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Chatraan Hargld M. Willisas
Coamigmaone: Pnilip k. Loomis. Jo.
CommiBaioner John E. Evane
Commimgioner Irvlng M. Poklach
Cemmiwslone: Aaberta 5. Earmel
gSecur |k Loe aad Exchange Commicmiat
Washingtana, T.0- 20549

Dear Mp. Chalrpan and Coomisslongcs:

It 15 aur desp pleasurs and privilege to-guasent Eta
you, on behalf-of your "Advizery Commitbter on Corporate
pinclosure, 1ke Bepodt.

Thia Report 1a thr Eruet of Twenby=one mgothe of
intansive eFlack by 17 Commitcce wembarw (Iatec 16,
upen the sppolntment of Copnlttee membe: Hilliame
ta the Shajckanchip of the SEC) and vat lougly «ilght
tq ten members of the Commission's staff. 1a addiklon
ta that, the work of the Commibtod wad greacly poELBbed.
By the amarican Inmkltute of Coertifled Public ACcOuntants,
the Pinancial knslyaee. Fadarscion, "the Financial Eweputiven
Inat Lkwte, the Hew ¥York Setock Exchonge &nd Lhe Se=curikles
Induntry MAasacimtion, all of ‘whom contilbuted genaragsly
in adviximg the Committec and, In BoEDg calts, itn dewgloping
exkenpive dusveys and ceports that wece of great help.
The Committes wldhes to thank Hc. Pawl A, Griffim of
Stamfoid Unwvérasby and W11 iam ¥Yan Yalkenbarg. formerly
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FL The CommiEElon™® 3taff and currently Aafociated

with Heaa'r5. Bogle and Gacee in Seatela, Rashington

Lar kb papers thay prepaied for the Conoittee.

Finally. the {ommittec wishes to thank all the AN 1-
Tatiane and andividuale who parbtilelpaked in the Committes's
Case gtudy pr cesdponded ko the Copmiccam's FEgQuent

Eor COmMmEAtS an certAin 1gsues Emt fortbh 1n SegQuriLleE

Act Releadge Ma. 5707, focr their valuable advice and
AfFlS5tancn -

Alehough not all members agroed unredcryedly, the
Repar{ concludes that the disclocora AYSEem eEtah] tahed

by the Zangress In the Securities Act af 1913 apd

the Securitles Fuchange Act of-1934, a3 Lhplecenbod

and developed by Ehn fiecoritleg ang Eachange Commisnion
Eince 1ta cceation in 1934, 15 pound and does not nead
radical rofors Or rengvatlon. Howswer, this ¢afnclusinn doak
nat dickate that the Co=miasion Shauld hBe indifferent tp
TeEcarch Which snme wWould =syggagt hac already or MAY i

the future ruggest a radical modificatlan.of thie disclosure
Syseem.  Forthes, as is evident from the contents of Ehe
Repoct, 1t dots nob Buggest Ehat thers. 12 ma negd: Fec
Signifleant Changes (n Ehe Coamigszian's procedurne, roles,
emphases and approaches ko-diaclosurs preblepe.

We would laike o commend the Commission fen its
ANAELALIYR LR creating the Commltten, in8Bhaping sk* hronpd
Sharter and np pupperting Les labors.  You wWere GERET auA
An furnyshing 6taff.and Einancid] rosourems: we hape Ehat
our pioduct 1E Worthy aof the BUpPLEE and {&ESUrcEE WRich
ToOLU gave, . - . - .

Thie Atpork.enould pot.tea
expreatly the cembere of the [
recruited sxprapely to-wack an this Ropart, athers caken
from thesr ongoing activitics &t che Comz 15810 Lo WLk on
the Repsct. Thess Eine prople wete Brgce Gaggaley, Paul A,
Belvin, Hugh Haworth, RFobart BF. Lieneach, Edyens B.
Hacchiavello, Eugene Brllat, Jom C. REicharda, Michael @,
Rogan. 5. James Rodenfeld, Patcicyn ©. BubthL, Charles C,
Tuck and Charleg N, Wenner. .ALL oE thede -pEoRple wor ked
ungkintangly, enchuglastically, uncopplainlngly apd - - .

Cteatively and the Repsrt beach o vigoificant imprine.of
woch oL them.

ch yau wlkhoue LECOQniTing
Shaittee s sraff, moam

The moat cevounding gracltude and ERCOQAILIDD muar
Belong xo Mary E.T. Beach. Mra, Beach, as nearly ag any one

- ——m e ———

e~

Page Theee

has been the central, couldn'k-have-done-wikthouk,
?:;:::ient in the work of the Advieory annftte: and the
prepacatlon of ies Repart. She hos legd tht-ata;;h
prillianehy.” She haw borne wlth the aspbers-of the s
Gommittee wikh unlimited patience, aha has conkributse
hep want exper iencs to the achievement oF our work .
produck. A large pertion of the gaad af Lhe l&pqrth Eld'
to ke abtesbubed Eo helf. nome. 9f 114 shoteomings #hou

N - "

All of up are appleclative ko the Commimalon for the
plegewsre % this eapeciencs and the opportunity B9 contri-

. i nich had eached
ke £5 the engoling worh -of the Commisslon w
'3:"rqni:kub1.:;:pututgun as & reaponeible  and rasponsive

| foar ther
#ncy. Akl of uwa seand ready to lend whateysr
:g.aiu.iince we may bu pble to render 1n carrying oot Ehe
recompondat iana af thiz Repact.

_.Reupe:tfuily aubliited,r

. Arthur Flelacher, Jr.

GGl ey B feas

Alaer B. Lewvensan

Vinkin ¥ Bravm
¥iceor H. Hrown
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{-B i . . _ ..BIGEST OF THE REBORT
RartTn: Lilpnt;n.. —— —— -

T T

- This digest sunsarizes & full E¢pOrt condisting of an

 InEreduction and faur parca,

" The Digear states the'ﬁ.d\rianw Comniktes'sa charge

. “ ang LW response te' thit charge.” Tt ificludes a summary of
i v .o .

. P n

. the ‘Committee's’ ohpervatiohe and concluejong, and & 1imt

I o
m#’ ay ' w

: H v T e jte refcomenddtland. 1t alad’ includes @ dimgsnr

from this cepdrt signed"ty Chumirtir merber ' Kripke and

"hese cambers have prapy

red meparate atgp L. .. Lo L.
thedy viaws on carratin i taboments expreseing - : - R LI -

" LEWUE N Axgnined - ©o T Nere,c Wewads and Wesbon .expressing their wimws 00 certain
Their gtatensntn are lneluydes i: l;h“ by Ehe Commiteay, . . i q .

e Digumk of the Bmpart .

i

Sepacate-statements by Committeds mombers Mallh, Murray,

q imkupg-ezamined by the Comnikbiee. I I
v 1, I I
Cammivese mambwr fomgr ko; i 3
. BE my . Tipkn

.Ceadony ek [octh jn hilw aL;u;:::f::J:tlro:
af thy Dlgwne of. the Bepark ., F

hi 4t The Inergduction ceamiderd whether thice sce
H 3 Aweport for the B . e TR
Fi08.at page D-ig Freprésently-fcanomic ‘and publid palied juetiFicationa Poe
L the existence of A dlaclogure Syaten thay, af Lesst with
o o . . . e L
Lo : feapect Lo company—origihated “inforoation, 1ls characrerized
. ' ) - By o mandatory dimension ‘adminikteced .bf ‘the BT,

*Y FartOng, "Participants ‘in the Disclosure Brocess,” 18
'

- = P L I T o '
S oeEprised of win chapters describiing the ¢olet of the

) . "primeipal participants 1p the corporare disclosirs ag..-stgn:
Vol ] 2 .

companies; Elnancial®ahalysts, poctiolin managera, infar—
maklon-disseninntars, vhgictered’ cefrasentotiven, and
i : individoal inveakoeal: Theae':ha'ptfera' were wriktgn by the

Aviwery Foﬁ;_tll.nq.st_l.!’.r‘.q'hnntdl upan . ite queBLisnnaire

and intgnieu_!tgq;.r angd wupplamented theough studies by
the Financlal Analymes Pederakicn and the Secacities Industry
hEdaciation.

o ——, g —————————————.— -
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Fart ‘Twe, " Recommendations Concerning Commrasion Pro-
cedures in Developlng Disaiosuce Requirements and Standardm,”
end Part Three, “Pecommendat ona ?ega:d;ng dubatantive Dimcta-
Bur & R:quireqentqf' togekther conkaln twelve chapters. Thase
chaptare, alBP preqpaced by Epe Eommigtee ataff, are based

prln:}pll}y upen the praceedings of Mvisory Compitees meat-

Ings, discusgions k@th_the Commitker ammbery and responsEsE ks the

request Eor public ;qnﬁgqts wade in Compiesion Relpase No.
AI=4TDT. These chaptera reflect the Committer's ogheervations
and thy yq?etlyiqq philgsnghf and_;qtionaie for the Mejigory
Commicbes s recemmendations. The viaws grpcessed in theas

tuelvf chuptecs ars not wnifarmly supporked by Avigory

Cnnn;ttn! qengura, and the:ufpre abguld not be consldecad

48 cfficial Committes Btabuments .

Fart Paug, "The ni!clnlu:t Enviconment,.* contivts af
four chnpte:- dilcu-sinq the ¢vgolution of the pressnt
¥YSLEm, CULCERE &Cconomic thecciem an disclasuce, th;
lisbility prowivions of the mecorities Acte snd Ehe impact

of diaclasgre af questionable foreign payments by certain

CoORpAni&8 on the market price and trading volume of theig

secufltion. These chapeerd 4re papere Prepaced. 4t the

sequeat of the Advisory Committes .

THE ADVISURY COMAITTEE'S CHARTER

The chalge %9 the Mvipory Commitees on forperate Dim-
closure is:

I — - -

— =

r-3

{1t ko idenelfly che charackeristics and Funckiona af the
presment ayatem of corpicake dipclogure and. the rale of Che
Sacurities and Excnanpge Commasaion within that aystemr

{2y to appets Cha coEes of the prosent pysted of corporate
Akaclogure anad Eo welgh Encse costd against the benebifle ¥t
producas;

{3} to arciculate the ohjectiven nf &4 Bysked ol CoOcporakte
discloBule and ko masaure the CoxmiLEELONn'S present dL5Clasure
policies againgk EhOEE GhJECLLVEDS

(4} if necessary, ko formulate recoRmendatbond to the
Commizsion for AdjUstmgats Lo SPmMAlEELON policies to bekiree
etfectuate bhooe SBJECLIVEH.

The AgviBoly (onkikkeer met for 2 coeal of 18 days durlng
iep 11 meetings betwsen Pebruary LYTE and Spptember 1877,
conducted a comprehenaive guastiannaire Afd inkorwidw
study of the gumary participante in the cotporate dlaclozut e
gystes, conselted with experts aond eiamingd peitinent
SLtpdiks And IcAEArCh CEPOITE, SLEE preparcd capecially
For thg Comprbteg. The Advisoey Committer pelisves that
jt hag accopplished ibts charge to bhe gxtent. thakt it 1a
presently practicable te da 34a, and hapes that ite reararcch
re=ules, analyeed, obGorvatblons. poncluglons and [ECORMEOdA—
rions will be of a=slstance té the Commisdion.

Interpeeted broadly . kg Commities's charter could
gnoonpasn all bypes of corpacabe dicclogures regatdless
af purpest,. Howevee, the hdvlaoey Compmitces beligwes thal

ehe rale of the Securities and Exchange Conmigpion in
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‘Lhe corpaiate disclounra AyeEkem LIE aArienkted By statuce
primarily to the inveskor and Becurity=holder. Thecefsre,
Fince the fompbittee wal crested By Ehe. Conmission for-
the: purpoRe of *dvielng it, the Commattee ‘determingd that
it should-tacum on the disclosure Fyntem ad it pertaine
Lo inyaBESent and corparace SUFErade declatan-making.

The Present Erktem:

The prestnt disclasuce BYSLEN im complet apd

involved many persons and CcrGaNizations wao Perfocrm varl indg

roles.  Thege dnclude cobpanies, analyate, porkiolin

manzgecd, dEEEETIiNALOCS, registered Eefcesentatives,
and individoal investocs having warping degress of
EOpfiaticakion and.accese to information,

fompanies, ag -the Prlocipal Bource of Eicme

Oriented iformation, ace at the center of the corpecake

disclosure dyseen. Theig willingnaas | a8 eppogad ko 'their

obligatian} ko provide informakion ia s fanctlan of manage-

oent"E percaption of the welliry of the disclosgre to
the company And the uear., the' hard and mocft -dollac coste
dgBocisted with the dysclosure and Lhe feamjbilley of

CommunicAting the inforeation.

hhal yEtE conbing- bthe inletmatijon Frovided by

compafles with induskry and Aaccoesonamic data. They

FIovide pnointerpretation of the informat ven and’ frequently

conclude with a buy-sgll-held racommendaclan directed ko

epecific pocefolin oojectjvea. The inteceat of apslypks
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ard didscminators Lo PACLICULAr companies B lnilﬁthch
oY Lhr COMmpAnY'5 WAFXeR capitalization gr tne pohential
Eor unuseal CetUrR-OR investoenk,’ =~ - fene

Portfnluio Dansgers L1h- LAIge atrh:turnu GrgAnLEAL 1AM
Aelect LNQUSteLks whach will pensefle  Erom an ABBUBAd SCORDRL O
BIERAr1ld &nd ukilize analysra- rEcommendations Eac Lndividual
COmpany E+lect(on eppropelale teo 'the'characteristics of
Bpechlle pOCLEolios. - : P

INfOIEATLON A126eMENALOLE S80dOnse , SUBMAE LT&
and J15FERINARE AYALIADLE ANLOCmakilon and Lthereby a&g815k
ARALYALE knd vnveEiora in auta;ning'lnqegtngng daciaron-
mak kg information in Eorms suitable to their respéctivo

needs and ApLlLlEiea Eo oge LE.

Ind1vidusl ainvegkold ude variaios ggthodas on mAX IRg

. LAYEFLMENL d&C15.0n48 . FARQLAY from fundamanbsl analysls

and feplicstedn @t the actavities of portfolio managere,

to total reliance of the advice of registercd CepLesgntat ives .,
The Securlties and Exchangs’ Commission adminiktors o

mandatory dizclosure syEbem lntended to msaure that peliable

firn-oriented infocmatlon is‘avsiladble ta the publiec.

Ik doeE RAt purporkt tno adminaster & Byeten designed o

produce all informatien ueed 15 ipveBEment decisien-naking,

Further, inforration Filed with -the Commingien has often boon

widely dipaeminared bafore filamg.- -

. Tha Cosesttee gongadersd the signifleant Btudige

CORCArning the Eunctioning of mocurities mackebs,

thegr e ConceLniny capital aBB!tIEFLclng ard porkeolag

LT
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wrganizacion and Delief in Bens guartede thet narker Forees
may nde?uﬂtfly Provide guiflcient reliakle Eirm=oricpbed
Information, and determined Ehar the Zaaics of the peenenc
E¥ELem should bg Tentinued. and that major changs in the

federal mecurities lows or their admintatrgtyon is pot

nevded, The Comvabtge concluded, with gome dlagdent, that:

111 The “etficient macHhet hiyporhesis® .es which aaecreg

thak the carreat price of g Beeurity reflecce all publicly
available iREormaCioh .—— gvedn Ef walid, doms nok nedgate the

necedsity of a mandatdry diaclaoure nyxtem. This thegry is

foncerned with how the macket refcts to discloged information

and i5 Balent as £o the OpEimum amount of information

requiied or whether that oRtibum should e aehicved on

A masdatory o valunkary bagia; _

12} Market forees alone are incufficient ko couse &l]

Materidl informatism o ke discloged;
13 Commicsion-flicd dacunrntn often confirm infgr=-
matlon availanle trom okhe: sources. The Copmiseiqn g

filing requirementa, while WEten not & Aource of new infor-

@atiaon t4 LAvestof&, aEAUce Lhat informatjon dlacloasd
by publicly held CoMpanles theough many means is reliakle
and 1s breedly agceesible by bhe publac,

Coct/BeneFie Conniderations

Ao eflort to dnalyse coBLE And bBenefits wad 4 patt gf Ehe

charge ke the Conmitres, While radusing coste and bengfita

Lo objectively measurable recps would be highly degirable
f

the Commitees waf gengrally wnable ko do Ea, The Commlttec's

R e -

i ——— e

[ ]
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"mbalE guecezZpfOlly igolated anly & Few codks, peihcipally

lrgal and mpdit feed asgociated with regirtration sktatementsa
and periodic reperks, Efloeie to g0 desper were [rustrated
Besalas aebhoda of allocacing internal coats are Bo waried
thﬂt‘ggth%:iﬁq :o?purable ﬁnst'da}a'trun gf:n 2 smpll Sample

of companies uuuld'hguq.rqquireﬂ_far mnrq:tin& and CeFOUICRST

than ‘were available, and'the data might etil1 have heen of

pnubitgl'rgl{inilftf{ Ppriﬁar.'?ﬂu ¢¢muit;gt whl uhable

ko guantefy guch coBta as competltive disadventage and
mansgement digincentive to innovate and suach banefits

ok cénfidcncq'in the markets and efficient wecurity -
pricing. The difflculriss of syaloating =cats and benwfits.
howiver, have not cdosed the Coamletes to reject the
degirability of the Commisnion continulng ita effarta o
m8AEUCE them mars definktively. ‘Further, inwzmct though
they eay be, perceptions aboukb cost/beneflit tcadecCie do
underlie many of the recopmendstions found in bhis-repert.

EEC Oojectiven in the Invepbtor Orisnted Copporatse Oldclodule

Eyatem [Chapter VII) : : T

The Commlittes's charge “lnclodes bhe acticulation of
a statement of objectives to guide the Commizsian in cbs ad-
minlateation of the investor orisnted Ccorporake diaclosure
dydkep, A atatéaent of shjectives 1 semential as a2 guide
to ratlonal. toniktant peoblem-solving and policy-making,
and a3 a standard For evaluating whetheée' Ehe Commiamion'a
prograps are effactlive and apprepriats to its jurisdickion.

Soeh'a Btatement sleo may reduce the nueber of inappropriste
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demanda made ol the Comcigalon by thP;t whe misundargtand
jry Iunthnn.
The. Advigosy Cemnittes (sciomendd that the Commigsion

. adapt the Ia;L&uing sEtatemant af uhj:ctigp?:

. . The Comniseion’'g function i» the corporate disclosuce
ayEred is to ABBuCe the publie availability in
- . an afficient and reasonable mBnner and on o tioely

baz'is of reliable, firm-oriented information mateclal
LRl iq:prned :nvtsthnL, aad coarpacebe Suffrege
deciiion—xaking . The Lommisaion should not adopt
didclabare reguitemnnkts which haye as Lhelbe
principal objactive the ceguldtion of cearporate
conduck .
1

Thin atatement reflectd the Committes's bellef that
the Commigaion's Doegent ALAtULDcY mandabe extends anly
. ke information materisl ks informed lnvastment

and ta:pﬂrate_sutEcagg_declaionquting._ The Commitees

.

fecognizes  thok many constitvencieE Look o the
corporation Eec & varleey oF informatblan, but believes
ACLEEPLE to S2eVE qroupk Other Ehan [AvestOrE Would axceed
Ahe Combaigaian®s Statorory auchocity .

Fg;;htrr oomg argue bLhat 1f wnformetian aclepked
ta audiencey oLther than laveaters oo Hhaqchaldern.wege
rqgueced to, be included in tll;?g; with the t?lﬂiasian,
inveatera. and shargholders would be compelled ta aift
out that which i ceisvant to bheie vigws, thc:e@r.hgmpering
investadnk and corporate mubfrage decivwion-making. This
approach woiuld lower the materiality theeshhold and "samply
v« o« bucy.thé abhacpholdgrs in an avalanche of brivial

Int&rmatign——a reoult Lhat is hardly fonducive bto infoomed

decisglon mahing.* TSE Indunke ies, Inc, v, Hor thway
Inc. 474 B.5,. €3F, A46—49 (1976

e —
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Thne pheage “lice=arienced information” is am dcknowledqe=
mAEnt By the Committes LRAt althoogh genscal maceo-&C0nomLe
inEormakion 16 coitical an investmant-decision-making,
the Commigaion should pot prescribe it AE A pare of bhe
mandatoey component of Che corporate diAclosdee SyATem Mt
sdainlgter . Beporbing tompanip3 ghould nat Be hald
regpohajble Eor. {nfocmatian which i not withig cheir
ccpeetjag: The "firm—2pecific® language is intended, however '
to emcompass dicclosure of macro-economle fackora to the
extent they have 2 special or uniqué impact ©n the company.

The proapoied stotemant [eCccgnizes thak cocporace
filings nead not be, and are unlikely to be, eeadlly onder-
standaple in tobal Dy -uninfocoed 1nvedtacd. The Commidsian
should eaphasize disclosure af informetion useful Lo
reaannsbly Wnowledgeable investors willing to make the effare
needed co wtudy the disclogures, leaving ko diaseminaters the
development of pimplified fucmata and sombaclew- usable by Less
wxparienced and leas Wnowledgesble grvedcocs.

Finally, ERe proposed stcatemsnt reElects the Commibksa's
Balinf that the Commlasion should not mandate d18CloBUCE
requicenents which resullk in non=makterial inEacmakian and
Hhich havée 4 theic principal objective che tegulatian of
manegexant conduct. 1F Ehe Commission pereslves a nesd
ko regulate dicggtly corporate condosk, 1t mAhould reguest
irom Congrawé Lhe authority ko do kg.

-Hnte;igilix {Chaprer. VIII]

The moteriality concepr decves a variaty of funcrisnos,
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CpRrakang bovh s @ priaciple for irglusian end ezcluslan
of indforaablon in yoweskge and ahareho)der diatlgpure .
documents and as & sbandard Foz determIning whether u
COmMUnLEALion Smits Of miRStakem a fack of suificlent
Signilicance tagt legal ctnEequUencEs -ahould reault .

Alehough there may be sope UARREESinky asaociaked wikh

the apphication.of khg matoriality comcept.baciume itp

fuirent Eoraulacions are not readily cranmlatable -inkg
objective criterva, the Comuurtes .i8. af .the view thak
At is noe pessinle Lto-develsp on ohjective definition

oF aacecaalicy that will have gengral applicabilatby

o all fact Bltuatwgny. The materisdliky of o pagticulac

fact must br devecmined afLer Eendidering the imporeance

of thag Lack in the contert of the preeent and Eururg

bupiness  and financaal ClccumEEARGEE Gf the COmpany , .

Becaune the loformacion Rgcedgary.:to make thig-evaluation

le avajlasle ta bARAJERENE,. 1t has the mh}Or responaiblicy

FOr maliny thip detearminakion, |

-To the RRiEent that UACRILAIMtY among uwaers and
PEERRrErd of disclobuze docupsnts FORCerning the, appli=

the materiality gencepr. im ap Area im presest

and widespread,, the Corniagion shaold prompeiy mpend. itp

disclogure rquirgments, Lo reduce UACECtainty. Mix. may

Te dene by specifyitig 2 ngw t¥pe of inforostion whick

1& cangndered materinl oz thraogh the. eptabl ichoene of

humerical benchmacks Lae qaresialivy of careain CALggories
of inferaation.

e ——p

—
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RECOMMEMIATIONS AMO SUMNMARY OF OBRSERVATLIONS AHD CONCLUS 10N5

Thils yummary of: opservations.and cemcluaions and the
liae &f recommendatlone which [ollowa reflect Lhe coneensus
3 the Mvigory Committeds as to modiEilcations in Commlas.sn
pelicies which wouwld inprove the eperation of the gcorporate

digtlogurn syskem and enable.the Commiaslan ko mare Lully and

celfectively achleve (it objectived. The nature of the ispues,

the Commitees's chsaryakiona and recommendations, ond bhe

‘eakbignale for pnd inteation of those recosomendations ape

explawned. Comprehentive ALEOUERIOM of thepe WALtrers

can b Egund 1n: Parto Twe and Throe of thise cepoTt .

Sance several of the. recommendations eall for, increased or
improved review of snformation liled.with the Comciesign
agditionsl statf. may be omecessary .

Rule-Making and Kenikoring Fragtices. [Chapter IR)

The Advigsry Commitcec helinves LRAE the eFfecrivennse
af the.Commlegion's diaclogure pragrams: can - be inceossed 1§
digcioBore probleme are more Fromprly ldencikied, publie Lnput
inte the Selution of these problems is maxlnized ond 4 program
for sonitaring the- effectivenstes of ‘new foles ig implencated,

The Advieccy Coamitege's recomsendations anclode the
fFallowing poinka: . I

(11 after identifying.a disclosure - problem-al.
penecal signifleance, cthe Comaission should inlesare .

fule-making ipeocedyures and not fely [or onduly pralanged
rei iode on sech 24 hop proceddres A5 REEMentang on Eilings



D-1z

2nd enfarcement Acklons ;

(£} priar ea BESPLCRING e apecitic ruis bo deal wieh
® BA}Gr senceptoal jmmue, the Commiegion whauld publssh

d fonoept releags dlacusalng the problemp Lt peroceives,

tive readop it PIOPRBED Eo procegd ko rule=making ., Poksible

alternatiqes-qnd-shauld fequest public Tomments

(I} the Commipajgn EBhould wlithdcaw FrempLly propomgls

net adopied;

4y a5 A pare of |t5 relaang Anncuncing adoption gf a

discleaure fule, the Commisgion Should atake that aleer a

tpatified pecigg i will Ieview thep €XLent Lo which the ryle

hae yielded tna banmfita RBipecked and che manmer 5o which and

tho @candards by which euch 4 deterainatian Will be made:

i9F academic Teftarch ghould he enenutaged €0 mid ip
the oenitering eltorea; and

(LT

Lenulkl nl the TOALLOCLNG procksn Bhopld be
dedgribed. [n the Commigsiopig Ahnval Repart ks Congresa

B EMAL NECRLSArY ;omed.ia] Sction cah be taken {f undegisable

CORBRquencas Are Loyealgd.

The Commlttes baligpreg Ehat mevera) benefivg -

*ill ERRUIE from thege PIOPRaals . Pirat. publlc lnpue

secueed af che CRrlirsl posEible timge iNCréagen the Likelihpod

that the fegutting rule wilj be afferciye . Purthor, by

aCknowWledging a monitorlng “bligatian, mejaz CEQuiretnpnty

which becamp unnecnssax?,'lnelftctlva, »f have ogklived

Eheir waefulneny eqp be elininated: and thoge which are

ROE being cocplied with CAn receive added abtantian Lhraugh

L g

- ——

.
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the Commiesinp's snforcement pr&g:am. Finakly, 4F monltoring

[EY2alg poasualy undes.rahle canaequqnces nat ancnakle to

Fepady hy cxercisc af tha ConmLssiun B powecs, Llegislacara wiii
have a mcans of being alerted and may peepond {f neceakary.

Th‘: ast aI rucunaendntiuns iE not ;ntended ee

uuggc:t :hat :h! Comnimeion aheuld 1nltiqte rule anklng
belare 1E had ;uff;cient euperience ulth ar Undrrstanding

#f the [(s=ue befo:z i€, and it daes noe &uggest tnat the

LR

Cunmlaaﬁnn «ﬂuuta ba unCUncched thh ac shnuld nos

agzlac rngint:an:s Ln deal;ng HL[h ind.v;dual d‘scluaure

p.uhl:.a a0 a :aue-hy tade Daaiﬂ.

