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1984 marks the 50th anniversary of the Securities and Exchange Commission.
Fifty years ago, in the depths of the depression, the nation's securities markets
were demoralized. Today, they are by far the best capital markets the world has
ever known—the broadest, the most active and efficient, and the fairest.

The Securities and Exchange Commission has played an important role in the
restoration of public confidence in the nation’s securities markets. With the help
and support of the Congress, the executive and the judiciary, the investing public,
industry, the financial community, the legal and accounting professions and legal
scholars, the Commission has discharged with distinction its mandate to protect
investors and maintain fair and orderly markets.

The Commission’s illustrious history over the past half century is a testimonial
to the generations of exceptional and dedicated individuals who have served in a
wide variety of capacities, ranging from clerks, secretaries and staff professionals
to Division Directors and Commissioners. They have been widely acknowledged
to be among the best in government. They have built the Commission’s reputa-
tion. They have set the standards of excellence to which we all aspire.

John S.R. Shad
Chairman

For Sale by the Superintendent of Documents, U.S. Government Printing Office
Washington, D C. 20402
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50 Years of Investor Protection

DATE
1929

1933

1934

1935

1937

1938

1939

1940

1942

1948
1948-53

1949

1953
Late ‘50s
1961
1961-63
1964

1965
1968
1969
1970

1971

1972

1973

EVENTS OF NOTE

® Stock Market Crash

® Pecora Senate Investigation begins

® Senate “Bear Hunt”

® Securities Act enacted

® Securities Exchange Act enacted, establishing SEC

® Joseph Kennedy appointed first Chairman

® Public dtility Holding Company Act enacted, but ruled uncon-
stitutional

® James Landis appointed Chairman

® William O. Douglas named Chairman

e Constitutionality of the PUHCA upheld by the Supreme Court

® New York Stock Exchange reorganized

® The National Association of Securities Dealers, Inc. is registered
by the SEC

® Trust Indenture Act enacted

® Jerome Frank takes over as Chairman

® [nvestment Company Act enacted

® (1.S. enters World War Il; SEC moves to the Penn Athletic Club in
Philadelphia

® SEC returns to Washington

® Edmond Hanrahan, Harry McDonald and Donald Cook hold
successive Chairmanships during quiet post-war years

® Hoover Report on Regulatory Commissions recognizes SEC as
outstanding agency

® Ralph Demmler appointed Chairman

® Market booms; SEC staff grows 63%

® William L. Carey named Chairman

® Milton Cohen heads Special Study of the Securities Market

® The Securities Acts Amendments of 1964 result from Special
Study

® Manuel Cohen becomes Chairman

® Enforcement Division strengthened under Director Irving Pollack

® Williams Act enacted to regulate Tender Offers

® Hamer Budge appointed Chairman

® Securities Investor Protection Act enacted

® Investment Company Act Amendments enacted

o William J. Casey becomes Chairman, begins internal reorganiza-
tion

® [nstitutional Investor Study completed

® SEC eliminates fixed commission rates on orders above
$300,000

® G. Bradford Cook appointed Chairman



1975

1977

1978

1980

1981
1982

1983

1984

® Ray Garrett Jr. appointed Chairman

® Securities Acts Amendments enacted

® Fixed commission rates ended May 1

@ Roderick Hills appointed Chairman

® Harold Williams named Chairman

® Roberta Karmel is first woman Commissioner

® Foreign Corrupt Practices Act enacted

@ SEC Practice Session of AICPA created

® Moratorium on Options Market Expansion begins

® Bankruptcy Reform Act passed

® Small Business Investment Incentive Act passed

® John S.R. Shad becomes Chairman

® 1933 and 1934 Acts Disclosures integrated

® SEC/CFTC Accord and legislation on options and futures

® Swiss Accord on Insider Trading

® Bush Task Group on Regulation of Financial Services

® Shelf Registration Rule adopted

® Electronic Filing, Processing and Information Dissemination
Systern Staff Task Force formed

® [nsider Trading Sanctions Act passed

® EDGAR (Electronic Data Gathering, Analysis and Retrieval Sys-
tem) inaugurated



UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
WASHINGTON DC 20549

QFFICE OF

THE CHAIRMAN

December 31, 1984

The Honorable George Bush The Honorable Thomas P. O'Neill, Jr.

