


'D. DIVISION OF CORPORATION FIMANCE

Summagz

* This is the "full disclosure” division of the Cormission.

This Division reviews registration statements for public
offerings, periodic filings, tender offers and proxies of

public companies. Tha Small Business 0Office is included'iﬁ_ L

this Division.

A staff of 265 performs these functions, not including 117
"Reports and Information™ eclerical personnel detailed to

this Bivision who recelve the filings, check them for form
and completeness and put them in the computer. This Divisicn
costs $10.1 FY 80 in Washington, $4.0 in the’Regicnal Offices
for g total of $14.1. Ihe Division Director is Ed Greene,
.an E5 3. :

Recommendatlons- “(Ho leglslatlnn required)

1. Permit all reglstratlﬂns Df publlcally ‘traded
companies to become automatically effective 20 days after
flllng - 8pot-check 5% of periedic fllxngs and prcxles,

review lnltlal rEgistratlans af campanxes on a sampllng basis.

2- Have a 51x—mﬂnth mﬂratnrlum ‘on Tules.

3. Utilize the perécnnel thus made available to
CGFpletE 1ntEgrat1ﬂn and rev1ew'rules in fupnctional unlts.

4.. Seek to fhc111tate rather than partlcipate in
capital information, Stepg in this direction include ralsing
erxemption limits and relax1ng prlvate placement restrictions
for small business, :

5" Coordinate ﬁlth other Divisions so that theré is a

.CDmm1531Gn~WidE perception of the degree to which deregulatlan

o~

is prcceedlng 1n each Dlvision .~

[

“. " The new-ﬂhazrran should apﬂﬂlnt Divisfen Directors
and some Assac1ate Directnrs by internal transfer.

7. Persommel reductlnn from attrition is 25% p.a.,

which should be offset by 57 new hirings. Ia the industry- type

o

review branches, two branches raview the same industries. Thesa

will be combined, resulting in 6 rather than 12 branch chiefs,

L

Budget Projection for Personnel¥*:

FY 81 S Fy 82 - FY 83

Foaitions Cost Positions Cost Poslitiona Cost

239 ¥/, 752 201 $6, 546 186 v6,046

*Dolilar Figures given in thousands,
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Mission

The activities fo this Division are directed toward,
providing investors which financial aod management information
about companies that seek to raise money through public offer- K
ings of their securities, s¢ that the investor may reach an
informed decision. The method selccted by the Cnnmﬁssidﬁ to
achieve this goal has been by developing requirements for
the form and content of financial statements and detailed

corporate Lnformation.

Qrpanization and Key Personnel

This Division, as shown in the organization echart in the
Appendix has three branches, The largest by far is the. .
Disclosure QOperations Branch, which is divided into 12 groups,
each devoted to two or three industry types. About B0% of
the Washington based personnel are in this Er;nch. which re-
views the filings. The second branch is the rulemaking
branch whieh also includes éorparate responsibility. The
Division considers about 20% of its workload te be in the
rulemaking area. The third branch is Small Business Policy,
but in faect includes international corperate finance along
with Small Business, and the Chief Accountants Qffice is
put here for ovrganizational purposes. The Division Diregtpr i
is Ed Greene, an ES 5, Deputy Director Lee Spencer, and
Associate Directors William Weod, John Schinkle, and Mary L
Beach, all ES 4's are in this Division., e

Discusaion

Pricr to the 1933 Act, whatever disclosure was made and

its reliability was & functilon of the requirements made by



these filings, together with other information they assemble
and reach the conclusions upon which they are othexs act.
The Commission, along with other subscribers, contracts with.
Disclosure Inc. which computerizes and breaks down the periodie
filings for quick review, .Abbreviated review has been fpund
sufficient except for tender offers and proxies. Some filings
are not reviewed and some registrations now become effective
automatically. The practice should be ?nntiﬁued and expanded,
so that 175 professionals are no longer requiraed to perform
this task. It has been concluded that detailed review 1Is not
vital to fulfilling the Commission's responsibility. The
existance of these filings in a central repository may serve
the purpase.

In the Appendix to this section is a listing of the major
initiatives 3EC. These items for this division are:

1. Rulémakiﬁs

{a) = Integration’

The Division is striving to make all the financial
filings required to be based upon the same financial infor-
mation, calculated in an identical manner, to eliminate the
necessity of different accounting methods For ﬁifferent SEC
filings.

(b}  Sunset Review

The Division is reviewing all its existing Rules to
determine their continuing appropriateness, with an eye to

simplification and reduction of the regulatory burden.

L.



2, Selective Review

The Division is seekirng to determine whether and to what
extent selective review will increase productivity and maintain

the levels of disclosure required.

3. Corporate Governance

The Cormission has long had an interest in Cnrpnraﬁ;
Governance and Accountability. The composition of Boards
of Directors and the extent to.which the voice of the.share-
holders is being heard has been of great interest. The
increasingly widespread trend toward an independent aundit
comnittee on boards of public companies has been lauded by
the Commission. It now appears {(Chairman Williams's testi-
mony) that the Commissionr will not seek tnlimpnse rulas-abﬂut

the make-up of Boards of Directors. This entire area appears to
hawe no statutery basis for SEC actionm.