Industry Guides ;Ehapt#t Ix]

Thv_ﬁnpmitter Teconmends that khe CnmmLaa:an COgperate
wigh prepa;era and u#qra of Lnfqrnation Lo devel&p*nq
disclaswre qu“ﬂea Eur specif;c industrLes. Hith the goal of
taLlannq dLsclusure requirpmrnts 4] deferlng Industiy
chara:tqnistirs. Hﬁe; afconpl1ahed. th.s appIoagh uould
have Ehesg_apvantages.

) [1] Jtﬁclcsure requiregencs ngt meaningful in a parelcu-
lnr .ndust:y sLtUatiun would h: u;anchd- . )

131 wiktal dLn:lqdurea in a parthular Lndustry Hﬁuld
Be obkalned, and ngt ubacu:cd By deta;l 1rle1nvant LD that
Aqduntry, and ’

t!: Lhe Cﬁmmisniﬂn 5 ata!f waula hav: & ready refarepce
tar 3 partl:u]u: indusbr;, and thereby be hetter nble ta zpply
unifacm ;;sclusyxz_Jequirements_Fu #ll registrance in thac

indvarey,
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The Colmitter recommedds that the Commission #ipef imenk
with a few industries and woniter the effectivensss of bhe

spproach before embacking on & progran for development of

guidex Eor al) indestries.

Farward-Laooking and Anslybical Information (Thapoee X

The tradictlanal paliey of the Commieaion has been ko
peemik diaclesure of virktvally oaly "hard” inforpakion
in falange (l.g,. objectively werifiphle histerical facta:
A8 didtinguished Crom “molt” informakion (#.9., opinlona,
predictions, analyses, and other subjecchve evaluatlonsi.
In recent Eloes the Commission hag departed from this
conskricting peactice, The Advissry Committee endoreea
thic departore and r2copmends thot the Cormisaion actiwely
and genecally encourage the puplication of Emcward-looking
and analyticad infarmakion in campany eepsrts to shareholdarsa

and in Cokmiasien filings. It believes that the SEC avacl

Ehould encourege resnorEible ciperimontatian with disclasure
of soft information and that the geperimentation ghauld

be monitnred to detezolne the upefulnpeae of the informakion
which resaults and the gogt of produciag lt. To focther
srneoucage didclosure, a gaic harboc cole ia proposed foc
adoptian. The role would provide protectios from liabiliky
fer forward-looking and analytical iafarpation. Qnlems

it is proved khat the disclosucs wag withoot a reasonakle
LAGLE &f wai made other tham 1o good faith.

In addition to recomwending that the ComaigdBion

Or=1%

generally encowcage diselosuce o £ auEt.infotmntiﬁn, the
Commicter bdentjfies sevechl categee ies of informakion

E¢e special Comniasion attention. Managsment forgcagta
af galen anq.en:ninqn aeem Ly be of qucial lﬂleleft Lo
inv;ﬂtnrs and snalyats. The Commitiss'@ casc Btudy shows

that thers cszists a wideapresd, inforoal sysbwm EOL

romeun icating lnto;éntian about SAnAGERENT projectiane.
ALthough oost monsgeaents naué mined engfinnq Pbuut

discomwing ;hair pt;jecéinna. mainly becagae af eredibility
and li.hility concerns, woms will, at leagt indirectly.

convey thelr enpoctat ione ko lnl}leﬂ; 1f the pubiicaclan

af projuckions DecoRes nﬁ;- uiielg aocepted, comaunication
axeng managemchb, ansalyats and imvestors regacding nanAgEEERL "
ripEChatlonn about th; future can be more dicect. Furtherware
whan tnl@anii; !u:-allg_publinh ?rojection: theay acw Likely

e AEZNECIAS Jramted :néa-ln prepar kng the ilnformacion,

and Ehiw would by & benafin vo Invaskora.

Thum, the Committes recommends that the CommiaBion

davelop an gkpn:i-antnl prograg to enchrlge tha dise-~

leaues of 1ﬂ!n=natiun concerning future company gognomie
.pttiurlancl;..h public statemant ahould b isgusd encodraging
public companies ko dieclose p;uja;tinnu in Filknge with khe
tommisalon Aubject only éu the conditions thak the prejectisnd
bt prepatad on & reamkonsble bapia, be dizcleacd in good Eaith,
and be accompenizd by on appropriots captionaey atatement .

Tha Compittes cacommendid that the Commisaion encoulagw

But not requisy. Ze9istrants to publish major assumpt lona
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undeclying projesticns, CORpar igone of previgug Femjectione

With pctual resolte, and EARBGCACht AnslYEis of the
variances,

The items 5 information to g orgoanced, the

tlme petiod to be covered by Ehe Earecasg, and'the decision

.
Lo diacontinue forecasting would ales ke diacreriooary with

Ranggemant. Third party eeview woold pe permicted but noe

LeTUired.  The Commisaien abould, howeuer, TeQuire that
previﬁﬁaiy'TQEQed projections atill cueconk at.the-tine FY
TEQIBLIALion Fratement ig £iled me ineTudeg in the {egia-
tration ;tatement with npp:qpri;tc updntinq i nét--:n:y.

[ vulhﬁtdrr'brujectjnﬁl disclosure prodcam ig ia:v
APPIOPL iate than & naﬁd;ia:} Proaram for the !aliuulng

‘Teamone: o o

- .

1. R pandatory nystem waold Reoega ltgte
the Eormulation of speclfic digciasure
rules and requlations. The LCoumitben
i of the apinijon thabt the Copmimk;on
de9s net now have an BAPPrope ipke Dagip
for formulaticn 9E such, rulen and

requlatione, and that & pe:iod of

eXperimentation im waLCAOted . || o

. All public companies should nat:he. raguired
O @UALain the expense and othe hurdens Ehae
may bE npsacioted wikth g Program for bhe publie
diacloeuee of Projecticns. In wome inatsnces,
Companles mighk Feagonably €ind thar che burdens
ob Frojection dipclosurs would outwelgh any
cerrespondlng benefica,

1. Fublic cocponiet mhoujd REE be compelled ba
EApCA: Lhimpelveng tn Exe pokential riake

of liabllity: and livigarion for inwceurats
FLoieckinns,

Miny companick wouwld find it difficole, if

not iopoRElble, te prepare IEAAANGDle - profock Lans
due to & lack of oparating histoey, qeneral
toonemic Eactors o industey cenditiona.

iy
ko

- - __,__._|_——.-—-:
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The Advigory Commitiee alsn gqave conniderable ALELeRtion
td maAnagoment analysls af flnancial imformation. Im ks
case study, che Commbtees fopnd that management gnalysis
of ‘the summacy of #acnings “¢uide 22 under the 1933 Ack,
Cuide 1 under the 1934 Ack) ls regarded by many investors
and AnalysbLe 35 ane ol Lhe begt diaclopurs Concepts ever
adopted by the Lommierlan. In gome cases, howewver, the
tesulting dvgcudBian hos nok been.zmeaningful. In PAct tRHLE
may b because ERE puasric mater LAlity stendacda ineluded
in the guldes enciyrage aechanical compl jance.

The Advisory Lommicked believes that the mpat
rifective management analydis CEBULLE Jher management
evplaing Ehe events behind the tanane jal §tatementa rather
than complits mechanisticly with che detailed itema incladed
in the prosgnt guide: Therefare, the Coamittee cecommends
that the gquides be modifisd to.deléte Che numsric tedts
&r:d Eo eophasize thak beoader latltude will Be given to
reqittrante In ioplesenting the analyais requested.

b imppectant Iestude of Che mansgeosnt analyeis is
the identificabtion of nignificant Eacta which have affecked
repocted cesulis and are not eapecked £o have & significant
ARPACY in the future and significant facts which have
RO affectad raaulrst Fn the past end ore wxpacted o have
4 significant impagt in the futute. hoccordingly, the
Cormittee has deafted an inetrocktion indieating thak

Ehe-analysis ahouls focud "on facts and contingenciea
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kNoun to ganagement which would cause reported financial

HL4REEENES Lo DE ROt indicative of Euture operating reayles

afr of fuature Financial coiditian, = In connecklon wikh

the recommendatlon o rewipe Fora 10-K ALscurand bBelow,
the Committcs recommends that the Aanagement analyaix

Decome dtem % of Form 14-K. Accordingly. ERe reviaed teoxt

AFPEArs in the new. Form 10-% which is inciuded in thao

reconnpadation eection aof che Digest_
. In & Lurthee effdre to improve the Qualiey of the

manajement analy=ig Ehr Comaxittime fgromaends Ehat the

quides be amended ro regqulire the gubmizslon oF & lekter

eigned oy the chiel financial or acvounting offlesr with
tach appropriarce £iiing staelng that gue Iogard waE glven
te all aspecrs of the FEQUirement . The rcquiremant far
& lagter sheuld be termloated theee years ateer ira

Promulgation unleas EAp1casly ektended by cheg Comminpion.

Ovher volentary disclosvees tecommended are (1] pdanned
capital espanditures ang Tinanacing; (2 oanagementc Plany and
a?iac:iven; (3] dividend Pelicies: and 141" capital stiuctore
policiss . . o Lo

Exgment keparting 1Chaprer £I) .

Statement of Pipanclal ACEBunting. Skandarda Ng., 14

requites the inelusion of #pecified cegment infocmakion in

ehe Einanclal atatementcy,. but Lhere Hay exlat g CORE i nwiny

provlem with regard to theee disclosures, & posalbly

Femaing betwern the level af Aeguantacion

somt ranagewerta xrn willing

aignificant gap

Lo provida amd ghe Information

re——urr

FCHE el
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whigh weers asaert is needed For investment decision-making.

htter dialodque with both analyetsa and management Ehe
Adui&ﬁ;y Commicter comciuded Lhat- in tome caseg past levels
of seqrencatclon need lepecwemeny, Thus, the Committee epdorses
BFAS No. 14, wWith the hope that improverant will ceswlt Eram
its application.

In additian, the Commitces cocompendc Lhat
Ehe Commlusion attgmpEl co develop on an indudtey by induscoy
basss & atandardazed produck line classlfigacion Eoc
presentation of both dollar and, wheeo approprlate, onpk
salrn of each preduct line {within & cegmenti whase egial
salea comprlsed o cerkain peecentage of cansolidated eales
in the previous fiocal year. Thiz ahoukd Be done in Lhe
process of developing tndustry quidea eo that the

advice of both userd and managesent of CEJLELEARLA Can

e concidagad,

The Eamtitken believes this approach is beacficial in
several reapepks . FicgE, the Figolem oF standardiiation
will be app:nacﬁ;d on oan xnduatry—hy—induscry_buats EQ LRAT
Lorriselon acrio& ix bimjged to ehose jndudtsies where
pecduct 1ine ntanda:dﬁzatian i} ?tsirfple and ponEible.
hiag, rather thas keposing ;n aghitrary classification
aystenr-thn drvelnpmen} ;E.standyrd product line [eporting
requirements couid bo Qcccmpl*shed by analysts and Tanggesents
of regiecranta [amiljar wich bhe particular industey.

Because the avaluation of 3 company ¢ongiscs of tho
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dnalyssl of gach Ergdent and ghe felatisnship of Ehoge

BEgaents o ghe whole, phe CormlEten Tecommrnds rhge the

narcative discuBsione in FYEONER and reglabrakon Statehenta

tiled with the Comurszion ke Breacnted on 3 Tegment basig,

thuos “roantzing chey infarmatgon actording to Lhe wayY it 15
wgeqd,

Finally, the Cosmitter Fecommende that che Cammissian

Tequlrfe unapdiced Eegmented finapcigl FLaremant dieclosures

Ln Form LQa-g lartecly ceparta. The Committae beliswesg

Lhar tibely gegmane infutmat;an dER1AtE wGera [n evaluating
EArnings statenents AMd Eorecasia.

Draclozpre ar Socral ang Envigonmerny al Infornation
TERapEel 3Ty~ ———0-Hvifon e e

—_—

Retently, CONECOVeray has azisen AUk the pxkeng to

whith the Commies jon 2haula Icquire diacloszure of company
A0k 1vwitigs ang polacies reqacding ENVATONMENLal matters
and oEher acpectg of corparate BOgial ErrEor manoe,

i opare of that ccntr&vrray involves Lhe %imds aor Enfor -

Mutbon which are BALCTlal g IOMBEEmANL and- Egrporate Buficaqp

dpci:ian—making. Eone argque thatk investars are Brimarily

BRARSrnEd With informatinn that will help then evalyata the
futuce Eimancygl £efTornance of tha COSPANY And Ehat gopial
and environmencal PeT Fofmange 15 mAlacigl anly whep Lk may

Affeck thae Eertormance jp » aigonlEjeant way. OLhers argue

that shareholgers MAY WEe thig intermation in txeroizing

their COrporake sulfrage cights evep if it does nak gppear

thar the information Fellecta o0 futyre Fitancial Pertormince,

LTI L
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Lecanss it aFBIFEA in evaluating the parformance an{
gqualiFicatione of wanageaent and candidates For electian
to the beoard of dicectors. and khe social reppondinility
af the corpacabte engity. .

The Comniktere [ecommends ERpE CLhe Comnission
reguire digclanure of encial and envilcenmontal intormatian
anly when the snfoemation in queation 1s eater tal o
intarmed investment orc cerporate ‘dulfrage declalan-making
of required by laws gther than ERe Secucsties laws.
Generally information ia material ko 1hregtord only
wher i1t relates sygnificoncly ta Euturn Linancaal
poefermance 30 when a corporation's afEivities 4n thosn
Areald rellects & manaqenent engaged in a COndLELent RaELBEED
afF viglavlionm of faw. '

The Adwisory Comhitkee 3ldao eoddeses Ehae Commigzaon' =
concledian, coaghed after ixs hearings on.this rgnye that
there are no broad catrgories &f social and environmentyl
infarmatian not pow covecpd by mandatary disclosuee
requiresents that should be oade the Bukmjeot
cf new cequirsments., -~ . .

* The ComeElttge believes that the sharehaldac P:apn:;l
fules provide Bn ADPrupriskte means For sharcholders who
‘ate latergsted in zgocial and CRYALGNORREALl mabbars b

inflagnge managesent ©o0 dtscloge i,

Frosy GRatement Reguiremenks [Chaptec H1I1)

Deliberationa about the proxy Process brought oue mazked
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ditferencen of opinion among Lhe oesbers: gf ehe Adwbgory - On the Advissry {ommittss &6 to Efe nosd for,new dla-

Committer. The Commlesion hag Broad- authoriry in she peany . cleure requireEsnts or exactly what their Buhstgnoe should

ProCesy, buk thie process {g go Enterwpven with EOrpoc ALe

o « b, only the two dimcloaures discugaed 10 ehe pagagraph
Javernance procedursg —— historueally within ene Jurisdictian .. ‘pelow-ste Apeclfically. recomnmended to the Commigsion Fox
@1 the BEAtes -— Lhar there are dyfficult gueatitng about the s - adephien. Howewer, certaim additivnal. propotals, ..

EETEAT Lo which the Commyasion ahaold Exerciae L% authogiey.

¢ dlluskrative of the general.apprcach tp the area ph§;
There also ace diifFicalt qQuestions AhoUE the purpoEe of < oe . khe, Commitpoe bel ieves the Commicsion Should consider
Proxy Atatenent disclosuten ae thay celake to COrEnrate .. Bfter the completion of itw propossd public hearings on

governance. .0p one Gide gre those who belisve that i ¢ COrpOrabe, pulfrage and proxy disclasuee issues, are-
proxy dieclosures shoold focus:on metrers dicactly eelated < i included in Chapter XIII. . :
to BCORGmic perFoomance . AEherd arque that sinpoo boarde - . .- The Commitres recommends that khargholders be .

f dicgotore gerve gs Monitacs af dandgemcnt, 1nformation

given informakion about the nomihating commitees [uf
&hould e Eurniehed about Ehe organizatign and rele of

k- any| of tne board of dirsckors, and. chae companies ke
the Loard so chat shaceholdersg EAY evaluale tha efiective- - oo Tequiced ko filg with the fomaiseion a director's lerctee
-
RE8d WALh Which-the boBfd cacies out tnia fwnctian, ; “aa: Di,eedigpation :f the direCEel 6 TeQUADLE..

Ih0 Lomzitker recompends, by & 8lim majoraty, that ihe E The Mdvisory Committes Believes RhAE the disclosures
enmiesion should develap diggiosuIn fequireEents thatk h:. in prony abatements ahout maksgement propossle,. ..
taken:ad & whole, wibliskrengbhen the abilsey of direckocs ﬂ. <. cEBAckiculacly those whele managgment @Ay bowe a, conflict af
-= 4% Lhe reprecentat ives of -shareholdera -— Lo sarye i interest, auch as optien and other eimilac. type glank,

#3 the lndependent, effective monitors of managénEne. i ) antistakeover proposals, and plans for- going, private,
Thia Focusing-on the manikoing role ia not intgnded ta L" Are not always adequate. The Commisslomn Bheuld. closely
irply that management ehowld noe Sxf¥e onothe hoaed ot Ig review progyy materiala.on oAnpOEREnt propobol B and asduyre
difectora. The minority with respect to thas Peapwsition ,- T . .. that thece i% adeguate disrussion of their disadvantages.
agree with thy dedscabulity of referm 1n Lhe Sarpocate I . Fanadly. the hdvisory Committee concludes thac che

devELhance procesa, but queaEion the gi!cqtiuenusq of Cuzdent Commiamlon rulse and prackices regarding shacghelder

Jdigclosure ap a meanc af Achievang jb.

propeFala. provide a wockable means.for g ghateholder to
Besbuge of the substancial ditferencens of opinian .- EoMmURicate hi3 DoRdecns o managesent and To.ether BadCehsoldera
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At Fewer dharcholjer Fropesals are rxcluded begauge of

Procedural technicgliting, the tumnittee'recqumqnda that

Tinls for the REXL annual meeting,

F .
NMIEhay IRtearation of gpe 1933 and 1n3y ACLE jChapeer 31y

o Clikieiemg DECELEL aboue the apount of Eime ragusr o to

] i i
mpleke the [EQIBLrALion PLocens and abayk duplicatian in

1333 Aok documents or Infocmation Slrgady Eiled iq 1934 ace
docupents. I additign, f¥9latration seatenantg for exchange
sEfern png RELGRCE pre TEitilgiznd ag Extractdinarily leng and
Complen.” In cecent YEAIB the Commigaign ataff haa

Feduced gome of thens Frablomn, Erincipally Dy mare

clogely inteq:.ting tihe digclpgura
aces,

Leguirementy under bokh
The MY Commiveen bolieveg epgt the Commimxian'g
inigia} BLeLn have praved BUCCeIETal. and that fureha;

integrarigy iB boBEible apg wauld he henn!jcial

TEJUirements of the Fechange Aot the' v goy Conmiktgs
rec-

o
Enda thg devalopment af p 8ingle conrdinateqy discloanpe

torm —= Form o] r‘cOa;dlnitpd njsclatu:e'].

The
conient of regintoatinn *Eatemanes, Period]{c CEpOCER
r

and i i i
matnrin] diney ibyted ig CORYURCE ian vith-aha:ehulde:a

m .
TEEIRGS would he Fredcribnd by the Eorm, Baduring thgt

digcioaure FOQUiCEmBnEE yre dniferm among

LT

e —_—

R o |
or

e

b-2%

1933 At registration purpowss: RWith cespace to offerings
for cash, companies.which have noe.bean 1934 Ace FOpULking
coopanigqs Eae thees years [Lewel 1) would be gy iEed
to fite ehe information cureqnkly praseribed by Form S5-1;
eompanies memking.cectain. aepet S1%e and cAfnions Cequirenshta
[Level 1] would be permitted co das o Shore form regiattation
.Atatemgnt slnilar ko the current Form S-16, incorpatating
EEEE3in . 1914 AcE goports by -cofecence:s all orher fompanieg
 (hevel 2] would file the informakion curcently ceguired

by Porm 5-7, - .. . B -

Far. exchange affers orvmarger praopoasle, 'information
ctegarding the transactlosn would be incloded in the PrOERECLus .
Infarmation furmished to sharenolders regarding the par:isa

to the tranpaction would vary according eo each’ company'a
cstakus aa.p- Level 1, 2, n:']-:nnpuny..'nevcl-a-conpanius

- would e reguired to Furnlak in Ehe praspectue the infor-
LoBATien cuteently requicred. by Forms. 85-1 or S-14, If any

FALky to.the cransaction is & Level 1 G- 3. Company,

the rogistration statement- would incorporate by reference Lhat

tOmpany' B EOEt KGCENt Prony 9r informgkpon akatement and

Feriodic reports. ThebBr Jocumsnts wouwld be made avsilable on

ctaratequest. foraclevel | company asd- furniened with che .

' PEREpecten, for A -Level Xreompany, .
-  Tha proposed: ayailadllity o anme companiet gf the

. .incarporabien by refecance optian reflecte the Comeittge'g
belief thet when & company has a Public aEfering of its

BECuCibien the digclosures ineolved should recognize the extent



SHLarterly

af i
£ nformation about ehae Company already evailabiag,

AR e ffeet of Incorpararion b¥-refarence ia the
subjectian aF 1934 gep Ll ingg ta the lighy

lity atandacag af
tha 1333 ack .

Wherene the L9 Ape impoEes liahiilty

On pEIEoAR TEpOnEible for » ¥ TF:T u:-:jnle;ding tiling

UNlage chey cap FIDYE They acted in good . rairn and hag

o .
ne hnowledge or 4 MiScapcedentation, the IQJJ-AEE-eatahliaheB

an ghli BEjon of 11 qUILy om g 1 Pﬂ-ftltiplntﬂ in .Ehe fe¢QgiE-
1 T 1 i
f =
Erakion Procesn - hp[tﬂ!lltlti'ﬂ'tl of e VENtmgn hlﬂklﬂq

r .
Frma have expresged their Concern abagk tni"lﬂtt!rq.

The Mvimory Coammicveme' g interarr jq furtheripg
imtk i
agration of the 1923 apd- 103y ACtg through ihcorpurltion

b
¥ Eefelence legdx le ta Tecommend thar the Conmigmign

cadape p defin{itien gy 4 Prandard af Coasanahle -

inugathn:;on-unde: the 1533 ACE, taking inte ACEQURE Ehe

fact ﬂr.lnca:poratiaﬂ.by [eference apd the nature of the

unde:-riting CAnguments .. P;upoapd:uq:ding Lac bhin daflni-

tion is fncleded in the liar - recommendat lang. -

EEEEEE!EE Requirenenty Under the 1534 ;ct';:hqgtgg_ixi
© The Commigmion

Tegulsen COmpadies to Fija annual ang

LEpSrtE on Forma 10K gng lﬂ—u;'ralpectlvely [A
addition, . i : .
L T CoOmpaniny BrEParg amparate anngal and-quartt:ly

Feporia for theje Fhaecholdecy . Although ehe Commimaian!
n's

FARLES . betwesn chey, In

gengra the wWirkln eyl 1 kha ko ldw TEDOIEE m g L3
1 4 g L e n share 1 r (43 1] thovg

nm— e
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c¢adanle Rhan that. in 1n—K'F;anﬂ 19-0"5. On the ather
hand. ehe rnEormation Eiled wikh the Commissian Erequencly
is more copplete.

The Mdvisory Compittes helieves the Lommissien can change

. itk rulea and procedures to improve hoth filed and nom=Filed

PELindic roports wathoot happering the more commumicakive

WEiting style [ound In reperte to Ehargheldars. | hoccordingly,

- Lt Iocomnends Lhat, cegistrants he encouraged to use their

anfdal and quarkerly reporte to shargholders ae Filing
dacuments in liew of p:epa:ing_;cpc;ate 10-X"& and

1079 5. 12 thig oprion 1a widely used, the Information conveat
0f Ccorporate CTeporte to sheroholders wonld be uprgraded and the
burdens of coSplisnce with Commiesion regquirsacnts peduced
dince one Feport would asrvg twg funcg;QQf_ ,

.. The Advigory Commitkes aloo bellpves the Commission'e
Eorme should be fevised to impeove, the quality af therr
cohtgnt and Lo present the informakion in a2 more uaefuol
format. To illustrate the suggeaced rgvisions the hdwigary
Copmaibber approved a revised Form LO-K. The changes propaged
for the 1(=X eosld alza applf te srher t&rns. if rorm
Ctr ware amended Lo reflect tham.

The proposed 10-K would have five neckionss:

Il) & Eatk ghest ;—.principally capsuie financial data
and a bBrlef degcrlptiesn of the Eusxnnas;

{2) backgroond abouk ampecial riake or uncerEadnties

and apout digtinctive feabures of the reqlskrant's
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9 .
td) managemane ' g analysts of the fimangial Htgkementa
nnd-fu:wm:d—lqaklng

-

anin:natibn; . e s :

(4} nformac,an furrently found in-Part I of 3 K (4
- [

k]
arla of TAREGERELE " g se:urity-hnlﬂinga. aptiona
L

cand Bimlinr datat: whigh ¥ be omibted- ,f o4 Praxy
has been. Filed; apg o

FEBUNEEAL ign,

Htaterank

L5} the auditud-llnan:iﬁ!-sthtenenlu?

In. ad tion- & th Eoorgy Zaklo E-1ft-Kp- ¢ Eain imfog-
d1 n- Lo [ 11T [ ] oE-1 [N T4 i i
S4Lioh 'Le noe Lop: dg tion & in additional nLn L] =1y H
n ed K e BR, & ks addi 4 infocmatg i
required, snd he pro and 4 clagirc [ ] iremen &
-1 4 Propo, 18 E:] a Ju em ta ar

written i i :
Len Lo mimimize duplicatlan and Bollerplate, Tpa Eext

O Ehe :
revised form 18 included In the digmeny Lollowing the
Lint of recomnandations ;. T

[

Financeat Statement hegquirementc iChaptear kvig - ..

The ﬁdv;uary-Cummit:ee-nddreasad theeg:

N Lapick relaked to
Einancyal Atakemcnte:

11 conpunicat jon E UNCgrtaink ey

L2} “onElderatipn ET ng m
F lor evaluagtin c
9 ACCOUNting mtand H
\ arde:

i?} Eeleffon_qt tNlrE which capee hnﬁeceaan:y
differerc&r.bét i e . .
g ween finam 1
- Ic;a. a?"?*‘fftf Fiepared in
cofdance with Regularion 5-3 and Lnoke prep;red i
- . . ) -.' tn
acoord i . )
.r aflce wikh JEnrrally acceptad alcnunt ikg Principla
. N 5'
The communic

alt ACSOunting mé !