President of the Senate
Washington, D.C. 20510

Gentlemen:

Speaker of the House of Representatives
Washington, D.C. 20515

Fiscal 1984, the Commission's 50th Anniversary, was another record year. Investor
protections and corporations’ financing flexibility were increased, and unneces-
sary paperwork and other expenses, ultimately borne by investors, were reduced.

Fiscal 1984 highlights include:

® Results: Through automation, paperwork reduction and other staff initiatives,

record results (or the highest levels in years) were achieved in the volume and
efficacy of enforcement actions, investment company and adviser inspections,
broker-dealer examinations and reports processed, self-regulatory organization
inspections, full disclosure filings processed and appellate and other litigation
cases opened. Since fiscal 1981, the annual volume of these activities has been
increased by 19% to 78%, with 5% less personnel. Also, the 1981-84 average
annual rate of accounting firm peer reviews, under SEC oversight, has been

increased more than 100% over the 1978--80 rate.

SEC Fiscal Years Ended September 30th

19814
1981 1982 1983 1984  Change

Investment Co. & Adviser Inspections
SRO* Inspections

Appellate and Other Cases
Enforcement Actions Brought
Broker-Dealer Examinations
Broker-Dealer Reports Processed
Full Disclosure Filings Processed
Staff-Years

Fees as a Percent of Budget

748 1,065 1,085 1,334 +78%

12 19 18 20*  +67%
102 115 143 167*  +64%
191 254 261 299* +57%

278 249 324 389* +40%
6,106 6599 7,067 8,290* +36%
56,919 63423 65550 67466* +19%
1982 1,881 1,921 1,885 - 5%
81% 94% 110% 129% *

*A record or the highest level in years.

+Self-Regulatory Organization.



® Edgar: The pilot high-speed electronic filing system was commenced on
schedule (September 24, 1984). It is intended to accelerate dramatically the
filing, processing, dissemination and analysis of corporate information; revolu-
tionize the manner in which many investment decisions are made and ex-
ecuted; and contribute to the efficiency of the securities markets.

® Insider Trading Sanctions Act: The Commission proposed this Act, which was
signed by the President in August. Most inside traders have only been compel-
led to disgorge their profits, which has not been much of a deterrent. Now they
will be subject to fines, up to three times their profits. Criminal fines for se-
curities law violations were also increased—from the $10,000 established 50
years ago, to $100,000 per count.

® Revised Shelf Registration Rule: This rule has increased the largest and most
creditworthy corporations’ financing flexibility and reduced their expenses, for
the benefit of their shareholders, by hundreds of millions of dollars per annum,
without compromising full disclosures. These large savings are principally due
to keener competition among underwriters, and among institutions which pur-
chase the bulk of such issues, whether under shelf or conventional offerings.
The Commission is continuing to monitor the effects of the rule and will take
appropriate action, if warranted.

® Proxies And Mutual Fund Prospectuses: Simplification and improvement of
these documents have reduced their cost and increased their utility to inves-
tors.

® New Options: New options authorized by the Commission permit investors
and corporations to hedge stock market, foreign currency and other risks at a
fraction of the cost of other means of hedging or reducing such risks.

® Intermarket Surveillance: At the Commission’s initiative, the exchanges are
installing electronic intermarket stock and options surveillance systems and
transaction audit trails for the quick identification of inside traders and market
manipulators. Audit trails also reduce transaction reconciliation costs, ulti-
mately borne by investors.

® Shareholder Communications: Legislation proposed by the Commission will
telescope the time and expense of corporations communications with their
shareholders, by requiring banks to provide corporations with the identity of
those shareholders, who do not object.

¢ Bush Task Group: The recommendations of Vice President Bush's Task Group
on the Regulation of Financial Services include consolidation within the SEC of
the filings of all publicly owned banks and thrifts, and other major legislative
initiatives for the benefit of investors and depositors, which are expected next
year.