4. Small Business

The Division has taken several steps to make it easier
for small business to raise capital than for big business,
By classifications A, B, and C which refer to size[ it pro-
poses to impose differeat lewvels of disclosure, Rule 242
is a type of "private placement'" without limit on subscribers
or sophisticacion required of them, The 1imit;is 52 million
in a six-month period. The maximus amount on Reg A's has .
been taised to $1.5 million,: |
Optiong

1. With regard to registration statements and periodie
filings, in effect register the offeror rather than the

offering, and require adequate disclosure about the company

- Y



in an 'evergreen' prospectus. This document, updated ta re-
flect changes, together with the company's annual report and
proxy statements, filed with, but net reviewed by, the 5EC
wlll provide availability of the information to investors,
and togehter with the fraud provisions will serve to protect
investors, ‘

2. Continue to reguire that the present filings be made,
perhaps in a more simplified form, but rathexr than reviewing
them, make the SEC the central repository of information
about public companies, permitting private sector amalysts
toe raview such filings as they choose,

3. Simplify and complete the imtegration of the present
filings, but only review those filings of companies that are
not acti#&ly tradeé, on the theory that the marker will
reflect the information contained in the statements of those
companies that are actively traded,

4, Rely on the existing contract computer services to
indicate, by the ratiocs there develeped, those filings which

should be reviswed, and just file the rest. ]

N
5. Encourage the SRO's and associations to strengthen-} ‘ﬁ h%
: : f]
. Lo ey
their disciplinazy rules and the education and training re- ?-ﬁiﬁ:f’
h - e
LT T
- :

quirements for 1iceﬁsed brokers.
5. Instead of regulating mmicipals and IDE's lock -
carefully to their récord. These securities are unregistered
and make no filings with the SEC, but tha liabilicy imposed
upon the principals, accountants, attorneys and underwriter

demonstrate that the protection afforded by the SEC is not



the investing commnity, There were instances when the com-
pleteness and accuracy of the facts was less than réquired

to make an informed decisiou, and cases of outright fraud.
The Faderal Trade Commission hearings concluded early om that
mgndatory full and fair diseclosure by thoss seeking to

raise capital form the public would help prevent a recurrence
of the '29 Crash. .

The statutes which govern the activities of this Division
drea: |

The Securities Act of 1933

The Exchange Act of 1934

The Trust Indenture Act of 193%

The '75 Avendments ot the Securities Laws (minor effgct}

The Small Business Incentive Act (P.L, 96-477)

The Regulatory Flexibility Act

The Corporate Finance Division's statutory mission under
the Seeurities Act of 1933 isl”tﬂ provide full and fair
disclosure fo the character of securities snl&..",; under the
Securities and Exchange Act of 34 which created the Coummission
to require that registered companies '"file (periodic reports)
with-the Commission in accordance with such rules and regula-

tions as the Commission may prescribe as necessary or appra-

o —

priate for rthe proper protection of investors..." and, under

‘the Trust Indenture Act of 1939; similar filings ave required

in regard to bonds together with qualifications for Trustees,
These Act? axempt various securities and various

transactions, and provide for the imposition of civil and

[



and criminal penalties upon all parties for omissien of
material facts, misteading and fraudulent statements.

The '75 Amendments strengthened the Commission's power
to regulate the securities industry, with only minor effects
to this division.

The Regulatery Flexibility Act enables lessened reqﬁire-
ments imposed upon small business, and together with the
Srall Business Incentives Act, promises to aid capitﬁi
formation for small business...

The Commission has throughout its history continually
required additional disclosure in wider areas and in gre;ter
detail.

Its rulemaking has been such that qualifying for an’
exemptiﬁn may be more burdensome and costly than filing a
registration. The Divisicn has taken several prdgressive
steps toward deregulation, but the result is a ragulator's
idaa of deregulacion.

Its policy is tq go step-by-step, make rules as it
ZOES alcng,.and when it is satisfied that there are no ill
effects from its policies, teo take the next step.

This division is also reviewing its exiscring rules to
determine theilr continuing appropriateness, and changing

—_——— = -

them, through the process whers it seems possible.

Reevaluating SEC regulations which may impact upon
capital formation is most useful. Whether the SEC should
insert itself inte this question by such means as hosting a

$750,000 conference may be questionable., The Small Business



Administration is particularl? aware of these problems and
rhe Commission can assist the SBA by providing its insi _hts
which should not duplicate the SBA's own work. The Appendix
to this section lists initiatives in the areas of capital
formation and corperate disclosure presently being conducted
by this Divisien, |

The Small Business Act P.L. 96-477 may have salufary
effects. The purported simplication and raticnalization of
the private foerings under Rules 144 and 146, ete., are not
particularly "small business' matters In the governmental
sense of that term, The present state of these Rules cause
confusion, and the presumption of intent as judged by sub-
sequent actions makes the problem worse, The restriction
of sale-of these securities is a deterrent to an outside
investor.

Most of these private cfferings tend to be of a much
more sophisticated mature and should remain within the SEC,
but can be generalized rather than fragmentéd as they now are.

Whether complete vewview and evaluation of every filing
received is a productive use of resources is a fundamental
question already resolved by the Division in the negative.

