerS. Ali of the coopera掠on herein suggested is in line

With the nomal functions of these agenciesl and carrie8 Out Our duty to take into

COnsideration七he item of expense in these trying time害.

鼠espec彊ully s「心血七七ed,

(Sigred) AR捌UR G. DAVIS

F珊c工S F. PA田口0榔

S棚田1 0.日工C玉

F弧Ⅸ:五. SC貰瑚珊Y

F弧C工S A. BO京間班主

Chai r狐an
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