® Budget: Registration, transfer and other fees exceeded the Commission's bud-
get by 29%. In the past two fiscal years, such fees have exceeded the Commis-
sion’s budget by over $35 million.
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The 50th Anniversary year results are a tribute to the Commissioners and the
fine men and women who serve throughout the agency. In addition to ongoing
programs, the future offers the prospect of major improvements in the regulatory
structures of the financial service industries and the exciting potential of high
speed, electronic dissemination and analysis of corporate information.

Sincerely,

John S.R. Shad
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Enforcement Program

Key 1984 Resuits

Enforcement is the largest activity at the Commission, accounting for one-
third of the total budget. The Commission commenced 299 enforcement actions
during 1984, compared with 261 in 1983 and 254 in 1982.

Total Actions Initiated

FY ‘81 FY‘82 FY‘83 FY‘84

Total 191 254 261 299
Civil Injunctive Actions 114 136 151 179
Defendants Named NA. 418 416 508
Administrative Proceedings 72 106 94 114
Respondents in Proceedings N.A. 287 189 221
Civil and Criminal Contempt
Proceedings NA. 9 14 4
Defendants NA. 16 19 8
Reports of Investigation NA. 3 2 2

Court orders obtained by the Commission required defendants to divest them-
selves of illicit profits amounting to more than $12 million, either as disgorgement
or restitution to defrauded investors. The Cormnmission also obtained freeze or-
ders to protect over $23 million in assets until courts could make appropriate
dispositions.

In fiscal 1984, the Commission provided substantial assistance to the Depart-
ment of Justice and state authorities in connection with criminal cases; 61 crimi-
nal indictments or informations were obtained in such cases, compared with 75
in 1983.

Introduction

The enforcement program seeks to preserve the integrity, efficiency and fair-
ness of the securities markets by enforcing the Federal securities laws. These laws
provide civil and administrative remedies designed to rectify past violations and
prevent future violations.

The primary civil remedy is a Federal court injunction. An injunction directs the
subject to comply with the law in the future. If it is violated, contempt of court
proceedings may result in imprisonment or imposition of fines. Courts may also
issue orders providing additional equitable relief, including restitution, disgorge-
ment and other appropriate remedies.



Administrative proceedings may be brought against regulated entities: prin-
cipally broker-dealers, investment companies, investment advisers, and their as-
sociated persons, as well as transfer agents. Such administrative proceedings
may result in censure, imposition of limitations on activities, or suspension or
revocation of registration. (Regulated entities may not conduct business without
an effective registration.) Remedies against associated persons include censure,
suspension or a bar from association.

Issuers of securities are subject to administrative proceedings for failure to
comply with the disclosure requirements and certain other provisions of the
Exchange Act. Individuals causing such failures may be named as respondents
under legislation enacted on August 10, 1984 as part of the Insider Trading
Sanctions Act. Respondents may be ordered to comply with applicable provisions
upon specified terms and conditions, or to take steps to effect compliance.
Issuers also may be named as respondents in certain proceedings authorized by
the Securities Act. In addition, the Commission may publish reports of investiga-
tion under Section 21(a) of the Exchange Act.

Criminal sanctions for Federal securities law violations include fines and im-
prisonment for up to five years for each violation. During fiscal 1984, enactment
of the Insider Trading Sanctions Act increased the maximum criminal fine for
most Exchange Act violations from $10,000 to $100,000.

Close working relationships have been developed with other law enforcement
authorities, both in the United States and abroad, to assist in the investigation and
prosecution of cases. Such authorities include foreign policy officials, state pros-
ecutors and securities regulators, the Department of Justice and U.S. Attorneys
offices. The Commission also cooperates closely with enforcement efforts of self-
regulatory organizations, including the National Association of Securities Dealers
(NASD) and the various national securities exchanges.