The Advisory Committee cn Corporate Disclosure which
met in 1977 coneluded that . the TefficiEnt?mafket" hypothesis
did not negate the nesd for madatory disclosure. Although
SEC filings are not necessarily a source for new information,
thae filings may assure reliability and accessibilicy. Non-

government analysts and portfolio managers review thase
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necessarily the only wviable method of assuring investor pro- ’

tection, if ather methods of assuring disclosure and riSk.ﬁrﬂ

utilized,

Policy Iszsues

The basic issues confronting this Division are:

1. Whether the present tules efficiently p;nvide tﬁe
"full and fair™ discleosure statutorily regquired?

2. Whether investor protection is provided by the exist-
ance of the disclosure documents filed in a central repository
and publically available or by the review of these documents
by this Division? |

Under these twoe major policy issues, several subissues
arise:

ia; While desecribing itself as being in a "deregulatory

mode, "’

is deregulation p?ﬂceeding quickly enough?

ib. Can greater intergration of filings be made without
harm te the interests being protected?

le. Do the wmethods of 'exsmption' from regulatiom -
amount to merely a somewhat simplified registration process,
and i£f so should that be the preferred method?

1d. Is classification a satisfactory methed of deregu-
lation?

le. Can the private. placement Rules he‘madeﬁbfe effective - -
vehicles for capital formation?

2. BShould the issue of corpﬁrate.guvarnance be pursued
by the SEC?

3. To what extent should small business be regulated,

and by what method by the SEC - or should it be exempt?

T .. A7



4. Should more municipals, and certain IDB's be

registered?

Eecommendations:

1. The Transition team believes chat the objertives it
seeks can be achieved withourt legislation,
2. TFull and fair discleosure must be made and oust be

accessible to the investing community in eorder to retain the
confidence of investors. \
3. Full and fiir diselosure can be made by corporations
seeking to vaise funds without the review and anﬁlysis of the
Corporate Finance Division of the SEC.
Those seeking comment should be able to get informed

answers, but otherwise registrations can become effective 20

days afrer they become available teo the publie through PR
T e

£
FLEHEN _:I- '\II- /.{a l:..r_,1..-1.-""='J}-"-I 'f";'ii.:f L o

filing with the SEC. o o

SIS P
-

L. A six-wouth moratorium om rules will permit con- 7 -

e

e ——

centrated review of present rules by function, and a resulting
integration and simplification which will reduce the burden
upon the regulated corporations.

5. The Division should seek to facilitate rather than
participate in capital formation by the simpliﬁication and
resulting cost savings to the issuer,

6. The Divisions should ecordinate thei{r deregulatory =--- --
efforts.and utilize methods throughout that have been found
effacrive in some divisioms.

7. The Division should be able to develop a genuinely

deregulatory mind set, 1if led by a Director so inclined,

ke L )
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E., CORPORATE RECGULATION

Summagz

This is the smallest Division of the Covmission, and has two
unrelated functions. Regulation of certain publlﬂ utility -
holding companies is the primary fumction actually performed
in this Divisien, its Bankruptey function being undertaken
in venjunetion with the General Counsal's Office.

A staff of 41 performs these functions. This Division - -cost
$1,379 in FY 80, : :

The Division Director is Aaron Levy, an ES 4, soon to retire.

Recomrendations: (No legislation required) . T

1. Utilize Exemptlcns and rule-making authority to
exerpt 13 of the 14 companies this Division regulates from
the Publlc Utllities Hnldlng Company Act.

2. lelt the bankruptcy 1nterventions to cnurt IEquEStS.-m.
3. Have those pending bankruptcy marters continue to.
be handled in the General Ccunsel's Office. - .

4. Phase out the Dlulslﬂn ovar FY 81.

Budget Projections For Corpnrﬁte Regulation®:

FY 31 - . FY 82 " FY 83
Positions Cost  Positions Cost Positiens Cost

21 - $608 0- - =0-  .-0- -0-

*Dollar Figures all given in thousands.



Mission : B

The primary wmission of this Division is to oversee -
the aperations QE cerrain gas and Electric.hclding com-
panies and pass on the merits of their public offerings, - -
Another unrelated mission pf rhis Division is to raise
such issues as it deens will pr.tect the public investors
in bankruptcy Erocéedings of public companies.
This is the smallest Divisiﬂn of the Commission,
and has two unrelated functions., Regulation of certain
public urility holding ccmpéniea is the primary funcctlon
actually performed in this Division, its bankruptoy
function being undertzken in conjunction with the

Ceneral Counsel's Office.

This Division's szctivities are authorized by two -

statuctes:

1. The Public Utility Holding Company Act: (¥ which

was designed to: _ _ -

1

a
—_——

A, Limit electric and gas operations té?physically
integrated and ccordinated properties,

B. Simplify their complex ceorporate and capital

structures and eliminate any.unfair . distribution--—:i-. - -

voting power, o

C. Require that issuance and sale of securities

by holding companies and their subsidiaries (un-

less exempt as an issue by the state of incorpor-

ation of the issver) shall be reasonably adapted

te the security structure and earning power of the

issuer and nacessary to the efficient operation

of the issuer's Pusiness and that the consideration

recelved and fees paid shall be fair and the terms
_and conditiens of the sale shall not be detrimental

te investors, consumers, and the publiec.

* 15 UsC §79 at. seq.