ALion of MACertainties jnnepent in neacky

any
y u:em%ntf 18 an wmportant digelogure prablam

The & i I
omm:Etue belivver the Commisgion Tan cankribuee kg ipy

Ealut e i
0 1€ the Einancial =kavemcnt digeloaures Talled Fpog

o-19
by the lndustey gquides for companiss”with cukended operating
cycles highllght the ecansmlc agsumprions underlying aesec
valuation and liabilitjed ‘Aubiect té qreatiat onescraloties,
inforliiion'ﬁermitting'ewaiultinn af the inpucé an
cpecaklans reevlting idchnanges in those 'ssaumptions’ and
amodrba Imeluded 1A ELhe Cofiedt yedt'e inceme Whidh ace

M.jﬁ!i'r.:'mnta af eatlmites i.:i't.c'lul:'lz-d. in'p:ln: ygars" j-.ni:ornn

BtabcEEntE .
The Eccond ESRio 1A Chie chapeer, conaldeeations”
for evaluating accounkting atandards, is a compliex oBoe
which kthe Financlsl-Acpownting-Standards Bosrd -4 addressing

in itu'Cnncepfuul'Frameuurx ﬁroject. ‘7o flcthe: those

“Yelfarks kthe mdvisary Commltrée affers Bomeé abservatiols and

revoamendations based upan dts case study and alsoan the
tollect ive expedlence af 1td mepbhers. ” The Commitbee believes
Ehat i evaludring Accounting ‘Standards consideration showld
he gived'ba, ‘amang otheo thinq=;‘[1} uncecealntior tahecane
in the meagyremenk Process, (4) LhE amiunts and L il g

of' histariical cazh Elowe, "and (3] the Tiguidity of tne

reparting eavity .
N The lhi:d'tuplc in Ehis choprer celates ta'

Pequiaticn S-%.  1n gome cames financial searexenta propared

in aceordance wikh FEgulﬁtlun'SLn“djitg;'f;nm thﬁaq preparad

in accordance witd genérelly acoepted acciumting pelinciples

| "GARE" p . The hdvisocy Cnmiitteé.:et&u:aﬁd{'that the Commission

undertake to eliminate a1l flrnancial stobemait disclosuse

required by Regulatlean 3-% which Jeoplicete’ GAAP, cpatically
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feview a)]j S-staqqigtpzntu which &

. fe Bupplemsntary tn
;A;Ir ang r!:miqg:f.;ﬂgse:ungch AC% ROt Recasgary

BB investment decinimm— i
e \F deeision-gaking.

Thit recommendat i . s
: Lecon ion
t 0 E;E{ggtgdtpg fomnitipers

Lview oy i
t™ that qlgh?ugh:ﬂegulag1an =& Buat necesearily

Bugple
ipplemene Gﬁﬁ? Because of the Conaiszion'y aniliey

ta deal gulckly ¥ikth EN2Eging Rrablems, come iptec-
LI T ] Chrrently requircd may nn; h; uzsfp) tu. h
quea}qrit_ ?hia_;ngiudes_a_nunhq: of the )
acbgﬁu;ga ke the iiﬁﬂncigllstat;ments.

Epecial . \
ITE? al P{pﬁleng of Small Compapies [Chapter XMIT)

Thece ig
y -NEEL i3 anple egldgnceﬁ_1nclud1qg Lhe regults of

tha quest i i
S8 Auestionnaire ﬂqd,[ﬂtqtvzeq Study, that fhe oost bugg
! A en

ol pariodi
JBE pariadic TRESrtiag ro tpe Temaisalon 1a Felatively

gieatey i
€2z amall COmPAN i88 bhan Fop laege companieg

Tha Advj
v lgnry Epnnlttee 3tr&ngly_ﬁgpportq the idea

af raducy J
Aol | ng thg:;egq:t:ﬂq pucdqp foe Small CORBaNlEs

gngevzr._it rectanizas rhae there

OUET be gn evaluakign
! raiun
wf Bgvacal Eactora,

includ ing MRether much a raductian
18 consickent wich tpe Commimeingt g objecgi -

— 28, and whethar

lnke i
Eecagt in teall EOnpAnles, alroady limsted, would
ke futthe: radupad. .

The & i acs
£ Mvisory Fumql;;:e concludes that morg atudy je

Jneeded to azseas the tradeaffe for smar) CoBpanien heg
.- : v ST ST ween

ceducin EPOELin rdeng od th benetl jitg af havln a
9 f ki g hu_ Iﬂ L i a 9
[eliabl i o : “}' . .
8 public daty b!SE. hcasdingl . the I:ﬁmli.ﬂ-!ibfl
ghould § Tquepy : . C -
nikyake an 1. u l.'. ] anludlng PUblic hea il'l?#
| ]

s

Y T T ety e

——
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ta detecrmine if it ia desirable and poEBible £o delipe

a am;il ¢un§anf cluge of :egistianta. and 1f ma, how o

reduce Ehe roporting burdens for such cegistrants.

Tn% hduisnrf.cnnm;tteé peljevts.it impo:taﬁt far the
anliaaL;n kg he iﬁ:e ;ééniéant-af:the ﬂiirerencea AaBoAg
Iegigktantd. njt[e:enyiatzéé:;;qxn:ranta oy alze, Like
differantiating by industry &5 discussed in the indostoy
quides recommendation, may improve the corporate discloaure
ayotem to the berefic of Dovh iowesrors and reglatehots.

Digseminablan of Infarmatian |Chapter HU1EI)

the hdvisory Cosmittee pelieves Lhak the Commimsion
has a respemaibllity to maintaisn & eompiehensive,
acceasible cepository af f£iled ipformation, but thakt guch
IlnEormation Ehguld alis be rezscnably eccepeibpla direckly
Eevm zegidbtrapen. To improve their vesfulness, the
Compiszion's puplic files shouwld be convected
from a statukory baSis €0 a "company” bagiy. and a

“current® company flie Ehould coatsin esch compeny's

lakest Foew 10-K and spbieqguent 1934 Begr (10-08 and E-Xa) and

143% Act Eilings. The Commlaslon Ehould alea redquice

registranks to @ake all 1%34 hee Filings available to

ahareholders on cequedt And to non-shareholdeprs At a gragon—

Ahlé cot,
Finakly, the Mvigory Copmittes cwcommends that the
Commipsion Be responsive to the information feeda of

holders ofF debt securities and warranea. All company



D=2

reparts nocmally made avallable ta dqu{ié folders Bhoutd

?lfq:ﬁg.nade available to debk holders . These reconmends-
t%png arg bamed wpon th

vﬂ%umg Wl few corpocate bﬂﬁdn.and Lhé

i Eized lnpome 3

greaker Lnterest
.o - " . . .
Ecuritued. TT

L [

. . Y E .
= Eonmif;ne'n recognition of qrowing

s AARIE Ll RO Ty

Caf

I._'-._.. o

.

y

.%;?
|
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°

D=33

.o . -RECOMMENDATLOHE s
—— e ———

\ .. ST - .
0L chapter wIT |
. - - - .
That chy Cepmigsgien Mopt -the folloawing. abate-

pent ol objectived:

The Topmizgion!g..Fyncelsn in-the corpbrake
diEclosucc -aystem i5 o asmsure Che publle
availaBaliey in an efficient.and ceasonable aannec
on & timely basia ofF reliable. Cirm=oricnted infor=
makion mater sl ko informed. investment and
.Corpogate puffrage declaion-makling, .The. Copmid&lan
anoold nok sdept dimclopare fequirsments whach

have a% theilr principal objective the regulatien of
corparhte conduat . [o: - cal r v e :

) LR - S !

D ghaptez ax TN

- Canml

I L L o .
gEinn rulé—making and.mohltcl in

4wl

~The Commispion shgyld initiate the cule-paking pracessa

. .prooptly afcer identlifying a.disclasufre lszue of genec-

&l aigniflcants racher than proceeding sxclusively
‘thraelgh administracive. of #nfscoement procedures.

Prior to developing the tewk of a rule Lhvelving a

B H‘_:nujvr-tnnceptpn};lnﬂug,uitb which, the Commigaion hos

"

had Limited expefisnce and concernung which thers ia
limitad cooceptual litecaturs, the Commission showsld
~Publigh .a. "concept telesge’ idenkifying the matter
. .being considered, diecussing the haguss. presented and

.. alternatives availabla and requeating, public cooment

on the “concept™ &F the propomed new reguicement.

Aules proposed for.compent Bhould be deemed wikhdcawn
Lf nokt adgpied of reproposed for comment in madifled
Form within & gspecified period of,tine aELez Ehe expi-
ratiap-al the momt-recent  comment Period. A caloade
should ba proaptly.lanued to . explein why na action

RRTYRTIET similacly, . concept Tglmatés ahauld be
withdrawn if ng actisn in taken After a.spacified
pericd of time and reosons for £he withdrpwhl Ehould
he announced.
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E::tE:Tn;:a::?.unuuidfezﬁund the informatinm
.FAFed AARDUNCERG khe adoprign
:::?n;“::dt& éntluE? cereain lddjtianaf inEqr-
undercah inga relaced £o my i
ol khe conRequances and REE of new S{:gi;fg

::::bre?ui;ementsl'E{Thu Rofltoring undectakan
a Y tr gfn:-n{ and non-gapirical and negd
wtbe'limitedito-eeancmic -pnalyais,; =
B A -

The Commismpion ghowld

of remearch that ig te
_ mandate and, if'n
| BUCh regearch.”

CHALLINLE Ta be Awgre
levant Lo LEB wEarukocy
ceddlary, actively encodeage

“The Cnnniiujun'l‘anﬁual :

_ ] Al repatt to Lo

Crefimct th!ainfornnt1¢n-d¢fgluped bng;::u aheuld
cecommendations. oo e

. L1 - Tast . f

Begaiding induntry guidelinqs:

The Conmiamion ghould
; . deveglop
::;tﬂ:icigscfinduaﬁritu ko engoufage unlfarm
. 1 nancinl sratement dimel
mpterial [tfama: whi ] e phrticar
ey ma'which areunigus tg & phrticulag

disclosuce guides

:‘i::c::n::: 'aha:gd bt wobablighed By the Commigs
cakmure EBat it raceives appro

: ) PrLEE

tnput Eros the umecs and FIEPACNELE af=into:tutinn

in the 8peciFip § ior"

o quﬁdEIIneafc indUBErY prior'ts the artlculatian
“A lew inéu:trl?n -Hﬁuld be & cted ie
Iﬂfflbirlq-nt¥£ay ghguef;ecu:::ﬁ:::iégifilll? =

The 'efErcelvensas of
and tha quidelines ab
Bign wichin'a reapon

;hi::::pﬁtilﬁhtll'prug:&l
u e Eevigwkd by the Comm)g-
able time lftcr'adaitin:; l'

hapeer & .-

Regarding forwarcd lnutiné-i

nformat iona

The Commisalan shaul
publ Lsh forward-look
LEagmans e

4 Encourage isaugrs to
ing and‘-nalytlcgl-into:na—

o -—.-H'-""""_ Eaharate - -.-J#T-'j-'wl‘?ﬂ"?"-'_-‘m-

- 35

Experimantal pragroms Eo encowrage cerftain Typea
ef information such ag prajections end fucores
crignted analymis ehauld.Be lnibisted.

Momitécing of those progoams 18 #RcCoucaged far
che purpose of detsrminkng the ysefulnecs of the
informetion to invesEers, the £0BLE t5 JaBUeLS,
and the retpondlvenesy of 1B8uers td user needs.

she SEC mtaff review process should Be coordinated
Cta asgwrs prapet implenmeatation of coppisgion policy
god unifura troat@ent of issvera. . .,

& nafe harbor cule should be.adapted to pro-
vide maxioum incankive For disclasoee of

. management -projecticns and erher forwacd-looking

. imnfgreation, whethes of et filed with the Cow-
wiagton., The pocpase of the asfe harbor tule
woold be ta place the.bueden of prodol oo Lhe
person Seaking to eatabllah liabiliry for the

- disclegure of ¢ managemenk prajectiion, manage=
went'm anolyaee of financpal infprmatlom, plans

. and ohjectives, god ocner items of forward-

locking and analytical infprmariom. . The safe
harboc eule shguld be applicable to all reqis-

- tpante And phould provide procection Erom li-

ability unlema it-is proven Enak the iotormacion
was propared without & reasgnable Dasis or was
digelosed pther khan in goaod Laith.

Rggarding Frojections: .

The-Comnisdlon showld dovelop an esperimental pes-
geam ko further gncoursgo ehe disclesure ot infear-
matipn concerning Eubdic £ONpATY ceohonic perfor-
mance, incleding the-following -sReps:

. S
B public abtatsment =hould be iseued Lo eRCoUEage
public conppri=g ko discioge EEAkemcAto-of

_ management peoiectiond of Euture cOMpARY Eognon ic
pecformance in their filings with the Commiagion
6h & valunkaiy DAELZ. - Thege disclogures ahould
by Aublect only to the condikiong Ehat Lhe pEO-
jections bhe prepared on a reasonable bDasis. be
dipclased In gocd Eaith and be sgcompanied by
on APpropridts cputlenmcy skatement feqarding
the inherent wngertalnty of the anformatian.

The Copmisgian's Brakement cncouvtaqging the wol-
untary dimelosure of management projecciona



O+3&

shoulg GEILE Lhe following:

A. DisclaBure af natnfial.underlying SEBuApkiang
pr&]ecti?na with acewal ra-
n any
- bur ol reqgulredi oot -r ?-efcuﬁrﬂged
B. TE itens of infermgt ey .

’ LRformat fen ko be
:gptnd showld reat whkipin tncsdfscrigi:n
v!n:a?:qemz?t.-but'}nnuld be b

Fraluacing the:company: L

) B B
_::zlsﬁgrldtﬂnt be :ttma_vhuaeEPruje::E;:les

g ¢ eane-nutor{ul{y @islaading. infereoceg,

. - —_— L . r
S« Third parey review :
hir of =ana -
K g ement -
inqy_nhpeld Pe PeTmitted Bur nutircqﬂifg:?
3 . - .. L
d. Frojectiass . . '
. Previonely :iga
¢ =vi ued b -
Flon strreners 15 eli0y onertine o cealairs”
Laen Bhould be regogr
'thq[?c;:T;?n;f ;:E rnq+ftration ata:glen:dl:n
. moqltted Lol ! mFofi:fﬂgrz:n-ceEaary{ im
&7 The tlmg pnll&d:. . .

IO be coverad by o
j:ct{un Bhould rese within tha diatr t?e Fat
BanggEmEnts. and e . atlon of

n “ e e

F. Incluslon of : :

) Projecklons Lm gre i
Eii;ﬁgizzagjgjnn:_'lack'::he registrfﬁ?m;::;OH

i Eeklong in fukuwre Fij i
FéQiE o renn
tnzluzisztzfshould be Permltted to :egu;elégzihae'
diEtDnlinuannprn]eqtiana In filinge nfter a rriar
EngOlE aned nn:-tqﬂgzzgzzgt:qmpﬂni¢n o et
: L : ue ar g j
Yeetions 1n Lilings ¥ilthouk good ¢::::= pregec

frﬂn'hging or . P Buch bnformat]
RECOming miclesdi atan
Pru]tcﬁluna O An rquiteblio ba;?g.’nd £a disclose

E.
I
)
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Exgaeding managenent analysis of fipancial infarma-
Eign [Luide I ol the fuides Tor the Preparation and
FLI|ng ok Regist:atl&n.&tat&aﬁntﬂ ppqgr the SeECUE IELSE
doe af 183} and’ Guide "k of the Suided for ‘Freparation
pnd Filing of Reportds and Regisbtration Stategents onder
the Secucities Eichange Aok 0F 1834)4

1 5 DL - . -
The goguirtmgnt far @anayemenk anmlysia: ghooeld ke
modiFsed to emphosize that registrante will be given

Jorcapd, latitude - as to cimplewsnbat fan of ,khe 4 LBCLOAUESE

cequesced. - i L 1 . -

R T - e e . | . .
It ehouwld alas be apdifised to explicitly recog-
nize two eepacake aspects of manegemeol anmlysies
(1) guontitative analyais.{e.g,, varlangoe analysia)

.end. [2) discusslon of hilatorical facte.

The requliresent Should be amended: to call for 8 Jetrer,
8iqmned by the Chief Financial of Rocousnting Qfficer

of the regintrant and submitted with cach appropriake
£iling, aeating thar dug fegard was §ivan to the fe-
Quareasnt and in particular Eo thak- pact which calle
for the diaclosure of any facke and contingenciea knowe
td manAgemeht which would make the hiStarical record
net indicative of the fukure. Thip fequicement for a
leteer ahould tecminpgte three yaars after its promel-
garion unlesaa ib.18 expecoply esbtended- by the Cop—
misgiom. ~ °° 7. L o

Regarding mansge@ent's pland and abjeckives:
et 4o I .
The Commlsajian dhould engeurage disclepure of

‘planned capital expenditures and method of Elnancing
by businese mgeqpent fopythe current fipcal year and
ehe gueceeding: Fooe figeal. years indicakting: Tal m-

. maynts thereof related ko enviconmental conceol

faciiiviea; and (B} the espected eifecis an
.preduction capacity.: e L o=

The Compission should ancouragqe disclogucre af
management plang and chbjactivesa.

Hegarding dividend policies and capifal steucture

prlicirs:

the Commission ehaould Encbu:agz registrants ra
puklish ptatemante of dividend policies. |,

The LommicRion Ehowld encouisge ceglBbrants o
Bublish mtaktements ot capital. steuckure palicics,
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o Chapker XTI
nga:qlng segment reparking:

The "Commipglon should tntegrate texcual disclosurss
Fequired in CommiAEien formE with' segmanted fiman-
cial statement diaclosuresn requited by Statsment
of.Financial Afcounting Btandards.Ma.- 14;

. r -2 . .7 . Ko '
Ih develaping industcy quides, the
ahould conBider: (L) ECQUIELnYG, a8 necesBary,
discioaure of Loth dellar and, wherg Approprinte,
unik galen of each produckt line withln a REgment

Comuissian

-whoge Eotal salee conpriced a CErkain perenn=

tage of conaclideated palea in the previour
f1ecal year: and [2] developing on an indugtry
bagia the maat effactive product line break=
dnuqlfn;-§4splgy1nq FaleE wnforpakian.:

The Compieeion ghould reguipe aegmenﬁ data in
interim reporke [(Form §d=0] filed - wich the

- Egnm s Ean .

ChaEtgr XTI

Regarding dlscloadre of ;ueial and envira
Eﬂ%ﬂrmifggﬁi nmenkal

‘Ihe Copoiamaco 2hould. reguirs didplosure OF
makkera of goceal and enviconmencal gignificance
onky wheh Bhe snformation in guestion 18 matgr-
tal eo tnformed investment.or coporake . .Buffrage
decikion-making 4r required- by lawp akher than
Ehie BeQuritses lowe.- fThe Rdwigory Sopmitege
BAIOFBES Lhe Commiesion’s conclusion that. Eheze
ace ng broad categories of social and environs
mehtal 1nFormation, mob now Cowered by mandatary
dlecleaure requirenents, Ehat phould be made Ehe
Gubjcct of new. requicements,

Chaptor AIIX

R@garding Erowy Etatement requiremente:

The Copmisanon chogld requice each reqiatrant

To Ftatw ip its Prosy matecial or Lin kE annusl
iepoIl ta sharnholders, whekher there i & nomi=
FALiRg commitbes oF the baard and, LE Eq,.Who
the nenbers of the copmitres ars,

R _r.,u-—--_—'q:-ﬂra-mh_m

-39

the Commjgghlen should requice registranta ko

i1 f1le undéer cover oF Form B-F & lebtar of rasigra-

s *7 . tien recelved. from: s director when Ehe-dirackor
- requewts that the cegintrant file thre Lcttn:.:_

The Compicsien abould-dicect ' the SEL cal
: ko ievlew. lntenplyaly proxy mabterialE-- " .
9 . * which pontain certain 'management proposale,. .
- - with - a vjow tg requirlng wece eniform apd

B adequate digelogure of bhe sadvantages and ©
divedvontages of proposale which mey aub=
-atantially mifact the interents of-ehaceholders,
lncluding - disclosucy of - ahtimabed. costs of any
“oaptiom or sipllar’ eype’ plansand-the poanible
impatt gucl plan may have on-the:behavior of
managesent .

T T A P .
"Tha Commissiarn-ghouwld regquice Lusuese to include
~im thelic prozy wateriale a etatement aF Ehe
date by which shoreholder proposala muBt De-£e-
celved by &n iBAuss-in prder bo be eligible for
inclusion in the ieguec's Prody waterialh for lts
nert annual mreting.

LI

The [ollewing recommendatlon pusowd by & alim
majorkty:
. BT . Qa0 - et ', .

“iThe Compimeion ehould develop a package &F Afs-
"t elaBul e refuicensnite that, toaken aB a whols, will

U AEredagthen the BEl1ity-of -Boscds’ of d-icectore

ko optraktn af independent , affective monltoce oF
managenent perlocoance and that will- grovide in-

C- - wagtaew with-m resscnable underatending of the
" arganizatlsn and tole af khe bogrd. -

.

. b T a L

Ihetd arqd subdtential diffecences of opinlan on
the Advisaey Commities A% t0 #xactly what khe
substance of:the new dleclosure cequisesents ghould
ke . For'that-cesnon, and ales becagse the hdrisary
“Complttee has not engaged’ in any extensdve Fleld
- rafmarch relacing to theas - laeyes, gply the dio-
Toplesuce peqguicements dapcribed abave Ace -
being apecifically’ cucommended- o the Commimeisn
for adoption. Cérkalo addieional’ proposed digeclomuce
requicenents ate included” in this cepart egh-
illusteste the qengral gppcoach to' Cthe area that
the Coamittee -belisyes the Commikmilan whould convidac
after the completion of itF propssed public hearingm
?p COIpacate” Aulfrage ?nd*pr?:y digcloBare isaoes.
N . R L T I . - Lo

B e, ]

e aaim WEE TS

. L

Leove =m0 00 '
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. Chaptwr 1Y

| .o
Fegardiag: furt
HT " :

her_intagration of the {433 and 1934

The Commizssnn ahauld adopt g Bingle integraked
didglosure form to be.uled For complilnce with
the reglatraktlon,. reporting and pProxy 3ollicitation

;zguitemanta 9f the-Sgcuritiss Act _and bhe Exchange
ct. e e - )

FEGLALCANtE Bhould ba CIa;sifizd*inié ieuqlsll
.2, And 3 |propasnd definstione aro-offered in Lhe

togt-af the repored for,purposes.of compliante wlth
the Eecurities ack, D ’

Level 1 reqiatrancs Ehould he allowed To' wan &
Farm S-t& type ahort fOIM Fegigkrfation miatement
for. prisary pifersngo. - Level 2.regimbrants shauld
be allowed.bo uge-a ehcrt form regipbration

Bratesent comtarding the dlsclosures raquired by
current Porm.5-7.. . : C o

9
I any exchange nffer or kransacticn subject to
Rule 145{a): H "o !

{4) Level 1 companies should bBe &llowed ta
ilg Qlatration. gtakemen -
talning the digclosure Curtwpkly. }iquirlzab:?:urm
S-16 and-certain additional Einformatioh with re-

epect ta the. nakyrce ot the traneaction, which
incECpGLALER. by referqnce bhe company m.most
[ECENT DEQXY- o, infoImAtion phabemunt ahd perdod—
iC [EPArtE. &Nd.which wndertakes to. furnish such
decumants shd the company's annual repsrt to
BedckhaldecE on. equeRkt ). . .. ‘e .

{B] Level 2 companins. sheuld be 81low
L0 ubllike regiktrabion Ekatapenks cunti?hfﬁg
the dagelesure cuzesntly required by Form 5-16
And certain additional information with rEEReCt .
to the . mofure 0f the franBaction and which incge-

.pelates Dy eqfarence Lhe Company "8 Baet recent

proay.ar . infaraation Etatemept and perisdic re-

POLeB, provided such repofts and the. company s
mO&t recent annusal repart bo Siockiclders. ars
turpiahed. wikh the PECBPEcEum) and - T

1c] Lewvel 3 cnupunips.ﬁhauid ke ;tqai}gd ko

Ubilire reqiktention BEAtepentr tontaining the dia-
closures currenely reguiced by Porm 5-1,

1

n-41

The Collowing cule shauld be enactad to clarify
the extent of respongibilities.of officecs, woder-
s+ . wWrikers-and ogthecs [O0 Materiale incozpocated by
.+ rofeeence an & 1933 Ace filkongi - .
“ . . In deeeemining what congbtibutidd ze3B2R=
v . 4 . able wneestigatioan or cace #nd ceason=
- -, . .oble geeund -Eu: Dellel under the Sgpuri-
. tredgcAck.of 1933, of -infoc®aclon LACOC-
. . porated by refereEnce koA _regiltration
' - BtArement oL Prospechius, the Atdkdard of
reasonableness in that cegquired by a -
prudent man unded the circumstances. in-
choding [t} che Eype of registcanb, (2)
the type of porticular peraon, [3) Lhe
Glfuce held when the pecrson in an pfficee,
. - (4} the-preaence ot sbhdence of anather
celatlpnanip ka the cegiatcankt when the
.- . . peragen is:a directer or propodéd dicectar,
15) reasonoble reliance on officers, .
" scEWployees, And others_whose dotiew whowld
- nave-glven them koowledge of the parclecular
facts {in . the bighe af the functlons and
. -redpoeslbilities.of ehe pacrticular porson
with reapect ta the regidteant And the
Eiling], (6} the Eype of underwriking
s oére- ACCATGEEenkE, the role of the packicular
A -pELwtn . A% anoyndérwr iter, And the-- -
L - - accepasblliey-ta information -with cespack
s vcc k@ the fegistrant <hen the paroen iz an
vy underwe pter, [ 7Y the -type of Aecurity,
;.. and B}, whekhar or nok, with reepack to
information on a-docoment incarpprated
by ceference, khe paccicular pezaon had
- e any (esponiibilaty for the informakion
) ) ) or dopument ‘abk the time” S EERa El 1'im;'
"Erom which it was lncorporated. -

. 3 - i

>
a
"

S
L - R . .

-0 JLhapter kv - H
.o !

Regqacding eeportang téqul:euenta under the 1934 Ack:

e The Commigalon should encoucadge compankes whlch [ile
periodic reporte on Foras LO0-K and 10-O to substi-
-bote, ook official ‘Eillng docementi, theic .annueal
and ‘QuAarteely reporte to eharehoideca) .

.

— Ty -u-""*""

The Form 10-K ahould -be.reccganized and the disclo-
. . BwEA-raguirements ehould bDe wribten in a way thak
. will pinimize quplication and koilerplaes language.
e réorganlied LD-K ghould codtain five sectians:
.01y & fack sheek wonsigtling principally, of capsule
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financipl data and g b i
iBtrant's pusiness: [1]
atrout cppecial riskg ar g
20 diskinckive FPeatpres
Biona or industry; 3] a
“'aratements and Egrw
Earaation CRrrently
May e opiteed -iF g

ef deraription af the reg=
backgroond information
moerkdintisa and apegial

of the regigteant’'s 1+ T B
N Analy5l8 of Ehe fimancial

ard=locking “information: (4] lo=
Townd in Part IDI.of L0-X which
WLOXY BLAEFOENE hag hean [ilad

TEhiz thelodes . detaily Absul MADAgezent'E

© BEgurity -holdings, o
" eloilar dara)
Btabemcnie.: -

Eegarding -uncertainty jin

PLiong . repunéraklon, and
FoAnd fE) Ehe audited Einancial

- ChiEter ¥Ir - T

financiasl gkatementsn:

- ’In drntfting fadunte
trkended opecating-
call foc:diaclogures wil

Rent “amownt&. Fimemeial

-called 10! by Ehe 1hdumte
Iight:- 11} economic ansy
valusrlon:and Liphiljtzes

¥ gquldes Eag cuhﬁnniea with
cytles, .tha Commigsjon ehanld

ch-will focus on the wn-
cartaintles celated to gar

Lalm Einanciol erate=
Btatament diaclaputes
¥ Quides ahguld highe
nptiuna-underlying agmek
MbJeck to grestest wn-

“Erkaintied) 1) informetion Ehat will enable ip-

VRALOLE Lo evaludte the pa
Erom operationd.ceaulting from c
JEIURmpBtionE, and the likelihogd of

[3] amounts included im the ‘curran

Bbmienent which ace
Lcluded-in'p:iar:year

bential impact gpan incomns
hangss in thoBe econgmic
Buch changew;: apd

t ¥YeAr'sE income

5 lnQoke gkatomentsy,

- R ] . - ]
Regarding-criteria to ke used by the Comnaasion ang thp
Fli in avalusting qectunking standards:

The Lombingion fand eEhe B

dtandarda, ohould consmide

into:hat;qn'cqncerninq_tn

lcal cash Elows: and 13
Iyl un AtEwmALlng -Ehe Ligu
A

ASEY in evaluating ARcaUnting
€ Among- other thinga: [1] Ehe

nE procags) (2] Ehe adequacy of
- ll&unﬁs'and_liminq af higtor-—
the adequacy of informakion uBE-
idity of ;hf=r-purtinq CoTaky,

A sont Lo ing gaal sF the

Celiminacion of rules.sE g
‘eduse dlEferances bekwsen

Pared ‘in Accordange wigh -
Peepared it accordasce wi

" Frgarding ni:te:aﬁcns Between Hequlation.5-%
ana'cnhp;. T [ PP i
_

Commlomion amhaold Eg the
encral fpplicabllicy which
“financial stategsnts PLe—
hegqulatian 3-X and thome
tn'genn:aldyfa:cepted

.
v
[
H

—

. The @pmﬁié&i&nnahduid_:qgui:e:puhllc.cunpﬂnie

D=~43

appounting principles |$ARP|. Wiheh the Commisgion
Tequices an exkension of diaclasures beyond thane
tegulred hy LARP becaude &f Ban emcrging prooles,
the pessone Lok the extension and the underlying
accounting iscuers lnvalved should be Beatsd. The
Coamizgion ehould then Ak the FASE to gonsldsz
LhE . imswe., - .. N . B
P ae e A Al e
L ro ChgprecawvEL.: .

nfﬂtﬂidil'l'} SF.HZ"{'j:;l j-":'oblelw'na -of Small Companigs:

[T e I T
ThP.Cnm;;EB@qn uhiould Wold pibtis hear ings ;Lo de- -
tmrmine: (L} Whether, and bo what sxtent, the Com-
Rigdion shouid sckenpt ‘to.dofine-a categary of
*smell cémpanins® Eor ehe purpnzg of requiring
leas burdeadome cepockings -(2) haw &uch a.clasals .
fication, if deaicable ang PoSEiDle, ahould De de-
Eined; and (1) if definivion is passible, ‘what - @
reductions of tepacrting requilements aro popgible’
conslatent with Ehe pocposes of Ehe Pederal .