Program Areas

One of the strengths of the enforcement program is its breadth and depth.
Enforcement activity during fiscal 1984 included cases concerning corporate
reporting and accounting;! insider trading;? securities offerings;® regulated en-
tities and associated persons;* market manipulation;> changes in corporate con-
trol;® related party transactions;” contempt proceedings;® and delinquent filing
cases against issuers® and individuals.1°

Corporate Reporting and Accounting—Financial disclosure cases con-
tinued to be a high priority in 1984. For example, in fiscal 1984, the Com-
mission brought 33 cases containing significant allegations of financial dis-
closure violations against issuers or their employees. This compares with 25
such cases in 1983 and 23 in 1982. The Commission brought 18 cases
alleging misconduct on the part of accounting firms, partners or employees
in 1984, including four of the issuer disclosure cases set forth above. There
were 11 enforcement actions against accountants or accounting firms in 1983
and 3 in 1982.

Classified by their principal violation category, there were 36 injunctive ac-
tions and administrative proceedings during 1984 involving issuer fraud or



reporting violations (excluding delinquent filing cases). This compares with
29 such cases reported in 1983. (The classification by principal violation
category omits 11 of the 1984 financial disclosure cases reflected in the para-
graph above because those cases were classified in other categories.)

Typical financial disclosure cases involve improper valuation of assets or
liabilities; improper recognition of revenue or expenses; or failure to provide
adequate disclosure concerning the ability of a corporation to meet its obliga-
tions. For example, in one case the Commission alleged that although the
1ssuer reported pre-tax earnings of approximately $33 million over a three
year period, earnings in fact were less $14.5 million.!! In another case, the
Commission brought an injunctive action against a publicly-held bank hold-
ing company and two individuals for overstating the holding company’s earn-
ings and failing to comply with the reporting requirements with respect to
other material developments.!?

Many cases concerning financial disclosure by reporting companies also
involve enforcement of the accounting provisions of the Foreign Corrupt Prac-
tices Act (FCPA). In one, a registrant allegedly engaged in improper revenue
recognition practices and, as a result, materially overstated its 1981 revenues
by approximately $22.1 million and its net earnings for that year by $5 mil-
lion.!3 In fiscal 1984, 10 actions were brought to enforce the accounting
provisions of the FCPA, compared with 12 in 1983 and 10 in 1982. These 32
cases represent 78% of all such actions brought since enactment of the FCPA
In 1977.

Violations with respect to non-financial information have included material
misstatements or omissions concerning corporate operating information, and
failure to disclose material facts concerning the remuneration of corporate
officers and other related parties. In addition, the Commission brought 15
delinguent filing actions during the fiscal year, compared with 22 in 1983 and
9in 1982.

Insider Trading—In general, insider trading is the purchase or sale of se-
curities by persons in possession of material non-public information relating
to such securities in violation of a fiduciary duty or other relationship of trust
and confidence. These practices undermine the expectation of fairness and
honesty that is the basis of investor confidence in the nation's securities
markets. Trading of standardized option contracts, coupled with tender offers
and other acquisitions, has increased opportunities for those with material
non-public information to reap large profits.

The Commussion brought 13 insider trading cases during fiscal 1984. This
compares with 24 commenced during fiscal 1983, 20 in 1982 and a total of
132 brought since 1949.

Cases included actions involving information concerning tender offers,
mergers, business combinations and other acquisitions of securities, as well
as proposed changes to dividend payment policies.'® Individual defendants
included an officer and director of a corporation;!> employees of law firms
representing the involved corporations;'® an officer of an investment banking
firm;17 and various tippees.'8 In one case, the Commission is alleging, among
other things, that an employee of a law firm communicated material non-
public information to eight other defendants concerning proposed acquisi-

3



tions of various corporations.!® Disgorgement of approximately $1.9 million is
being sought.

In another case, the Commission alleged that a former reporter for the Wall
Street Journal misappropriated material, non-public information concerning arti-
cles to be published in the Journal's “Heard on the Street” column,2® and dis-
closed it to a broker for a major brokerage firm who agreed to split profits from
securities transactions with the reporter. Three other individuals are alleged to
have traded securities while in possession of the information.

Securities Offering Violations—Some issuers fail to register public offer-
ings of their securities, although required to do so by the Securities Act. Some
purport to rely on exemptions to registration requirements which are not
available. Some violate antifraud provisions of the Federal securities laws by
making material misrepresentations or omissions in connection with a se-
curities offering.