Pursvant to this Aect, the Commission has rulemaking
anthority. The SEC %aséés on the suitability of publie.
offerings by the regulated companies and determines the
merits of the securities being offered. {This is in addition
to the registration and periodic filing requirements ot othef
-public companies, ) |

2. The Yew Bankruptey Act:*

Tmder §1109 (a) the éammissiﬂn may raise and he

heard on any iszsue In a proceeding undar new

Chapter 11. The SEC may not initiater an appeal,

and has no rulemaking authoriky.

Organization and Key Personnel

The Branch of Publis Utility Regulatieon, through its
Branch Chief, and the Branch of Reorganization, through its
Branch Chief veport to the Associate Dirvector who reports
to LheiDirectar, Directly reporting te the Director are
the O0ffice of Chief Counsel and the Office of Engineering.
(See Qrganizatisn chart in appendix.)

Budget . ' .

The 1980 fiscal yea¥ budget for the Public Utility
Helding Company regulation was $805,000. This figure is up
$28,000 in the estimate for fiscal year 1981; Sal;ries.fﬂr_
the 21 staffers employed in this functiom account for §615,000
of this amount. Budget figﬁras for eleven staffers in the
bankruptey function are included in the General Counsel
budget figureg. UVore detailéd budget figures will be included
iﬁ final report.

Congress found a necessity for special regulation of

pubiic utility holding companies in the 1920's as a resullt

% 11 USG § L1101 or, seq,




companies which were tighly leveraged hraugh complex
systems of subsidiaries, The catalogue of abuses included
securities issves on fictitious assets, paper profits from ... (iur
inter-compény transactions, excessiva charges to certain
subsidiaries, The corporate structures had no busineg;
purpose, the committee concluded but te permit cantrn}-"
through disproportionaktely small investment at the tﬂ?;

"When abuses 'of {this) character becowme persistent
~and wide-spread the holding company becnme; an agéﬁﬁy which, -
unless regulated, becowes injurious to inveétcrs, CONSUmer s
and the general pﬂblic:" Congress found, and passed the
Public Utilities Holding Company Act of 1935,

It was determined that Federal Regulation necessary_since
'the holding company was not itself a utility and was not
subject to regulation as a utility. In many instances the
gperating c¢ompanies were iﬁterstate in nature and thus -
outside state regulation, |

It is intefestiﬁg to note that in the hea%ings before
the Federal Trade Commission that preceeded the passage
of this Act, it was contemplated that alil uti&ities over

,—-
which the Federal government could assume jurisdiction

woitld be iﬂciuded: The telephone company qa% not included

as a result of the [Aformatida deviloped during the Hgarings |
because itg practicés did not warrang such additional -

scrutiny and its public offerings passed muster., Now

5@ years later, some 14 companies sre regulated under

this AccE,



The Commissien has become invelved with fuel filings
where both the buyi&g and selling subsidiaries are ;ct
clagsed as utilities, requiring a new area of Expertise..
(Where both sides are utilities the transactions are ‘ ;.

subject to regulation by FERC.)

Thiszs division describes itself as being in a deregulatory
mode, and under-its rule making power under the PUHCA has
recently promilgatad certain rulas to that end.

Hew Rule 14 éXEmPES the construction and operation of
joint facilities, undertaken as a joint venture, from
making the venturer fall under the definition of holding
company, and rhus regulated under the PUHCA; and Rule 15

confirms that if another body is regulating an acquisition,

the FERC has jurisdiction.

‘Rule 16 exempks companies that seek to explore and
transport natural gas aﬁd synfuels: and.fnrm;a subsidiary
for that purpoée; from being considered halqiﬁg companies,

Frospectively, the Division plans exempzions énd an
accommodation with the FERC under the Energy Security
Act. If the SEC will provide an ExEmPtiDﬁ, then the FERC

can exemplt certain small producers for cogeneration.

In the bankruptcy aspect, the General Counsel's Office

now screens the Districkt Court reports for bankrupteies it

can become involwed in. In some instances, the Court

requests the Commission's expertise on Issues relating



As utilities, affected with the publie interest,
the operating companies muskt also be regulated for rate-
making purposes: Although State attempts to régulate
the operating uaits of the holding companies failed in
the "20's, all states now have regulatory commissions, |
and those gas and electric utilities not regulated by .
the states are vegulated by the FERC.

Largely because of the fuel crises, the SEC has become
involved with campiex fuel filingé, ordinarnily the~prﬁuince
of the FERC. There have also been regquests for EPA
Environmental Impact statements In counection with some
of the filings.

| The holding COmpanies; formex "bad guys™ have gone
through successive genevations DE managers, Only a handful
remain to be régulated. - | -

In the area of bankruptey proceedings, it was

the practice of the Commission under the old bankruptey act
to intervenme in proceedings inyolvingllarge public com-
panies. Ia its_role'as'aﬁltﬁé many Chapter XI's became
Chapter X's on the theory thae the publie inv#stors-were
better served by dissolutién than reurganizatgpn. Additional
time (and money) was required and the outcome often delayed. .