TLencuritien dawg. . o« - .. L .-

. -

Chapter ¥VIII e

Begarding -DiBSemlnakinn of Filings with Lhe -Comsiss o
. . R o1

The Combsisaion ahould convert lte Liling aystea Ecom
2 BEakutory reporting Lasis to a company basis and
6hould saintain & *current [1le® Eor aach Eifhangu

. Rt cqporting conpany pankaining the company 5-1'[1
€8t Form 10-K.annual cepact and akl Bubdeguent

" fllings, sacluding exhibite, under .the Sepcurities
AGt and Ehg Exchange AGt.,... .:._ . : :

- - . el

5 .kpe

- make their -Eilinga with. the Commiszicn-undoe the
Securities Exchonge Aet avazlghle to the
publig UROR fequestioc c1fos ae L e

Reqarding Diaclosuse oo Holders of Dabe Secur1ties!

- ilte . HE " e - . L. —r .
w,* The Conolugisn should be sensitlve to the Informp—

tioh.netds of holdecs of debt gegurizies and, wif
defigiancies aca identufied, Ccorcective action
ghoeld be undectakanm.

The Commission should sseore that all compaey fo-
PLLP Available to. agQuitry ]‘m._‘!_dg;a are availablre
v debt and wWaccang hnldftE il eequested.
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Heviged Porm 10-K=
e

FART L:' FACT SHEET

' .

ITEM . CAPSULE FINANCIAL DATA . S

4 t
[a} Present in coamparative col
vrnar form
fynancial data £or the reguntrane and its ayhs
any b corsalideted for egpoh afthe laae Eiye Fi
n: the TeqLALCANe tor for the life of the registrant and
E ;D:IE:ﬁﬂﬁg?qﬁzisliéﬂizsa]=-:Rot Balet: income Erom ot inUang
) LFNE: ; i MRIRAING CApital) cash Elow; bargl
E aspera; totalIlqaeh:adneasi-and=shatcholder="équliy,
1 ) '
a 1B] Present ip-tabular form gn
: r ot legaar th
rocent Lyscal yeara ANY . OpE Ted or o

k1 it
| APLTOpEiate Iﬁduatry-cuidt¢:?, ?g.stat{st{tq cﬂl}!d for by

the Eatlowing
idiariee [if
szal years

1TEH %, PRODVETS AND SERVICES

p;incf;:?E::azﬁi:EEfn;:;éicgzggzsn:e::icna it hi

;?E::T;Lar;g;ntﬂzta;:p?;tﬂ:it tndustry and :;:n;:n:::hgeo-

::iz: :2: fEE;:::zatT_TmEQnten;TE;?:;:::;: i:a:iii::tzisqij
c-rtayes and e;traorq;na:yjllzﬁzne S Ltey lanetare Lncome

b o “ARd (aiN) Ldentifi :
uttﬁlhutablu to cach Dosiness chmeng.r tifiable ascetbs

JEL0LF ident (fying

INSTAUCT 1aHE ;
i

1. .Derxn:tinns [ . ines
. L. o repartable Dusinesd seqments®
ag;;;g:p:iﬁcl:::;: E:'EEZ?EEL: and BRIViCES,” Tidentifigble
: 1 ) 2d. The definitionm mme f h
in AFpendiz A "lwfinstiong and Buid ' 1 e
lines ‘tor- 0 11
tdustry and Homogenouws -Sgo s ' Tring Requite,
FRELE - Fraphic Segment Repact i Ere-
:::tiéliistn; Conm;nt;un'% pelenae angseqmentpge;épgig;q?fggj
: o Ho. 53;{; would provide an APPTOPriats ¢eforence.

. 1 - )
ITEN 3,  MARKET FOR THE_ RECISTRANT' 5 SECURTTIES

1
[4} Stake bhe appropriate
rocord Ba of Lhe snd Ef fhe nueber of holders of

iod for which th

{iled and the number of gar e repert is
; shares out

vQuity becurstien of the o standing of aach class of

ttrant and eh ¢

g ¢ avECA

tovdufig (volume during the previeus fiacal yeap,: ' 9c weskly
- P v

iB] Purmisn the fodlowypg
tecent practicable dake, with

iEarmat iok, ag of the et
Mrcluding sny “group”

recpask ko any gersan
a5 that resm 18 veed ih Section

'Inatrdttloﬂa only ap,

] 18 & OPPEAD An thip draft whera pe
:;fliiztrzg;flcntaon Ernpased and are not 1nclu:EE:ﬂ;¥ e

; uns wn the revieed dorm A nunb it
ATEabe L goCtanE . wnber oF existing

i . BE farpisd over tmra Ehe new form.

-

e

rue o

o

st —— -
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Liel31ded) ef the Secoritles -Exchange Act of 1%34] who iz known

to the gegistrant to be the boneficial ownezr of wore Ehan
- Ejwe” peroent &0 any ¢lass' of the regreirant’s vat'ing
gecUritieas (1) the citle Bf class Of Fecurities- owned;
[ti] name of gumer, (11i)"the toeal” nuster of- ahaces’ *-
beneficlhlly oWned, and (L) kthe percant-af -7 -~ 7 :
class so pwned. Of the oumber of sharea owned, indicate
by sEBatnate Or. OLRREwiEE, Lhe amount known to be shares
wilh respect to which such- l'isted: peneficial awmer %
nes Ehg.pight to acquicre boneficiall ownership,' ag - ' "
epecified of Rele 13d-3(dp{Lly:under the Exchange Aot
. . LI : AR LN B AT T . -t N o

ITEM 4. PROPERTIES -~ ° ..° -.". - £

Lf applicable., sdentify by appropriate unit or Clacs
af unibxs asmufactired-the regigttant™ 8 productive Capacity
by aegment.and the exkent of wkidizatdion thereesf. '~ 7

JMBTHUCT IO
The location and general character of the privcipal
plants, mings, and other matocrially 1mpurtnnt_phy51an
. propecties 0f the k+giBkrant or vte: Subsidiaries shall
e f£L1ed as an &afibit ko Ehis report. A List of all
Fubsidiarics shoold alég: be Filed. - ST

o " .
ITEM % FENDING LECRL PROCEFDIMGE .- - T

; L .
Priefly describe any material” pemding legal- proceedinga,

mtheyr than ordioafy roubing litrgaktion bacidenkal Lo Ehe
business, ko which the registrant or any of ite subsidiaries
15 A party ar of which any of-thesr property in Ehe-aubqect.
Include. the hagé OF' the court or’ dgency in Whileh tha!
proceedings are pending, Lhe date imstltuted, the. principal
paTtees thereto, a degoription oFf the Fagtual bazis alleged
ta underlit the pioceeding. and khe relief pought. Include

. ewmilar informakion ag LD Any BuCh:procemdings known to be
conkepplated by gowernmenkal authorities. .

- _ . : ‘- [ LI o

.. Reqletrankts arc-encouraged o incorporate by referenco

any d;ﬁcunniun af+legal’ procecdinge appraring in thz Enog—
notes to bhe [ifnancial statementB, howewer, Lhak dilacussion
ahiild be puppleamented by -any infoereation-reguicted by the atem
but net eppearing incthe infermatien jngappocated by relerence.
I
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ITEM E. EXECUTIVE QOFFICERS MND

DIRECTORS OF THE REC1STRANT

. 1, H Ll . . . V!

{at Liat the names and 4908 of all- enecutive afficers
#nd dicectora of. the reglebrant who have not hald theie
cucrent gffice with the reglatrant prior. te the beglinning
oF tho paclod reporeed., - L B Lo

(bt Glve a bricf account of the business FEPEE Lanpg
ducing the past five yenra of =ach executlve officap
anamed IR 48] including his Principal eceupatione and |
txployment-during the most.cecont Live year peciod and the
name and principal business of DAY COtporation or oehar

n:qanizlt§ﬂn in which such tooupat ione and eamployment
weLe tarried on, oot ’

- - (2] Llet the names, and. popitiens held of a1l
viticecs andg directsrs whe terminaced their eaployment
with the reglatrant ducing the PTEYiouA Ymar,

PART 1T | : - - .

MNTIES

Irem 7. . INFORAMATION GONCERNING SPECIAL RISKS OR BNCERT
Diedcribe by huEiﬂEEE.:BgﬂEnt'thGSE'fa:tnrs, if any.
which caude investnent in khe company seCculLtleA Lo he high
LiE% oc highly speculative in hagyre. Exsoples;of -
APPIGpriate factars which might“bBe discuased knciyde (1]
abBefaEg of an Sperabing higtory of khe. cegigtrant, an
abaence Of profitoble opmeatinfu in recent. perjode, Ehg..
Pinancial copdirlon 6F the fegisteant [including recsnt
adverde.chahgea therein|,. lack of Managemenl SAREE ience
and the Epeculative nature af the buyinesa lh whirh che

ITEM 3. IMEORMATION .(ONCERHING SPECIAL OR_DISTIMCTIVE |
T PEAMUEES OF YWk FESIYERRTIS DRERRTIONS R THOVSTRY

[CE L 1 L . .
{4} Deseribe by husiness zegment those dlatince
©f BFpeclal charactafigticn of the Teqiatiant's operations
or InduBtry which may have a material impact uwpan the Pegig-
Erant's Eukure financial_ pe:forgpance.. Examples @i factora
which @wlght be discupaed inglude dependence ap:.one or 2 Few
OAJOr CUSKOmELd Of.SuRpliers tincluding Guppliecg of faw
materiale ¢ - financingl, €xiFting or probable governmentsl
Fequlation, sxpiration of mate:ial. }abor SHOLEanLe &r
Patentes, trademacks, licenesc, franchisms, Concexsions of
royaliy agreoments, unusval compebitive cenditlans in che
industey, cyclicallty of the industry and anticipated faw
material or pAergy hHOTEASES o Ehe eptank Banagement may
not ke able to ggcure a3 contlousng msurce of aupply.

i'.-:

4

o

et e et Ll

CTELT A,

HSTRUCTION: = . - . [ L R s

ST s o E ) R -0 " EE R |

‘This. pearagraph A6 inkended to provide  the investor
wlth background: information about the- induskry. and company
wrLefvicanoent.in-which he ar abg! has lnvested 'toithe extenc
" khat information im distinctive arjunique bto. glthec the -

induatry.or the compapy... . - “. ! :
[ERFI .

AR
BART II]

B T T I L T L

ITEM _3.. » MANACGENENT, ANALYSIS OF THE FINANCIAL. STATEMENTE
ATRTU o AND FOWRRAG-LOCKIHG- THFORHATION 93, -7 ST
B e T e T T L ] H -
© Frovide an-analyaia for esch huzinese Sggment of Ehe
reparted financinll etatemynts, shichs (1] will. srable investors
te undererand and evalusbe mater la]periodic changes_in. the
s¢f Varigus items:of the cwported finAncial mtateasnkn; and. { 2]
* will.enable INYEREOTA ke’ rolate: the reported financie] gtats-
moitetoaiEeaEnenty ofs the sooonte, timing Ahdsuncertalneicn
of future gash flawa for the' repoftlng motity. v o~

IBSTRUCT IS

- EPEEE I

O S

L. The abnlywia of materaal pariodic changes [a] abhauld
eMplain matecinl inccapmep o decreafes:in diEcTEtionary. itese
vuch as reaeazrch and develapwent conta, agdvertising ezpenses,
and maintenance and repair expendes, and (B thould hreak dawn
VACLARC®E into compeonentn, auch am Ehe amauntn by which changsa
in pricas and changes in valune cwEulted Llp & makterial changy
in malus.

i. The snalyaie should fooyg an facks and Contidgenc ies
ROwn to manngesent which wouwld cause reported Financial akate—
merER t5 Be not indicative of future operating redults op of
futyre Financizl condition. Thip would inclyde descripklon
of and amounte of {a) mattars which will have An - impact
on future opacations of Financiml eanditjon and have ogk
had an jmpace Iin the past, snd {b) matters which have
had an. iopact-on reporcedifinancial stgtements and apg-
hot.axpected ‘Lo have - an. ispactrapon: Eutee & 1oper 4t ionar
or Linphs gl condhtidn.. o7 .ok e A T

L

ST - B LA rl P o
The Eqrm and content of digcloBurms pureudnt Es thiy ites will
RECESOAELlyY VALY among cegistramts and will change from perilod
to pericd far the same regratcont a8 carcupstmpces changw. In
general, the diaclogyres Bnould be simalar to that which Ehe
chief executive oEFictr might prepare Tor the board of

directors of a company. Bath guankitakive analysia and
narcative discfuksions nre impartanc,



sondimelate Che o

D= 48

3. Veluntary disclosuces of

nomic parformance Arodections of fukurs eco—

3 and &f future financial conditlan,
;:;u:inzﬁcg;;:;nuure of mondqemant'a plana and ubjett::iu

b 48 part 0f this snalysia. Sincek manageoens®
Brojections, . and plans and obhjuckives wili | i e flect

] navitably r+
gggglz:gu::*u:';;:aq:mznt!: biawes, it vnuld.he-dnaigublzligt
-obsunptlons which were mgds in i

auch ptcject;ann,;qnﬂ plans angd ubj-chiueu::hquaveff?siﬁflng
clomure of QEOURDLiONe ie nok tequired in conjunceian with

voluhtary dlwclogures of praj i
Jections orf of
plang and chbjectiven. : mlnlﬂm.l“ - .

4 Reqiktrants.are eneoura e, Lbut- ao
Eurnimh Eaf ea;h-bppipﬁ&a-aeg-ihgfaldancriﬁ:iézq::I;?Ln::a
capital expenditures and Eifancinig for £1) Lhe £urrent
fimcal year:ond (21 the sutcerding- fouy. year pericd. If
cthiw: dntocmatlon. in, fuenighed; 1t would ba degivable ra._

: - nta related. . to environzantal -contrsl

.qu}t1L1=U'lna.thu.orpectld eifgctm. upon production capacity
LT qftg:ntth,an aralvala of differencesa Par the: mpat | - )
recant’ Fimcal YaAr betwgen prqviuully-diuclau:d;budgnt; a
and actual capital sypenditures. ; -t e

R e
BART IV Farkt II af Current Porm 10-X+ CeonRETET
. PAKRT ¥, 1. Finansinl statgﬁaﬁt;- ot " L dn.
. P -I_ - -. 3 - - - e - -
- - - A T 3 M .
- . L "'.I.I -\.\"' TR L] 5 =t ] '
AT
- B .
. a R . \
-t l . . LY L H !
u T Lo 3 Teow e . . ! !
v : ' LIRS 0. K Lt
TS L - At [T
T ey H ] o ot L. o A
s e aen Cam s .

T Farem IV and Y owill ramnin~auh;t;ntla; : :
. 11y Lhe Eame
24 in the gorcent Porm 10:k; hut Seg reconmundat icng? .
ceqarding proxy wtatemgnt discIpelre [Chapter XII1}. ..
atgd finangiol Atotewsnte [Chapter xwI]. -
. .. .-- - L} .

P T T R

P, . - -

-k § b e s e ol L Pl T e T
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D15SENTLING STATEMENT OF BHOMER REIFEE
= e e CRahE - B HE o i
I strongly suppert the recommendst)ons of the Advisacy
i . B o 3 Soa s A 0 ey . T
Committee wikh respect bo projections and other soft infor-
- R T L .- .

mation and with respect to monitering.

e - B .. oL L. -
i dimgent feom khe remainder of the Repork. 1 had
- - e ' - ! - s . . - N

antended to slgn the Repost and capoeas some ceeervations.

LSRR -

. Ll I
Bt ﬂft!{ a majarity of tha Advigory Committes adopted the
B T e e T ~

HE e T

Intr?ductian o5 i1tB own, aF depcribad below, Ty YLEWS RUGK
LI L -, I i - - S T [

bF clagaified a8 & diszent.

" B et 2o s LY . AT RN . o
Estly in the Rdviacey Comiitetés's Midkary, at thg

[ L L RN - .

Derober 19?5_¢¢ﬁtiﬁg- the Committer detecmined that it
B al..ard E Lalare L] -t . .

be}igved that a mandatary system of digclofsucre cun by

D I . L -

govecnment ia necedBACy . The minutes SLALe that these
L e s ra

e Sl L R I R -

deteimigarions weee Eo be enlacged upen in the Final Repoit,
i i T s T A )

bok EHEfﬁanney of enlargement wan not indi;ated; r csﬂgider
‘e L R .- .
theae qqﬁﬁﬂpingfioqg_Fg_b? Eriyi}i:_ii fnﬁ%at?;d ﬁﬂ%fu.'

In o sgring of memos b0 Chairman Sogme: and tn-iﬁ.
Cn-nitbgg b?tore and !ItF' tﬁe D:tabe;.mgcélng. i_tr;éd o
a ﬂ%;ék—nr—tﬁifc. nllfug—nnn?_a?;}?éﬁh

- ' A b mio e [ N

9 indicate thae

to the evaluation of mandated disclopure wasm inadequaté.i

SN s R T K I

Afree lte May, 1377 neeting, which wan supposed to be Itg
S e Y A T L S

last meating At which BubAtantive matters wers to hs

Fang?ﬂgrgd."jiqgutl%ulﬁn:;eénéiod the pams determinatlana

EEERT G - - = -

L Stm slao ny actilcle, ‘An-Dppocktunity for Pundamentsl

v Thinking=-The SBC'w Advimory Commibbes an Corporate
Qlvclosure E.X.L.J.'Dec .13, 1976, reprinted knesEQ

(19777 MUY, Baw Jdgurnal Peess LT " -0 T o :

-

** It wam to'be Eollowsd ofily by-2 fFinpd meeting ko
consider the deaft af the {ommikttes's Repact. .
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plua an appraval of ehe SEC pE the govern@ental

ngent. 1n Esp]anatl&n af Lhe Commjttma'n refusal at

Lhe neeting af ay t:qunst ln "aiacusE thie eubjert further.

Tukinq tverysng'p qood faith and good will fop g:ant:d,

Lo

I have trled ko unde:ntand the contrask betuvcn the above
L -

apn::qu eapragaed ﬂtt;tudea uI the Comujttne anu zta audden

laquaclouﬂnenu on-Ehe nub]e:t 1n Ehe Introduction to the

kepork. 1 cun;ettu:- that th- Drlginal Frtirede waB due

Lp & cun[ua;on af the eIchaent mnrtet ‘nypothesis and uthe:

new Jnalqhta af ocunnlltn. Hhich uuuld ltavn Coom lqc a

nensit1ve app:a1aa1 ui the costu nnd the’ benetxtn Br upe-

fuiness ot the Cnnu:ESIan B mundated dipelogice syatem.

v . 1.
Hith the Erigler and

nenatun the-cs, ‘which ara atatgd o

AR all—nr ~nome Ladia nnd requl:a nerely & cn::eapﬂndinq

respﬂnst.' Thug th& Commitiee never went beyend tha =~ °'

cancluslun that Loxma nandatar? digclosurg was ‘needed, ta

Ehe quqal:&n ‘ng auch?'. o

The d:terninntiona :E:Jtnd in ﬂctﬂbt:, 141 and

::pelted

ln Hay. 191? ate in nr DPlﬂan t::vial, bofauaz

thay EEr¢Iy ::]q:t Etzglar-ﬁenntnn. Th:y do hat ndd::us
the ceal lﬂEun ‘of ann!rs15 ot caste and benef;ta. RIS

a ' P Lrer ) R a.

ey
R

¢hai:man Snnmt: of the idu1uurf

Coomiteee Awgmed bo be b-
particularly concermed ghout the stjglur &l Bernakan *
weltinge while ™he wos & Commissipners - Sam Yoomer, |.
Feguiced Dimclomurse il the. Stock-Warket: The Other [Ra
513!. dredt Galor® tha ConfeteRte Bosr v Yorh. F
TEET . 27, 1973, nt &, Hm alluded to, Lhul  Again in T
ckplainwng the purposen .of the hdv;aa:y Cnnn;tteg. t
Sonpet, The Disclopuce Study: whar I8 [t7 Address i
betore -cha RIdweat Decuritled AdminisEraters, .
Fxbruary 17, F976. ... - . . .%
N
L
T

.

The Conkictes’s aydden willingneas: to Aiscuss the
gubjeckt ak leéngth in Ehe Tntcoduction heg the
‘aufii: follewing backgrommds o . .o
* - Oucing the dusmec of 1977 I drafted, to scooppany
mY Biqnaturs to the Repork, Some reservations whach
Af- . expreceed some Copb/benelit hypotheses. - DUCANG Ehe same
3 perisd a8 meaber of eheRdvikory Commabbes was drafting Ehe
d-Inerpduction, which*dcuzlapg?'&n:n-an advance Tobubbal of
oy vigws, Hig Licat drafk waB Erantwibbod o Conmltioe
s megmbers on August’ M, L8717, . Av. the final.meeting of the
coRAViBozy! Comaibtes on September 6, iDL waE understood that

v the ‘Choptect would be redrafted.. LE was FesUBmIEEEd on

Wil eroOctober b3, . It wax made the aubjcct of:a mail and
THIET faleaphont VOLe -in bNe Last tws weeks befdce £1]jng of the
e Commickee's Report:c 1t eeeéaved Ehe concuccence. of a
CMARGCILY But.not akl of thoke woking. P -
The unigundnesa of chin proceduce -doas nat mecectearily
Akean thatithe Bubstance of the Introduction LB unzaund.

The Intreduction iz atated ceo be a ‘statement of. CeaEoRa for

propositiont cegentiallly Eimilar 5 the ‘deberminst iong of

ce —e—o Qemober 1976 and May 1977, but prefatory, fenadks LR the

:'Intrcduutlnn Stntu thene prupﬂ&;tlnns Eﬂmeuhat diffacently,
&ul-a -:qd add- eo- then a rejectlaﬁ ;f'the reliahil;t? of market
fn;cea. -Thepe remarks Hure~¢dﬁ¢ﬂ thai lﬂﬁt werkend,
hnnt rvuﬂz:! unif-aﬁcept :he In;raductuan i gppoaltian

-3 'dtnmantl;nq oE elluinct1un aE" thc d;;cloau:¢ AYstem,

which L& &% abEoluwtiat rejection of the absoluriem of LStigler
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Bu s

a uzefyul costlocnefit analysis by l:h_.i-s Egnml_ttee.‘
and Bopeton.. C- . althﬂhgh the C%mm?ﬁ}ee'? ;yﬂ;tgf :?ffgsg ?y L?F Commisslon
The cgader will tind faugs Eo mAfvel AE Ehe Committes’s ;J_,-~}%"c;ﬂ?’P? Fne.E??glﬁp??j? Cﬁél{ﬁan. Hr.lanmg:, whin wau
fagvid rejection of the possibilletien oF woluntary S tf_hf-"'_ .:_ !:.un;_:__rn:_izasdi.n_r!;cr_lj i:nI:].LL}:i_E\G l:_!rm: El:rjl._l"_ﬂw‘i:nq:

disclefure um the. jsguec's Ball! intereck, in whew of the

RN ™. . JtEY The Committoe'n-chiectivesa are as
Sppegibeviews attriduked to phe Commiasion by Commissionaer

follows:
S o R R | -
Sommer in explainimg the purposes of the_greation of the P L 'L . * .
: ST aa .L . . - A :
Copmitign: “"We [EcoghiZe that,- even were thefe Ao SEC R . . 1. To a5Eesa Ehe coaks of 'I:t‘lvf‘:L preRent sy_sti:l'n af
RIS e ey ‘rorperace dlaclosuse sand Fo' welgh Thoas couts
fequiremenks,. MO8t companies would find pr desitable ko . . aqF}Pit che Funciitﬂ |Ftprﬁﬂufesy P
.- R Mo . e - r . - B T - N - 1

discloge. sarensive information to theic @harehalders and

An ynderlying -atEitude 1ikg' thin: muskc have been
ke investing world in qenersal.”: Eoemer, The Disclasure

S Nrespanaible “lor thes frustrating histary described. above .
Study: Wnat Ia 1le?. Fab. 19,.197E. -The reader pay aleo

wE % T ofeiegk this -defeatism. I do aok, hawewer, use thiz
wonder. why the Commickes fejects the remarks af itg. geafE, . . . . .
VP Eorymtto Sertfofeh my'own wicws ) because bheyoara snill
_whig cofducted. exkengive fiald rneecvicws and in dtm Cheprer

2lindiwidual hypobhesse untesgod <oy Committee JdiscesEion.