During 1984, the Commission brought 48 cases principally involving offer-
ing violations by issuers and other persons. That compares with 41 such cases
in 1983 and 48 in 1982. The 1984 figure does not include 17 cases involving
offering violations by regulated entities. The latter are discussed below under
“Regulated Entities and Associated Persons.”

In one case, an oil and gas exploration company and its chief executive
officer allegedly violated antifraud provisions of the Securities Act in connec-
tion with a $16.5 million public offering of common stock and warrants.?! The
complaint alleged that a registration statement filed with the Commission and
a prospectus issued in connection with the offering materially underestimated
the amount of the proceeds to be used to repay bank debt, failed to disclose
plans to purchase other companies with a portion of the proceeds and mate-
rially overstated estimates of proved oil and gas reserves. A related adminis-
trative proceeding was brought against an individual associated with the un-
derwriter of the offering 22

An administrative proceeding was also initiated against a New York broker-
dealer firm and three individual respondents alleging violations of antifraud
provisions in connection with a $3 million securities offering. The alleged
fraud consisted of closing the offering before all customer purchase price
payments had been received and misrepresentation of, or failure to disclose,
material facts. The Commission also alleged that the firm failed reasonably to
supervise two of the respondents, and persons subject to their supervision.23

Regulated Entities and Associated Persons—Regdulated entities include
broker-dealers, investment companies, investment advisers and transfer
agents. Fiscal 1984 actions involving regulated entities ranged from books
and records violations to attempts to defraud customers. There were 128
cases involving regulated entities compared with 110 in fiscal 1983 and 118 in
1982. Seventeen cases involved securities offering violations by regulated
entities. Of the other cases, 65 primarily involved broker-dealers, 28 invest-
ment advisers, 6 investment companies and one transfer agent. The total
includes 11 actions in which customers or employees were alleged to have
defrauded a regulated entity.

During fiscal 1984 the Commission revoked the registration of 12 firms,
suspended 10 and censured 14. This compares with 19 revocations, 3 suspen-

4



sions and 12 censures in fiscal 1983; and 11 revocations, 9 suspensions and
28 censures in 1982.

There were 43 individuals barred, 40 suspended and 12 censured in fiscal
1984. During fiscal 1983 there were 54 bars, 44 suspensions, and 8 censures
compared to 44 bars, 82 suspensions and 19 censures in the prior year.

Broker-dealers and underwriters who engage in questionable or improper
sales practices are subject to Commission scrutiny. In one proceeding, the
Commission’s Atlanta, Fort Worth, New York and Washington Regional Offices
coordinated an investigation of several offices of a large nation-wide broker-
dealer firm.2*4 The investigation resulted in institution of an administrative
proceeding against the firm charging that certain of its registered representa-
tives engaged in fraudulent practices relating to the sale of options and se-
curities, including conversion of customer funds, and that the firm failed
reasonably to supervise its employees in connection with this misconduct. In
another proceeding, a broker-dealer firm allegedly engaged in violations of
the financial responsibility, bookkeeping and financial reporting require-
ments, and failed reasonably to supervise persons subject to its supervision
who committed the violations.?> The firm was censured and directed to com-
ply with undertakings concerning the supervision and training of employees,
the adoption of written compliance procedures and the establishment of a
special audit function.

In a third case, a broker-dealer firm located in New York, and two of its
senior officers, were charged with operating a “boiler room” and defrauding
purchasers of bonds issued by the Washington Public Power Supply System
(WPPSS) and other municipal securities.2® The Commission’s complaint al-
leged that many customers were charged excessive and unfair prices by the
defendants.

Market Manipulation—The Commission, the securities exchanges and the
NASD engage in surveillance of trading on the national securities exchanges
and the over-the-counter markets to ensure their integrity. During 1984, 12
cases involving market manipulation were brought; there were 11 in 1983 and
10 in 1982.

One Commission case alleged that an individual engaged in a fraudulent
free-riding scheme to amass and maintain a large portfolio of securities with-
out meeting his obligation to pay for such securities by issuing more than $2
million in checks on accounts that had insufficient funds. In addition, the
Commission alleged that the individual artificially inflated the price of a cor-
poration’s common stock in order to profit from its sale and increase his
buying power in margin securities accounts holding the stock.2?