There are still some cases pending in which the SEC-- ‘
_is involved under the old Bankruptey ﬁct;

Under the new Bankruptey Act, the Cormission's. role
iz more limited; The Commissfon is now seeking a legal

publication service that will provide it with informatica



about all bankvuptey procredings throughout the country,
so that it may raise issues in those proceedings.
Options

This Division was created out of the Investment
Management Division and made an unsuitable marriage
Qith Bankruptey., The Director of this Diviéion.is about to
retire. thicns which may be consicered include:

1. The structure of the Commission can be changed
to eliminate this divisiﬂn: ‘Those who are involved with
PUHCA mateers can be folded back into Investment Hanégement.
and the Bankruptey personnel can be included in the GCeneral
Counsel's Office where a majority of these matters age now
handled. |

2. Maintaining the Division; with the Bankruptcy
proceedings in General Counsel’'s Office until the regu-
lated companlies can be exempfed from the Act through the
rulemaking process by broadly construing the provisions
of Section 3, provided the holding company rem;ins regulated.

under othexr SEC'statuteéland thé'bperating companias re-

. ' o
mained regulated by FERC or state rggulatorypgamm1551ons.

~

These exemptions are to be broadly construed, Congress

has indicated that it is the duty of the Cemmission, to exsmot __

— emmm = = = —m aT——- -——

any company which it finds tae fall in one of the five
categories specified in Sectiﬂn'S,.tﬁ.thé-ektéﬁf-fhat
such exemption is not detrimental te the public interest or

the interest of investors or consumers,



1

3. Seeking repeal of the PUHCA, provided the companies
it regulates remain regulated as above, and disbanding the
Division as soon as possible.

4. Establishing a Commission policy that it will inter- =
vene in the bhankruptcy proceedings of any publie company for
the sake of establishing legal preceadents under the new-
Bankruptey Act.

5. Establishing a Commission policy tﬂat it will ba
heard on issués ﬂnlf when asked to come into the proceeding

by the presiding Court,

Recormendations

Adopt Option two discussed above.






'I'Jffuf ID? appraxlmately IDZ qf the SEE hedauarters persnnnel

- :Recnmmendatlnns o _'ff'“

‘"rlhlﬁct Study and promptly deregulate

F. DIVISION OF INVESTMENT MANAGEMENT

Suﬁmagz
This division is responsible for the regulation an&i.;;
inépection of investment advisers managing assets nver'%f'
©$200 billion aﬁd investment companies managiﬁg asset;
_over $90 bllllon The staff lncludlng both aceountant-
analysts and attcrneys review the required disclesure dncumént?!
The lelSLﬂn also has respun51h111ty for 1ssu1ng 1nterpretat1v& “
and "nu actlon” lett&rs as well as prﬂcessing anpllcatlmns |
fbr IEglstratlon of 1nvestmﬂnt advlsers ' ' |
Prlmary responsibllity for in-depth 1n5pectiﬂn5 is
;'_aﬁaigned to the regianal folces with the division pravldlng
'rasaistance and tevhnlcal support h staff of 105 was'

engagad in perfnrmlng these fﬁn:tlons in fiscal 19280,

-:The SEE budget estlmate fnr fiscaT 1981 prajects a staff

; - ‘1.- Excellerate the Investment Cumpany Act Study,
=Investm3nt Company Disclosure Study, and Investment ﬁdvisurs

_,:?**1i23i Reduce tha.staff by ellmlnatlng:unnecessary
5"cantrals ovar'thls companies. e

. 3. Lessen the staff's role in enfurcemEnt actcions
.. for the rvasons discussed in section on the Division of
Enfcrcement .

§E§get Pralgctiﬂns for Division Personnel#

FY 1981 : FY 1482 FY 1983
Posirions Costrs Pozitions Costs Pozitions - Costs
157 <,708 126  $4,166 I0L%*  $3,333 .

*AT1 dollar figures %iven fn thousands. o
¥*Not more theon 530 at eadquar_ers o _ : i

B TT . 58 A



The Division of Investment Managemént is primarily
concerned with the administration of the Investment
fompany Act of 1940 and the Investmeat Advisors Act of 1940.

Under the Investment Company Act, companies engaged
primarily in the business of investing, reinvesting and
trading in securities, and whose own securities are offered
and sold to and held by thé investing publie, are required
to register with the SEC and are subject to certain pro-
hibitions. TFor instance, transactions hetween investment'

companies and their directors, officers or affiliated

companies or persons are prohibited unless approved by the 5EC.

Under the Investment Advisors Acc, persons or firms
who engage for compensation in the business of advising others
about their securities transactions are required to register
with the SEC and conform théir activities to certain standards.
For example, an investment advisor's regisféation may be
revoked for fraudulent or deceptive acts and practices, as
defined by rules adopted by the SEC pursuant’ to the Iovest-

ment Advizors Act.



Securities of investrment comganies are required to
be registeraed under the Securicies Act of 1933, The
Divizsion is charged with the responsibility for processing
these registration statements,

Organization and ¥ey Personnel

The Division is headed by a Director who overEEE§ the
_activities of five main Offices:

Chief Counsel ‘

Investment Company Regulation

Disclosure Policy and Review

Compliance and Insurance Products

Investment Adviser Regulation
Each Dffice, with the exception of Chief Counszel, 1is
headed by an Assistant Director who i1s directly requnsible
for the activities of the Office. The total number of
persennel asgigned to the Division is approximacely 109,
exclusive of personnel in the Regional Offices who are
primarily involved in field inspeections of investment
companies and advisers.
Budget

The gperating budget for the Division in fiscal year

1931 is $7,136,000.00. This represents an increase of
$673,800 over fiscal year 1980.