Xy —————tH T

¥ used. langunge oupporkive of the Complesion’s, ROt the

N o Leeer P A
Wopuitter's, views.  But bie Commlrtes claime. ehat its : : . i e e ) ) .
. “evt® SuThe 'Spaclt -oEYehe ‘EimeE ‘should -have precludedfehais king

CoOntlugion CeSks an ikm Gwn reseppch, | . . of evasion of thie guestion,, See kRree aceacles on

o Regqulatien in :he-qua:trr;y, The “Publ'ic Interest. Fall,

*OR the parampunt igBus of costs aad bengfita, the . ... . 1977, dn one af theza, ﬂjpnu{q and lecihaosce, Cowgen-

3 ToreTe ment {ones ko the Wockplage: An Asseéssmént of oFFR, T4,
Imtredustion [and .the remainder af the Report} cemain t —_— %91ai %&"1h:15.51%i; mi iraa e Lo
ecBentiplly silent.™ F

They ceject the poaslbility of "OfHA hae areddfastly refused to subject ate

' arandards toTany kind of -bensfib-coEt tanalysis,
epgatedly obh2erving that khere is ao widely
A LRt ‘apcepbed method for agaigulng dalle:sdvalues to
lnprowerents in Realkth of langevlty. While the
“obEeevatinh Tyva parpect, ‘DSAA' FeattemprEo uze it
a8 & juskbificakion for Eailing to intcorace
" cdnslderaticria of bath coots-apdthenefits imea

L Rl PP )

The Digest of the Repart in-Aralt Form pupplesentad
its briel discossion DY ascertings = , . . Bubjecbive
conclusionm abovt coBt/benslit tradeclfs wnderlie

the recomaendations found in khia report.* The

word "conclecionc® wagk changed Ed "percmptiona®

sk iy
b
n
,

[ . its policy deciglaens we aot. The catipnale For
LEcauke onp membed SF the Commibtee Weate the 5 M v qave:nmedf'lnteruéqtion'in the area'of workplace
staff: "We really dldo'y nave any digcussion of i ws ., .  Gotery and Resleh in nat that oosts should be
costfbanefit trodecffa for moat of sur recomvendations,” T B Aiedrcéd from bemelirs, huk racher ‘that some costs

. - . L R - and benefits waw be migparvesved LY, or are not

L. B el T " kbotaethy, private ‘decision makers.or o
L

i-

¥

L

It Iealablie SU R VL b, o
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T hope to addreca the uubjecﬁ At & Fukure Eime.

e te the Femainder Qf thelntportr

U coures, I do nak disgent from tha Chapttr- Hr;tttn

by the ataff and containing the renu};a of itm'Fimld gEuady,

! do note, houaye:,ihnu.LLttlp_the;Cqmliptne'u concluaigne

FEBRE on Ethe field wtudy. Indend, examiration uf the !

CoEBittes'c minukbes wil)l show thnt 3ll of bhe Commirtma'n

ltpurtant CORClusiang except Ehe Intrnductan L1 :eacheﬂ

before bhg reaults a[ Ehe fimld -Ludr wEL+ gymllable. '

I have long ewprezasd &Y TEsérvakianc ak to the

Commiggion'e delegat yon af ‘ikw authority pyar dccaunting
EIAMCipted ko ACCGUNEANLE' agenclen, and dxsuent from thn

© Proposed enlacgemant of thig delwgatian by subordinat ing

the Commiyplants- "Caquirempnts on

1ceounting diegclowure

ta thode of the Fhsﬂ. Until Eqoenbly the Colilt:inn‘

‘Epakedmen . had claimed Lhat e wag Tetaining thia Jur jig=

d;ctlan fa: itafif, - . ' :

_:-; diaaent frcm EiLe ﬁottiun: 0! th! Rqurt dtnllng

Wikl now additiona) disclopures and with revisjen of the

forms, . It ig mot lge mych the detnil - nt Lhesge retdnmendatlﬂna
whicn cuncernu me .

Dn quedtiona of . dttaxl I am willing to

Bubmecgn By dwn vigws in du!er-nct Lo naj¢r1ty wiewd. Many

ef the proposale ef.khg cuulltt-e'- dedi:a:ed and able aeslf

.,ta Ihnﬂ 1 am qrutetul, 1.0 mo:itur;uua. Rnthut, ny nbjectzun

CONCEIMA the prioritims pu:suan; ti. thich the Committes

devarnd 80 much gf ity ‘time and #RLIGY to theogs matieca. fh&

-

cerm fr —m A

1

—Tnur*r;ﬁjﬁ?+?:?r

k]

-

: F

B e

L=5%

feqular akaii ol the Co=amlasion.ia:capablp and .enargeties and
bas'been ehgaged in prodecingenew discloEute Tequire-
Cmentk ‘end revlsing the Eormpasen @ contiavcsus baala: tor
<o 7 ‘over-dd yearsl Theiregular staff ie presgencly in the
=> " - midat vf-a paried dE.-greatoproducelvity, propoelng . new
-- - requlroments and-cevision of -the forps ac an astaunding
tate, . ak.lease 2upplying:=2ll af.che-demands.of the macrket.
What the Cormlszionwdid not aeed-wags a gecand -anllrc of
Tae i lspecial steff andan Advisory: Committer of Volunbear

LI

Bupetvizers increasing khis.productive-ackiviey oyer:

Msraglrlevels, whilesthe -Dommittea was Falling. and -
tefusing to discuss the .Fundamantal Problems . cu

WEat the Commiesion 3id need at this cime——and whar
I Ehought uaE ra}ied foeaby the the Advizery Commleites's
ChaAfter--w3as & b:caJ;gauéed condlderaclon, with an
ddequate perdgeciive, af the usefulness of continuous
malntenance and enlacgement of The detail of the mandared
AlscloBure System, #speclalty for escablished coepanies.
in my opinlon ehis would have invelved a Sencitive

canstderation of dal the present SyEtem of costs of dlg-

clodure taxed by the Casolssian* on 13suces For the

Afd lks delegate, the FASH.  The heawy rax on
lzguers Eor the gosk of degrented accauntinq
discleguce wae levied by che FREB, a private
agenty . and enfotceed hy the carm[s:!un withaut

by Indtiardve or independent conzideration of
lta own.
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pernebit of aecur LEy Analyate and the public {like Erana—
fay payfents vaxed to Fund welfacrg): and (b)) the limited
spparent benefit of the system in the Light of the fackt cthat
le ig pant=criented and pecemmarily Firm-ofisnted, while Lk
-hecome8- increasingly Apparent that chg oacre-seonomic gvoente
bombharding our timedk overwhelm the detaliled Jdisclosures of
thy individusl coapany in ctheir iapact on-fecurikien aelecrlon
coneldearations and on:Eecurlbiss poleeas.

« “The Report abews that the. Committaw never sccomplivhed
o2 even abbsmpred this task, and the Intcoduction shows that
the Committes remalned. fizated to tie.end on An al1l-Of-none

appraonch to mandated - Adimcloaurs. . o

" : . Bomer KEripke
Novembsr 21, 1077
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. . SEPRBATE STATEMENT OF FORERT h. MALIN

Bethape owing to the coppagsibisn of the Committee's
s

memberzhip, - Peegudent Ford'e and SEC Chairaan Hills'

“ihallenged ko geek practical metfods to derequlace have

“gone largely onanzwered.

‘Insbead, many gn the Confirtes

hnue proposed increaden :equlnt:nn. astwithstanding clear

rvldcn:z that thi costs =f ehe’ current’ nandatarv diBElozure

PO o
BYStEm trigtiwe 1 I its benpefabs,- 220 o -

The var;:d economic Eorces GpETALLTg N the inwedcment

‘mAikeea'ack te prnduce informatien Elowd Bo BEGES lﬁd 'ﬂPid

that the SEC' s system BE :n:porate “diSrloaicé 12 now lacgely

gupplemcnga:y (althaugh arguahly drucially’ suppo:t}ve] Aftar

Dver fou: de:adcs ot 1ncrea=1ngly dttalled regu]utu:y requlres=
menta the point ut dian15n1nq retucr: in‘faima nf ‘vilur ta

invesatars has lang almce bees paased. ‘Tt im time t'J ﬂtt‘-"ﬂpt

mudckt'defegulitionﬁ " Few Examples-may Tuggeit Aome

I I L I L

practical apateachas:

- ;.:!l.-

L. L o e e . -
Aitomatle "singet®: Mo=t ' &f the SEC's present and Future

P

aiacknsure rulcx cadld patmade sun]qct th an® autamatlc phase-

doun DEthiﬁé;Out Pra¢£§é:ﬁ{hﬂ§”time alene canld Fid the

¥ syarem of &uéﬂated a“djqf:u&ptadubﬁive disclosure requicenents.

Thia’ q:adual prn:ess uuuld a.ll\:w Inr neceaanry ad]untmtnt and

P T s 1]

eXpRr imantatlon.

1: The Cemm1ttee ‘has nany dlktlngulﬂhﬂd ‘represcntatives of
= e legal, ancowntlng and academic profosdions; hawevel,
ne ither SOCPACAELIONE AL investors ace sutfloiently

reEprEEENTEd .
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Fiting ceviews: SEC staff.raviews aof. [egictratlan
_dnsy;cg{a qeffrf¥1; add inpp:tfnglf to qpe Chat, bue
canﬁ:?b?tgrvaiy_}itFlt.0! jn:tgtn: value, 1t im clear
th_ar_ F:&_lt__lq?__g'??re_nt- Eegltkr_ra_nta quc]._pq_l:nq__pneilrx r.'n.)un_agl.

SCCOuUNEaAnte . fnveRECRENL b;nuerq, efe. | exerciAe sufficient
P . -t I . - R .

_FaAre in reglerration dogupant PEepacation to justify
Ll . o Ta - . - o . o

, ceersbanafie “hurdle=
a PR e -..i_l

aentE, unledt demonatrabla
TOTeel el i S L R

27

,HeEEraf fellance withoot SEC Jine-ny-1ine megotipy,”
a4 L ELNI . = H . B

EComgmus juntltitatiun:_ The SEC could sdoph rlgocaun
_— e R B I . ST a
_tents ko prevenr the adaprion or

. - . - A '
continuonce of all But Ehe most basic diaclosure require-

ASBROBIE valus tujinueutﬂtl
. . . W - . i
Frrgedes amsacadied coste,  Thiw would towme the focua
ef wandatory disclogwce to ahife tnu-:?s clearly ervident
oo . - - e - . Wt oS T -

_invqugr terds and haolp slow -ppa;-n{;y leceversubin

:cgu:!.al:.p; ¥ RORERNEYE .

tat e

Jecoaunting diarlodure: The FASR hax already proven se—

welf both =apable and willimg ko dea} with agoounting

p_:Eh]_e_lia 9_! E?th _Ipn':nn[_:].t J_:_nd dissgqn_ur!.. Furtharmaee
1'1‘_. :!'I..:H'P]:r ¥nditive to 15?:91.;9.;-..:1::63.- 'I'h-e-E:Ei;; withaut
a!'-i.:l.:m? its BEALuLoLy :::Euli_.gatiun, _cau_!.d__ll_rgﬂy [&mave
bemelf ag_ﬁ?ﬁn:tquntinq ;q}erng:er and wnfoccemene agont.

fertain proposals foc incoeased mandatary dinclasyre

merlt briel disgenting camment:

IE 14 worth noking thot comck decixions sgasnst

corporations for materlalb omimsions gr Einytataments
arE extrensly care, - . : s

[

_.
T

-

Vb ipe e A T T T T L TITE T (TP
; T ey Y Y

.-4-1.-_-*0-1’*-1*
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Jnarkee Hen'r voluntacily pay ftez it
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Segment feporking: To Lncrease bhe extent and

eueplerity of already burdensems and ometings artificial

Eeqment reporting cannstk be jul_n_tifil_eg i__n_ tesma ol lnveskor
need ot uGe; Lf (nweatora cgquile .’-“.f.'.”."’e.£ d¢gaenk .

ipformation their. machek. powee can produee it That

yFeLl=81de analysig must contsnually presa for increased

AEL ;eg?iteyggis;ﬁ? fhis_q:eﬁ_gfﬁg:a1gfgni.pnat;;pg;
Somite g e e LI
o, . o Andustey guidea:  The heguillpg argumente. far the
development of apecialized Andustry. diecloavce guades.
IE;Z!.:i:nlirrat.__:i.l_;\.n._c.u‘.__E”}f el :v_gln:.:t_l_eg.__un_t_!u__::-ity__ut gequites
meNLE, uber pizticipation. ekv.p aceonly a milaly

deceiving veil for what afe gbvioys propoeals for,
FRT I JE I R ORI

increagingly comples and detailed regulation.  For

decadme, :wiattant&_hyv\u nuccesg!ully-upplmd the

:E‘-EE'I; disclaaure cules ko thete epegific cactunstancsa;
an additional aveclay of Bpeclalized quidelinen will

Iunlf-n;{g that task moce difficule.ang }pqiod$E! Bupes -
.fjgia}‘ﬁnq mipleading “ataodacdization”..

Corporate "auffrage”: ThIF COnCEpt, hoawever

L I VR I IR

appesling Xa Incae Beehing various social objectives, is
u.au_q;ll__ﬁr n_!qninqlgsggr:ta i.".‘-‘"-“.-':‘ﬁ_‘:g q::lkir!g Lo abtain
tronoeic cetuen. Some soclal.jcues may, involve major
SGRRORLE CENSSOUENCET, but the Ccorgorate ballot box is
.an awiward amd il'l.!f_t_‘_i_._i_‘:llul'lll: means of dealing with them.

The oolid impraverent _in the peeformance of coarpgrake
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dicecesrn’ throsghout hocrican snduBLEY 28 -Contanuing; the
exLent Lo Which froxy Statement gigslosnres proposed by
‘Ehe Committer can Tonkribute to this manifest progress
i3 pncerkain st pegth o C .
TFerecast'3atat In response to investa:r demand,
FRIPOrALIsOs gfken valuntarily displose vac iaus."t'y'pes Gt
forecast data; ENAE maNAGOREntE afe presently precladed
feok daing 80 under the SECYE mandatory disclosure’ syqcen
vocks' oo cleac disservice uppn investore. ~But” te permit
#nd enCodcage cegiBtiants to provide 'féren:t"iiuta'o_nllx
within a =et of tightly adalnistired oanditnry -guides
iinea” would defeat the purpose.’ The dats soughe is
nhexantiy diffigult ko' gencrake’ and diseemlngte; marinog
fiexibliity oughe ed b:w'ailloué-i'fb-:"eiberirnrn;:'a';'.lnn. "Ime
“sale hathor* tule will offce una.gufu"n:s ARd underwriters
kcant coamfort until Fully bestad in the 'couees. :
‘Companieg ang inveBtaisa q'ene'rnli?'agtu' that the
PRilasophy afd praceice sé pandated £all disclosare have
facilitated capital raiszing ‘and in\restuer;t'defisinn—mnkinq.
But the'i€™are practacal’ voonomlc conaiderstions trwalusd
in &) cemplying with“detatled and complex :eqﬁi'reunta and
(B] naking ume of infordarlan s reparked, The SEC'm wells
#aChod ceputation for profeseacnal fdm And Faitmness notulthe
Etanding, the mandatory dieclasure a:,.-ﬁl:.em it aﬂmmatem

ncads’ ¢ igQroge “pruning, not new g:n:.-wth oo

‘Hobere A. ‘Malin
Gorsbor 5, 1977
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EEE'hH.ﬁ.TE STHT EHE HT aFr DFL'JID NI:'FE T
Seah e e . wonT L, 4 s

‘R‘_\ge-’ Hur:a.:,- Concurs as Huted Eeiﬂlﬂ
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troyy 0 In wlew of the great' inpoctance-alEher subject and the
limited gccasione on which Disclogwre is given:a-thgrough

yEoWLlew Jo-wiEh to:ser Fodkh certain Dk_:IEE'r_'l'ﬂt-I.Dl'l-li_! el

czes o lus  Toe SEC should fequice awcompulsocy, sdupational: pregean

for all amalysdts. - - - g v.ora e JETTI o a-

|.--1 I'n-prepn:’mq En'u:nl::a.l. statrnrntﬁ E\?_l.'__ﬂ-_ﬁ?hiﬂtltﬂted
inwestors there is &n ascerprien that thece is a large.class
Jobywell anfocmed weera.,  Responaes frem cerkain investocs
licand regastecvd,representatives indbcated A huager Eor
e pducabion-syIn ofdes-to pagnues an.cvonrhandedr approach to-
var Jedisclesure, sffoqts should. bo made, be AEsUCe CoLporebions,
AZCOURLANtE . [eqiBtered, [epEeacntativest and 1pdividual
ERNVEALOE S, that Che userg s well equipped to banefie . Loon
the intenre lewgl of disclosure. beamedsat- hing
Therg LS 10 pELstence a vnlun{i_;.a.:_yl_t:?:.tl:l.rlg:nn_?__c-crtl.[:i.—
< ~Babion progran, Shartered Finbnocial:- Analysts,. :Rosponee
_ o GNAr.MARY: YSILS haE, nAtibeen overwhelming ... The- progoam
r.Ehould we; resramined ; Al found SAatiPfackocys 1t Should ow
COMpYE ey .y IF nok pAatiBfacEoSry. ., 4 eubStibwate program
«thoupld be. derigned for:analyskc. - L e
Thls_ is designeditc aeeuie kthac the sophickicated-uset
had Been wxpoEed B Subdtantlal Jdetdssls of Ehe latest

Accounting theocy, écononwcs and portfolse palicy.



1. Pioany Skatebentg iheoald pe Btopiwd inte anpwal reporten,

Prozy atatopents are all tog often lgagrad by favestors,
One way Eo put the "dlginfectant of gunlight™ on prosy atace-

mwnce and give them greater ¥igipwllty would Be ko jpelode

thew in-bhw annual rgport. Ak of Aok Livg Eww anslypes

are famillar with prony skAtementa of the companiss they

fallow.” Greaker dismesipation gf PLOAY- SLotaments woyld not,

it vaems, unduly bDurden [eparking cowpaniss. L
3. Inforpatich im JD-Ka dbould almao be found in aanugl
T ItE, - e

There iv no excuge for excluding, om e the curcent
praACtLoe, importankt. invesrment infarmation Erop the anpgal

report. The anbual repoct iw the-baglc inywscment documank.

To.put-added Information in the 10-K 84tvee mo D pose sther

than craating a clags of procfreaders searchlog.-for new

tighits. All the dota of cofbcern ahoold Be in one handy

place. Mr. MUErvay. concurk.

4. Segasnt Reporting.

- Ho aubject L9 mofe. lmporbant to- laveptors than aegaent

Feporting. But-id years aftar the SEC firae isEued a-call

“Epr thim pethod of dimclogure coneplewsus gapa. peralat- in

the infarsatilen available to iovestars. The Adelmary

Comblites recommends that the SEC Emguire interim rgporka

te Inplude segrent profet data. . Thie would regult ip

aignifecant improavemant,

.

4

Sl e T

11w!*¢ir-§-n ﬁ:¢\?;'-....
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-should be reported.

n-EL

Several other roform=-sre megeezary, however. Fieel,
where gignilicdne variacinns in tax"rates exiat, segnent
peofit data-an an SfLer Eax bagiz and sfrar all-allecastions
T:18 1w the only meaningful way o
Jisclpse ppRrating rraulks and would remedy & Signifacant

omizaion in "SPAS WO ld. i -

¢ Beeond, EFAT He, 14 provaides an exempiion e ihEegrated

P conpanics. Where there ace scparate mackets and ‘difforent

rates ofF profle and risks in these markets. Failure to
cegulre aegment cepoeeing wgaoeee investnene realivies.
fenqnent dlacladure 1o the -anntak reports should be monitacad
Ly -the SEC. "IL ESFMS Ho. 19 Ffarls -to regult om meaningfal
disclpsure in the chemlcall. papeT ¥ oin'tng;” nil and othec
integraked tndustries. the '5EQ phould cemowe the eacmpiian
granted integrated cn:paﬁtedh“.ltrsn&uld e mOted that
Frovident Carter has called Eoc eignificant fegagnt coporting
in the o1l dadostey. - v @ o e Tt

TPinglly, ik cemaing Lo De SC00 MoK RANAGement And
socauntants wilt "interpret 'the 1oteign feymunt cepocting ro-
Quirements of SFAS Ho. 14 " Thesp disclesvrer should bé
menltored in the anmual reparts Far LB7FL0~ IF Found tradeqguate,
the S5EC should study diaclasoced alrﬁady.madn,;aﬁyuhﬁrg w0 the
world, wikth & view Eo incorpazating that-profit data in a

E4MmEacy table in the arrual reports o the Dagis oF GAAP.
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Thus. if a4 local affillate has an ANNUAL repocke

available in German, another LA 5 repork. Avajlable in

Tealian, 1f.a losga i cepocted fn Sweden, if thfrg i8 &

Filing witn a QoUErnment wyency in Jepan. if therw ia a

- TEFPUASE ko A Foetung SO0 International request, if French
bondhalders racelve a Prospectus with Franch resules, if
_the_r_c_:i._a & Filing i the UK ynder the Companies Ack, =--

. then all rhose Atewa should pe fecapitulaced in _thg anouwal

E&pOrCE .

Hote that thls daca is apw Pubilicly availablae, The

regulen ahauld ke adjunied te GAAFP in PLEQAL ing Cthe

. conaglideced ©.5, LEPRLL. . The PASE Failed ko conaides
thie. The SEC Ehsold AsE igrere the vaar intacmatian

Eublicly filed around the wogld, '

3. . Cutking thtough the detail.

Wallace Olwon f Ehe AICPA raimgd thig Foint in g

Epfech & yemr ago. What cap be dons Lo Aimplify the

Frolitecation of fostnotes ko, tell ehe eagantia} mraryy
ra:ucautipg im cartminly a.3tep in the right diceetion,

Aee khere other. ooves that capn he madal

The. probles ig readlly evidant If one controgta am

@nueayygntlunalynia with ap_annoai TWpDEE. Ong ig

hhntntxcn;, and. the other analytical and fubkyupe orlented.,

Argretcanly, tha Eqnpittge_di; Rat addiesd this ismow

adeguataly.

David Warp
Bovember 3, 1977
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SERARATE STATEMENT - OF ELLICTIT F. WEIES

1 HEA R TE A | - e . )

I expreas =y concern -about the' =eodngd -contence ' -

of the foapitkeé™s recoRmendation portoining ko the '
objectives of khe dlaclssdce Eysten, ‘which ‘States that-the
Comminainn-Bhould nat requite duBCloane s where itg
"ptinc1ba1’ﬂnjzct+vo' 18 To -lnfloence -COrporAte S condust
The Committee, in explawning that statemenkt), makes clndr'thqt
its intgnt i= enly.ﬁEqPiﬁzgiﬁf}uau:e where the information
s0UQRE 18 Lomaterial., However, I belicve the language

-- of Ehe cccommandation Ltgeli 1n ambiguous and cagld he
miginterpretad a8 @uggeating thar the Commidzion shoubd noe
tequire duaclosure of wnformation it beligueu to be material
wherg yEE Principal abjective in fegulcing disclosure ia Eo
influence corporate :nnduftz Tontedquently, the BeRtence in
question should have been deleted or changeg to conform more
clomely with the language eaplaingng its purpose. 1
note that the Committér cxplicitly acknowledged thot there Race
beon satuations whern the Commisdaon Beliopved inforzation ko
e material bur whero it required disclonure primacily to
influence corporate condutt, and that Ehe Coamitbes degided
not be guestion the peepricty of those ackions. BSA 165 LB
an example 0f duch a aigwation; there the {ommisaion cequiced
disclopure celateng ko changes of auditors Ior the stated
purposc of strengelening auwditors® independence .

T aldn Lellewe that ip naktwations where Lhe
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cnnnla-inn‘g Frincipal ohieckive iy fo inCluence COrporate
<ondugt, the Commission should Brate borh the rTesECnE why
1t winkeg to influance corporate conduct Aand Ehe reassnk

why 1k believea the .inforsatlag it _la eeguaring be

disclosed |5 makecial. By [ollowing that proccduze, the

Conmidalon would make clear the pPurpoag of ite actione

and wauld facilitats judicial and legiplative avalusessna

of ics areions..

Elliott weiss
LT .- . Howembar 3. .1%77
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torpacake digclosure ayscem.

SEPRBATE STATEHMEHT OF FRLHHE T. WESTON

Eﬂn&gé: Hu;';a';- ':'n:;lil:l}ts.h.tl N¢t.:¢|;! Be],e;w;i

I am dlasppeinted i‘.h-_ﬂ.‘t theg Committee hf?.t"'ﬁf“
a narcow view of & pactlon of Ses chazge~—"ts articulate the
opjectivea nf & dystem of corporate disclogure ==and has
lieitad irs censsderatisn £o ghp,qb]gqtiﬁgsha{-the Securfrirs
and Exgpangg Commisaion lh ies adminiatratign of the present
digclegure gyatet, & brosder Approach would have developed
,-informaeion as tor.RhequCent environment which wocld nave

.. -BEEn wsckul in a3SepRing the approptlaténgss of the Rresentk

T pelieve . that the recoopepdation regatding the valuntary

discloguee nl_p:qjqctinns:shpulﬁlptov;dg that. when a projection
iq.digqlqaﬁd: diaclesure é( the Maitr ALsuRpticns L6 aandatory.
.In =y uicu,‘g.pcheqtiaﬁ.qnighldacs npt digclpEe ita major
. wnderlying Aggunpticns 1a of yery litele value and may,
ke misleading, particulacly 4f the assumptions differ
vigniticantly Erom thoan anticlpated By.the reader. Such
disclosure alsg halps_ to eomkonbiats Eo users that theee
afe dlgnificant uncectaintles invelved in the prejection
- -pProcess and khereby cavtions ugerg.as o the Yimltariona or

L - Ernjet:iqnsh?f_qutating,ceagl;s,: Mr. MUEEAY CONGULE,.

I al#o helieve that the repoct should sake cleal thak

there ia, in elfect, s mandatgry requitement that & publiahbed

projeceion be sevised whenever 1t differs signiticantly from



TTdr eI Euture financial condiEionn

Cemeiltee’s

WANAGRhMENL G CMErent projectjon far tﬁé spécjfied preigd and
. © e Am i CE B [ R .

S
thua cauld be tansideredlpurrently micleading., The kragg-
ment 'WF thie natcer in the cepagt ia far from tlear. Me

Hurcay coneocs,

‘With fespect Ea EMe cocommerdations ax b managemenk” &

“'Anal¥ELe and the reyvised Fogs L0-%, ¥ helinwe that

Ehe réquizement Ehar Managenent disclsear *fackz"and comein-
g¢ncics Khown ko 1t whith would casge reported Financial
‘stakements to be not'indicativé'nf'tpturc oPperating reovits
is'equivilent-to requlcing
a forecasat or projectlon of Puture OpEr3king resultp: I
Belleve thet Ehis should-Be made clear in Ehe repork.  thias
mandatory Eorscase reauiresent iz inconeiAtent with the
YIEW ¢XproEeed elsewfers- if the report——wikh
which -1 agrea-—thsr the discloaurs of Projections ghould
be on & voluntacy basis Foo the forescagble future ia ordes
Lo ENERUragE TuCh disclesuie.

With cecpace’ to coclal and envitonmenkal " infarnaklon,
I felieve thic the Coamittee han Eailed bo bake o ‘
seffacieontly brogd and abjective vi1ew af the increasling
ipacbance of the @rasurenent and disclodure of Coarporate

eecial "prr{orsance . Dlsclasure of the agcial SINAEGUEACES

‘of puliness 'sttions i&-hecoming an Lotegral gact of asdern

sccountability and the corporate suffiage procesa. The
Committe=e ha8 failed ko exploce Thi's impackant area and

to take & responsible position to CACOurage the cspangion

£
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ek T
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I Ty
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+ = e —e
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of this type of disclobure=. Mr. Murray concure.

The reconmendatlans as to Fipancial statemects inclyude

a raquirément that Einangial statements for crrtaip indupkries

diacloase "informetion that will enable investors Lo
evaluste the potentill smpace upon income Ecod aperatipos
reaulting Eron changes in thops econotls Assumptions [wndet -
lying apsec and 1llability valuatlone suhjccot to grestece
unCeItalntied|, and the likelibhaod af asuch changees.™ 3

objyect to khis requifement Sipge it wALrwduces inkg

‘the historical tinancial statements Forecasts of the impact

of fubure events on Future reaulte of aperdricne aAnd alio
fequitesd mamagement to tndleate the probability |]ikelihood
that such changen will occor. While I favar the
publucatisn of forecasts of oprrating (egults, 1 beliewe
that the resalia of this process should be displaved
Beparately Liom the historical Financigl skakementa.  The
thtrodustion of this type ol Llnforcation an [lnaocig)
s:atementa--p&:tjcu;arly when limited Lo cerbpoin scene--
iz bound te confuse veerk and reduce Ehe credibilicy of

tinsncial JEATERERLES .