In another case, a corporation and three individual defendants allegedly
engaged in a course of conduct to enhance artificially the market value of a
corporation’s securities and to induce persons to purchase securities of the
corporation and its affiliated partnerships. According to the complaint, the
defendants created a false impression of the value of the corporation’s inter-
ests of oil and gas leases and of the identity of its management. The defen-
dants are also alleged to have caused the value of the corporate defendant’s
common stock and warrants, and securities of another corporation that
owned a controlling interest of the corporate defendant, to be artificially in-
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creased by the dissemination of materially false and misleading informa-
tion.28

A third case involved alleged manipulation of a corporation’s initial public
offering to cause the stock to sell in the after-market at a premium price.
Thereafter, various persons allegedly participated in creating the false appear-
ance of active interest in the security.2®

Changes in Corporate Control—Sections 13 and 14 of the Exchange Act
govern proxy solicitations and the filing of reports by persons or groups who
make a tender offer or acquire beneficial ownership of more than 5% of a
class of equity securities registered with the Commission. The requirements
are intended to ensure that investors have the material information needed to
make informed investment or voting decisions concerning potential changes
in the control of a corporation. Eleven enforcement actions were brought in
this area during fiscal 1984, while 5 were brought in 1983 and 9 were com-
menced in 1982.

In one case, the Commission alleged that a corporation and an individual
failed to correct proxy solicitation materials. The defendants allegedly failed to
disclose an agreement involving the issuance of a controlling interest in the
corporation’s common stock and a change in control of its board of directors,
and failed to correct statements in the proxy materials which had become
materially false and misleading with the passage of time.>°

In another case, the Commission alleged that a company’s proxy solicitation
materials did not disclose the facts and circumstances concerning a potential
leveraged buyout. In a release regarding this case, the Commission noted that
adequate and accurate disclosure with respect to anti-takeover and other
proposed defensive measures is necessary. The Commission particularly
stressed the need for disclosure of management'’s interest in proposed trans-
actions; the ultimate effect of proposals upon shareholders; and other mate-
rial effects of the adoption of antitakeover and other proposed defensive
measures.3!

In another case, three individuals allegedly made false and misleading
statements in connection with materials regarding a joint proxy solicitation
and tender offer. The materials allegedly failed to disclose the true identity of
the soliciting purchasers, the true financial condition of the corporation, and
that a primary purpose of the tender offer was to oust the corporation’s man-
agement.32

Other Developments

Waiver by Conduct—The Commission issued a release requesting com-
ments on a concept to address problems encountered in investigations and
enforcement actions involving persons who purchase or sell securities in the
U.S. markets from foreign countries, particularly when such transactions are
effected through institutions in nations with secrecy laws.33 The concept for
analysis is whether the purchase or sale of securities in the U.S., whether
directly or indirectly, should serve as a “waiver by conduct” of the applicability
of foreign secrecy laws. Under the concept, the purchase or sale would con-
stitute an implied consent to disclosure of information and evidence relevant
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to the transaction for purposes of any Commission investigation, administra-
tive proceeding or action for injunctive relief authorized by the Federal se-
curities laws that may arise out of the transaction. The purchase or sale also
would constitute the appointment of the U.S. broker that executes the transac-
tion as an agent for service of process or subpoenas and a consent to the
exercise of personal jurisdiction by the U.S. courts and the Commission. In
addition, the release seeks comments concerning the concept of codifying
the authority of U.S. district courts to impose sanctions where the Commis-
sion seeks a court order compelling the production of evidence or informa-
tion related to a purchase or sale of securities within the U.S.

Efforts to Obtain Evidence From Abroad—The Commission was success-
ful in three separate efforts to obtain evidence from abroad in connection with
an insider trading case filed in 1981.34 On May 16, 1984, the Swiss Federal
Tribunal granted a request for information concerning the identity of certain
individuals that allegedly purchased securities while in possession of material
non-public information through various Swiss banks. This represents the first
instance in which the Commission has successfully employed provisions of
the 1977 Treaty Concerning Mutual Assistance in Criminal Matters between
the United States and Switzerland in a case involving insider trading. In addi-
tion, the Commission suc