Discussion - Policy Issues

The Division_c¢laims to be in a dereguiatory mode. In
furtherance thereof, the Divisicen is engaged in three prin-
cipal Qtuﬁies, diécussed below, the alleged goals Qf which
atre to simplify the rules affecting, and reduce the regulatery

burdens placed upon investment companies and adviszers.



The Division appears to have more staff members than necessary
to accomplish its mission, as evidenced, in part, by the
number of full-time petrscnnel assigned to studies. -

1. Investment Company Act Study

This study was commenced in 1978, and there are
presently 5 employees of the Division working om it
exclusively. .It is estimated that th? study will remain .
in progress for approximately 2 to 3 more years.

As a result of the work of the study group to date,
the SEC has proposed or adopted approximately 25 rules
and amendments to rules regarding such matters as
transactions with affiliated persons, investment
advisory contracts, and routinely granted applications.
For example, a recently adopted rule which apparently
developed from the study concemms the processing of
post-effective amendments to investment company registration
statements., Under the rule, post-effective amendments
become effective either immediately ypon filing or
within a short time thereafter, depending upen their
nature.

2. Tdvestment Company Disclosure Study’

There are 3 Division employees presently engaged
fuil-time on this study, which iz estimated to also
require 2 to 3 moxre years before completion. Thig study
entails an examination of the disclesure requirewents
imposed on investment companies by the Securities

Act of 1933 and the Investment Company act of 1340, ;



with a view to reducing duplicative and unnecessary

requirements,

3. TInveztment Advisers Act Study

The SEC has determined a need to reevaluate its
Tegulatory program under the Investment Adviserss
Act 1in view of the increasing volume of services
provided by investmenr advisers. The CEfice of Investment
Adviser Regulation, which was established within the
Division in December, 1978, is conducting a study te
datermine what changes, if any, are rgquired with
respect to the regulatory program affecting investment
advisers, There are presently 5 Division en@lof&eﬂ
worklng full-time on the study, which also is estimated
to require Z to 3 more years before cempletlnn.

4. HMoney Market Funds

The bivision is quite interested in money market
funds, particularly in view of their recent growth
and proliferation, & rule was recently adopted requiring
' the inclusion in the prospectuses of money market
funds of a vield figure computed according to a
standafdized’method. Alsa, the Divisiﬂh would 1ike
te enhance its field inspections of money market funds.

5. Enforcement ' - -

The Division is intimately involved in enforce-
ment since it makes recommendatiocns to the Enforcemsnt
Division of the SEC based upon field inspections of

investment companies and investment advisers. But the



Division does not activaly participate in the marshalling
of evidence once a2 recommendztion has been made,

The Division feels that its mission would be
enhanced if it had respounsibility for enforcement =

actlons under the Investwenc Company Act and Investment

Advisers Ack.

" Recommendations

1, Excellerate the Investmant Cﬂmpany.ﬂet Study,
Investment Company Disclosure Study, ;nd Investment
Advisors Act Study and promptly deregulate.

2. FReduce the staff by eliminating unnecessary
controls over this companies. '

3. Llessen the staff's rele in enforcement actions

for the reasons discussed in section on the Division

of Enfoarcement,
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Mission

Provision of staktistical and economic information tao
the Commission pertinent to monitoring of Cemmission rule -
change activicies.

Organization and Key Personnel

The organization is divided into an office of the director,
a small number of advisers, and branches assigned responsi-
bhility for broker/dealer analysis, corperation finance
activities and statistical functions.

A director, two assistant directors and appropriate
branch chiefs,
Budget

Tetal program costs, as reflected in the SEC's budger
estimate for fiscal 1981 are 51,498,000.00 compared to
$1,371,000.00 in fiscal year 1980 and $1,282,000 in fiscal
year 1979,

Discussion.

The Pirectorate has goﬁe through a number of organizational
chaﬁges in recent years. 1Its current emphasis is_on the pro-
duction of monitoring studies which track developments
following rule changes generally proposed an& sponsored

by divisions with "line" responsibility, These studies

provide useful information to other divisions, commissiconers,

and upon cccasion, the general public. At a time of increased

emphasis on regulatory cost-benefit analysis throughéut

1

governmﬂnt,'hﬂwever, the Direectorate's total input into and

-



1mpact upﬂﬂ poelieymaking at the Cnmm;ssion 15 meager.

— o —— -

S -

Pollcy analy51s and/or advice 1s rarely glJEﬂ at early
stages of major policy imitiatives, nor is cogent analysis .__‘
directed toward the broader, economic implications of those
basic Commmissicon activities identified Ey such critics as
Kripke, Benston znd Stigler, as costly and not beneficial
to the securities investor.

The current standing nf the directﬂralte permits it
to acecemodate the Comhission's pasture of incremental
change, both with regard to policy impact and staff size.
Small marginal policy changes have been adopted In recent
years with regard to small business vegistration and reporting
release, Investment management company dersgulation, coptions
market activitieg, and national market system development,
These changes have been slow to develop, and have not been
sweeping in scope. Monitoring programs can be and are being
implemented by the directorate to study the impact of the
changes. |

As months and vears pass, information from the monitoring
studies can be transmitted te other divisions and to the
Commission to serve as one input inte the decision making
apparatus which may or may not elicit futhier change. Ciwven
the current modest mission of the Directorate, it is aover-
staffed, and as with a number of othexr offices/divisions at

the Commission such as. the 0GC, it has snubht to find wnrk

Jfor its personnel. For example, the Direciorate has racently



published for pablic cmmmems i request asking for advice

on ho.r it might espemd its statistical program efforts.