Frank T, Wegron
Gotober 5. 1977
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The moAt rundqnantu quﬁstmns uhtch the Cunuwa

adde¢asad, and the anawees tﬁ uhith a:e baatc tn 1tu entlra

. wark, lntludinq Ene r:cqmmundattans cont11n=d in th;u
RepoCt, arg relative o uhtthur there u UL
o N . -
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v¥oiced By mapy b thg participants 1o ERa afstem, oRpeclally

lgguers which beaz moat aeavaly the coste of the EYECem.

IE the andwer ko this fundamental duedkish 15 negAtlve, ol
fourse, Lhe recommendations conkained in Efrs teport ars
without Eogecal or Fractical fowndation;

The ““afff tn.tn13 quast:un depends upon the valadaby

0f four baple prapoaléions Theae ;;e. T Lo

l,l Rflnnble and txmal+ t;Iu;Qutao;?a;}tchfnt =L the.-:\

needs arf thoae whb nnve éﬁelierpuns1b1t1ty Eax th= allutu—
L= ~ .- .

tign At 1nveathent 1c:pttai) :esnut:vs\i; ess;;t:nl [ 3= tnq '

mEELcipnk allncﬂtlan ol tEsquré;s Ln ;;? eénnamy:-:

.

- . .. Lo
F Harlet furces and self Lntereat cannat be :elied
- oo u..',--'

upgdn Lo aa:ure a auff1c|ent tlnw o: ttnely and teliunle
T . s A . !

1nln:mnt:nn, .

. 1. oo .
3 such bzlnq Ehe cnsa, Lhere nust be prasent In tne
s T

Eydtem an et!e:tlve uandate to auau;e that uu[flcl!nt,
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tymaly and ::11au1& Lnfn::atjan 15 available [+ 1nv¢ﬂ:ment
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ln Witw of LEB axpgiience, euptrtl&u and recnrd,

4,

the Iederal gowecnmenkt, and mere Parbicularly, the Seeu-

CrEleE and Exchange Commisgian, 1& the Approprlate agepoy

Lo pIovide osuch acsuranca.

All memoera ofF the Comobtme wha are Biqratories ko

this Bepork concur in Chezg sEatements, Committec membor
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Beaver "8 gualificsations aze set fockh 1R bhe Chapter

WEltken by ham.
1 "a e . o " = . ow s
The Iﬂllmunq aratemeant . PIE‘P«HEEd 'b:l' A depber of Ehe
Copmlttee, 1A-LAtanded o peovide . ecancnic.and aoh—EConanic
juﬂtilitdtlnnl for these conclosipnm).-thesg arc not

exhauative o defipitive,. .Thas Sbatement 1a concurred 1m

by & Ealerity-of.the oenbere of tThe Commttees, .
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The Diacloauee Stuwdy had kg SQrIQLNE 1M MANY FIECLMm=
Etances and conniderAtiens.  AMOKG "parklcipants- 1n khe -
BrOCEES -- 1uguerd, analyats, aoditors and otherg =- there
had deseloped constderable ciitigimm of the plocess,  Some,
notably 13gwerda, complained thab khay WEES -RELNY Eubyackod
L0 inccaasihely hoavy burdensg ob disclomare withowt clear
evidence thavithe AnEogaablon wak aikher.usgfyb.oar used by
investars. Disclesure docdmentn had ‘Decoome incEcasingly .-
cofplex and the cecucrent complaint wasg thak Lew, 1L any,
rqad them. Even among experienced SBlurikE1gs ARalyska, Ehers
were complawnks that, Eor anstance. the Fostnotes Eo tinap=
Clal Statemente had expended to Buch 4 poinE that touly
usalul INCOrcabion was sheoured. Many ustrws of Jocuments
tilad wikh the Securitses and Exchapge Commission conplained
that long standing, now antiquatod, Commiszion palicy mre=
vented i1sgnecs krom sacluding in Eoch document: 1nfcraakion
ol bypes which had heen demanptrated tg nave ukility,
Farbituiacly so-called "faruard-looking inforoabyon”s
earaALngs Forecaeks, gatimates, APPLAlaals, mandgenant
projeceiong and the like. Alsn tedercal agenties vnorens-
ingly wore ucgad Lo ¢oncern thenBelvcs Witk cusEf=hane it
analyees; critica of the BT adoimistered dymclosure
aYsLem Buggesked that the benefits from ERpAnE (anE of

disclaossrs DoEe libtle ielabipnahip to Ehe Costs that were
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.iaposed upon 1Eauwera and othete 3o CoMRplying with thato new

. Tequirementks.

Theae squrcem of tha_S;udr_Qt; dealk wWith im othar
Parta of this Repart. tThia chapter iz pomcecncd wibh a

mete fundasmgntal conmideration, Damcly, whebher thece agq

Breaently eccnomip and publics paliay Juwtitications for khe

txidtance ol a digclosure syobtem that, ab least with ceapack
- Lo e : vy E R, - - i

td company-sriginoted ioformacion, 18 chacacterited by a
dirong mandacory dLm!p&}qp.;equlated.yk.q:{pdqral fgency.
TaqlggnF{ttet cacefully canerdereq, in the cpuree af
its gtuggﬂpng_ﬂgl;ng(a;;gnpr tha various egonoeie theories
uh;qp_h;vq ppeaﬂpr0puunded in recant yeary with cespmchk to
Aecuraitigs ?nd BECuritien markets.  Tum staft, ag wEll Bk
ConmitEge membera, reaviewsd mxkendlvely., bhe litearature whigh
hps develaped Fuan;hinghﬁrga! Mattacs Ln the lask kwa |
d:cndq?, ﬂri_!:;gcogni;qu that_}?, wirk that hal Besd dape

WiED rezpecet to Afcurakiss markets diBclgeuce and rglated

-toplcs 14 Fully dedgrving of .the mpak Fa:qul_agru;4nf ahd

Attention OY cequlatory agencies and others as well, the
Commithbas cannot conclude 3t thiw LIEE thag the cewparch as
Eac Juskifies & dysmantling gf kne present d18cloBuTe Byntan

ot a radical_ deorganizatian oI 1LB gtruckuEe. _ Howewetr, the
al, Il ok L -

CoCoemnicbEe d0g3 encourage ghe_sety;ities_Qnd-BnEnapge.:npnlnL

S10n to atnitor conakantly the davelopoent of economic
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Lhinking with regard to Securities marker2 and LRE ecomdmics
oE disclosure and as this seseatch contizued, to aedify ibs
policies when such studies fe8ult in suffidiently certain
cafnclosioens, 1ncloding cancriwahly ot sopie putnl”1n the
futute a conciusien chak, at loast with Teqdrd €5 a poreien

QF the unjverse of soourifies traded, [oacewz ather than &

dircct regelaticon of Aidclesuse ard seffitient to safequord
the

VNteresEs af anveBLoOrs.” : e T

The Cobmittee Eelirves that at the present bime thers
pankinges to' be a2 meed in l:?li:'ﬂ' E'l:;%.‘J.E'r.y'.'and in I:h.I:E r_'.r;qnurr.','
Ear & disrclosure gyseer urth“:esph:t td"hkﬁpﬁnvlnrlqinatedh
ihEccmatinn that is characterized hy'a BubzkantLal ;&Hﬁat6r¥'
eiomont administered oy o Eederal qouenterical’Agencsr i
Committee Eatther oanoluded thak. q.iu.en RS e:pu:.'r.illne. o
SEPBLLlENCE and'piavsnlxeba:d = camqueﬁ&q. the gecu;{tieé';
and Eackange Commission a1 chearly the mose .lagitall"éi';enr_-':,r
bs admifdster the sygtem,” The reasons Foy thesé canclosions

constbitute Ehe remainder of Ehis chapteg. : '

The adoptlons of the Secarities Aot of 1937 and the
Secorities Bechange ACt'of 1934 were preceded by very Little
thearctical  economic diacussion before Céhg;egsiaﬁal:%nmnié—
tees T i Condresa. This is hot surprisisg.” Gengress. .

like the rest' of the mation, im 1933 and 15934 confrsntnd &

WrEFT T T
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BEVECE ACONOMIC CCESLE 10 the caupkiry And the wopld- . A5
Congregsianal 1nyestigaktinns sodght out -Ehe maugsas af thﬂ-_-
natiohs]l cataBtEophe, - it gGuickly Appesced that Ehece had

griated during the -2Z0"e 8&r10us AbDwsed in the public EBACXALH

'_E- for mecucitieh. - Thece had-been ForTdrd manipulations oh bhe T
T exchanJes. 50 -called . "bear raldas, geave RiGuses of optiens
- snd otherwapeculative -tgchnigques, and:a RSk of other ADuaced.
;:: It appeaced Ehatraingular among-Ehase abudéd was. the fasluee
E' by izsuera and Ehose wmcontrol of them teoprovide Epe .
-.é: public with 1mportant: knformation -abouk bhessecorlbies oelng -
2 Bold dorang Aietribptaiens and braded an exchanges.” Iv was-
_i' ’ khage Bhortoominga im Lhe'digtc tbution.process. that-Cangoess.

firdt . atracked through the Securitles Act ot 1933, - Later.

1in 1934 1t espanded the:digcloBace philosophy to. wnclaoe-

pariedis reporting by listed. conphnred and alao abktacked::, .
other manspulative pracbices as weall. . .- - -
. IE 3@ Nt surpeining that {ongeesd Gave Litele arten—.

tlan .ba scahobles . Prior to- L3933 cherse had been liekle L

O ]

ceygarch donm 'H'H;_h -CeAfecE B EECL_I:IIIE!.EB' markektg. FurLher=.

nore) at bhe time whan Congress wed focmulakilcag Lheae | -

atatut=s, =conenALpce-wore francically .keying . to . underabsnd |

the nAELOAAL Fradma which wag thenm ¢optinwing ard develiop
aechanisma and techingues which might abate . gr toverse the

digastrous dcflatian whieh Rad Afflucked the coumnkry.

g e T sk i 7 o T Y R
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Hon-disalopure and Ealag BtakeRents LAVing b ldenki-

fied ax wldely present duzing the dypstrebutyon af aecyribies

Lm tha 1920'a, cungrcsa-attaqknd that evil 1n & dicagk and,

in Ehe EELimaAtion ot Rany, .relativaly unanphisticated

Lasheon. The actipna,

it undsrkogk nad sone foundakionm 1n

Lhe COREON . law. .The appl-cuhll;ty.nt,ducElt,_r[auﬂ, and

OtNer. common Law actiope o FECUritles Leanpactiona wasy |

well eskablished, - Howewver , 1F Mancobben victually impoa—

aLble Epr i1Rvegtors, ko ukillzw-thg remcdisg pEaY Lded Dy |

ComEpan: Law or by Stabe:ckakutes, oecausam GE d1tbticyleinc in

Proving ‘Ehe Necyazary elements gf the Qitenye And un
hounding down the migcreants in-a,countty A Incgy ag Ehe

Tristed- Stakes .Thum, an investor defrauded in, aay

Califacrnia, B1ght Be conpfronted wikh the naceBsLLy . of

"BEINging Susk in New York 16-he-could, find thers the one

wWhi had narmed him.

2%

Purtherlnrak_auny-whn_vstea;tbly hgre
FegfonBibility to bhe Fublic Were,.

bacauge of compon law

dacErines Bueh A8 prLviLY, rwliance and kpe like.-able ro

EECApe LiabDllity mvgn whan tﬁeyutnuqubn,E&und_and Bued _

Thuz Congress, PEThAEA Aomewhat -Blmplietically, having asean

4
e¥il doRe an “Haip Streer* oy conduck obten indigtinguiabab)e

Eiom “uteaght eoawd, opead Eot g Byetem baaring, elemgnta st

Ehe Comhon Lew, Btooagly. snfluenced by the Beitian BUpEE—

ience under cne Culpannqa'ncts, 4nd plainly inapliied by the

R et R S T e
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BrandelsiLan A¥ilpm-conderhung the sflicacy of tunghine and
the eleciric 1ight as PGliclng ingtrumentd, Tha leginlaklive
hapkary.of the 1933 and- 1934 ACEs'containe. likkle effore ‘ka-
detecmine whether has there beanmgre candid discloaure in
the 20's, the f1nancLal -CALAARFophe " maghE -have bBecd -gvoided
T mitloated: eaperivoce duelng recant kpoculAtive-orgies
cagtE doubt ON Lhe' easy sdsumptlon-that 1t would niswve. !

Changes in Securaties MAarkets : T et e "

*Since Bhe snACEmERE Of the Seourities ACt of 1931 and
Ehe Securities ELchange Act of 15%% thage. have been preafound
changas throughour =ocisty: industey-and the -Eecurities -°-
markets have besn nmong thage-most dramabically chaoged.
"IRGrRABIng Amounts of lnyvsptably wealth ‘have beaen concen=
truted 1a the hande of ao=called -“ilnatitutionsl -inveatagy®,
It hdf Leen @stimated that 2pproniastaly Y04 af the Asllar ¢
volumw of trading on Ehe Wew York-Stock Exchange i snstie
tutional. - Cancurrantly with this,. and Eomewhat Anpmalonely,
the nugber of indAlviduol LAYeStdrs hAS, ot leddt ontil
CECEntly . steadily increased, ceaching & pesk iny 1970 gf
owar 30 millisd, . The cayses af the decresgs LN Aunbera
81hCw that Timw are uneertain:  An apparent decling in prolic

SEpor tunikies in equity eecuribine hasa- begn muggeatsd ag bha

PomELble Teas0n. © DurLng thiy perwod. wirtoally new profes- -

yion fmecged, that of fisnencial analyst. At Lhae Lime
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Corgress soacked. ke 1934 and the!1934 nota

Hedsars, Grahas.--:a Fince 1934, Ghese ‘ha= aleo develgped & Bephisticated,

ARt Do, were 1nhothe fyna) siaues cEiprepacing thelr ponge.

extensive, variejatnd dispesbnation necwork through which

mentaliwork: on Becurity-analysis., Thla endrmowaly Lnkluoen-. : intormation’ céncorning Ltguers, industries, and the Aodestic

Eial bgok was 14, the eyegs.of mary . responelblae Loe~%the. T

and warld economy Elows in varloum Eormaks ea many audicnces

Heveloprent of o profession devoreg to Enegollection: pnd of differing Bkills and-needs, Thus, wany brokecige housnes
ﬂﬁﬁl?ﬁlﬁu?F.fﬂrP?rﬂter InAuBkiy and aconnnie data-ang ERe Bupply EXLEnsive resealch, oot only to institutional - -

drawing Qf_fbnELHﬂlﬁﬂB*Hlth-Innpettgtu:investngnt declatona

MAkLNg From thar angd lyais,

invesenrs, but to individusls am well. .- In additisn, a
UEQGHBE-?tathq_inqreaning A

Multleude of -mdvimory. sérvices and information servicey have
FLC5ENCE At the edgea of the mAEketplice .ol akilled, wey - . developed| ao LNAt ik may be fairly askd that' chece is

Lralned anajysks, Lhere .arone, 4. groater demand- tor. Larger - - available:to invertors o vast-variety of dpurecs of informa-

and l‘rﬂcﬂhémﬂqﬁtﬂgﬂf.ﬁﬂhpl1Gﬂ§:d11nfqrﬂa:i°ﬂ congezning ¢ ci: , cion, advice, format, condeneation and snalyeis po that they
ixguers, ;n;¢r?&t10njﬂi-ﬂrﬂﬂ]ﬂﬂ&_ﬂﬂdgfﬂnple:;ty Little a¥e nok deépendant For. informatlan an mantering the SEC-fjled

BULEEd ko the tiesde of indavidual LWweSEOTe  w That -Ehe o - 1. | dacupanta. : The awtent t3 wnieh these mervices Bupplemsnt ,

d1aclopuze syekom enactad by Longrels miqht-ypaeld.an' -

VLol and depend on. the. SEC, informakiagn ByBtem i3 ditcussed raver

1ntu:mqggqn Byatem of only ltnited-dtrect.ut;thy.tn T

o in thim shapter. = . . ... L s b T
UNZRRNint Lcated INVAELICE WAENBE  SUCPLLRINY . & ThI% was ;- L. : Along with these! (orces. there-has, of caurge developed:- -

recognized im Lhe SRUERE ot Congressional deliberatigns angd

an incrunned complexity in industeial and commercinl organl=
- - N i '
w83 alse dixcyssed. by Professor (Jlater Chatrman of the LgC,: . - zatlon. “Multinstionala™ angd "oenglomecates® acq-mmuentially

Llaker, Juatice). William Q. Papglas,

-Im An ackicle wWhigh .

Caras of tha Current.gensrstion.: While in the 193038, many
Apprared 1n the Yale Rovipw (H. &b, Profeseor Duogglan 51— . : : Amacican companien hed eapoct Activiey, relstively Few had
geuted that the disclosuteg mandated by

Tangress ard che SpC- CALENTLVE STerpaas operations . CFurthermore, whileighara

TELe tRe cooplex, EoT bhe underatandiag of the obdinary weie in the 1530's some Businapses- engaged Lo ackiviey in

IMVeStor and otaeed Ehat apy -henefge aTCIUlng k0 him would Rats Lhan one’ industry, thege wers ycarcs. Burkng the’

b2 the consequence ob intermadiation By brokacs gna others . .. 1960's particulscly, American corpanies enpanded thelir

able Lo A5Elnelata, condensé ang comaunlcate the winfgzmatsian,

N F o

e :'T"'.'h.""l"fl'-"—."'q.'\fjl::l'!"".':w Bood

ety 1
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albuvicyec dramatically abroad angd diversitiwd then thraugm

ATQUIBLILLIONE A8 well as @F -dnb=rnal.development,. The ~om- . .. -

AMALEATIGOR of Lnlocmation aboyt Euch COdPANLEE, LA, G aning—.-

ftul and uiefyl way became o Thallenge to managenent,» buk

dealing Wikl okt and. enEerpreting 1L wan, alao a cnallenge to

analydrs wheo HECa, Incdeasingly Ergubled By the nQQEnce el - .
fpqmented Sata. and to the Seguilbies and- Exchange Commi5sion

eonbronted Hith aacieasing evidence af sefiousn. delic)encyes. -

i daselogera policy. 4,

-PBuring this-gime chege developed new legal theacars,, .
uhich k3 a lacge extent had the effect ot CCELEICEIng ERe

SRPSLLunaty OfF CuindidRTET, £9 NEE infermataon mat PUblLicly -

£AGW Lla.maKLag inyestment decleions.. Thege legaj theories

dppearad EQ Nave.as bheur predigake the belinf what knete

Sheuld be Ceeated in the packeb as 13fge a =Arsauie.gf .

egualiky im actela-tg.1nfarmakeon a5 prack;cabnle, |

xnvcs;ngp,nlu:q;lnna amall, ehowuld; ke beoyght. to a8 clong

A POELENQN QL. DACATY, AE POEALODLg. BT T R Lt

CongomlEantly weth all Ehas there developedrateong ¢

-

pressaied lar TRANYE IR, the procedures and ISt lEutEBns of

the accounting profossion. Theshaskory ol khe 1960 #od: - - A . £

early W370°2 sungests thak the Scoguntong. profocarion,

a5

well a3 the.buginess CURRYNLEY . caperwcaced tremendoys dif—

3

ficuliy wn_adapting qgcgunt;nqqp:1nctple3_gndkaud;t1nq=

e T e e

I~ -

Lnd

ML et

— -
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BEandarde La the new necessltles of dipcladute poaed by

nultisnagional and.wulti-induskry Companias. Thg Jevelap—

aent of new Seang. of conductang business, new kinds.af

ENLAIRILECE, and hew Leqhniquku for ehe inflatian of profik...
placed .cyno1darable DERYEUL S MpDn Cohventipnal standards .

and oftwn the anadeguncy of thona standppds bEsOmT PaLf=
tully spparenk whan Some companies dieplayed dgageic .

Iinanzial revecsen, ... . e L temes Lo

-Pinally. in ehe eacly 1970'm there develaped & conmader-,
ale interest ie., end COREiderabia political preseucre to
achaieva, “fdaregulation®,. with & dubatitubicn ol mArket. farcms
Iotﬁdi:e:g_intt;veqthq of Lhe gqovernment. The System of |
w=CuCltigs fagulation wag mok ipAuno Erom-theee .pressoccey, o,
The Problem 4f Allecating Swssuices., .. .

hi long &8 ImBOUICES are less _than demande Eor them,. 4
adciety, whethar 1t Be macialiatic, capitaliptic, tommunle-.
TG O & mixtuce; muet dllocate 1ER [esQUCCes anQRg khe : -

compeking demands, ; In: &an suthoribarian _Bociety. thia

tunztisn 18.4n lagge meamyrs Ferfarped. by centralized,

buresucrakbls AUthof LTy, although. even Ln. duch HClEtuEE-

thece L1g . Ereguently presant 4 limited amdunt of allgcatlan

by operation .of market forcoy,

In the Dhited States the allacatson Lunctuon as Largely
performsd by sackek foreen and 1s dccompliohad Ehrtugh &

'.. e St
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ruititode of pndlvidual drcigiong, ¢ Esch‘family, coch pee-

SGM . 13':nnstan:]y-mak:nq dltpeation decinjions ‘ag bekwaen

SORBuURPELGT and -5avings, - Wigh tespett to the -parkean of

FREOWICEd &]located fq Saving . there .19 then the decess oy

ol dividing kthat allpcation -anopg numefels apportunitias o °

For tnmvettmane. s Het -eoly ate erdividualstand families can-

Irented with ERat kind nf decesien, put ' this kind -of + - . -

decscion tg conntantly pregoncad faop Dudstness enferpei5eg

AR FOURLANCALE - S - Tt o v

Itr 1= 'y -fundamental deacderakar Slall necaons hav,ng

the resporaibiliby Egr khe allocation of [eEdurons thar the
‘sllocation-bg made in 2 Aannet ERAL Raximizes pepefits -

Llowing ftrom the arincatxunrwin'tne”cdse'nz-unnsunﬁt:on- '

aliccationn, tnese are varied e khey may, b pleAsures of

the -B&£ASeR o the mind. a2 -BEnae of well-being, and.ag on,

When tho ailecakion dECHBION E£lates bo Lnvearwene the -

TNtk 18 gnually defimed 1M 'Erras of retura”, thak 1, -
FITREr inoome S0 (NECEPARES An walue of-khe amaunt allocakad- a7

ta Lhe inveatment., Ezsnnt1a1'taﬂlnveatmentidecms1nna are -
FRICPPE1ONE with Fegpect nmot anly o 2etuin bBaYto rigk az
well: apvestment porticglio Eheory has mader signiPLeant -can—
tttbutions to the development ot Lhege conrEpte -And ERe
nature' of thesrr relaciopahlp,- .t tro-L L L7 ' e
tdeally,” ceacurcea: saved,--thak S IRWEREmenL ECEoUE RS,

¥ould be allaocated tn the mosr etiitient ranner PassE1bIeE S0

-

Ehat Ehe marginal coturd of eaph allocAklan 13 egoal e bha
$AETinal  feTurn On every other allecation with Befilac rigk
wharacteristica. “Thet s éene:nlly accepted &5 the ahjec-

Bive ol-thbse haYing 1esponaibality tor the allocat iam et

resoureas. - Pt CT
It would ‘sppear “ta be selt-evident Enat The guality ol
any investment allocation degision, "Ehat LE;ﬂthE uxtank e’
whigh 1t marimizes rekurn:®w11l rn ]nrgé'éédéhék'ne'nétnr—
mifed by bhe queatity and qual{tﬁ‘a::ihe Information thak-
L3 awallable cOnCRTRLRG “Ehe potential “snvaskmen by UH;CE‘H;Q
be made Tﬁua;'rt'amang;gﬁe'1nv}5tm¢nf'op:1cna'avu1Labj¥:'r*
WA ENe Soourlbies Of COTRPOrAtIons, then Thiofmation don-
CENLng thoan'céfpdta;1uﬁa’is essend1dl s any allccation
decizion. THRia'is not'te syggest that the only’ anEarmation
PEELLAEAE ‘Lo an LAYEEETEAT detimion i3 tmIOEMAkion cone '
cernxng"ihészssueré'wﬁbse'éééﬁ?ff(éi'ﬁaf B urder cofsidera-
ELon tof ‘the peTticlud; guven tne Ratdce of Efe 1nvesement
universe, ABVioUalY anformatior Concernidq lndustriss fiw
# whale, ‘Lnformatleos goncerning corparations oEheE than the
@ne under condideratian, AnEArmarlon toninr ning the Economy
af the .'C'U.llﬁt!j:' and thé e-:'ﬂnalrny. ‘ol The world and much I;H;EIEI.I;EI&E
may be'1mpnrfani'ta an“:Ilucatinn'Htctalaﬁ'mukof: thas ‘us
avident from the Stadyva analyses of security analyate-

Tt

decliion-making-procrages, T
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Tha h&ut piaaf af these fathep elementary Propositiony

leaa ptrhaps in trylng Lo conceive an ecanomy im which no

infegmation wha;soever wap permitted 10 be digHeninated

EoRcECning :ntpcyatinns._ Eacepe £or 'bnntlaqged* infarma-
Lian, there would be o WAy fat an lnveELn: Eo ppassk riagk.

ard raturn A8 breweren General Hucars and Amecycan Motots,

-hntueun GEnoral Elettr1c and 2oy nther cnnpany. .

i, KHEn, lhfcrmat:en 15 eaa:ntial cnn:erning Anvgat -

nnﬂt uppartunit!qa. it owioold Iallnw thqt the mn:t eff;cient

aliucnthn nf resaurcen will uccut when the Lnfa:mgtiﬂn 1a

$hene miting decisions, whan

it 1a rg};anle!_apq when it ig dispam|nated in a tintlr

manrws.  Fg the mitent Ehat any uf theag alementa in, lack;ng.

th!ru 18 pnazd tne danger oL ap 1n¢Ef1t;qnt allocatuan CLIe

:esaurcen, lhlt la, an alluta::on that dueu -nRt yield ehe

begk Ut:llzutlﬂn qf Lhe resnu:cen at the suclety in Lermag

af Iurqxnﬂl returna. It the Lntu:mat;un 14 At su:Ilq:ent,

z 1f e 15 not :elllble, them [TeESUTCeE may ba LEOEmiEted

to an entetpr;ae having charncteristi:a dLEEr:ent Ared those

perceivcd by tne declatunuaknr. thue resuleing rn 41043 of

nffltlpnﬂﬂ:a!Emilirly. it lnfp;nqpagn 18 not timely digsem-
inated, then at lea;;_Qy:Lng‘;he_in;orta onkil the infocma-

tian img diaseninatzd. there I pa5=d the Jproapeck of ah

ingfElciant allocation of [&Lpurcen,

rhy

a1
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“In our Agrieky-Allscation decisions are mode by .a-Wage . -
ryltikude ol fpegple. The -cvidances-are-that lheceazwngly. - o
thene decisiong pre.being made, of at Lleadkb-&riangly: - - i
vnfluencead, oy PecBdne 4ho are profpssionally trawnad to. - -
make much-decisiona and.havarthe ablilEy to aseimubakce apd .o
wtitizera vastiand .wcompler. variety: obLlniGIRASLIOn. ' HAWewEC, =
the Eip&tftlcur.hhqﬁah1]1t1es; the educability:and tha . - .-
IEdourgon af AllocAtwon-declsiarmakerFsteboll ACKOHBE & ..
speTingly intinitely varied spectruem.. AR ome, enAd acev .
relaklvely unnophisticated.. inesgedienced. bndevideala- . o oo
posdeeding investable resources Butiaveng- lrttlacaoiloey . -, C
to wkilize informaklon 1R Maveny decaemions;iiorrbhe most
part theae people-appear to, tély wpon, othera -wavirg.highe:
5k1ll5 to-asBisEiio EReirodog1810nRak1ng. At bhe other . ..
and of the Specteym areshighly, sophlariescedatynancial -
analy=ts, poriialio managecs,.ceasqarchs scecialiate And: * -
othorg,. whe do-nave sigaifesane sk1lls and.Ecainiag ... IE.