The Directeorate for yemars has devoted a considerahble volume -
of rescurces to the callectlon and ﬁublitatinn of data of
Clittle use to imdividuzls inside or outside the Commission.
Any additional resources directed te the pravisién cf more
statistical informacion to the public, in light of the
excellent data currently prﬁvidad by such 'securiti&s
crganizarions as the 5IA, would be misdiractad.

Alsa, with regard to the current modest pniszion of
monitoring incremental rule changes, the Directorate has
little need of the large group of G3-11 to GE-13 economists
on staff who function with littlel independence of action
and with little need of professional skills other than those
of data base management. Compared with economists at many
other agencies, the professicnal staff of the Directorate
is engaged more in clerical functions than in high level
analytical problém sniving functions. There are three GS-45
economist advisers on the staff. Because there is litcle
in the way of major policy involvement, there is littl need
for the three high level adviser positions. Two of the
advizsers, in faect are currently on derail elsewhere in the
federal government because of an absence of a need for their
services at the Tommszion. Thus, staff reduction hoth wich
regard to size azod amerage G5 rating could be effected
throughout the firertosate, with no adverse impact on
accomplishirent of flne owerentt mission of minor rule change

monitoriog.



There is an agltermative role which cthe Directorate
could play in a Commission with a2 goal of more sweeping de-
regulatory changes. That is, if the Commission were to move
to cut back substantially the aggregate number of rules and
repulations written almost entirely by attorneys, e Iroup .
which could logically best assumz a stronger policy
rnlaln a cost efficient regulatory environtsent would be the
economists. The economists would have te shift from a
basically passive mﬂnitaring posture to an active role in
the selection and recommendaticn of major rules which could
be terzinated or substantially altered. The new environment
would require major changes in staffing requirements,
directed towards enhancing rhe economists' competence
level rather than enhancing staff size. The Director and
Deputy Director for example should be nationally known
economists with the professional starure to interact directly
with the Chairman and Covmissicners on new major policy
initiatiﬁes and with the flexibility to work with represen-
tatives from the attormey divisions. In place of a permanent
staff of G3-15 bureaucrata, the Directorvate should adopt the
personnel strategy of the 0ffice of the Chief Accountant
which has at any time 4-5 policy fellows from the vast
private sector organizations on leave for a twp year period.
The CAQ with this policy i3 zble to enlist the assistance of

outstanding expertise for a period penerally long enough



for the employee to make a solid contriburtion and without
thea pefsnnnei stritgs which keep the employee on leong after
his contribution has ended. As with the CAQ, the economist
policy fellows could be attracted from the priwvate sector
or from academia. Their professional reputation would do
much fLo enhance the Directorate's credibility as an oY gan-
ization capable of originating and carrying out major
deregulatory initiatives.
The monitoring function could be carried out under the
new pro-active structure as it 1s mow. The number of permanent
advisors and statistical helpers could in either case be
substantially reduced so that the Directorate would Dﬁerate
effectively with 2 smaller staff size,
Optionsg
1. Change the mission of the Directorate to make it a
mere active vital force in fosterfng major deregulatien at
the SEC. Persenmel changes would be required throughout
the upper lewvels of the Directorate with regard to the
Dizectorate's management and high level policy personnel
Staff cuts could be enacted with adviser and statistiecal
positions, Average G5 level may rise however with the hiring
of policy fellows from private sectors and academia.
2. Xeep same mission Directorate has of monitoring
minor rule changes. Manmagement nszed nnf be changed alchough
cuts of advisers and statistical personnel should be enacred.

Average G5 rating should drop as more senior economists, who



L)

do not fumection as economists but as data base managers
leave the organization.

Recﬂmmendation_

Sclece Option 1,






'_ufflce

" H. OFFICE OF THE CHIEF AGCOUNTANT

: Summa¥

The O0ffice is primarily concgrnéd with the development f
of acc?unting policies with respect to tﬁe numerous federal ;123
jsecurities'stétutes administefed by the Commission. .in
additian the Office is involved in the execution of the

Comm1551on 5 accﬂuntlng pr1nc1ples and procedures-.: A staff

of 25 is amployed to fulflll the various functions of the

" Recommendations . 3fﬁ?ii{;}f:3'-'
- 1. Place greater emphasis on attractiog high calibre
"ac:ountants for the pcst of Ehlef Accountant, e.g. , 
ffenhance prestlge and prcmctlan prnspects for this pﬂEltlﬂn.f
: 2. Loosen current acccuntlng standards cnncernlng
.'dlsclﬂsure of Ull reserves.
: ""h3 Ellminat& an;.r develapm&nt or rellance upcm uffir_'la].
SEC audlting standards, deVeloped by th-.e folce le the.