LS LPPoadaLble to designransingle -gef ol diaclasores LHAGE
wWill bBydleqealative-grzregulakocy -Luak secve:diceprly: the ;! -
neads af-this.ontice: fpectruntaf uters: the reasons Lor J-.E\\\
this anduche nanner_1n which:the . pcggent oyaten servesd., @ .-
Eh1s wvariety-o! lovectors are discpeegedilater. - s e

In dygcussing tha . necedsity. of lnformatiom to:the . Lan

cperat1an ploour-cesoutce’ allacation: ayaten,~knel Lntluence
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ond valwe of judgment shoold net oe swgrlasked,. -Facce are

Rok Prigb3ine, - clmarly delined, unequivora], LEa T2 : TSR 5

&F a Bingle Lnterpracstion. Am the complexitiog af v

Indugkrig] ARERCEr LES hAve. Qrown the oppertuniblies for
d1uerae-judgnenta-:once:ninq Ehe impaftance of individual

facte or comnplea tonfiqurotiona =L tagte.have muitiplied,

With the reault thak theBLEEI'EIEquently.pa:talve-the

BANE New wnformaticon 4n gharply diiteeont . Lighte: o ope,

1t may have a Bulligh connptatbion,

equUAlly beaTigH.r THiIE L -Ee8&R AR the GLriffin paper which

APPENrE &% Chapter IAII oif the Study.

Harhet Forcen ang bitelosurs .

It, ther,  guffiglant, reliakla, Limaly ANEoEmat1Gn. 1 8

GEdentiR]l to the moak efficient allocaton gt CaAQUFCEn,

hew can 1t be-agpuced that nforeation having thoas. charas-

tRrlORICE LB Avablablm and. diESemnakedy

It has been moggested Lhat this Fan bo agAUred Ehcough

BATheL [OECHE. Esventially kho AfgumEnt 1@ this. &t tha

PrEcent time, Poouribics markecn drg. ChACActetized oy Ehe
Presence of & larqe oupber i Profegnisnale who . are con-

Gtantly meeking aor Lhigrmakion- trom COTPOTALIONE, @Aphsially c

lacge anes (the comearchen af the Commrtinm indicabed that
Lepy thean L, Q00 Corpacetlons out of Ehe @ore chen 1Q, toa

which Iile pariocdilc roporey with the SEC ate-followwd By ona

to anathgr, it _may gsegm .

e, '-w\-,t Ll '."1.'1'-11""“!1'!“:"" b=

R
P Tty .

T

AU

i

LR RRLoL

GEE o

of A0e® analyabe abttaty timed . These analyats have an

interast iR -fecurigg reliaple information on a Eimely bagig-: %

and, it is-agreed, Mk le often in the-lotecest of QERUOCE ko -

provide :ehat informatioh teo them. - The -latter's inkerest "

ducives, ik is ‘zpad, Feom a desjre kg have acgand parkek " Faor -

LILE COmpany'd Securitigs, Lhe mecEnsities oE ' Lapning:the
public marker for finanring, the-bendEita ol EGrpnT sk
itaqe chat reflecce integrity-and -horeety in dealing With

the poblic.” amd the awaraness chat -a"‘failyre of disclosure

OI misrapredsntsteana would have:an sdverge affect wpoan all
af thete Jesirnd conefita. It 33 BuqqgeBted then, that ak -
lesat with respest Lo large -Companies followed oy anatyskcg,
Buffhcignt Eimely infFermakion would be available ewen

without any quvernmental mandabe,: -Ft is:dvggesatred thaot af -
analydts procure ehis informaction stheys or Cheir clieats, "+
make buy eor' seil Judgments’ based wpon it WS causing new
informacion discovsrad ko be quitkly reflested in the nrices’ -

of secaritigr It ip this ceopsequence of the s#ftleiemr -

oporaticn of the. markok that afhurea investors in gepecal < - =% i-

thal they are caying. ane ceeentially TapeToRC Fake T price | Lhe
word 18 that'of Frofesacri-J Larie and M. Hamilton, authoce
of Ihe Stock Market: Thetcies and:Evidence “r18731), one
whlieh reflecte all information svaileble to the market, thud
PUtting chem an an equal Foaking wikh all otherinveators,

including prafessionals.
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A Euecher axtengion of thaig Arquaent ym . that, .wikh

Leapect o oiferinge, bhe Fobential liabxllt;ea‘n: ungder - -
wilkera and athq:a_nanqclatud_u1th the URAderwLitang org-

Cogs —-- Attornaym, aud1xora,

2 Butficient aEBurancy Xbat there wily pe full disglosure
ih the aifering litweaturs Wikhaut, che fecesdsty ot

FrEQBEARG the cumberyoar documents f1ied wieh the SEC and

the [eview Brocgds Lhat aktapdg Publy e~ orferingyg,
tially,

. Bgaan=
Ehe melf lotaresk af Underveitore and OLher party=-

C1lPAftE Lo the.pracess and Eheic Awmsre ko fYoad legal

Lyabilieies will, he rufficient o apsure that auffacient

INCQImALLian will pe disdemingted jp CORMECLLGn wikh Ehe
affuring.

Thess ACTUBENLE were nat NOAPPEALING] LE would be.

Pretarable of Recket Egreqs cauld me Fubsbitured for oRg-

Ulakory cocgas YhEMeVAL Lhe Danefyka oL the latewr can by

adeguakaly wecured throwgh epa formng . Howewvee , RANY Rem=

bera of bng Comzittee belleve At the resecarches condugeed

Ly L and by dthegw Previcumly

PAFELCIpantas xn Aar atuwdente 20 the diaclacurs BIGcmEA and

Securities parkets kndicace that, at lea-t,at Ehe pregent

time, ul[k.t,!a;cea REy Hot saFely be cplied HEOn ke speyre

tor inveatora the beapfits presancly flowing to them trom

the requlatory mechanias that hag ween eutabllahed,

directors and go BN —- wil] pe

and their pwn PADBC IQNCAN AR

-

-;.--.-.-'-'I-_-h-\u'._ﬂ-"-" -
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In the couree ol interviews with tham, many analynxes
indicated to Braff nempers thakt,. wn Lhe absence of the
Tequirensnts \oposed by. federal law, they balieved Enak Liey
would Bederiopaly hamdicapped iniseguring tnformation
that woes, cufficlent, zeliable. and. timely.. They [cequently
crked as an-euampre their difficulriee priar &o L8969, when
the Commigsson first. mandated segmented ficclosuce, if-Securing
wantel: Enformavion wikh reppect to the VACLOWE Canestituent : .-
partn of ¢ conglemerste business, TACY Bbate Ehab: even gince’:
the inception of soch requiremente they hove 8£ill Decn uhahle
tn many iNBLARCES t0! SBCUCE MOre than the' bare mlaimus
required, ¢ven thoagh theve appears ko.be a widesprgad: .o -
bBelicf amgng, analysta. that such iE wnewEEicienke for ad=: HRN
equate analysiw_ . They 2ite too the. diFfiouwlties that -they: -2uw-
have exgefienced in many CABeD in Roguring 1Eos management. © ¢
eoLimates WwiLLh.FespeCcE. to Earnings." infazmation aongerning
Manageaent's nlane (especially capital spending planal- and
shypetives, and GBlmilnT kyoes of infocmatign which aresreg-:
ardad oy virtuslly all clapaes of invesksrs A5 Useful ta- - °

their decisionmaking. . . . . EE Y
. Furthermore, #ven if ik were true that over the leng
tun the-mariet woold penalize igsuses which withheld oeeful.
informacion ar mngaged.in RiEcospraseniations, [Creqyantly -~
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Emhe “run= ag indmed a long omne. 1In the asabtime, many

invogtogs, would Bake LBprovideat invesiments apd there. wonld
thus be ineffiglent 2llocations af tegnurcan, Thete have .

been many, instunceu-knawn:ta-mqnbetz of:khe Committes whegh .

depGnscrate that {alEifapd Einanciel. atqrements and ather

obugeg, of Ehe dieclosuce pracena have epgdured: foc.a lang

tiog.wichout magket foeQeE in any way bringing Abgue, agf-

ficient, rmliable G bimely disclogure; in these CAREE,- Lhe

rezedy wiualiy lay ngt an kpe mALHeL but ip Lntervention. oy

the_Zecurivics ang Exchande Commigsian,. - :

) - ..
A reCent demonatration that Ratket forged are.ingyf=
fieicnt o, prodgee ddequata dieglogure: is jn ehwg arey of. ..

funycipal fimancung ... Uneil the Hew Yagk City Crigie

focused Artention gypen diagloauce PLACtlces with reepact ba

lh?aﬂ;ieﬂurlkieup.ﬂ&tuithstundlng-thé Ferception by cany

Mlystd thak che information available wWasiincorplets and

dbzelisble, very fgw municipalities ar, gEae; governmental-:

urrts had tdopked, d1Bchagur e pallcies that vquidnsall&f?

the analystgs, .. . AT

Even 1f Lhe asserclons of those Whe wouwld substitute -

macker Eor Tegulatory foromu-are foifect with reapeck o

EpDdratien followed By analysre, the Faer-ip. that manyLmyl-

liong of dollarg arw inwvesced, jn tompanies which arg not

tellowed by analysts; analysks have wirtually no inkerest

in a company with a Bar kel capitslization of legs chan

S50 mallior and less than ORe AN ten feporting oomoanjee are

e e i E 1)

T AT A

—HETLL=

- ceah s .- - - EAE- T
- LTI cae :

woEltared by ane ar sace ﬂﬂa]yﬁks._ Thus, wiln fegcect bo
. i A - RO i e ..

the owe rw*elnnq rm‘nber nl .-ub 'wh,- ne:d gomoanirs there

Tafuwn, A

Wawld be o analvst' hav;nq * dufflcaen+ lanICS' LG

syutumanltdilg arrk aut andd uT:lize o anqgtment dc:.s‘gn_
. oo LR T
making Lnlarmatnqn SELutrd from laaurrs. &FQH1 the

e it e, wela 2a ‘

thowszand-add curﬁannc ‘ul nwed by nnalv?Ls,_gan? Gllthqﬂ“

1. ALt v 4ha
are Leblowed anly sparadically hy analysea anct n{teqraj
St P T T I | N LI LT
mos: bF a 51nq1n 1nd1u1dual. o . oo
. Cart] - s I o A . L I P

Aﬂalyst' fyplcally Seok 1ﬁfnrmat1on tar prnprlnta:y

- = PO FEE T

purposes, thaﬁ isr Iur r“e ﬂJ:pn r qf roalmz;:q sume

et

Plivate qaln. ELLHrr b? GLLJL'Q T he 11Eu:uaglaﬂ La EllEntB o4
: B

fell d Ui
wheo are willing kn pay whatower thnLr Eees ay he. hy -,
LA B L e -t ot

COREURICating t{ltu Lhe inu tmen: drc151nn Smaiers s,

N i e w
anplay thrm, 2 hr L1UESL1ﬂ3 tlomselves un {re bas;s EL e,
e - ApTRL . RN [ )
Lnturmat1nn ey ned . Thry da e rrrard rhenael;uh a5 sup-
T VL Taal . o

fﬁﬁdtﬂu (ot the universe of rnvestars and henze do noc feel
T A - .- <

urdc: oh]~q1tnan Lo d'h?fn1na:e Nld?lf lﬁfﬂrmﬂtlﬂn uh;qh

RFTC i et

khey sﬁnure f:he p:nsnnt Etatre o‘ thE law ¢E Sl S, under

Bule lﬂh=5 dﬁe& uh};qe them to refcdin Erqm {iﬂdlrg nn the_

X - L.va

basis of, or CQ“FbﬂuEﬂltPg. naturnai Lnfﬁ:watan lOC“L?fﬂ

from a LO[PDEB{E ESMLLE Which has not Jécr publ;cly d;s~
D R T

cleged]. ThulB 1n a system whera rel.ancr waE placeﬂ FELL

aralysts Lo 5:::rr .nfa:watxnn (aua:nurty Ielaance Lpon
!‘.hr‘ -’!I‘Ialy_.t.. 'l:.l.'l pl'¢l:urr~ :r_xfc'l:ﬂeltum anl:l ca-.-.:.c |'c bj' thnir

buying and ,e]IL"q activity to L rnrlectcd in martet prloe

R R HE S

-
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would fagquics thay there be no [ESErALnts Oh e uge of

RALLEial “ingidg- wnfacmationt, could result ip ooth a

dubstantial -delay in the ﬂisaeiinat;un nf';nrnzgitjan and

the unfair. use of 1ngide informakion by eome pratea:ional

groug.  Another fotenelal prabhlem could repule 1} tha

informatlan wébt avarlable tnitiatly w invedEora wikhagt

au!!nclent [RABBUCCESR :q tully ttunsiatq it into marker

prL:u. T A an Axampla, E an analyat managlng 4 parkfalis

N ilth ﬂh adfetgake value of 510,840 apd ne capasLty tp'bni:o;

. Leatﬂ-d that Genpral Hatore had develaped and placed 1w

pzaﬂuct:nn & devica that wiuld deuble the mrlaage of sep S
autunohilaa.

tnla roforaation iuuld ﬂhvluual? hak becn:e

fully ezp[tanvﬂ 1N che mbrhek prxcqu ol General Mgkars stack

1L ehe Bnalyst waed his tocal réaouicpﬁ 20 buy Ganeral " -

Moboen sEoch"== namely, $10,000, i-lq: larqzt.alaunl af

BOnEY Would be neceSsary to Cranslabe thig ;ntdEQntkaﬁ.xnta
3 fuily adjuebed market price; wntil that wag done the price
¥ould net pe “appeapriste’ and the morket would noc be

sfflicient.’ In Lhe meantine, those who CaEE 1nkED pu¥;eszinn

of the 1nformaLion. bofore 1t was Eully raflecked in the

MArkel price would Bave the aphn:tunx:y B0 raallre whar

BCofomygts call “abnormal profjtg” ui the eupunse.ai Ehoas

densed Lhe infarmakiomn, R :

O course, the Lacegolng discussjon IBI:QnILnid to

esaentially economlie <oneidmcationa. In ﬁilcUﬂninq.dlucln;

BUure, its WReS, Lhe cifect of digclosure upon Barkars, gnd

:r:....:_f.-r:_:iw-_'r

ATEF TN T

L

-~ polifically unrcalistec andipublicly unaccepraple. - ' i

-Xi—

Bimllar sivbjects. .1k 1a nak suffiguent - Ee Cconlene Coe -d15=

cusnion Eo.rarket-ctfigiemgies, 'Thers-19 '@ aokiah ol

la.1-rneas &ndreqﬂ.ity-'whxch has become so-desdly “1norained 1nm
Lhu-eupe-:t&t:ans-nf J|.mr'r'|.i.'..:'|n |nvc5rqfs-tnnt:nny moditioation

ol “the 9yften-of-disclgsure taat appeared to ljeppardize o .-

[dirarss Ecrthr-rgbenkt 1t 7ow ex18ta 1n the marcet- would-be

‘PEellance Upon ‘Backet [Secees -- ehe onecgien of analysen
and Lhe Bell anterest' &f Lssuécs —- . .kp kring-farth-inke. Lhe
mazkekplace BLfficient celiablertamely inforTmatlon . -co Serve

the purgonrs.af iovroators weyuld -resslt im o a-hegh- degree of

" likelitiogd-khat wRdccepLable 1aeguities woold becoroated ol

"

ameng knveatoral- As meatloned abovr,.analysts -regard-1ntce-
Maclon that"t];zYTpcﬁcu:e'nthn-run.::e-‘tna.n-thr-}uqh-pubi:c -
Joutces an GEoprigtary - Lpfaroakion’ which they 'can- fEb -the'
mutentnermytted cunder AUle "LBo=%)-and de-osefar the-
privete benetit oF theix clignea, -theer coplayers T Eham="
n;[uea. Under & syxtem which peimcipaliy reliedion the - - -

actaviky™ ol analyste Eo-decure new-makerial infocmation-

-=and CcAuke 1tUbto be pmpactedin the Rt e -0f decurikies,

eithersthgy wauld -be allowsd vo-cotblinue -an-that posture,

art theyiveuld be tequired:tahbncnmc-thq-1nu:ruwen:alltyﬂtn;

' agcomrplishing publit-ﬂlﬂt.lﬂsur-c," 1in-which case there would

Be-nd ecanémiciingentuve’ior them-to-partorn Bhe function,
Bince ‘they wiuld:neat e ableto purvey to any limited wniverse

B i . - T o N e
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@f clienke anybhenmg of walwe, inaanggh as Ehey would be yndar

an obligatson te make the gane Inforaation
able.

publicly avajl=-
RESURERY Lhe latker role of thg.qnaiyat_gpulg be
efonamically wntenable, L.n. that ie there would Be no one to
FA¥ them, then they Woald be Jefk in the Eame -pOBition they

are AT pLeBsEnk —- namely . purveyors of a Proprigtary product,

QUL 18 the hypothesrs discounsed thig “prodyst”
undigclosed enformaton. Joviounly theiz.clionks it ] b -

the benaficlacies of informar.sn, Lhat would.permit chem to

realide profith nat realizable by -others who wera not.
clients of the andlyBt in pussesiign of Ehe inEprmation. .

Thus, at laage. éqr Bimd perind of time, ang cangeivably

for, a substantinl oa1iod of btimg, otherm 1ty the Sagher

would be Beverely disadvanraged, ax LeaBt yntid the inEgr-
mation had been autticiently wWidely dis2eminated thag
ERoUgl Ee3nuCCEs would ba committed on Lhe bagis of the.
wnformation co Cauig the informakion Lo he Lotally .
reflegked Ln Lhe price.

A-market-mobivared Byatem wogld gkgniflcantly undermineg

weli—developad and himtorically =3Lablizhad notions of fmirpeas

Ir Lhe marketplace and Bers 1mpGrtanciy, woyld likely result
in pEngfiku baing realized DY Bome investocy af the EXpLneE e

of othara. .The oppottunities for abuome by inBiders angd

Eﬂt_cullu-iun-putween analyats and ipswderg, the Lepprtation_

te chicanary ace all egg Ceminiacant of the eventn af the

L¥20'8 which resulted in FPadsago «Ff che 1931 and 1934 Agks,

[t appesrs beyoend ressopaple dopbt ot Lhe present Eime Ehat

wauld be material

=

*

:
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thg dismantling of the d!ﬂf}qﬂu{g;ayagrmr cven wikh

FeEpect o a, relablvely.lacrow BpecliTum Ol large-companles,

night. wery wall Tegudt iR a geciovs and lakkting wopowEment.. .

of gublic conbidence 10 bhe falfrnegs,of Ehe Secuzlbios
mackets, @ conlidence that 18 already seciouely iacking, -/
Lk - - .- ==t

TE &eh18 were. bo ogour, bhe prosent gptfileylties ot aoe=. -
LIS L i o .

POEAL10ns im SECULLRG tqulty fimpncuing would wadouaoEed 1y ‘b

turthel cxpcerpaced, teswlting Loncervabnly AR Ene Recessitys
MU Er "

abf public intervention tn the -capital . alloacatian process

a rﬂsélL_gﬂtqllx L varnsabce.withithe hopes of - chose whe
Paieih L

urge Lha Substitucion .OF Backet fagoes for .cegelatory .-

oreea 1o effecting diaelcaure, Loy

The atgupents of those Who wiuld raly upon narket., _
fozces 1o Pecloim the rale of & ceguiaktory agensy 1n the
ditscmination q!,qqmgﬂﬁyzqrij{nftqq;Lﬁtprmthnnra:E based
Gpon the asouzptlion kAR thone resgensible: for disclazuce
mrlacies uE;155ngﬁugp%yp~:gppiqxzq the perlle in the -
nnrhatplqceuuf_@nsrpp[ospﬂtathn,.qndye-dplays and oemar -

MGEdItiuvns 1a Ehe dtESefination process sngd adopt.palicigs

Ehat woodd, couge dieseminakbien o be made. fubly, accuratels

and prungq;m.I_kﬂalﬁ._d1sgg§sxpn5 with analygke in the
evur=g ol khe. Commaties' s, cedeazsh. andtcaked. Ehat qood Newd
SRNEGINARY & “OFPQTaLIGN 15 gennrally Auch more quitkly

and Millangly, Ecrthcominy than, bady news. - TRe sapettence



v

@f sope Coamittee membecrs confirag thik, Vary afken

there are gignificant motives Eaor ac lea:t'ttnpula;y

concealment QL bdvoree. antormarcion 60 Ehe pakt O corpocate

Crecatyves. Often & srzablae Part of management's cgral CORnD-

SR3ATLON, Buch AE Benafitg Liom stprk Sptiéns or stack boaus

ghana, depends wpan the-pelca level af the cospany 's gpeu-—

Fities, Frequently, theic dirgct compennation -- EglAry

ARd BOnUsNs — will depend upon tne EAININGE OF the compary,
Lheraky EEar1d ) ng BELONg WOLivakign ko #hlarge skbilicaally

the Lompany 'y LELE T, U T T ' addition, thecg 18 ofttn'51hply

Lha hape that bad newg wWill be Lemporary and-thus ngaed
not Le disslaged,

The Securikies and Exchange Commisiuan s enforeenenk

Cages d:nunnt:;t: Ehat even-1n a [egqulatery envi}uhmanc

Fuch a3 sriste and Bwen with the potentialiy Eeverg
penaltied that attend Dlscopregentation and non=digcloture,
Somg TArpRIate @xEcutives taky the riak bf'!uﬂpfe#alng

adverce snforeatian o txltan-dtsclnsu:e'tn'a"rnvaranle

& . . .
. B oreview o0 bhe quality ef dlkclownre contained 1m

Forh 10-Fa £1lod with Lhe ComBigaion wity khe SertRapanding

ANyl FEpOEte to Bhareholdess GNOWE LREt Euen WIEh thy

dizcipline oF faguigad faling of the Fock 20-F, annuall

FRPOCEN Rabituwally Qrggpnt o Rore lavorable pickure than

Ehe Fora ld-Ka. wsnile EhEre in acmw. svidence thar such

eIk

-.-p«l‘_r'n.r -

ST T ey
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desparity’1s less noticapde wikh Tegacd Lo large publicly—-
held Ccompanles, noackheleas, BugEfCAMGhYg thea 1ER15 nof-
bicientcdy [cequent to Qive pause before aszyuming [hat markak

totces would 'be & ayfficrent subBtubukbe tor Tegqulatory

[GELaB . B de T
The §438 conclUelon muse be deawn with fegacd to dis-
cloesure 1 the course of underwribtken publie-offeringe.

hgailn, the evidenpce soggents tnat even the neavy bucdens

undeeLakpn by underwritere L0 the courae ol & pyblg -~ R

offrring-have 0ot alwhye Bern sofficient detercenta, -as
avidenced by expecisnds LA the oew ligue marxet during the
perlods when new-lsjues were' oommon,:  Nokwithetandleg the
wagilance 'and diligence of the Securitces and Exchange Com-* - -
m1Lu10n; FOME Underwrltecs-have engaged inm guestianacls
practicag, haye -been inditkecent to ERe demands of dus "
dibigence, preferred bo-tahe Ehe 18k ot Liabllity, rathep
Lhad lacur the expensos of propar dilegence. If-these '
deficimncies occur an 4 Clodely [egulated securibies Ais-
tpibutuon process; 1t may be-zafely assuped that ithey

woeald Be multiplied 2F the requlaktery mechanlPm weie le=as -
pervaiive of vigllank, CIE may be Erated alma&tias a pram=
ciple-'s! huzan nature that shRort-term conideraklons,
packticul arly wheén they eatzil- nebatanktial probita, ace

wEtgn aple to pverride Judgmentea wlikth cegard bo jong-Ltoce

negatlve fans0QuenceEs and dangers.
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The Locegsing dixcossion of the need fer g asndaktory
elemant with Feapect Lo c&mpany—nrlglnqgnd mlormakion bs
not to deny the fagt thag a2k of bthe disseminatios of

duch 1aloroation 1s accomplianed az g result of garkok

fargez, As a5 noted later, intormation faled with the

SEC 15 afton in & tormar and dezail and of such lipeted
ATCEESIBLY Ly, thag 13 Lz gfEpn unusable derectly by most
LnvesbarE,  Thouo needs are satupiled by -wariows ¥ainds ol

digsemifators whe, responding Ea.thell pRrcaptbions of Lhe

marwet Eop LMEQINATLIeN presented in.differont waye, rake .

The wnformation filed wibn the SEC. an Mebl &% ogher intop-

Aatieh. and sommarize, rebormar, condenpe, =1mpliEy and

ANd1l¥2e LE 1, ways Ciey Ehink wil) ARPEal K0 Lhe markets

théy purpue and Ery to HELVe.  ENe winteqrity and comoptence

0f those discea|naterg--Ratkers nor tangideded 1p this

TepQLt--ATE Of COUT SE a:_:unside:ah1e.1mnn;tance tg the

sualiby of yovesidenr declsiopg and Lhit effLCient 2] jooa-

tiah al repources. |

These conclusions apouk the desscapility of a disclo..
Bure =¥ELem i1acluding mandatocy requlcements Lor comprany-

arigiaakbed rnmEormation, Gl course, xake no arateaent wikh

fedpéct to the cptimut dzoenp of INLGERAELGN LMAL & mandabed.

Ey&tex Shondid regqulte: the deternination .ol that 1avalwves

CALclu] eAATINALLOR of the ARvcalmEnt procesar. the oceds

=KEKEI-

ot Lnwestors, the fashisowng-of cgnceprts o "materiality”.,

all. of wnuich are elsewhere digcussed 10 chis tapork,

Euiyanental kezearch and bhe Bfficient Warket Hypothusis

- Fundamentel to congiderftion ol the cocrpocate diaclosure

Avgtoem ig the QUaBTLAR.whether junﬂamnntal resaarch == :ehae-. -

is,

‘khe . sudy ol 'company-originged . and: aLher ananc}al amd -

SEner Lnfoaatlen =— ean yield :Egr-investora supeclor ¢

imveskment rasults. This quetation hasd been the focoa of

cxtensive Academic discasseon Lo MARY year=s, with . aF might

be axpectod, Chose engaged in agcurity and -finaneiral-analy-

g:r& afeertzng that, wndeed, Superior fesoltsican bo obtaimed,

with others,- predonisantly econamists, asserting chat - -
ampirical eJidente Guggesta thak swer the long Eecm, what- -

syer Lhat apoen may be, resulcoe average ooe.. - -

, Bne of che carly theories was the "randod walk theoey. ™

While, ascFrotesscrz Jasmes i, Loriessand Mary T, ‘Aamilton

have pointed out, the “random walk % had been ol anteceat

Lo At4tisticiana since Bhe cacly park.of .the cenkucy, ik -

wai not until 1959 khat st attracted khe agtgnbion of L

scholars concerned with the Eunpkigning of Ehe securlbies-

.marhete. Profegdcsr Burton G- Malkiel has Btated the theory

LA thie Eashjion: P - . H . - W
e The hiseteiy OF skock uriog mave—
ments contains no wueeful informatian
i Thatl will enfakle pn woveskor Son— - -

sistently Co outperEorm a bay-and=hold
strategy im oDapaging a prrriolia.
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1n effagt, thyxg Saye Lhat che Tkechinicudns, the

and the secucity {this is the.gso=gplled “EEmi-SLrong-
Tehartlaes® and-samilar market wALCHELS CARMAEL oukporboem . - verglon of the hypotheBialsr and twa, ;ny new infarmatlon

the narkoe

which becomes publicly available is'guickly, almost
A dlrect gutgrawth gt thog wIrK Nas:baeh Ehe “etfi=

immediately, agaigilated snto the price:’. Onm member of '
Cient RArKer Lypothegyg~,.. Silnpe the 1350'9 there has-

the Commitiec. a noted acadsalcian- and poctfplen manager .,
emcrged g considerable ECLNAMIL literature; addrepsed to Ehe

. has suggeated chis-acteculatlon of the efficiant matkek
funeLroning of Secorities TACKELE -aRd Ensorjes hased upan '

hypotheswa: ‘Ha::zt-priceataafquicily teflect .the pre-
Ehese analyses. . .- - valling intecpretation of widely availabla information that °
e availability of intormation 13, ot Sdurse, Lnkrin- . Bupgrier [eturns CARROL be earned from amalytical aEfort-
dic and essential ko, khe eflicient markmt NYEAEREELD, Blfce

Unlegs it produces & more accurate Antexpretaclan af (Lhe
Lhe heatt.of ppe Nypochesia LE "that Ehe macket FIkge .13 an -

informatian.= This stabtement taked :the gEflcient . mar ket
acturate refleckor of anformation that Jlsavallable,  -One

hypathezis beyond glmple factual ‘amaimilation -and inkpe—
WEALET fas Gaid, ."Blagk, Fama, Francia, Lorie-and OLhefe

ditces an glement of judgment -and AuggeELa that Gupsr Llar-
fawe se&t foreh varioug Fequirements Lo an-affipient mar ket .

judgment may, netwicthatanding the efficiant markak v
They Lmncluge-: |, -

Effective [nfgrmation Flaow. "ThiL meanc

hypocheslt, yisld ~abnormal™ prafits, cthat im, prefite in
that news Lsdisgem;nated quUickly an. Freely across the

wucedn of thoae reglizable by ‘investing in the sarket as
EMEiqe3Deckrum of acrueal and potentral ipwesatacs ., - . 4 whale, . - - L i : L -
fRacknee . "EIficiont marketn and Kandom Walk,- in Financiai Tha e!E}cient mazket hypothesia, .as copROnly AELicu-

_____ X i Be 12ITH. . Thia hypokhngia,

loted, L2 igdifferent to_the Juantity -and gualicy af
which wan . eatenaively conzidared Ly-the Comnittae snd by

»-

information that is available Lo davestorg. - The ancker

n

the 2taff, haa begn stated 1N varous Ways, . Egdentially

: . Price of a Becurity reflecty true informetion and falme
it §PRRacs Lo say bwo thingx: one, at ANY QLuen.m@omenk . ’

information with aqual afficlency, a3 leng as the Quality
the price ol a GREUT Ly

E

1h Ehe fiarker eqtlecks af) ot the

of the informathen .l nok aceaeif a part af the . informacian
inbocmakion which 1s;pun1iciy-auai1ab1r sbout the comgany

in the market plage, Thus, a freudulent. income statement,

S irtetIvITEE

Oy s RAT
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nok kaoWn Yo be tabse. wil)d be. cefieclod an Ehe marker

PE1ce of tRE.IEQUCLLY 'tO the sane BXEONE ag-a EPup QpRe.

Furchermore, the maccet 1a ctficient in. termasol whae—. T

2ver tnformakiog,hs pvallahble: - L therg 13 Oome "pit- of

tnfarmation available, <the macket Prlegrutll.entlect Ehag,

FhoGrekically, and Be-efficient: 1f there are a milliem i.n

“BitsT of anptormacico avallabie’, Che.marketiwill crflece.

those and be - ptEicignt, . . . -

Thus “tha et Flielent mackes ¥oothesie, as 5 readely

aamittod Dy ARG RICPORINEE, Taked no statemrnt with roepect K

Q0 the GpEimwmcazauwnt Gl-intocrmiteon whigh.s5hould pe Sade

dvailable 31 the. desifable accurapy of it, . Thus-.eonchlo-'. - v

JLOAS CANCRERALRG the desicakle quality or quantity ot

inkarmation rusk have theie foundatian slacwhore .than 14

The eificient market Bypathosig, e

Son2 scholaca, novaoly Profedsorg Gegrge oJ. SEugler

and Gewrge J. BenstoR, asiect Lhat Ehosr sspicecal rescareh

haE eitoblighed that there i1s oo evidence whotEdewer EHAT .

Lhe draclosures mandated undeg Lhe 19313 "and the 1934 Acts

have provided protegrcLions to LAvestors ar heentherpocasion .. -

Far khe inkroaduction of mew, usmsfyl infornacian.1n.the -

Darkerplace: Their canclumlons, Jhlen have been sharply

Jispited oY cgually ceminent SCholars, duch ag .1fwan Friend,

woold apgear to be-conelstent with khe sfficient market

ra

it

vl
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bypathesig, alrhoygh thete does nat appear- ks be any

OeCeddacy congeptusl link betwesn Ehelr stodics and the -
hyporthesla. e e e L. -

The .disputea concecnlng Lhe meaning at the «fficpent
market hygpothesla, the cogearches of MEssra. Staigtar and
Benaton, poarktiolan theery and the bokba coeftlcient pcontinde
wagareualy. . =, .-

In considering the efficient markekt hypothesis and
fundamsntal rassarch, 2t, showld be rocogrized that tew, LF
any, helisde thak sabisfactory 1pvestsent OeCIG10nG,
MBBURLAG. the validity oF fundamenksal recearch, can be made
¥olely on- the bagls of informakion: Ehat 1@ cohtained in
decumentr, filed by; Lakuers WLkh the SEC, of- FAr bhpat-mattsr,
Ean ba made on the basis enly of company-eriginacved snfar-
Barign. Experienced analyets universally edawip themsebven
Aok only with company-originaced rafgemation, bok with
axkenmive 1ntn[ﬁat;¢n-at well coacerning Obhel. compoRente
@f Lhe industey. the state of the- United Stateg and world
ecpnomy, ECeodn 1n Ehe Botnomy, s¥pectacicsns wikh R-Y-1-10=
ke anberoc rates.and i hger ol other data. T the extent
that the coiticism of the Commimgian 18- Judtefind that 1t .
has admiRietered Lhe secucities laws. ad 10 f1led informp—

Lion were gufficient [of investmant decuesion-waking, the

Commiteae ECLEongly ueges the Comtiépion ko EaXe Steps.to
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clafliy the-bimetations AL information filed wgpth. 1t . Qe e calehcugh. Lk must be eophasized thakt the perlad Bl EELEd
mambEec of the Commlttes has soggestad [hat nerhaps Cammle— belore aesimulation kg guite by ief.

Biem tiied and [eguited docuzents should Soar a legead ° il theat contantions dre corcect. then we contront a
iatorming wsers. of the Aeed.-fac

Seckerg QUL And uzing Adaka “n.r confuging acumaly which Professars Lerwe and Hamilton
Ln addabion te REFL Sontained 14 .bne dgoEment tn raking. o have dedce Lo, . s
taMestkmernt deouglons.. -

- o v - = - In ¢rder Epr the hypothesis bo be trues, it i@

. NECESBACY Tor pany investars to dipbel leve it

" » b That i@, =mprwet prleeg-will promprly and. fully.

Teflert what i5 knowable shout the companivg

- " .+ +- whosevshares are traded. anly Ff inveatorps. seak |

) ) o Lo carn seperloc retyrn, make conacient iolg and
L. shmgerent efforks ke learn abouk the COMpEAN Lg-

. whoBe aeturities are traded, and analyzs - e

' .. relevant infargation proesptly and pecceptively,

. IC that gffort were abandoned, the efficiency :

ThosSe who asaxert that Tundamental CCSRACCE CanROL yield

-dnﬁﬁxmﬂl:htfﬁultﬁ'5“PPDEE TMELL: cOMERRL1ONRS Wibkh: siamifi-

Tant efpirical dmba. - A pumbec ot Studies Luveibean puhlished:

indicating thac,. faz, inzbansg, 1adestrent COrpAnLEs DVer - .

TFecified peci1oda O time have Uideg=pecformed- popalar etpok - -

~ 2E the macket would diminieh rapldly.”.  [The- RN
N - Stoack Market: Theocrisg and Evbdanecs, [ Eﬁs PR
d¥ErAQEE by amounts ak. leasnt equal €0 transackion: and mane . i TIATIT — e !

aoement COELS! GlMular Gitudieniwltkh regouct Lo bank porte ' -

. I agalysty cannot nucrxtﬁéllon?-run realice "abnorEad”
Foelivx and other: Masaged-.adsets aphear re contice these i profita. for.their_ elients, or; cheis .portfol ios . then there

indigations. . The theoretioal Justification top ERle 1% o

= in no-economic benelit-to. be.derived fron Employtng then:
Lhot Eie Market operates wieh a Nigh degree of efticinnoy. @h the oeher hand, however,, 1f their enplayers all acted

ir asBimilatang mew Lnfo[mattan, po Lhat:there/ 18" victyally ~ -

on this AppaLent .phenogentn, . then.a oajor Facrar.in the
i opPdLtuRLty Foz-any-investor to qalh advantage' from- bhe - Eormation of eecurledes prlces woold be removed from ks
ubilization of anfarmation befors. 3t 15 1mpacted wn the « cmarkebplace .and prices would pregumably na lengar be
BCQRrATy-price. RRCELL studled by efficient markek - afficiently established., It is, Euggested that the
deuntcas.havu.squestcd Liat'there nay be & very ghart Cre cJuBELEicatyen Eor the. ackivity af -analysts i6 Ehe par-
Pefiod dulilng which bhe QAT KL L3 AEBIWLlARing. inigreaklan . Formance by-them . .of. whae Lk esgenkbally.a public goad
and that du::gg-th::-rnlat:vflr'snur:'pu::uﬁ:tncreimay -1.% by telog.che machanism through which the efficient

bn gppoctwnity for.Lnvestgrs Ed realize "abhormalt prafika,

Rarkok operates, _IC, AaY be suggeskted that.auch would be

ket it L E

r

e

e
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Boaft conselation to those bearing the cofts of financial
wnalyses akd 1t would not he Anappropraato.for tham- to
FUggeat that ehe CEEE"of Pericrming-a” publie goed shopld

De borne Ly the Rublic. It Nas beon Suggested by Dne menber
of the Cosmitkee that a5 s0on as departires of analvses

Eron tht market :eachea prapurt;ans Lhat qupa1rea Ehe

wffkclenty ar-thg mark&t.'thqn analy&tn-would oy e v
o o nooas - P A E T
DFPDrtUﬁlthn fuf abnurra]"prniit: hnd»uuuld‘rrturn Lo
. o e P

ﬂftlﬂit? lﬂ the PAr ket unt11 Buch t:ne ac tht m;rup{

- I "

rea:h:d A level af-etfnc1enc; aqa1n.'-0bv1nunjv there

- AR Lo

mlght hn stgn:t1cant ttme-lag un11e analyqts moued

n oand ouk of thenr pr01¢35Lnnal endeavura,- 'T'

© i7" The Commistee believec that notwithstanding: the

dinteresting-and clearly signuficant~ori done” hy ' .
-EconominkE aud othops tndevploping the cELLoiank-
‘MArLeE hypothesis,'Lhe ecvidences“bhat Eundunental !
'fescarch 1% a%sentially usneleBa arg nebtyer,: and may”
coever-be,vsaffyciently sbolling to' Justity thetckiminatscn
of 2 dieclosure spstem-premised onLthe propoaitesn that
sueh=research is wgefal ‘and neceppary’s  * Poarhe T
" Huny'nfﬂtne~tﬁmualteE'zemher5-hau:-known-ﬁfEEItremel
suecedbfhlitaveatore whothave rel Led-upen fundanental
feseerch; aibd for chaol mALEeT, :here aro pembers nf the

Commiktten who havertheoselver achiavod #lgniFigant -,

Succress Ln “his manner.  Forlhermare, Lnere are olher sbuding

[ ol Ly
1

ML

LB
&
s

RLFEL

i,‘- TR e f At o Efrw

'
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- Ehat, appeas tu-cankTadico kMe statistical fesearches and
L.-dﬁhﬁecﬂ'tﬂ indicate that some portfolics argakized oo Ehe
v+ 4 . .bp=is of tundamental research have exceraded, som=times Ln
v eignificant degree, the “indax= portEolics. Ik shauld
#150 be remarked thit virtually a1l of the research

dnnz.ulth respect to.the !EflLiLnl mnrkn{ thua far has

been Encu35edlupnn HEH Y&rk Stuck E:changc—itatqd

LN

cémpﬂnies uhlch. aE 3 qraup. are cnnteaafdly tne Anout
llquld and uhl:h hnve the hlghast'meaaurﬂ af anaiyst
and . PruIcustannl !allnwlng. BT

W It n; dLEftcult eo re:ect thq ﬂﬂ:denLe affnrdnd
ol

=1mp1y by the ex1utcncc af a suhttant1a1 ana]y%;
- - ' - o 1 v

profeagion for ﬂhosn servlc:s J1Lerally MllllDﬂE £

anw't&ta ACE Hlllkﬂg tn pay nrten subntantlal feeg

£nr.hh¢ ncnatlts af - lnformﬂtnqn and aav::s b.sed upon

fundalantal researcn Thin dons ot dEny :hat

", A

fraquently thu.éublic is thz wiceinlaf u;deapread myLhE
¥ MR COMDiLE Bubstantial fEGQUICAA Ln pursuitiaf thae.
sva s cHowever,. quven -the Facility of COEnUAICAR hSNn, COOEST s
studieE, snd parsanal experlerce pE- investors Sib us
Lol difficule £o pelieve that this slaborace fnduskey and
L. professian would be parpetuated tand fehanced by T -
o Eophisticared, knowledgable, £xpert investoss when thers

b NG value Whatacever to be cecured From it

' . | P - -t a e
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s Even those who hawe been clearkly adentitied with gquegted Ehak g!n*1b[q inve3dtdent puLLcy entailed A
ospoJEal ol Ehe elilcient market bypotheuis are relugtant judgment with [Esprct ‘to the degrae ot reek drsiced Ln
te deny totally .the pedbibilitles of supericr profits From the gorefcllo ang tne tnvestn=nt ol the pﬂrtfulio resoucces
analysis,  Far inEtance, Peofessors Lorie sod-Hamilean . . in tecuritlen havihq bata coq!f:cnents which would auerago
have saud:

R R "out to the dezired degree ‘0F risx. These thearlea do ner
A beliel in an efEicient Dafeht L not oxackbly
equivalent to & diabelief 1n the popaibiliey
of Euperior wocur LEy. analydts., There can, oe .-
irndividuals 1n the world who have a quishesr ar

o cemoce prafoond understanding 9f ERe economic
consequences Lo individeal Eitme ot changes
in the ¢conemic environmont. oF changes wWikbin -

nilltate againa: A mandat&r? dlsclusure systqm. If any-

thnq thrr uqueat » maui-iaatton af the quanttty and

qu;l;ty =3 4 dy;c[umurz thraugh & nandatary campﬂnent
P

: : : “in qrder that thq beta Qf !EEufitiEE may mara accurately
;he :llu irself ILTrie and Hazmilton, ?h; s v L s

tock Markok: Treorles and Evidence,. pl” Taoa " reflact the degree of rhkax.
TLHHETY

(S - o

Thn Hnnn: nf hchncwing h Handated nln:lnnure Sfﬂttm

Again, ProfesTor Burton ¢. Malkiol Has aawd,
) : B o . .. : H:?lnq rauchrd tht conc1u1-0n that a corpnrﬂtﬂ disclosuce
abrer disconsing favorably the randnu walk tﬂeary

lpfﬂgcnhtor of Ehe eEEchen: matkek hypnthests].

ayaten needs, Bt leaskt tn part, eapecnally Hnth raspect

1 Halk a middte road. thle 1 hr11tva Ehat
LAVeStOrE @USt reconuuder theor Eaith: in-
Buper Analynk, 1 am mot aa ready as fany oF
my academlt eeellopgues Lo damn the entira !

tield. " (4 Random Halk Cown Wall Steeet.
B L30 [19TELT. -

ta cnﬂpany nriqtnated lnfarlatlun. to have ] :andatury
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with regard to porticlio organization and the so-called and pther ysars of company-originated information with Tespect
"capital asset pricang modrl”®,

Ancreasingly pertfch o “to the contents, timeliness and other charackeristice af
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nthﬂum tn be I:prattiLal Lh an etunomy AL lnrge 44 the

Untteé Etntes hucnu_c al the very Eub&tantiﬂl number of

Lss-&fs uhluh ﬂrt publ:cly ncld and the wery sunstantlal

ﬂunber uf analysts and atberi wha use 1ﬂfnrmat1un Furlhn:—

more, Lt would sEem dnfflcult tn qevelap a svsten ut ealarpg-

nent and prnaittns uhtch uould ue Eatl'factoly

A 4¢cnﬂd L~ qavernmrntal apprnach :tht be 1] rqu,

etther in pnrt GroLf wrvier upan the eufhanqrx. Prlo: tao
Lhe qnactmen: nI the SQEurltLe& Act at 1933 4nd the Securitick
Erchange hck nf 1531. th= Hew Tork Sta:k E:cnangé, At leask,

hﬂﬂ Lesn movLing in Lhée d:rncclun uf, and Eur that matter, had
-

been the P!lﬁ=1P=1 fﬂrre in dEVﬂlDFin, mardabes and ztandards

tor dLLflGEUFﬁ h} l'htEﬂ fﬁhpﬂﬂlca. Thus, the E:charQE had
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rcquxreﬂ Lhat al! ltsted :ompan1e5 puha1=h aud1t=d figancial
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&tate:en s and ccrta:n ather :PEﬂrmatltn Tn:s cnntinues to
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be the PﬂttErn En the Uﬂhted Flwqdnn and in Wls stwdy
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des lvesy ETO: Ln: unlque naturq of the Ilnanclal enmmuntty in

bredt Erltaln uhzrq i wauld appea: that peer p:e554res, the

gébqraphical cqncentiat:qn of i i;qunc1al :nmmun;t? in
.andon. thg 1nfluencc u} the Eank ot England tne merchant
hanka and Ehe Ldndnn stnck Exchunqe. tagntner wWith = long
hl:tqryr “have neen 51anELcuntl? effective in ernforcing

inteqrity afong warsous alésent: of the Einaneial COmMU kY .
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Rotwithatandlng this, there have been a nuober of tinancial
acandals.in Greak Britaln which have led to 3trong pLessures
Lar the Supplempricatvon of the Piseeht cyskem by

gavernmentally impoded cequirenente.

‘i hgovernanatally drdaingd and operated .mandatory

crdigolosure AYECEM may taka acveral Eoras. One form would

LCONBisk Aumply of satifraud roles Ehat might be enforced by

Srlminal progecution and clvil Litigation by injured - partios,

-Dbvlougly, .the effectivensgs of aueh a Syakes would in this

_Feuntry be spbatancially greater than, for_instance, in

Brest.Britain, bacouse of the relatlvely pernistlve attitode

- of Fedwral coorbn with respect to Claks ACLROA%. A8 &

ofaciation of thiz syaten conceivably a Jovelnmenkdl agengy

might be empougread to nemh civil romedies: chig made of
enforceqent of anclfcawd probibition ia, of COUL EéE, a
afgniflcant part of the federnsl FACUCitiew I eQulAbdry Gohame
At the preoent tloe and appears to work gabisfactorily. The

agency could, like the Commodities Futwrgs Trading Comfiinsion.

Lprovide inverbors a forum Eor seeklog reparations Foc

rulus® winlaciona. Angther waciation of an spdencially

. antifraud approacn would entail the cetablishannt of detalled

5 [Uleg by LNk §overmmental inatrumental ity with regard to

dlsclégurs, gquoh like the content af . the var ioua forms adopted
by . the Conmlasion, with departures brom thoas cyles enfargad

through civil or criminak Procesdligs, DUL MLthout requires

mgntipf of [iling and reyiew.
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- Whethor-any confiquretion conziztlng ensentiélly of
antilraad fules. ackhot eeavted generally or wikh
particularaty, would provide-satigtoctofy prateckinn oo
LOveskdT s 18 uncerktawn,  ln gergral  -it appears that Ehe
crpRr1ence in otber cousfitriap wieh cLher modes of regulatecn
has pot-proved 9ATVE0ACTOryY Blnce Lhmiw haz Besn & sagrifican
ingcrease in Lhe-nurber of eguntries-spting for what may be
called egientlally the SEC appruaask .’ Furkkermore, the
brteraseran berwoen lagyers, gsers and the SEC Throuwgh The
Liling: and revsew process Lo moLpful EeEne Commissles Lo
devolapsng meanynqful disclosure standarda: wlthouwt thosae
rlements of The Systofr Lt wodid not be expected that Etan-
darde would be ax responsive to bhe public inkercat as-they
fow Are. CoT . - D

Members gf Ehe invesEmeatl communlty who had ;
4pperience with-dsaclosure priosr e -the L9XY and 14934
wnackronks are-glten BLeongd' La their averment that=the
- ERCUE1tLes ackd nave BEeen extrepely effecrive 1R TalSifg e
levels ol dusclesure, and certalhdly in SignlEvcant ‘measuce
thad & attraputable o the gsyetem of filing and reviow

mandatrd onder thes aad extended by the Cemnisszion theouah

it relepaking avkharley. ‘It dcpas doubkfal Enat any others

availaple sysces Woold be an effeotive in developing

the sangltivitiesd of L4suers and Lhese who conkTol them

ta bhe needs of the fipancial markee, .
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114 |dsat%5ﬁagtury aysten of cq:pnrate'ntsclﬂsura is the
significant invalvemont of tha Esdaral government La
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.,ment of them. The Eunctioning of the Sgcuritiea matkets 13

heavily freigneed wich consideratigne of poblic good: the

_“.ngﬁidche of Ehe public in the inteqgrity of thase mqrhé}s

k]

ks epaential if peivate capital is to be cpmnitgga gb
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o, 9overmmant it 15 desirable that there Lo & reduction Lo the

- and extent of regelacion, mosk of the Commiktbes
memDers believe thek a signifidant retreat of the federal
QOWAr imant Irom requlation of Thee di5ClOEUNE Procass as .

. prp%anly:cpn&Lttuted wolild have unfortunate ippact L 0T

ageuritles markeots and the ability <f privale corporatiany
o DR £ c -7 4 Lhg at ] .

}E raize capital in them. In aadition, they belieye that

thers are sErong arguoents to be made for the belief Lhak

. the moBt efflcient method of requlating tne securities

. wackets is through & ayskten of [L11ing, review, culgsaking,

and, gavernugntal énforcesment, coupled with eatgozive
LXa [ .
oppartunities for private enloarcemsnt,
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and Exchange Coammisslon satlsbles direstly the oweeds af
only 8 5mali proportior of the psers nf Coamzany—0F kplAabed
pnbcrmakiun 1 lnwesemantk decizwnn-maxing. MOs ko Lmwestors,
garticdiecly those custamaridy referred to as individoas
LAVDELGFR, SrTUTe Thelr rforraktion Lrom & host ol SoUrCwes
that present, fosmat, sumoarive and aumpliiy Lm warylag
degqrecs and Wwaye wn oan ellock Lo secwrse the Lavar and
patronadge of Vari1dwd Slasstes af users.  Theose prpvately
cperated sources of wnlarpzbion gre edkrerely importanc

parts G bhr total @isclosdre system, tuc thoey provide

Cnccesfability. botr from the JiBteminatlan standpoint and

the underzcandaculily Standguint.

Thege 50urces ol ianformaciorn acr the oerebiloyarLec
af the Comrissiom dlschouure daysbem and w1bhout LRar SYSten
Encir actlwities wuuld be servercly bampered,  Hoch ol the
Latogmaton 2hat they dissenifate they spsare dron Cammissien
Eilimam. Fartner, the mandatory d:sc]losure systes, with
ied possible penaleiles not only Enr misskatemeanrs and
cosssinns 1A Eiled matercal bBut in Aa%her cocpoarate disclesare
4% well, provides @ algh degree of assugidace thakt all
infprmacicn furnishied by coeporab Lons, privately and pablicly
adbgide bLlings as well a5 on thes, w11l be responseaLne and
L ACCUEALe .

Tha yppoTkant roLle uf the private Jd i Saemlhaksrs of

infornat1on is enbanced scgneficancty by Lhe prosence of a

mandabgry dymensicn to Ene system,
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Sazsary
The Com=ittps wuy consluded Ehat, nokwithstand;, g the
argunéﬂts Of eLonomiscs ang SEREFS Rhab Lhe mtilciaent Tarae*
CYFORReGLy, the rfAcddm-walh theory and.the Strengck of
myFRel fOrors, Rave rendored ehiulerne ar HANeCEEsar e =i0h ar

all OF The Adandatnry diyolasare SYSbem admimistered hy, -

Stgur ities ang Excnaroe Jommissien , thean aryamenTs are
Pl owctTbcinstly €arprlling to Jdstdy ditzantllog the-
LALEETS S¥Stem 4t this time, Soac al Lhese thceries, ohile
aving gataed widresnread qoademgc ACLUCRLURCE, anpear ko b

conEradicted by fonepwidenoe #nrd have pol Lepn tully explared

SEothweir applteaten kg gt EArEers Ear pullicly—ne i sarOlr LR gE,

VLRErS . while aueful ke wroleESinnal poitiviip Minaqer s, de

M0E reflect eac acipap FARRET ) wAiZn naumer ab e 1avesLmenr

LRCINLCNG Or e e img nade

duyond: ragp fans iderakigny. Lhe d1gslosare Syseen ko

unrmed wel| duriaq enp taer-nlus decadow ot LEE e lsbrnce;

Wy Lean SETUNT L E e

TEFARES arg lrcofunazed wor ldewide [or
Thelr Seecgrity aid cne AYalisy and juant ity ot Ltfarratian

v L aple amaaer Ao Lean TUFEIrdt 150 . ARGmal Gus iy, vE hgs

Bern suggesied raat Lhe mate and small SEEENST with whirn

ALAGY AN De ralsed or The Bgranood market, Where na Forma®

disrlesere Fegairarentg CrLEt. . accasnue Lhe COTEAn1 2% sk Lng

Foids Cara nave Leen corpetled bo o make a1l disclatyre in

Bhe Unlted Staces, ghos FEFMLILION vnderer iters and Paschinzers
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in thar parkes 12 Invest wirh 4igurance cencerning the
Qualiby of ERewr dnwresEments,

lr concluding Ehat radigal 2hangs LS AOE now
desirable, ke Committiee woyld Feiterare ks belief that =he
Commigseon akoele ghserve closely developrenes 10 economic
thedary and should mod1fy L1ts policies ta reoflect Sugh
devalopments when thoy have aschicvred a tenanilley naffweicnk
b2 SWUETALE policy.

To conelude Fhne foundatione of g Stiuckuare arc sonand
i6 AOL Eo conclode Lhat rafprblening, repairg apd
remadeling are not desirable,

Tie Feconeendateons of the

Committee which Follaw are intended To he Gf that natire.