Ehlef Accuuntant

'Budget Prn;eation fnr Persannel*

FY BI ;.“ilgzé_hFY az it Fy 83
'ﬂ. Pnsltiuns Cﬂst ’ FDSlthHS Cnétlv Pnsiticn Cost
22 '$388 20 $800 . 18 §720

#Dollar figures given in thousands,



HMigsion

The Office of the Chief Accountant is primarily
responsible for determining accounting policy and advising ..-
the Commission concerning accounting matters arising under
the various securities acts. The Offiece alsc has general
responsibility over the execution of SEC policy concerming
accounting principles and procedurss applicable tq_finan-
cial statements filed wich the SEC and auditing standards
and practices observed by independent public accountants.
Moreover, the Office makes recommendations on cases arising
under the SEC's Rules of Practice which specify, for
example, that an accountant may be prevented from practicing

tefore the SEC because of certain unprofessional conduct,

Qrganizarion and Key Personnel

A common perception shared by many knowledgeable

individuals is that the Office has had a recurring problem,



subject te a few exceptions, of attracting a top grade
Chief Accountant. The wview has been expressed that if the
Chief Accountant's positien were regarded as an avenue to
4 higher position in the SEC, such as Commissioner, more
_highly qualified acrountants would be attracted. Hcrgﬂuer,
the SEC has not looked to members of the big accounting
firmg in filling the post of Chief Accountant since it is
felt that severa conflicts of interest would arise when '
the Chief Accountant returned to his or her firm. Thus,
the post has been traditionally filled by accountants
from.academia or government.

The Qffice has expanded to include a Chief Cotmsel
to resolva legal issues which somerime arise in developing
accounting standards. Some knowledgeable people in the
accounting field have taken the wview that the O0ffice has
unnecessarily become involved in legal questions which
could properly be resolved in other Divisions of the SEC.

The Office seems to be relatively lean with a total
staff of 25, consisting of 6 clerical, 1 attorney and 18
accountants. This doaes not mean, however, that the staff
cannot Le slightly reduced and still accomplish its mission.
Included in the foregeing number of accountants are &
accounting fellows who are, in efifect, on lean to the
0ffice from the private sector. ' The fellows program has
been praised by the accounting profession as a means of

attracting top fiight accountants to the SEG.



Budgt

| The operating budget for the Qffice in fisecal

yvear 19381 is approximataely $8%0,000.00. This compares to
a budget of $866,000.00 for fisecal year 1982, an increasa
of less than 3%.

Discussion -~ Policy ITssueas

1. Regulation 5-X

The Office has been conducting ongoing reviews
of the basic accounting regulation in the interest
of eliminating differences between financial state-
ments prepared in accordance with the regulation and
these prepared in accordance with generally accepted
accounting priciples., In this connection, the ﬁffice
maintains a working relationship with the Financial
Accounting Standarxds Bozrd (FASB).

2. Forelen Currency Triznslation Standard

The Qffice has oversight involvement with the
FASB in ?a~ekamining a foreigﬁ curtetcy translation
standard. It is anticipated that the FASB will have
¢ decision in 1981. . ;

3. Recognition of Reserves

The present decision of the Office is to have some
diselosure of the value of oil reserves.  The basic
issue is how to calculate that valﬁe. The visw hag
bean exﬁressed by some in the accounting field that the
decislon was political in nature and that an accurate
valuation determipnation cannot be made, Accountants

will merely attach repofts of engineers.



4. Recogmnition of Impact of Inflation

The Gffice takes the view that the impact of
inflation should be recognized in financials, Whether
the method used should be developed by the private
sector or the SEC has to be resolved.

3. Auditing Standards

Underithe Securities Aet of 1933 and the Securities
Exchange Act of 1934, it is mnot clearlwhegher the
SEC has authority over auditing standards., Thus, the
Qffice has only been maintaining a working-oversight
relationship with the American Institute of Cercified
Public Accountaats (AICPA)Y in the development of
auditing standards.

6. Foreipn Corrupt Practices Act (FCFPA)

If the FCPA is amended in the near future, perhaps
to include a materiality test, the Qffice will be
involved in developing standards for maintaining

internmal accounting controls,

7. TFederal Securities Code

If the proposed Federal Securities Fude, which has
been developed by an American Law Tnstitute Committee
headéd by Professor Less, is adopted1in the ne;r future,

the Office will be significantly involved in developing

the standards of liability for accountants.
Options

1. The SEC could relax its traditional view that
the post of Chief Accountant should not be filled by a

member of one of the big accounting firms.



2, The Qfficea could relax its view with respect to
the disclosure of value of oil reserves.

3. The Qffice c¢could take a leading role in the develop—
ment of auditing standards under the guise of having such
aucthority pursuant to the Securities Act of 1933 and the
Securities Exchange Act of 1934,

Recommendations

1. In view of the Ethics In Covexrmment Ackt, clearly
the SEC should loak to the big accounting firms in filling
the post of Chief Accountant. This would bring greater
prestige to the Office and upgrade the calibre of its
performanca. The Ethies in Government Act should Eliminate
the conflict of interest concemns.
2. The Office should relax its standards with respect
to the disclosure of value of oil reserves. Such value is
essentially incapable of accurate determination.
3. The Qffice should not interpret the Securitieg
Act of 1933 and the Securities Exchange Act of 1934 in
such manner as to give it aurhority over auditing standards.
In view of the personal liability which additors assume,
auditing standards developed and required by:the Office
would merely create a shield. In other words, auditors
tend to do only what is required by the gcvéfﬁmenf'stand;fﬂé, o
thereby transforming rhese minimum standards te accounting norms,
4. The accounting fellows program should he continued

and, perhéps, expanded, It serves to improve the qualicy of

the O0ffice's performance.



